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August 6, 1941 
9:00 a.m. 

1 

RE TAX STATEMENT 

Pre sent : 

H. ll. Jr : 

Blough: 

H. IJ. Jr : 

Blough : 

Lfr . Kulm 
Lir. Gaston 
Ur . Sullivan 
Hr . ':thite 
Mr. Eccle s 
Llr. !"oley 
l.!r. Blouy,h 
llr. l.!a~:i Il 
l!r. Currie 
lliss llichener 

Vo you want to start readin~ , Roy? 

Al l right . This is a draft of mine , or revi­
sions, principally, in organization. 

Do you want to read a pa&e and then stop? 

~. Chairman and members of the Coomittee : 
I am here today to di scuss the pendine tax bill 
H. R. 5417. This bill was designed by the House 
Co:nmittee on ·:lays and !.:eans to produce 33,500,000,000 
annually in additional revenue fo r the defense 
of our count ry. An amendment adopted in the 
House has reduced t hnt amount by S300, 000,000. 

"'.'lhen, on April 24 , I mnde nr:r st atement before 
the House '!fays and Moans Committee on this Bill 
the defense pro~ram was about $39 billion includ-
in3 the lend- lease appropriation. Since that time 
t her e have been further authorizations and 
appropriations so that the total program at the 
present time has risen to billion 
dollars. Of course, not all of this amount is 
going to be spent during the present fiscal year, 

• 
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H.:.!. Jr : 

Blou~ : 

!I . I~. Jr : 

3l ouzh : 

::. ::. Jr : 
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but as these appropriations are spent the fiscal 
nrobl ems of the Government and the economic effects 
Of the defenSe pr0p;ram '.'fill both increase. II 

'.'le r1ill zet from !1lr . Bell the f ir,ures on --

·:.hel'e is l.:r . Bell? 

I non ' t kno·:1 ·.-mether he kne11 about the meetinc; 
or not . Thot i s a :ood place to b~eak here. 

ft~·bod;r ::ant to sa:r an;rthins? 

·:Jell , I don' t kno:1 whe~her you wr.nt a..-q ques­
tions brou~ht u-:> now. If this is the last time 
over it, I r.ould think t hat l as t sent ence in 
the second para-raph is unnecessary, and t here 
is a hi atus between the second para;>raph and t he 
third para~rnph that I think needs an 1ntroductory 
sentence , but I take it thePe will be an oppor­
tunity to smooth t h'\t off. 

Yes , there will be, 

"Our -rent probl em in providinc. for the <i.efence 
o~ the nation i s fundamentally the probl eo of 
production; of actually buildin~ planes and tanks, 
ships an:l :;uns with the l abor, oanat;ement, machin­
ery a~~ ra;-; naterial s which we h•ve in our 
coun~ry . " 

(rr. 3ell entered the confe rence) • 

. :ait a minute, for Professor Bell. ".'le have just 
covered one pn~e . I don't know where we ~topped. 

It is at the top of po.3e tl'lo, the first sentence . 

"Althou~ :ve c'ln and should" --

·:·ait a ninute . Let' s coive Bell a chance to read 
pao:;e one . 

• 
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_, 

3 
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It hasn' t been chaneed much since yesterday, 
has it? 

Page one has been chan~ed very little. 

O. K. , that is all ri~ht. 

"Although wc co.n and shoul d siliiUlto.neously 
increase the production or civilian goods that 
do not compete dth the defense program, r;e shall 
find that as we increJ.se defense production it 
will be necessary to divert to de~cnse uses more 
o.nd more of the resources nor1 en~a~ed in satisfy­
ine our civilian needs and :~ants . The pinch of 
scarce resources and plants is already being 
f elt and may be expected to become mo:-c ag("ravo.ted. " 

Just a moment . Yes, Is that per fectly clear? 

In a pinch become az ·ro.vated - r.oul dn ' t it be 
better to say the pinch is already being fel t 
and may be expected to <-;ro•·1 worse or become 
tiehter? 

I 11as just t rying to picture a pinch becoming 
aggre.ve.ted, 

All ri~ht . r~ ahead, Roy. 

"At the same time that this diversion of produc­
tion is takin~ pl ace , t he e:nount of purchasinj 
po;7er in t he ho.nds of the peopl e of the count ry 
will continue to incrc:lSe due to the l ar.;e 
amounts bein~ spent by the Government ana to 
resultant fuYler employment. The result of the 
pressure of this i ncreased purchasinr; poner on 
the limited amounts of :;oods and servi ces for nhich 
i t may be spent threaten, in the absence of vi~or­
ous action, to srzoep us into a spiral of r ising 
prices. " 
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It i s the larp;e amount of borrOI'Ied funds spent 
by the Government , I take i t , t hat you want to 
stress. 

'.'/ell, later on the stress is placed on the 
deficit financing, Perhaps it should be here , 

The Vlord is "threatens", not "threaten" . You 
are t alki ng about the resul t threaten. 

Yes, correct . 

And it i~n ' t - all ri~ht . 

And aren ' t you really attemptin6 to say that the 
pr E>ssure threatens to sweep us? 

Yes, you don ' t .. ant that "result of ". 

You don' t ·.vant "the result of". 

'.'lhy C.on ' t you take out "the r esult of"? 

All ri~ht . ,, 

"A~parently \'le arc at the sa.'l!e point in price 
history a s in 191G - - on the edse of inflation ." 

Of course, oany of you will reco~ize most of 
these paraeraphs hnvin~ been in previous docu­
ments. 

"The pattern of price ri ses during the past 
bo years rou~hly resembles" --

I am dubious about the i nclusi on of the next 
four pages, throe or f our pnge s in thi s stnte­
ment , for two reasons . In the fi rst place, you 
are r.oin;; to oake n 3tntement on price s which 
will cover it. In tho second pl ace, I think 
much too much emphasis is being placed in this 
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whole statement on the defpnse of your t ax bill 
on the grounds of infla tion. I think much 
too little em~hasis is placed on the fact that 
you are spend1nrr a lot of money and it has got 
m be paid f or , and that out of taxation, and 
moreover, Henderson ' s st atement all over the page -
he i s coverinc thi s ~round pretty adequately, so 
it will be necessary either in your statement to 
refer to that or to boil all this question 
of prices down to one or two para:raphs, in roy 
opinion, 

You should spend more t ime on taxes and less on 
prices. 

li~Joint comes before that one. After this rro.rd 
"i l ation", shouldn' t the Secretary of the 
7reasur-J give us some dei'ini tion of what he means 
by "inflation"? 

·.vell, you a.re here all iic.y. After · . .,e break up 
you can tcl::e a try at it. :'/e rrill t ake a try 
at it, rrith your help, I think that '."lhite ' s 
c.riticism about prices i s n very ~ood one, I 
think that ue could very 11ell afford to either 
save the. t for 1'lhen I go up - for J.:r. Henderson. 
·•ben ue wrote this, I clidn' t kno17 th!! t Henderson 
wanted me to COI;~e up. I only hear d about it 
t.Yenty- four hours ago, 

!lot only that, L::r , Secretary, but this vras ~7I'it ­
ten l argel y in defense of one part of your 
t ax pro ::;ram, nhich 17:15 that form of excess pro­
fit s, but since this, I take it , is a statement 
on the entire tax position, there isn' t t he 
same need to pr epare t he ground on the basis of--

'."fha t do you think, Ferdie? 

I t can be shortened or el iminated. 

5 
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I think I would l i ft i t. 

You come down to --

J!.arriner, you are eoing to talk, aren' t you, 
before this Committee tomorrow? 

It looks like it . I have been trying to get 
out of it but - tryin~ to ~et them to put it 
off. I have been so covered up. Henry Steagall 
cal led me last nieht and said t~~t he thou£ht he 
rroulC. get through with Henderson today, an<! if so, 
he wanted me up there to~:~orrow, But I heven' t 
any prepared writ t en statement . I am just r,oine 
to eo up there and let them ask questions, take a 
chance at - ,.,~en are you eoing up? 

I said I couldn' t be r eady before Tuesday, 
·:le heve got to get this into shape. 

I think this material hore - I don' t want to 
disa!;ree with Har l'y on it . I think the material 
i s very i mpor tant for t he Secr etary of the Treas­
ury to say. Now, it i s one thing for Henderson 
to say it, it is another thing for the Secretary 
of the Treasury to say it, and I don't think that 
a thine as important as this can be overly emphA­
sized. It is true HendFrson is talkine about 
prices, talki ng about inflation, but i t is in 
somewhat of a different "ay. It isn't - but the 
Secretary - I think people are expectinu him to 
make a st atement on this r eneral sub ject . JloiV, 
I don ' t - m1ether this i s the time to make it 
or not , I don' t knovr, but it i s an awfully eood 
forum, and he will cert ainly eet plenty of head­
l ines on it. I just think the materi al i s good, 
and whe ther it i s said now or somewhere else i s -
it may be all ~~tt to s •1y it next week before 
Henderson's Co ttce. 

It is also all rir,ht to S&f it h1ice. 

• 
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That is ri~t. I just don' t think you can over 
emphasize £hi s thing. 

I lean with J.larriner. 
I don ' t think you can 
do you think, Ros? 

I think he i s right. 
say it too often. What 

As I understand it, Harry is referri~ to the 
next three or four pages that I haven t seen. 

Let's run through them. It is easy enough to 
lift the thing out . It is a difficult thing to 
- go ahead and r ead it. 

"'t'he pattem of price rises" -­

·:/here are you? 

The last sentence on page two. 

Tha"nk you. 

"The patt ern of price rises during the past two 
years roughly r esembles the price movement 
during the first two years of .'lorld 7/ar I -­
little rise in t he cost of l iving, a moderate rise 
i n the wholesale price index and a sharp rise 
in the prices of basic commodities. . 

"Since the beginning of t he war, Septe~aber 1939, 
the whol esale price index has risen from 65 to 
87 or about 16 per cent . " 

Jlov; is t hat , only sixteen per cent? It doesn't 
look like sixteen per cent. 1~be it is. 

Si xteen per cent of si xty- five. 

That is l"il'ong. 

Something rrrong there . 

7 
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Thirty- three per cent . 

The fieures will have to be checked, The f ieures 
may be rll'ong, But this is 1'/l'ong as is. 

"The grea.ter part of this rise has occurred 
durin~ the past five months , 

"The cost of livine index has increased 5~ per 
cent since September 1940, J~lf of this increase 
l~s occurred 1n the past two months. 

"The price index of 28 basic comcodities has 
increased 48 per cent" 

Excuse me, I have a t elephone call, 

(llss Michener entered t he conference) , 

Just give Miss !.tichener a copy, please , 

'.'le are on pace three . 

I just loant to make sure that we are synchronized 
on this and the price thing, so your shop knows 
what i s going on. 

"The price index of 28 basic commodities has 
incre~sed 48 per cent durin~ the same ueriod, des­
pite the fact that the prices of many basic 
ra~ materials have been controlled by the Office 
of Price Administration and Civilian Supply. 
This increase constitutes a major danger si~al 
of inflation which must not be ignored, The whole­
sale price index al.:o.ys lnes ~reo.tl:r behind the 
index of bP.sic commoditie s, while the cost 
of living index does not show anything like the 
full effects of inflation until long after the 
seeds of inflation have taken deep root." 

Just a minute , 
sa'J sonethin~;. 

Let' s see if anybody 11ants to 
All t• i~t, co ahead, 

8 
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This budget material, I assume, will be all gone 
over and revi sed, but I just put it in as it 
was • 

Coul dn ' t rre skip tho.t, unless somebod.v wants it? 
J.iar riner or Lauch? '!/here IVOuld you skip to? 

·.•tell, the next vara~aph says how much the def­
ense spendine rr1ll be in for ty-- two . The follow­
ing paragro.ph says horr much the deficit will be 
in forty- two, IVithout the new tax bill and mth 
the new t e.x bill. The parat;r aph labeled (3) 
is the paracraph on expansion of bank credit, 
which is the same ~s in that enrlier document . 
Likerrise, para'T1L'Ph (4) is the same as in t he ear­
lier document . lhere has been no chan~e . 

Anybody want to criticize or comment? 

On para~raph three , Ur . Secretary, I think you 
want to ment ion that point more toward deposits 
th::tn to loans . 

As I uncerstand the economists, :men they were 
l?orking on this before, on t his particular 
para<>raph, they m~nted to emphasize loans because 
the Governoent spending increased deposits, 
but here was another source of denosit increases. 
Is that right , Harry? • 

Ye s, 1'/e threshed through that. I think we can 
add a phrase that will satisfy Lauch on that. 

','Jell , Lauch, could you give them what you -
thresh it out with Harry afterward? 

Yes. 

Will you? 

Yes . 

9 
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Are you all ri<;ht, !.fa •riner? 

Yes . I ;·tas just - I don't know just what Lauch 
means there . 

·:fell, it i s a little bit of an academic point , 
It is not the expansion alone that creates any 
rise in prices. It is the expansion of bank de­
posits and spending those deposits. 

or course the bank loans create deposits . 

It may or may ~ot . It iepends on ~hat happens 
in the other, 

The loans create the deposits, and deposits 
are spent . If it Yiasn't for the loans, it 
wouldn ' t be the deposi h , except the r-ol d imports . 
They have to pay a deposit . The people - ;·1hen 
borrovring is done, they zpcnd . They 17ouldn ' t 
borror1 unl ess they •:1anted it to spend, The 
Government borro11s it because it spends, so I 
mean it -ets into n que stion there , a technical 
quest ion, 

Can ;·:e i;C ahead? 

I think it is important to point out this expan­
sion, though, in bank loans. You might also 
point out the expansion or deposits • 

His point i s merely that you - it is a question 
as to ~here the lo~ns come from and I think one 
phrase would satisfy both of you. 

But you don' t disar,r ee , Lauch, do you, that it is 
important - here is a point to show that there 
is a hu~e expansion in bank loans. ~1enty per 
cent in a ye •1r is a t errific expansion, ::nd of 
course that in itsel f - there is a contraction 
of banJ.: loans in t eflation. In an inflation you 

.:.o 
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alWilJS :-:e t an expansion. I think that expan­
sion in one year is e. measure of the act ivity 
of the use of credit. 

Yes, 

Goin~ ovet• to the second full pnra-;raph on p(l:;e 
f i ve , up to that point it is all the same . 
In fact it is there but it~ be hel pful to 
read it . 

"Althou&h there are some factors in the situation 
operating to check the inflationary hend, such 
as surplus stocks of sooe a~ri cultural co~oaities , 
unemployed l abor resources and partially employe~ 
producti on facilities , nost of these factors 
rrere present in the f i scal year 1941 in greater 
rl e~ree and yet di d not serve to restrain price 
ri ses even thou~h the f orces nmking for price 
r i ses were then much r1eaker . " 

i!ow, the next section, "St eps o.lroeP..dy tnkcn to 
check inflation" is o.s it \'1!1.5 in the prc•tious 
doc\lilent , except I r;ould cut the s entence on 
the tax bill out , since you are talking about 
the tax bi ll here , but the Jefense Snvin"s 
Bonds, ':'ax Anticipation !1otes, the O:fice of 
Price Administration ' s cooperation --

Just a second. At t he top of pa~e six I tlunk 
Bell :7ill a.:;ree that that first para:rnph, 
;,rou could say, "Early indi en ti ons sho·:1 t hc.t the 
plan hns been ver; well received . " I s that 
conservative enough, Dan? 

Yes , Tax Antici pation Hot es, you mc(ln? 

Yes, 

Yes , you mirht put in a sentence lL~e that . 
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'!'hat they have been very 17ell received • 

Yes , 

!>or.tethi ne; like the. t , because t hey have been. 

"These measures to westrai n price rises, although 
they have unque5tionnbly been hel pful, are inade­
quate to r.~eet the $itur.tion confrontinc us , '.'/e 
have :;one only a Slllll.ll part or the -;;3;1 it will 
be necessarj' to go. ·.7e mus t attack the oroblem 
On all f ronts if :Ye are SUeceSSfHlly to check 
inflation. 

"Fi scal polio:,• for inflation control 

"One of the most important methods of infhtion 
cont rol is a stronl fi~cal policy . " 

12 

It i s at this point that the order has been che..n~'"ou , 
vutt i ng the t ax material and the fiscal material v 
1n f i rst , ant1 the other steps later, a s l.J> . Kuhn 
sus•:ested. 

"The t ax bill before you is an i mportant step. 
".".hen I appear ed before the ·.i"ays anti L:eans Comit­
tee in Arril, I recommended a tax bill to yield 
.;3 . 5 billion of r c·1enue o.::nuall.J above the :·ield 
o~ t he existin- t~x ctructure. I~ at that tine 
I could have foreseen the accelerated ri se in 
orices and the -reat increase in the cefen~e 
pro ;;raJ:~ r:hich have ::ince t aken ?lace, I should 
have a sl:ed f or t1ore t han .)3. 5 billion. 

"T"ne ·::a;rs and ).:Cans Com.'lli ttee of t he House has 
labored lon;; and r1ell on this bill and I am not 
sur, ·estin:; that you i nerc ,1se the tot al amount of 
r evenue which it nrovi des beyond the ori gi nal 
c oal of $3, 5 billlon. To increase its revenue 
7ield substantially mi~ht resul t i n uelay, and 
oronpt passa~e of t he bill is important, I 
aeem it imperative, however , that the new 

• 

Regraded Unclassified



U.l.f. Jr : 

Bell : 

Sullivan: 

II. t:. Jr: 

·.'.'hi to: 

l! .U. Jr : 

.. 'hite : 

Bell : 

·:lhite : 

Bell : 

Sullivan: 

- 13 -

revenue yiel d of the bill be restored to at 
least the $3 . 5 billion l evel , " 

Go ahead, t hey oeem to like it. 

t>o you cut out "provides" -- "total amount of 
revenue beyond tho original goal "? You say 
1111hi ch it provides beyond the original goal r., 
It doesn't provide the three and a hal f . 

I may wish to comment on that sentence later in 
t he dey. The remarks of Senator George as 
already me.de indicate that he has in mind thill$s 
that will bring it above three and a half bill1on 
dollars , I don't kno\7 ·.1hether he realizes that 
or not , 

.1ell , you say "at leas t " . 

Ins tend of sayina 11 \'thioh it t>rovides" , I think 
you mi~ht say, "'!-'hich this b1ll provideS~ 

'.'/ell, t he. t is --

Because in the very next sentence you are askinc 
for more money, but not in this bill. 

\/hat is the matter 1T.ith, "I am not sug~sting 
that :rou increase t he total amount of r evenue 
beyond the original goal of three and a h&f 
billion dol lars"? 

But he is. He is not sugge sting it in this bill, 
for this bil l , if I road it correctly. I don' t 
think i t matters , 

O.K. 

Put a ouest ion mark opposi te that sentence, 
We miglit ·.7ant to ouf,e;est something else fo r it, 

13 
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11\'ihen thi s bill has been passed and you and the 
members of the ','lays and M'eans Committee" - this 
sounds a little corny - "have had an opportuni ty 
to enjoy a well deserved rest from the arduous 
labors whi ch i t has entailed" - I suggest a 
question mark there . 

'!lhat do you v1ant , l aughter and appl ause? 

I will fix t hat up. 

"I hope that yet this year you wi ll undertake , 
as the 'i'reasury has already undertaken, to make 
a new survey of our tax system. It is now some 
years since a tax bill has been passed making tho 
many technical changes which from time to time 
are found nece ssary as a r esult of experience 
new court decisions nnd other new situations .1• 

You are eoing t o fix this up, nren' t you? 

I hope so. 

Go ahend. 

"Both the taxpnyers nnd the Government suffer 
as these uncorr ected faults accumulate. Such 
matters have been kent out of the pr esent bill 
in order to expedite.its passage and not to 
complicate the i ssues 1mich it involves. In o.ddi­
tion to correctin~ the faults in our tax struc­
ture, it will aga1n be necessary in the light 
of the present pro~ram for defense expendi~ures 
and the threat of 1nflation to increase further 
the r evenue power of the tax system either late 
this year or early next year . " 

I think that is one question you have got to de­
cide and I think if you are not ?oing to have 
another r evenue bill this year, 1t would be 
very unwise to hnve any ref erence to it because 

1<1 

• 
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that will just create all kinds of uncer tainty. 

I think John is right . 

And if the reference is solely to the technical 
amendments, I t hink that that might better be 
in ~ statement than in yours. 

I agree rrith you again. 

I think you ought to have another bill this year 
unless you have made up your mind not to. 

Why say anything? ':le can ahtays eet the President 
to rrrite a letter . (Laughter) Isn' t that right , 
Lauch? Not that I am inlorring that this last 
letter - Lauch wasn' t responsi'&le for this l ast 
letter, 

Not al ways at the right time, though. 

I Vlill give you clearance on this last one. 

Thank you. 

I aeree \Ti th John decidedly. I think you ought 
to let it go at this, that you say that if you 
had kn01m how the situation was going to develop, 
you would have asked for more, but not now. The 
complications --

'·Vh:7 be rreasel about it? We have got to have more 
taxes --

Just to f oreshadow it, not make an argument . 

The Secretary is the fi rst one that ought to 
sound that to~ic . l'/e have (J'Ot to have llD1Ch 
more r evenue 1f this rate o~ expenditure increases 
and I don' t know why we should be mea.ly-mouthed 
about it, 

I wasn't suggesting being cealy-mouthed about it. 

15 
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I didn ' t mean to imply that you r;ere, but you 
11antod to avoid the ctatemcnt . 

I don 't think that i o the place for this state­
ment . I think the foreshadowine and then stop. 

This is exactly t he pl ace for, i t seems to me • 
"I r1oul d ha•re a sked ~rou for more money had I known 
the expenditures were :;oing to be what t hey are, 
but I don ' t r:ant to dela;r this bill, gentlemen, 
eo ahead :'lith it, anJ as soon as you eet throucll 
with this bill, start on the next one . 11 

( Lauzliter) 

You have ~ot to tike out that pert about the 
rest . 

You have r;ot tl'lo {!ropositions here, as I see it. 
I think I a'"'!'ee r11th l'lhat I believe is John ' s 
attitude as to the other. If you start talkin~ 
technical amendment s to them now, I think the 
Finance Committee will say, I should t hink they 
would, "Look, we don't ·:~tmt to go ri ;>.ht to work 
on another tax bill a s soon as this one is over . 
\'le 11ill put these tcchnic!!.l amendment s in ri ~ht 
now, even if it tnkcs another sixty days," and 
t!tat i s rrhat I believe you don ' t :·:ant . 

~!0111 the :"oreshadol7inz additional revenue i s 
another story. 

·.'.'ell , that I think - I think the pl ace to sa7 
th~t is, someboJy i s !"'int; to ask me, "Are you 
sati sfied that this i s enough revenue in view 
of 11hat has happcmed?" and m;r answer is, "No". 

Th'l. t i s ri s;ht . 

That is right. 

And the time to do it is when I get t he question, 
but not rut it in an;r foroal statement. 

16 
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I r1oul dn ' t nut the technical amendments in either . 
I think you-will get yourself into t r ouble • 

.'/e held t he line n hundr ed per cent on this. 

Since Ur. Ua"ill is np,ninst one half of this 
pnra~raph an~ Ur . Suliivan a~ainst the other , 
that means the whole pe.ra:;raph comes out . 

1hat i s ri;;ht. !!017, there is something about 
bein~ Secretary - you just can' t go up a~ainst 
these fellov1s 1·/hen the two o~ them ;;;et together, 

Here •:e come to excess profits again. 

I think you could say, if you l"lant to, that it 
\"IOuld be a darned cood thing if the Committee t s 
experts and the Tr eo.sut"J woul d get busy and 
start working durin~ the next several months 
on a tax bill 1·:hich will have to be adopted 
next year somr time. 

·::ell , Ros, you know they :1oul C. resent m; telling 
them that , 

Uo, they :-rouldn't. You l:no:-1 Stll.JJlll isn't ;;oing 
to r:ork a::r;,-:;ay, :md the Treasury al 1•eys does 
so --

I think I t7oul d r :1ther l et - l e ... ·;e t hat out. 

I uoul d. 

I t hi nk this, thou:h, I think I ou~ht to go 
up there in my vest pocke t, certa inly, rtith n 
s t atement as to rrl1at this committee i s doing. 
SupposinG they say, "".'loll, Lir . J:orgnnthau, what 
is thi s co::.r.tittee doin"" that you have :;ot down 
there?" You !:no:·:, 1~ho.~ is thi s f ellow' s name? 

';ulick . 

17 
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Yes . ':/ell, I have !";Ot a rrogre!'IS repo!'t f rom 
l.lr . Gulick. This is l'lhat he i s doing. I mean, 
I think I ou~ht to have a report as to what 
Gulick is doing dorm in the 'l'reasury . I ought 
to hnve i t and say, "'.'Jell, here i s a progre ss 
report . " 

'.'Jell , that is still another subject . 

But suoposin~ they sa:~ , "':ic see by the papers 
t ho.t !!l-. t'lullck is dorm in the ':'rcasury. !low, 
r:h t is he l!oin;; do:·m there?" n·;;ell, I have 
:;ot a pro;;ress report . Here i:; r:hat he is doing. " 
And Gulick ought to be up there to explain it in 
case he is called on. Check? 

I don't know. 

ilo, I doubt that . 

I shoul d think no t . 

All ri~ht , we will just hnvc a pro:;r ess report . 
You feJ.lOi7S h:.ve o;ot lrust in r.ulick, haven It 
:rou? 

Yes. 

Let tr . John L. Sullivan explain it. Se i s a 
~ood explainer. 

I would like to r et him and find out r:hat he is 
doing before I explain rthat he is doing. 

All ricjlt . 

I s he in torm, :loy? 

lle wns yesterday afternoon. 

I am concerned a lit l le about it - you start out 

- --------
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here t ryi n-: to i mpress that Connnittee 11ith the 
"ravity and your eeneral situo.tion and dan;;er 
fn thi s whol e situation, and you come alonl:l 
then and you !\T'e lnyine t hat as a f oundation or 
a basis f or a t ax bill. You say that taxation 
is in effect one of the most important - i t is 
the important fiscal - proper fiscal pol icy -
it is the most important factor in ~etting at 
this in:lationary danger, an~ then it seems to me 
that if you do some of these thin~s you are 
telkin!: about , you are sort of letting the thine 
do7~ again. You build it up, end then you 
let it down. 

I woul d like - I a~roe '.'lith Harry there that 
when you put taxahon in tho proper f i scal 
policy as the most important means at the disposal 
of the Government to deal vti th an i nflationary 
probl em, then I thi nk when you talk about taxes, 
I think you have ::;ot t o say that we need three 
ann a hal f bi llion, much more than t hat , and 
7/e are spendi ng it , no queotion about it, but 
at thi s time the thine has gone through the 
House and now let ' s ect thi s three and a half 
billion as (_!Uickl,y as r;e can get it , and this 
thine is so urr.ent that ~:e ought to begin to look 
for another tax bill. I rrould ;>ut them on 
notice. I think thet it is a f1ne defense for 
you to b;.Uld up f or your self and for the Govern­
ment hero. 

.. iell, let t:c think tho t over. There is no 
~ue stion · bout your bcinc r i cht, but i t is a 
question of •ahether it is good polit ics, ;rou 
sec . I don' t kno1·t, but I will give it - let me 
give i t careful thought. 

·:;e might try our hands at a sentence or two which 
would be a good deal vaeuer than this, and yet 
put them on notice . 

llo, if I i7as go in.: to do it, I 11ould come ri -ht 
out ~lat foot and say so, say th~ t during these 

.... ------
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few months t hese appropriations have incr eased 
by so much, and the situation when I made my 
ost ima te of one third and tYIO thirds is changed 
by fifteen or tr1en t y or t hi rt;,r mill i on dollars. 

I think t h e pr oblem, J.!r . Secretary, is whether 
it is going to be a tax bill late t his fall or 
early next >linter. The problem is whet her there 
are going to be additi onal taxes levied on 
calendar forty- one i ncooe . That is always t he 
problem. 

',/ell, I have got it in mind. I uoulc! like to 
l et it sicmer a little bit . I think it is 
import an t . 

Yes . Of course you ar e tal l:i ng about an over­
haul ing here that the --

That was t he teclmical OJJendment . 

That is right . Thnt would be this year . 

Yes. 

I agree r.i th you t hat y:hether t he other tax 
bill - it is going to take a litt le t~e to get 
i t throug:~ , and t~ercforc , ~hether you stert 
it this fall , ;rou 11ill be t hree or four or five 
or six o ont hs getting it through, no ~atter 
r:hen you start. 

'.'.hat 1;ould likel y happen would be like the 
Revenue Act of t hirty-eight . \!e woul d st art 
probably around November when it begins to get 
cold, and work until April or May, 1'ilen it begins 
to get hot . 

.. ell, t he ordinary histOl"/ of a r even14e bill, 
as all you gentlemen lcnor~, is not only t o start 
in tlovember, you start in July. 

20 
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The Comi ttee probabl y won ' t start until 
November , 

Yes. You hevo got to let some of these fello;rs 
in on the secret before you comncnce heving reg­
ular hearings, and so on. 

You could make this point clear, that this 
revenue bill covers the revenue for this year, 
especially if you set the excess profits taxes 
you want . If ;rou ~et thcGe e.mendments that you 
are proposin:;, t!le excess profits tax - that is, 
if you ~et the Senate to accept the modifications 
of the liouse excess profits tax, t he Senate 17ill 
broaden the base and ~et the thr ee and a half 
billion of r :venue here , or core - if you could 
Pet a little more , I cert ainly would get it, 
Then close up your loopholes, e:et these technical 
amendments this year, and start thi s fall on a 
revenue bill fo r next year with the idea of - otting 
the r evenue measure through by April or Uay or 
June, instead of a ;rear f rom fall again. 

Yes. Th·1 t would be a bill the. t so far as income 
is concerned, and profits, 1vould apply to income 
and profits of calendar forty- one. 

Fort7- tiio , 

Calendnr for ty-two, 

For~J-two . The.t is right . 

I am wondering r:hether the two thin··s e.ren' t being 
rnixed . I don' t think it i s necessary for the 
Secretary to emphasize 11hen Co~ht'ess shell or 
shall not becin on the bill, Tnat he might -
it rrould be a thins to be careful about, but cer­
tainly from the fiscal point of view, t he over­
all picture, these t axes are not enough. It 
a!'peni'S to me that canno t be sounded too early 
or too often, and he should be the first one to 
make thr. t st~tement 
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J.lon' t you think, Harry, that he ou-.ht t o say 
definitely, "This is to be the bill as to income 
for the calendar year 1941. ·,'/e can' t start this 
aeony all over aenin, Thi s is it. Tne year is 
nearl y over, 1!1 do need to get to <tork soon on 
a bill. '.'le ·;till probabl y have to make changes 
out of experience, and we need moPe revenue, 
·:!e need to get to vtork as soon as possi ble 
on a bill applying to income and profits for the 
calendar year 1942. 

On this price control aspect of this messa~e , 
I put tP~S as a query to the economists nresent . 
Is taxation the only method of control that you 
have? 

Oh, no. 

Then shouldn' t you say some thin~ about some of 
the others? 

They are mentioned , 

They are all in here. 

?hey are all in, J.:r . l.:a<;ill. 'i'he taxation cones 
first . "I am here to ci scuss the tc.x bill, since 
taxation is a l'leapon, a tremendous :·;capon." Then 
:>1hen he finishes on taxation, he -oe s on to say, 
"Of cou::-se, this isn ' t the onl;r r.eapon, cnC. isn' t 
the only way of doin- the job, and I rzould. like 
to talk about the others. Ori~inally , the others 
\7cre in aheed of to.xation, and it see.med lo;;icol 
to put the tax message in fi rs t . 

Yes, you ought to do tho •a:<es fi r st . I don' t 
think st i ll, this is as convincin& on the tax side 
as it shoul d be. It is a good job, and I know you 
have done it under difficulties . I don ' t lmow 
who the Secretary is addressing. I suppose he 
is addressin$ Senator George, but I suppose he is 
also a3drossln~ a l ot of other people, 1sn't he? 
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The -public. 

Is he addressing the public? 

Ye s. 

~hat is, doesn' t thi s document real l y have its 
si~ificance as it al'fect s the fello1·: that i s 
co1nc to pay some of this money? 

·::e ha,,e onl; started to read the tax deci sion. 

ra;rbe I should shut up. But the - I think you 
are o.skin-: people to pay : ift;r or a hunC.red or 
three hundred per cent more money than they have 
pai d before . You have ~ot to s ive peopl e an 
awful eood story for tho. t, and this sounds to 
me in the realm of the economics J epartment , 
antl not much i n the realm of every day life . 

I hadn ' t thour;ht of t he. t , but no11 that you say 
it :tos , I a.grec . 

If I -:oere a s tudent in Roy Blough ' s class, and 
he sai d this, I rrould believe it and understand 
it, because it doesn't have a damn bit of effect 
on me. I ao not 1oins to pay a dime of it, so 
I don't care . It i s ~oou economic theory, as far 
as I am concerned, but I think you --

I a~ree •rith "OU no\7 that you say it. I think 
there shoul d te a couple of para:;r:tphs, at l east , 
somewhere earlier --

Hon about the last pay,e? 

The last pn~e i s r;ood, noy • 

·:leU, I r;asn ' t awful~' impressed r;i th it nhen I 
rend it, 

'' 3 •• 
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This i s a new la st par,o . 

I think Herbert is prob~bly rif,ht. I should keep 
mw foot in mw mouth until you ~et done reeding 
t he •. .,hol e thing. I only see this pat;e by page, 

I was just remark in: the. t I haven' t read any of it 
beyond pa!;e seven, so I don ' t kno:·r rrha t you are 
talkin:; about. 

Do you remember , i!e.rry , in the. stateoent t he 
Seeretacy oade to the House, he listed t he four 
objectives of the tax pro; ram very concisely. 
':11cr'e ~•e~e --

I think that cen be repeated, 

I think so, Har~J, and you can ' t improve on it, 

I think you can r epeat that ri~,ht here , 

Uo you mean to say t ha t L~gill made a su~Gestion 
and you liked it? 

Yes , s ir. 

llo , the. t ;,asn ' t !OOs:~ell ' ~ su- estion. 

It ;-;as Kuhn ' s su; estion, follo11inr, Ros::ell ' s . 

I t hink Fer die has :;uw;c~ted a fe•r. para7aphs 
that he coul d \'trite 11hich I think r:ould meet 
1hr,ill' s point, e.rul I think l~t;ill' s point 
i s very well t aken, that there isn't enough 
popular ju stif ication for increased tax payments, 
\'thi ch you have said from time to t ime , eno h,;.ve 
appeared from time to time , but i s not in this 
do cn:nen t . 

Jio·:: about sinply sayine , "'l'hi s incre::.sed t e.x is 
in order to pay for tho Lend- Lease for China and 
En,. lend"; do ;,•ou thi nk th'lt r.oul d be popul ar? 
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China nould be more popular. 

~tina rrould raise about a nickel. 

I t hink, lf.r. Secretary, I a •·ree that t he most 
popul ar appeal here i s the patriotic appeal. It 
costs a l ot oi' money to •.mce a 11ar, but 71e r1ill 
not shri nk :'r om it . It i ~ the quality of sacri­
fice . 

25 

·.·;e dll sta:•t the hctu·ing and hr.vc a 'li ctor machine 
u:: there end play Irvin~ Berlin' s 11.\n;f !lonils ?odB.J?" 

I n~ree this ~ocs a lit t le bit t oo economic. 

Si.r.lpl;r pley e. record of 11hc.t you said last time , 
4r . Secretnry, t hose four points of what you think 
an equitable t ax system ought to be , effective tax 
system, 

But followine Lauch Currie, I think something to 
say t hft t ~·re know that ever;rbody wants to make his 
contribution • 

Ferdie has · .. Tit en sol:lc ~ara-raphs like that 
sooe tioe in the past . ;,Ome of it :;as cut out 
because it .:as t oo lon<- , but I think t ha t he 
can spi l l it very easifY. 

All riil.t . Are .:e all set to go on? I:o;-.. !'ar di d 
11e get? 

The top of pnr.e ei -h i • 

'!e cot to t he •ood old excess profits tax, •mich 
r11ads nruch a s it di d, but t ho first Far a:;r aph is 
e. lit tle different . Do ;rou want tha. story again? 

I don ' t , but somebody el~e mi ~ht . 

I t:ould like to :oe•.d par;e eir.ht . I don't ·.-:ant to 
re d pa::e nine , but I :1ould lil:e to reed pa~;e eight . 

' I 
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Go ahead, 

•·:Ji thin the 33. 5 billion revenue scot>e of the 
present t ax bill there appear to be several pos­
sibilities for discouro.ginr, inflationary t>rice 
rises, The fi rst of these is in the fiela of 
excess profits taxation. In recent months there 
has been a noticeable tendency for various croups 
including business men, farmers and l abor er s, 
to endeavor to secure hi~her rates of r eturn in 
profit s, prices and rm~es . Such efforts cannot 
be criticized i n normai times. At the present 
time, ho11ever, :·:i th the existing pr essures for 
i nflation, Tiidespread e:for ts to increase profits, 
prices, an l Tiages will result not only in larger 
purchnsint power and thus still 7eater pressure 
on our limited suppl ies of civillan good s, but 
al so in higher costs for tho defense pro~ram and 
for e;oods Ylhich civilians purchase, These 
higher costs in turn nece ssitate i ncreases in 
price s and these in turn n;ive rise to new de!D/Inds 
for hir;hcr wc.r;es and higher prices, " 

t~o .. , before anybody says anythint;, I like it , 
but I don' t see wbl you have eot to rreaken this 
thinr,, by saying "such erforts cannot be criticized 
in normal tioes, " as thou~h you were going to 
hit a man and then you pull 7our punch back. 
I :·1ould just cut that sentence out . l.lr . Roosevelt 
ran on o. pl at form of --

Hi ~her pro 'its and hi eher wat;es and hi eher 
pr lces, 

P.i ~t. (Lau:;hter) So :-:e don't have to cake that 
remark, I rrould just leave that sentence out. 

And ;rou would take care in questions of some­
body pointi.nrr out that "Hol'l is this consi stent 
with the administration' s pr evious position?" 

26 
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\!e are for the capltalistic system, what the 
hell, aren't we, Marriner? 

I don ' t think there is anyt hing in our record 
that would indicate we are not, Sane people 
might inter pret it that way. 

You &et in a swing and you lose the swing by , 
saying that - you know. Don't you agree with 
me, Ferdie? 

You can say, "In recent months there ilas been 
a noticeable tendencyi" and then "with the exist­
ing pressures for in£ e.tion, " and so on. 

I like that better • 

Leave out, "At the present time, however" --

I don 't like that, "Such efforts cannot be criti­
cized in normal times ," •::e are not talking about 
normal times . 

There is no such thing any more. 1'.'e haven't had 
a normal time for so long I don 1 t think anybody 
would reco&nize it . 

It is editorial, an;yrm;;, Ferdie. Cut it out . 
(Laughter) . 

As one ner.spaper man to another, you smell an 
editorial, do you? All r ight . 

"The spiral goes up and up . 

"If lte are to expect to stop or prevent this 
spiral we must be able to shor; those who receive 
modest inc~es from their labor or their produc­
tion that excessive profi ts are not being received 
by great corporat ions ," 
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I think the last t11o sentences in the rni O.dle para­
"'!'aph need t o be somewhat re;·:ritten, It isn' t 
larger purchasing power . It may be smaller 
purc~asine power that may result in hi~her pr ices, 
but 1t not only rc~ults in more money 1n circula­
tion - the sentence needs to be broken down 
and fixed , 

"'l'hc p:-esent excess profits t ax places special 
heavy !;axes on profits 11hich are in excess of the 
profits received durin7, t he 7e~r~ prior to t he 
dc!'ense p:>o"'!'aJJ. This is all to t he ;cod, - - is 
indeed essential. It is, ho·.7ever, not enout;h. 
A corporation OAJ mAke 5J per cent profits on 
its invested canitnl" - - nnd then the rest is 
all the same, • 

Lubin had a good su"; estion that might be I'IOrked 
in her e. It is imn!icit in vrhat i s sai d here 
t:1nt the tax discoura~es expansion on the pert of 
those corporations tha t are not makin.:; high pro­
i'i t s, 11hich are a lot of small concerns, ani! a lot 
of ot~er concerns, because - to the extent that 
the excess nrofits applies on their i ncrease a~e 
they di scoura -:od, 11hcreas those concerns that n:-c 
oe.kin c:; hi<>h l'ates o!: increc.se , the;; hn•Te e7er7 
encourasenent to increase it, be: ause the7 
~on ' t be subject to the excess profits tax 
a~ fo!"lllerly conceived. He thou-ht a para. --:-aph 
on th~t mi; ht ~o in. 

He called me about it and I didn't contend ';lith 
him becau~e I '.'l::n ted to think it over , but it 
occurs to me that ~·~hat he asked for i s no excess 
profits tax, '.'.'lul t he .nnted - 11hat he told me he 
~ranted ;•ras t hat no co!•poro.tion ·:;oul d be penalized 
for cxpandin~ in these timos, 

He didn't tell mo t hn t . 

An.l ti1e e:,cess profits t x does pr~cisely that. 
Defense profits, .ar prorits --
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Did you explain that to hi~? 

No, I \'lanted to think nbout it and no t ar;;ue 
with him about it , I thour;ht there mie;ht be 
\'lay of harmonizing, but I don't see it~ 

lle talked diff erently to rne , 

some 

For expanding, Roy? Doesn't that depend on uhat 
you mean by expansion? · 

trot necessarily expanding capital, but increasing 
its production to the 1111\Xillllllll, 

On the same invested capital, yes, 

!.:aximun increase in production, and the excess 
profits tax does take a.:ay some incentives to 
1ncrease production, it can' t help it. 

In so far as that will af fect increased profits, 

Ye s. 

I know, but I can't see that . As long as it 
isn't co~lete confi s~ation - if it le~7es you 
seventy-f1ve per cent, you have 3ot the incentive 
- for tl7enty- five per cent , 

In other ITords, you -et up to a certain point 
and you then ar subject to an excess profit -
to an excess profit tax of, say, seventy-five 
per cent , and eve~ythina above that, Assa~e 
t hat that was the cnse .w i'/ell, you have still cot 
an incentive to ;;et t\'lent';- five per cent on the 
balance. 

I think he was reforrin ::; to the diff erent types 
of excess profits, 

That is right . There i s a point there. 
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- so -

That is what he was r eferring to. I didn' t 
gather that he was ref erring to rthat Roy said. 

I hope you a~e ri~t, and that we can harmonize. 

That is the ·:1ay he spoke to me . 

He would be perfectly wrong on the other. The 
incentive i s still there, and with the provision 
for the amortization of - special amortization 
nrovision for certain def ense expansion, business 
ls completely protected. They haven't a chance 
to take a loss on t he expansion. So any profit 
they ~et is a windfall, because they are sure 
to get all their money. They get an option to 

. 30 

get the property back if it is in their interest, 
and if not , they don ' t have to get it. They haven ' t 
a chance to l ose a thing, and whatever they 
make is a rtindfall. 

Rieht. 

I think they are completely protected. 

I rdll say they are, too much so. 

I think so. 

:'Te are allowing them fifty per ce.nt investment 
on their borrowed capital, aren' t we? 

1.'/hich is a - you allow t hem eirht per cent -
you allow them fifty per cent on thei r borrowed 
capital and a lot of them are borr01rlng as lol'l as 
one and a half ~er cent , and you alllvting them 
on a basis of el~ht per cent on half of it, which 
is four per cent on all of i t . 

•·hat i s why we want to broaden the base and l ower 
the income tax, so we can reduce the sums. 
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I r:ould do both. I moan, I want to broaden tho 
base and do the other thinrr, but I certainly 
would hit the other first . I mean, hit them 
to~other , I think this . The best argument for 
~etting your excess profit tax, if you get it, 
you broaden the base. Thnt is the thing every­
body has been hollering about. 

I nould broaden the base, 1~rriner, to stop them 
from shoutin3, broaden the base . I r.ould oroaden 
it as broad as you can make it, 

~ point is, if you broaden .. this base you 
car~J out that provision. 1hat is an argument, 
then, against an excise - ahainst a general sales 
tax, you see, Thnt is a P,cneral tax, 

They have got to say what they mean then. 

Then i t seems t o me thnt you can buil d up the 
excess profi ts to.x but you will find that it seems 
to me imnossibl e, politically, to ' et the kind 

3!. 

of an exceSS profit tax you Ylant 1 maybe to aVOid 
some of tho sal es taxes that have not a selective 
exci se tax, but ·eneral taxes, unless you do the 
other, I think doing the other is the best 
ar3Uffient you could cake f or then hitting your excess 
profits tax, I mean hitting your excess profits 
hard. 

Do you mind if I just call up Senator George 
and f ind out when he expects me up there? 
llo one has told me, have they~ 

Not d~finitely , that I know of. l!e may be at the 
Senate Finance Committee now. 

·.ver e you through, 1arriner ? 

On the excess profits, I think that you can -
I think i t i s pretty rrellk 1·1hen 11e say one in ten 
and one in thirty. J:ow, thn.t isn 1 t , I don 1 t think 
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that i s made as si~i£icant as it might be made . 
I have got here tlus point . It may be that one 
in - the earnings of one in ten have been so much 
but that may repr esent eiGhty per cent of the 
earnings, t otal earnings . Do you see my point? 

In other words , r:ha t percentage . 

· .. hy, t hat is the important thin~; . The nu::ber 
of corporat ions doesn ' t mean a thinb, in ana of 
theoselves . I£ one corporation in ten made in 
the base period here better than ten per cent, 
\':hat does that ten per cent amount to, r1hat 
relation coes it occupy here to the total earnings? 

I:or., it is my impression that of the corporations 
over a million dollars of assets and the one in 
ten that made over ten per cent i n that period, 
¥OU may r1ell find that those - that t hose one 
1n t en corporation represent fifty or eighty 
per cent of the income . 

It is t oo hi gh. 

It will certainly be a lot more than one tenth of t he 
income . There ~AY be one tenth of the corporat ions 
did that, but if it is t;:enty-five per cent of 
the i~ca:ne , it is twice as stronc . Do you see 
o.y point? 

Yes, JOU are ri~t . 

Good . oint . 

I think t hat you can make that verJ ~uch stron~er , 
if you can r;et those fi gures . 

It is a little hard to get the i'ir.,ur es , but r1e 
will trJ . 

· .. ould you consider addi nt; a par~:.~:raph Y:hich 11ould 
include just what L:arriner bns said before? 

·~, •>-

•• 
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You both agree that he starts his answer, "These 
excess profits taxes aren 't so very high. They 
leave a lot of net earnings that are not taxed. " 

L!aybe the place for the. t woul d be Pight after 
that . This constant assumption of taxing the 
excess profits, I think the popular notion is 
that it anounts to much more than it does. 

33 

Our tax is now seventy- two per cent at the 
hi&hest rate, would be under the bill . Sixty 
per cent on excess profits e.nd thirty ner cent 
on noroal, 1·:~ch when you cmbine the l:no, is seventy­
tr.o percent. 

On 17hich bill? 

The House bill. It really depends on which pro­
fits , but the urofits nhich e.rc subject to the 
tax are subject to e. total combined tax of 
seventy-h1o per cent. 

That is by elilr.lnati ng the deduction of the norn1e.l? 

Shiftin~: that around. That is the eff ective 
rate of the tax . You deduct the excess profits 
tax before you COQpute the normal. 

You mean the maximum effect of the rate? 

Tba t is ri&ht . 

I wouldn't say that seventy-two - that it should 
be necessarily hi &her than that . The British 
have in effect eighty per cent, but it isn't that. 

That is Dlislee.din&• That is the very point which 
is Dlislee.ding. 

That is right, that is the ar&Ument they nill 
use as to rmy they are up to seventy-two per cent 
here, but that doesn 't tell the stor; at all . 
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Of cours e, rrith estate taxes, it is more than 
sevent y- two, but you mean the story is tha t t hey 
have twenty- five per cent left? 

llo , I mean the story i s t ha t before they <:;et 
U)'l to U.c seventy- two, especially if you figure 
t he base period - now, in the base period r:he rc they 
are naki n:; this money thr~ t they have t'.ade, then 
tl,e;• don ' t -;et hit heavily in the excess profits 
tc.x . 

I t!1ou:--ht you r;ere tnll(in: about an incentive to 
i ncrease . ~e incentive to increase is knocked 
<!or:n r:ith a s ·vent!•- t:·:o per cent tax. 

Increa se r:hnt? 

Prof i ts beyond their earlier l evel. 

I think you hnxc ctill -ot tr:enty- ei .;ht per cent 
pPo.:'it , and I think that is enouch of an incentive . 

(The Secl'etar? held n telephone conversation .. ilh 
Sen· t or :Jeor ee) . 

It is l e:'ini t e t ha t it ·::ill be ten o' cloclt ?rBny. 

-.o;; , I thi!M it e!lends a -:-cat eal on r:hat 
ki n;: of incen ti vc you ere tall: in: about. It ;rou 
hn.ve a cor porr.tion •::1;iell is payi n:; up in the 
seventy- two pel' cenl lc•1cl , but i s still makin:; 
t:ii r ty per cent net profits on its invested 
capital, certainl!• thet•c is plent;r of i ncentive 
t here f or them to exnand the area of their business 
b;r investin~ ne·:r co.pltnl , because there is plenty 
or :toney that ~~ould like to mal:e t hil'ty per cent . 

:;e·.r capi tn l cnn ' t m~.kc thirty per cent. 

taybe it can in this particular line or business. 

3tl 
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I mean it isn' t allo·:;ed under the l ::m to make 
it. It is about eir.ht per cent, is all you can 
make . 

But still the!'e i s plenty of profitable area or 
incent ive for profit business. It isn ' t - new 
cnpital i sn 't r,oinc to be subject to seventy- tl;o 
per cent. 

Iler; calli tal can make around seven per cent net 
~ree o? tax under the present bill, 

That iS !;QOc!, 

Or a little lower than that if the concern has 
over five million dollars. 

I don't think there is any restraint on the ex­
pansion of a concern that is allowed to retain 
twenty, tv:ent y- fi vc, thirty per cent on its 
invested capital . 

Restraint on e:me.nsion i s the shorta -c of material. 
1!017, if ;·;e had idle labor and steel and machine 
tool s, and the thin-s that you need for expansion, 
then you ceuld bccin to think there - that the 
money - lack of money incentive :·ms the deterrent, 
but everybody kno~s that the reason that there 
isn't sreater expansion in~ lot or fielas today 
is the comolete lack of the nccessar7 materials 
and l abor : It isn ' t the money suppl ;r or the 
incentive for profit that is a deterrent . At 
least there has been no evidence of it yet . 

I believe I can do a parP~raph on that. 

Go ahead. 

I shortened the next just to t alk principle , and 
l eave for Lr . Sullivan t he examples, 
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"In more normal times excise taxes" --

\",here are you? 

I om sor ry, bottom of p!Lge ten, "Defense excise 
taxes." You di dn 't want t his excess profits re­
read. 

I don ' t think so . 

"In oore nomal times excise taxes have little 
to rec<Xl:!end t he:! except t he fact the.t t he;,• pro­
duce revenue . In e. period such as this, hov:ever, 
excise taxes ma7 in certain cases promote a more 
positive objective, namely, to reduce the demand 
of producers and consumers for sMrce CO::ll!.odities 
v:hich compete d th the defense program and to . 
absorb 11ind-fall profits 1.hich result from sea rei ty 
of supply relative to demand. " 

Just a mi nute, please . All right . 

Novt, L:r, Lubin thought that should be spelled out 
considerably further , that r1hile 1•:e llB.Y understand 
it, t hat mal be a - that it may be a new idea 
to many, and probably it should be expanded a 
little to explain hor; that 11orks. 

You had a pe.ra:;raph somewhere in one of lOur 
earlier c.rafts \"thich took an auto::~obile and 
describeC. that . 

About automobiles, yes , 

Didn 't you? 

Yes , It may be t hat p!Lragraph could be re­
\',Titten . 

It isn't a new idea, Ro;r, I t is so obvious, it has 
been hammered home by everybody i n t he last three 
months . 

:16 
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\'iell, but most of t he things that have been 
hammered home have been very general . 

l~o , I would agree with Ferdie . \'lasn ' t it the last 
issue of Life in which they had a picture of a 
kitchen and endeavored t o t ell the general reader 
the different things in a kitchen ~hich compete 
with various 

Granted, but --

Tnat ~sn ' t the idea I thou~t Lubin had refer­
ence to. He had reference to the question of 
i7i ndfall profits, l'rhy it is possible r;here you 
have a curtailed supply for there to be unusual 
profits . 

I think it is the idea of how excise taxes fit 
into this picture . 

I think it is important to point out the excise 
tax is supulemental to price control, that you 
increase by the excise tax the cost to the consum­
er and hence you reduce the number of buyer3, 
That is really the effect. The Government gets 
the increase in price, rather than that increased 
price going to the mi ddleman . 

That is right . 

The public is coin~ to pay the s~e price in 
either case. 

Shouldn 1 t you say also, ;.:arrin er, if you are goinG 
to say that, in li ::e rri th your earlier a;rpearance, 
that you need more than a slap on the 1~1st if 
you are going to make the thing r:orlc . In other 
words, increasing the price of an automobile five 
or ten dollars doesn 1 t amount to a row of pins . 

37 
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You have got to mo.ke i t hurt, so that a lot of 
people just can ' t buy them. 

That is right , 

I think you arc talking about ~vo di fferent ~oints • 
The point I thought Luoin had in mind was thlS, 
that if you restrict the supply of automobiles, 
the price of those autocobiles nill r ise, and that 
the producer or the middleman will get the full 
benefit o~ that increase, ana therefore an excise 
tax, thou~h not increasin~ the nrice to the con­
sumer in these particular¥cases; thouhh they may 
in other cases, docs prevent the middleman and 
the producer from getting those windfall profits 
that the Government eet s. 

A better exampl e is the second hand car . 

I woul d zi ve them both. 

Yes, both. 

Are you all ri ~ht? 

I think so. 

Jo ahead. 

"The achievement of this objective is not a simple 
mtter. llevertheless, the .:'urther use of excise 
taxes to aivert consumption and to reduce wind­
fall profits should be ceriously considered by 
your Cor.un.i ttee . " 

I r1ill t ry to put a pnra~raph of illustrations 
and so on in there. 

That sounds somethinc like a recommendation for 
additional taxes . 

38 
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.'lell, 11indfall tnxes, you are recommending it , 

Does this mean ovor nnd above , or to take the 
place of the three hundred million? 

I would say thcoe Y:oro che.n~es within the pre­
existin~ taxes , 

It i:; all ri,.ht. 

This pa~a-raph strikes oo as a little weak, 
:.i-. Secretary, It i3 not a si:::ple 02.tter, 
i:evertr.eless, it cho~:ld be seriously consiC.ered, 

You arc ri -ht. 

It sounds to me like a recommendation for next 
year . 

Yes, ths> t is the ·;ay it hits me . 

For the record, or somethin: like that . 

I thi nk in connection 11i th your :>rice control bill , 
tr.at this should be tied ri~ht i n, it seems to me, 
not only as an iorortant revenue oeas~~e , ~ut 
also as sup~le~entel to this price co~trol thinr, 
because it is just tbt. :;en·~e::oson -::ould stress 
this \"er'"J , ver-y s•ron-ly as absolutel.J' an essential 
:;u~~le~ental oe~sure in the ruestion of price 
co::trol, and I think t hat it ou-ht to be broU[;ht 
in no:·; an<.! they should be substanti ally inc::-cased. 
It :vould be one mecn:; o: ta.kinr un some o: this 
revenue that you have a:-parent~y lost throuc;h the 
action of the House, nn-1 r;hat diffe!•ence oe s it 
make if you r,et three billion seven or ei~ht , 
if JOU can re t a hundred or two or three hundred 
!Jillion from t his source , plus ·:1hat you can ~et 

out of excess profits t o.x? Fine , 
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I r:ould like to sn::r this, for just a minute . 
'.'.'e have strugr:led nith this problem for several 
months now. ·;;e have talked to a great many 
peopl e in '.'ia shington, including people in your 
or~anization, and this is one of the meanest , 
mo~ t difficult thines we have come across to 

40 

try to implement this generalization and really make 
i ~ f it. No17, •:1e t ried to put a rubber tax into 
the bill ~ecause of anticipated shorta~es of rub­
ber, and it is an a:7fully nnscy thing to :-.Tite 
it up in a .!.'oro thnt ;rou cnn redly rae.ke it ~York. 
T.1is is ; eneral because , i'r~l;r, I don' t knon, 
outsiC.e ot automobile:~ antl one or tl·to other thines, 
hor: to L,O about do in:; this thins ::.'1:! I haven't 
:'ound .!!.!1,j'bodJ in to1·m, including l.:r. HenC:er son' s 
sho:r,>, that does kno11 ho·.1 to -:;a about it. 

Jurcly Roy, you could, very simply, have increased 
bxe:; on the whole ranee of constUner durabl e 
goods rather just thi s f ive dollar use tax on 
automobil es, that appl ies to the share cropper 
as \'/ell as the millionaire . There is your 
beautiful example of the con tras t . 

.";by i s there such Jifficulty in putting an 
e;ccise tax on rcfri ~era. tors? 

Go after him after>mrd. :{e ll'.:l.de a state::~ent . 
iie is available, but don ' t let ' s ;;ork on thll t no'::. 

I am sor ry, llr. Secretary --

lfo, no, I am ;;l ad you did it, but I don't m1.nt 
t o .ork out a ne11 principle of t xes her e this morn­
ing. You have !lai d your say, aml t hese fellows 
cxn : o in and make your life misernble in your 
off ice . 

I would be so ti cklod to have them shoi7 me ho'.7 to 
do it that I woul d be delighted. 
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Let ' s keep movin~. 

"Personal exemptions , 

"One featUr' e of the bill before you which has 
received l ess public at tention than it ·deserves 
is the f~ct tl~t tho base h~s been broa~ened to 
ndJ a 'Jout 2, 000, 000 ne:·; taxpayers , This \'las 
acconpli shed by bc~innin: the surtax at the first 
dollar of surtax net income . " 

I realize this ITill have to be ~e-7-Titten to 
sinpli.fr it. 

"T.1e 10 per cent e:1.rned inco:ne credit in ef:'ect 
inc~eases the exemntion from nol'lll81 tex. Since 
this credit is not' applicable in computin: the 
surhx, the bill h..'\s in effect r educed the exrunp­
tion oi' sin~le in.lividunls by ~80 , of narr i ed 
counl es by $222, Md of mnrried coupl es nith 2 
chil dren by $311. 

"In the early ob.t;es of this bill the Tren.sury 
De:part:-:ent took the position that in viev; of 
tlus substantial broa<lenin~; of the base personal 
exenptions should not be further lo·.-;ered, Equit­
:lble t axat ion ~eQuires t hc.t taxes be nle.ced on 
ability. ~e.ll fncones hwe very littl e ta:qla7-
in; ability , and this l ittle is decreased as the 
cost o: livin~ rises. 

"i!o·.;ever, the threat of r i sinr, prices has become 
so ~reat t hat a chan~e of policy is indicated. 
If the cost of l ivinc rises substantiall y the 
effect will be to tax small incomes much more than 
r:ould an income tax at tho 1•ates pr ovi ded in this 
bi l l . If the di r ect t axat ion of the se i ncomes 
:-:ill hel p, as I'Ie believe it rii.ll , in pr event ing 
inflation it will be e. ~cat service to t he very 
c-roups 11hich :·;ould be made newly subje ct to t ho 
tax. " 

1!. 
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Defore anybody says &nlthin~ , this is our somer­
sault t o get in line IVith the President . 

I don't like it. 

No. (Laughter) 

'i'hc way it looks, if I were a fe llow with fifteen 
hundred or t11o thousand dollars, I l7ould sa"/ , 
"'.iell, the Secre t ary of t he Tr easury says, •:·!hat 
we are ;;;oing to do to you is get you both ;mys . 
The prices are coin~ up, and you ~11 get csu~ht 
t hat ;:ay, ani! we rri.Ll tax the hell out of you, 
and thnt will c:1 tch you that 11ay. 1 " 

And the ar~ent is put on the assumption that 
it Tiill reuuce consumintt power . Supposing you 
have e;ot five million new taxpayers . Ho·.'l many are 
you contemplating getting , t wo million? 

It will be more, I n addition to t ha t ther e will 
be several million more, 

And how much do you think you will get out of 
ea ch one, and rmat proportion of the. total con­
sumption docs that ~e? 

I think the Secretal'l had bett er put t his on 
patrio t i c lines. 

Yes, 

'i'hat f ollo1vs alono; af terward. 

':!ell , if you want to put it on the patriotic 
side, I mean it i s patrioti sm for me to ~o along 
on this because I don ' t believe in it . .lhy 
not quote f rom the Pre si dent ' s lett er? 

':.'hy not l ea·; e it out , L!r. Secrete.ry? 
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'.'/ell, you are eoing to be asked, 

I think you do much bett er on your patriotism 
than you do on this para!l'aph. 

I r.ould agree nith that, 

·.V'ey not simply. say that after giving the matter 
careful consideration, at the end of six months 
the President decided that this was what he l'lanted? 

'.'/ell, but you can do bett er than that. You can 
make yourself sound awfully consistent, I think. 

Awfully consistent? (Laughter) 

You said, "I now wish ;rou had asked :or more 
and you certainly are ~ing to have to get more 
next year . " You can repeat the srune thing here , 
if you .:ant to, that at the beginning you thought 
i t wasn't necessary to - for such reasons as you 
have P'iven here to tap these felloi'IS donn at the 
bott om of the barrel, . but that, my gosh, this 
defense business now is pretty terrible, and we 
will have to do a little some thing. 

If it i s necessary • 

And I don' t know why you shouldn ' t add r1hat is 
the fact , that decreasing exemptions will actual ly 
produce more money from the boys up at t he top 
of the sco.le t han it r1ill from t he fellows at the 
botton, t hl\t you are not reall:r soaking the little 
fellow i n the eye as much as the next fellow. 

That cones on the next page. 

E::cuse me . (Laughter) 

I was eoi ng to say, if it wn s necessary for the 
man without enough bread to !:)ive a loaf of bread 
in order to induce the man in the upper brackets 
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to accept cheerfully another five per cent t axa-
tion, I think he will be willinz to give that • 
sacrifi ce. 

Herbert is going back to North Dakota days when 
he w~ s a non-parti san lender . 

'.'lhat you are talkin~ about here is reducing your 
exemptions. Your exemption before rdth y?ur 
earned i ncome has been trtenty-t17o hundred. In 
other words, IUI;('One reccivin~; t ·::enty- two hundred 
dollars or more paid no income tnx. I f they hnd 
two children they would have to get twenty- eight 
hundred dollars before they paid any incone tax . 

Thirty- one hundred, 

Yes , thirty--one hundred, !lor;, I don't a~~ee with 
Herbert at all. I have been very strong~ in 
favor of r educing the base at this time . If i t 
was a time when 1·1e want ed to stimulate consumption 
and increase the standard of living, then I feel 
the direct opposite about it. '.'/hat we are t cying 
to do no11 i s to rcuuce consumer buying p011er, 
and the great bulk of consumption comes in the 
group below three thousand dollar s, we ~11 say, 
or if it is a married couple 11ithout children, 
we will say in the o;r oup beloi7 henty- two 
hundred dollars, 

Uo·.1, there are a creat mn;r people in that group 
t hat are ·etting a better i ncome than they ever 
.:;ot in their lives, 11hioh means - if 11e had the 
goods for them, that is fine, I am for it, but 
they have got greater purchasing power than ne 
have got goods o.vailable to supply them. There­
fore , the net result of tha t increased buying po·:1er 
is just purely inflationary, that i s all. I 
think t hat it i s important to reduce the base 
down to !:if teen hundr ed, and I don' t think that 1·.ben 
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JOU look at the income of the - of people as a 
\'/hole in this country, I doubt H we have got 
it up to fifteen hundred JOt, the averace • 
Certainly fifty per cent of our population will 
be at f ifteen hundred or less . 

The wav you put it, : Iarriner, I think it is 
a li ttie tili sleading. It is true that t he bulk 
of the purchasing power comes in the lower income 
groups, but that is not the probleo . His ur ohl em, 
as I understand it, and the solution which'you 
are recO!Jilend!. n& is as follows: Shall a man :·:ho 
gets t l".irty dollars a l':eek pa"J in aC.di tio:t to 
other foros of indirect taxes, i n addition to 
increasb- costs ,.,hich his 1:a~;es rarel;; catch up 
to, she.ll ~he pay an inco:.te tax? You sar he shall . 
I ga t her t he.t if he shall, usin::; the reason that 
;rou have described, it v:ill be pretty snall, 
•::ill it t:ot? I take it t hat a ~1an 1·:ho bets 
thirty dollars a l'teek, you are not ~;oin::; to expect 
to pay at the very moat t1orc than flfty dollars 
n 7ear, if that . 

t ell, if you drop it to f i vc hundred dollnrs, 
I don 't knOI',' r;he.t t he rate \'IOUld n;;ure . It 
depends on your no mal and ;or our surtax. 

I diti."l 1 t b1o·,7 11hat you had in ::Un:l. H l I 1·:anted 
to sa"J was t he. t i f "JOU follo\7 those tactics 
rou \'lill find tilet t he aoount of ?urcbas~ng 
. o:7er that you tal:e ar.~J· fro.:~ those Ile:t 1s very 
s"~ll in proportion to t he total amount of pur­
cbasint; ~oner r.ttich is expended on consuners 1 

~;oods ana elsewhere . 

Let rne t;ive you an ex!l!:lple . 

Our fellows don't think so . 

Suppose you go from t11ent;;-two tr:entj-t·.~o, · .. hich 
is the present , t o fifteen hundred dollars, the 
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b.x •.<hich that married couple \'ti ll pay, if it earns 
t enty- tno benty- t110 and 1 s now f r ee from to.x, . , 
is ~ixty-five dollars. 

Yes, under ;rour pr esent House bill, 

·::ith the personal exemptions which the Presi dent 
has l:'eco:nnended, the tax Ylill be si xty- five 
dollars. 

!lo:~ many peopl e -:1ill tht.t cover? 

·::en, I con ' t know. aou:;hl;r I r:oul d say arouncl 
:ive =Ullion peopl e , but not ell o~ the~ - only 
t:~osc ct the top ;·roul d pay sixty-~iYe dollars. 
'i~1e;r r:oul C. pay on do:m to zero . 

:iell , the ;·;ny I look nt this thing i s, ;rou have 
~ot t o hit that ';rOup. You have cot to hi t 
the c;;cess profits taxes , You have got to 
hit t he special ex cise taxes . You hnve got to 
clos e up the l oorholcs. You have sot t o i n:;i s t on ' 
joint returns . You hr.ve ~ot to do all these thin~:; . 
It i sn ' t c. cue ztion of be1n~ - of di scriminating 
and penalizinr this part i culnt· ~roup, as I see 
t~i s preble~, with a t hirty bilfion dollar or 
or forty billion dollar a ;rear defense profPnm 
·.;!-lch you ar c :;oing into. You are <;ein5 to have 
to hit t he ·.7hole 1-rorks here • 

But I l'lould be inclined to nut it on f.nother re <t son 
instead o: o. ayin~ to a mo.n .;tho i s eettin~ thirt:r 
dollar s a neek, You a e r,cttinr, thirty dollars 
a :·:cek and ;rou !lre helpine inflntion by- spendinG 
t oo nruch money on consumer s ' (;Oods, and ne are 
r;o in~ t o t ake e. .• ay somo of tlJ..'\t money so you can't 
~pend it on consumers ' eoods . ~ 

There mev• be other reasons. 

It is not !l -ood ar'"Ur.\ent . 
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I don ' t think so • 
it on the basis of 
and we 

Yes. 

I think you have got t o put 
everybody is sacrificing 

I agree with you that f rom a standpoint of 
pub~ic appeal and get ting it over, I think that 
certainly is the argument that the President put. 
The Presi dent says everybody -- . 

I think the public appeal is closer to the truth. 

~ i dea :·;:> s simply this, unless it looks as though 
I r1as tryinr, to duck it . It says here, "In the 
early stales the Treasury Department tool: the 
position, 1 and so forth . Aur,us t first the Presi­
aent of the United States addressed the Con~ess 
as follo;·;s , dit•ect quote . 

Sure. 

And let it ~o at that . ·:!e r1ertl for it , and now 
the Presi dent is !'or it, and the inference is - if 
they ask me , "Are you for what the Presi dent :7ants?" 
I say, "Yes. • 

I wouldn ' t nake it a~ bal d as that because that 
implies the fact you are for it because the Presi­
C.ent :·:ants it, 

That is the truth. 

I don' t believe you want to say that . 

There is no question nbout what we went along 
umlillingl y from Doughten ' s answer. 'tie wer en ' t 
for it, and now the President Vlrote such a letter, 
O.K., I am a hired man and I am for it . 

Haven' t you got some connecting link bet:·;een the 
tr:o? 
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None. I can' t even blame Lauch this time. 

I think you can say that everyone is making 
sacrifices. 

I am innocent, completel y. 

'.'le are all looking at you, though. (Laughter) 

That 11as just as much a surprise to me as it was 
to the rest of you. 

You have always talked in favor of greater parti­
cipation in - a greater sense of participat1on 
from the little man, haven't you? 

No, I don' t think so . 

4.8 

Another statement. Small incomes have very little 
taxpaying ability. The assumption is that therefore 
you shouldn 't put income t axes on them. It is im­
plicit you would agree that he also pays a good 
deal of indirect taxes already out of that small 
income. 

That is the trouble. He pays just as much per 
cent on his cigarettes as the rich fellow does. 

I hate to be put in t his position because nobody 
is arguing stronger than I am to increase consump­
tion, and it looks like I am reversing ~ position 
but I am certainly for lifting up the - gosh, 
the President - if anybody has talked more about 
the lo~er one third of the income group than he 
has --

Now VIe want to give it a little implementation. 

Marriner, 17e all agree . 'i/e heve got to go along 
with the President. It is just a question of how 
to say it. I think tho simplest way is just to 
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quote from his letter. I am 11illing to say so 
publicly. 

Suppose you can ' t say it is a chan~ed situation, 
because you opposed this lowering right up to 
the last minute , didn't you, Roy? 

·;;ell, we weren't asked about it in, say, the l ast 
month. 

You can say that the situat ion has changed so 
fast and the bi ll is roine to be much l arger 
and bi gger than we t hought it rrould be, and every­
body has ~ot to cont ribute. 

That i s the face saving thing to say, I think, 
somethinP, of that sort. 

Or you could say, and there i s much to be said 
in ti~es of this kind for men displayin~ their 
patriotism for even &rcater sacrifices than mi ght 
be regarded as reasonable . 

Or 11e have to r et ren.dy for next year's bill, so 
ne had bet ter sharpen it up no11. 

Could vou ~entlenen excuse me a Dinute? The Butch­
ers or· >~e~ica are in Mr. Graves ' r oom ~th a 
Dillion and a half dollars they ~ant to invest in 
se.vi n<'s stamps. 

Union butchers? 

Yes. Inci dentally, t ha t i s the same ~roup that 
ran that amazing art exhibit in Hew York. But 
go right ahead. It uill only take a minute to 
take a million and a half. 
(The Secretary l eft the conference temporarily) . 

I don' t want us in the position of seeming to 

49 

Regraded Unclassified



.hi te : 

l:uhn : 

Eccles : 

-Cchc : 

::uhn : 

Eccl es : 

!;uLn : 

50 

- 50 -

suppor t an idea t hat we don' t want that increased buying 
demand th: t comes from a man buyinr; a pair of • 
shoes :1hcn the chil d i s barefoot. 

·:;e hc:1e 'Plnced !Je.rriner i n the position where 
he is ~o1n~ to soak the smal l fel l or., but I 
think your economic nr gument is e. li ttle bit .. ee.k. 

You had a "OOd pi ece in Fortune i n which, as I 
r emember it, you didn' t favor broadening t he ba~e . 

Oh, yes; yes, si r . 

On ~hat ~roun~s? 

I f ' \'Ored broaC.ening the base as just a part of a 
comprehensive tax ~ro~ram , Prim.'li'il y , hoiTevcr , 
to '"et ll\'lll"f from thi s llr(:U:nent for a ;;eneral 
sal es tax . I opposeC. very bitterly a ceneral 
sal es tnx , ·:rl1ich woul d cet a lot of people wi th 
l ess thnn fifteen hundred dollars, the t this \'IO.S 

a subnti tute for the nr Vl!·:ent for a r;eneral sal es 
tax, that it did have some relation t o abilit;r 
to pa:r r:here a general sales tax had e.bsolutel,:r none. 

Should e ~o in nor: an~ say r;e mmt the three hun­
dred z:Ullion no11, but :1e l':ant to take three 
hun~red million off these excises? 

Gut ,:ou didn't make a l ot of suppositions that 
people are makine; , that t here i o nn ine:{haustible 
amount of revenue to be obtained just from br oad­
enin ~ th c bnse ? 

Oh, no, I didn ' t do that. 

.:ould it be any c.ooC. for the Sccrctar~· i n this 
st'ltement to t ry to put t r~s in perspective and 
show people thn. t in the first pl ace this i s not 
a marlc r evenue rai s in~ C.evice? You c~' t ~ct 
i nexhnustibl e amount s just by l or:crinr; t he base 
n little bit. 
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About two hundred fifty million. 

And you don't do an a1tful lot to check inflation. 

I would say, now I am for - t his is a tax that 
ou,At to be put on, everybody get into this thing, 
but, you see, I certainlv would not favor this 
Congress broadening the base here unless they put 
back the joint returns and unless they - I IVould 
hit them awfully hard on the excess profits . 

·.vhat this Committee will do is to lower the tax 
base so th'lt t he little fello'l'l 1vho is bea.r ing 
a ereater share --

They mll say, "':lell, let ' s give the Treasury 
some of the things it l'lllllts, ~:1ay. " 

But the point is, the President has come out 
for this , the Secr etary is going to come out 
for i t. Now, Iey" point is - that if he is going 
to come out for this - -

But it isn't going to come out that way. 

(The Secretary returned to the conference) . 

Then he certainly should justify it. It would onlr 
be on the grounds that these other things are 
done . '.Vhether they are done or not is up to Cong­
res s, but certainly his record is much more con­
sistent than to merely come out for this tax and 
then not tie it in with doing these other things. 
I would come out for it onlr on condition. 

\'lhich tax is this, Uarriner? 

Lo·::erinr; the base. 

\Ve are saying here that the lowering of this base -
if the condition reaches the situation where you 
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have got to r each out and touch all these people 
and the President takes that ~osition and you are 
willing to support it, you th1nk ~hat it is desir­
able from many standpoints, but it is possibly 
much less desirable than it is to hit the excess 
profits and put joint returns in. ~ point is that 
you can't favor this without saying that it would 
be impro~er for Congress to hi t these little fel­
lolfs untll they do some of these other things. 

Is it possible to have a double edged weapon fol­
l owing that line, saying that if we are to ask, 
there is something to be said for increasing sac­
rifices on the part of all segments of the popula­
tion, but if we are to ask for these addit ional 
sacrifices on the part of those who are less able 
to make them, then certainly there can be no 
excuse for not - and then go to your joint returns~ 

If you don' t mind, I have got a better way, if I 
am going to say it. Why not sey this, gentlemen, 
"I am appearing here before you people for an 
all out t ax bill, which means t hat evecy ci tizen 
in the United States who has any income from 

52 

seven hundr ed fifty dollars up should make make 
a contribution toward an all out defense program 
and nobody should escape t heir proportionate amount, 
or a contribution in the form of taxes: you see. 

I should think that would be all ri~ht if you 
follow that way, but , if you are gomg to deoand 
the sacrifices of those groups --

"Therefore, in the taxes, in an all out tax 
bill, for an all out defense bill, the following 
things should be included" --

Good. 

\'/hat do you say, Ros? 

I say good. 

Regraded Unclassified



l! .!:. Jr : 

H.!!.Jr: 

::a~ill : 

H.:·. Jr : 

!.'a:;ill: 

1!. 1.f. Jr : 

Eccles : 

~11ston: 

Eccl~s : 

- 53 -

An all out tax bill for an all out defense bill, 
and in those groups we should include joint tax 
returns and this thing and thnt thing and so forth. 

State and municipal bond interest? 

Yes. 

'Yhy not? 

!low :1e are getting somewhere and then list t he 
things that should be included. 

I don't see how you can say t hat the fellow r.ith 
seven hundred dollars income has got to pay 

more. '.'le don't mmt him to ge t this loaf of 
bread Herbert is talking about. But the fellow 
down in Texas we vumt to give a little different 
t r eatment to. 

How l'ie ar e gettine some17here, an all out t nx 
bill for an all out defense bill, and in an all 
out tax bill you have ~;ot to collect from evccy­
body. 

I think that i s a good way to approach it, but I 
think that it i s - that you have got a marvelous 
chance here of shaminc, in a r;ay, the people 
with incooe, the busine~s interest s who after 
all ha\"e got more at :;take. The people who have 
eot property have got more e.t :;te.ke. 

TI1e President has asked the people in lower incomes 
to set an exampl e in making sacrifices that all 
cl asses should make. 

But instead of sayine " and~it is the "but" phrase, 
but we cannot ask them unle ss, --

'lhnt is right. 
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And that will put pressure on the joint returns 
and put pre ssure on the excess profits tax. 

The President is out definitely against joint 
r eturns. 

No. 

No, he isn' t . 

Lauch claims that he is not. 

I have got his letter here. 

llo, t hat is all right. 

He just practically killed it but -­

Is he or is he not? 

Everybodf said he is against i t at the Capitol. 

Dougbton reports that "As to mandatory joint 
returns, we are pleased to learn that the President 
as well as the Treasury approves of the princ!~}e. • 
It is just a question of gr.anting this one co -
tion of substantial relief to earned income. · 

I will tell rou what rou do, 1t you want to know 
in this room. 

Don't iut a lot of political gloss around it. He 
sara, I am for joint returns . • 

Yes, but the l etter was intended to kill joint 
returns, and did. 

That is what rou fellows know, but I don't know 
that. I am a citizen of New Yoek and I am not 
in Washington, and as far as I can see, the Proal­
dent is for it, 

If rou want the history, that is nei~her her e 
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nor there, but the way the letter was written -
well, it speaks for itself. 

Does it speak for itself if ~~. Currie in reading 
it says he is not against itZ 

He isn' t against joint returns. 

And ur. Magill says he is not against it. You are 
r eading something that you know into it, but that 
i s his l etter. 

Uo, the President took the Treasury position that 
husband and wife should file one return provided 
they had that slight exemption. 

That is right . 

Definitely he took that . But what I happen to 
know about it --

He reversed himself within twenty- four hours 
but that is what he --

I will tell you, I know that is the position 
because Henderson and I were talking to him 
about another matter, and he happened to have 
these tax letters before he sent them up on the 
Hill and he tried it out on the dog, I guess. 
He just said, "'.'/hat do you" -- We got talking 
about taxes and he said, "Now, I think on this 
joint return, " you see - and he mentioned the fact 
that the joint return was all ricllt but that 
the normal tax and the surtaxes took into account 
earned income, you see , but the joint return 
didn' t , and therefore it was inconsistent and 
it should be modified in that particular, 
that the joint return was perfectly all right, 
but it certainlY should not - should take into 
account earned lncome as well as the other . 
·,•fell - -
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I don ' t agree with you, I agree with Herbert. 
I don' t think he is for joint returns, political!T, 
and I think the object of that letter was t o 
kill joint returns in the tax bill, and it did, 

I don't know what the object was, 

You can quali~ it any way you want to. You can 
say he i s for 1t i f there is an earned exemption 
or an earned income credit, but the purpose of that 
letter was to strike out of that bill coopulsory 
joint returns, and it did, 

For political reasons? Does he know how few 
people vote who have to pay joint r eturns? 

Admitting all that, where do we go from here~ 
In other words, does the record admit of the 
Secretary now supporting joint returns? Maybe 
it does. 

With this proviso, yes. 

Well, of course --

That is the practical question. 

Well, I sent Sullivan up on the Hill and that 
is what he said was the Treasury position, and 
then the President coces alone in a letter and 
a hundred per cent takes the same position as 
the Treasury. Now, what his object was or what 
the deal was, as far as rrrr testimony is concerned, 
it is none of rrrr business, 

Then there i s no disagreement here, 

'lb.at is right, 

Then you t hink it is safe to press this particular 
i dea without the thought that we will get --
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Yes . Ho:1, Ed ;;'oley made a point while you were 
out which I think is important. 

On the 1·ecord, the public record, the President 
is te.kine t he same position as t he Tr easury. 

1'hat is ril',ht . 

::or;, wha t is Jehind the scenes i s none of Trf1 
busines s. 

And t h:! t is reco01ized by Jou,hton, that t here 
i s the s~e r osition. 

'.'.1tile you r;ere out, !.:r . Secretary, Ed ioley took -
made this co!t!l!lent, which I think is i.l!l!Jortant, that 
if you don't take the position that you are expec­
ting these sacri f i ces but only on condition of the 
other sacrifices, t ha t t he fellons on the llill 
will not - will only nccept the l or1erin::; the b::so 
and they won ' t accept the joint r eturns, nn(l they 
r:on ' t accept the excess profits tax, an:. they 17ill 
t al:e the nosition that, well , let's r;ive the Trens­
ur;r sor.~~thin:; that it ·;Mts. 

!:o , H~rr7, let ' s - you can sit here all morning 
looxin: at innuendoes and this thing and that 
t hin!;, but what I am t ryin:; to do is take the 
position that I believe in, morally and ethically 
and everJ other rra:,l • 

I \7a s merel :r ::;ivine an arid itional reason 11hy 
that posi tion shouH be to.l:en. 

You can - never mind whnt Ed thinl:s or an:/':Jo r'.:J 
el se , I want to eo up and be sincere . I am 
rtilling to r;o alone vtith the Prcsilent on the 
lower thin~ if it lS an all out effort • 

·::ell, you di :.n' t un<lersto.:1d who.t I said out it is 
not im~ortant , I a~rce . 

--'-' · 
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Let ' s go ahead, 

I wonder if it would be legally possible, Mr . 
Secretary, and this would be in line with the 
President' s suggestion the other day, to have, 
say, a minimum amount that everybody must ~ay 
if we take everybody above seven hundred f1fty 
or five hundred, They must pay ten dollars , 

We have got sanething in the r.orks on that which 
I l'fill shol'f you. 

58 

I see . That will take the place of this exemption you 
are talking about, 

I have got something in the works but it is 
still too crude, but later in the day we will 
talk about it , I don't want to explain it now, 
I have got an idea that I had at seven this 
morning and I am having the boys see if i t is 
practical. If it is vte will show it to you 
l ater in the day, 

Along the same lines? 

Yes , but it is still too crude, 

Uay I say, Ur. Secretary, that on the basis af 
this discussion I think we can approach this 
1mole tax section from quite a different and 
cuch su~erior point of view and get you something 
which w1ll stress this all-out tax program idea 
with these as elements in it. 

I understood what Harry \'/hi te was saying before , 
l~rry, I understood what you said, 

All right , 

I ?fas rather sorr;;, J.:.r , Secretary, to see you 
drop one of the earlier proposals in the tax 
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bill, which I thought was swell. That is the 
heavier estate and gift taxes . 

Put them back , 

Because t hey cut that very badly, you know. 

Put it back and don 1 t I or get what JJagill said 
about state and municipals . 

Are you prepared to tsx theJ;~ noll'? 

That is what an all-out tax program means . 

Sure, I like it, an all-out tax program to go 
hand in hand with an all-out defense program, 

"And this is what an all-out tax program means, " 
one, two three, four . 

Right , 

You are cutting these execptions and then you 
have got the justification for your all- out 
tax pro~::ran , 

Yes . Anybody got any ideas of what he wants 
in an all - out tax ~rogram, give it to Roy and 
the sky is the limlt as far as I am concerned • 

Yes, elimination of depreciation? 

Sure . 

Two hundred fifty million . 

Ros and I had that in thero again and again . 

And cost of the times it has come out before it 
got to the llill, l!r . Secretary, if I r emenber 
correctly. 
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No, we ~ot it printed a couple of times, 
(Laughter) 

All ril;ht. 

I am afraid that the inclusion of all these 
points about stoppine i nflation in the latter 
~art, several pages in the latter part of this 
araft, tends to make i t more a speech on infla­
tion, risina prices, than on taxation, and I 
think we wiYl have to find some device to change 
that because you are 30ing to have to testify 
on that subject aeain. It seems to make the 
principal topic the matter of inflation, I 
think the pr1ncipal topic here wants to be 
equitable taxation at a time of emergen~. 

Particularly with the inclusion of the recent 
material t hat Roy is suegesting now, I think 
it makes less necessary a good deal of this 
on pricinz, 

I think - isn't the pl ace for your price stuff 
this? This has been mentioned before, I aeree 
nith what Harry said. Probably because that 
is ~ backsround. I would like to see this 
all out t •x ~rogram be your central feature here. 
If that is what we are going to do, let ' s high­
light that. But I think it lfoul d al so be extreoe­
ly sood to bring in the price control busine ss 
as something that you are very conscious of, 
anti that l'lhat you are advooatine here will con­
tribute to that end, too, and that that is also 
a ve~/ important end. Probably all of you read 
t his business of Ernest Lindley' s this morning. 

I read Ernest Lindley and then I quickly called 
up Marriner ancl said, "Come on over, J.la.rriner, 
because I have to consult you. " 
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The economic experts of the Government are ~oin" 
in all di rections , Vihy not show them once that ' 
the economic experts are roine in the same 
ditoection, 

I aeree with you, but I think that can be done 
in possibly one or two pe.ecs, instead of 
six or seven. 

I think so, too. I wouldn ' t chan-e the focus of 
this. 

Particularly since the Secr etary is going up 
to testify parti cularly on inflation . 

Th~t of course i s absolutel7 correct here, 

You mi~ht tell Ernest sometime it comes better 
f rom you t han from me , 

I will. 
In fact , 
year . 

I hadn' t seen the article at all . 
I don't think I have seen him in a 

You mi"ht tell him sooetime. Anyway, where 
were you, Ros? 

At t he bottom of page b;elve, I think we were. 

Ros brought up the Ernest Lindley business, I 
didn It o 

Shall I r ead?. 

Where ::.re we , on twelve?. 

The middle of twelve, 

All right, 

"A further benef it to be derived from reducing 

61 

., 

Regraded Unclassified



Blough: 

Kuhn: 

- 62 -

personal exemptions is to make it possible for 
a lnrger number of persons in the country to 
feel that they are making direct contributions 
to the defense program. Durin~ the course 
of this tax bill a eood deal of evidence has 
been noted to the effect that many geople want 
to m•1ke such a direct contribution. 

I -::a ther that would be ,'"reatly strengthened 
under this approach, 

"Accordingly, in the lit;ht of the developments 
of the past few months ~t i s our recommendation 
that the personal exempt ions of both single and 
married persons be substantially reduced so 
that the income tax 11ill reach a much larger 
percenta -e of the national income and will 
affect a much larger percentage of the gersons 
of the country than it does at present. 

May I make one correction the1•e t hat it seems 
to me i s necesso.ry for accuracy? "'.'fill reach 
a lar~er percentage, " not "a much l areer percen­
tage . 

All right . 

"Too much should not be expected from lovrering 
personal exemptions. It i s not a panacea for 
our f iscal problam. Reducing personal exemr 
tions as low as ~750 for a sin~le per~on an 
$1, 500 for a married coupl e would bring approx­
imately additional t axpayers under 
the income tax and would produce approximately 
$ additional revenue. Of this 
amount oi r evenue, however, $ , or 

per cent would come from persons 
~aTir~e~a~ay~~subjec t to t ax under the House Bill . " 

I am sorry, Roy, isn't i t a litt le more effec­
tive to t alk or fifteen dollars a week for a 
si ngle person and thirty dollars a week for a 
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married couple, to sho1v how small these incomes 
are and how l ittle revenue you can get from 
such people? 

There ar e an awful lot of them, t hough. 

Isn ' t that a more eff ective way of stating it? 

It is a little l ess accurate , because this is an 
annual rat e upon which they pay, but i t is more 
expressive. 

I think it ought to be left on the annual basis. 

You do? 

That is what the President asked for, he asked 
fo r it that way. 

Are we tr;ring to s tress the small amount of this, 
or what are we trying t o stress? 

I think we should, You say too much should not 
be expected from it . It is not a panacea. 

I think I would add to that sent ence, "and only 
such a percentage or so much to come from new 
taxpayers." 

"Additional measures necessary. • tlow, there follow 
three pages taken out of the rarlier document 
on thi~s other than taxation. They are subject 
to critlcism as not being necessary in this state­
ment and desirabl e in another. 

I think I would take them out, 

How 11oul d it be to put a paragraph in in which 
you 11ould indicat e that other measures are 
necessary, but wouldn' t spell them out, and would 

63 

Regraded Unclassified



JI .J.l.Jr: 

i\hite : 

Eccles : 

· .. bite : 

Eccl es : 

Illough : 

- 64 -

more or less pave the way for your further testi­
mony in the other ootami ttee? 

It would be all right. 

You coul d even say~ "I intend t o discuss some 
of these measures. 

In taking these out , you tnke out specific 
things, but as I understand it, the first part 
of the testimony bef ot•o you o;et into the tax 
program ;'iould stress the imminence of inflation 
and the importance of an adequate tax program 
to deal with it as possibly the keystone to 
gett ing at the problem. I would like to see 
the taxation based upon - that i s the only 
real justification, it i s goinb to make an 
appeal to the country and the people if you first 
convince them or demonstrate to them. It seems 
to me that there is this d~ger in taxation, 
and taxation is possibly the most important 
of all the means at the disposal of the Govern­
ment to deal with it. There are others, but 
you will only w~t to discuss at this time the 
question of taxation as it applies. 

".'iell, I may be a minority of one here. I have 
a feeling that that shoul d definitely be empha­
sized, but that it should not be made the central 
structure upon which your tax plea rests, but 
nobody agrees with me . 

'!lell, I em not saying - it i s a question of em­
phasis. I do think that the important process 
of public education to make - you will get much 
farther on a t ax program, especiall y if you arc 
~oing to get all these people , if the thing is 
1mpressed, and I think the Secretary of the 
Treasury ought to say that. 

Ur. Secretary, I would suggest that the solution 
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lies in your 7/ays and L!oans Canmittee statement 
which you laid out with three or four principles 
of taxation in a period like this. Now, by 
putting them out quite near the beginnin~ of 
this and then el aborating! one of the po1nts is, 
this inflation control, e aborating along the 
lines that it is elaborated here, out also 
elaborating one or two of the others, that you 
do get a bald picture and still get this material 
in, 

But I think these last pages here 

But these will be l eft out, 

The alternatives? 

l'lould be left out, except for a paragraph or 
so which would show that you recognize the ne­
cessity of alternatives, and that you yropose 
to talk about them before another Comm1ttee in 
the near future , something like that, 

Yes. 

now, that leaves us a little bit at the end, 
Page seventeen is next. I am not sure that in 
view of what has gone on before aeybody wants 
this idea, but I would like to at least read it. 

on, this is good. 

"In closing mr remarks, I desire to point out 
that although this is a very heavy tax bill, 
the alternatives to he(\vy t r.xation are much more 
onerous . Rising debts and rising prices would 
take much more away f rom our people now and in 
the future than higher taxes now will take, 
Under the tax bill, as it stands, a married 
couple with no dependents having a net income 
of $5,000 a year will have its Federal income 
tax increased by $198 or 4 percent of its income , 
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If 1/3 of the family' s income is saved or spent 
on items not affected by a changi.ng cost of 
living, an increase in the cost of livine of 
5 1/4 per cent would impose as great an addition­
al burden on this family as would the proposed 
income tax. The cost of living indextt --

Excuse me, rloy, do you want interruptions as you 
go along? Wouldn't you be better if you turned 
the first part of that around and said "Two thirds 
of the family income i s spent on so and so"? 

"The cost of living index has increased 5 1/2 
per cent in less than a year, since September, 
1940. It is clear from this simple illustration 
that rising prices are taxes just as surely 
as income taxes so far as the family is concerned." 

Provi<ling the income remains the same, which it 
doesn 't during a rise in prices . 

I frnn t you that is true , tl\at we ought to 
pu that in there. 

I think there needs to be some sentence to pay 
your respects to - because these high incomes 
are frequently the - the bulk of high incomes 
are the ones that probably increase with rising 
prices. 

"If in an attempt to protect the incomes of our 
people we hold down taxes and as a result the 
cost of living rises, we shall have taxed them 
just as surelj as if we had levied on them 
directly. 

"Risinf: debts may not only increase the tendency 
for pr1ces to rise but they increase the burden 
in another way by postponing it. That means that 
both interest and princival must be paid for 
later with higher t axes 1mposed at a time •then 
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they DUlY be harder to pay and less willingly 
paid then now. 

"Our defense program i s an absolut e necessity. 
It must be paid for . In ao far as possible, 
it should be f inally paid for nol7. " 

I t hink t hat is a good succestion, but the last 
sentence is weak, I think. 

Ve!"J good. 

I woul d l er.ve that even in the r evised version. 

Yes, I think that is good. 

Is there anything wrong with the comparison of 
rising costs of l iving with hxes? The one is 
compl etely unproductive and unconstruct ive . Taxes, 
after all, enable you to --

No, I think his point here is - I thought it 
\'las r ather cl ear , would be cleo.r to everybody, 
t ha t in so far as t axes restrain price 
rises, do you IIU!ke the burden on the t t.xpayer 
smnller than it would otherwise be? There is 
no assumption here that t he alternative i s 
payment of t axes or no t axes. It may be the 
pa~ent of taxes or the payment of hidden bur­
dens through rising incoce, but the speciousness 
of it i s that it i s only applying to those 
people whose incomes do not ri se as rapidly as 
prices, and the very people whose incomes rise 
at least as rapidly as prices or mor e, are busi ­
ness men of one kind or another. They make more . 

I don' t believe that is qui te correct, llnrry. 

Oh, yes, it is a matter of fact that prices 
in - profits ri se more rapidly than prices. 

L___,_ _ _______ - · -- • -- • 
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The increased price i s a tax, no matter whether 
your income is increased or not. 

But your income increases because of price in­
cr eases. 

You are then bringing in addit ional fa ctors 
that have nothing to do with the general proposi­
tion. 

Your incaoe doesn' t always rise, 

But in the main, business prof its rise -­

You may f ind out that it rises as fast --

We are going t o hit both by rising prices and by 
hi gher t axes, 

The people 1mose incomes don't rise get hi t both 
w~s, but the people whose incomes do rise --

You are going to hit them plenty. 

People in high - high incomes fran business 
profits rise more rapidly t han prices, so if 
I were a business man I would prefer higher 
r rices even though it meant higher taxes. 

Gentlemen, just a minute. I would just like to 
ask you, i s there something which you have in mind 
which isn't in here that you would like to have 
in here? 
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I think you have covered all the points I had in 
mind, Mr. Secretary. There is just one point on which 
you might guard yourself a little . As you know, 
the automobil e workers and other people are 
getting very agitated about the unemployment 
that is going to result f r om the diversion of 
producti on and from the shortages of essential 

Regraded Unclassified



H. l.!. Jr : 

Currie : 

E. L'. Jr : 

Currie : 

H.;·. Jr: 

Currie : 

Ji . i.:. Jr: 

·•hi te : 

H.M.Jr: 

·:.hite : 

1!.::. Jr: 

- 69 -

materials in civilian supply. You might just pay 
your respects to that somewhere , just show that 
you are conscious of it, t hat everybody is not 
going to have increaoing employment and a rising 
standard of living, rising incomes. 

Why should I do that? 

'.\'ell, because I think you will be tackled on it , 
that i s all. It is going to become increasingly 
severe from now on. There are going to be an 
awful lot of people thrown out because of the 
shortage of ~terials . 

How does it hel p me get a tax bill through? 

It doesn't, but in the early part of your state­
ment there is a small point I didn't mention 
in passing. For instance, on page five you say, 
"Although there are some f actors in the situat ion 
operating to check the inflationary t rend, 
such as surplus stocks of some agricultural 
commodities, unemployed l abor resources and par­
tially employed production facilities," --

That is the place, and dislocation of l abor . 

Yes, just put in sonet hing to show that you are 
aware t hat everybody is not going to be 

Put it right in there. 

And I think - that is the point, I gather, that 
you intend to hit harder in the other statement, 
make more of it. 

Yes. 

~ that you are a1vare of that and expect to do 
something on it . 

Yes. 
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Sa7 something on i t. 

But he can put this just what he said at that 
pl ace, 

Yes. 

Without enlareing on it, Harry? 

Yes, enlarging on it, 

I say not enlarcing on it in the tax statement, 
but you can in the price statement. 

That is right, and then the inclusion of the 
estate and r ift taxes, 

Oh, yes. l.!arriner, what - do you see anything 
that we have l eft out? 

I think the statement as a whole, as revi sed -
I think i t is a very good statement , I like 
it , '."/hat has been cut out at the l ast, I agree 
that that i s sort of drac-ing - covering an 
awful bi~ fiel d in a tax statement. I rtoul d 
like to have the Secretllry se.:; sone of those 
thin!!s sot~ewhere sometime. I think it i s -
there are a lot of important things. 

I nill say it on Tueaday, 

That is all rifht , then, 

I will say it on Tuesday. 

But I do think it is import ant that i f i t is taken 
out of the t ax statement and used el sewhere, 
I think that is all right . I would like to see 
thiu reconstructed along more popular lines, 
lines that rni~ht bite a littl e har der and that 
woulc! - the public would understand them a little 
better. I think it just doesn' t bite in pl aces 
here that i t needs to bite in to be reallY 
effective, and as I understand the discussion, 
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there is some intention of trying to make it 
do just that. 

I think so. 

.. -

The effect of inflation on the cost of defense 
has never been mentioned. We talked of inflation 
livin~ costs and so forth . 

We have got that for our price statement, also 
you cover it tomorrow. 

There is a little in here . 

It is in this statement. 

'.'/e expect to expand on t hat . 

But it does seem to me that that in itself is 
terribly important to the Government, that if 
you don' t stop the infl ationary cost of defense 

Marriner, Lubin i s working up a whole original 
set of figures for me on that point. 

Oh, yes. 

Just what it has cost us in the last six months 
and a forecaat of nhat it will cost us if it 
continues at the pr esent rate for the next fiscal 
year. He is doing a job on that right non. He 
said the figures will be original. 

Well, if something like that in connection with -
you talk about a three and a half billion tax 
or a four billion tax, and you can show how 
perfectly inadequate and how perfectly ridiculous -
I think you have got to draw the size of this 
t ax, the size of the revenue, alongsi de of what -
how inadequate that is in comparison with the 
total expenditures and particularly would that be 
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t rue if the defense - if we r,et - if ne e;et 
an infl a tion in the cost of defense . 

That i s r i eht. Ros , do you want to say something 
at thi s time or - you a re going t o stay behi nd. 

Thank you. .1'hy, whn t I have been t hinki ne of, 
it may very r:ell be non- productive . I 11as just 
checking l'lith Ed. I r-uess you have probably 
said i t be:!.'ore t he .;ays and J.:enns. I think 
there are trro aspec t s to this t~n~, one that 
Ua~riner has pr~arily in mind, and another one 
that I hnve in ~nd as well. I don 't oean t o 
di scount it . ~~is nrice contr ol business is 
t e:-ribly i.J:Iportant . - I don't believe , ho;·:ever, 
t hA t t hat =~kes the nan on the street any hap­
pier- E.bout pa;rin - t axes. llo·::, maybe ;rou can 
dress i t up in such o. ·:1ay a s I think t ha t Roy 
has t ried to do on these l ast tr1o pa es . That 
is a.bout as ef<ective a :.ay as you can do it, 
because certainly the man on the street would 
rather s ee the count !"/ - et it for guns t han see 
General l~otors .. et it or some other such cor­
poration. So •1hat has been running t hrough 
::r:r lilind i s , I ;·1holly a "ree with your all out tax 
approach. I think tha t certainly ou~t to be 
in here. To me it is just sc· ndelous and nothing 
less th:: t you tnlk about lowerin& exemptions 
anC. :;et:in<- two dollar s ancl a half f r om sonebody 
that i s makin.; thirty dollars a \7eek rrhile Tihat 
to me i~ a s candal of s t ate and munici pal securities 
unt~xed ~oes on end the scandal o: c~ty 
p1•operty -oe s on and the scandal of the pcrcen-
ta~c o:!.' ecurcciation ~003 on, and maybe somebody 
could think up a couple more, but those a re 
certainl y t he principal ones. I juot don' t sec 
hor; you can say to this t r,xi driver out here 
t hll. t , "You have cot to cone throueh and pay a l ot 
of ooney, but thes e fellow& over here that happened 
to invest i n the ri ~ht thin:~ , ile aPe not going 
to touch at all." 
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It just doesn't make sense, end I don't think 
you can be in the position of making that kind 
of a statement, 

No, I agree with you. 

Then secondly, going on from there, what is it 
that makes anybod7 11illing or agreeable or 
happy, if that can be, to pay fifty or a hundred 
or two hundred per cent more taxes? 

Well, I expect it is what you said before the 
·::ays and l!eans, but I am not sure but you should 
say another paragraph or so here, because my onn 
feeling as a taxpayer is that this - as I look 
at it, I feel no confidence whatever in the 
skill of this administration to control prices, 
I think pri ces are going up. Ur. what is his 
name, Kiplinger, tells me that every week, 
that the cost of living is going to be much 
hizhcr this year and much higher next year , and 
so on. I believe him. 

He has inside information. 

I don't look at this tax busine ~s as an alternative. 
I look at this as an additional burden I am going 
to have to bear. ·,'Jhat is &<>inft. to raake oe we.nt 
to bear it? I don' t know anytning that makes 
me 11ant to bear it other than this saving de1<1ocracy, 
IVhieh I guess you spoke of before . But it seems 
to oe your stronzest footing is two-fold, not 
thi s price control which is something that 
appeal s to a technioian like Uarrincr, but I 
don 't think appeals very much to the man on the 
street. I IYould put it in, but I wouldn •t 
make that my main foundation . I would certainly 
say that, "I am not kidding you about this tax 
program. As far as I am concerned I want t o 
go out after all of these unt axed incomes and 
here are several that occur to me which ;rou, fel­
lows on the Hill haven't acted on, although I 
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have been talking about it for the last eight 
years. 

74 

"Secondly, after all, what we really are interested 
in is savin& this country and saving democ-
racy," and I t hink it does no harm to wc.ve the flag a bit , 
I would 11ave it a page or t\o;o , 

Incidentally, talking about prices, the first 
hour this morning, colll!llodi ties, Do11 Jones 
Futures, jumped three quarters of a point, which 
i s tremendous, ana that shows bon much confidence 
they have got t hat Leon i s going to be able 
to control prices, 

He said, .... 'ie are on the brink of inflation. " 

It was just like ~ statement the day after 
election. I said, "The debt is going t o be 
sixty bill ion dollars" and stock~ went up 
seven points, and then they left out the fact 
that I said, "as long as noosevelt is here lYe 
won't have inflation," so Leon explained it so 
well that everybody has c:one in and bought 
commodities this morning, 

That i s a little dilemma in the present si tuation, 
the risk you have to take in order to build 
up your - you have to talk as though it is right 
here, IVhich feeds the flames , 

It i s true, 

Shouting f ire to avoid a panic. 

That is right. 

Kiplin~er says in his l etter that canned tomatoes 
are fOlng to be scarce , Everybody I know of 
that takes his letter tol d his wife , and his 
nife went down and bought a couple of cases of 
tomatoes, 
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You ought to see the stocking counters, or 
have you? 

The stockings are all gone now, 

On this st ate and municipal securities , i s this 
coLment going to include only futures or outstand­
ings? 

Out standings. 

The Secretary has taken a position on that 
many times , 

rutu e. 

I am very much intri~od by Ros ' approach to this 
problem and to say that we have come and asked 
you for ei ght years on these things and list them 
and all of them, even itit takes two pa!"es to 
list them. 

I am all for it . It is n breath of fresh air 
f rom the Jlutmeg State . 

Particularly as Bob Doughton tnlks about his record 
for eight years in his let~cr here. 

Did you say you are a citizen of !lew York State? 

lio, I am Connecticut . 

But earlier in the day you •Aid, "as a citi zen of 
Hew York State ." 

Did I get mixed up? 

Yes you di d and I said, "That is patriotism, by 
God, to the l ast ext ent i£ you are," 

I hasten to inform you, it doesn' t make really 
cuch differ ence, e.s far as I am concerned. 

In your incaoe tax? 
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Yes, because lf1J' sources of income are in !few 
York. 

And are taxed in New York? 

Sure, lf1J' Columbia salary gets taxed at the source . 

I didn't know that. 

Honestly, it doesn't make aD1 material differ­
ence . 

I think Ros has given us something and I think 
we can very quickly get up the various things 
that we have listed during the last ci ght 7ears 
and jam it down their throats. 'Nell, may I say 
it has been a tremendous help, and we will 
work a day and when we get somet hing on paper 
I will send it over to you gentlmnen, if you 
would like another look, and if you have got the 
time. 

I may be up on the Hill tomorrow. 

"Nell, I won't bother you, then. I \rlll send it 
over any-aay. 

All right. 

If Ros and Kuhn and Blough could st&¥ behind, 
please. 
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DRAFT 

August 6, 1941 
9 A, M. 

SUGGESTED STATEMENT OF THE SJ:CRET.A.RY OF THE TREASUJIX 
BEFORE THE SENA'ri COMMlTTD ON riN.AHCJ: 

Mr. Chairman and aembera or the Committee: I am here 

today to d1ecuse the pending tax bill H. R. 5417. Th1e bill 

waa designed by the House Committee on Vaye and Means 

to produce $3,500,000 ,000 annually in additional reYenue 

tor the defense or our country. An aaendaent adopted in 

t he Houee baa reduced that aaount by $300,000,000. 

When, on April 2~. I aade ay etatement before the 

Houee Waye and Means Coaaittee on this Bill the defense 

program waa about $39 billion including the lend-leaee 

appropriation. Since that t1ae there haYe been further 

authorizat i ons and appropriation• eo that the total 

program at the preeent ti.ae baa ruen to ----- bU-

lion dollars. or courae, not all or t hie aaount ie going 

to be spent during the preeent t1eoal year, but ae these 

appr opriations are apent the tiecal problaae or the Oo•ern­

ment and the econoalc ettecte or the detenee prograa will 

both increase . 

Our great problem in proYiding tor the defense ot 

the nation is fundamentally the problem or production: 

ot actually building planes and tanka, ehipe and guna 
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with tbe labor, aanagement, aacblnerr, and rav aateria1a 

vbicb ve ba1't in our country. Although ve can and should 

aimultaneoualJ increase the production or ci1'ilian geode ~ 

that do not oospete vith the derenee pr ogram, ve shall \ 

find that as ve increaae detenee production it will be 

neceeeary to di1'ert to detenee ueee sore and more or the 

reaourcee nov engaged in aatierr1ng our civilian naeda 

and vante , '!.'he pinch or ecaroe reaourcea and plante 1a 

already being relt and IDB.J ba expected t o become aor. 

aggravated, 

At t he eame t1.me that this diY8rs1on or production 1B 

taki ng place, the amount or purchasing power in the banda 

ot the people or the country will continue to increase due 

to the large amounts being epent by the Oonrnaent and to 

reaultant ruller emplo:ysent, The reeult or the preuure 

or t hie inoreaeed purchasing power on the limited amounte 

or goode and eervioee tor vbloh 1t aar be apent threaten, 

in the abeence or vigorous a ction, to aw .. p us into a 

epiral or rieing pr1cae, 

R1eing prices. 

Apparently ve are at the s .. a point in price bletor:y 

ae in 1916 -- on the edge or inflation, 

The pattern or price risee during the paet two 

1eare rough17 reeesblee the price aovesent during the 
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r1r at two year• ot World War I little riee in t he coat 

of living, a moderate riee in the wholesale price index 

and a sharp riee in the prioee ot baeio ooamoditiee. 

Sino• the beginning ot the war, September 19}9, the 

wholesale price index bas rieen tro• 65 to 87 or about 

16 percent . The greater part ot thie rise bas occurred 

during t he past tive aonths. 

The oost ot living index baa increased 5i percent 

Iince September 19llo. Halt ot t bia increase baa occurred 

1n the paat two aonths. 

The price index ot 28 basic coamoditiea baa 1ncreaead 

4S percent duri ng the same period , despite the tact that 

the prices or many basic raw materials have been con­

trolled by the Ottioe ot Price Administration and Civilian 

Supply, Tbie increase oonetitutee a •aJor danger signal 

of i nf l a tion which •uat not be ignored. The wholeaale 

pri ce indtx alWaJ8 lags greatly behind the index Of ba810 

coaaoditie e, while the cost or living i ndex does not show 

anything 111te the tu11 attectl or i nf l ation until long 

after the aeede or infl ation have taken deep root. 

Forcea •alting tor price rieee . 

The torcee ll&king tor turther price ruea are both 

potent and persietent: 

(l) The Director or the Budget baa eeti .. ted that 

detenae epending during the tiecal 71ar 1942 will be $15 
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billion, or two aDd one-halt tlau •• IIUch u i n the thcal 

year or 1941 . Tbia 1noreaaad eatiaate doea not take aooount 

or 1 xteneione or the derenae prograa aade atter June l 

and or additional eume needed tor lend-leaee, 

(2) More iaportant in ite bearing on the danger or 

inflation than the figure• tor expenditure• or the ooa-

i ng year are the eetiaatee or detioit apending, The net 

deficit tor the tieoal rear 1942 ae eat1aatad br the 

Director or the Budget wlll be t l 2.S billion compared with 

$5.1 billion tor the preT1oue tiaoal rear, Tbie assuaes 

t he pr eeent tax atruoture, It the t 3.5 billion tax bill 

which 1e betore you is paeeed br Oongreaa at an earlr date 

the deficit will be reduced by about t2 billion (the aaount 

or reYenue yield in the tieoal rear 1942 or the t 3t billion 

to t al ) but it will still be o•er t lot billion. Again tbia 

eet iaated deficit does not take aooount or the expansion 

ot tbe defense prograa attar June l, 1941. 

(3) The intlati onarr toroe ot the 1ederal detioit 

hae been euppleaented during the put rear br an expansion 

or banlt oredi t. Total bank loan• were expanded br an 

eatiaatad t 3 billion or about 20 peroant during tha 

fiacal year Just paat, Tbie riae aorao•er baa been pro­

ceeding at an accelerated pace. 

( 4) Pricu will be 1noreu1nglr atiaulated br 

(a ) the ahortage or aater1ala tor oiTil1an goode 

• 
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(b) increased absorption or idle oapaoit7 in aaD7 in­

duatriea and (c) rurther increaaaa in wage a and agri­

cultural price a. 

Also making ror rurther prioa inoraaaaa are the 

he ightened obetaoles to imports auoh aa reduoad ehip 

epaoe, higher ehipp1ng coats and cutting orr or noraal 

foreign eourcea or auppliea . 

Although there are eo•• taotora in the eituation 

operating to ohaok the intlationarJ trend, such aa aur­

plue s t ooka ot aoae agrioultural oo .. oditiea, une•plo7ed 

labor reaourcu and part1all7 eaplo7ed production ta­

c111tiea, moat or these tactora were present in the 

fiscal year 19~1 in greater degree and yet did not aerYa 

to reatrain price riaee eTan though the torose making 

ror price riaee were then muoh weaker. 

Stepa already taken to oheok inflation. 

Soae i~ortant atepa han alraad7 'been taken or 

are 'being taken to oheok inflation. Oongreaa haa aa4t 

proTiaion tor the Treasury to aell Datenaa 8aT1nga Bonde 

and Stamps and eo to absorb tor the datenae prograa tunda 

which might otherwise 'be used tor ciTil ian purchaae· ot 

goods. Th1e Tery important program ia wall under wa7. 
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Tbe !reuurr Departaent baa aleo launched a plan 

t or aell1ng tax anticipation notea whioh will raoilitate 

t he pr epar-ent or inooae taxee and will 1110re proaptlf 

withdraw purobaaing power rapruented b7 auoll taxu. 

Tbe Ottioe or Price Adminiatration ie asking ••err 

ettort to obtain the cooperation or prodntare an4 die­

t r i but or• in l1ait1ng price rhea. 

Tbeee aeaeurea to reetra in price riaee,altbough 

t be7 b&n unqueetionabl7 been helptul., are inadequate 

t o a eet the eituation oontronting ua. We haYe gone 

onl 7 a aall part or the war it will be neceuarr to go. 

Ye 111.1at attack the problea on all tront a it we are euc­

ceaatullr to check inflation. 

Piacal polioz tor inflation control 

One or tba 110et 1Jiportant aetboda or intlaUon 

oontrol ia a etrong tiacal policr. !be tax bill betore 

82 

70u 1a an S..Oortant etep . When I app•ared betore the Ware and 

Keane Ooaaittee in April, I raco-endad a tu bill to 7ield 

$3·5 billion ot reYenue annuall7 aboYe the rield ot the 

ex1eUng tu etruoture. It at that tiae I coul.d ban tore­

teen the acoelerated r1ae in pr1oea and the great inoreaee 

1n the detenae prograa wh1ch baYe eince taken place, I 

ahould baYe aeked tor aore than 13· 5 billion. 

------
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'l'be Va1• and Keane Colllllttee of the Houee haa la­

bored long and well on thh b1ll and I aa not euggeat1ng 

that rou 1Doreaae the total aaount of reYenue vh1oh it 

prov1dea beyond the original goal of t3·5 billion. To 

1noreaae ite revenue rield eubetantiallr aight result 

in delar, a/c(p':4~age of the bill 1e iaportant. I dee• 

1t illperatiYe, however, that the new revenue yield of the 
the 

bill be restored to at leaat/ t3· 5 billion level. 

When t his bill haa been paued and you and the 

meabera of the Ware and Keane Colllllttee haYe had an 

opportunitr to enJoy a well de1erved reat froa the 

arduoue labors ~ioh it hal entailed, I hope that ret 

thie rear rou will undertue, ae the Treasury haa alreadr 

undertaken, to aake a new wrver of our tax eyatea. 

It i1 now eoae 1eare einoe a tax bill hal been paaeed 

!laking the a&n1 teohnioal ohangu which froa Uae to 

Uae are found neoeaeary aa a result of expe.rienoe, new 

court deoiaione and other new aituationa. Both the 

taxparer1 and the Govel'IUient suffer ae theae unoorreoted 

fault• aoou.ulate. Buoh aattera haYe been kept out of 

the preaent bill in order to npedite ita paeeage and 

not to ooaplioate the iaeuaa wbioh it inYolvea. In 

addition to correcting the fault• in our tax atruoture, 

it v1ll again be neoe81arr in the light of the preaebt 

prograa for defenae exyendituru and the threat of 

ictlation to inoreaae further the reYenue power of ~ 

8:~ 
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tu a)"atea either late tll1a )"tar or aarl1 next 11ar. 

Exone proti te tax. 

W1th1n tha 13·5 billion raYenue eoope ot the preaent 

tax bill there appear to be aeYeral poaaibil1t1ea tor 

d1aoourag1ng 1ntlat1onarr pr1oe r1aea. The t1ret ot 

tbeae 11 1D the t1eld ot •-oeaa prot1ta taxation. In 

reoant .ontha t here baa been a not1oeable tendeno1 tor 

Yar1oua groupe i.noludlng bua1naaa aen, taraera and 

laborer• , t o mdeaYor to aeoure higher ratea ot return 

in prot1h, pr1oee and wagea. ( luoh ettorta oaDDot be 

or1t1o1&e4 1D noraal tlaee. J At the preaant Uae, how­

eYer, with the ex1at1ng prea.urea tor inflation, 

wideepread ettorta to 1noreaae protite, pr1oea, and 

wagu will reault not onlr in larger purohaaing power 

and tlma at1ll greater preaaure on our l1a1ted euppliaa 

ot o1Yil1an goode, but alao 1n ll1gber ooata tor tbe 

deteoae prosraa and tor goode 11h1ob oiY1liana purohaae. 

!hue higher ooat. 1D tlUIIlneoeadtate 1noreaaaa in 

pr1oea and theae 1n turn g1Te rile to new deaanda tor 

higher was•• and ll1gher prioea. The apiral goea liP and 

up. 

It we are to expect to 1top or prennt thia ep1ral 

we aut be able to abow thou who reoe1Ye aodeat 1n­

oo•a troa their labor or tba1r pro4Dot1on that exoeaa1Ta 

pro t1te are not being raoa1Ted b1 great oorporat:1ona. 
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The pr .. ent exoe .. pl'Oti te tu plaoee epeoial hea1'J' 

~exe• on pl'Ofite 'ldlioh are 1D esoeu of the protite n­

oe1n4 cturlng tbil rear• prior to ~bil bten11 program. 

! b1• it all to tbil gooct, -- i1 1Dclee4 ••••nt1al. It it, 

bowner, bot enoup. A oorporat1oa •ar aake 50 peroeat 

prot1~ on 1t1 i n•eeted oap1tal all4 not be 111bJeot to the 

IXOIII prot1 h tU if the pro fit 18 DOt 1a lltOIU Of 

95 pel'Oent ot 1t1 aYerage prot1 te 4111'ing the ba•e pll'iocl 

)'ear• 1936 to 1939· !hie bal1o nab••• i1 touDcl 1D the 

pr11ent law ancl aliO 1D the bill betoN )'OU. 

!hi• 18 aot a aaner ot lliAor illportanoe. lub­

•tanUal n-bere ot ooapan1ee are 1n the h1sh-prot1t 

gl'Oup. One out of ti•• prot1t-aaking oorporat1on1 with 

ueeh of tl,OOO,OOO all4 oYer •••raged .,r, than 10 per­

cent net 1noo• on their reported equ1tr oap1tal 4v111a 

the r•ar• 1935 to 1938 an4 one out ot tnatr-t1n ooa­

paniee a•eraged _,re than 30 peroento !h .. l OOIIpaDill 

oan oonUnue to earn pl'Ot1t• at -..rtuall)' thlll rat .. 

without p&f1ag exoe .. prot1 te tu under either the pr .. -

en~ law or the Ooa.itt"'' tentaU•• plan. 

Pa1llll"l to appl)' lltOIII pl'Ot1 h tasaUon to IUoh 

uo .. , pl'Ot1 h 18 untortuAate a11o beoau11 of the un­

nu war in wbioh 00111pet1ng bui1Dtll .. are atteoted. 

Oonoeme vbioh han been aak1ag hSgh retul'lll 1D the 

ball period r•ar• are giYID a oo~~pet1 U•• aA•antas• 
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oTer ... 11 organised oonoerna or oonoerae whioh ha•• 

bee& etracg11Dg t o eatab11oh t h .... 1•••• 'l'her 11a7 

r eoein tree fro• exoeea protita tax a •oh higher 

rate of rettll'D than their n .. aad growing ooapetitora. 

fbe etteot ia to oont1ra aonopo11ea 1D their oontro1 

a~~d to proteot well utab11ohe4 baa1neaeea aga111at 

oo~~peUt1on. 

IIDreo•er tbe oapaoitr of a oorporat1on t o P&7 taxu 

11 attaote4 bf the rate ot ito rena on ito 1D•eetaent. 

fbe h1shl7 proeperoue, well eetab11ohe4 oorporat1on wh1oh 

hal bleD llak1Dg JO , llo, 50 peroent or .:>ro on ito 1D­

•IIte4 oapital haa a noh l.arler ab11i tr to pq taxu 

than a oorporauon wh1oh haa been earning onlr 3, •• or 

5 peroant on 1te 1n•eete4 capital •••n though tbe 401-

1ar 1nooaea ot tbe ~ ooapaaiee are the ..... llea.y 

taxu oa high ratea ot profit will DOt oauee tbl bua1-

neu reodrtng thea to be 11qu14ate4 or 4iaoont1Due4 

t or laok ot a ala~ neoeaearr prot1t, whioh lla7 oo01U' 

when hea.y taxu are 111poee4 on Mager prot1te. .6pp11-

oat1on t o oorporat1ona ot taxation in aooor4anoe with 

ab111tr to pq oalla tor h1gher taxea on the prot1ta of 

thou oorporat1one c1oh h&•• the h1gber ratea ot retara. 

Detente exo1te tll!l• 

In aore noraal t111U1a exo1ae taxu ha•• little to 

reoo-4 th• e.xoept tbe taot that tber pro4•• ~•n••• 

Ia a per1o4 PDoh at Ua1e, how .. er, exo1ee taxee 11a7 1a 
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oerta1D oa111 pro.ot1 a aaro pol1t1Yo obJeot1Yo, .... 17, 
to reclul tho 4ollaJI4 ot pro4uoorl &114 ooD-rl tor 

1oaroo ooiiii041Uio wh1oh oo11poto wUh tM 40fiDIO pro­

gr .. aad to aboorb w1D4-ta.ll prot1h whlob. ruuu troa 

aoaroi'J of IUpplJ rolaUn to diMDd. 

!he aoh1n1•aat ot th11 obJIOUYI 1o DOt a l1apl1 

aatter. leYerthelo11, tho fUrther u1e ot oxo11e taxe1 

to d1Yort ooD.-.pt1oD aad to roduoo w1Dd-tall protlt1 

ahould bo 1er1ou1l7 oone14erod br r our Ooaalttoe. 

Per1ona.l IXI!pt10DI· 

Olle feature ot the bUl betoro r ou wh1oh ha1 re­

oe1Yod 1111 publ1o attoat1oD thaD 1t doeerYOI 11 ~ 

taot that the ba.. hal beeD broadened to add about 

2 ,000,000 Dow taxpqora. '1'1111 wa1 aooo~~pl11ho4 b7 be­

g1DD1na ~ ourtax at the tlrat dollar ot lllrtax Det 

1Doou. !he a peroaat earaod 1Dooao orodlt 1D ottoot 

1Doroaao1 the axoapt1oD troa DO~ tax. 11Doo tb.11 

oro41t 11 not appll.oablo 1D oo11puUng the 1111l'tax, the 

b1ll hal 1D ottoot ro4uoo4 tho oxo~~pU.oD ot 11nglo 1D­

d1Y1dll&ll bJ tM, ot aarrlod ooUplel br 1222, aad of 

llllrl'1od oouplo1 w1tb. 2 ob.UdroD br 1311• 

In the earlr 1tqo1 ot tb.ll b111 the '!'roaoUl'f 

Deport .. Dt took the po11UoD that 1D rtow of tll11 nb-

1\aD.Ual broadoalq ot the ba1o perooll&1 ox•pU•I 
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lhoul4 not be tDrther lowere4. lquitabll taxation re­

qu1r .. that tax•• be pl&oe4 on ab111t)'. illlall i110oa .. 

ban nrr little tupariDC ab111t)', aJI4 thh little 11 

4eoreaee4 a• tbl ooet ot l1T1ng ria••• 

BoweTer, the threat ot r1e1Dg price• baa beooae ao 

great tbat a ohanse ot polio)' ie iD41oate4. It the 

co et ot li'fing ri .. l eubetanUallr tba etteot will be 

t o tax eaall i110o•• moh aore thaD woul4 an 1Doo• tax 

at the rahe pro'fi4e4 1D thie bUl. It tba 4ireot 

taxation ot the .. 1Dooa .. will help, aa we bellne U 

will , 1D preYenting inflation it will be a great eer-

1'10e to the •err groupe whioh woul4 be •4• newlr IUbJeot 

to the tax. 

J. turther benetU to be 4eriTe4 troa reducing 

pereonal exemptions 1a to aake it poee1ble t or a lars•r 

nuaber ot pereone 1D the oOUDtr)' to teel that the)' are 

aak1ng d1reot oontr1but1one to the 4etenee prograa. 

88 

During the oouree ot Ul.h tax bUl a goo4 4eal of eTi4enoe hal 

been note4 to the efteot that 8all)' people want to aake 

euoh a 41reot oontr1but1on. 

J.ooordingl)', 1n the light ot tbe 4e'felopaente ot 

the peat taw aonthe 1t 1e our reooaae4at1on that the 

pereonal u .. pu on• of both 11ncl• and •rr1e4 peraone 

be l\lb.tant1all)' re4uoe4 eo that the 1Doo• tax w1ll 
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reach a auoh larger percent.,. ot the national incoae 

and wil l af t eot a auch larger percentage ot the peraone 

ot the countrr than it does at preeent. 

Too 11uoh should not be expected troll lowering 

personal exeaptione. I t ie no t a panacea tor our 

fiscal pr oblem. Reduci ng pereonal exeaptiona ae low 

as •750 t or a si ngle person and 11, 500 t or a aarried 
appro.xl~~&tely 

couple would bring/ wboat addi tional tax-

payer• u.nder the i nooae tax and would produce approx1aatelr 

•·------- additional reTenue. Ot th1e aaount of 

raTanua , howeTer , ·------ --• or ___ percent 

would coma troll persona alreadr eubJeot to tax under the 

House Bill. 

Additional meaeuree neoeeearr 

While •1 purpose in talking to rou todar about 

thie eubJeot or inflation ie priaaril7 t o indicate the 

ware in which the tax prograa can be dnigned to help 

&in1aize the dangers ot i nflation, i t should be pointed 

out that tax legislation will not b7 iteelt aolT• t he 

problem. The control ot inflati on ie too great a load tor 

fiscal polior alone to oarrr. There ehould be additional 

acti on alae along the f ollowing linea: 

. - --- ------
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(1) !he <nf1oo of Pl'1oo .A4&1a1etraUon llhou.l4 bo 

ginn \be dab\OI'f power to tlz prlo .. wtlera DOOOIO&I'f• 

!he 1eglelatlon whloh the Prool4ont hao reqaeote4 lo 

••••ntialo Pr1oo rlooo oannot bo oontro11e4 when ln­

tlat10D&I'f forooo are at work without offeotlYo power 

to 1ap01o pr1oo oo111n&a entoroe4 b)' 41root ponalt1oo. 

fbe .. ro poeao1e1on of auoh power ten4a to aako lto 

ezerolae annooo•O&I'f• 

!be atte11pt to prnont umraate4 pl'1oo 1Doraao .. bJ 

fiat, how&Yor, 11 'boull4 to break 4ow here a• 1t hao 

elaewbere unl .. • 1t 11 aooo~~pan1e4 not olllr b)' an aAo­

quah tleoal procraa to abeorb 'baJ1DI power, but aleo 

b7 other .. tho4•· 
(2) Vlgorouo •tepa ahou14 bo taken to 1noreu1 the 

IUppl)' of goo4• requ11'e4. tor 11111\&l'f an4 o1YU1an DOKI• 

Illoweaae4 outpt 1a 1D lholt a -.lor obJNUn ot our 

4efeuo propoaa &114 tbe aolt offNUYo an4 4oe1rable 

aetho4 of prnuUna 1DtlaUon. !bu-1 ilhoul4 bo ~ 

thor uploraUon o.t the pooa1bU1u .. ot 1D4uo1DC 

IXp&DeiOA of pro~oUoll tanUlUoo an4 labor auppll .. 

wher e euoh rooponao ooul4 DOt bt e:~peote4. to ooour auto­

aatloallr. 

{)) !hero aho1114 bo autborltr to proYl4o orate8aUO 

pr1or1t1oe of eoaroo ouppl1oo aaoas 1D4aotrloo -.klal 
obUlan po4o. Ill or4or to obtain a fair 41otrl'INUoa 

90 

Regraded Unclassified



' 

- 15 -

ot aoaro• auppliae .. oog ooneu.ere it •~1 l~ter prOTI 

neceea~J to extend the r~tioning to ultiaata oonauaera, 

(~) Ext enaion ot the gener~l oontrola oTar b~nk 

credit ·~ be found deeir~bla. 

(5) Eat~bliebaent ot oontrola oTar the entire fiel d 

ot coneuaer credit Wil l undoubtedl J be neo•••~r. 

(6) Control• oTer o~pit~ expenditure• ahould be 

prOYided, 

(7) It a&J be found deair~ble to extend tbe loo1~ 

BeouritJ Progr~ along l inea which would incr•~•• the 

flow ot tunda t o the !r•~•urJ troa currant inooaaa dur­

i ng the eaergenor and would inor•~•e the outflow ot 

tunda when needed in the poet detente period. 

(~) There ahould be ~ reduction ot t he Feder~ 

l endi ng and underwriting progr~, auoh ~• noneaergenor 

bouaing expenditure• and aortg~e guarantaea. 

(9) Nonaaaential Federal expenditure• ahould be 

reduced. In ar etateaent before the W~r• and Mean• 

cc .. ittae I pointed out the daairabilitJ ot reducing 

aucb expenditure• bJ one billion doll~•• State and 

local goYarnmental noneaergenor expendi ture• and bor­

rowing ahould be curtailed, Such ourtailaent would 

not onlJ cut down expenditure• during thia period but 

would build up ~ baok log ot deair~bll proJect• t or 

• 
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,~ poet-4eteue per1o4 wba pvbl1o vorke expe41nr .. 

~ be badlT nee4e4 to aa.1Db1Jl the eocxaoa:r. 

Fro• pr .. ut 1D41oat1one, 1t the ocxatro1 aeawree 

vhioh I han a111Uone4 are plaoe4 1D operation an4 1t 

tbt tu bUl 1e pro11pt1T palle4 pro'f141DC not 1e11 thaD 

tJ•5 b1ll10D Of DIW rt'ftDUit it il IQ' hopt that the 

tOOIIOaiO e1bat10D wUl rell&ill ta1r1T htal~ .ntU the 

earlT 4ah vhe11 another tu bill 4eeipe4 to abeorb 

nbet&Dt1al.lT aore pUrcha•iiiC power oan be oonl14trt4 

&114 palled· 

/ 
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Alternati••• to taxation aore oneroua 

In oloaing 81 reaarka, I deaire to point out that 

al though this ia a •ery bea•y tax bill , the alternati•ea 

to heavy taxation are muoh more oneroua . Riaing debt1 

and ria1ng prioea would take auob more away from our 

people now and in the future than higher taxes now will 

take. Under the tax bill, ae it et anda, a married 

couple with no dependents ha•ing a net income of $51 000 

a year will ba•e ita Federal inooae tax increased by 

$198 or ~ percent of ita income . It 1/3 ot the taaily'a 

income ia aa•ed or spent on items not atteotad by a 

changing coat or living, an i noreaee in the coat or 

living of 5 1/~ percent would i mpose •• great an ad­

ditional burden on tb1e family ae would the propoaed 

income tax. The coat of li•ing index baa increaaed 

5 1/2 percent in leea than a year, since September, 

19~. It is olear t r os this aiapl e illuatration that 

riaing prioea are taxea Juat aa 1urely a• incoae taxa• 

ao tar ae the taaily i e concerned. It in an atteapt to 

protect t he incomes of our people we bold down taxe• 

and ae a result the coat ot li•1ng r1eea, we shall ba•• 
taxed them Just aa surely aa 1t we bad le•ied on tbes 

directly . 

R1aing de~e may not only 1ncreaae the tendency 

tor prioea to riee but t hey increase tba burden in 
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another wa:r b7 poetpon1ng it. 'l'hat ae&Da that both 

1ntereet and principal auet be paid tor later With 

bighlr taxu iapoaad at a tiaa when the:r aa:r be harder 

to pa7 and leae Willingl:r pald than now. 

Our detenee prograa ia an abaolute neceaait:r. It 

•uet be paid tor, Ineotar aa poaaible, it ahould be 

t1nall7 paid tor now. 
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I Operator: 

ID!Jr : 

Benrr 
St1non: 

Go ahead. 

Hello. 

Hello, Henrr. 

A\I&UU 6, l~l 
9120 a ••• 

ID!Jr: Good aoming. 

e: Henry, it 1 e a long ti.ae between dr1nke. 

ID!Jr: Right. Too long. 

S: 

IDIJr: 

Would rou like t o ooae to lunch w1 th ae 
qu1etlJ at Woodler'e at one o'olook, ear, 
to dar' 

Well, I'• terr1bl7 eorrr, but I ha•• eoa.­
bod)' ooa1ng todar that I oouldn1 t put orr. 

8: How about toaorrow! • 

IDIJr: Well, toaorrow I'a with W1okerd. It •...• 

8: Well, that'•···· · 
IIIIJr: Wha U 

S: That 1 1 too bad. 

IIMJr: It 7ou wanted to •• • • • 

8: I 'll get etralghtened out. I ' ll oall rou 
next week or eoaetiae. 

HMJr: Yee. I'll be glad to - how are rou tixed 
earlr 1n the aorn1n&' 

B: WhJ, ae t ar a• I know it'• all right. But, 
I •ean .. .. . 

HMJr: Yeah, I didn't ••• • • 

8: • • • •• there'• Juet- there'• nothing toraal, 
nothing ••.•• 
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l!liJr: 

8: 

l!l(Jr: 

S: 

- 2 -

Ob. 

•.••• nothing in the way ot bueineee to talk 
w1tb JOU about •• ••• 

Ob, well .•••• 

• • • .• it'• Juet to b&Ye a ohat together the 
way we used to ba•e. 

RMJr: Well, it 7ou 1ll - I'd loYe it 1t 7ou'll 
1nYite ae &nJ t1ae next week. I'll be 
delighted. 

S: Well, I'll try to- I'll try 1t • • ••• 

l!liJr : I 'n ~t Admiral Ni•1tr. tor lunob tod&J, 
and I • going With Wiokard to•orrow. eo •• • •• 

S: Yea, I eee. 

HI!Jr: ..... and .. . .. 

• 

S: All right. Well, I'll b&Ye it on ~ ooneoienoe 
and I 111. .... 

I!MJr: Well, try •e - &D1 t1•e, but Juet it J OU1d 
giYe •e a da7 or two'• not1oe. 

S: Yea. Yee, I eee. 

I!MJr : OiYe ae a da7 or tvo'e not1oe. 

8: Well, bow a.re 7out 

I!MJr: I'• tine. 

8: Tbat 1 a good. 

I!MJr: Thank JOU. 
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BMJr: 

Walter 
George : 

HliJr: 

G: 

Jll!Jr: 

G: 

BMJr: 

G: 

HMJr: 

G: 

IOIJr : 

G: 

IIMJr: 

G: 

HliJr: 

G: 

IIMJr: 

Hello. 

Hello. 

Henry Morgentbau. 

Au&u•t 6, 19~1 
10: 02 a.a. 

Xee, Henrr. Thia ie Walter George. 

Good morning, Walter. I Juat wondered it 
rou knew 1et when rou ' d want me up there. 

Well , 1 think - I talked with John a little 
reaterdar ••. • • 

Yeah. 

•••.. and he ind1oated that 1ou1d like to 
get - marbe appear on P'ridaJ ao that rou 1d 
be relieYed ot thia next week, beoauee rou 
had to appear before the prioe fixing ooa­
aittee. 

'l'bat'e right. 

8o I think on FridaJ we'll take the 'lreaaury 
people, it it eu1te rou, and Juet baYe the 
'lreaeury on FridaJ. 

wen, that'• ent1relr asreeable. 

All r1gbt. 

'lhank rou eo auoh. 

At ten o 'olook P'r1daJ. 

I 1ll be there. 

All right. 

'lhank JOU 80 auoh. 
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August 6, 1941 
ll:l5 a ,m, 

RE TAX STATEl!mT 

Present: 

H.ll.Jr: 

!.:&gi ll : 

H.U.Jr: 

Mr. Bl ough 
Ur. Kuhn 
Mr. Magill 
llr. Shere 

This is what I would like to say. I got 
this thifo. I would like to go up there and 
start ri t out, "Gentlemen, I have come 
up here o recommend to you this state of 
national emergency where everybody has to 
be willing to make his proportionate sacrifice 
in or der to make democracy safe, and we have 
an all out tax bill to go hand in hand with 
an all out defense bill. Now, i n order to 
accomplish this we ought to include the 
following items in this bill," and then list 
them, 

I wouldn't say, "I have brought this to your 
attention for eight years . " That never pays . 
It is a nice thing to say but I have got t o go 
back for three years more and the personal 
satisfaction isn't worth it . 

You are right. 

These are the things, and then list them. 
Then develop those as much as possible, 
giving each one its weight, I mean ~oint 
tax returns, oil well depletion, mun1cipal 
and state bonds and all the rest of i t, 
excess profit s, and then this i s where I 
would start. Then I think I would end up 
the statement by saying, "Now, even if we 
do all of t hese things, thef in themselves 
cannot control increased pr oes," and then 
say something at the end, 
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Kuhn: 

Uagill: 

H.U.Jr: 

Kuh.'l : 

H.!.:.Jr: 

!.:&gill: 

H.!.!.Jr: 

Kuhn: 

H.!!,Jr: 

Kuhn : 

\ 

- 2 -

That fOU are going to go up at another 
OCCaSlOn --

"And I have been invited to appear by 
Chairman Steagall and I expect at that 
time - at a more appropriate time -- " 

I think that is good. You could put in, 
couldn't you, a paragraph just before that 
to say that in this all out business one 
thing that will be useful will be hi~her 
excise taxes on some of these commodities, 

Look, you have worked with me so long . 
This is the way the thing has crystallized, 
1'/e would go right up in the beginning just 
the way I said it and then develo~ it and 
say something on each of these things, Tihy 
they are bad, why they should be done away 
with, The great advantage is they will say, 
"Morgenthau is just up here again tal king 
about that Treasury plan on excess profits 
and he wants it his way and if he can't 
have it his way, he won ' t play. " It 
becomes one of ten things . 

Because what you do then, Ur, Secretary -­

It becomes one of ten things. 

That is the way to do it . 

Isn't that it? 

But you are not, then, advocating this tax 
bill. You are wanting a different tax bill . 

Well, all right, listen, I have got just as 
much right to change as the President of the 
United States . 

You are all right. 
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~:Agill : 

H.U.Jr: 

t:agill : 

l:i . J.!. Jr : 

H.t.:.Jr: 

r.; .Jr: 

Kuhn : 

E.l:.Jr: 

- 3 -

You can say you want this tax bill but you 
want this tax bill plus . 

"\'!ell, why didn ' t you say this thin~ before?" 
'~'/ell, I don't have to ," I am not ~o1ng to 
think of all the questions they w1ll ask , 
This strikes me emotionally and every other 
way. Insi de it strikes me right . I am not 
worrying about whether I am for this particular 
lowering the exemption, That is part of the 
whole program. Now, if you are going to do 
this t~g, then every fellow from tlie bottom 
of the step~adder to the top should pay his 
proper porhon. 

That is all right, 

And unless we do something like this on the 
tax front , we are lagging way behind the national 
defense front , 'rle are not - we are lagging 
Vlay behind the national defense front , They 
are way ahead of us . VIe haven 1 t begun to 
~eep pace with them in our thinking . And that 
1s true. 

You said that before and you can say it again . 
You said it before the House . 

·,/ell, I would say it again. 

Good. 

In our thinking we are lagging nay behind on 
the national defense program. 

And Congress is lagging behind rather than the 
Treasury on t his t hing because you have said 
these things . 

Now, I didn't want to say it, but this morning 
in talking with Roy I got a nifty. \'iha ~ Roy -
I gave Roy the i dea and he gave it to his man 
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:.:ar,i 11: 

:i!:;ill : 

!l.i:. Jr: 

Kuhn : 

!U:. Jr : 

- 4 -

to have it this morning, that instead of 
taking this thing so that the fellow with 
seven hundred fifty dollars or two thousand 
dollars has got to add o.nd subtract about 
five times, we have taken the result that 
he would arrive at . VIe o.re workin~ on a 
table . It is in jumps of twenty-f1ve 
dollar s . \'le are going fro~:~ seven hundred 
fifty dollar s up to the income hivh enough so 
r1e include ninety percent of all the income 
tax nayments and we are ~oing to have - if 
you have seven hundred flfty dollars, all 
you have got to do is look over t he table and 
you would pay four dollars , 

If you have seven hundred seventy- five 
dollars, you vtould pay four dollar s and 
twenty- three cents , o.nd so forth and so on , 
And the same thing for the married person. 
If he has one child he would be in one 
column and if two children, in the next 
column . 

' .. 'here will it run, seven hundred to what? 

So we can stick this in every post office 
and every public building in the United States 
so a f ello11 can go in and say --

That is absolutely swell. 

••• he goes in t here and, "Mr income is nine 
hundred dollars, How much do I pay? " Six 
dollars and forty-eight cents. 

Tho.t is the Vlay you sell t he Tax Antici pation 
Notes too, 

That is the way you figur e interest pa]ments. 
Isn't that a nifty, Ros? 

That is a good one, 
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u:.Jr: 

Blough: 

lla!li 11 : 

Blous)l : 

t.ubn: 

H.U.Jr: 

~:agill: 

Blough: 

Kuhn : 

Blough: 

!:acill : 

H.t:.Jr: 

Uagill : 

H.l.l. Jr: 

- 5 -

Isn't that a nifty? 

Personal exemptions will have to be 
ap~ortioned. It ought to be a very 
th1ng to work out. 

simpl'e 

I was just t hinking what your variations -
your variations will bo on marriage and 
children, I suppose. 

The length of time during the year you have 
this inc01:1e, 

It means filing returns, though, of your 
income . 

Yes. 

Those fel lows won't have any ser ious losses . 

What if they did, if we get the net income 
first. This is after you get the net i ncome . 
The big problem, of course, is your tax 
exempt int erest . Partially exem~t interest 
will make it difficult but that 1s the only 
one , 

Eliminate the earned incane? 

No. 

I thought you were going to put it an gross. 

I had in mind gross . I wasn't going to 
allow any deduction . 

~~don't you do it on gross? 

I wouldn't give any deducti ons . I was not 
going to give them - no, no, I wasn't figuring 
on any deductions. This is - you earned seven 
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!:." .Jr: 

!lloll{;h : 

!.:&sill : 

Blough: 

Kulm: 

Blouch: 

:.:r. •i 11 : 

Blough: 

1:ar,n1: 

H.::.Jr: 

Blough: 

- 6 -

hundred fifty dollars, To hell with your 
losses . You pay four dollars . 

I would do it on your gross, Roy, if you 
can, because otherwise you eet into contribut­
ions to the church and all this estimating 
business . 

\'/hat is this fellow's name, Shere? 

Shere, S-h- e-r - e. 

I 1rould do it on gross and base it on his 
marital status and children and make it a 
lump sum. \'/hen are you eoing to do it, at 
the beginning of the year? 

End of the year. 

And then wipe out the old form of tax payment 
for the two to four thousand dollars , 

In that case I think possibly r1e ought 
kee~ it donn to around three thousand. 
beg1ns to get complicated. 

Yes, I would keep it down . 

to 
It 

In this great mass of people they have only 
one source of income and that is their salary 
and maybe a roomer or two or something like 
that, and it is perfectly simple to apply on 
the gross basis and maybe make a little bit 
of adjustment in order to take care of that 
gross concept. 

Yes, I thought you meant gross . 

I did mean gross and I am just interested to 
ask Shere how he was working on it, 

It doesn't matter. He is working from a figure 
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J.:agill: 

Jl .:.!. Jr: 

Kuhn: 

ragill: 

Kuhn: 

J.:agill: 

H.I.:. Jr: 

l.:agill : 

Kuhn : 

- 7 -

of income and whether rou call it gross or 
net, it won't make a b t of difference , His 
schedule will fit either the gross concept 
or the net concept . 

That is a darn good idea and that, I gather, 
was the President ' s idea back of that part af 
his letter. You may have forgotten. He 
talked to us about that in llyde Park way 
back there . 

And we haven't worked it out . 

He has got it in his letter about chipping 
in . 

But this is a much more advanced thought than 
he had. 

It says most Ameri cans in the lower income 
brackets are willing and proud to chip in 
directly, and that is the way he phrases the 
whole section of his letter . 

This is swell f or a lot of reasons , 

We will just think what it means to Internal 
Revenue , 

Oh, yes. I was just talking about that to 
Danny, I don' t know how you are going to 
administer t his t ax without something like 
that. 

I t says the exemption of a single ~erson 
should be reduced t o seven fifty w1th a 
provision for a straight simple payment of 
some ~11 contribution t o the national tax 
income through some simple agency and on 
some simple form. That is what you are now 
suggesting. 

1.0'1 

• 

Regraded Unclassified



Blough: 

R.I.!. Jr: 

l.:agill: 

Blough: 

!.!agill: 

Kuhn : 

l[ngill: 

Blough: 

H.!:.Jr: 

Kuhn : 

- 8 -

Only the Secretary is making it, I think, 
better. If he makes this so you don't even 
need to compute it, it seems to me that goes 
even further and implements very well the 
present tax. 

I 11asn' t there when the President cross­
examined Sullivan and I gather Sullivan got 
all balled UtJ tryin~ to explain it . The 
President sa1d Sull lvan subtracted and added 
five times trying to arrive at a figure of 
how much you had to pay on seven hundred 
fifty dollars. It is crazy, ridiculous, 
and you hadn 1 t ought to have to do that. 

That is right . 

You have to figure surtax and normal tax and 
add them up and figure defense tax. 

I have been saying all the till8 that it was 
just a cut above . 

105 

We have a Finnish maid llho is a good cook and 
just a cut above half-witted. She had to 
pay a tax return last year . I know she did, 
but gosh, it must have been a honey. (Laughter) . 

Helvering will bless you for this . 

I should say he will . 

And the committee might get it into their heads 
that they could use a little simplification 
on their own hook. 

I thought if you did this and gradually raised 
the limit it would gradually go on up. 

But this would be - Y,OU would bring this forward 
in your section --

• 

Regraded Unclassified



H.li.Jr: 

Kuhn: 

ugill : 

Slough: 

l.!Agill: 

H.!J.Jr: 

J.:agill: 

!l .l.!.Jr: 

Blough: 

H.l.l.Jr: 

Blough: 

l:agill: 

- 9 -

Oh, I am going to have it printed, on 
sample sheets to distribute right then and 
there . 

In your section on lowered exmnptions, 
where you are talking about everybody's 
contribution? 

How about with-holding the source, not to 
get it too complicated? 

I would like to talk with you a little at 
length on that. I have done a lot of work 
on that and I would rather walt for that one 
until the next tax bill. I would rather see 
it taken i.n two bites because the collection 
source has a lot of very difficult matters. 

This is a very good idea and I don't see 
that - what I am trying to think of is bard­
ship cases but I don't sec that you will have 
many. 

Do we have to show this to Helvering? Is 
there anybody over there that could help? 

It would be a good idea if we could get a 
fel.low like Tim Mooney to tel l you if there 
are any bugs in it . 

Vie will have him take a look at the thing. 

I have two men working on the bugs now and -­

~on this thing. 

•• ,on this - let Guy Helvering see this . 

How about a fellow with a wife with a secur ity 
income filing an individual return? She 
has a loss of --
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Blough: 

KUhn: 

Bl ough: 

l!a&ill: 

Blough: 

II.JJ.Jr: 

Shere: 

Bl ough: 

Shere: 

J:.agill : 

H.J.: .Jr: 

Blough: 

H.JJ. Jr: 

- 10 -

You could permit separate returns at this 
level, as far as that is concerned, It is 
almost all joint returns, 

Shouldn't it be just earned income? 

Viall, it is all earned income anyway, 

But I would make it everybody with incomes 
if you possibly can. 

(Ur. Shere entered t he conference) , 

You mi~ht exclude from tham though, if they 
have different sources of i ncome --

Shere, how far have you gotten and were you 
taking this on a gross basis? 

No, we are working on a net income basis . 

It doesn't matter, though. 

We are taking it on an inoane basis. The 
man would take out a deduction when he knows 
what his net incCiile is , 

Why don't you put it on a gross? 

I don' t want it that way. 

JJ.r . Secretary, as far as they have gone it 
doesn' t make a bit of difference. 

But for my purpose I want a fellow just to 
say, ''I earned eight hundred and my tax is 
four dollars and a half, " and he just l ooks 
on this wall chart and that is all he has to 
do , I don't want him to do any figuring of 
any kind. Just like an interest table, If 
he has got eight hundred, at two percent he 
gets so much, 
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Shere: 

Blough: 

!:a~;ill : 

H.!!.Jr: 

Shere: 

i! .!!.Jr: 

t:agill: 

Shere: 

l.lagill: 

Blough: 

- 11 -

Then you have the problem of deductions. 

No, there will be no deductions . 

Suppose you find that the average 

You didn't get it . 

I ~et what the Secretary says but I am just 
ra1sing the point . 

I want to know that if the man gets twenty 
dollars a week, it is a thousand and forty 
dollars , If that is what he earned, his 
tax is so much and all he has got to know is 
how much his earnings are . 

That is right . Here is the average fellow 
with a thousand dollars . He has so much 
int erest ho has paid and he hAs made so many 
contributions and he may have a littl e other 
exemptions, so his net is what? His tax the 
ordinary way would be fifty dollars, Well, 
the Secretary want s to say fifty dollars at 
a thousand dollars, 1ou see, Now, if you 
have got a thousand dollar gross, your tax 
is fifty dollars. 

He wants to Vlork on a gross? 

Yes . No"i it is obviously true that the 
fi fty dol ars might be too much in some 
cases and too lit tle in others if you took 
it on the net basis but it is ever so much 
simpler and I think it is much more desirable. 
You will get some funny cases but the tax 
in any event isn' t going to be so big that it 
is going to --

We will have t o work out a few because her e 
you have a single per son wi t h dependents, a 
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few cases of that kind v1hich will involve 
some complications , 

\"lb.a t would you do there? 

Oh, well, it needs another column, that is 
all . 

Let me just say it again . It is goi ng to be 
statutorj that a man with a thousand dollar 
income pays so much and eleven hundred so 
much and tv/elva hundr ed so much and Friday 
morning I am going to have this table and --

~e expect to be done by the end of the day. 

I want a sample table and I v1ant Helvering to 
have a chance to look at it but v1hen I go up 
at ten o'clock Friday, I want a hundred 
copies of t his thing. 

\'lhy can't you do t his, Roy? Can't you simply 
figure it t o t his extent, say that a singl e 
person --

\'ie will have it f or you at t he end of t he day. 

•••• for a single ferson , her e is what you 
are going to pay ~ this column . If you are 
a married person, this column is what you 
will pay, If you have children, then you 
take off so much and make that a kind of 
a round figure . 

I want it to sa'f "Know your income tax . " 
On one single b1il, you see, a big sheet so 
these fell ows can read it . 

I think for simplicity I would make you take 
off five or ten dollar s all along the line . 

In other words, get o.no.7 fror:1 the present rate 
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schedule so that you may have up to this -
up to the point where this goes and then 
we don ' t want it to go too high, under those 
circunstances it wouldn't be the rate 
schedules novr i n t he lav1, It woulC. - I 
mean in the bill . \'/ould approximate i t 
but woul d permit, Ros points out - fix 
this up in such numbers that ho11ever many 
dependents you have you could just deduct 
so much for each dependent . 

\'le said that. That would be just another 
table. You mean net? 

I think you are going to get into an awful 
lot of trouble if you try to have enough 
columns for all the different kinds of 
marital status and what not and children 
that you may have . 

His point is that if you are married your 
tax 1s fifty dollars but if you have a child 
you can take off five dollars . 

If you have t?:o children you can take off 
ten dollars . 

Irrespective of your i ncome? 

Yes . Maybe you will have to bracket it but 
I would certainly avoid - I had in my cind 
what you have got here . 

1iait a minute . Why oouldn 1 t you do it this 
way? Supposing your income - you are mar ried . 
Your income is two thousand dollars . Viell , 
you look at the two thousand dollar column 
but if rou have got one child, you look in 
the eighteen hundred dollar column . If you 
have got two children, you look in t he sixteen 
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hundred dollar column. 

There you get into the computations again, 
J.{r, Secretary. 

It is a litt l e harder to compute . 

Vie are working at the same thing, \'/hat I 
was trying to avoid is what Louie forecast 
here, that is, having a hell of a lot of 
columns for married with one child, married 
with three children, single person with 
one child and so forth . 

If you made this after exemptions, you could 
get away with one column. Here is a man who 
married in the middle of the year. 

That would take care of that. 

Couldn 't you just have a footnote , if you are 
married with one child, deduct two thousand 
from your income and look in the column for 
eighteen hundred dollars? 

You could do that . It means they have to make 
one computation. 

I was thinking of making it even simpler than 
that and taking off five dollars a child or 
whatever it is. 

'/fell, they have got to play with it today. 

That wouldn't deduct for all incomes . 

No, it wouldn ' t . 

\'/ell, you have got to make one deduction then 
anyway, whet her you deduct five dollars on 
your tax or whether you simply switch yourself 
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from the two thousand dollar column to the 
eighteen hundred dollar oolumn, 

That is right. 

It is the same thing, 

You.rs will work out more exaot justice on 
the tax, to do it your way, 

I think it will. I don't mind the extra 
column because I am going to deal with a lot 
of morons , 

I can see the table . "Know ;your income tax. 
If you are a single person with no dependents, 
look in the column showing the figure of 
your salary, If you are married with no 
children" - -

"Look in column B. " 

Either that or take two hund.red dollars off 
your --

If you have any children, take off two hundred 
dollars - -

••• • from your income. 

But remember, gentlemen, when I go up there 
Friday morning I want a hundred copies of 
this thing or more . A couple of hundred 
copies. 

One thing I think we 

It is a good idea, 

Sure it is a good idea. Ros, it does what I 
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have been trying to do for eight years , I 
have been tryint?, to have something to go 
out and aell, \~ do you only go to three 
thousand, because that is earned income? 

Because above about three thousand dollars 
or even twenty-five hundred you get into 
multiple sources of income, capital losses, 
securities, partially exempt interest and 
that sort of thing. 

You don't want to run it too high. 

Furthermore , I would make this tax a little 
bit lower than they could get i t by computing 
it the regular way. 

\'/ell, it is bound to be lower than what some 
of them would get it. 

I would have it lower than anybody - so t hat 
there would be no kick about being --

Now look, gentlemen, in order to give me a 
breathing spell, let me get t his thing so I 
can fix m;y schedule , Roy, without killing 
yourself, "hen can you show me another draft 
on this thing? 

I would suggest that we would hardly have a 
good draft until nearly the end of the day, 

I see . Now, how can we make the best use of 
Mr. Uagill' s time? 

Well, we were just talking about that, 'llhat 
we should do . I suggested this, that we can't 
write a document in a committee very well, 
It has got to be written by some individual 
and I suggested that I think that Roy or Ferdie 
can write it, that we make the best use of 
m;y time by - if I sat down with them and form-

I' 
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ulated an outline for the thing and got 
the thing pretty well organized and then 
possibly there would be t ime for me to 
v~ite something if you want me to, 

Sure. I am Just thinking about getting 
you home ton1ght . 

I would like to get off - if I can get the 
Congressional, that would be very good. 

If you can't, how about a plane? 

Well, I would like a plane, as far as that 
is concerned, 

Yes . 

Of course you can 't-­

Where are you going? 

l':estport. 

I mean, i s it a special hook-up or something? 

Yes, by running like the dickens I get a State 
of l!aine Express tlhich leaves a half hour or 
~enty-five minutes after the Confessional 
get s in from t he other stat ion an that gets 
to Norwalk at --

That would mean you wouldn't be here f or the 
conference then because that would mean you 
would have to catch the train at four and 
leave here about t hree, and I doubt whet her 
we can have more than a draft by that time . 

Want me to stay beyond that? Of course, if 
I get a pl ane I can make it later t han that , 

11•1 

\'/ell, supposing 1'18 - if you say even a five or six 
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o 1 clock plane and then bad o. Treasury car 
meet you and drive you homo . 

That would be grand. 

How woul d that be? 

S11ell , 

It only takes you an hour from LaGuardia 
Field, doesn ' t it? 

It is an easy trip across the mutestone 
Bridge. Your only pr oblem is getting a 
reservat ion on a plane . 

I will get a reservation. 

That is easy, 

I will tell them to t ake it on the five 
o 1 clock and on the six o'clock planes . Would 
you be ready? 

Fi ne, yes, that 11ill be swell . 

All right on that? 

'.7ell, that is excellent for another reason . 
I think that Ros ought t o give a little t~e 
to this plan of yours and we might possibly 
yet this afternoon have a confer ence with 
Tim l.looney. 

I would like very much t o do that because 
t ho thing you want to guard on tho. t thing is 
that there isn't some bug in it sooeV/here 
that we haven ' t thought about. 

All right . 

Mooney ought to know that because he has been 
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down there for years . 

1'/e will forget about Tuesday' s statement 
f or today. 

Harry is working on t hat now, anyway. 

Don't you get in on it . 

I wasn ' t in on it yet. 

Just stick with this . 

Am I seeing you some t ime? 

I am putting you fellows down for four o'clock , 

\'/e ought to have a draft by four. 

That is fine . 

Thank you all . 
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August 6, 1941 
4:00 p.m. 

11:: nX Sl'ATE:.!ENT 

!'resent: 

Kuhn: 

3lough: 

H.::.Jr: 

Blough: 

H.~.Jr : 

3l out;h: 

Kuhn: 

li.::.Jr: 

Kuhn : 

Mr, Sullivan 
1!r. 1fagill 
J.!r . Blough 
J.!r . Kuhn 
llr. Bell 
Mr. Riefler 

This is in two installme.nts . ' 

This is so hot off the griddle I haven't read 
nhat I dictated at all, 

That is what this fellow W.agill does when he 
comes to torm , Viell, go ahead and read, Roy. 

All right . The first installment is Ferdie 's , 

Is what? 

Ferdie's, the gentleman Ur, Kuhn. 

Shall I read and then Roy take up? 

All right . 

"Mr. Chairman and Members of the Committee: 

"Two and a half months ago, the President pro­
claimed the existence of an unliDited national 
eoergency, At that ti:::e he called upon 'all 
loyal citizens to place the nation's needs first 
in mind and in action, to the end that we may 
mobilize and have ready for instant defensive 
use all of the pb,ysical powers, all of the moral 
strength, and al l of the material resources of 
this nation •, 
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"The people of this country have responded 
splendidly to that proclamat ion. They have 
never been more ready to make sacrif i ces for 
the common good. From all parts of the country 
there have come encouraging si gns, from labor 
and industry alike, that American men and 
1'/omon are r:illing to subordinate their personal 
interests for t he sake of the nation's defense . 

"The Coneress has appropriated billions 
for defense purposes in the present fiscal 
7ear, and the American people understand the 
need for those colossal expenditures. The \lays 
and J.:eans Connittee of t he !louse of Represent ­
atives has just completed work on a tax bill 
to produce 3} billion dollars in additional 
revenue, an amount t hat 'riOuld have struck our 
people as staggering in former years . They 
have not complained. They understand the need 
and they are r1illing to pay the pri ce of making 
their country impregnably strong, 

"The defense effort, however, has now gro1m to 
such giant proporti ons that it dominates our 
en tire economic life . " 

(llr . Sell entered the conference). 

Excuse me, Ferdie, "to produce over three billion" 
instead of three and a half billion . 

Ri t;ht . 

The \'.'ays and L!eans Committee clid have it three 
and a half. 

'.'/ell, that is a detail we will fight out later . 

·.iell, you fellot'ls can fir;ht about it. A half 
bill ion dol l ars, what the heck? 
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"The defense effort, however, has now grown 
to such giant pro~ortions that it dominates 
our entire econo~c l ife. In these dsys of 
total war, a t otal defense is call ed for , Our 
economic and f i scal policy must be integrated 
for defense, integrated as closely as our 
army and navy and our planes that guard the 
skies , The bill which I am glad to support 
todaf, H.R. 5417, is a step in this direct ion, 
but 1t is not enough, Still bolder measures 
are needed now. In my opinion, we need an 
all-out tax bill as an essential part of all- out 
defense." 

Hear, hear, 

"The time has come for us to act as vigorously 
in fields of t axation as we have acted, and 
intend to act, against the rising tide of 
tyranny abroad, 

'~'/hen I aRpeared before the Ways and !Jeans 
Coi:!IIlittee --

Still rising? I thought it had kind of started 
to slon up . 

\le will cut it . 

Yes, I should t hink so . It is a litt le too 
ouch high school oratory, high school , anyhow, 
I think. 

!.'.ight t;tlt the whole sentence . 

"In my opinion, we need an all-out tax bill as 
an essential part of all-out defense . " Stop 
there , 

TIUi t is a good idea , 
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"When I appeared before the Ways and !Jeane 
Committee of the House" --

Excuse me, do you let visitors like that say 
things and you don't even answer thmn? 

I agree with thmn, 

"I outlined four principles" 

I put my ideas so tactfully. (Laughter). 

"I outlined four principles that should govern 
a sound tax program in days like these. I should 
like to repeat those statements now, as they are 
very brief and even more applicable than they 
were last Spring. The first is that we should 
pay as we go for a reasonable pro~ortion of our 
expenditures , Secondly, all seot~ons of the 
people should bear their fair share of the 
burden. Third, our tax program should help 
to mobilize our resources for defense by 
r.educing the amount of money that the public 
can spend for comparatively lese important 
things . And finallyt our taxes should prevent 
a general rise in pr~ces by keeping the total 
volut~e of monetary purchasing p011'er frac 
outrunning production. " 

Wait a minute . O.K. 

"These principles, as I have just said, are 
applicable now, but they are applicable in still 
greater degree. " 

Are oven more applicable now than when I first 
stated, 

Wait a minute, Ferdie. 

Do you keep the oonetary purchasing power frac 
outrunning production? It is the use of the 
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purchasing power that you want to prevent . 

That is what the Secretary sald in April. 

Is it? 

Yes , 

That makes it so, Bell, 

Bell: I give up . (Laughter) , 

Kuhn: 

H.!:.Jr: 

SUllivan: 

H. l~ . Jr : 

Y.uhn : 

SUllivan: 

i:uhn: 

\"/here did the reduction of non-defense expend­
itures come in? That was in that Ways and 
lleans thing somewhere. 

But not in those four principles of the tax 
bill , That is appropriations . That is why 
you didn't have it in there, 

"For example, even the proposed increase of 
3! billion dollars in revenue, even our total 
goal of 12-2/S billions from taxes, now 
threaten to be inadequate in the light of 
vast expansion of defense spending since 
last Spring. • 

I wouldn ' t use the word "threaten". 

"Now appear to be ." 

Yes, 

"In the past month" 

"l!ow appear inadequate", not • to be" . 

Right. 

"In the past month, the Congress has been asked 
for billions in additional expenditures 
for the army and navy, on top of t he S3 billions 
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appropriated for all purposes during the 
fiscal year just ended, I know t hat we shall 
be able to raise still greater revenues if 
necessary - - and it will be necessary after 
the ~resent tax bill has been passed. We 
Amer1cans can do this job1 and any job, if 
we but set ourselves to it . " 

I don't like that before a tax committee , 

The point that came up this morning, Dan, nas 
that we T1ere thinking of appealin~ to the 
public as well as to the tax comm1ttee and 
with that in view, the statement T~s re-written . 

I t is a little oratorical, that sentence , 

Does it bother you, Ros? 

\'/ell, I think this is a minor thing. I would 
cut out that "but " there, "if we but set 
ourselves to it" . I don 't like that. Why 
don ' t you cut out that "and any job"? That 
goes part way to meet Dan ' s proposition . 

How would this ~o before the clubs in the 
silk stocking district? 

Jerec.iah - 17hat was his n&lle ? 

J.:ahoney. That was the way you spoke of hilll . 

I am from Connecticut . I don't know, I don ' t 
think that is too much, Dan. 

I still think it is flag waving . 

\'/ell, that is what we told them. Those were 
the orders . All right . 

Kuhn : The reason Dan -- if you don't want people to 
ob ject -- ' 

122 

Regraded Unclassified



3.::.Jr: 

Sell: 

3ell: 

::,:: •• .Tr: 

~ell : 

Sullivan: 

- 7 -

This is for the man on the street, Dan . 

But you are speaking to a co~~ittee. I think 
you can do a little of both but you are 
speaking to the committee and you have got 
a comparatively few people present, and it 
sounds a little oratorical, 

';/ell , you see, 11e put on Jack Benny and all 
that stuff no11, 

You get used to it, do you? 

You have got to keep up 11ith tho tines . I 
cieht even brin& Irving Berlin up there to 
sinG a song to open the meetin~. (Laughter) . 

You knor1 'l'lhere this came from?" 

Yes , out of one of my talks . 

"l.:oreover, the price situation has taken an 
ominous turn since I appeared before the \'lays 
and ~eans Committee in AVril . I shall have 
a oore appropriate oocas1on next week to discuss 
these matters in detail" - -

I rrould cut out that "a ttoro appror.rie.te" . Just 
oa!ce it "another occasion next v.eeJC" . 

Are you afraid of hurting the feelings of the 
ca:mittee? 

Yes . 

"I shall have occasion next v1eek to discuss 
these matter s in detail before the Banking and 
Currency Committee of the House . For the 
present I Vlould say only that we are no longer 
threntened with inflation, we are in the 
midst of an inflationary process that will 
move faster and faster unless it is checked by 
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bold action. And taxes, of course, are one 
r;ayi one of t he most effective nays, of checking 
in£ ationary tendencies . " 

Isn 't "in the early stages" better than "in the 
midst"? 

I wouldn't think any econooist would agree that 
we are in the midst of it yet . 

\.'e are certainly in the early stages of one. 

~ybe not too early. 

\"le have got a firs t class economist here noll. 
.lha t v10uld you se.y r~e are, Win? 

I wouldn ' t be afraid of that st atement . You 
have certainly got a risinc spiral and a lot 
of it is due to non-inflat1onary factors , just 
impediments to supply and shipping, but an 
awful lot of it is due to a tremendous outlay 
of straight wages and income . 

Go ahead. You are out-voted, Dan . 

"And taxes, of course, are one mr, one of the 
nost effective 7.ays, of checking 1nflationary 
tendencies . 

"A third change since the spring can be found 
in the steadily increasing demands now being 
made by the defense industries for certain raw 
materials needed in civilian production . In 
a number of commodities which I do not need to 
list in detail, actual shortages for civilian 
uses are threatened. It has oecome more 
essent ial than ever to use the machinery cf e. 
tax bill to prevent delays in defense production 
or by the competition of defense and civilian 
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coods . " 

"Betr;een defense and civilian goods," isn 't it? 

That has got to be fixed up a little bit. If 
I just cet t he feel of it ltero I am not coing 
to go over words v1i t h you . 

·,,'hy not say that "the competition of civilian 
C.c::a.'\ds for defe:1.se production" - instead of 
as "beti;een" , ::~nkinr; it t he positi vc thin~; . 

Yes . 

Or "prevent civilian deLlB.lld f or defen se ;>roduct­
ion" --

"Prevent t he competition of civilian demands 
on defense pr oduction . " 

"I cite t hese chan~es because I run convinced 
the. t our thi nking 1n t ax fi elds has not kept 
pace v1ith events . '.'/e are still thinlting t oo 
nuch in tems of the bur<lens to be borne by 
this group or that . Uany of us are still ::~o re 
i~tent upo!l exenntions than on common sacrifice . 
That is r.h¥, gentl~en, I have said that ne 
need an all -out tax bi ll, just as surely as 
ne need an all- out oilitary, econollic and 
psychol or;ical defense for our countrJ . 

''ilo·.7 r;ha t do I mean by an al!- out tax progrru.1? 
I menn priJ::arili" one that \'Jill enlist the help 
of all our peop e i n accorcanco nith their 
ability to pay . I mean, as I said last April, 
that no section of our people should be 
exempted f r om sharing t ho cor.u.1on task. " 

I think you want to chan~;e the wording of 
tb:.t a little . You have now the help of all 
our people in accordance with thei r abilit:T to 
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1.~ .. ... o 

pay
1 

from t he point of view of an all- out -
an 'all- out" carries an additional significance 
of some description . I mean primarily one 
that - maybe you should say "that will enlist 
additional help from all our people in accord­
ance \'lith their ability to pay ." Don't you 
think so? 

Yes . 

You are ~etting a lot of money from the United 
States r1ght non. 

','iell, where are you goin~ to bring i n the idea? 
I :Jean, Tihen you eet to ability to pay", you 
cet to the other problem that the big inflationa~J 
tendencies are cominG from the rapid expansion 
of pu1•chasing power of those l'lith less a bill ty 
to pay, of course . 

Conine right in on that , "I mean, as I said 
last April, that no section of our people should 
be exenpted from shnrine the conunon task. \7e 
all l'lant the workin~, t he farmer and the 
businessman to earn a fair profit , but >:e 
'do no t r:e.n t any one of thell to profit unree.sonably 
:'ro::l the country's needs , J:.y otm feeling is 
that everyone should contribute, and will be 
glad to contribute, for t he safety of our 
beloved country, 

"There has been much public discussion" 

Did you leave out the word "beloved"? 

I crossed it out . (Laughter) 

"There has been much public discussion, some 
of it ignorant discussion, of those who have 
been called ' the untaxed millions ,' t hose in 
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tho lonest income groups . It is said, for 
example, that these millions of wage-earners 
are going scot-free because they pay no 
direct inc~e taxes . I do not need to stress 
the fallacy of such a statement . It is an 
established fact that those with incomes 
under $1,500 already pay a larger share of 
their incomes in taxes of all kinds, direct 
and indirecti than any other group up to the 
$10, 000 to $ 5, 000 income class . 

WUoreover, it is not generally realized that 
under the bill now before you the base has 
been broadened to add about 2, 000, 000 new 
taxpayers . This was accomplished by beginning 
the surtax at the first dollar of surtax net 
income , The 10 percent earned income credit"--

1.'ie Vlill skip that. 

That is the paragraph v1e had this morning . 
''Nevertheless, the" --

Excuse me, is that paragraph out? 

No. 

That should be three million instead of two, 
Roy. 

The bill doesn't add three million, John. 
Good business adds the other million. 

"Nevertheless , a further lowering of exemptions 
\'lould produce some additional revenue, although 
not nearly as much as some commentators would 
imagine . It would be some help in cutting down 
the purchasing power of the small consumers of 
non-essential goods, although again not as 
much as might be supposed . And finally, it . 
would give millions of Americans an opportum. ty 
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to make a direct contribution through taxes 
to the defense of their oountry. • --

Now wait a minute . That is all wrong there. 
You are saying why it ian 1 t of any use and 
then suddenly ~o in and find they would give , 
Now, you are g1ving the argument for , Up to 
now you have been kind of laughing at the 
thing and then suddenly you go in and say 
finally, they would give , You have got to say 
something in between. You could say the 
arpents in favor of doing it are, it would 
give something. 

On the other hand, it would give - ­

Samet hine, because you slip from one right in 
to the other there, 

\'/ell, we are for this loVIering of exemptions, 
aren ' t we? 

Well, you will see , Wait until you see . 

I know, but this doesn't sound as though we 
were . 

Yes, we are, as a part of an all-out tax program. 

"It would enable tham to feel that they were 
participating, personally and directly, in the 
defense program, It is this l ast consideration 
which appeals strongly to me now. The Treasury 
has opposed lower exemptions in the past . 
Even now - - and I cannot stress this too emphat­
ically - - a further broadening of the income 
tax base should be strictly conditional upon 
other new measu1•es if 1 t is not to be grossly 
unfair and destructive of the national morale . " 

Those other measures are the ones we are 
putting in later. 
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I think those should come in together. I 
don ' t like this part at all, Ferdie. I mean, 
you didn' t - I want to got those ten or 
whatever those things aro right up at the 
beginning . I want to get this all-out tax 
program, what an all-out tax program is, right 
up on the front page, Ferdie . I take it you 
have listed those things . \lbenever you talk 
about an all-out tax program and then immed­
iately go in and describe what we consider an 
all- out tax program is - do you agree? 

Yes. We discussed that. You reme10ber we 
spoke about putting them all together and the 
consensus was that it was better to do it this 
way. 

If you don't mind - ­

\'le discussed --

I disagree . As soon as we say we are for an 
all-out tax pro~ram, then I want to describe 
what it is , right up front , please . 

Well, you say what do I mean by an all-out tax 
program, I mean --

And so on . 

"In t he past, a very real obstacle to broadening 
the base has been the administrative difficulty 
imposed upon the Bureau of Internal Revenue 
and the individual taxpayer alike . " 

If you could skip to where the part is - what 
thie all-out tax program is, then I am going 
to list it and I don't think I am going to 
apologize for any of it. 

No, this is an introduction, Mr. Secretary, to 
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the new system of small tax returns . 

Oh. 

This is the way of leading in to your big chart 
with your tables . 

''!ai t until you get this . This was born this 
morning. Have you heard about i t ? 

I have. 

Like it? 

It depends on hon t his works out but let 1 s l'llli t 
until we go through it and then I will make 
my c~ents . The basic idea I like a hundred 
percent, yes . 

"The Bureau is already bearing a col ossal 
administrative load because the number of tax 
returns has been increased from three mill ion 
to fifteen million wi thin a very few years. 
The Committee can picture t he burden that rrould 
be placed upon our revenue collectors if they 
had to check still more millions of complicated 
tax returns every year. 

"Uoreover, the difficulty for the individual 
taxpayer has been real and undeserved. l\o 
matter how willing and cheerful a ta~ayer 
may be in making his annual contril:uhon to 
t his country, some of his willingness and 
cheerfulness is bound to evaporate as he fusses 
\'lith the credits and deductions and exemptions 
l'lhioh he is required to compute on his t ax 
return . In a letter sent on July 31 to the 
Chairman of the \lays and l!eans Committee of the 
House, the President wrote that 1 some way ought 
to be found by which the exemption of a singl e 
person should be reduced to $750 1

• But the 
President added that some provision should be 

130 

• 

Regraded Unclassified



Sullivan : 

H.J.!.Jr : 

Sullivan: 

H.:.: .Jr: 

Kuhn : 

r 
E.U.Jr: 

Kuhn: 

!.!a gill : 

H.!.!. Jr: 

!Ia gill: 

- 15 -

made •tor a straight simple payment of soma 
small contribution to the national tax income 
through sane simple agenoy and on same simple 
form'. 

"I should like now to su'ID.it to the Committee 
a proposal which will, firstly prevent admin­
istrative difficulties at the Bureau of Internal 
Revenue, and secondly, will enable millions of 
new taxparers to ' chip in' willingly and 
proudly w1thout the burden of filling out a 
complicated tax return, 

I would reverse the reasons , I don't t hink the 
administrative difficulty is more important 
than the ot her reasons , 

I don't like this at all . 

All right . 

I mean, it is too muoh, Ferdie , You have got 
me hanging out on the end of the limb - here 
we have been going now two thousand words and 
we haven 't got to the guts of this thing yet . 

That is what Roy has , 

But here is a man coming - no one knows yet what 
I want t o do, If you don 1 t mind my being a little 
emphatic . 

That i s r ight. 

What would accomplish what you have in mind, I 
think, would be --

The n8Wspaper man has got to be right up in 
the first page, Ferdie, 

On pa~e four , at the foot of page four, as you 
say, Now what do I mean by an ill-out tax 
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program", well there, to carry out your idea, 
you would want to say, I mean, one, two, three, 
four, five , si x, seven, eight, and I would 
suggest you list them and number tham and then 
in addition give about one sentence of comment, 
not more than that, in each case, just a litt le . 

That is what I want. 

And then put on your next page, five, 
heading, number one, this new fo~ of 
payment for the small fellow. 

a sub­
tax 

I can't give a title to it but -where are the 

They are not listed hero at all, I think, are 
they, Roy? 

There is no list. They are taken up later but 
there is no list . 

I want those to!:ether, please . Have you given 
tham all the things you can think of, Ros? 

I think we have discussed tham all . 

I will tell you the ones that are in here. 
tandatory joint returns with the earned income 
allo\Vance, t he excess profits tax, defense 
excise taxes, the state and local securities, 
and percentage depletion, and those are the 
only ones that I could think of in the rush 
that we ,-.ere in . There ru.y be others . 

That is pretty well the list . 

Do you think of any others, John? 

Those were the five that were discussed. I had 
lunch with Ros and Roy this noon and those were 
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the five that were discussed at that time. 

The estate and gift tax as mentioned this 
moming was another. 

That should be in. Do you get the idea, Win? 

I am beginning to. 

But you oouldn' t get it - I would very much like 
to have it that way. 

Well, you are right . They ought to be together. 

I want them right up at the beginning. 

Put it in that place where you are talking 
about --

It ought to came in almost your first paragraph. 
because after all, this does sound as though 
you are coming before the Committee for the tax 
bill that is up before them. What you are 
coming in for is really a whole additional 
proposal. 

Yes . 

Do you want to have all these things in this 
year's tax bill? 

Sure, I am going to ask for them. It is high 
time - in national defense we are just twel ve 
months ahead in our tax pro~~!: and we are 
just lagging and it is all ed nonsense 
that they don' t do these things and if they are 
certainly going to ask the Ban with seven 
hundred fifty dollars a year to pay five 
dollars a year, there is no reason Wby the 
oil well oompanies year after year should write 
off fifty peroent depletion . I mean the two 
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thin~s just aren't fair . I mean, the fellow 
in c1garettea, he pays his five or six cents 
a nackage, which to him is a hund.red percent, 
ana I am not going to sit here any longer and 
not go up and rub their noses in it. 

And these fellows t1ith these community property 
taxes, the whole Texas and California crowd, 
it is just about time that the public knew that 
that is to them - there is a loop-hole there 
of a half billion to a billion dollars that 
ne are not collecting, and I am not going to 
ask the public, millions of people and workers, 
to contribute their five or ten or fifteen 
dollars taxes and at the same time let these 
fello11s escape. 

I don •t care if they say to me , ~/ell, why 
didn't you suggest it before in the Ways and 
Means?" Well, I don ' t know why, any more than 
1!r . Roosevelt didn 't ask for fifty billion 
dollars last year instead of asking for four . 
I mean, he should have asked for fifty billion 
dollars instead of four for national defense. 

It isn't difficult, Ferdie, to get this thing 
the way Ros just said it, to list these things 
in just a short explanation , Now, I don't want 
to go into a long harangue about this business 
of - for instance, this ten percent income 
credit and all the rest of that business, add­
in~ the two million dollars. That is out, I 
think, because that was an apology, why we 
didn 1 t - weren 1 t in favor of lonering it. Now 
we are coming and lonering the whole thing, so 
we don't want to apologize for being opposed 
to it before. 

I think you can effectively shorten the whole 
thing, as a matter of fact . 

Well, I knOVI I am tired now. I am not at my 
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best . Maybe I am a little bit too critical, 
Ferdie, if you don't mind, 

You don ' t think that is necessary about the 
two million new t axpayers who have been 
brought in? I think it is . 

It is, but you don't need to go too much 
into detail. 

Could I have at nine o' clock tomorrow morning 
this statement rewritten, doing two things for 
me, listing these things right at the beginning, 
you see, with a little short statement and 
then ri~ht after t hat - now, we have listed 
this t hing . Then I want to go right in and 
say, "No\'f we are going t o bring iii." - - I don ' t 
knoll, five million or any figure, "additional 
taxpayers, and we already have ten million 
people that file tax returns but pay no income 
tax. " !tlY figures are not far wrong, are they? 

No. 

You are pretty close . 

Well, tor ar~ent, ten million people that 
file and don t pay. We ask five million more 
to file and under the present system they 
wouldn't pay, Now, there are fifteen million 
people . In order to make it simple for them, 
we have devised the following scheme, and I 
nant to give this t o you because you haven't 
got it yet . 

The schce is simPly this, that we are going 
to have a big poster entitled, "Knor1 Your 
Taxes" and tlie man that make& seven hundred 
fifty dollars, he can go to any public building 
and he is going to find seven hundred fifty 
dollars . If he is a single man he will pay 
five dollars. Seven hundred seventy-five 
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dollars, twenty- five dollar jump, he will pay 
five dollars and a quarter. The whole thing 
is worked out. He doesn't have to do any 
computation, up to three thousand dollars , 
All he has got to do, if he earns $ross, two 
thousand dollars, he has got no ch1ldren, it 
is one thing. In the next column, if he 
has one child, it is that . TI-ro children, 
another column . The whole thing is on one 
sheet . 

By statute it is right there . There is no 
addition or subtraction or multiplication. 
Anybod7 that can read the En§lish language -
"Bill l'lhat was your income? "Well, I 
earned eight hundred ninety-nine dollars. " 
JlolV, just a minute, you pay so much tax and 
that is all he has got to do . And then the 
fifteen million people will be paying --

\'lhy not have it in one dollar jumps? 

I t would make the table too big. 

It is too difficult. 

llo, I mea.nt one dollar on the tax. 

Oh, we are, most likely, But in income it 
will be in twenty-five dollar . 

Roy, you 11orked that out in the next page, 
didn't you? 

Yes . 

I have got two things I want to do . There ar e 
only nto things I want to get over . 

I should think you would came in and ~ay, you 
are considering a bill for three bill1ons. 
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"I have come here to ask you for so manr, 
billions more and I propose to do it by' 
one, two and three . 

·,'/ell, I want to leave it open ended, but 
I want to say, ''Now, gentl!l!len, we are 
goin~ to do this thing and this is the rray 
I thmk it shoul d be done . \','hen we get to 
collecting fifteen million dollars worth 
of taxes - taxes from fifteen million people, 
this is the way we would do it so they 1nl l 
like it," and that is my story. ife could put 
in a little bit, Ferdie, about the prices 
and so fo rth and so on, but not very much. 

Y:ell, there isn't much. 

ll ow, Ros, what about i t 'l 

I thinl: that is all right . 

The only thing that I am conoerned \'lith, sir, 
is the tine el ement . There are two things 
that are ~oing to be fought out her e in this 
present b1ll . One of them is the state and 
municipal securities . If they are to have 
hearings on that, that is going to be --

lior:', John, I don 't give a darn. Please, 
I don ' t care. You have done that to me 
consistently and t he answer is I am not getting 
my legislation and I am not going to listen 
to that argument any more . 

I wish you would permit me to finish it -­

All right . But I have been told that again 
and again and it is never the right t ime. 

JJay I fin ish the sentence? 
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Sure. 

••• And this is not just my opinion , I have 
talked with several other people . There might 
be a possibility of putting in a saving 
clause here that if the committee were un­
nilling to consider that during this bill, 
they certainly should in connection 1'1i th the 
technical amendment bill immediately follow~ . 

I e.m sorry --

The Senate has had its hearings on this. 

You have told me and the committee has told 
me I can't get this, I can't get that. I 
e.m going to go up there for once in my life 
and say what Henry l!or~enthau , Jr . thinks, 
and I e.m going to say 1t , see. 

Right. 

Now, it may keep them here - whether they pay 
attention or not, I don' t give a damn, but 
at least once in my life while I e.m Secretary 
of the Treasury, I am going to tell that 
committee What I think. 

All right. 

It may be the last time, but at least I r.ill 
say it. There has been too much coddling. 
The President has got me out on the end of 
a limb by talking about reaching these fifteen 
million people . Now I have got to support 
his position. 

That is right, 

So long as I sit here. tlow1 . in order to do that 
I am not going to let all thls Texas gang 
get away with murder and the cities and the 
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states , too . For once in my life I am going 
to go up t here and really cet the thing off 
my chest . 

tl on, is this the income from future issues~ 

lio • 

The income from t hose that are nov1 outstandine? 

Yes . 

Good. I think you arc rig.\t on that. 

Tnat is reversL•g your position, isn ' t it? 

!.o • 

Yes . 

You haye taken the public stand that you would 
not advocat e taxing future issues but - past 
issues, but only future ones . 

I didn ' t understand that . I said outstanding 
issues . 

The question I asked, ;·;as this to be restricted 
to taxing the income of future issues of state 
o..<d ounicipals? 

.\nd my answer was out~;tanding issues , 

.. ell, that is a reverse. 

You have taken a position opposite. 

Oh yes . 

You have taken a position heretofore that it 
l'iOUld be on future issues onl;,r. 
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H.!.:.Jr: Future issues was what I mean , I am being 
consistent . Future issues . I reallf would • 
like to sto~ . I am awfully tired. know 
when I am tlred, ''~hen I am not thinking, 
the thing to do is to stop , I would l ove 
it - I don 't knor1 how busl you (Riefler) are -
if you would read this th ng. Vie are roing 
to meet at nine tomorrow morning. \'lou C. you 
like to sit in? 

:Uefler: Yes. 

j:.:.:.Jr: I knor; r:hen I am tired and I am very tired now 
because I have been sitting on this too long. 

Bell : I t is too long, isn' t it? 

E.!:.Jr: Oh yes, got to cut it in half. 

1\uhn : It is always easy to cut. 

I I . ~' .Jr: I knor1, I am tir ed. Can you - what are you 
going to do about this? 

i\uh.'l : Oh, I want to put in that list that ~u spoke 
of and put it up higher, cut v1hat I ve 
already r ead to you. Then on what Roy has 
written, which is the £:ts of it, ne 1;ill have 
to do that in t he morn g, since ne haven' t 
talked about it here . 

r .::.Jr: ilell, you (Blough) knor; \That I mean, 

Blouch: Frankl~bithe rather drastic reor&anization 
since s morning hasn ' t quite lelled in my 
mind, I wanted t o work for a wh le this 
evening on it. You want a much shorter 
statement, which means that instead of elabor-
sting some of these thinfs to a page and a 
page and a half, you \'len a sentence or tr;o . 

!\ ::.Jr: I don't want it to go into a long explanation 
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of excess profits tax. \'le have done it ten 
times , 

We can, I think, turn out a vecy much bet ter 
job which is half as long as this but it will 
take a little time and I 11ould like to work 
this evening on it myself , I don't knon h011 
rte can nork together best, Ferdie, but roe 
can try. 

I would like to get that list and soon, Roy, 
if r:e could sit down on it now. 

Sit dorm right now. The evening is yours , 

\/ell, if you can get a gir1 this evening, 
which no doubt you can, I think this is at 
a point where one fellow needs to do it. 

I have a girl . 

I don't knovt how you two fellows work to{;ether. 
!.!aybe one of you can take half of it and one 
take the other half, but I would think the 
thing to do would be for Roy to take the whole 
thing and turn out a ten or twelve page document 
that conforms to what we have discussed here 
today and what is implicit in what r1e have 
discussed. 

I think --

If Ferdie wants to take it and also turn out 
another twelve page document, maybe that would 
be a good idea. 

I think it is better , 1'/e can \Vork together . 
this afternoon on the beginning part . 

And t hen let Roy draft t he whole stater.ent. 
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I think that wouJd be 

I would give him what you want and t hen l et 
him draft it. 

And then let hill work it over if he wishes . 

That is all right. 

It is much easier for one to do it . 

Give him what you want but let him have it and 
he can work tonight and you can have sa;~ething 
for me at nine o'clock tomorrow. 

I will have something f or you . 

'.'/ant to ask me or Magill any questions? I 
want to talk to you, Roy, for about five 
minutes . If you want anything, come down and 
see me . 

I would like to sit down with him. 

I T~ould like to see you before I go . 

~.e have worked this nay before . I think if you 
will give him, Ferdie, tthat you have and then 
I will count on Roy and t hen you can take and 
nork it over a ~min after ta;~orrow, but let's -
I '11 count on you to give 1:1e smcthing at 
nine o 1 clock tomorror1. 

You are not going to ask for more money i n 
this bill? 

No . 

But you are going to ask if we are going to 
have the personal exmptions lol·tered, are we 
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going to hit ability to pay on these other 
things also, is that your position? 

There is a point there, if you are not too 
tired to consider it , I would like to have 
you put your thought on it . 17e have mentioned 
this this afternoon and I think it is an 
impor tant point, that in a very real sense 
this business of lowering the exempti ons is 
the kind of fulcruc on r.liioh this whole 
business will be lifted or raised into consider­
ation . Lowering the exemptions, as you 
knon, there are planty of people in favor 
of that and so forth . Those special subsidies, 
if I may call them that, of one sort and 
another, they have kind of passed unnoticed 
through the years . 

There are also lots of people who would like 
to leave those things the way they are. Nov1, 
I would like t o say here for my par t that I 
want you to be sure whether you want to say 
it or not , that you are interested in this 
l or1ering of the exemptions but if the 
exemptions are to be lonered, that then in 
your judgcent these are the things that have 
to be done in all fairness . 

Yes . 

I think that is import ant because as I read 
thi s t hing --

I put your exemption business in the number 
one bracket, t hat if you are going to do this, 
then you have got to do these others. 

That is right. 

This sounds like a new recommendation for a 
new tax bill right from the beginning, to me, 
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and I think that is important . 

That is the beauty of bringing somebo~ in 
f rom the outside t hat isn 't here fightlng 
all the t i me back and forth, back and forth. 
It brings in t he fresh viewpoint. That is 
why since you are her e for this lleek, '.iin, 
you can sit in and you may have some ideas, 
too. I think that that definitely is the 
way. I am not too tired to get that . (Laughter) . 
I think that is the reason, Dan, that is 
as good an excuse as any. I am sick and 
tired of being pussyfooted about this stuff. 

I agree 11i th that t oo but this is not the 
place to do that unless you have some good 
excuse , You should have done that before 
the •;:ays and !.leans • 

'.'iell, does this make you happy? 

Absolutely. That doesn't sound so much like 
asking them to rei'II• ite the tax bill. That 
l'taS the imuression I got this mornin& 11hen I 
read the statement . 

All right. ·:iell, will everybody so disposed 
be here at nine tomorrow cornin&, bright and 
early? 

... ·------
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Chlll'lll&D and Members of the CoiDIIli t tee: 
lir• I •• ....~ I> I~ /j months ago, the President proclaimed the 

c... 

existence of an 

' ll!lliDi ted ns tional emergency. At that ti~~~e he called upon "all loyal 

cit izens to place the nation's needs first in mind and in action, to 

the end that we may mobilize and have ready for instanr defensive use 

all of the physloe.l powers, all of the moral strength, and all of the 

uu i D8ter ial resources of t his nation" . ..., 
t:; -....._ ·:....-

111-e.&COrdanee with that proclamatio~ t he people of this country 

~m re:ponded splendidly;{ They have never been more ready to make 

sacrifices for the coJill!lon good. From all parts of t he country there 

lave colte encouraging signs , from labor and industry alike, tpat 

. An1er1.can me n and women are willing to subordinate their personal 

( 

1;\J. -;.o)tl '>}-
Interests for the na tlon' s defense. 

I 

The Congress has appropriated billions for defense 

;:ur~osea i n the present fiscal year, and the Ameri can people understand 

the need for t hose colossal expenditures . The ?:ays and lleans Col!lllittee 

o~ the Souse of Representatives has just completed wor k on a tax bill 

to ~rocuce 31 billion dollars in additional revenue , an amount that 

would have struck our people as staggering in former years. They have 

not complained. They understand the need and they are willing to pay 

t~.e pr ice of making their country impregnably strong. 

The defe nse effort, however, has now grown to such giant propor­

tions that it dominates our entire economic life. In these days of 

• 
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total nr, a total de!enee is called for . Our economic e.nd fisc&l 

Foliol cust be integra ted for defense, integra ted as closely as our 

·~and navy and our planes that guard the skies . The bill which I 

aa glad to support today, H. R. 5417, is a step in this direction, but 

it is not enough. Still bolder measure& are needed now. In T!l'f opin­

ion, we need an all-out tax bill as an essential part of all-out 

de fense. The time has come for us to act aa vigorously in fields of 

taxation u we have acted, and intend to act, against the rising tide 

of !7ranD1 abroad. 

Vfuen I appeared before the Ways and Yeans Committee of the Rouse 

on .lpril 24, I outlined four principles that should govern a sound 

tu program in days like these. I should like to repeat those state­

ments now, as they are very brief and ;;;r ~plicable ~~l were 

last Spring. The first is that we should pay aa we go for a reasonable 

proportion of our expenditures . Secondly, all sections of the people 

• slould bear their fair share of the burden. Third, our tax progr8.111 
I 

should help to mobilize our resources for defenae by reducing the 

aPOunt of money that the public can spend for comparativel;r leas 

important t hings . And finally, our taxes should prevent a general 

rise in prices by keeping the total volume of monetary purchasing 

power from outrunning production. tf!i. these principles, as I have 

ill£t said, are applicable now, but they are applicable in still greater 

degree· For example, even the proposed increase of st billion dollar a 

• 

• 
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'enue even out total goal of 12 2/3 billions from taxes, now 
~~ re • 
tt.reaten to be inadequate in the light of vast expansion of defenae 

spending since last Spring. In the past month., the Congress h.u been 

uked tor billions in additional expenditures for the army and 

lllV)', on top of the 33 billions appr opriated for all purposes during 

the fiscal year just ended. I know that we shall be able to raise 

still grea ter revenues if necessary -- and it will be necessary after 
u, Ja..u, •• ' 
~'tax bill has been passed. 'ile Americana can do this job, and any 

;ob, it we but set ourselves to it. 

~oreover , the pi ice situation has taken an ominous turn since 

I a~peared before the Ways and Means Col!l!li ttee in April. I shall have 

(. more appropriat~ occasion next week to discuss these matter& in 

detail before the Banking and Currency Col!l!littee of the House . For 

lhe present I would say only that we are no longer three. tened with 

Inflation, we are in the midst of an inflationary process that will 

~Te faster and faster unless it is checked by bold action. !nd taxes , 

ot course, are one way, one of the most effective ways, of checking 

inflationary tendencies. 
\ ' 

) \Mt.t. ~ -~ 
A thi rd change can be ·round in the ,... 

oow being made by the defense industries 

steadily increasing demands 

for certain r aw material& 

oeeded in civilian production. In a number of commodities which I do 

tot need to list in detail , actual shortages for oivilian uses are 

I t baa become more essential than ever to use the machinery 

• 
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1 
tax bill t o prevent delays in defense production or by the competi­

~ion ~.nH-e.M- civilian~ ...;.,n-. ~ ,...,~, 
I olh these changes because I am convinced that our thinking 

in tax fields has not kept pace with events . We are still thinking 

~00 r;.uch in terms of the burdens to be borne by this group or that. 
r, l .. ~ tJ <'1,4;J ,;t are ctill more int ent upon exemptions than on common sacrifice . 

~ 
:"nat is wbJ·, gentlemen, I have said that we need an all- out tax bill, 

just as surely as we need an all- out military, economic and psycho­

l~f>ica1 detenae for our country. 

!low what do I mean by an all-out tax program? I mean primarily 

one that wi ll enlist the help of all our people in accordance with 

( he ir ability to pay . I mean, as I said last i pril , that no section 

of our people should be exempted from sharing the common task. \'le 

all want the workingman, the faJIIller and the businessman to earn a fair 

profit, but we do not want any one of them to profit unreasonably from 

the countrj' ' s needs . 1!y O'ifil feeling is that every one should contribute , 

!:te will be glad to contribute, for the safety of our beloved country. 
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I ( 
7here has been much public discuesion, some of it ignorant 

discussion, of those who have been called • the untaxed millions ," 

t~068 in the lowest income groups. It is said, for exlllDple, that 

~hese millions of wage-earners are going soot- free because they pay 

149 

co direct income taxes . I do not need to stress the fallacy of such 

1 
statement~ 'l.t is an established fact that those with incomes under 

;l,SOO already pay a larger share of their incomes in taxes of all 

~inds , ciirect and indirect, than any other group up to the $10,000 to 

·15,000 income class. 

~oreover it is not generally realized that under the bill now 

( efore you the base has been broadened to add about 2, 000, 000 new 

~axpayers. This was accomplished by beginning the surtax at the first 

dollar of surtax net income . The 10 per cent earned income credit in 

effect i ncreases the exemption from normal tax. Since this credit is 

I :)t applicabl e in cooputing the surtax, the bill has in effect reduced 
i 

:te exemption of single individuals by $88, of married couples by $222, 

ud of married couples with two children by $311 a year. 

Nevertheless , a further lowering of exel!lptions would produce sol!ll 

!liditional revenue, although not nearly as much as some commentators 

•auld imagine. It would be some help in cutting down the purchasing 

fOT.er of the small consumers of non-essential goods , although again not 

( s t:.uch as mi ght be supposed. And finally , it would give l!li1lions of 

b !ricans an opportunity to l!l8ke a direct contribution through taxes 

• 
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to the defense of their country • It would enable them to feel that 

they 11ere participating, personally and directly, in the defense 

progral!l. It is this last consideration which appeals strongly to me 

~011,._ 1}tbollgl>-1iie Treasury has opposed lower exemptions in the past. 

:ven now •• and I cannot stress this too emphatically •• a further 

broadening of the income tax base should be strictly conditional upon 

otr.er new meatures if it is not to be grossly unfair and destructive 

o! the na tlonal morale. 

In the past , a very real obstacle to broadening the base has 

been the admini strative difficulty imposed upon the Bureau of Internal 

( ~evenue ana the individual taxpayer alike . The Bureau is already 

bearing a colos sal administrative load because t he number of tax re· 

:urns !:as been i ncreased from three million to fifteen million within 

! vecy few year s . The Committee can picture t he burden that woul d be 

. !aced uron our revenue collectors if they had t o check s till more 

. l, . =.. •• 1o~s of cooplica ted tax returns every year. 

Moreover, t he difficulty for the individual taxpayer has been 

re!l and undeserved. No matter how wi lli ng and cheerful a taxpayer 

~be in making his annual contribution t o this country, some of his 

will ingness and cheerfulness is bound to evaporate as he f usses with 

the credits and deductions and examptions which he is required to 

( c~::~;ute on his tax retur:1. In a letter sent on July 31 to the Chairman 

J~ t!:e 7:ays and ~~eans Committee of the House, the President wrote that 

• 
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'!o:::e wsr ollbht to be found by which t he exempt ion of e si ngl e person 

should be reduced to $750. " But the President added t hat some provision 

stould be made "for a st raight simple payment of some smell contr ibu-

\ion to the Mtional tax income through some simple agency and on some 

: i:lple rorm." 

1 should like noll to submit to the Committee a proposal which will , 

:·:rst~·, ?revent administrativ e difficulties at the Bureau of Internal 

·~venue , snd secondly, "ill enabl e millions of ne" taxpayer s to "chip 

:.• 'li !lingly a~C. proudly without the burden of filling out a complicated 

~!.X return. 
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Thil propo1al i l that taxpayer• With 1111 than $3,000 

ot 1noome before deduction• be encouraged to tile a very 

e!aple 1ncome tax return in which income would be ahown , 

but no deduction• would be taken. The law would provide a 

1obedule ot taxee in Which the tax woul d be the aaae tor 

1noome within narrow blooke ot perhape $25. Thua the eingle 

taxpayer with $1,115 ot income would find hie tax already 

coaputed t or bia on a table in Whi ch the tax would be ahown 

tor 1ncomee troa $1,100 to $1 , 125. The tax 1chedulee 

plaotd in the law would be coaputed to give a elightly 

( lover tax 1n the typical oa1t than the taxpayer would have 
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to pay under present methode ot computation, a flat allowance 

being made to take care ot deduction•. Beoauae ot the caeee 

where there are large tax paymente, intereet payaenta, 

oap1tal loaaea, buaineea loaeea and other typee ot deduction, 

the taxpayer ehould be given tbe option ot tiling a regular 

ruurn and coapuUng hie tax in tbe re~ar way . f be great 

•aJority ot tbe taxpayere, however, would find it to their 

advantage rroa tbl vieWpoint ot eiapl1o1ty to tile the 

apeo1al e1mpl1t1ed return. 

rurtber retlnemente and aodit1cat1ona ot tbie proposal 

eay be found to be dee1rable by your Oo .. 1ttee, but it 11 

1Y feeling that 1t tbe per1onal exeaptione are to be lowered 

• 
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both or the taxp&Jer and or the ada1n1etrat1Ye ott1c1ala. 

AI I preY1oualJ said, th11 11 an all-cut deten11 

progru and nece811t&tea an all-out tax prol!l'&a. It we 

are going to lower the peraon&l exeapt1cne eo that a1ngle 

peraoae w1 th 115 a weelt 1ncoae and aarried oouplee wUh 

$}0 a week 1ncoae w111 be eubJeot to tbe 1nooae tax, we 

aUit han an &11-out prograa 1n other reapeoh &lao. •e 

auet get at ab111tJ to p&J taxes wharaYer it a&J be toUD4 

and we auet use taxation tor the encourageaent or the 

4etenet prograa whereYer 1t 1e poeeible. 

! ne bill eubaitted to the Houee bJ the Coaa1ttee on 

Ware and Meant contained a proYie1on tor the aand&tor7 

Joint returna or buabande and wi•••· !hat proY1eion, 

vh1oh waa etr1olten from the bill b7 aaendaent on the floor 

or the Rouae, went aoaewh&t too tar 1n •1 opinion. Vhlra 

hueband and wtre are both contributing through their 

labor• t o the aupport or the taa11J, theJ ahould be g1Yen 

eoae apeoial rel1et troa the Joint return• require.aent. 

It thie it done, the Joint returne proYiaion appears to 

be an equitable aethod or taxation. It Will reaoYe the 

d1ecr1mination now present in taYor or the taxp&Jers or 

tbe coaaunit7 propert7 State• aa wall aa the opportun1tJ 

/ 
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to a'foid the tax through tbe 41atributtoa or propert:r 

bt ,r~~at and otherwiee within the taa1l:r Wlit. 

ve eurel:r cannot look with ooaplacenc:r on tbe 

lowering or the personal exemptioll ae lons a• theae 

41ecr1minatione reaain 1n the 1nccae tax law. 

Another T1t&l eleaent 1n a tax prosraa to acccap&D7 

an ell-out defense prograa 1nTohu a change i n the exce .. 

protita tax. !he capacit7 or a corporation to pa7 taxea 

ia effected b7 the rate or ite return on its 1nTeetaent , 

A b1ghl7 prosperous, well eatabl iehed corporat ion vh1oh 

154 

haa been making JO, 4o, 50 percent or aore on ita inTeated 

capital has a much larger ability to pay taxea than a 

corporation which has been earning onl:r 3, ~. or 5 percent 

on ita inTeeted capital •••n though the dollar incoaee or 

the t wo coepaniea are the aaae, BeaTy tax•• on high return• 

ot profit will not cauae the buain••• receiTing thea to be 

liquidated or 41eoontinue4 tor l aok or a ainiaua neceaaar:r 

pron t which aa:r ooour when hea•:r taxea are iapoae4 on 

••agar prot1ts. Applioation to corporation• or taxation 

in aoocrdanoe v1th ability to pay calla tor higher taxea on 

t he protita or those corporation• which haTe the higher 

ra tee or return. 

• 

Regraded Unclassified



155 
c 

-11-

The present excess protita tax ae vall aa the bill before 

10u placed special heavy taxes on protite which are in oxceee 

ot the profits received during t he yaara 1936-1939 prior to 

the defense program. This is all to the good -- ia indeed 

essent ia l . It ia, however, not enough. A corporation may 

aake 50 percent protit on ita invested capital and not be sub­

Ject t o t he excese profits taxi! the profit i s not in excese 

ot 95 percent or its average protita during t he base peri od 

yeua 1936 to 1939. 
This is not a matter or minor importance. Substantial 

nu~bers or companies are in the high-profit group . One out 

ot five profit-making corporations with assets or $1 million 

and ever aver aged more than 10 percent net i ncome on their 

re ported equity capital during the years 1935 to 1938 and 

one out or tventy-tive companies earned more than 30 percent. 

These companies can conti nue to earn profit& at virtually 

theae rat ea without paying excess profits t ax under either 

the present law or the Committee'• tent ative plan. 

Failure to apply excesa prot1t8 taxation to euch 

excess pr ofits ia unrort unate also because or the uneven 

way 1n which competing bus1nassee are af fected . Concern• 

Which have been malting high returns i n the baee period 

Yeara are given a competitive advantage over newly organized 
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conoerna or concern• whi ch have bien etruggling to eatabliah 

the~eelvea. They aay receive tree from exoeaa profits tax a 

auoh higher r ate or return than their new and growing 

co=pet1tora . The effect ie to confirm monopol i es in their 

control and to protect well eet abliahed buaineaaes againat 

competition. 

There ia another important reaaon tor revising the 

excese protite tax. In recent montha there baa been a 

noticeable tendency ror various groupe i ncluding buai nese 

men, termers and labor ers, t o endeavor to eeoure higher 

rates ot re turn in profits, prices and wages . At the 

preeent t ime, however, with the exi sting preaaurea tor 

i nfl at i on , widespread ertorts to i ncrease profits, prices, 

and wages will reault not only in l arger purobaaing power 

and thus atill greater pressure on our limited suppliea 

ot ci vi l i an goode, but also i n higher coats tor the 

defense prograa and tor goode which oivi l i ana purchase. 

These higher costa in turn neoeaaitate i ncrease• i n 

pr1cea and these i n turn give r1ae to new demands tor 

higher wages and higher prices. The apiral goea up 

and up. 

It we are to expect to atop or prevent th1e spiral 

we must be able to ehow those who receive modeat incoaee 
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trom their labor or their production that exoeeeiva prcf1ta 

,re not being r eceived by great corporation•. 

Another element in a tax bill ta for tiaee auch ae 

thie involve the exoiae taxee. In more norsal ti••• exciae 

taxes have little to recommend them except that they produce 

revenue. In a period euoh ae this, however, exciee taxes 

~ay become a very helpful supplement to price control. 

De~and tor coneumera' goods, eapecially durable consumer•' 

goods, me.y compete with the defense pr ogru. In euch casu 

1t becomes necessary to cut ott the auppliee or t hese goode. 

Excise taxes may serve a valuable purpoae either in reducing 

the demand or producer• and coneufere tor these scarce 

commodities or to abeorb the windfall profits resulting 

from price rises when supply ie scarce relative to demand. 

!he Government i natead or the middleman abDuld receive the 

profits due to high price e. Although the achievement or 

this objective ia by no means a ei•ple matter, adjustment• 

Within the tax bill along this line should be aer 1ouely 

cona1dered by your oo .. ittea. 

1.57 
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! here are other teaturea ot the tax 111tea whoae 

cont inuance cannot be tolerated it we are going to aake 

~ all-out ettort. The7 are aattera whioh t he Treaeury 

hea brought to the attention or the ocu1tteee trom time 

t o t ime. I wlll aention but two ot thea. 

The tirat is the exemption troa inooae taxation 

afforded to the intereet on State and aunioipal aecuritiee. 

Certainly i n 8'lettort to finance national detenee in th1e 

eaergenc7, auch exemption should not be pera1tted to 

continue. Tax exemption should be reaoYed with reepect 

to the int ereat on future 1ssuea or State and aun1cipal 

u curitiea, eYen ae we haYe remoYed it with reapect to 

Federal eecur1tiea. 

The depletion allowed t o extractors of certain 

natural reeouroee, for example, oil, are ~ larger 

th~ can be Juat1tied on aD1 reaeonable baa1a or tax 

equi ty , These percentage depletion changea ahould be re­

examined and adJueted eo that the equitabl e t ax exe~tion 

Which they now afford will be reaond, 

It h •ery important that t he tax bill batore JOU 

be paeaed ae pro11ptl7 as possible. Incoae taxpa7era and 

exoeaa protite taxpa7ere ahould know at quiokl7 at possi ble 

•bet their taxee on 1941 income and protita are going to 

be eo that the7 1141 aalte intelligent plane tor meeting 
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t be 1ncreaeea wh ich the law w1ll impoee. Tbe exoiae taxea 

and t he estate tax cannot be imposed retroaotivel;r and 

every day ' s delay in the paesage ot this tax bill costa 

the Treasury several. million dollars. 

Because or the neoeeaity for p romp tneea, I have not 

1
uggeated that al.l or the recommendations whioh I have mede 

oan be put i n this tax bill. Another 1lu: bill , however, 
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• ill be neceeear:r to a~~l7 to next :rear'• 1nooae and buaineae. 

~ob a tax bill w1ll be necaaaary tor a number of reaaone . I have 

Already pointed out the manner 1n wb1oh our det'enae program 

bee ex-oande d and 1a expanding. We need to raiae the aona:r 

to t1nance tbie program. I have pointed out , also, the ~rice 

altuation and the threat ot inflation which confronts us . 

A etrong Ueoal. policy 1a one ot the moat important methode 

ot rel1av1ng inflationary preeeuree b7 taking tor t he Government 

purchaaing power that otherwiae would be used to tr:r to 

purcbaae non-exletent goode. 

Tnia tax bill and the next one will be important ractora 

1n controlling tha price a1tuation. They w1ll not in themeelvee, 

howner, be sutf1oient. The oontroll ot 1ntletion 1a too 

great a load tor t1acal. polic;r alone to oarry. There should 

be additional action al.ao along a number ot o11her linea and 

aa previously indicated I shall go into th1e subJect at a more 

appropriate tiae and place. 

• 
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I t should be stressed, however, t hat al t h ough this 1a 

an oner ous t ax b1ll, the alternatives t o heav:r taxation 

are muoh mo ra onerous. 

1.60 

• 
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II¥ dear Anrilla 

I hope to ••• you aoon and bear troa you tirat 
band eol:le of t he ll&n1 l.ntereating thing• that you IIUit 
han lurned while in England. 

Kr. Harold Boobaoblldt Prtaldent of the Aaerloan 
Jlltab COllp&Jl¥ and a TII'J old and intlaate friend of 
aine Olllt in i o 111 111 todq. Mr. Boobaobild 11 in a 
poeitlon to get out of hie buein••• and deTote hie entire 
tiM at a dollar a 71&1' to the OoTtl'IIMnt. Be b a 
baobelor, about fifty ,year a of age and would lon to 
ban eom.thing to do, po11lbly 1n !niland. It oooiU'red 
to M that yoll alght be able to u.lce use of bla. 

In the early d~¥• of tbla abow when I waa l ooking 
after etrateilo aaterlala for the Prealdent, one of the 
lobe that I had to do waa to atop .obbdenua tr0111 &obli 
to JapiD and Ruaala. I asked Mr. Roohaoblld, the .abera 
of who11 twq are the lar&e•t atookholdera in Cllux 
llolJbdenua, wbetber tbe7 would Tol1111tar1ly a&l'l• to db• 
contlnlle ahl pping Ill¥ .ob'bdenua to Rueda and Japan. 
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!bey llllhultatin&lT &&~'"~ to do thh, notwlthatandinK 
the hot that tbe11 two ooU11trl11 were their but ouet~r•, 
l!ld at the tlae 1t Mant a oonalderable flnanolal aaoritloe 
to the ooap&Jl¥. I u telling you tbh •rely to gin you 
an idu of t he kind of IWl 70u would tlnd Mr. Roobaobild 
to ba. 

It you know of a apot where Kr. Hoobaohlld could 
ba pllt to work, e1 ther in RDiland or in the Unl ted Statu, 
I aa oontident that he oan do a good Job. 

llr • "• A nr 111 Barr 1aan 
~e Carlton Hotel, ' 
llblngton, D.c. 

! OW'I dnoerelf, 

111 ... ) •• •rt•U... "' 

- )Ia ..- if,/lt 
~S./S~ 
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iuguat 6, lMl. 

Dear Harold 1 

I aa ••ncllllg 7011 hernlth a oop7 

of ., letter to W. inrlll !arriMD. 

Toure •lno•••lT, 

(Signed) llen%7 

llr. Harold Booluohild, 
lilttJ-- Jll'oa.ln.T. 
ltw Torlt, ... York. 
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1ucut a, lMl 

Dell' Frank 1 

fh• other night rou ..ae the etateunt to • 
that during the .onth of Jul7 we had produoed 
2,000 plan" in thil oount17. You wlll rnnber 
that I queationed rour figure. 

I now haTe reoliTid a oonlidential, preliain&P7 
report frca the Uroratt S.ot1on of OPII whloh abon 
that production of all .!lit&I'T plan•• in tbia 
oountr,r dur1ng the .onth of Jul7 waa l 4&6, or 4Ai 
below their eatla&tea. Of the !1~66 plane• produoea, 
I would l1b to point out that ~ "" ao-oalled 
taotloal plan••• and ~ were trainera. 

~ 
Without wanting to ~arguaentatiTI{ I repeat 

rq 1tattaent that I think there h aouth ng wrong 
wlth our airplane production. 

Honorable Frank IDol, 
Slortt&17 of the laTJ, 
1aehlngton, D.C. 

Slnoerel7 roura, 
l11Cu4l 1""7 

• ·Mam pr 

-

• 
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DIU Ml'• leU I 

JYar a1Me lut W.U..U,'• ,._...., 
..., I ban ~"• waatS.., te lUI r• a llM 
tt tell 7111 bGII ..eh I ••JerM JMF trl'llate 
tt tM lful.Ma. 

It will lateNat 7" te MU' tMt I 
\rtqht a ,. ... a of,.,. klleA te U.. ftlte 
s.... tba other a., ul pl-{= 1t fer U.. 
PNaU.at. Bt •• Jut W W wltll lt. 

I ••• 7n Wll t)nlra uj .. apahla• 
Uou. lith all &OM wlau1, 

SlMINq , .... , 

,., 
l!!po4l .... ,...... • 

llr. S.nu Ink, 
810 feat b4 An ... , 
.. York. 1. Y. 

Fllhkb 

8/6/41 
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lquat e, lgc 

our Kr. Carclen: 

I .. aeli&htaa to a•• tbat fOV c~ 

hu put a ~fenaa S&YiJI&a lollil llllllOUDO-nt o• the 

nappar of each paolta&• of Doeho olpt'lttu. Thla 

will b. a l"'al help to ua in •kill& the U.rlou 

publlo oonacloua of Dlfanaa SaYlD.&a loada. I a 

aoat appreo1at1Ya of tbla flna oontr1but101l of 

roura to the aefanaa of the oountr7. 

SlncarelJtova, 

Kr. a. C. Carin, lr. 
General Salta Jlua&er, 
larue & Brother Cc.p&~Q', 
lioJ.ona, llr&lJlla· 

Fl/bkb 

8/ 6/41 

I no. 
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t:l'? . !: ... r:· llclJ~oJ allthun..:, F(ld~ •r nd 
1:~t.i nal ?:- 31dont 

:.t.: • oolllim ri:k·!nS 
'l c~ '·:>3 - !)lon.n Uullding 
'/Yl ':'1·. lrth ~t..eet, r . .. . 
·3 Li.'1t:ton, ... . "" . 

~· : :..:r . ?iet:-:ns: 

I C'>Jl:! t! •. th ;>e:>!t.i n ;."Cu hold, a~ n tine 
:1:: ~.hi- , 1 ... or vita,_ io.~:-t..rncc . ..,,,e : .. "\t1~ :\0.1 CotL"'cil 
(':-,.. :. t,.'!"G •O.:J.·"'n :n::o:o •. i'r~tc•!, r· ,,t ... :II'\U!.in_. 50:), :)00 ;-;ace~, 
j ~n :l":-~rtil:,· i n :roar 1)t"Ot,r:l."J o~ :c.! lin· .!~!1!:-.s.c t.o:1ds . 

'!ou: J"ti rrin.: r,')::-::t .. .;e to t.hc ~:leu c: the 
:: .. tt('n~.. .'.:"': oci ti .... n o~ .;ole,.. ... ~ ·•OIJ n in :•':) .hcn'l •.ms 
.o:s~ 1rmt"ir1.n.;. 7t.:~n9 ~1o:ccn rlilr ... :JJutoc.i !'or-t~r-t"ro ~t:1tes. 
n · •hrou.;l1 ou .. .:;-oa:'l:: ::.n ot~1 r o.<:t..1\·~L1~"~, ;e shall 

l r.v HQ :::'-.onl'l U.'\t.urn'"'1 : n hJl,,in" ~'OU to [;Ct. thOSO bonds 
... ol ... tn v ry ho::~.c , 

~~~ tho : :.r-..:cto- c: t.h' O!~"ic .. o: :; ·t;.TO .'..!'f.:Ur z 
tn t: . "· l nal Yout \, ~\d::.inJ.::t.r::lt!,. n, r n pl o.cin:; O'J.r 

,\ .. 1 ......achin·.:.:~· :1';. j*'C'~- ~ .. !""'Jieo . .l n.j o, ... vi ~in 3.11 o!' our 
;th!rist:-ativc :.::.~-iF ';.:lnt:J in C1 ':ir(;• o .... ·"VO .'..!":"nir3 t.n.t! 
~.l.!"..la.;~. th'l:'. ou:- p:-ojcct. !': t.~;>vrvicor ... throu.;!oout th$ st~t~s 
t. i.V' in!'e""':J ':.!. n t.o th~.. t.hou:zr.:ul:: o~" yout!. ~O'l t.h'!: 
;..>~t .ct. i n o;-d r th.:.t. t~l.;J n::.j aharo in t.:1is ;>a!"t. o~ ou:­
e,.,~tt:.!'l ~~rog'\:: . 

t::lr' ~ci..C'o ! :.. q hune 
P?.z:.rn:rt": - ~r.;~ct.o:-, li!.vision of' 

~:r!gro .'~.:."'airo , lTettinn.'\1 ::oJt.:, AO..i.~stration 
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·~12,1941. 

, ,,s. Pl*-

I .. II t' "I •piu eL \!Ia _ _.. ..... to UIMe ... 111ir f1lld 

u 1AMJW\ 1A our pro...-. Jlr. a.-11 ...s Jlr. l'a1p ..a..a • to 

~ 11'" u- .., 1'- \U\ II1Pt be ... ror ,.a.ual'T. 

Dr. en-!. MU., l'l"M1I1 \ eL \1M .... ~ ...... 

me-, w u~.aot • "' .,.u rw tM11' ._ ••• u.. 1an ...,. 1a 

Aapo\ lh1elo u \be ~. I UdM \be pro...- - • a\ 9al0 a.a. 1ft 

enr ~ llaUOMllll--.u..c .,.n-. I\ u • '1W1!7 1111 beall 'tiP &lid I 

Wille & t"" .W.\ee w1ll eMb1e .. toe pt. • fiOd ...... - toe ..... 

-v people. lo u \o pt .n 1a \be U.. all al, I llball writ. ea\ a 

MI'IM. •"''-'• _. w111 11'" • •w eL u w 11r. OuMir _. - w 11r • ..... 

.I 
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Colr])&ratlTO Sta\• a.ent M Sal.•• Du.ri.fte 
.J'i.rot J'our JN.elno•• J:lfl,ya ~ J'une~ .J\.U.7, and .AU(IIUJ\ • 1941 

(June 1-5, J~ 1-5, ~· 1-5) 
~ B&ele ot l esu• Prlc.e 

(.lllounh 1A tbolla...,U ot dollara) 

w .. .U.OW.t ot lncreaae I Pereent-c- of lncr .... a 

: or l»creaae (- ) or J»creaae (-l 
H• "-' I JulT Aucu•t 

I .Aucuat JulT June OTer I Oftr OTer 
Jug J'Wie Jug 

S.ri• ll - Poet otf1oH • 7,$51 • 7.598 • 6,825 • 253 • 773 3·~ 
S.ri .. ll - 11mb 13.523 1},}118 9.2U _.ill. ~ ....!:..1 

8er1• ll - fetal 21,375 20,945 1.6,102 1130 11, 8113 2,1 

leri• l - haD 11,708 5,082 6, 528 3711 1,4110 7.11 

Seri• C) - JleDD }1, 1111 }},0}5 111. m - 1,<121 - 8,8112 -~ 

fetal *'.iZ.1~~ ~~.o6~ t641:i2Z -· 1,866 - · 5.4411 -~ 

Qff1ce t>f the S.cretel'7 t>f the Tru&1U7, D1Tidon of Be .. arch and Stat1ot1ca. 

SO'QJ'cel .U1 t~ are d8poaUa v1th the Trueurer t>f the tbl.ted Stet• ca accOW>t t>f prooeede t>f 

aal• of U.Ued Stetea Sartnp llonda. 
Bote: l1gurea han bem r ounded to neareat th0111and and v1ll not neceaaarU~ ad4 t o t otala. 

JulT 
crnr 
J-

u.~ 
!!l:.i 

J0.1 
- 22.2 
- £b.! 

-~ 
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-CO Nf lOUi i 11\\. 

Poet Office 
Date :SoDd Saleo 

Serieo Jil Seriea .!!l 

Aug11at 1941 

1 • 1,467 $ 3.296 
2 1,500 3.030 

4 3.6o6 4.376 
5 1,278 2 S22 

Total $ 7.851 $ 13.523 

tn7IT:!:ll STAl'ES SAVINGS 1lOliDS 

Ds.il;r Sal.ea - .Auguat 1941. 
On BAeis o f Iaaue Price 

(In thouaaDda of dollar a) 

:Senk Bond Saleo 

Series i' Serieo G Total 

$ 1,163 $ 7.586 $ l2,o45 
726 6,101 9.857 

1,~?2 10,092 16,361 
28 7;334 11,084 

$ 4,708 $ 31,114 $ 49.346 

All Bond Sales 

Serieo .!!l Series J' Seriea G Total 

$ 4.763 $ 1,163 $ 7.586 $ 13,512 
4.530 726 6,101 11,)57 

7.983 1,892 10,092 19.967 
4,099 928 7.334 12,362 

$ 21,375 $ 4,708 $ 31,114 $ 57.197 

Office of the Secretary of the Traaaury, Division of Research aDd Statiatico. Auguat 6, 1941. 

Source: All figure• are deposito wi th the Treaeurer of the United Statea on account of proceeds of oalea of 
United Statea Savinga :SoDda. 

Hote: J'igureo have been rounded to DBaraet thouund and will not necessarily add to tota.lo • 
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!!me: 
Proeum: 
Station: 

na.•• 
PrDcrea• 
Station: 

!tee: 
Procrom: 
Station: 

Time: 
Procram: 

Station: 

'!'teat: 
Procra: 
Station: 

!!.,.: 
Procraa: 
Station: 

Il!!'El!SI SAVJ!GS f!r!JJI 

.t.DV AIICl: 1Kl'I'ICl: llADIO PROGIWIS 

llll>:l!:SDAT - AIJGUf!r 6 , 1941 

3115 - 3:30 P,M, 
Stella D.Ulao 
lll!C and liliC !lad llotwork 

5:30- 5:45 P,K, 
P..W. Sull!""" liova 
~JSV and CBS ~etwor~ 

5:30- 7:00P.M, 
Moot Mr. Meek 
\fJSV IUld CBS Network 

?:05 - 7:15 P,M, 
Dan1o1 W. Bell, Under Secretary of Treasury Departme~~t , 

Spoeke on Treaaury Do!)artmont Tax SaTin&• Plan. 
IIINX - Yaah1ngton, D. C, 

?:30 - 8:00 P.li, 
Plantation PartT 
latC IUld llBC Bed lletwork 

9100 - 10:00 P,M, 
IA,Y JtTaer and Bh Kolle~ of Mut!eal lnovle~ 
llliC and lll!C Red lle~vork 

BlJLOVA Tlllil SIGNALS PI!CMOTE DD'EIISE BOIIDS AllD STAMPS BEGULAI!LT 
B0\1 ltl '1'111 Rltli OJ 428 .llfclOUNCIHE!ITS D.ULT OVIR 134 iUDlO STM'lONS, 

1 ?1 -

• 
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TREASURY DEPARTMENT 

INT&ft O P'r1C:C eoWMUHICATlON 

Secretary Morgenthau 

Mr. Gulick 

1 attach an unuouall7 1ntereot1ng addrooo recently made by 

Rowland !gger, Director o! the Budget o! t he Commonveelth of 

flrg1n1a. 

.. 

-
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Tftlk g lvon by Rovland ~gger, Director of Budget, 

OoYornor 'o Ottlce, Ric~ond, Virginia, 

To: Southern I ntorotate Aoee=bly 
Jul¥ 19, 1941. 

•r. Choi""""· Ladle• and Genu ..... , 

:'he re10.,.ks vhlch I lhd1 have to offer a4dreued to fiDMclal plann1n& tor tho 

~utW"e ore predicated upon & nuobor ot 1\UUIIptlons, vitb vhlc:h I thlllk •oat of ua • 

v!ll !lr.d oW"&e lvco in oubot&~~tid a&reec>ent. Since ve are Ukel:r to dllaqee 

obou• ~··• evorythln& eloo , I hMt on to try l!cy' htuld at defining t ho area of non-

(I) Governmental finance ia eooentiall:y indlvleible, and It io no 

loo.;tr prof! table , if indeed it ever hao been, t o try to tbillk of 

\oClll tlM~>co , State finance, and D&tioll81 finMce in oeparatlot and 

co!!f9P..rtmentAl1zed terma; 

(2) In time of national criolo tho Federal government hao the coaplete 

rls)tt-of-voy in matters of taxation; 

(J) The State and local gonrMente, Wld.er the leaderahip of tho l'edoral 

govorru.ont , hnve a Joint responsibility tor conducting their fiscal and 

o~nl atr•tlvt of!airs in such canner as vill promote the national defense 

&I'd ucW"i ty, laple=ont the D&tio!IAl rear=a.=ent, and prepare tbemubco 

!or aa effective partlclp~tion as possible In roadJuotmont to a peace tlae 

ba•l • of operations, 

It follove that fi~~a~~cial planning •ust be dCNltaneoual:y attacked along t..., 

llnu; ~!rat, ehort.-term !heal pl&lllling t o vln the war; second, long- t erm flacal 

obnnln,; to nvold 1oa1ng the peace . 

The JUly 9 th IUWI of Defenu, in 1 ta ataUatlcal auc:oory o! 1>rogreoo in tho 

i•~•••• "'o.;r ... , ropcrte t hat total e.utborha.tlona to date come to $)8 , 651,000,000 , 

ncl"din,; 5rHish purchaooo but inclucUng leue- 1end co..,itaenh. II¥ private tor tW>e 

llll•ra are noY t alldng about &II $80 billion oYerall defenu program cost , and it 

o<curt to "" lhat "IUIY montho have patltd olnce I have seen anyt hing in the paporo 

•~o•t tb <!obt llmH, Moreover, the .. t1gur11 ,..y, In tho 111&1n, be r egarded at 

rtt\ecttn,: 1\ construction program - an inYeot ment in capital equipment - if thil i8 

not too rreat n distortion ot the Ide& or a producen' good, After t he ohipo, planes 

__,_ ____ . ______ - - -
- - -- . 
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.,a~c,, " 101, &WI'• torte and other tacU1 Uoo ba•• bun acquir.d, tbe:r IIWit b. 

operottd (llld w ntalned. At;ain tba !ort'W1e tellero are 11\U"WrlJ>& or $6, •s and 

SIO billion per MOUlD operatiD& expendl turee. Without an7one coamttiD& hi•etlf 

.. tho diWlt of th1aco to Co .. , let ue adlllt that a tiq 1\11 of .ono:y, IIW'IP.tiD& 

• coul!erabl o percentage or the national lnco .... bowner h1cll the national hu:ae 

«""· vlll be r oct\1lrod to vln the war. 

Ob'rtously, it State and local gOYer~~~~~ento are to briac their !local procrau, 

t4111 ol:Qrt - and loac-nm. into banooD7 vi th tho l~~parati Yll of Jtderal tl ..... c.. ·­

ldta of t he baoio Of federal fliO&l pol!C7 it IIICOOI&f7, S.Yoral .. litho 8j!0 0 durlac 

• 

tho co11rae o! an extromel7 proYocative conference on llatio~U<l dtfenoe and State tinance 

at tbe llnl.nrctt:r of .Uab&ll&, Protuoor Sbeon Leland outlined a oerleo ot !ileal 

poUcln which he b.Uend applicable to the •arlou ot8j!eo of the detenoe ettort. 

F.t poiDtod out th&t ln the earl7 tt~e of the defenoe progrMt, before op t11111111 

toplo7J1ent had been r eached, detenoe ahould be tlnanced in lar&• part b:y loant oecured • 

to tho ITe&teot dep-oe poooible fro• idle t\11141. 'l'axet that interfere vitb cono1111pt1on 

ollould be a•olded, unnplo:r-nt tpraad POIIC t he labor wppl:y, onru .. .!n1•1 .. d, 

and -.p rate increaut ltept down. Ag&regate 110ne:r vegee, he felt, would rile tlret 

froo ro-e~~plo,..,ent and later fro• 1ncreaaed production and increaeed 111&11-boure. Tax 

m oouea vould 1ncreue froa the lncreaooa 1n prod\1ction and OllplOJJIOnt, vi tbout 

locreaau In tax r a tu or the add! tion of nov taxu. 

On re&ebing optiliWII 111plOJ100Dt, he propoHd a rapid oh1tt !rom loan to tax 

tt,....cl~>&, a nd ""Uettod that web lout aa art ucoaoar:r abould come troa current 

oa•t=co and be to eter1Used ao J>Ot to be &Yallablt tor credit expanlion. PwUUYI 

wu, ouch u IIYert taxation of peroonal lnc .. e eurpluaeo aboYo ll•lac cottt, 

••lecthe eoneumption leY! eo, et c . , obould be lade d to curtail lndl or! dual 

1114 to prnent lndl•lduale !roa bidding ega!o•t the r;oYer .. nt tor detenoe «<od• &114 

lll!plicl t ln tbia pbilo•opb:r, ot cour .. , 1o price !ixlng and, tYentuall7 
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;><rto!''• ~\lonl"'' lie recog,>heo the diffic:ult7 but do., not adJalt the i~~poaalbUlty 

,r rr~ll>i uchea Yhich vould curtail conaU8J>tlon vHhout affecting production. 011 

L't ..,.~ o! Stn\e ond local government., elhdnatlon of all poallble construction not 

Jjreotlr rolAtod t o defense vould be called for. Moat l~~portantly of all, ealarlet 

atd YOJII vould be kept dovn, ond such lncrol\881 ae were permitted would be aterUhed 

to ••o ld co"J)etltlon with defense requirement.. 

It Ia ceceuary In preparing for the third atagt of our flacal policy, that the 

t!!ects o! ~oa~-var r eadJust!lent be &DtlCipottd, and t hat plane be laid for co~~penoaUJIC 

:!tlr dt!la~lonaTY tendencies. A backlog of conaUOier deaand and, e quall7 i"'>>rtant , 

:! uno•;r:tr J>W'ChAIID& power, vlll obYioual7 facllUata t he tranaltlon to the vaya 

or oraet oJid reduce bot h 1 h monetr.ry and aocial cot to. Alreed7 a great deal of 

coDs14erat1on hAt been given to ways and mean• tor eurt a111n& or e.Yoidl.ng 1ncre-aaea 

!o JUTC!ultlnt; power now in the banda of prl•ato conau:oero , and or bringing ouch 

dt!erred purchnslng and consuming power into action at the time of nntlonal readJua 

John Y.&1MJ'<l Ke:rnca baa proposed a. hlghl7 l ngonioua plan !or !lnanclng the whole coat 

o~ tb Y&r ou.t o! deterred Vades , vith incidenta l aaalatpnce from. the texing pover. 

Yjt!~r \~e l i!.ta of wage de!e~nt on eo co~:prebena1Ye a acale it practicable or not 

!1 1rrtlt1'1'.nt; the eaaent lal ana.lysis of the proble• it correct . If ~ave econoaic 

~111:~tiQn 1• to be avoided. al,l level• or sovernaent .uat bend thei r eftortl to tbe 

~h.h1:1n' o! aeUv1 tie a vhich, in the present e:::eraenc7. brlc.g the: , or permit. pr1Ya.te 

t~!iTl'•J.."",' to co~e. i nto conflict vitb the 4e!enee pro&raa' • needa !or mea and 

~tt:lch. !!oreo• or . consumer demand and eonaumer purchaaing power :nat be atored 

'9 ~or th• ~uture, t o be loosed In 8 planned and purpo aetul vny vhen dofenae 

aothHiu w vHh u!et7 and proprlet7 be curtai l ed. 

All thla h =uch eaaler aald than done, It vould be dl!!lcult eno\16h In a 

':.l!!lt~ n.! totAlitarian nate, and its roalhat1on In a political order donlnated 

~r ,,~ • ;araua~ ad 48aned by particularho 11 a challenge to tha hl¢eot order o! 
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otoltJIOllolUP which thio _,.-q caD. Hoke, We did aot 4o It 1a 193}-)6, vUil tlla 

rttall that J1tU1t a11Uou of :hUral clollaro wore azpeada4 ..,..17 Ia cc.paaaaUac 

tor otaU and looal vHhdraMal froa public vorll:o' coaatrw:tloa, 10 that 1M llpiflcaat 

tfftelt o! p~rlaln& were 110\ 011.17 grad17 reduced but UDCOD.ocloDab17 lCJIC 

41w-.s. In 193}-36 tho coot eculd be calCilleted 1a terwo of a bllUoa 4ollaro 

or 10 thai mlsJ>t h&n boon .. .,.d thro"Cb ooour recOYol'T it ..,. had 'IIOrbd toea thor, 

Jo 1941.Jill tho coot for tho , ... failure ae:r wll be calculdod In tonoo ot tM 

lou of our naUoD.al Ubort:r, wile roparatloao and tho coot ot a O.raaa arq of 

o«"P"Uon voul4 aot be 1acoaooquoaUal. 

There """ ~ practical dlfflculUeo Ia tho ~ of coordlDaU"f: otate aad 

local tlnanclel oporaUoao v1 thia tho fraaevorll: of W&t appearo to be a falrl:r 

... urate outline of federal graad atrateg. Moot otatoa and localltl"o ~rate oo 

• 

clott to tho llllll'CiD, aa4 on ouch a haad-to-.outh fllcal baeh, th&t e:rcUcal flioaJJCi~"; 

pollclu except oa aa axtoaded deficit f11laDCiiiC bella are vboll:r lapooolble. More­

our, their tax ba .. o are aubJoct to nr:r real ceocraphical, ada1D1otraUn llld 

political UaHatlo!ll. Perhapo the aoot illportaat llJIC].o barrier 1o tho s-noral lov 

l"ol ot lca61natin povoro of tiocal of!lcoro: 1Dd&od, IIUCh ot tho eueeooa or 

ot our eltempto to lead our aco110a;r aloD.« ooc1al17 product! ... ch&aaelo hlns-o oa tho 

txltat to vhlch the Yiolon of pllbllc ada1D1otratoro 1o eap&ble ot rhine to aoot tha 

~ltll(O o! our Uau, 

So>o thinee can be clone. 'l'he aoot illportaat l•odiato preble• h a clear and 

ICI'ttd otatomont of our o'bJocUno and the arUculaUoa of thooo obJoet1Yoo In torao 

vlolcb CaD plorco tM outer dotoaoao ot eYen congreo ... a and the S.eretar:r of the 

~O&IUl'J, I •usc-at a taw tor diocuolloal 

l , A ce!Uac 011. prlceo - aov, 'l'hlo co'lmtl'T 11 drlttiac d&ncorouol:r clooe 

to 11ore price illtlatloa than oound eco110a1c pollc:r can tolerate. 'l'ho opectacla 

ot a na\lonal congroll Which a1d&tra4ll:o the d&feue prioe co,.trol bill Ia order 

to orate ad -- oa tha aul>Ject of da;rlllbt .. 'line u .. h oae Which .tao 

at l .... t a tev ot Bitler'• ar..-aah nr:r hard to aa-r. 

• 
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2, A eollilll on real vageo - nov. Pleue note that ther e 1s no 
obJection to IIICrea ol JII the tuture purcbaoi JII power of - earnero: 
locroaoed ~nts 11118t. 1n a:r Judpent, be sterilhed ao that t hey 
do cot put incroaoed purcbaolng po"8r 1ll the hallda of pri'r"to cithene 
w>\11 t ho end of tho e"ergency. 

3· A rApid ohift to complete t~ financi ng of tho dofenoo program. 
to D'l judj;mont we are rapidly approaching the end of the Initial defenoe 
period . Md vlth I t, an end to the time when deficit fliWiclng 1a Juatl­
!loble. Such additional taxee ohould aim del i berately at the curt&ll­
oeot of private purcbaelng power. 

~ . !he l not ltution of a draotlc a:yate• of cowpuloor:r aavlng and forced 
loa•• • not for r ennu.e but to control priYato purchaaint; power. 

171' 

5. Draa tlc curtailaent of p~nt in caob or o t her unaterlli:ed fora 
of faro onrltY and other suboldieo not In the nature of aubabtence guoranhaa. 

6. lle'rolopoont and lmplo,.entaUon of effectlYe .acblner:r for eontlnulJII 
clearance saong federal, atate and local !local e&onciea which will aoalat 
ln ltoopl l\4 the tracka clear for Un.cla Saa, but Vhich vlU per.it nceaaa&r)' 
otate and local t reisbt to mon in the interl •. 

Tboot, obYioual:y, are policiea which tho federal sonrnment &lone can put Into 

• 

opera\lon. In f1J1 Judgment they are e aaontla l t o tho national defense: altho~ tholr • 

ohort·rw> oftocto moy be reatrlctiYe of certain t :rpea of •tate and local ectlon, and 

M1 require aomo conaiderable planning and perhept no little hardabip a t the mo"ont, 

llelr oore remote etfecte will be in the intoreat of aounder and more vital atate and 

Under !ederal leaderahip , the atatea end loealitlea .nat be prepared t o take a 

••rr tnli .:;hlonad IUid long-tel'll vlev of their probleaa. '!'hey 11118t be pre'08l'ed to 

11l:rtndtr !:1M)' temporuy ac!Yant&&e• Vhich the detente pr ogr&a baa pr<>duced, and t o 

io!or t o • l o.ter date """7' expantlona and l ll))ronoenh Vhlcb nov, for t he flrot tl" 

1• .. n:r 10Rrt, Ill' I vi thin their power, at loaat 111 long aa the detente effort 11 

ouot•lnod, to f inance from current revonuu. Some of tho policies which prudence 

""uld oeea to demand be adopted by a tate end local IIUthorl ti e a on " DAtion-vide ecole 

art: 

1. A Ylr tuall)' cowplete ceoaation of all noo-de!enae public vorka; 

2. A atlf! polic7 against vnge 1ncr eaaee ln the public eervlce, Vhieh ia 

• 

Regraded Unclassified
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1 
trlllY heroic ....Urtaldllf> 'IIJ' • COYil'llllont h ti .. a of r lalJll reYonuea; 

}• fhe ootabllabMn\ and protection of larp rooerTu troa current h!'plueo, 
aJ>4 the a>'oidallc& of expanaion h recurrent obllptlou ouch u thooo for 
aalnteli3Dc• aD4 operation; 

~. The extena1Yo uoo of police Alld reculat ol'7 poworo to prennt wpplJ con­

otrloUono, eo that price controll UT be aore effocUnlJ winioterod vHh 

11neral public oupport; 

• 

5· Tho repeal of trade barr1oro alld price MinteD&IlCo lawo; 

6. ~ne co~lete reotud1 and roplallllillC of taxation and ro•euue •Joteao, ln 
collaboration wUb tho hdaral conr,..nt, 10 that ow1f\ action 111 acco...,dotlon 
of tu muoureo t o econoaic roa4Juotaent at the end of tho dafenso effort II8T be 

tacllltatod; 

7. Tne development of a comprehenoive reaerve of public vorko and publi c 
""lee proJech, and the pre-planniJll of ouch proJocto to facilitate quick 

1 tartllll of actual operation• Vh&ll oconoaic conditlono require; 

s. !he deYelopaont of facllitleo for a thoro~ reapproiaal of adain1otratln 
Ntbodo and procedure, admiuio\ratlYO orpnbetlon, and \be ceneral titn110 of 
adoiDistraUn iutltutlono to perfora efflc1entl1 and econoalcallJ \be larce 
tooko which will fall upon th.,. in the poot-defenoo roadjuot1011nt . 

9, The lmplemontRtlon of facilitieo for state and local pbJoical and oocial 
planning, ao thAt the poot-defenoe procru ce.n be deYotod to \l'lllJ producU•e 
and ooclall1 deolr11ble prOCJ'&lDI of public vorko and public oorvicoo, and loat­
rlkln& and 11\1Ck- reltillC aiDlmised. 

!hero are """l"1 other Uneo alolll which federal, o\ato and local goYenaon\ IIUit 

4 .. olop coordlnetod pollcioo 1t the emerc•DCJ 1o to be dech1Yel1 faced, and oacb of 

t.he propoo&la I hA'fe lilted h ouaceptible to almoot liai tleu embroider in& and 

•bollhhaent, 1 will not toke tho time of tbio audience ln exploring tho nooko and 

tt&&l>iu of tho bichW&JI Alld br-""T• vo ban encountered. CertainlJ, it la cloiiJ' t hAt 

cooperation and unified action denandillC a bleb order or adalAiotraUn oldll and la­

tecrlt7 o\ all lovell of goverDIIIent 11 deaanded in rull and unoUnted ... aaure. Tho 

Uoa hAo co::>e to forgot about etateo' rlshto and local auton~. e.nd to re11ellbtr 

statu• duUea and local reeponllbllltleo. The defenoe of tho .t.nclo-Aiterlcan W&ll 

0~ 4oiJ~~: lhin;;a, and t he aaintenance or tho .LMricaa for tboal who loTO l1bert1 and 

rtrptct tho dlgnitJ of .... are of 'f&ltlJ croater I.Jiportance than tho preu""UOD 

or IIhtlng patterns o! poll t ical povor in Raleil!h, or Rlebmond, or &ll)'Vhore ehe. 

• 
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n>• chall•DoJ• ot our &eneration 1a to the i1181iMt1on ot thooe to vbo• the 

""""'ment o! our federal, otate and local &o ... r ... nh are entruoted. Let thote 

01 
., c•ll•d on to oorve obecurel7 in the rear ranke ot the public """ice hlte 

we th&t our truot 1a not betra;red in thia ... ercencr b;r ••11 'O'iaion, b;r ••11 
1hollgbto, or by eMll actione. 

• 
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~ w a. ~Mn\&17 ... ~r &1'-Mw • u.. 
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,.v~ ~~ "'C:.A-·~ 

-t•· t/ ~(.it~ '6/t~/y( 
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TH£ WHIT£ HOUS£ 

WASH INGTON 

Julr 30, 1941 

1a or4er to a1...re etfectha coor41aa\ton of 
our aconoaic 4etaua affor\1, 1 ba.,. to4a7 uta'blhha4 
a n lconoaic Defanaa llo&r4 WIOI.er tha Cbairaanlhi'P of nee 
PreoU1nt Wallace. !"- fraan1'7 lle'PU-nt h to 'ba 
ropraltn\14 on tha Joart ~ rou or rour 4al1~tl4 r•'Pra­
oontaUn. A 110'1'1 of tba J.aecuU.,. OrA1r uta'bUihhc 
tl>h acaDCT 1• attacbe4. 

1 aaUcl"P&t• \bat tba Joar4 will prOYa to 'ba 
an atfaou ... - of ualt71ac ana l traacthan1ac our 
tCOMalo 4efa018 'Pl&al aliA poUOhl. 1 lhall 'ba ptoful 
for tha full a1111taaca aliA cooperation of your Depart81nt 
1n taollltaUac the work ulldartall:on 'br tha Joa.-4. 

The Ronora'bla, 
Tha llora\al"T of tha ,.._.....,, 
falhlacton. D. c. 

l noloaura . 

1R:! l 
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ESTA.l!LlSl!I!IU TI!E ECO::O'JIC !lrn:l S: !!<:AU 

By virtue o! tha author ity vcoted in ,,,. by the Consli­
tl:t1on ond ot.ct.utes or the Uni t.l3d Sl3.t es , by v1rtuo ?! t.he exis t­
o:o:cc Of !ln UJ\lir.ti ted l'tlt.ional enercency 1 anti f J f t.htt pUTJ)Ofle Of 
davol opinn and coordi!14>t1"6 polic ies , plano , and pr o0r oms d-.s1gned 
t~ pro~ect. and strengthen tht! 1..ntt!rn:r~io:~nol ccunor.U.c r rtlnt.1.ons of 
the Un~tatJ Sto t.~s in the in~A'rest of no.t.icnG.l doi'enso , it 1:: hereby 
ord ... r,d Q:J toll\)W:J 1 

l . 'O.C t..c.r::t "eCOOOJ.4iC dc!eno~, n '.thO~>')V )r USed ia thit 
C:do:-, caans t!.~ cnr.duet, in th.: l.:~t.ero't. o: n:.ti<Jr..ll de!ens& , or 
~nt.r:'l."l.t.i 'r.al eeor..,r.dc act.ivitL:!' ir''!7lutiing th0!4: r • lating •.o 
~":":)"":'t.:. , i,rw)?rt:- , t.he "\CiU141t!o:- and d1,pos1t.icn ot o.a~rW.s Md 
c~"":.""..)-i .. • ~Col:' fr,a ror~~~n , .. ~u..~tr1es 1r.e:u~1ns !)r .. elus~vt t.uying, 
trl:.t1c• ! .. ~ms in !or~igr. exc:~~~ a.~C for ..:1;:\-owne'! 0':" !')rd.&:-con-

183 

t:-.. 11 ·d pr:;:._rt ·, ir.ter-M.io!'"-li in·:cst.:"' ... ::t.s and e:<:te:lsit>~S n! er;dit, 
i"'.! ... ~!.!\G l:.d * .. !'"':l1!"0r+bt.iJ n of ,;o:X:s t..:l•':lni: countri.6S1 t.l\" ir.terr.&ti~nal 

:d~ct.s o~ p.'\t.e.,'t.s , 1:-tt.c.:'m .. tio::al ee:'J:!Un!.c~Ut>ns pc rt.ein!no to co=-
; rc", ~n! o~cr !Jro:rn ~con~c ~~~rs . 

2. 'l'h~'~re is he reo;; e3tabli::hod an ~C0!1ftrn.iC !)of ..~~se aottC 
,~.~t·o1"'1cft.or roforrcd to ~5 tho '1Soru'd'') . ':'he aor~rd ~1":..111 r:nsist 
·;· tt.~ nco }lr~.~id"lnt of the t:n.;._tcd St atol', wl'1J sh!Jll Sl)rvu as ChDi'r ... -an, t.."'o Socrt. t"''.r y of St!l.t.e, the SccN\.11';,' of tha 'tr·l".:Ju:':l, the Scc­
r·:::O:'Ir;t of ','/l'lr , t.he 4\ttorney Ge:lor al, th3 Sgcrct.cry of t.h'J J:!tvy, the 
J.J¢1'•. teor:t of Ai:rieult...u-e , '::. tx! tho SocrG. t~r y of Como rca . "M.e Cha.ir-

1:"1 :-..~y, ','i'ith titr: apprnv;J.l ,:,f the ?rtsiG·:mt. , O")point tJ.d<;lt.ion:ll r:teo-
1 r !ll •..o ~:nr- Hcvd . Ench me::tber of th:. Boar'-, othar Uvm t!te Cho.ir=.an, 
-r../ d'~iin&V !lt. !l.lt.·r:·et...: !'l-o:t a'10ne th ... ,.rr1c~:..ls or his r>:;v:r t:i!nt, 

... ~:\tc" t? thoi;; ~"cn~in•~i~ U;J;.>rovt.l. oi' tr.e Ch.e1rr.-.n.n, c.nn :;1,.1ch nlt.a!'~te 
:: .. ,.,. c.c:. t,r :me.~ ::..:c.b_r ir. :U.l r-.::.tter s r~#la.tin.; to tht. ~rd. 

~ . :~ !'urtr. r~~eo of $UC:t. .,oHcilt :.n1 ,C,j6c t.i\'-S as ~ 
:-:- s!.J '1'.t. \"":\': :r~;l t!.~ :..: t~ d ter.~'l , ~~~~~ :;o-r d :!:·.11 n-;rf~ 

: : l·"'~~ol t · or.et1. !lS ~ 6'lt". .. :\: 

a . ;.. ::i .. e tl.e P!'~s.i!tr.t. as t., ~:?t..,::'lic le.:."tnse -~a­
S'JrJ3 t .J b~ t.ai:e-:1 cr !'t.;t.C:~·.c, ~ t,'\ ')I) r:-f'>r.:"" 
~~t:h are oe~s.e::ti"!.l ·~ ~tr. ~t!ec•.!v~ c!'i'~ ... se of 
t,; ~ ·;;.ti. .... n. 

b . Cc~r.!.il'l"l\.e tJ;~ f;ll:icie3 o.~,! a.ctior.:s t · he sev~rnl 
d lra.:t.::- .~~t.! ant:. <Jf1~l1cios ca.rr:ti."''S on activities 
rulnti~~ t~ ec~nJniC defer.so \n ord~r vo a~sure 
un!.t:r a.nc' b:~.ln.rce in the n:,pl1.cAt.ion of sncb cea!l­
urg:; . 

c . ~velop 1:-.-:,... b--- ::,.t.:d ~c~r.')~1e deron n pl·ll".s and .?r.o-. 
t::'6-'7..S t )r .::<:"~:::·..Jtnat."Jd s.ct.1.Jr, b:: vt.•l d·:m~rt..-.en .. s lin~ 
l'lt£·~"'od-!s c'~c ..... r :<.IJI! ZiT'1-! u~" tll t\~;.!".,?r1At.•t c.,~s to 
3S:---...r· .. t.:".!t~ :r:1ch ;>lans nr.'i pr,;~r~'l.S o:t: c~rr!.e~ ~to 
of!'4c:~ b~· s· .. cr. cLptir•-=~~ .... t.s Q.."\d :l•~:1cirs . 

d. ~l !:"·-· ;, .... :;::"l.t.!?:-~ r .1 ~1·1.:.s4 to..~ P:es•:;e:-::. ?t. !he 
r~~ti:~,~~~-?~ g~~~?~!c ~-!•r.:t (as t'~it.~d i c 
~:.::. ·r~~ .l ;:,··G-3''.:'!:! •..o ~..,s:-"r>ar ec:r.~·;ic r ·"c:-:­
str:..c ·~ -=~ r:_= o;:: ·~. · s:. .. ;Js t." be -:..~•~ -..c ;.:-?· .. ~et 
t.t'-.0 ·:-~-!'! '.:)03!." 1...;:": ·~ .__:-,., tn!.· ed s~: .:t ~~ ~ u.­
' li!!.. : l..'J ~.!..._'t-!.-at.::'""'•• ::" ~Q'.:, .... , po :..:"-':.i=A i::"A :'­
r'"\ " .. i;.~~t.:.. !'~'!:::::.!:: !'J::~ ... .,:-.s!':!:": . Regraded Unclassified
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•· Review pro;>o~d or oxist.inoc lo(;ialat!on rohtin& 
~~ or a!tecUng econO<Uc dotenao Olld wit.h tho 
ap,roval or the Preol<iont, l"tcccnend' such nddi­
Uonal lcgidnt1on as a:.y bo nee?uo.ry or desir­
able. 

4 , Tho .:ullllinistr3~ion or t.he vnrious acUvi~ica rel:lting 
10 0 conooic dotonso ohall r •Nlin with tho severnl dop•rtment.s Md 
aj;One!.os """ chnr gud wi t.h such duties oot eueh cd':linis~ration shall 
co<ll'on:\ t.o the policies formulated or approvod by t.ho Board. 

s. ln thu stud] or pro~lo~s ond in tho formulntion of 
pro;;ror.>o, H ehnll be tho policy ot tho B«1r<i to collnborato with 
,xhtini dop~rt1:vmt• ond ~~&oncios whic.h por!orn functions and nc­
t.!vHiva portoining to econooic d.l!onso and to utilizo their 
ao:rvtc•s ond fac.ili~ios to U.o oaxiaw1. Such depo.rt::l<Jnts 3nd agen­
cloa sholl cooperow with t.ho Boord in elc&ring proposod policies 
Q.tXl Der.~ures in\'olvint; oeonor.rl.e doft~n8e consid~Jr:ltiona .lnd !hall 
:u;>pl;t ouch infon:n Uon Me! da:.a 38 the !lcxn'<! .,._y rtquir.: in por­
tomin~ its tunctior.s. 'l'he Boord m.y arranc• tor tho eatoblishoent 
o! cc::nit.Wos or grcu;>s of aMser!j, !" ... p:r~oont.1"' two or aore de­
parloCIOnt.S ~d anencies as t.":.e c.lse na:1 require, to at.udy and develop 
•c:mcx:d.c de!ense plWls ancl proura.LJ in ros;>ect. t.o part.icular c~ 
ditite or services, ceographical are:a.s, t.ypoa ot ooasures th3.t a!J1t. 
1>1 .xorched, and other ~•l<>ted ..a~tors. 

6. To !acilitetc unity o! ~ct.ion Qnd thu oax~ us~ of 
cx1s\ln0 aorvices and facilities , each or tho tollowina departoent• 
nnd 4~enctos , in addition to the dcp::u·tr:~.ento and oaencies represented 
en tho Bo:u-d, shall d!sign~te n rospons1ble officer or oftieers, sub­
ject. to tho r.pproval of t.h9 Cb:lin~, to ro;1rtJaent tho dcpartocnt or 
'~one)' ln !to cont1nulns relntionships ••it.h the Bourd• The Dcpart­
ne:ota ut tho Post O!tico, the Interior, nnd L:lbor, the Fodoral Loon 
•s~ncy, tho United States lltlritioo Cocnission, tho United S~atos 
ta.ritt Con:.itJaion, the Feder<ll Trade Coamia3ion, t.he Board of C.ov­
ernor3 or th-: Federal Re!larvc S;,·sten, t.~e Securi tits m\d SXel'wlge 
Cacnise.1on1 the N4tional Resources Pllll'nina: DOArd, t.he Defense Cor.l­
cuntc~tions Boord , the Olfico of Production UIB>&taont, the Office 
of Price .ldnlnlstration ar.d CiviliAn Sup?l'J, the Oftlce for Coordi­
n.at.1c."'' or Cxr.erclAl and C\tl.tW"cl. P.eleUons i:let.WOJI\ the A.:~rica.n 
Rt,>~oblics, the i'un::11nent Joint iloord on Deronsc, the Acbinistrator 
·t Export Cor.I.Ml, tn• Division of :lefense Aid Roporto, the COordin­
wtor or ln!Ol'IM~ion, .:md s,;ch 3dditional depe.rV.O•ts ond asenc1es 
as Ill• Clwlr=~ ""7 rro::1 t1.-.e to tlce dewmino. Tho CMtmon shall 
provido ror t.he !'ys~ootic c:ond~ct. or Wsir.CI~ •1 th 1-he forego~ 
depar~~ta and 4toncics. 

7 . The Chn1rr.13.n is ::.uth:>ri:cd to c.1ke all necessary ar­
ro.nttoncntn, \'lith the ~dvice and US13t.MCO Of tho So!lrd, for dis­
ch&ratnc ond perforning the reoponsibil1~108 and duties required to 
carry out the.' runct..ion$ and euthoritios set torth in t.h1s Order , 
3nd to r...,k~ finJl decisions ;!hen nocasst\l'Y t.o ox9adi t.c the work of 
tho So.\rd , Ho io furtt.ar a\lt..~orizod, wil.hin tho lillUts or such 
~unt!a os ""¥ be QJ.loc\ted to the 3011rd by the J>rooidont, to ooploy 
!'l~c~aaQry pt~l'SO:lt:el and ::~ak.J pt'OVioion for th\l neceaso.ry a~plies, 
facilit.ieb, ;,n~ eJlrvices . i'hB Ch.;~.ir~ NJ.y, "1th t.ho &!'Proval of 
thJ Pra31don~, ap~otn~ an exccutiva officer. 

July 30, 1341. 
·- - ---------
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FBOII: liB. OASTO!I'B orrxcs • 

TO: The See re tal'f 
•• •• •••u•~••••••••••••••••••·••• • oooooo oo oooo oo o•o 

~he V-12G, a Dougl a s amph1b1an p i loted by 

St onerock , e'll1et ed p l l ot, e..'ld wl th a crew 

ot two , ia ~~eported atnca 10 a ,o • • Pnc 1fie 

t!Ju (1 p .m. :SST) . She wet cruU 1"6 n at or the 

Farallonea, off San Francleco, w' en latt reported . 

of :•avy plabes arc oeorch1"6• 

- -
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t...Uahlt ftU...UC llle -•lac wUio llle lrttlalo llelt la tile ~....,. •• 

ottloo 711l trdaT Jteruea •• 3 • ' a~elr . ....... . Plollllpa ... llw1~ atepp .. la 
UMor ltoNI&I'1 Jell'• tffl .. for • fft alaalea •• talk wllll ........ Jell ... O.ellraa . 

Wllb rat ere••• h I be lafenaUea allloh Ill' . llw1~ W ........ Ill' . O.aUaa •• 
A~P~' z. 1941, aat ,...uftlal'lt •u• .. , ••• la • · ..... , .. u._ at 1a11 25 
11 ftteoul llallfaz . allleh M&MCt •• allaoloH Ia Ill'. 0.aUaa'a _,...._ ef 
Uptl 2, l\ •• ocreM lllat Ill' . o.•aa tllev.U. .. an11 \lot ral'tlp hMa O.aln1 
Ct•llloo wUh ratptol •• llaltea wllh lb Chluoa ......... , • •ulot.act .. atn1. 

• • lbo \ oJO -•lac la Ill'. Jal~' • eftl .. Ill' . Oealll'aa repan .. \lie hfanatlaa 
llllltll l bo ,.lUoll W aallal\1 .. AM aha 1M .. ...,aaUaa wl\11 ... ., • • PlollUpe aa4 

lo.to, , II •• ~ \bet .. '-Ueh 4aeldaa •1114 lie ...._ •• •• wllatloer 
the Vll\14 llaho we..U wl- llle u .. ef a repl't-hUft ef \lie CMMoa • ......,.. 
Ctatrol Oo.a!UM Mahc Ia W.ollliiCMa •• ul •• 1w ... wllll ev hl'tlp ,_.. 
Ctalrol. II .... tlMIIIpl a4'1'laa\1a ......... ten1.,... ... wlle ~·· .... parU-
nlar l1 lo ••lt reparlt fna Ill' . rea , la Cllba, ... \lot anhal af Sir oua ll-or 
•• "'" troa l.ea4ea ta CU.Cldac . Ill' . O..Uaa te14 Ill• o...ute• tllat 11_.r ,.., 
... 11 rtUI& &114 abeal4 loa la Vaalolac"a .... -11:. Jlr , Willie Ptp&rt .. --nllll 
hi t eo ... roa\loao with llr . ... .,. a. ,uoUoa lt 4tf1a11tl7 lleftn u at It wllelber 
-'•lc• u CblM" fnMlac , .. ,uaaa .. .u 11e e\lalaH til'tatlt fna the Clll­
lo'laoq , or ffta Dr. s..ac. er tna- repn-l&Uft ....._tile c.t- lllalalrr 
ot 1buoo a1~1 .... lotl't la tile- ef \lot Clol»M Ia....,.. Oeall'tl. 

1'\h .. .,.lac 1 ....al-t ....... -~. ,._lal o.a .. ~r at the lrttlalo 
!'abuq. lb.t alteol>M 1'"'' &M lh eul"v", .. -ftliC tlot c.t .... fn"llll 
, ro\l«t . 

41 IO:JO t bll ........ 1 hleplleM4 llr r.-.enelr Plollllpo, Hfarl'llll •• au 
conoroatloa af , .. ,....,, ... •• ... . ...,lq'a leiter &M .. tltftftt , Slr r.-.erltll: 
OC't•• l llal \hare waa .. vp~ La ev la4lMUac tile -haa pall Uta wi\11 
,...,.., lo lla1Ma with tile 01o1 .... O.alral .,,.....,. o.-1.""· partlftlal'lt la 'lift 
t t lbo l bb tl ,.....,.ph tf \lot •• ....- ... ..,. ,,.. c. ........ h r..•·· "'' .. 
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seneral l 1oan••• auaber a2 aDA aa •• aaea4e4 rebraar.r 
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P ARA PH RAS E 

A per tinent portion of e. telegram (no • .)}4) ot 

AIJ...Uilt 6, 1941 from the AmerictlJl Ambe.aaedor nt Chnneldng 

r~r~s su1at~ntially aa fol lows; 

.\lthoueh the outlook at present for crepe it favorable 

1n unoccupied China o~ reopened accese to 1uppl1es in 

other GJCrketa or buntper crop& would solve the problem of 

!coO .. ru.ch, e.a b the case with most other c<llll!lOdities, 

11 cerely n Cl\le&tion of not enougll gcod.a to meet the 

rf'Qilire:oenta. Although there we.a n ali~t drop in price 

o! rice, t here we.& <\urin6 the month a c.eneral riae in t he 

T lce lev~l. In!~tion broue,)lt about l!y heavy currency 

1tsucs ~o meet the w .. e deficit of the Government 1o still 

n l!llltter of serious concern nnd experienced observers of 

econo.dc end poli tic:.ti. trends in Chioo. have U t tle con­

fidence thnt in the near future there rrBI/ be expected e:Ill/ 

eubat rntinl Improvement in the sitUiltion t ltl:lout;ll it ia 

l"f'POr t •ci thnt meesures of intem"l fiactl retorc en' being 

inatl t u.ted. Ae verioua interests , includin, J.mericsn leaf 

~obt>cco, were concerned on acCOUDt of r eports of proposed 

tobacco end otr.er monopolies, the n.baaey inquired in­

formally but unoff1c1elly in r egord t o the motter end was 

l nfol'lood that the proposds ere still beint. atlldied. The 

!~orlccn Ambrs~or took occasion to emphnai ze our Govern­

=cnt'c dlat~pprob.otion of monopolies of r eGtrictive nature. 
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The difficulties in the wey of 1o;>rov111c, or~zing 

rnd controlline. tr~ffic over the Burm<l BocA, which are 

~l1ticel PB well as e.dministre.tive elld t eclmicel, ere 

otill ct>ua1ne; e. gree.t deel of concern. Dr. Beker viaited 

Qlun;J<inf., tellced with venous Chineae officiPla incl uding 

Gentn:l C.:li.eni; Kei- ahelc end o'bteined e. prOIIIJ.ae of eontimled 

IIQPOrt. The '211be.asy ia of the opinion, however, thet it 

1a l1l<e4' thet in order to make eullatmtie.l progese 8lld 

melee certain the efficient or;;rni ze.tion and maintent'nce of 

the Burm RoaQ sa the on4' remclning line of suppl¥ to Ql1ne. 

the mellflurea recOIIIDellded 'bf Dr, lll>lter and t raffic experts 

will have to 'be enforceci ea lllilite.ry llleMures 'by competent 

mil1 tor/ e.utbori ty be. viii& 'broed pow era to override apeeie.l 

veated interests and provincial autboritiea. Condition& 

on tM ~ Rood are now 'beine; studied by Arnstein and 

hb pert)', who visited C".<nm£)dDo; e.'bout the aiddle of J~. 

llr. Owen lettilllore e.rrived in Qn~n., to teke OTer his 

dutiec as e.dvieer to General Chicng Ke.i-abelc. 

'1k:cop1ed 8/13/41 
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Socret&rT of Ste.te, YaahiDCtoll 

Auguat 6, 1941, 9 •·•· 

1020 

SDICfLT CONJ'IDJm'UL 

!bo lev York h.ea4 office• of .t.aericaa baolr:a bore 

laotncte4 tho•• baalto to C(lnnl.t thlo Ccanlate O..ral 

bot ore 4oallDC vi th tlraa which aiel>' be ouopocted., ln 

coDDoctlcD vi th the fr•••inc o1"4er. It v .. apparut~ 

or ""' preperiDC a llat of tlrao ln China to vboa 

llceao'" ol"41narl~ voul4 not be craate4. !be llet 

rcq ... ote4 ln the Depe.rta .. t 1 a circular telecraa of 

.1ulT 24, 5 P••• ll bei iC prepared aa4 vill soon be 

t oi'VBI"4e4. 

/ 
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,AIW'IIM. or n• •••• ManU 

.... AMI't. ...... lllla,e haeNl, .... 1 ... , ., .. , 
fta a.a. 

DAHl ..... , t, ~. f '•"• 

l Oot .. 

... tUM& .. .... 1.-1 .... , .... , ... u..u, d • 

..... .uu al ... ..,., ,... ....... , ,...ll ........ Ill& 

the ph•-•• et le., b., 1a U.. eteru .. tllee. De 

AatrUaa liMb 1a leq lUI aN ... ,. ... u.,. a.wnw, 

t~teaaH et ...ntauac telep e ,._ .a..a. ... etn. ... , 

thf1 an ••• tat ....,_.,... .......,.. .... ...ruloa alit 

b t1aaaftd elNlee. !111• h ....... , .. ~ tiM •14 wu 

h arnftl ef efflebl ....... ,_ ....... . 

PaJ.rlJ larp ••• Mft he wl....._ t'NII 1Mal "'* 
_,, liT Ul.l CllalattM. lewna, .. ,.ate ale'•· 

A ..., '' SUW.ttn ~ ... e•, u • 'd • 

••· ..,.. ........ pl•• .. pJ.•• ., ... ...,. u•-• .... 
N w • Ual•dn •wrel ""' e '•• ..,. .. .._ NMlftl 

,_ ra 11M 1e 1a .., .. ,.,. .t.t "'' ..... u .. , eeplee 

ban hea n 11pu .. " .-.. leed ... n ... 'lldke. O.,lee 

llaft al• ....... " ealJ he ~-- .... _, .... . 

lllle • .u .... ,., ... ...u.... " ea1llt' .... . 

1a ftcaN te .. altllaUea h .. , it w&U h e..tfte& 1a 

• tublp' .. w Jllet ae u llae ,.. • ....... " .. 

PI'OIPMtl.n euwlMn et u..&e 11la .... ~ ... -.. ... 

or \he latteP'e laeblloa 1a tM eteP11q .... . 

.t.w~ 11d .. ., teeter 1e tM ale ..... et tllllt 

111.ua a a •• et -. tlllw• oar .. .., tteMUaatl• • ..... ........ 

• 

• 
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,... .. .-u u _....._..._, .. u .. ., 1 :••...,. 

.,,.1 ..... , llaa 1IMa I'Melftt ...ULahn, llr ,_,, ,._.. 

all ........... ·- tl ......... , , •• u. 
lallrta&UO& ad ...-ate4 te PeLJill ... , ..... 

() 
.!Et!' 

IPDI 

.. ~ 
I 
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In reply retor to 
EA 84o.5l rrostn Credito/2854 

tbt J!ono,..blo tho Secretar:r o! the fr•wr:r an4 onc1o .. o 

th cop1oo o! & par&phr&oo o! t oller- llo. 199, cl&t o4 

AU&IIIt 2, 1941, !roa t ho .lMr1C&Il illb&oo;r &t Pt1P1D«, Chi•, 

1n rop.rd to t ran1 peraito ! or .bor1C&Ilo IJI llortb China 

and the &ttHu.4e or tbe Ja,panoo• with rupeot to tho 

troo s1D« rogul&t1ono. 

lnolowro: 

Fro• !lllb&oo:r, Pe1p1D«. 
Jo. 199, AU&\lot 2, 1941. 
(Six cop1oo.) 

.1' 
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PARAPIIRUi1 Or Til.iGIWol BiCU'Bil 

!'ROlla Allerican labauy, Ptipiac, Chill& 

DL!l!li:a Au&Uet 2, 1941, 5 a, •· 

110.; 199 

Tocla7 a epoa..., ot t he Japan11e Ealba117 here told the pren 

w t 1t tbt t ranl peroih tor .t.aerieue hl llort h Cbhla bad betn 

btl4 up it •e 411• t o a ailtmderet...41ac b7 the ant boritiee of 

Jepan. Be further eaid. that ouch a a11W>derttu41DC •e bei!IC cor-

rteted 'b7 tho itwanee of new i notructiono. 

Accor din& to reliable information which I ba~e recei~td., a 

deltpt1on fro• the Bei11111n Bui-Cbin .. t political part)' in North 

China oponoored. by J apaneee--recently atked a Japaneoo authority 

what attitude they obould aoouao toard .UtriCaDo ao a rer.>.lt of t he 

1111!ttd State~ !reeling regu.lationo. In particular, they atked 

.eethlr the;r obould aeouao a bootilt attitud.e. !boy were intoroed 

'b7 tho Japanllt that tb.e;r obould. not , b)' an)' aouo, ao- a boo-

t!lt attitude a t pr 11ct t card. .t.aerieano, 

.Ul a .. btrt of the otatt bert, ao well ao .t.aeriCaD 'buoineo .. en 

with whoa •• ban talked., art of the opinion that ! n ep!te ot. th o 

o!tie!al Japaneoe proteot at!ono which -nat e f r om Tolr.;ro the 

Jo.panoot were not pupared tor the oation which •• talr.on by the 

U'nitod. Stat11 Oonraent 1n regard t o tho trttdDC of Japanoot ••­

••to. Ao a •thr ot tact , tho Japan .. • were t aan b7 IIU'Prito. 

':lw7 were and. ot!ll art, to a lar&t extent, undecided. ao to the ox-

toot o! the COIII>ttr _..,..,. ud. the ......, .. of a ppl)'ing and. entorc­

l~~;t IOlob -onreo. 
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'l'hh tolopoaa •• oent to tho Depo.rt•at; ropoahd \o "'""Pi 

an4 Ch~D6· 'l'he codo hzt •• ooa t to Toqo 'b7 air ail oacl<. 
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