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NoYeaber 27 , 19~1 
9:12 •••• 

BMJr: Hello. 

Operator: Mr. r orreatal. 

l!MJr: Hello. 

Jemee v. 
f orreetal: Henry, are you booked t or the Aray-Na•y game? 

HMJr: Aa I booked t or the Ar.y-Na•y game? 

F: Ob huh. 

BMJr : 

r: 

l!MJr : 

F: 

l!MJr: 

r : 

BMJr : 

F: 

BMJr : 

r : 

HMJr: 

r : 

l!MJr: 

F: 

No. I don't e•en know when it's coaing. 

Well, tbat'e coaing- you oan 't be eo inditterent 
to the SerYioe as that, now, Henry. 

Wbat'e the matter? 

It 'a coming Saturday. 

Thie Saturday? 

Would you want to - would you like to go? 

Jim, I think we' r e going to the country, but I -
our plana are to go t o t he country. 

I see. Vell, do you want to - you probably - do 
you want to oheok and let ae know, it you and 
Mrs. Morgentbau would like to? 

Vell •.... 

We're going up i n the 11orning - Saturda.J aorning 
by oar • •... 

Yeah. I will check, end I could let you know by 
ea.rly this afternoon. 

That's all right. 

It' s terribly nice ot you t o think ot us. 

Well, I haven't seen you in a hell ot a while. 
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HMJr : 

r : 
HMJr: 

r: 

- 2 -

I tboucht U a1gbt be a obanoe t o 41oker. 

Yeah. Well, 1 would l ike to eee JOU gaae or 
no gaae. 

All right, Henr7. 

Thank 70u. I'll let JOU know after lunob. 

Oka7. 

2 

. 
• 
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RE TAXES 

Present: 

Blough: 

H. Ll. Jr: 

Blough: 

H. L:. Jr : 

Blough: 

Ur. Kades 
Mr. Blough 
lilr. Paul 
Jlr • Sulll V&n 
Mr . Groves 
lf.r. Tarleau 
llr . Buffin::;ton 
J.ir. Haas 
Mr. Cann 
Ur. Foley 
Mr. White 
Mrs. Klotz. 

November 27, 1941 
9:30 a.m. 

Here is one of 70ur charts. 

Do you want to stand and explain it? If the 
others don't see it, they can listen. 

These are the same as I had the other day 
except for different companies. This one 
is General Uotors--

Let me see it . I don't care whether they 
see it. 

This one is General Motors , which is a big 
.company . It has three hundred forty- seven 

, 

3 

• 
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H.M. Jr: 

Blough: 

H.M. Jr: 

Paul: 

Blough: 

H.M. Jr: 

Blough: 

H.M. Jr : 

Blough: 

H.M. Jr: 

White: 

H.J.!.Jr: 

- 2 -

million dollars worth of income. I t had 
adjustments of eleven million dollars 
excess profits, credit o! two hundred 
seventeen million, leaving excess profits 
income o! a hundred and thirty million 
dollars. Its excess profits tax amounted 
to seventy-one million dollars. 

They earned how much? 

They earned three hundred forty-seven million 
dollars . 

Whew! 

What year was that, Roy? 

This is 1940. 

I am only working with '40 . 
anything else but ' 40. 

-
I don' t want 

This is the return as filed by them in 1940. 

Somebod7 in General ~otors told a friend of 
mine the other day that they ea.rned as much 
in the first six months aa they had in all 
of last year. 

That is a lot of money . Down here we have the 
computation of the normal tax showing sixty­
six million dollars normal tax--

Did anybod7 leave the room just now to buy 
some General ~tors? 

We will buy the room and sell it short after 
we get through. 

The point is, did anybody leave the room? 
(Laughter) 

. 
• 
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Blough: 
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White : 

Blough: 

Paul: 

Blough: 

- 3 -

It is too late now, Harry. 

You saw the charta last night, didn't 70u? 

So we have about a hundred and aixt,r- five 
million dollars worth of taxes altogether, 
a hundred and fift7-five million. 

How much? 

About a hundred and fifty- five million 
dollars worth of taxes . 

How much did the7 have left over? 

The7 had left over a hundred and ninet7 
million dollars. 

What ia that proportion, about? 

5 

That proportion of three hundred f 'orty- seven 
is about forty percent . 

They had about sixty left over? 

They had about sixty percent - a little less 
than ai.xt7 percent left over, between fift7 
and sixty percent. 

What ia their net value, ia that there? 

That ia not on this ohart. They didn't 
report that . 

That ia about a billion dollars. 

We have some figures of our own. It DIUSt be 
at least that. They have been making around 
twenty-four percent or thirt7 percent on their 
invested capital. 

Now here is a case of the United States Steel 
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Foley: 
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Foley: 

Blough: 
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6 
- 4 -

Corporation where they are on invested 
capital basis, and they haven't made up 
to their invested capital oredit. Their 
inccae begins here and gou onr here . It 
is a hundred and twenty aillion dollars. 
Their excess profits credit is more than 
their incoae b7 fifty-seven million dollars, 
so that the7 are going to hue an excess of 
oredi t to carey over to 1941 which they can 
use in 1941. They of course have no excess 
profits tax and merely have the normal and 
surtax on the re~ar income of the comp~, 
the hundred and twenty million. 

They pay nothing because they have a high 
capitalhation? 

That is right . In relation to their low 
earnings, or low earnings in relation to 
·capitalization, either way. 

I didn' t know that was the situation on U. 
S. Steil. 

Are those figures,a hund.red and twenty mil­
l ion and three hundred forty-seven million, 
net or gross? 

Those are net income figures . 

After all operating expenses? 

After all operating expenses as filed by the 
oomp~. 

Give ne that U. S. Steel agai.n. That amazes 
me. 

U. S. Steel had a hundred and twenty million 
dollars . In addition to that it baa certain 
adjustments over and beyond their normal tax 
income. A hundred and two million, I beg your 
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Paul: 
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Paul: 
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H.M. Jr: 

Blough: 

Fole;r: 

7 
- 5 -

pardon, slight adjustments there . But their 
excess profit credit was a hundred and sixty­
two million dollars, so that they had left 
over fifty-seven million dollars of excess 
profits credit. Next year that fifty- seven 
million will be carried forward as a credit 
against whatever income they make next year. 

They carry it for one year? 

Two years . 

They have to make two hundred twelve million 
dollars. The hundred and sixty-five plus 
the sixty-seven, before they are subject 
to excess profits tax. 

What was their excess profits credit? 

A hundred and sixty-two million dollars. 

And twelve times that approximately would 
be their invested capital, wouldn't it? 

Tb.at is substantially correct, yes. 

What would that be, then, a hundred and sixty­
two times twelve? 

A hundred and sixty- two times twelve would 
be about a billion nine . 

Well, now, let me ask you this . It is amaz­
in~ to me . You people might have all known 
th~s, but certainly it is an eye-opener to 
me. Could you do - if you haven't already 
started , I would very much like to see 
Bethlehem Steel . 

We have asked for t hat . 

That will be just like this one, won't it? 
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Paul: 
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It will look very much like this one . 

I would like to see one of the smaller steel 
companies like Inland Steel or Republic 

- Steel or one of those • 

.Ul right. 

One of the new ones that don't have obsolete 
stuff to put in the capitalization. 

'Hey not just run through the steel and see 
the difference between one induatcy? Why 
wouldn't that be a good angle? 

Of course, because the assumption that the 
U. s. Steel can have such a lar~e capitali­
zation necessary to do that bus1ness will be 
shown up when you take some of the other 
steel companies . 

Well, whl not take Nat ional Steel and Inland 
Steel and Republic and then take a little 
one with a high specialty like Ludlow who 
makes only these special tool steels? v~ 
not just stick to the steel and show the 
tremendous difference within one industcy? 

\Vhat we might do is to have three of four 
charta made up on steel and then have for 
the rest of the companies the figures so we 
can say this company is just like this cha.rt . 
Or would you like a chart for every one? 

I would like one for every one . There would 
on.ly be about eight or ten. Don't you think 
so? 

Yes, and I think somebody ought to get started 
in Georg~s shop at once to segregate the 
group of steel companies that you are pick­
in{I out to see which of those are sufficiently 
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similar to Justif.y the conclusion that the 
capitalizat~on of the United States Steel 
does not represent an adequate basis for 
determining what their profits are . I 
mean, it would be hardly fair to compare 
United States steel with some other corrora­
tion that is making high-grade apeoialt ea, 
but it certainly would be fair to compare 
them with several other steel companies 
that make the same type of product and 
which have a far hi~her proportion of 
earnings on the bas~s of their capital. 

Well, Harry, there are ten or twelve steel 
companies and then let's take a look at it 
and we can all begin to anal,yze it, but just 
before I - I want to get to you - what were 
the net earnings of U. S. Steel? 

U. S. Steel? A hundred and two million 
dollars. 

And holT much federal taxes did they pay? 

They paid in federal taxes thirty- one million 
six hundred thousand. . 

Well, now, is it an accident that most of 
these are paying about a third? 

The tax rate is thirty-one percent, which is 
the reason Why it tends to be around a third. 

That is without any excess profits? 

That is without any excess profits. 

But even these that we have seen, I haven't 
seen any with excess profits who have paid 
more than that. 

General Motors pai d more than a third. 
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Well, forty percent . 

Something over forty per cent . 

1.0 

Why do they keep tellinf me these companies 
are paying sixty percen ? 

We will get you two or three of the war 
babies in here . They are paying around sixty . 
They ought to be in tomorrow. 

Don ' t you think, Paul, it would be a good 
idea t o get a whole industry? 

I do. I think we mieht get two or three 
industries, though. 

I mean, they can' t turn out--

Some , we can 't turn out so many of these. 

Mr . Secretary, some of us are accustomed 
to looking at figures rather than charts and 
if it doesn' t stop them, what we would like 
is if somebody would do that with a great 
number of industries just in a col umn of 
figures and make as maey charts as they can. 

Talk to Roy about it. 

Wel l , we wi ll do that. 

I think I would like to go through, because 
if we can show the difference within one 
industry and then after that we can take the 
airplane industry, if you want to , or the 
ship building . There are not so many ship 
building companies . 

llot a great many large ones , no. 

I would like to see the airplane industry. 
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We have quite a number of ai rplane ones. 

Why not go through the airplane industr;r, 
planes and engines? o 

We have alreadf asked for four or five or 
six of those . 

Do that. I think that would be the most -
I am simpl;r astonished. 

Do you want to look at another chart? 

I would love to. 

'l'hia is not an individual comp&n7. This ia 
statistics for 1940. 

Do ;rou have the gross income? 

I would have to check that up. Gross receipts 
or gross income. 

Well , gross receipts. 

Well, it certainl;r would be in the neipbor­
hood of two million dollars . It certunly 
would be at least that , but I would have t o 
cheok on it. 

But we are going to run through the steel 
first. 

Yes. 

Is that all right with you, Paul? 

Yes, indeed. I would like to see the charts 
on that and see the figures on several industries. 

Vlell, you can talk to Roy o Go ahead . 
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We can just hang this somewhere . It isn't 
necessar1 to go through it in detail. Here 
we have the income brackets under five 
thousand dollars, five to twent1- five 
thousand, twentr-five to !iftr and so on, 
and in this bank here we have the number of 
companies with excess profits taxes. These 
are the taxable companies. Practically none 
of them had less than five thousand dollars 
o! income because ther are exempt unless the 
net income is different from the excess 
profits tax due to capital f~tns and losaea 
and dividends or something • e that. By 
far the biggest number was in this five to 
twentr- five thousand dollar group and then 
there were nearly !our thousand of those . 
Then ther go on down until over five million 
dollars - we have a very smell number of 
companies. 

On the other hand, we have in this bank the 
net income in the pink, whatever that color 
is, and the taxable excess profits, the 
amount of excess profits subject to ~ax in 
the green for the different size companies 
also. The ~ink beine of course natural 
because he 1s much bigger than the green. 

And then at the bottom the income taxes and 
the excess profits taxes paid bT these 
companies, !:he income taxes in the blue--

! don't get it. Start all over again. 

It is too complicated, I will agree, but 
this chart has th.ree banks. NUmber of 
returns, amount of income, amount of taxes . 
Number of returns b7 the size of the income 
of the companr. Amou~t of income of those 
corporations . The corporations with fiftr 
to a hundred thousand dollars of income had 
this much income and t his much subject to the 
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excess profits tax. 

What conclusion do you draw from that? 

Well, it shows that as usual the largest 
number of companies are small, but that the 
big amount of income in excess profits tax 
are in a few big companies. You could cut 
off - you could cut a line r ight down here 
and out out all companies with less than a hundred 
thousand dollars of income and you would elim­
inate three fourths or more of the companies 
subject to the tax, but you would still have 
a very great bulk of the income still subject 
to excess profits tax. 

Does this show whether we get it or not? 

This shows what we get. 

That also is the best reflection of the con­
centration of industries in the United States. 
That is the best picture of the bigness of 
industry because you notice those extremelY 
few companies in the last two columns in the 
first bank get a high income in the bank 
below. 

It also shows, does it not, that - in the 
middle chart the green is the amount of in­
come sub ject to excess profits as I under­
stand it and t hat is a very small proportion 
of the income of those companies in all 
examples. 

That is correct on the average. These are 
t axable companies. These do not include 
companies which were not subject to excess 
profits tax and the great bulk of them 11ere 
not. 

Which would accentuate the tendencies in that 
chart. 
Have you any figures showine what percenta.e;e 
of the companies ere subject to excess profits tax? 
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There are here around twelve thousand five 
hundred returns out of five hundred thousand 
corporations, of which about two hundred 
thousand had an income. Most of them were 
eliminated because of their size . 

Well , I have some other charts, but I think 
that is enough for today if I may suggest i t. 

All right . Roy, let me ask you t his question. 
Is this impression that I have got right as 
far as we have gone? After all, l et's for 
a minute just forget the inflation angle on 
the thing, see . Let' s just talk revenue for 
a minute . If you were told that you had to 
get "X" billions of dollars additional 
revenue , where would you look for it? 

That would depend on the size of "X" , Mr. 
Secretary. 

All rignt, five billion. 

Five bil lion dollars? 

Yes , 

i'lell , I would kno1' to begin with that I 
had to ~o for the bulk of that five billion 
dollars to the mass of the people, because 
I would know that that five billion dollars 
just wasn't left in the hands of a few 
hundred or a few thousand people at the 
top, so that I r1ould have to go to the 
bulk of the people. 

Let me ask you this way. I will have to 
lead you (Laughter) How many more billions 
can you get out of the corporations? 

. 
• 
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Row aany more billions can 70U get out of the 
corporations? 

Could we go back a little further and ask 
what is the total corporate incomef Let ' s 
start there. 

That is a good point. 

Let's see, I am not sure that I can tell 70u 
offhand. I think it h around thirtHn 
billion dollars. 

well, the excess profits tax net inco .. under 
the last act wae about !iTe, wasn't it? 

Let's take this act. We expect about two billion 
three hundred million dollars of excess profits 
tax under this aot. 

That'~ on an income of five billion, isn't it? 

That is on an - oh, you mean --yes , it would 
be around fiTe billion dollars, that is right, 
in that neighborhood, out of the thirteen 
billion. 

That is five billion out of the excess profits . 
Now, that aeema a largeJroportion of twelve 
or thirteen billion tot corporate profits. 

Well, thirteen billion is, but your total estimated 
corporate profits for normal tax and surtax 
purp. oses and your fiTe billion would be about 
right for your excess profits estimate. 

So that out of the total corporate profits 
of the United States rou have got a little over 
two billion or one, s1x. 

What is the fiTe billion figure you are talking 
about? 
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That is the profit subject to excess profits t ax. 

But what rou are f etting is two billion three 
out of thirteen b llion. 

Out of excess profits, that is right. 

You figure that the corporations in the 
7ear •41 will earn how web? Don't be 
juat rough. 

calendar 
afraid, 

It has been estiaated at thirteen billion dollars, 
rough17. 

Of that bow much ia the United States Govern.ent 
going to collect in taxes? · 

In surtaxes about three , and the two together 
about five. 

Five billion three. 

Five, what? 

Around five billion dollars. 

Where did rou get that figure of thirteen billion 
for '41 incou? 

Nobod7 told me that figure , but I took the esti­
mates and worked back froa thea and that ia 
the estimate as of '41. 

What were the7 in 1940? We alread7 have soae 
indication of the per centage of increase. Do 
you remember what the7 were in •40? 

No, I don't recall . 

Well, Harry, for my purposes whether it ia thir ­
teen or thirteen and a half --
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No, I thought it was something like sixteen, 

Well, again --

You see, intercorporate dividends are excluded 
here, eighty- five peroent of intercorporate 
dividends . 

I will check up on that, 

How· IIUCb do ;you think, Ro1 - aake a gueu for 
'42. 

That it ia going to be in ·~2? 

Yea. 

I would much rather r.eorge ~eased. 
some basis to guess. I don t. 

All right, George, give us a guess. 

It is just wild. 

He baa 

All right , I love to see you go wild (laughter). 

But not over your figures . 

Sixteen. 

That is 'llhat I would aay. That wu one of ay 
wildest aomenta . 

Well, why wouldn't it be reasonable if there waa 
sixteen billion that we took ten of it? 

Well , we interpolate one other question there. 

SUpposing we took ten of it? 

Before we get to that question, Kr. Secretary, 
could we ask what the corporate profits were 

/ 
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in, say, 1939~ I would like to see how much 
they brought up in relation to what we pay. 

I can quickly get those figures. 

We have them. I just don't have them wi th me. 

I am starting in with a trend of thought . We 
ought to get what the figures are, going back, 
say, four or five years, and an estiaate next 
year, how auch the Federal Governaent is taking 
each year, and the percentage, see, and then 
supposing we said, ~ell, ~ shouldn' t we 
take two t hirds?" I talked about a hundred 
per cent. Supposing we talk about two thirds. 

Well, the more they have gone up on account 
of the defense effort, the more we are privi­
l eged t o take. 

Well, if we took t wo thirds and sixteen was 
right, we would get the ext r a five billion 
right there. 

That is right . 

I had to answer ayself. 

You don't have --

Excuse me, just one minute , Harrf. You don ' t 
have to go down and take it out of the working 
man' s pocket. That is what I was tr7ing to get 
at . 

If it were properly pistrlbuted among corpora­
tions, otherwise - and that is the assumption 
I take it, that is implicit in the very t hing 
you are examining, because you could distribute 
that additional ourden in such a way that you 
would seriously hurt business ea.terpriae and 
so on. 
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in, aa7, 1939? I would like to eee how .uoh 
the7 brought up 1n relation to what we pa7. 

I can quickl7 get those figurea . 

We have them, I just don't han thea with • · 

I ma etarting in with a trend of thought, We 
ought to get what the figures are,going baok, 
sar, four or five reare, and an eatiaate next 
7ear, how much the Federal Government is taking 
each 1•ar, and the peroentas•• eee, and then 
eupposing we eaid, ._all, wb7 shouldn' t we 
take two thirda?" I talked about a hundred 
per cent. Sllppoeing we talk about two thirda. 

tell, the .ore the7 have gone up on account 
of the defense effort, the .ore we are privi­
lege! to take. 

Well, if we took two thirds and sixteen wae 
right, we would get the extra five billion 
right there. 

That h right. 

I had to answer ~self. 

You don't have --

Excuse me, just one minute, Harrr. You don' t 
have to go aown and taka it out of the working 
man's pocket. That ie what I wu trrlng to get 
at. 

If it were properl7 ~istributed aaong corpora­
tiona, otherwise - and that is the assu.ption 
I take it, that ia t.plicit in the ver7 thing 

{
ou are exmaining, becauee 7ou could dletribute 
hat additional burden in such a way that fOU 

would seriouely hurt buaineea ea terpriae and 
so on, 
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Well, following his chart there, you would only 
have to applf it to about five per cent of 
the corporat1ons to get it . 

That is right . 

You could pick up another five billion and 
not taki ng it out of the working man'.s 
pocket . 

That would still be a far cry from the English 
practice. 

It would be a far cry from"Six per cent" )(orgen­
thau, t oo . 

tlo , you would get more money under that than 
rou would under the"Six per cent" Morgenthau, 
1f you l eft all under six per cent to the cor­
poration. There isn't t hat much above six per 
cent . 

You mean I couldn't ~et five billion on t op of 
six if I left them s1x? 

Well , I would say offhand that if you took 
six per cent across the board of the corporations 
of Aaerica, there wouldn ' t be five billion above 
that. 

"l':ait a minute, if I took everything above six 
per cent net - -

I seriously doubt whether you would get five 
billion dollars . 

Hhat I am asking for is t en, gross . 

Well, I mean addi t ional money. 

Well, you are dealing there with fac ts we can 
easily check. 

. 
• 
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Will, I 111ula lilr:l to explore that. I •ula 
like to explore 1t • natea to tlke abtJ­
al:l ana t.. thlria of the net earnlqa ot all 
the oorporatlou ln -.rloa, how .aoi 1101114 WI 
get, that la propoaal· au.ber one. 

Propoaal llUIIber two, that w lett all the 
oorporatlona aix per cent net, how •oh 1101114 
WI ,.t, 
Ton aee, one of the diffioultiea ana that la 
the &anntage of goilla through th .. e ohartl, 
h that lf JOU uae a ?lat rate of that 11:1Da1 
JOU ••l.'rel.J penalia• a OOIIP&nJ ille General 
Jlotora, whloh 11 ••rr effiolent, ana JOU gin 
an 1n•eraeb proportional break to the UDitea 
Stat11 Steel Ca.penJ, ·whloh haa an enorwnaa 
oapl talhatlon, •oh of whloh 11 el ther in 
effeot water, or ineffiolenoJ. 

And the .. nag .. ent baa been groaal7 lneffioliRt. 

•11, l t 11 probabl7 that. fhe7 olala th17 
ha•• no water in it, but lt 11 a ooabinatloa. 

WO, I • talking about lllllag-nt. 

So that there •uld han to be ao• kind of an 
allonnoe in ao• wa7 •4• for that • 

.lint larr7, no one haa ner gi'fln •• the 
figure on rq for.U.a. Suppodq we took - auppoa­
lq we took nerrhlnc onr ana aboft aix per 
oent. lhat woul we get' 

Well, the7 oug~t to be able to gl•e you that. 

Tea. 

Aulllling that buaineu reaaina the same and you 
didn't interfere with buaineaa, inltlati•e ana 
eo on, it is a aiJIPle computation. 
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!boat •••~tlODa, of oo111'1e, are a little -­

Of OOUI'Ie. 

I .. a llttla puaale4 bJ oDe tbo-cht, .bJ 
• are •• alnl4 of palllalq oorperate 
~ .... t wheD .. 4oD't be1itate to peDallae 
1D41Yl4ul.1. 

Could 7011 expUid that' 

.. put the 1urtn11 up iD accordaoe w1 th a 
per101l1 1 lDo-. 1lheD he h 1D iD41rl4uJ., 
ll'l'lapeotlYe of what --

Irre~peotiYe of What e4uoatioa ud ablllt7 he 
had to 'bepD with, 

That h right, pHI' · '17 OD the geDeral nerqe 
that the IIOI'e lDoo., the better lllllager he h, 
but wheD we COM to oorporatloa1, we get 1tr~o~~~el7 
teDCler hearted • 

.. treat oapital a little bit differtDt thu 
• ao baall abillt7. It 11 a ouriou• phaDO•-· 

.. 11, tor • - ot oo11r11 .lt 110st llkelf h 
borlq to 7011 people, but 1 t ia the oDlf .., 
I ou work. I han 1eDe4 up uotblr naue 
of thought &I far a1 a conoei'DHo 

Thil h goiDg to the flllldiUDtall. It h YII'J 
llpitiout. 

For .. , I .. openlng up this stuff leaf b7 leaf. 

~ I offer a suggestion to think about in 
connection with tble hearler taxes OD 
corporations? 

Please do, 
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It occurs to me that it might have a bad effect 
from the standpoint of inflation, at least 
it is a omathi~ to be considered in two respects . 
One, that on Government contracts soae of the 
tax comes back to the Federal Gonl'DM.nt because 
the bargain of the contract itself and the price 
of u teriala in the seller' s market I think 
depend verr considerably upon the corporation's 
cost in wh ch they put some of these taxes. 
And the figures, I think, will indicate that 
as the tax expands the profit expands, and 
it keeps a jump ahead. Some of it is circular 
and comes back on the Government . 

The other thing, particularly if the corpora­
tion tax is levied on a percentage baai1, the 
corporation gets to have ao little equity in 
ita marginal dollar that it tends to get indif­
ferent ae to costa, and that is very favorable 
to an inflationary cycle; "and they tend to 
give everybody what he wants and then add it 
to the bill, particularly if you are dealing 
with the Government, both of which tend to 
aggravate inflation. I don't know how serious 
they would be. 

Jell, let me aak you a question . Let's be 
specific on this thing. If I understand what 
you are talking about. I don't know whether 
you have read the Trammel report on the cost 
of the Arrq cantonments. 

I haven't, air. 

well, I don't know how many here have read it . 
It is not a very long report . It will take you 
maybe half an hour. Take that revort. As I 
remember it, the cantonments - this was a 
year ago last sumaer, it was early - cost three 
hundred million dollars more than the estimates . 
Now, I don't know what form the contract was, 
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but it co•• into what kind of a contract, 
whether it wu a coat plua or whatanr it wu. 
It ia all in th1a Tr .... l report, and IPPlJ 
thil queat1on that JOil are railing to that. 
low, would it han helped or would it han hW'tf 
I uu, thtJ !Mrt groul{ wutetul, JOU aee, 
but did the que1tion of axation enter into 
the thing? 

It would have been more wasteful if there had 
been higher taxea!ia the question. 

What JOU are getting to il thia. I ~~ean, 
JOU are a tax aan, but JOU alao have a broad 
conception. I juat wonder that JOU are railing 
tbia queation. Ian•t it poaaibl7 - I uan, 
we have never done it, and t he Bureau o! the 
Budget haan't done it, but that doesn't aean 
that I ahouldn't. In all theae talka, whJ 
ahouldn' t I raiae - if we once uda up our aind -
the question of the waJ thaae ArmJ and laVJ 
contracta are working. 

VerJ good. I think it ia Tel'J iJiportut . 

Aa a •aber of Senator B)'l'd' a coat tee, I han 
a perfect right to raiae that question. You 
ana I can a1 t here and ufbe aha a billion 
dollara or two, because we are tearful that the 
Ar., contractors are ,going to be waatetul, but 
after reading the Tr&~D~l report, J1tf cnm feeling -
I would like JOU to read it and oou back at 
11111 juet u hard aa you want - pleaee come back 
juat aa though we are in cla u, co• back 
1ust aa hard aa JOU want, but 111 own feeling 
u that the tax thing pla7a a Tll'J aull part 
in 1 t . Now, I a&J be wrong in it, but juet 
take that1 aee, and aee that the grosa waata -
I JM&n, tneae ArmJ Engineer people don't 11111 

to have an7 - theJ have gone juat hog-wild. 
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Excess profits wasn't written at the time most 
of those contraota were awarded. 

Jll right, r ead the one in toda7's newspaper, 
the Trammel report. 

That is further support . 

Read that one t b.e7 have done toda7. The7 are 
doing a swell job, but the7 make their reports 
and then nothing happens, and the Bureau of 
the Budget votes six or seven billion dollar• 
to the Anq jlt a ti.me and the7 keep right on 
writing the sue kind of contracts . 

Jere Cooper --

There is a reason, )(r. Secretarr, whf rou can 
demand that . Not only because fOU are a member 
of the Byrd committee, which I think is seoondar7, 
but because rou are examining t ax programa in 
which one of the important objections which is 
alwafa raised is this very real obj ection which 
baa been raised, that as fOU reduce the net 
income that accrues to the companies, they 
beGome more wasteful in their expenditures, 
that they incr ease wages more easilr, spend 
.ore in advertising and so on, and sn•t the 
answer to that not the inauguration of a tax 
program so much as the di rection which fOU 
are suggesting, a more careful examination and 
more power over the contract•? 

That is what I am saying . What I am saying 
is t his . Professor Groves says, ~ell now, 
wait a minute, Morgenthau, don't do this because 
of the tendency of making the contractor more 
wasteful . " I say he i s so wasteful now there 
is something the matter . There is something 
rotten in Denmark. Let's take a look st it. 
I f we find they are being wasteful - here we are 
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trring to tell a billion and a half tor the 
Oonr-nt and we alght be able to ai.n ft 1'e 
or ten billion dollar• if the oontraota Wire 
wrl tten right. 

That h right. Ten per cent ot rour ilml~ufanae 
upendltur11 h alaoat nothlnc. Ten per cent 
of the other la a lot ot .one7. 

Have the propel't7 euper1'1aed. 

Ten per cent of rour non-defense expendlturea 
h about lix hundred allllon dollare, a drop 
in the bucket. Ten per cent ot 7our detenae 
contract• rune into 10 .. real .ane7. 

I wu juet goinc to 117 thet there hu been 
a lot of talk about aa1'1nc on aan-detenae, ana 
Yerf little talk about aaYing in the detenae 
part ot the Budget. I auppoae it ia hard to 
gauge where the moneJ ia waitid~thare ln·detinlte 
quantitatl•e te~, but it aeema that aoae ot 
the attention should be fl1'en it. I doubt 
it there la anr countr7 n the world that 
geta leas for ta militar7 dollar thiD we do. 

Here la a funn7 thing. I heard the President 
ot the United State• talk about the Aaaiatant 
Secretar7 of the Ju7 Rooaenlt and &at he 
did ana how he bought when he waa Aaalatant 
Secretar,, and that nobod7 droYe a oloaer 
bargain and he keep• tel ling about thia Charlea­
ton, Weat nrginia ll'IIOr plate factor7 ana what 
it did and how the7 Wire able - the lfa1'7 can 
take it oYer, at tbe end, grease it up and keep 
it there until the7 needed it • . But nona of 
the contracts are written that wa7 tod17, 

That h right, 

1e build a buildlnc for thea and the compiDJ can 
ea7 at the end, .. ell, we would like to ha1'e 
it,• or "We wouldn't.• for instance, what kind 
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of oare are the7 taking of our buildings 11hlch 
the taxpa7era paid tor, and all the reet of 
that atuff? 

I thlDk the7 are taking prett7 good care of 
it, )lr. Secretar7, beoauae when the ahow ia 
over rou are going to find out that the7 
are going to take t ho" buildings onr tbaa­
aelTtl and junk their old atuff. 

Well, Grona, ru ban brought up a new line 
of thought, an I would like to have aoaebod7, 
John, explore the question of oontracta, I 
•an, ao•bod7 who - I should think in Internal 
&avenue could take a look at how these contracta 
are written. Th•7 11111t han begun to renew 
thea for 140 now, haven't thef' 

Who does that in Internal Revenue' 

We are going to read eaae of thea, llr. Secretar7, 
in the field, but we haven't had &n7 report or 
an7 inforaation which would allow us to for.ulate 
an7 opinion about that. 

Could rou speed that up a little bit? 

Yes, air. 

Couldn't you concentrate on that? 

We will look into that, yee, air. 
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Well, how would it be if for instance, we ••1 we want a r eport on t.elve ateel oaapaniea? 
Wh.v oouldn ' t we get their gonl'DUJlt ca. traoh 
ana hDir thef were Wl'itten and ban the whole 
picture on one group at a tille'l 

I think we could . 

I mean if we are going to do twelve ateel 
oompanlea, why not look into their government 
contracts and the forma of them, fOU 111, and 
the profi te and then what the7 charged off . 
You have got their nineteen --

Well , that information would ordinari)f' be gone 
into u part of the regular inveetirtion and 
mignt not be recorded, but I mean i would be 
e:Umined. 

Well, whY noti if we are going to do the twelve, 
let ' s take a ook at their government contracts 
and pe.rticularl7 ae to how much the7 charge off 
to unusual - fOU know what I 11111 after. 

Yea, air . 

J.n4 in twelve steel companies fOU would get 
J.:rrq and NaVf, too, wouldn't 7ou? 

Yea, air . 

J.nd Shipping Board. 

Yea, we would get the Shipping Board, 

I wiah 7ou would do that . Get the names from 
Blough, which ones the7 are g4ing to be. J.nd 
can' t fOU speed that up a little bit? 

Yea, air . 
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Couldn't I know ~~~aybe tarl.J' next week, something? 

Well now, that - I realiu what you are atter. 

Wtll1 look, you will juat ban to. How laJlT 
men h&TI you got who mow how to exu.int a 
corporation income tex rtturn? 

We han enough to do that. 

How many have you got? 

Several thouaand. 

!11 right, put ae IIWI1 hundred em this u 
n ec .. aary. I don 1 t care how 11J11JJ3 you put on. 
Put on a co~ple of hundred, if necessary. 

Of couree, we could get out a preliminary 
report to get the preoiee information you want. 

But you have got to move fast. Put a c~ple 
of hundred men on it. 

J.ll right. 

I don't care how IIWI1 it takes but I am not 
going to IIi t around and - I mean, I alD.T• get 
thle stuff about two years too late. 

Doesn't that take only one aspect of the oast 
that you are interested in, Yr. Secretarr? They 
onl.J' go into their incc:a.e. But arc't you allo 
interested in the contract to see whether they 
are overpaid on various things? Do they have 
men W:lo ao that? Do you han men who are able 
to take the contract --

I would say our scope of investigation would 
go into the examim tion of --

Whether or not the price they paid for particular 
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o-dlth• md eo 011 11 a fair price U114er 
thou oond1t10111 ad lbetb.r tb. labor oo1tl 
ud all the r11t are r••OD&bll, wh1ther the 
adnrtiling ooetl ua all that --

I thlllk Rail.illg, llei'Uil bfllng ot Ed'• lhop 
ud Ch&Jolle lppel ot Tilll Kooner' • •hop oc 
gin rou a prltt,y good picture ot it. 

Ot oourae, 10 tar it 11 1.11 el•unt ot oo1t 
that 111tera ill to the determlnat1011 ot profit 
ud we examille it. 

That 11 the uner to Wh1 te. 

1lha t do rou aem? 

Well, we will u-.ille it, ot oouru, 11 to ~ 
purpou ot nr1tf11lg the llllOilllt apat. Now, 
•• to -- - · 

Let me aak a a~oitio queation. Here ia 1teel 
billed at th1r -two dollars a tOll. The 
aritllletio 1a 1 right md rou lr::no. ther paid 
thirtr-two dollar• a ton. 

That 11 11 tar 11 we go. 

That il right. Do an{ ot r our am ixamille 
whether thlot h 111 ill er-oorporate arrangem111t, 
whether thirt,y-two dollars ia a market price, 
whether ther oouldll 't had bought it tor aixtean --

It rou are eqillg that, Wll theie IZl'f ind1caU011 
ot aanipulation betwe~n affiliated caapmiea, 
raa, we would be expected to go illt o t hat. 

Or whether there waa --

But 11 to whether that waa too great a price or 
too little I prioe,that wouldn't be lllf 00110ern 
of a revenue ag111t. 
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That ia wbf I think they might also have 
other procurement - there are ao many anglu 

In other words, llr. S.oretaryL~f the United 
States Goveroaent elected to ~ ateel at 
thirt;y- two dolla.rs and it ahould han paid 011lv 
twe~t;y-eight dollars, the revenue agent woulai't 
be concerned in that . 

No, and from m:t end, if I could get what I 
went at the start, what V~ite is talking about 
is something that is so broad that I would like 
to think about it, but certainly you could 
get a lot and I don' t know how we could do it 
or where we would do it and so forth, but at 
least I am not iutting it aside. I would like 
to think about t . 

Couldn't we get a little quanti~tive information 
aa to how these ~overnment contracts are l et, 
by bid or by ind1vidual ohoiae1 and howmuok 
those coat, and profit marginsY I would be 
interested in knowing . 

You see, l(r. Secreta.cy, I happen to know one 
case at the other end. 

Can you hold your thought a minute? Do you 
want to sq something, John? 

Yes . 

Hold your thought a minute. 

We have the report of the Vinson Investigating 
Committee. It is just about ready for release, 
It may be out today or tCDorrow. They had 
exactly the thing you are ta~ about, They 
had all kinds of men in the field, in the offices 
of these steel companies end ahip building 
companies, investigating the contracts from the 
very point of view you are· speaking of. I think 
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that might be a verr good lumping off point 
and !urniah ;rou w1 th exoel ent leada to puraue. 

Well, let's give it all to No~n. I take it 
that is what he i1 here for. Kadaa, don't 
burst a blood vessel. (Laughter) 

llr. Sacretar;r, ;rou have a report on the coat 
of steel,made by the Procurcent Division in 
1939, a atud;r of about five voltmes. llJ 
auggeation b that Procur•ent be asked to 
bring that up to date. Tba t would show the 
CCIIlparilon between the cost in the five 71ars 
preceding 1939 and now. . 

Chuck, write me a letter on that to Cliff K&ck 
and I will sign it, Harr;r, ;rou had one. 

It is all on. ·thou linea. I happen to know 
aomebod;r who 11lla aome stuff to the govel'JIIIlent 
and I know the;r are selling it at trcendoua 
profits. The percentage ol profits would 
run ridiculous a\llls, a hundred and twenty-five 
to fift;r percent. The degree of competitioll ' ia 
mitigated b;r the fact that there are certain 
special character iaties of the thing, but ;rou 
could examine that incaae atat•ent and it,< h 
perle:at. There is no attapt to defraud or to 
avoid, but if rou once go behind that into 
what thef are doing, that ia where you will find 
a terrif e waste, although I do think that abo 
;rour atud;r might reveal questions of depreciation 
and obsoleacenoe and ul.&ries and so on. 

But Harr;r, my own gueaa is, I ma;r be wrong, we 
will find so much when we take a look at this -
now, I am not saying we shouldn 1 t do it. I think 
we should do it but I don't want to wait here 
until next May to get a report. But let's get 
started on the thing and i1' ;rou (Cenn) are the 
man to do it - that 1a what ;rou are hera for, 
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I take it. II that right? 

That 11 right. 

32 

So anybodf that baa U.J auggeetiOile, tu1'll th• 
ill. i aa not aJillg, Barl'J, we shouldn't, but 
it 1e just --

It 11 a much larger taak. . 
Well I cable to England ad I find out what 
the inter-Parlimental'J CCIIIIIllittee ill Engla.d 
ia doing. TheJ haYe fot a continuous committee 
aitting there . I wan GroYee to know about it. 
I heard theJ are doing a wonderful job ill 
Ellgland an the ooa t of f oYel'1111111 t, with a 
continuous committee ai ting. 

I cabled the TreaeurJ man ill Landon to let me 
know what thia committee ia doing on all coats 
eo we had thla in mind, but to o<JIIe baok to 
the original thing, -.hat 1 ns aaking for 11 , 
I don't want to eideatep a corporate tax beoauae 
I claim tba t is going to make a oampanJ that 1e 
alread7 highly waete!ul a little more wasteful. 
Doll that lit- ill all right with you? 

Ye~. 

I mean, I think we should do both. 

I don't think Harold was trJing to imply that 
we couldn't go any further. I think he wae 
railing the point that there ia a point beyond 
which you can't safely go. Wasn't that -.hat 
you had in mind rather than that we oouldn' t 
go anJ further? · 

Well I didn't mean to suggest aiiJ' definite 
conoiueion but merely that that be weighted in 
the problem, is all . I haven't made up 11f1 
mind what we ought to do about the situation. 
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I mtrtlJ railed the point that something 
1hould be ooa1idered, · 

Well now, &at we moTe done thh aoming, we 
are going to han Calm go into thh thinL &lid 
he 11 going to get the lilt and &DJNq tilat 
ha1 &DJ suggestion• Ill h011 to get - the whole 
quest1o11 of how much the thing has been padded 
will send it in to JOU, see, 

All right, air. 

.lnd JOU are going to get enough men on the 11 

ten or tweln -.teel compani11, on their 140 
return•, to aee 1lba t the7 are doing. You can 
use a can opener on th•. (Laughter) And I 
expect results, 

That was a good pun. 

Was that intentional~ 

I didn't realize it until I said it. 

)(r, Secretaey, I think there is another -­

The beet one• are alwa,a the ones JOU don't 
realise, 

I think there is another important a1pect of 
<Wovu' point which has nothing to do with 
defense, I am alwa,a hearing it said tmt it 
the tax is too high, all incentiTe is gone, 
and this applies not onlJ to defense but people 
become wasteful, sa7, in department stores 
and completel7 non-defense businesses . I m 
wondering if we could get at any data there to 
check the good faith of that statement, becaUit 
it doesn't seem to me that people are going 
to become too terribly wasteful and do so much 
presti&e advertising if the corporate rate is 
sixty percent, 
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Well, would 70u gin --

I don't know how you get at that, but that ia 
the argument that ia going to be made all along 
the lilie. 

I would like to bring a •n here to do a stuq 
on increased corporate advertising. It is 
pertect]J erldent that there ie a tremendoua 
amount a? money being squandered on advertiaing 
in ordinar7 periodicals, purely defense produ.cta . 
You can't fick up the Saturday Evening Post 
or Collier 1 or any of thoae popular JD&geainea 
without seeing tun page ada for Lockheed end 
Pratt and Whitney. Now, that money is being 
paid for a hundred cents 011. the dollar by the 
War Department and the Nny Department, and I 
think it ougnt to be stopped. 

Absolutely. 

I would like to start a atuq on that. 

Ien't that the enner to what Grona end Randolph 
Paul are saying, that these nates- end there 
are maJ17 of these - should merely encourage the 
taxer to find n;ra of eliminan:f them. It ia 
easy to limit high salaries, t the amounta 
of advertiaing to aame figure , in which 7ou 
block thoae uanues of waste;and there ill just 
one further point I would like to add. You 
re1111ber, llr. Secretary, when you spoke of that 
six percent tax, one of the important reasons 
that you advanced in favor of ita feasibility 
was this, that i f you did tax everythinf above 
six percent, then you could be tough wi h the 
question of increasing wage rates and l abor, 
and tllat is one of the avenues they claim ill 
wasteful. 

They say, •oh, well, if a man onl7 gets six 

Regraded Unclassified



H.L!. Jr: 

Cann: 

H.!J. Jr: 

Cann: 

H. M. Jr: 

Foley: 

\\hite: 

H.!.:. Jr: 

White: 

H.!.!. Jr: 

- 33 -
35 

percent out of it, he doesn ' t care whAt he 
pays for labor: but at that point the government 
can step in and care because it comes out of 
ita pocket. 

We ought to care now. 

Yr. Secretary, isn't it true that the Navy or 
the Army have their own trained representatives 
on the job at these par ticular spots also 
checking these costa? 

I don't kn01r. 

I think they do , 

It was my impression that they are simply there 
on producti on, as inspectors. 

I think you are right about that . They don ' t 
have the same kind of i~spectora that we had 
at PI'IA, where there waa an audit of every coat, 
and where there was a disallowance of items 
that were exorbitant. 

I never heard of it . 

Jn,yway, ao many of tha joined the Electric 
Boat Comp8.DJ" afterward that they are not --

It is the other way around, Harry. You get 
retired from the Navy and then join the Electric 
Boat Company. 

So many of them have joined the Electric Boat 
Company lately that they are sympathetic . 

In this investigation on advertising, just 
remember that if a man spends his moner to 
advertise Defense Savings Bonds, that s exempt . 
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I think they OU?ftt to look at expense accounts 
in advertlaing !oo. 

That is a good form of prestige advertising. 

And When Bendix goes on the air for the 
Treasury Hour. 

Viall, there is a man in Chicago I have talked 
with quite a bit on this very thing, and I 
think I am going to, with your permission, write 
to him and ask him to come on here and let you 
have a talk with him and see if \le want to take 
him on. 

That ia all right . Well, t his for me has been 
a very profitable morning. If you could 
continue this conversation --

Do you want to see Ed and Joe O'Connell. and 
Dcy"self and Harry \Yhi te on that regulation now? 

Not now. I have got press . I can see you man 
at 3:30 , 

Very well. 

When do you want to see me again on this tax 
thing? When will you be ready? Sullivan and 
who? 

We have a lot of stuff we haven't talked about 
yet, 

Y.llo is coming? 

You asked Foler and O' Connell and this morning 
Harry \'/hi te sud he would like to be heard on 
it too . 

011 which thing? 

. 
• 
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C~\a\ion of tax Ual>Ui\7 oa 19llo iJIOoM 39 
Ull4ar pr•nt law 

General Moton CorporaUon 

ltetun. tiled on a co,..olidated. bade, tor \he oalelll!ar 
JMr. 

The inco.,. Mthod. 11 u.e4 ill oo11p11\1~ the ezceu profit. 
tax. 

Co!pUtation of azc•• nrofita tax 

1. Jet 1ncoae $347. 250,183 
2 . J.4Juat .. nh 1n arriYI.n& at exOIU profita 

lllt inCOM - U ,172,044 
3 · IJtceu profih cre41 t and. apeo1tio 

u-.pUoll 217. 770,012 
4. J.4,luate4 exceea :protih l.U,308,127 
5· lxcaaa :profit• tax 70.938,1!76 
6. Balance of net 1nco .. , after I.P,!,, aubJec \ 

to noraal tax and eurtax 276,311,307 
1· Joraal tax 66,314,714 
s. Surtax 19.341,541 
9 · f etal income end exc•• p rotita taxea 156, 595, 131 

10. Total illoome and exceaa profita tan• aaa 
percent of net income 115.1~ 

lnYeated. capital credit (Data not aYailab1e) 

llallu.facture end aale of auto .. bilea and. :parte , etc. 

-• 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

GENERAL MOTORS CORP. 
Income Method 

Net Income $347.3 mil. Ad)u8ted E~<ceu Profit . .- $118.3 mil. 
E. P. Credit $217.8 mil. Normal ro• Net Income $276.3 mil. 

I . Computation of Excess Profits Tdx 
IOOXr-----~----or-----r-----.-----,,-----r-----~----o--ro IOOX 

sox 

0 

• 0 

0 0 

40 

E.P.Credit 
4217. 

80 120 lbO 200 240 
MILLIONS Of DOLLARS 

280 

n. ComputcStion of Income T4x and Balance after Tax 

807. 

601. 

• 
407. 

207. 

' 
320 347.3° 

N•t. lneom .. 

r-----.------r----~-----,------r-----r----,~~~~~ 1001. 

Balanctl aftr~r Tax 
1190.7 

E.P. Ta1t 

sox 

60X 

40Y. 

20% 
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Co:aputaUon of tax 11abUit7 on 191+0 inco.,. 
under preeent 1av 

()lenn L . Martin CO!!IJ!""l 

41 

Return filed on an WleOnaol1dated baaie, for the calendar 

Tho income (grovth) .. tho4 1a uaed in COIIP\lti.n« the ueeaa 
profits tax. 

Ooanutetion of axe••• ~rofita tax 

1. Net income 
2. Adjuetaonte in arriTI..ng at exceu p rofits net inc. 
3. l!xceaa protih credit an4 apecitic exe,.ption 
4. Adjuete4 exc .. a protih 
5· Exeeoa profita tax 
6. B&lance of not income, after l!.P. 'f • • aubJeet to 

noraal t"" an4 aur tax 
7. lioraal tax 
8. Surtax 
9. Total incoma an4 exceaa profito taxa• 

10 . Total income & exceao profits taxea ao a p ercent 
of net income 

l nYeate4 caoital credit (Data not aupplie4) 

Anrage earnil!go credit 

lluainoall Aircraft an4 parte menu!ectur1Dg 

$8,355.138 
- 500 

5.473,l+Oo 
2,SS1,23S 
1,662, 743 

6, 672.395 
l ,6ol ,375 

466,SlS 
3. 750.936 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

GLEN l. MARTIN Co. 
lncomll (Growth) Mllthod 

Net /nco,.. I 8.~ mil lldj<uted EAce11 Profit1 S 2 .9 mil. 
E. P. Credi t I S.S mil Normol ro• Nn Income $ 6.7 mil. 

I . Comput4tion of Excess Profits T ctx 
IOOX ~----~----~----~----~~----~----~-----r----~-, 100% 

BOX IAdjustm~ts &Or. 
-1.001 • 

n. Computation of Income Tax and Balance after Tax 

Balonce ofter 
14.6 

3 
MILLIONS 

40X 

Regraded Unclassified



eo.,_\a\1oa of \az 11&~111\T oa 1~ l&ooao 
'UAer proooa\ law 

43 

le\va fUel oa- uoouol14a\et lluh, for oalea4ar 

!llo lAnded. oapl\al ae\llo4 h a oed. 1a oo.,.UIIC \llo 
ouooo prof1h \ax, 

1, Jo\ laoo .. 
2, Ad.ju\aeh 1a arrifta& a\ exo .. o prof1h ae\ 
'.· ~· pzvfUo ored.U a4 epeo1t1o ex-Uoa 
- A4Ja.ned. o:aooo proflh 
5· ~:xc ... prof1h \as 
6. J~ of u\ 1aooao, .nor J .P,!,, •~Jeo\ \o 

1· 
II, 
9· 

10. 

aoraal \as eD4 nnaz 
loraal \as 
llllrlu 
!o\al laooao eD4 ozoooo proflh \a:ao 
!o\al laooao Ia oxoooo proflto \azoo ao a 

porou\ of ae\ 1aooao 

Iano\ed. capital oretl\ 

Jaowl\ of 1a~oo\e4 oap1\al 

$ 5,000,000 •• Ill lloo,ooo 

1011.-39.~ ., ~ 7.590.763 

15.-73,202 
J, 713.5~ 
1,082,117'1 
15 ,)51,~ 

59·~ 

!o\al oretl\ 7,990,763 
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• 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

CURTISS-WRIGHT CORP. 

fm,• s t•d Copitol Method 
Nat /nco,. S2b.lmll. Adjv~ted Excess Profits f l7.7 mil. 
E. P. Credit f 8.0 mil. Normal To" Net /"come f 15.5 mil. 

I . Computdtion of Excess Profits T dlx 

1007. ~-----r----~------~-----r----~----~~-----r---
-~---niOOX 
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llatarn fllocl. on an wacouoUcl.etacl. \aela, for Uoe calan4ar 70U· 

!ha incooaa (uoortb) aotbo4 h uaa4 in oo~unc tho uoou 
protlt• \az. 

Compmtat1on of •~o••• profit• \az 

let i ncooae 1. 
2. 

~ 
J. 
II. 
5· 
6. 

1· 
8. 
9· 

10. 

jAJuataonte in arr1Ylnc at ~c••• profit• net tao. 
lzc••• profit• credit aa4 epeo1fio ezeaptton 
A4Juate4 uoou pro.fite 
~••• profit• taz 
~·' •nee of aet inco .. , attar S.P.!., eUbJact to 
noraal \az aa4 ear\az 

loraal taz 
Sartax 
!otal 1ncoao an4 •~co•• profit• taxa• 
!ota1 lnooao ancl. acau protlte taxa• u a parcant 
ot aet inooae 

!ueln•••: Nanutaotare ancl. aalo of a eoft-cl.r1nk ·~ UDder 
trada-aarll: •Coca-Cola. • 

$}5,1111,517 
- .156,551 
30,1}1,287 
11,7JO. I>72 
2, 792,ilo} 

}3,026,1111 
7,926,267 
2,}11,578 

1},0}0,241 

}6.~ 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

COCA COLA Co. 
Income Method 

Net lnCOI1HI t35.8mil. Adjv#ted EJ<Ce#$ Profit• $-4.7mil. 
E. P. Credit $30.8mil. Normol To• Net Income $33.0mil. 

I. Computation of Excess Profits T .sx 
IOOXr-----rr----r-----r-----r-----r-----r-----r-----r---~IOOX 

eox 

6 0 r. ~ ,.,...,...,...,...,.......,r..,j 

~~})}: 
.·.·.·.·.·.·.· . 

40X :(tP.·: : 
.·. Tax .. 
::: 12.8 :: 

20X :<<·>:-:-:: :-:-:-:-:-:-:- .· 

E. P. Credit 
13Q8 I

A<Yunment•l 
1 0.3 I 

a or. 

60X 

4 0X 

207. 

0 
<>:<::: 
0~~~~4L_ ___ 8~--~1~2-----IL6----~2L0----~2L-4----~2L8 ____ ~3L2--~3~80 \ 

M l l L I 0 N S OF' D 0 L LARS Nat lneom• 

a or. 

60X 

ll. Computation of Income Tax and Balance after Tax 

Balance aftllr tax 
122.8 

:E.P.: 
:rax: 

ear. 

60% 

40

r. l-----l----~i------II--S:-u-rl....1ax--1~2.-3-+-----+-----+------l-~ ;;; 
20X I 

40X 

zor. 

Nor~7Cvt 'Y 
12 16 20 2-4 0 

0 -4 8 28 32 
.·.· .·.·. 0 

35.8 
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Co~tat1on of t&K l iabili \7 on 1940 i neo .. 

UDder prooont lav 

._orlean Car and rou4q OO!I!?!I!l 

Return filed on a eonoolidated baoio , tor period ended 4-J0-41. 

Tho inYoated capital •ethod 11 Ultd in OOII))Ut1D& the exceeo 
protlto tu:. 

Co.putation of exceoo profit• t ax 

l. lot ineou 
2. J.d,juet•onta in arri'O'ia& at exc .. e proflto net i nc . 

t lxeeoe profit• credit and epeeifie ox.-ption 
J.d,juatod oxeooo profit• 

5· lxceao profit• tax 
6. Balence of net income, after I.P.T., 111.bjoct to 

aorlllal tu: and outu: 
1· l orlllal tu: 
8. Surtax 
9· Total i~como and oxcoao profita 

10. Total i nco•o and oxceoa profit• 
peroont ot net lnco11.e 

InYeated capital credit 

~=t of inTeohd capital 
$5,000,000 at 8~ $ 4oo,ooo 
88,679, 072 at 7~ 6, 207,535 

Total crodH 

tu: ,.,. .. 

J.nrye oarni!llil credit (Data not ouppllod) 

aa a 

!UA1neaa: Manufacturera ot railwaT care, auppllea, e tc. 

$6,983,751 
+ l£.,931 
6, 612,5~5 

388,1 7 
192,4&1 

&,791, 270 
1,629.905 

475.139 
2,297,525 

J2.~ 

6,6o7,535 

• 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

AMERICAN CAR AND FOUNDRY 
Invested Copita/ Methad 

Net Income •ua mil. Adju1ted E1<ceu Profi ts 10.39 mil. 
E. P. Credi t $6.61 mil. Hormol Tow Net l1>come $6.79 mil. 

I. Computation of Excess Profits Tc!llx 
IOOX .----...---.----,.- ---r---..,.----..------,----. IOOX 

&OX 

60X 

0 

E.P. Cr~dit 
$ 6.61 

2 3 4 5 
MILLIONS OF DOLLARS 

11. Computation of Income Tax and Balance after Tax 

&or. 

60X 

40X 

20% 

Ne:t ln~:omc 

IOOX r----,-----r---.-----~---r-----.-----,.,. IOOX 

sox sox 

601: 

40X 

20X 

0 

Nat IncoMe 
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b\ura flled. oa a ooaeol14ate4 \uh, for \lie oalollllar 

!lie 1n,..o\e4 oaplt&l ae\ho4 h llled. 1a oollpllUJIC \lie 
exoell prof1\ l \ax, 

Co!J!!\aUoa of emeu protih tax 

1. We\ 1ac-
2. .A4Jiao\&1J1\o ill &rr1 TUc a\ IXOell p rotlh ae\ lao . 
J, Kzceoo profit• ored.lt &D4 epoo1flo ex.op\1oa 
~. .14,_.,.._ ueeoo protih 
5. bono protih \az 
6. J&laaoe of ao\ 1acoae, attn :J.P.!,, nliJeo\ to 

aora&l \u &D4 nnaz 
7• Woi'Ml tax 
S, hr\ax 
9• !ot&l lDCO .. aaf. exoell protlh \az .. 

10, !o\&1 lncou lo e:rceoo protlh tano u a 
peroont of aot iacoae 

102,0119 .~ 
2~.491,816 

7,111J,217 
J1,6J5,10J 

Ia•ooted. capital ore41\ 

AaOWl\ Of iaYeo\ed. oapU&l 

$5()0,000 a\ ~ $ lloO,OOO 

2,310, ~.056 a\ 7f. 161, ~.2111 

!o\&1 ore41\ 

J.,..rye e&ra111C! ered.U (Data DO\ 81lppl1e4) 

ho1aeoo: Kol41ac corporaUoa owaiac o\oolto aad 1101lr1Ueo of 
YU101lo collp&llhl eapce4 1a tile ..,llfaotv:re of 1roa 
aa4 oteel proboh &D4 tile proboUoa &D4 trauportaUoD 
of aeoe11U7 raw aa\erl&lo 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

U.S. STEEL CORP. 
lnv• et•d 

Net Income $101.0 mil. 
E. P. Credlt $161.2 mil. 

Capital Method 
Adfv•t~ Exceu Proflt# ·$57.8 mil. 
Normol r .. K Net Income $102.0 mil. 

I . Computation of Excess Profits T 4 X 

IOOX ; ------ ------··r···--
1 
I 
I 
I 

BOX ~ 
I 
I 
I 
I 
I 

60X l-
1 Excus of 
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I E.P.CntJit 
1 -1s1.J 

40)( i 
I 
I 
I 
I 

20X :-
1 
I 
I 
I 

E. P. Cr«<it 
1/62.2 

I At:fjustmttnts I 
•12.8 

. 
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n. Computation of Income Tal( and Balance after 

1007. 

807. 801. 

Balance aftttr tax 
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Tile i.Dwotod oap11:t.l Mthod 11 \IM<I 1n ocoopu1:1zlc tho 
exoooo protlto tax. 

CC!RiltatlOD ot IXOIII protito tax 

1. •t l .no-
2. .A4juobunto ln arriTizl& at exoeoo protlto not ino. 
a. lxoeoa protlto credit and opecltlo .... ption 
• • .A4juoted exoooo protlto not ino-
5. &xoooo protlto 1:&& 
6. Bt.lt.noo ot net lno-. . after B.P. T., w bje ot to 

nonu.l tax and ou.rt&x 
1. lorat.l tax 
8. Surtax 
9o Total lnoo• and exoe oo protlto taao 

10. Total ino- It exoeoo protlto to.Do u a peroont 
ot net ino-

lnTiotod oapi tal oredi t 

.&lno1111t ot ln.,. oted oapi tal 
t 5,000, 000 at ~ 600,000 

598, 118,975 at ~ u.aaa.ns 
Total oredi t 

.l.,.rar lt.J'Din&o oredit 

t ea. u e,voe 
• 5, 200, 6U 

t 2, 27ll ,ll28 
26,1H,2ll7 
15, 662, 981 y 
61. 18li, 9U 
11,668,162 
a.u..azs 

ll0,276,7t8 

Y lttor tllmrin& tor popo.nt of 1106,661 to U. So lfUOitlme C-oolon 
&I exoeeein protita. 

. 
• 
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COMPUTATION OF TAX LIABILITY 
ON 1940 INCOME UNDER PRESENT LAW 

BETHLEHEM STEEL CORP. 
lnvest•d Capital Method 

Nac /nco,.. $&3.2 mil Ac/ju•ted E1<C•$$ Profit$ $26.2 mil 
E. P. Credit t 42.3 mil Normal Tox Net Income $47.8 mil 

I. Computdtion of Excess Profits T dx 
IOOXr-------~-----,----~-.-------r------.-------~,---,IOOX 
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November 27 , 19~1 

MEl·IORANDUM FOR THE SECRETARY 

Subject: Speeding up 19~2 inoome tax collections, 

This memorandum is intended briefly to outline a 
method ot securing during 19~2 additional tax collec­
tions which may be required tor controlling inflation 
al ternative to the supplementary 15 percent tax. The 
plan described below incorporates the Withholding 
principle in our present tax structure. The essential 
idea ot the pl an is to withhold at t he source i n 19~2 
(the year in which t axes on 19~1 i ncomes are payable) 
part ot the tax on 1942 i ncomes, This wlll mean that 
i n 1942 taxpayers would be paying (1) their 1941 taxea 
and (2) part ot t heir 1942 taxes, thus increasing tax 
payments in 1942 and reducing purchasing power; but the 
additional payments in 191~2 would be taxes on 1942 
income and would not be a supplementary burden . In 
other worde , these tax payments will be on account ot 
tax liabilitiee already on the statute books, and Will 
not reflect any additional imposition ot tax liability, 

There are two methods ot accelerating tax collec­
tions, as follows! 

1, The first is to collect t he 1941 tax liabil­
i ties i n 1942 i n instalments under present law wi thout 
change and, in addition, as soon attar January 1 as 
practicable , to withhold at the source a tax ot 10 per­
cent (the basic combined normal and surtax bracket in 
the present law) from wages, salaries , bond interest 
and dividends. Simultaneously efforts would be made 
to induce the advance payment or as much ot the rest 
or the tax as possible , In 19~3 the withholding would 
continue and the balance or 1942 tax liabilities would 
be paid, 
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2. A second plan tor accelerating income tax 
collections would be to collect the 19~1 tax liabilities 
ae earl)' ae pouible 1n 191j.2, perhaps in aix monthl7 
inetallaenta, beginning l'ebruar,. 15 and ending Jul7 15. 
Beginning about Jul7 1, the 10 percent t1ret bracket 
rate vould be withhe14 on aalariee, wagee, dividends an4 
interest in the ,...,. llallJler ae ind1oated 1n tbe t1rst 
plan except that 1t aight be found duirable to with­
hold at a higher rate than 10 percent 1n order to get 
a larger proportion ot 1942 tax liabilities oollected 
1n 191j.2• The remaining 1942 tax would be collected 1n 
194;. 

Both of these methode involve an element ot dieorim-
1nation 1n that the recipients ot wages, salaries, divi­
dends and bond 1nterut would be obliged to paJ their 
taxes 11&11)' months 1n advance ot the recipient• of other 
tJPee of 1ncoae and turtheraors that the -11 taxpqer 
would be forced to paJ a greater proportion ot hie taxes 
1n advance than will the larger taxpa)'er. It a.,., there­
tore, be necesear,. to otter an 1nduce~~ent tor earl)' paJ• 
ment ot that part of the tax liabilit)' which ie not col­
lected at the source. This ma7 be done b7 ctter1ng a 
discount tor earl)' pa)'ment, perhnpe at a level above that 
paid b7 ths Government on its recent bond issue. A 
preferable alternative might be to impoee an additional 
tax amounting to perhape 5 peroent ot the inoome tax, 
such additional tax to be torgiven with regard to the 
withheld portion ot the tax and also with regard to ad­
vance papaente of the remaining tax. 

The acceleration of tax oolleotione has several ad­
vantages: 

1. I t constitutes a step in the direction ot a s)'etea 
ot ourrent inoome tax oollectione. Onoe established, euoh 
a e;rstem would serve two important purposes. 

(a) It would aake the income tax a aore 
flexible and a more sensitive inetrwaent ot 
publ1o polio)'. 

(b) It would better i ntegrate the 1nooae 
tax with pereonal budgete. 
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2. The acceleration or tax oollaotiona would permit 
t he poatponement or tax rate inoreaaea while pro•1ding 
the higher colleotione whioh a&7 be immediately required 
to dampen the inflationary proceaa, Such a poetponement 
may be desirable beoauea it would turnieh a longer period 
tor etudy1ng the neede tor further taxee, and aleo beoauae 
ot the hoetility or the taxpayer• to new, higher tax 
ratea eo eoon arter the recent re•enue act, 

3· The acceleration or tax colleot1one would di.­
tribute the additional tax burden i n aooordanoe with the 
preeent progressi•e inooae tax, and, therefore, would 
probably be more equ1 table than any addi t1onal tax (in­
aludi.ng a f l at 15 percent tax Withheld at the source) 
that .Ugbt be enacted, 

4 . Although th18 plan ia e1.alpler than adding a 
withhold1.ng tax, in that only one tax 11 imposed, 1t ie 
flexible in that t he Withholding ratea -Y be changed 
upward or downward when needed, 

5, Politically, the speeding up or tax oolleotiona 
would probably be more acceptable than the imposition or 
a corraeponding amount or additional taxes. 

The acceleration or tax collections has several 
dUad•antagea: 

1 , In eubetance, it ia merely a postponement and 
not a eolution or t he problem or legislation to withdraw 
more purchasing power from income recipients, It aa,y 
lean a bigger tax probl em tor 1943 it conditione then 
demand a further drastic reduction in purchaeing power, . 

2. The speeding up or tax collections, coming at a 
time When the recent eubatantial tax increaeee are be­
ginning to be felt ror t he tiret time , would not ob•1ata 
hardehipe or eliminate adveree public r eaction to tax 
increaaee generally, 

-• 

Regraded Unclassified



November 27, 1941 

Tax on increases in income as a means c t preventing 
inflation 

56 

Several plana t or taxi.ng increaeee in income have been 
considered, among them the eo-called "Paul plan• . 

The merite ot a tax on increase• in income depend, to 
a considerable extent , on the specific tora ot the tax. 
The following ccmmente relate in the main to the general 
idea ot such a tax. 

A. Equity 

1. ·~ incor.~e increases during the detense period are 
more or leas windfalls to the individual which are not 
necessary in order to get h1a to do necessary work. The 
existence ot such windfalls makes people who have not had 
increased inccoee unwilling to have their standarde ot living 
cut through taxation as long as they see other persons vbo 

have received such windtalle paying no higher taxee on their 
incomes. 

2. I n general, however, a family which has been receiv­
ing a certain eize income over a period ot time 1e in at 
least as good a position to pay taxe• on that income as a 
family which has been at a lower level ot income and has 
Just received an 1.noreaae. Furthermore, there are many sit­
uations 1n which increases in income are necessary and de­
o1rable and should not be subJect to tax, aoong them the 
tollow1ng: 

(a) Where the tam1ly has been on relief and the wage­
earner has Just gotten a Job again. 

(b) Where receiving t he increased wage necessitates 
moving to a h1gh-ooet community, the increa se in income may 

have been offset by increased l:iving expenses. 

(c) Where a person has recently graduated trom high 
school or COllege or is Just starting Up in h1a proteaeicn, 
increases 1n income would be the normal expectation regard­
leas or the defense ettort. They may be accompanied by in­
creased responsibilities such as marr iage or the birth or 
children. 
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3• llo wa:r has been found ot separating the caaea where 
increase• should be taxed and where increaaea should not be 
taxed. The exietenoe ot a great number ot inoreasea that 
should not be taxed would result in ~moh inequit:y and hard­
ship trom a tax on increased i ncome. 

4. In general, the tax on increased incomes would 
tall on younger persona to the relative benetit and advantage 
ot older persons. In view ot the tact that the draft alao 
bite younger persons, the i .mpoaition ot t h e haaYJ tax on in­
creased i noomee ma:r appear t o concentrate the burden ot the 
detense ettort too muob 1n the younger age gr oupe. 

B. Ettectivenees in otteetting or preventing inflation 

1. A revenue yi eld trom the tax on increases in incomes 
would necessarily be smaller than suoh inoreasee since other­
wise the tax would have to be 100 percent ot all 1ncreaaea. 
Aotuall:y, the rate would be ~moh lower than 100 percent and 
the tax base would be greatl:y d1m1nJ.ehed b:y exe"'Pting the 
lower 1noomea where it appears t he principal income increases 
are occurring. Accordingly, a tax on increases oould not be 
expected to ottset all the inflationary etteota ot i noreaeea 
in inoomee. · 

2. It inflation became worse and inoomea continued to 
inorease, the :yield trom a tax on inoreaaed inoomee would rise; 
thus t he amount ot t he t AX would, to some extent, be deter­
mined b:y the seriousness ot t he 1ntlation. 

3• Since the t ax on i ncreases in incomes could not be 
collected ae a practical matter betore the tollowing year , 
the efteote on inflation might oome too late to be ot an:r 
subst antial use. 

4. For these reasons, a tax on inoreaeee in income can 
not be viewed as a substitute tor other anti-inflationary 
taxes. At beat , it would be a supplement raising a minor 
proportion ot t he additional r evenue. 

C. Tax compliance and administration 

1. A ver:y aimole tax on income increases would not be 
particularly dlttlcult tor the t a.lCOa:yer and would not be an 
insuperable load added on to the present administrative burden 

I 
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on the Bureau ot Internal ReTenue. A acre equitable tax, 

however, 11.1ght prove to be too complicated tor the tax­

pqer to oo8pute or tor the Bureau to entoroe. '!'here h 

a limit beyond wh1oh a tax-eA•1n1ater1ng agenoy cannot 

1noreaee ita etteotiTeneee w1th1n a ehort perlod ot tiae 

regardleee ot the &IIOW1t ot aoney aTa1lable to 1t. 

D. &nticip&ted politio&l reaction 

1. 'l'he tax on 1noreaeed incomea ••••• popular beoauae, 

not haTing been publicly propoeed, we are bearing only troa 

thoee who would be benetited by haTing euoh a tax inetead 

ot aoae other tora. Once it vae publicly propoaed, hoveTer, 

the Tery subetantial group which would be burt by it would 

oppose it Tigorouely. Many Tery eerioue hardehipe woul.d be 

revealed and auoh public ar-pathy would be deTeloped tor 

auoh caaee. It abould not be e%peoted that euch a tax would 

be pol1t1oally more popular than any other tora ot tax 

raising the aaae aaoUJ1t ot reTenue. 
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loTeaber 27, 1941 

IIEltOIWIDUM FOR THE SECRET.UIY 

Number ot wh1te-oollar ealaried peraone 

The moat recent data on the nuaber ot white-collar 

salaried persona appear to be tor 1935-1936. In that 

year, according to the National Resources Committee, 

there were alaoet 6 million white-collar ealaried taai­

liea, as tollowe: 

Clerical taailiea •• • • • •• 
Salaried bue1neea taailiaa • • • 
Salaried proteaaional tamiliae 

Total • . . . . . . 

3,626,200 
1,112,600 

989,200 

5. (28,000 

Mora reoent data are contained in the 1940 Cenaus, 

but are not yet a•a1labl e, except tor a rew selected 

State a. 

For 1930, the Cenaua enumerated about 10 million 

•clarita and kindred worltere• and aalar1ed •proteuional 

peraone .• !he lover tigure ehovn tor 1935-36 doee not 

iaply a oorreepond1ng decline in the nuaber ot white­

collar ealaried persona dur ing the tiTe year inter.al; 

it ia partly explained by ditterencee in claeeit1cat1on 

and the tact that the 1930 data are tor persona while 

the 1935-36 da.ta are tor taa1liee . 
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RE FilUlfCllfG 

Pl'e11nt: 

B.ll.Jr: 

Baaa: 

B.Y.Jr: 

B&aa: 

B.K.Jr : 

Baas: 

B.II. Jr: 

Baa a: 

H.ll.Jr: 

11'1'. Baal 
11'1'. llorl'ia 
ll'l'.llal'llh7 
llr. Bacllej 
11'1'. Bell 
11'1'. Sohwa!'l 

lo..U.r 2'1, lNl. 
U:'5 a.a. 

GO 

Well, go ahead George, what han JOU got tor 
u? 

.baollg other thinf•• I don't know it )'011 are 
illtereated ill th 1 at the 11<11ent or not; you 
aaked tor enother memorend1111 on exceaa --

lo, ao, the financing; let• 1 concentrate on 
that. I &Ill OO&ing ta:rea. 

Wellf we are ill a 'ftl'7 preHa!narT atege on 
the thillg. I ou point out acae ot the i11uea. 

Can 1 t I uttle how auoh mone7 we - t? 

Well, I talked to Bell ud he 11&1• a billl011 
and a halt. 

Bow doea he get that n.J? 

It ia the second queatio~that is, one or two 
i11uea . 

(11'1'. Bell entered the conference) 

Caae ill, Proteaaor. We can 't operate without 
you. 
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Bell: 

H.J.!.Jl': 
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H.ll. Jl': 

Bell: 

H.ll. Jr: 

Bell: 

H. l! . Jl': 

Bell: 

H.ll.Jr: 

Bell: 
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I feel tlattel'td. 

'ihT do 70u want a billion and a halt? 

Well, I would like to go thl'ough until Febl'U&J.7 
without bol'l'owing &n:f mol't mone7, 

Can 70U en that basis? 

Except thl'ough Tl'e&eUl'f bilh. This pl'Ogl'lll 
cont1111l'lates a hundl'ed million dollal'a extn 
mone7 Ul bills on the third and then dl'ofping 
it to fifty million up to Januaey 21, which 
c0111pletu the thil'htn week c7cle and then 
just l'olling thea onl' fl'ca then, we oan 
ccnaidel' at that til:ae whethel' we want to 
incl'eaae that hundl'ed and fitt7 to two hundl'ed 
llillion. 

Sa7 it OTel' again, please . 

We get an extl'a hundl'ed million on the thil'd 
of Decembel' undel' the two hundl'ed million 
pl'ogram, 

!81. 

em the tenth this progl'am contemplatea we dl'cp 
it to a lnmdl'ed and fifty. 

Yea , 

And go with a lnmdl'ed and fifty until Janu&17 21, 
whiCli completea the thirteen week c7cle. 

Yes. 

And then we roll them over from there to the 
hundl'ed and fitt7 or two hundl'ed ol' whatever 
the7 mi.dlt be, but we can consider at that time 
&II to ruther we want to increase that hundl'ed 
and fitt7 llillion weekl7 offering to two hundl'ed 
million, completing the thirteen week c7cle 
on the two hundl'ed million, which would -.Ire 
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H.U.Jr: 

Bell: 

H.ll. Jr: 

Bell: 

H.ll. Jr: 

Bell: 
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two billlca ah outatandiag. liT borrowing a 
billioa ud. a halt in Deolllhel' w CIA go out of 
Deoaber with two billion one lau;v.a. aillioa u4 
out of .TIAUI.l'J with one billion ud. a CIUI.1'ter. 
'I'M.t ..na we will han to borl'OW a aJ.nion ad. 
a halt 4ollua in Ftbl'U&l'J ud. then, aa I told. 
7011 reaterdq, I would. like to lkip llaroh beoauae 
of the tu --

Well, 7011 would. go out of Deo•ber with how 1111.oh? 

.lbout two billion one. 

Wall, then, thia doeaa't haTe to be settled. right 
now, but I would lib to 4l"op the billa · do• 
to a hlm4l"ed ailllon1 ;you aee, and not go ·out with 
so 11111ch and then ti:k thai in a aonth. But I 
aa juat thl"owing t out. think to go out with 
two billion one 11 too auoh. I would lib to 
atut next weelt w1 th a lnmdl'ed lllillion borrowi.llg 
and thea keep it a hun4l"ed until we need a 
11 ttle mora moner and we will go up to a hun4l"ed 
and fift7 or two hun4l"ed. I don't care about 
thia crole buaineu. I m not Tel")" good at oroles. 

I don't think that h important. 

But I think to go out with two billion one h 
too big; it ia unneoell&l'J, and I m juat tbrowbc 
it out to theae gentlaen to drop it lrllll two 
hun.4l"ed to a hundred.. 

I think that will apron fOUl" nte haoaatlJ ad 
han a psJohologioal effect on the abort tera 
aarket. !Ten the fift7 will. .l hua4l"ed lllillloa, 
I think, will 4o that ~moh better. We oan do 
that - 7011 probabl7 ougbt to ocaplete tha o7ole 
before Febl'U&l")" 18 whe11 JOur first two hun4l"e4 
lllillion 4ollara .tur .. , beoau11 then JOU 0111 't -
JOU probabl7 won't be in a position to add &nJ 
from there on in . 

That will be all right, ~t JOU could 4l"op it 
to a hundred and lean it there until --

Well, in Janual")" JOU oan pick it up, the first 
of Janual")". That ia all right. That might be 
a good thing. 
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Bell: 

H.M.Jr : 

Bell: 

H.K.Jr : 
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Well, nothing is settled. Of course, this 
is the first meeting, but I am throwing 
that out . When~do we han to decide tliat, 
l!ondq? 

Well, I would like for you to decide it 
llonday. Of course Tueadq is your open 
market meeting. I think it would help the 
market if you would decide it . You threw 
out a hint today, I see . 

Well, they asked me about the bills. 

Did the;y? 

63 

And I said we would l et them know. Your 
friend Karriner Eccles goes up and makes 
a speech on taxes and neither John Sullivan 
nor I have yet seen a copy of it . 

Is that this New York crowd again? 

Yes. 

Is it off t he r ecor d? 

This time they put it on the record, because 
it broke last time afterward. 

He learned his lesson l ast time, I guess. 
We are going out of llovember, llr. Secretary, 

· I think, if we get our tax note mone:r, with 
a billion three, so that we are ·now in a 
position to drop those bills, ae you sug­
gested. 

Well~ let's put - that i s the only change to 
make right now. 

And we will go into December 15 with about 
eight hundred million dollare on that basis. 

December 15? That is plenty. 

Regraded Unclassified



H.J.I.Jr: 
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H.U.Jr: 
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H.K.Jr: 
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Bell: 
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Bell: 
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Bell: 
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Well, nothing is settled. Of course, this 
is the first meeting, but I am throwing 
tha.t out. When~do we h.a.n to decide tlia.t, 
Jlondq? 

Well, I would like for rou to decide it 
){onda.y-. Of course Tueadq is y-our open 
market meeting. I think it would help the 
market if y-ou would decide it. You threw 
out a hint todllf, I see. 

Well, ther asked me about the billa. 

Did they-? 

63 

And I said we would let them know. Your 
friend Karriner Eccles goes up and makes 
a speech on tu:ea and neither John Sullivan 
nor I have ret seen a oopr of it. 

Is that this New York crowd again? 

Yes . 

Is it off the record? 

This tiae ther 1:! it on the record, because 
it broke last t afterward. 

He learned his lesson last time, I guess. 
We are going out of llovember, lir. Secre t1.17, 

· I think, if we gat our tu: note moner, wl th 
a billion three, so that we are ·now in a 
position to drop those bills, as rou sug­
gested. 

Well~ let's put - that is the only change to 
make right now. 

And we will go into December 15 with a.bout 
eight hundred million dollars on that basis. 

December 15? That is plency. 
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Bell: 

H.ll.Jr: 

Jlorrh : 

H.ll.Jr~ 

Haaa: 

B.IL.Jr : 

16.trpbT: 

H.IL.Jr: 

KurpbT: 

H.ll.Jr: 

Bell: 

H.K.Jr: 

Bell: 

H.IL.Jr: 

Bell: · 

H.K.Jrl 
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Yu. That 1a juat 'before we get 0111' new 
1110ney and 'before we get tu:u. 

What do 7ou think, Dan, about the 'billa. 

I think we can drop them all right • 

George? 

I think it ia smart. 

Helll'1f 

If 7ou can pick up the mone7 fast enou~ 
ao that 70u won't increaae this !inane , 
I think it ia 0.(. I am juat haTing a ttle 
perturbation--

A little who? 

I am just a little disturbed that if the billa 
were clropped it would o0111plicate the problem 
getting throURh to Februa1'7 because on billa 
70u han to pfclt it up again alowl7. 

What do fOU think, Hadle7? 

I don't haTe &J11 objection to reducing th ... 

W. can tab it up again t..orrow and we 0&11 

tab it up again liDndq. 

to.orrow or l1Dnda7? 

'fell, the bill thing I would take up again -
1111'be t0110rrow. 

Would 70u like for me to diseuse that &J11 
with the 'board and the bank? 

I would like fOU to diacuaa it after fOU 
lean this room. 
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H.ll.Jr: 

Bell: 

H.ll.Jr: 
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Bell: 

Sohwarz: 

H.M.Jr: 

Schwarz: 

H.ll.Jr: 

Bell: 

H.ll.Jr: 

65 
- 6 -

I see. 

Just becauee theJ beat .. lhabbi}T 11 
no reason whJ I should treat thea ebabbi}T. 

Do rou think Ecclu 1a going to make a speech 
on tun? 

He did make a speech. 

TUudq night. 

<h, he did? That h OTer. I thought it 
ns next week. 

He ude it. 

'· He ~~&de it. IJlrill !lnd out. I told John 
to call h.illl up. 

I should have a cop7 b7 now. 

(The Secretal'J held an unrecorded telephone 
conversation with Yr. Sullivan.) 

Well, let hia give Eccles hell before lunch, 
and rou (Bell) can COlle along after l=ch 
and sq, "Well, now, look what a nice N 
we are. 

I will talk to lllan and Bob in New York 
about it. 

Yes. 

Well, then I think it en¢ug h soand1 
all right, and rou can check With JU, 11efore 
I go home we might annoUllce how much the 
aa~h h going to be, tonight t>r t0110rrow 
aol'll1ng' • paper • JOU '". I would lib to 
do that. !he more advance notice we can 
give the market the better. 

) 
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B.ll: Jr: 

Bell: 

H.U.Jr: 

Schwarz: 
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Schwarz: 

H.li.Jr: 

Schwarz: 

H. J.!. Jr: 

Schwarz: 

H.Y.Jr: 

Schwarz: 
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Yea, because apparantlJ the .arkat i1 
drifting oft a little juat baoau .. of thil 
cont.-plated financing, ian't it? 

Well, it is sort of wiggling. 

One thing I would like JOU to do hf Dan 
Jlorris brought in a UP stat-t. would 
like JOU to go into JOur room and get out a 
little written stat .. ent because the7 wrote 
the thing up wrong, 'What I said in rq 
press conference, if JOU bo7s will take 
fin lllinute s • 

Not gin out a fol'IIIAl statement but juat 
let Chick tell the bo7•· 

Yea, juat so Chick will understand it. 

Just make it easJ. 

Right. I haven't eeen that book 7et, Chick. 
The7 tell me JOU are one of the onl7 three 
good men. 

Our libraey ie getting it . We accumulated it. 

Somebod1 has written a book on it . 

Dalbert Clark, that runs the New York Times­
Herald. 

He has written a book on it. Preu contact 
man. 

He had sane nice thi.ngs to e&J a bout the 
Treasur, generall7, too. 

He probabl7 neTer has seen it. 

He dido' t han to sul:mi t the book to us. 

Is that as far as we oan go tcdaf? 
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H.M.Jr, 

Bells 

H.lf.Jrs 
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Bell: 

B.'ll. Jr: 

Haae: 

Bell: 

B.li.Jr: 

H.'M.Jr: 

6? 
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I think eo. • 

Baa ufbody got IJl1 bright ideu? 

It ia good progreaa. 

Got IJl1 bright ideaa, DaYt? 

No, because I think the firet thing is to see 
the alee of the iaaue, or the a.ount of .oney, 
to decide whether we are going to gun tor one 
iesue or two. It aakea quite a difference. 

That ia right. 

George, got -uy bright idtaa? 

No, air, I haYt got one idea that I would throw 
out at this time. I think if we are going to 
haYe a long iaaue •• should put a longer call 
period on it, aaybe ten 7eara. They Will like 
you better twenty yeare ?roa now, aa you like 
the fellows that put the fifteen-year call 
on the Ubertiu. 

He says he is going to leaYt you and I to worry 
about that. 

Btn17, got IJl1 bright i deu or long words that 
I could ustt 

Well, I don't haye uy long word• but I haYt 
ao .. tint long call periods. I can support thea 
with quite a nuaber of short words. 

That is the •11 you are going, long call period? 

That ie where you are going. That le 
where I would like to ••• ;you go. I think 
there are aoaa exceptionally good reaaona 
tor it. 
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H.ll. Jr: 
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Haaa: 
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Baa at 
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Ba4le7, sot ID7 ld~aaf 

Wall, I haw a fHllJIC toward raopalllq of 
outet&Ddlac leeuee. 

You bo,e would han to put • d01111 aDd etrap 
• d01111 &Dd gl n aa eoaa ather before J'01l 
oould gat • to taka that. I would hate 
to tell 70U what Dan Ball tala. I bat 70U 
he wouldll' t offer to eq 1 t again. 

tee, I - that waeu•t &II offer. I Juat eaid we 
alght w&Dt to cOil aider it. I aa a 11 ttl a ecarad 
of gettin~ a lot of aona7 out on the end. 

So .. I. 

I haTe to - I raallae, though, that the leauing 
of thea at a high praalua h a little d&Dgeroua. 

So aa I, Dan, but don't forset thh, and ,ou 
fellow• ought to aake a atud7 on thia, the faot 
that tha inauranoe COIIPIIliee han dropped fro. 

three to two &Dd a hall aa7 aake a lot of 
diffaranoe. 

We are getting aome new flgurea on their caeh. 

I oalled thea up. 

How .uch haTe ,ou gott 

Here it h graphicall7. 

Read it to ae, Gaorce. 

We han sot - at the end of &uguat th17 were 
about one billion three and - Ia that what ,ou 

han sot hera, HallJ7f 

lou had better let Hlllr1 read hie 01111 flgurea. 

At the end of Auguat the7 ware one billiOil one 
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lllmdred twnt7 mllle. At the ell4 of ~tellblr, 
ODe bUlle oee lamdrea thlrb-alM. t'hle !~ 
I pt OTel' the telqhoae fo~ \hi ed of Ootober 
b light lllm4re4 tlftea. That refieote tbl 
flpree. 

187 - •72. 

Well, • 111ght fiiUl out again --

Re4uciDg their ratu wuld ub ov two ad a 
halt ooupon 110re attractin to tha. 

On the other hua, theJ lll.ght not han to aet 
u aDJ bona •• 

11 loq .. theJ han aot thl caah, theJ 
will --

That h a 'fii'J aharp reduction. It h unueuall7 
sharp. 

It takea thea back to about their loweat caah 
in t110 Jeara. 

It dependa on h~ fa•t •• get thla atuff out 
ud di'oppiDg the billa. I would like to know 
~t etfect that hal On IXCIII I'IIII'TIIo W.ll, 
take a look at it. 

It 110ul4D't haTe ID1 on it. 

It wuld haTe DO affect aa auch. 

I uan on the If•• York bub. I MID, 41'oppiDg 
it - I aeu, cuttiq it down froa two hundred 
to one hundred, what effect will it have on 
the Jew York Cit7 buk1, if aDJ' 

It will affect the rate, 

Affect the rate, and that will affect what th•J 
put up for, 
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lbat you hue got uturinc ia a hundred llilllon, 
so 1t wouldn't cballge the 11101r.t that tbay are 
golnc to ban to bur. 

Well, look -

It would be that .uch .ore excesa baJIClng there. 

So~~et1me tell Fl h that the last thine 
I do before I go home i a to 1ee you genta . 

To daTI 

Today. ind then you get bu•y and 1t rou fo 
into your office now and write out a itt e 
stateaent to correct whateTer this ldstalte wa• 
and we will gin out the uount tonight. I 
would like to give out the amount tonight, 
a billion and a half, and I woula alao like it 
if you fellowa could deoide on the bill 
thing, if you are ready. 

Yea, I think we can. 
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November 27, 1941 
3:30 p.a. 

?1 

RE TU EXDPT ORGA!IZATIOlfS 

Present: 

H.ll.Jr: 

Sullivan: 

H.ll.Jr: 

Fole7: 

H.)(.Jr: 

Sullivan: 

lll'. Gran• 
Mr. White 
Kr. Fole7 
lfr. ltadee 
lfr. Sull1 van 
lfr. 0' Connell 
Kr-. Odegard 
lfr, Galton 

Well, who ia the barri1ter and who i1 aolicitor 
here' 

We are all a«mbers of the sams 'ar. 

But there is a difference. Sit up here, Peter, 
where I oan see 7ou. I can't see 70u that far. 
Who is going to present the case for the plain­
ti!!f 

John. 

.Ul right, go ahead. 

Well, aa rou know, !or quite acme tt.e we have 
been working on a Treasury decision that would 
require all of those corporations that are 
ex~t !roa the payaent of inoa.e tax to turnleh 
ln!o~tion aa to their receipts and expendlturee • 
.la a •tter of fact, I understand that thh 
was on the Coaadaaioner'• desk last Frida7 when 
the dleoueeion took place at the Cabinet, and 
it c ... over Saturd17110rn1ng and we went 
owr it. Herbert was in on that. I don't 
Jmow whether rou want h1a here now or not, but 
he wu in on that dlecuuion last saturaa,. 
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.orning. We ude a fe• ainor chFoea in it 
at that tiae. No• , under the re ation as 
it is now drawn, ever7 tax-exe~ orfanication 
except churches would be required .t hin aixtr 
da7a after the appronl of thia regulation 
to furnish us • lth statements of their pur­
poses, not onl7 the t7Pe of organization the7 
have, but also their receipts and expenditures, 
and then each 11ar thereafter the7 would have 
to give us their receipts and expenditures 
for the previous 7ear. 

We had understood that rou thought that churchee 
should be included in that, and it •aa the 
unanimous opinion of the group that churchea 
should not be in the group. 

(Kr. Gaston entered the conference) . 

Well, ~7 not churches? 

What group? This group doea not include me, 
Kr. Secretar7. 

No, I understand 70u •ant churches in, because 
that .tll be the end of it. 

End of what? 

Barr, is opposed to the •hole regulation. 

Well look, thie ie the w&f I feel. I think 
that this h a nr, .oaentous decision for some­
bod{ to take, if it ie for ae, and I don't see 
tha if 7ou are going to move on the front of 
saying that organizations, even though the7 
are exempt from taxes, should make reports, then 
I don' t see •by ever7 organization in the 
United States shouldn't make one to the United 
States Treasury. 
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Well, I thllllt the attitude ot the churchu 
11 rlnf to be YlrJ bo1tlle1 becaUie the7 
wll in e~ret thh u the openlag wedge 
ot control b7 the State oYer the Churcli, 

Well, lt 1a the other ft7 around. '111.7 1bould 
1D7 group o t ohurohu --

They don't look at it loglcall7, Kr. Secretary. 
The7 will ah1ply 1ay thet thil 11 the tlrat 
gun, and the next atep h taxing thea. 

Well, let•a get down to braaa tacks, inaide 
ot this roca. Let' a get down to the Clmrch 
ot the Little ficnrer, Mow, why ahouldn't that 
organlutlon ake a raportf 

You .ean Father Cougbllnf 

Tea. 

He not onl7 doea, but paya taxes, 

Be doea? 

Tea. 

Hie radio station, you wan? 

SUre. 

The Church doun•t. 

Be doean•t pa7 taxe1 on the Church ot the 
Little ncnrer. 

Not on the Church, no. 

I said on the Church ot the Little Flower. 

It 1a one horae and one hare. The hare 
goes to the part that pays taxes. 
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Let's just be impersonal as far as the Treasury 
is concerned . Let ' s take the Church of the 
Little Flower. I don't know how much you know 
about the thing . 

I don ' t know much about it . 

Well, I know quite a lot, and the money that 
they take in and the use that they make -
if all of the moneys collected are used for 
church-like purposes, certainly I would be 
the last one in the world to want to do anything 
about it, but if by chance they should be used 
for improper purposes under the guise of a 
church, why shouldn't some agency know of it? 

Are you talking logically or politically? 

I am not talking politically because the way 
I feel is this . I think - I am using an 
extreme example. Now, as I understand it, 
what you are going to do is to ask the A. F. 
of L. and the c. I . o. and all the other 
unions to do it . Nowi Foley could ask me, 
am IJoing to talk po itically, am I going 
to t k logically. Wall, I think from the 
standpoint of fairness - I don ' t know whether 
it is logical or not - that all of these or­
ganizations should through the United ~tates 
uovernment make a report , and if that is done 
on a cooperative basi s, and not a misuse 
of funds in the public interest, fine, but if 
they are - I mean, the argument for the union 
doing it is, I mean, here in the last ten 
years these unions have grown up until they 
have an organization of five million men and 
they can collect unknown millions and are 
accountable to nobody. I don't think under 
Democracy that is right . 

But the only way I can see that I could face 
the storm would be if I said, •no inati tution 

• • 
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in the United States that collec ts 
money should be exempt from making 
a report . • 

Now, if I fall on that, if I fall 
on that, well then, at l east I have 
fallen - I broke my neck on something 
ihat I believe in. 

I wouldn' t want to see you ~eak your 
neck, though. 

But I mean, the way I feel - and then 

75 

I would like to hear some of the others -
I can go anywhere and U'f, "Here are a 
group of organizations, whether they 
are religious or whether they are 
for labor unions or for educat ional 
purposes. Some of them collect 
millions and I believe that those organ­
izations shoul'd file a financial 
report so that they can't be used to 
either undermine the Government or 
to do anything else. They are secret 
organi zations. And under a Democracy ­
and that is why I want Peter to hear it. 
He will tell me if I am right or wrong. 
Under a Democracy we shouldn't have any 
secret organizations, not reporting. I 
would much rHther trip and break my neck 
than to run around the stone wall. Now 
anybody el se can t alk. 

Could I ask what would be the purpose of the 
regulation? Is the purpose of the reg­
ulation to stop up leakages? 

. 
• 
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Well, you will ban to aak tha. 

Well! that ia the way it started, Peter, 
Peop e came and said there were certain 
corporations enjoying tax ex.npt statue that 
bad extended their activities way beyond 
&DJthing that wae revealed to the Commissioner 
when they gained that tax exapt statue; and 
once they got it, they never hid to account 
for their income or their disbursement. or 
their aeaeta or their liabilitiea . 

They never had to account !or their activities 
in relation to the exaption that they enjo7ed 
and there were a number of th11111 that were 
uai.ng their fronts againat tha intereate of the 
Goverument in theae perilous times, that were 
making absolutely no contribution whatsoever 
to the Government, and were not being held 
accountable because the public waan 1 t given the 
ilifllaatia·. as to where their lunda came 
from and how the;r were 11111ploying their tunda, 
That is how tha thing started and it started 
way baok a year or more ago. 

Can I go back of that? 

Yea, air. 

Let ae get the hiator;r right. Let me aay the 
'ft'T I rmaber it. b I r1111111111ber tha thlngL 
when I cme in to the Treaaur;r - and aomeboCQ" 
oaa atop me when I am through and aa;r I am 
wrcmg - I o0111pared it - it u;r aound silly, 
but When I waa Coneervation Commissioner and 
Herbert Gaaton waa deputy, we went in there 
and we found that a great man;r people of undesir­
able character had been given a licenee to 
oarr;r a gun and the;r were issued ;rear after 
year and nobodf enr looked at them. S<111e of 
them were a oat undeairablt character• . 

So I aaid, "Fraa now on that license runs tor 
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a 7ear t and t.DTbodT tl. t -.Ja ta to OU'1'J a 
gun and get a lioenu ae a deputr r.-
warden hi. a to prcwe that he h wor~ of 1 t, • 

So I applied that 111111 rule to th11 qu11t1on 
of ex-.pticma Uld I aa1d, "Frca now em, cmoe 
a 7ear all of theet ao-oalltd tax exempt 
aoo1etlea han to prcwe that they are worth.r 
but no longer, onoe th17 get the thing, will it 
run for fiTt or ten 7ears and nobody eTtr 
innatigata the. • I eaid the11 people han 
to prcwt that ITI1'J 11ar they are worthf of 
thia particular atatua. Th&t ia the 119' I 
reaaabtr the thing etarting, isn't that right? 

Well, that goea baok of a, experience with it. 
I aa telling you how --

But I am telling fOU when I first came in - ­

Yea, well, that goea be7ond 7111 time, 

But that is the thing~ and I told the 
COIIIIIiaaioner that he muat check tha11 things 
u.d nobody from now on can haTe, 10 to speak, 
a charter, a tax exempt charter, and these 
people han to, at a regular intenal - I 
thiil.lc I aid once a year - prcwe the t thq are 
worthf of this thing. 

Now, thie thing here, I understood this 
thing, this particular thing, had been brought to 
a head b.1 Korria Ernst, 

That is right. 

Yea, that ia wh&t I am talking about. llorria 
Ernst started diacuaaing it a 71ar ago. 

Korria Ernat had brought thie thing to a head, 
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B.li • .Jr: 
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GaatOD : 

Slllllyg: 

... 
=.!.~~.;·wi:F''·!'"~., La:'~' *~ u w ..... s.c .... 1.a nt'rl, •, •• 
MMJT. llat .. :irn. enl'f ......... u. 
~l~ • tu ltatu W te ~ 
tut ~ ftl'l et W1 ~-- ltatu. u t:bat ......... ,...., ~ ao ,.. Jlan 
to c1o WI? 

llr. Seoret&rJ --

Jut •• aeoead, llan7· lbaU 

1Jell, tUa 11 te aoo.-plllla jut •t 7ft Ali. 

ell. •t I uid •• tu.t the bva .. ef proet 
-.t 11e • tu .JP"P a..tr1111 • tu u:..pt 
oJwoter, tllat uq -.t prne tlat theJ ere 
-~ ef it. 

'I'U7. liuat .U:e u uaual aholriac tba t tJaq ere 
ftl'tliJ to .. UAue la tbat atatua. Wall, tllat 
1a at WI woal4 aooc.pllah. 

r .. or fiTo roar• aco I aaltoa for it. 

~ !:tit.-:rUlulu~iJ"'i.;t!!.!. 1t:'• la •n• .a.&Ucaal ua obarUablo but. !'llq 
1I'IJ'O ohartero4 u u l111UtuU• whioh Moll• 
wald ooatrllnate te u4 u hnlllaod taaa. 
tor t:111 oau.u. ot ,.... .. ..a tUB 1t ., 
IUHoaq dhoOTorol t:bat Ill Jal pna to th11 
.auauo.J. ua oJiarita'blo trut alaotJ a1111• 
clollara worth of paiatlnga aot mTiMIId ill 
the origiaal pNpou at all and thereupon the 
Uartor •• rnoked. 

'fta1a JOOI further tJiaD 11bat JOU &HK for, llro 
SoorotaJ7, beoauu iD addlticm to prOTiDg the 
ohanotor of the orp.niMtlOD ud the qpo of 

• 
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wl'k the7 are doiac, th" are obUpa te 
tile operat1~ tiaUaolal lhteh to iadioate 
the enat ot it ua 1.a oaae ot UfJ=\:: 
be1Dg paid a thoulllld dollara or 11: a 
thou~~ond dollua 1a aD:f oae ~ar, that 
to be 1 t..t11d. 

Jfl'. Seorataq when I •• 1D the Chid 
COUD1tl1 I otd ce 1a 1938, we were l.atomtd 
tat the polic7 ot the Tre&sul'f toard tu 
exe.pt orguiaatioaa had chaDfed to the 
extct that U.. Seoret&l'f wu .a a re-en•laatioa 
ot tu ue.pt orpuuatioaa. .b a renlt ot 
that, a qu11ticmD&ire •• 11nt to all orpala­
atiCIIll oa our 11at. 'l'Ure are about tlriDtT-•11 
tboua&JIIi ot th•. !h&7 filled out their 
queaticmu&ire. ud the queatiODD&ire •• tilecl 
1D the 8lreau, but tbat h the extct to wh1ob 
the Bureau oarried out 1natruot1ona that rou 
actioaed. 

~ orders were niTer carried out. 

(Ill'. Grana entered the oonferaoe.) 

Harold, help ae out on rq -1'1· c .. up 
olo11r here. Were JOU wi tb •• when I tola 
InhJ'D&l ReTIDue tbat I wuted ITIJ'1 tu 
exe.pt organuatioa in the United Stat•• to 
pl'OTe that th17 were taz u.-pt and that that 
mould be done( the burdlll ot proof -· oa tha 
ud that ahoul4 be done regul&Jol7f 

'l'hat 11 right. 

Well, what the hell happened? 

Well, thq atarted in, I would a&J, about the 
11111111er of 137 - I aa •peaking now !rca •-1'7• 
I lmow. 
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••• to •ke a rt-oannaa of neey ax•pt 
oorporaticm oau. I thiU: that rt-oannss 
ns still in progreu whan I left the Bureau 
in 1989. 

Well, Chuck ltadea aa71 it na dcmt and than 
Just filed and nothing enr happened. 

Ill'. Seeretar7, aome of theae returned 
queatiollll&i.rea ~ han been examined, but 
there waa no &Dllual return requiraent impo11d. 
The Secretaey eaid, Ill'. Grana, that his 
instructions were that we were to get annual 
returns in the Bureau, It was 1Jtf understand­

ing that the quutionnai re was to go out to 
renxami.ne these tax enmpt organiutions, ana 
that such a queationnaire was sent out. Some 
of them probabl7 were examined but no annual 
returns have been required. 

I don't recall that there waa any requiraaent 
for en annual retum on this. I tbink he baa 
correctly stated what the7 lid do-.n there. 

~ impression was that I said that these people, 
the bUrden of proof on thllll was cmce a year 
to prove that ther were entitled to it. 

That I don't rccber. 

But JOU went all through thia, didn't rou? 

Well, that thing had bea begun before rou 
sent me do-.n w1 th the Bureau of Internal 
Revenue, It was in progress at the ttm. --

But you are familiar with it. 

Yea, I am. 

Did that applr to churches too at thet time? 

-, _ 
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The qa11t111111&1ret 

I aut! Jllo. S..retai'J', tat W1 wet .q 
to Ghar table Ol'pa1aa~1••· · 

I aca •t th1U 1t appUea to obllJ'ohl•. 

1Jell, I th1alt 1t wat to rllidou• anooiat.iOIII 
thlt were oaer• of propert:( lhat baa illocae 
11hich idght be iiiTolna 1A ih11 qu11t1ca ot 
taxabilltJ or aca-taxabilitJ. 

'rUt 11 ri.Pt, but evner the tu u:e.pt 
1tat1u of the orp.aiaatloa clepaaea upoa 
1llid 1t 414 with itl :;t• thea the qu11t1-.!re 
... t out bat I aca•t the que•tioaaaire 
wat out to ... thiac whioh ooula be reoog­
aiaea •• a ~oh or •• a labor 1Ulia. 

Poll tioal orguiaati••· 

l(r illpreniOJl b Ehat the qulltiOIIJl&iJ'e 'ftllt 
out to all of the orp.nisaUon1 or anooiaticu 
tliilt were GD reoora at the tlae ill the Bureau 
of IaterD&l Rn11111e •• harlq bea graatea 
.. n:apt .tatu. 

nat 11 right. 

Scat Wrtr odd thouaaa, aooo~ to rq 
pre1at reoolleotiou. 

w.ll, that woul.cl illolude oburoh11. 

Ja7 orpDisatiCil about which there hal ner 
beea ID1 que1tioa ral••'· 

Ed, {ou wat through that with ae, the 
qull lou of ... &, it to the Daooratio aa 
~ational Co.aittee1. 

\Jell, that CUI up ill OGillltOtiOil with the t1IO 
percent clubs in lndiaaa. 
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HJ£.Jr: And we went through with it, didn't we? 

Grana: Well, I think tu anner to that 11 thia. • 
Wherever an7 political o~ization had 
raiaed the queation, or ere we had raised 
a question - -

Foley: You are getting awtull7 bold, ~r. Secretar7. 

B.M. Jr: Well, I am surprised. It donn 't sound lib 
me . 

Graves: Wherever the question had been railed --

H. l.l. Jr: It JaW!t have been t•t before a campaign. 
(Laughter) Well, oaenlt 11 not running 
again. Go ahead, Harold. 

Graves: What I aa aayinf was that wherever the question 
o! the taxable a atua o! a tolltical organic-
atlon had been raiaed and t e club or organia-
ation ~ted a non-taxable statue, that 
'I.Dldoub edly was re-canvaued along w1 th all 
tile --

Kadea: That ia right. ~ recollection is similar 
to 7ours. I thought there were twen~aix or 
twentJ-aeven thousand, and JOU said a ut 
thirqr-aix. 

H.M.Jr: How did we do the loli tical clubs in Indiana 
and not do the Nat onal Democratic and National 
Republican ones? 

Graves : Well, that waa a aleoia1 ethedition. We ran 
into that or~niza ion aa t e result ot ou.r 
Indi~ ' !Jaye tigatlon. · · 

H.Y.Jr: But we did do that? 

Graves: We did tbat. 

• • 
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Did fOU get ~ usAge about another Indiana? 

Yea. 

Well, ;rou {Odeprd) &lk hill aCIIe qu11tioD1. 

Welli thia political IDgle, I aaau.e thla would 
lliPP •1Dt1 th111, the Oerrupt ,...otic• J.ct 
under which the;r are auppo11d to file rebuoa1 
aa to their income, 11 far 11 political organia­
ationa. lb' filling h, without lmowillf 1111-
thing about it except what haa been aa d here, 
that thla thing - a general re2Ul&t1on of that 
kind, unleaa 1 t ia "'17 delicatel;r handled, 1a 
full of d1nmlte, particularl;r if it applied 
to organization• that are fearful of o011trol 
like churches and collegea and - if the feelbg 
ia goillg to be that Treaaur;r ia going to 1et 
itnlf uhl1 a great c111aorahip ag111c;r and 
it ia go to pan upCil the legimitac;r of 
certain ao ivitlea thit are oarried on --

J.Jld 1111 tiae ;rou don't ll.lte wba t one organiaati 011 
ia doillg, then ;rou I..udia tel;r crack do'lll on th•. 

It would nc to me poaaible to draw a regulation 
which would avoid that b;r setting up certain 
atandarda lllhich would be be;y011d queation1 but 
unleaa that ia done it ae•a to ae that there 
ia a lot of dJn&ldte in it. 

Barr;r? 

Well1 I Mde quite a apeech before I cae ill hire, 
and 1 doa't nnt to get atarted or I aa liable 
to repeat it. (Laughter) 

Are fOU afraid of meeting ;yourself coming hCill! 'l 

It 1a veq wll worth hearing, and I am aure we 
would ell be delighted to hear it the aecond 
time. 
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The Ull rou wula. 

.._ be geta atart.a, Mr. Seoret&J71 7011 ha4 
bettR opta tu wiaclow 10 thq ou uar 1t 
aoro11 the atrHt. 

I think it would be a nry, Tel"f gran error 
for you - -

C ... up ~loaer, I ~aa' t aee that far, Ba1'1'7. 

I thoudlt •Tbe rou oould lwar ... I thWt 
it woalcl be a nq cnn error if aa orcler 
of thi1 oharaoter, irreapeotiTe of it• 
•rih, aad I han no doubt about ih aeritl, 
but irreapeotin of ih •rita, I th1nk that 
thi• h a moat inopport111.e tiae for aa ord1r 
of thh oharaoter to be promulpted. 

It will be interpretedt aad oorre~tly 10, 

&I bniDg been de•igneo. to in -• •Y or 
other haaatring unions, labor unions. 

Band or ham? 
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Hamstrin~. The proximate cause, the 
immediate c.-ae of the bringing forth of 
this order at this time, if ~ information 
is correct, was just that, that it was the 
desire to get at labor unions which prompted 
the investieation as to llbether something 
can't be done about it and whether the 
Treasury can't do something about it. That 
is not the origi n of it here in the Treasury. 
I mean, that is the proximate cause , the 
immediate cause of its coming forth, so 
that when labor unions feel strongly sus­
picious that this is going to be anot her 
crack by this Administration on them, they 
are not far from wrong because unless it 
is intended to use this as an instrument 
to weaken the bargaining power of labor, 
why is it coming at this particular moment, 
and it clearly is an instrument which can 
under improper guidance and improper control 
and un$1IDpathetic control be used to st op 
any labor union in the course of a strike. 
You can always find ninety-nine different 
things wrong with any accounting procedure 
of any large organization, and you can stop 
their funds until such tima as they make a 
reckoning. 

Now, it is quite true that there are labor 
organizations and that there are possibly 
charitable organizat ions and that there are 
doubtless some churches here and there whose 
accounts coul d not stand a careful reckoning, 
but the bulk of institutions, I don' t think, 
would fall in that category and it seems to 
me , as you said, that it should be simple 
enou~ to deternine whether a labor un1on 
is a labor union, whether a church is a 
church that sort of information might be 
possibie to obtain through regulations, 
whether a charitable institution is a 
charitable institution, but when you push 

, 
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that ruther and deand that labor organi­
sations, a.ong others, tile a report ot the 
SOUl'CeS of their inc011e and their eltl'endi ­
tUJ"es and where there are penalties ~licit 
.in it, then I think ;you are lqing a ground­
work tor an attaok aaalnst the tiDance ct 
labor unions and tha£ h exactlT where the 
attack began in France. That is exactly 
where the attaok. began in Ge~. The wq 
to kill a labor union JDOst quick.lJ" is to 
reaove its power aver finance. Proot ot 
that is that was the reuon 1lbf it was aalced 
tor, I think, at Cabinet • 

.b I understand it , lladaa Perkins, the great 
Secretar,y ot Labor, said the reason whf 
labor unions strike--

Here! Here! (Laughter) 

Well, Har1'7, I gather ;you are against it. 

And how! At this particular time, irrespective 
ot ita merits maybe a ;rear ago or more . 

But tor the aoaent ;rou are against it? 

I think Harry woul d agree with us that there 
is no point in publishing an:r kind ot a regu­
lation on the other organiutiona unless 
labor ia included. 

No, because ;you would get it just as bad traa 
the people that are against the labor organi­
zations because ;you lett them out . 

And ;you don • t want to do the chUl'ches and not 
do the labor unions? 

I teel that it ;you do the labor unions, ;rou 
ought to do the churches, because I am sure 
it ;rou do the churches ;rou won't do it. 
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(LauP.bter) I was b~ing honest before rou 
tounCI me out . 

Thanks for the co~liaent. 

Harq, aaswaing that we were to do enqthillg 
except the churches, I uan aaallllling that n 
deciaed that we are wiae to go ahead now on 
the labor unions, would rou at111 think 
churches should be included? 

Well, I don't feel that it is desirable for 
Government to go into the revenues and 
receipts of the churches to that extent. 
&lre, there are occasions where the7 are 
using their lunda tor subversive intluencea 
but we han got to take 10111 ot the bad 
because of the larger good. I think rou can 
determine whether a church ia a church with­
out finding out where it gets ita moner and 
what it does with it, and I think that the 
danger a o! the Government interterilitc. within 
the internal frame of a church outweigh the 
advantages, though I should also like to aee 
poaaiblr some restrictions on the abilitr of 
the church to interfere with the affairs ot 
government, but that is a horae from a 
different stable . (Laughter) 

Herbert? 

Well, I have alwara thougbt our system with 
respect to these exempt organizations was 
very loose. The real problem is not with the 
regular labor organizations, not with the regular 
church organizations, not with the regular 
charitable organizations, 1t is on the !ringu 
ot all those groups . That 1a as true ot the 
eo-called religious organization as it ia of 
the charitable organization, as it is of the 
labor organization, the racketeering organiza­
tions. 

Regraded Unclassified



White: 

H.ll.Jr: 

O'Connell: 

White : 

H.li.Jr: 

White: 

O'Connell: 

88 
- 18-

It -.q be that there h ••• other W7 to pt at 
thh probl• 1ll thl ..., of pollcw th111 
llt.-pt orgullatlou, looklilg at tU fl'lllp• 
aDd 1111Dg what OD.tl are open to asp~oion 
aDd going after thea, 1t n baTt the athorlt, 
to require reporh wha n wut a report, 
when we are .uspicio.. of u oriiD!&ation, 
but I aa Tll7 .aoh lllcllucl to agree with 
Harey tbat thil will now rai11 a terrific 
turoft that woulcl be ..,..,., claaaglllg. 

!Del it goea out uacler the Secret&l'1' s sigu­
ture, not UDder t~ Prulclent' a. 

What do you thlDlc, Joe? 

Well, I tiret--

I thiDk rou are rii'Jlt (rtferrlllg to note 
banded to hilll by tlie Secretarr.) 

O.lt. 

I weaken ocoaaionalq. Tb.e job is on 111, 

I first learned about this IIO'fl about a year 
ago when we were tint drafting • ! • D. 
that would carrr thil lllto effect. it that 
tiM I th1Dlc I, u wll u other ~· w1 th 
whoa I cliaouued it, •• 1aUftk:'W.'*"-' wltk thl 
iclea. I thiDk 1t h r.rtectq I"egitlate OD 
thl urlts, but I clon t th1Dit rou w1ll ner 
pt to the uri h of thh 0&11 todq 1t rou 
tr,r to require report• ot tracle aaaociat ODI 
aDd unlou btcauae it 11 another W7 ot clolDg 
what unlona rill tight to the bitter elld it 
you do by legialation, and a lot of people 
are talkiag about the neoeseit.r, Westbrook 
Pegler aDd a lot ot other people ~e talkiag, 
there ia a lot of af!!:tlon, to haTe thl•• 
fellows put their t oial affairs 1ll orcler 
and to dlaoloat their atfalr1. 
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I woul4 rather rep.rd the nat of a Uttle 
.ore denl~at of that aa a •ttv of 
pabUo poUq thaD to at1ot ov uota Ollt 
at a tiile 'lllaa labor ro'Dle at l.eaat are 
iaoUaed to thillk tha tiLt .l""'ahtnt1n 
1a 4Pitt1ag Ufl1 trca th .. &114 that n ue 
ldot1Dg tha aro1111d a little bit. ~ 
the7 a11d it, but I would be oppo11d to do1Dg 
1t at th1a tiM. 

WbJ can't we do what I alked tor tiYe or 
six {:j' ago, eimplJ' 117 - h it too late 
tor • 7eu? - that tor •n &ll7 or~sa-
t1oa ajorlu tu exeapt 1tatu woUld haYI 
to p!'OT8 tha£ it 1a wortb,r of 1t, tor 'U'l 
II lt too late to do that? 

Well, fOU ooulda't do that thh 71&'1'. You 
ooald ate a atart oa it. But I don't th1llk 
that geta 7011 where fOU ue t171Df to go, 
1t I Uaaerat&Dd where 7011 ue t17 Dg to go. 

Ito, n.lt a llilmte, aOMboq elee h tJ71ag 
to go aau'llhere. I didn't atut this th1Dg. 
'!'Ida h all o~aratinl,r new to •· I 
lb't start this th1ag. For the tbe be1Dg, 
I don't know Whether there are tnDt,r-•1x 
thouaand tu exa.pt orgaai&&tions, bat I 
would lllte to ro baot lo where I as ud 
•!.llpl.r 117 tha all of thiH be oaaoeled 
tor ·~. lad UlifboclT wbo ..ate a tu exeapt 
atatu tor '42 1roala haYI to put 1D an 
applloat!OD &114 pron that he h at1tled 
to it. 

'lhloh aeus he 110uld han to pron that it 
h a ohuroh or a labor UDioa or a oha'l'i table 
organisation and the d111onatrat1on of that 
proof woul~ be a rea10D&ble demonstration 
that it waa a non-profit organi&&tion. 

Tu. 
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I ou. 1" that. 

-..t about tU law em tbat'l !here are 
oerlaiJl olaiHI of orpallat1ou that are 
b,r law ez..pt: fro. fillq ret1II'ILI ..a !rca • 
pq1Jag t:u ... 

~t:, Herbert:, n .Ue the regulatioae •• to 
'tlbat h ex.pt:~ 

We require a labor 111lion 111 the firet 1111tu.oe 
to gin ue an aooount. 

Well, I thillk that would be the anner, to 
.uYe 111 oa We th1.ag craduall;r. 

bother ~ th11 ou. be baiiAll.ed, Jfr. S.oret..,-­

lhat do 7011 thillk of that, I •111 for '42 
juet all:• th• .tart all ner again? 

0! oouree that won't do what wae in llind 
MPI. 

I didn't etart thia. 'lbat llorrh ll'net nDh, 
Kllrrh ll'nlt 11 gunnlag tor JMrioa Flret. 

Well, it h wrong to 11t up a - to tr7 to 
haTe the lholt TreaiUPJ orgulzatlon, IDterul 
Bntm~e, gun tor cme organisation uqwq. 
TOll oa•t do it. 

It ba1 boo.raage. 

You o1111 t do it. 

lo, I th1Dk that h right . 

If he wante t o do lt, let h1a introduce 111 
aot 111 Congrne. 

Well, that oan be dou. lhanenr a quut1cm 

Regraded Unclassified



... 

H,l.t.Jr: 

Sullin.n: 

White: 

Sullivan: 

H.ll. Jr: 

&llliYan: 

H.ll.Jr: 

Sullhan: 

R.ll.Jr: 

Sullivan: 

91 
- 21-

h raiaed about the right ot an organisation 
to thh exaptioni an Innetlgation oan be 
Mde in that paPt oular oa1e, and I pointed 
that out to Korrh, and he didn't agree with 
me that that would be IU!tioient. 

~~~listen, it 1a nr, nioe tor Mlrrh 
· to eit up in lew York beh1Dd h11 

deek and han ae as a oat'• paw, but I wilh 
fOU would re-eu.aine this tbi.ng alcmg tt. 
linea that tor the rear '42 anr'bodJ who 
wants to enJ01 a tax exaapt statue will 
han to etart de nol'O. I aean, I a not 
iuuing an order. I would like ;you to 
oonaider that. Talk itllter with theee 
people in the ro011 and then oc.e back in a 
couple ot da.T• and talk to ae about it again. 
'lbere would l:hat lead to, 70u see. 

That h in this. 

With a lot of other things. 

Yu. 

But supp~aing 70u just did that honeatq 
and no~ else. 

Ia there to be a Cabinet meeting toaorrow? 

Bo, there won't be &D1 aore until - tor a 
week. 

Well, when thh thing oous up, there h 
aDOther •1 ot aoooapliahing tbie. It the 
teelln.g is--

The President leaves tomorrow and will be 
gone for a week. 

It the feeling 1a that the Treaaur, shouldn't 
take sole reaponaibilit,. for this, ever,thing 
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that ia aet forth in thla Treaeur,r declelon 
can aleo be nt forth in a statute for the 
Congre11 to pau on. 

But the7 won't paae on it. 

Well, I don' t lmow. 

Well, look, John, it ia paat tour o'clock 
and I am no good at this hour. Re::examine 
it and talk it onr with thua(j!ple. Don't 
bother Harold. I juat brought in to -
but I would like <>aagard on account of -
70u Jmow. '!.'here ie a big reperouuion on the 
110rale of the countey on thla thing, on the 
whole queet1on of upntting theae paople un­
nece•aarllf, g~ttlng their .tnd• off building 
guna and bUfing detenae etampa and eo f orth 
aDd eo on, 7011 11e. '!'hat ia 1lh1 I want 7ou 
in on it. 

llhat'l 

Tea, I can aee it. 

You will haTe to consider, I think, too, 
the llh.Tsical a.lMn~ona ot the job, aa to 
men-it would be undertaken and whether the 
Bureau could caJ'"7 the load, how big a Job 
it 11 goine to be • 

Thq could do it next 7ear becau11 the 
burden of PJ'OOf 1a on these or~ationa, 
Herbert. I aeaD, aillplf aq, Gentlaen, 
befinning the tiJ'at of Januarr, nobod7 haa 
a u u.-pt statue. You han got to c­
in and p!'oTe that ;rou aJ'a worth;t ot it. • 

I will go oveJ' thla with the COIIIIIliaaioner i n 
the .,rilig. 

.Ul J'ight . 

Thank 70U all. 
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IIICJr : Bello. 

Senator 
0 1Mahon17 Bell o, BlnPf. 

!IIIJr : Bow' • W,olliqt 

0: 

HN.Jr: 

0: 

IIICJr: 

0: 

IDCJr: 

0 : 

JDLJr: 

Fine and dan¢7. BenPJ1 I IIDt JOD a Dote tbl 
other daJ • .. • . 

Yeah. 

• •••• tranell1t t1Qc a oopJ ot a tel egraa or the 
telecr- I bad reoehed. •••• 

leah. 

. ... , t,_ the 8turpl PoatDl'l Cbalr CoiiP&n7 oat 
111 8tvp:l. Jl1oh1pa. 

Well, I 1Ye got a baokaohe toda7. I 1n sot 
lllll'baco, ao 1t • 1 a cood da7 to talk to •• about 
1t. 

f1111. Well, 1t1• ••rJ a1~la. 

Wb&t do th17 waDU 

93 

0: 'ftlq don • t waDt a darnl4 thine. 'ftl17 waDt to be 
pel'lli Uld to 1ta7 ill llnliDIII. 

BlUr: 

0: 

IDCJr: 

0: 

IIIIJr: 

0: 

IIII.Jr: 

llbat do the7 waDt •• •• • 

'ftle reuon I wae 11nd1q 1t to 70• •• tbie. 

Yeah. 

fh17 ba•• a taotoPJ uJUnc ••tal tumJ. tura. 

Yeah. 

fh17 ban ol'dere on b.and tor 11&ht weelr.e. fh17 
aleo ban on b&nd the ••tal 111 til wtuoh to tUl 
tb111 ol'dlre. 

Yeah. 
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But OPM gaTe out an order whioh pre•enta thea 
fro• ueing the metal tbeJ baTe on band to till 
the ordere theJ baTe on band; and if theJ'd obe7 
the order, they'd baTe to oloee the factory and 
thrOW fift7-four people out of work. And a large 
number of thoee people are buring daten•• bonde. 
Soae of tbea baTe bought ae auoh as f1Te hundred 
dollar e. 

Yeah. 

Hare'e the other oase, of a taotorr at Elkhart, 
Indiana, which personally - which itself - pur­
chased thirty-fiTe thoueand dollars worth of 
defenae bonds; and under the eaae order, 1t 1 a 
being crippled. 

Yee. 

Row, I'• getting reporte of th1a fro• all oTer 
the oountrJ. That 'a wh1 I ban ee1d - I eald 
in a broadoaat on Tuesday night oTer tbe Columbia 
Broadoaeting CompanJ - that o1T1lian bueineaa ie 
the gooee that laya the golden egg that will p&J 
for the defense program. 

Yeah. 

And it we kill oiTilian buainesa, we kill the 
goo ea. 

Yeah. 

Row, nobod7 ought to be more intareated 1n preeerT1ng 
th1a gooee with the golden egge than HanrJ Morgentbau. 

Yeah. Well • •••. 

BenrJ, eoaetbing ought to be done about it, or 
we're going to catch hell. 

Well, Joe - let - tbeee two ooapan1ee, I'll haTe 
thea looked into at once. 

Oh, well, no. I don't want JOU to bother with 
that. 
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Ob, no, no. I'd look inw it, beoau .. I Jun -
I don't ltnow the etatue ; but le\ •• look into it, 
beoau .. \here' • anotbn• ancl• \bat 7011 _, no\ 
ltDOW ot where I _, be able w be helptul tor 
tbeee two oa•••· 

Uh bllh. 

Arter all, •• plaoe a l ot ot bueine•• tb!'o~ 
Prooureaen t. 

Yeah. 

Ma7be we oan bu7 eoaethina troa theee ooapani ... 

Well, b7 goeb, t he7 1 re not peral Ue4 to abip the 
dun etutt. 

Well, 1t •.... 

!be OPX ordere • .... 

Yeah, but it we b117 it, we get prioritlee t or 
tho. 

Yeah. 

s .. , 

Oh, 1••· Sure. 

I aean, thet '• another angle. 

!bat'• right. 

Look. I'll ban that explored tonight. 

All right. 

And • • •• • 

But the tundaaental thing ie the thing •• auet 
get atter, HeftJ'7. 

Well, I'a treaendouel7 1ntereeted, and I appreolate 
rour oall1ng ae. 
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...... ,.. twu• •• , .. , ,_ .._ • eai .... , 
a, '""' pe&; 1 w1a .w.• ... .-... .. , .... 

• ..... , .. ,....., 
a, ..e•• tiM • 

Ill•• Ilia ••• ,, _., ,.., 

I'll do tlla,, 

leiii'J, we ou ,_, Ulll tb1q la lblp-llulpe U 
... u 0111.1 Ill u. 
Well, I 1a la'-'tHI, Ulll I'll loell lAte Ullt Ulll 
.u , .. doa u .. Nlt. 
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Present: 

H.M. Jr: 

Bell: 

H.l!.Jr: 

Bell: 

H.V.Jr: 

Bell: 

• 

Mr. Bell 
)(r. HUI 

Mr. Kurpb1 
Kr. Hadle7 
Kr. )(orrh 
Mr. Schwarz 
)(ra . nota 

Jo?.aber 27, 19tl 
4t30 p.a. 

.Ul right, Bell, gin u a report. 

I haven't heard fraa Kr. Eccles. I didn't 
know what the li tuation waa until I talked 
to hia. 

1\' '-'\ 

I have got a letter here, "I would appreciate 
it if 70u would tell the Secretar7 I • 
aor1'7,the text did not get to hia eooner.• 
I don t know. 

Well, I think 7ou can get enough fraa lew 
York. . 

I think whate?er we decidei I would cell 
hia up on the phone end te 1 hia. 

Sproul and Rou~t, I talked to thea thia 
aorning and the7 coneidered it and the7 are 
(OiDg to call • back late thia evening. 
Ihe7 aaid the7 atroagl7 feel that we abould not 
go down to a hundred aillion, that JOU decided 
some weeka ago that 10U were going to oreate 
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a Hll urltet, and the7 think ;rou han got a 
bill aarket, that JOU haYe got good 
dletribution onr the countrJ1 and that ;rou 
should keep that, and if JOU han got too mach 
cash, go out of the mnth with too mach oa1h, 
then you 1hould reduce 70ur billion and a 
halt offering. Ther think if JOU bring 1t 
down to a hundred JOU will haYe a les1 stable 
urbt and that JOU llight pull the bills 
back into Kew York where ;rou don't want th ... 
The7 are now prett7 well distributed, md 
theJ are out there in the counti'J where the 
excess reserYea are. The7 would like to 
see ;rou reduce it to a hlmdred and titt7 
and CO!Iplete the CJCle and then consiter me­
the~ or not JOU want &D1 more billa. 

I won't decide on it tonight, 10 let•a juat 
pigeonhole that for toaorrow. 

What is the next thing' 

~e billion and a half, the7 see no objection 
to announcing tonight that the iuue would 
be not mre than a billion aDd a half, that h, 
the offering. I had thought 1t ought to be that 
wa7, not aore than a billion and a half. 
The7 1aw no objection to that. 

I wonder ~ the7 sa7 1t like that, not mre? 

Wh7 not just sa7 a billion and a halft 

Well, I ·.au ask thea it the7 had in aind thh 
twent7-fiYe per cent increase that we haYe been 
discussing, and the7 said, "Mo," that JOUr la1t 
stat~ent was it would be more than a billion. 

You want a billion aDd a half, don't 7ou? 

Yu. 
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I 110uld tell th• it h going to be a billion 
and a half. 

Would ;you want it if ;you keep up ;your bille'? 

Yea. The hundred and fift;y .!llion of billa 
to complete the c;ycla is in our picture 
between now and Septeaber 16th. 

I am not in a aental condition to ergue about 
an;ything. I don' t have to u .ke up rq mnd. 
I would like to get out the billion and a half, 
though. 

Jll right. 1fe don't haYe to dO the other 
until --

You can come back at me llonda;y. 

Monda;y ;you can do it. I just thought aa;ybe 
it might help a little if we had some reduction 
in the billa, but at the same time - -

What? 

'lb.e III&J'ket. It lllight help the uricet a 
11 ttle. 

I 110uld like to think on that. 

But it ia all right to let it go onr until ....., 
llonda;y. 

Well, I can do it toaorrow. Doe! an;ybod;y die­
agree on a billion and a half? lb.e;y weren't 
afraid of it? 

Sproul and Rouse? 

Yea . 

No. 
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Well, what I would aq h, a billion and a 
hal! - JOU (Bell) tell Ecclaa - I aean, gin 
hia !in ainutea. Go in there, Chlok, while 
he calh up Ecclu. You U7 have to go to 
aleep !or an hour, but let hi a go in and talk 
to Eccles --

Eccles talka to hla. 

And unleaa Eccles sa71 •wo•, I would aa7 a 
billion and a hal!. Let'• call up Ecclea 
now. 

You are taking on aoaethlq. 

You are taking a lot o! punia~nt toda7. 

I lmow. You are ~lng up on the Bill !or • 
tomorrow at ten o clock. I aa not going. 

Oh, JOU are not going' 

No, 70u are going up. You ai t up on the dala 
there in -r place. 

It h quite an honor. I can't Tote, can I' 

Yea, JOU can nte. I don't know 'llhether I can 
Tote either. 

Oh, rea, rou are a aeaber ot the co.-lttee, 
b7 the resolution. 

Well, JOU go up there. 

But there ia no proTialon tor a aubatitute or 
an alternate. . 

I can't go up there without loaing '81 te,er 
and I dcm't want to lo .. ~ taper. Old ob 
Doughton will aq, •we won t han an7 aore 
taxes without the billion and a halt ml 

Regraded Unclassified



101 
- 5 -

w1 thout cutting out the WPA and he won't 
a&f so publiclf. 

(The seeretar1 held a telephone eo~versatlon 
with Mr. Marriner Eccles as follows): 
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llltJr: 

Opere tor : 

HMJr: 

Marriner 
Eooltl: 

HMJr : 

£: 

HMJr: 

E: 

RMJr: 

£: 

HMJr: 

E: 

RMJr : 

E: 

RMJr: 

E: 

HMJr: 

Hello. 

ChaiNan Eoclee. 

Hello. 

Hello. 

M&rr1ner • .. • • 

Yet, Hen17. 

NoT .. ber 27, 1941 
~:4l. p ••• 

••.•. we ' re plann.1ng to gi•e out t or to•orrow 
.arn1ng' e paper• next week, berring eo•e un­
roreeeen international ei tuation - I alwaye 
want that ae a hedge - that we ' re proposing to 
borrow a billion and a halt oaeb. 

Yea. Dan called up tbia morning. 

Yeab, be couldn't get you. 

What 1e itt 

I - did be talk to yout 

He talked to Pieer. 

Yeab . 

102 

ADd tben I talked to Pieer 1 .. ed1ately a.rter. 
Ae I underetood 1t, you were fo1ng to aek t or 
a billion and a halt and that 1 practically all 
that you'•• gi•en out, that tbe ter.e and. ••.• 

!hat'• all. Juet eo that tbe 8arket would know 
tbe eiu • 

• • . • . and that you're going to diaoontinue bill• -
that ie, you're going to take cere or the tu~er 
only, or tbe roll-o•er. 

Well, we're not going to eay anything about that, 
beoauae New York want• ue to keep on a hundred 
and titty; and I '• too ti red to argue tonight. 

v 
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1 : 

IIICJr: 

1 : 

IIICJr: 

1 : 

IDIJr: 

£: 

IIICJr: 

1: 

IIICJ r : 

f: 

IIICJr : 

1: 

RNJr: 

1 : 

IIICJr : 

- 2 - 1.03 

Yee.b ~ nU ... . .. 

I ~ucbt we ' d Juet ear a b1111oD &D4 a balt 
t080 1'1'0Wo 

low, ae I undore'-Dd 1t; we're so1ac to aoot ••••• 

'l'lloe4aJ. 

• .• • • !uea4aJ at two- th1rtr; and there'll be Do 
tur~r etatnent on 1 t, and no doo1e1on unt11 
~t t1ao. 

lo, no. Ve a1pt W&Dt t o do eoaoth1ng about Ull 
billa, bu t I ~ucbt ••••. 

l o, I aeant on Ule b1U1on and a balt. 

Jo, no. !hore'll be no t h1na a ore w1tbout - I 
oortalnlJ wouldn ' t ear &DJth1nc aore w1 ~ut 
oall1DC JOU up Ulo war I aa now. 

Yeo. I eent a note o•or. I don't know whether 
John 8u111Yan baa eoen JOU. John oalled ae th11 
aorn1ng ab.out tho •.••• 

Be gaYe 1t t o ae. 

····· •'-toaent 1n low York, and I 41411 1 t know 
~t rou weren ' t- that JOII 414n1 t get ~t. I 
wae out ot town. 

I sot an awful poWI41DC t roa ~ pr .. e on 1t, and 
I Jaet told Ulea I badD' t eoon 1t. 

Yeah. Vell1 _M.7b• u•e Jlllt ae well, then. 
8J note oxp.a1ne tbo - 41d r ou road 1 tt 

Be Juet ga't'o 1t to ••· I baYeD1 t road 1t JOt. 

Well, I th1nk r oa'll t1nd Ulo note expla1ne U. 
It wae Juet a a1etake 1n the ott1oe. I aean, I -
theJ wore euppoeod t o eend 1t oYer- theJ'Ye bad 
1netruot1one - 1t Juet waen't dono. And I hope 
J Oil ¥111 at leaet read tbat portion ot the •'-t•­
aont that I ba't'O aarkod. 

I w1U. 
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II 

IIICJJ' I 

II 

IIICJJ'I 

1 : 

J&Jr: 

1 : 

II&JJ' I 

II 

IIIJr: 

I I 

IIUJ' I 

1 : 

IIIIJJ'I 

1: 

IIICJJ' I 

II 

-)- 104 

AM lt'e all I ..U 011 tM tu .... u. _. al• 
011 U. ha.UM of """"• 111 Nl&Uoa to e. 
llefe ... :pi'I@!Wo 

w.u., I •u ...,. u, Jluorlllnl. 

.&114 lt- I 14 11M to pt JOU' ... euoa. I .... , 
lf roa feel tblre1e .., ••••• 

It ~·e Ul1t!I1Dio 1011111 .. , u- 41Not. 

I 4on1 t tblnk "' ... wlll 'be. 

Ob,J. 

All PiP'. ....,. 
.. , ae we eua4 -· I i!e' ... , w llaow "'-' a 
-U11on 11114 a llalf 4ldll t tJilbten JOG• 

•• U doeen•t fMibtea - ao, U - IKI• oaa ,.. 
,.. aloq wl"' leaet 

Well, I 4oD1 t know. 

lo, I 1a DOt - I 1a DOt a "U - I tblDk "'-' tba 
aaaten part ot tile llefenH JII'Oiftll le "'• aonor 
ell4 of u. If tile laMr aD4 tile proaouon oDil 
•e U aaor W llaadle aa tile IIODeJ eDil, I Wak. • • .• 

Well, ~· Ole IIOllll4a terr~."lJ oonooUell, "-' 
Da7'be U e - ....... tile aoaar enll 11 110no .. u . 
Well, I G1ak Ulat .. - I Ullak ._, tile o~ 
JOII'N t•"DI wl"' .._. Mhl'e. I Olak • 
cu _, ea&, Ulat -.._ til• !Nae'U7 ~ tile 
leell"'e, we'•e pt aon of tile .._., o..a.. 

Teall,"-' Da7'be n•• -. ........ 4o u ..u. 
Well, I tblnk tba' bae -tblftl w 110 wl"' U. 
I .... tbat ••• •. 

Jut I tblDk tile o"'•• tbilll oolll.ll be 110ne 1f U 
•• 110ae pi'OperlJ - "'e proclllouon. 

w.u., of ...... , roa • n lleD11D1 wl"' tile .._. 
...... _pro-1- ...... lllbloll le ••••• 

• 
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IDIJI' t 

I t 

IDIJI' I 

1: 

z: 

0 

0 

1.05 
- 4-

YeU, I 1a 'ol4 tba' ~e pookenoolr. 1a auppoae4 
\o be ~e .,,, anau1 .. aene. 

We'~e s o' the ooa,rol oa the aoae7 p1o~ - I 
aua 1t - I \IUDir. .. ban. (Laqha) 

Ytah. Well, aapa7, I 1lllte .. e1, 7011; ·aa4 .. •u 
DO\ aalr.e aD7 aDDOIIDO-en\a OD 'be 1aano1q llllltaa 
e1 ther Bell or I ouolt v1 th 7011 t 1l'a\. · 

0Jta7. 

!baDir. 7011, Kal'l'1ner. 
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0 

B.K.Jra 

Bolli 

B.K • .Jtoa 

Bella 

B.]I.Jra 

Sohnru 

B.ll.Jra 

-I-

To• ban ooatrol of tbo IIDUJ ...tot 
•Ul lt poo OClllll'. 

Toe. 

Aa4 the ,. •• --

108 

Bo 1o roluoa aaow. '!'be 1101107 ai ot 1t la tM 
OUJ put of lt, 

S!aro, watll lt pea aoar1 watll tlle Pe4oral 
Beo•n• cion •.••tlrl.llc 111 thereat telllq u. 

GooiDJ.pt. ... .... Ull0111100 • 'b1ll1011 .. 
• laalf' 'baJorlq -

Ua!ora1111 laatel'llltloaaal altuat10111. 

Or 1110ther apeeoll. 'bJ llarrlller lcoleo. 
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FEDERAL. RESERVE SYSTEM 

llov011tber 27 , 19Ll. 

Dear John: 

I am enclosing copies or tho apoooh that you a.llod 
c:te about end resrot that they did 110t l)tt over to you sooner 
os , of oourae , I moan to have them aent juat a& soon ~3 they 
are c~pleted and, it possible , I n advcnoe of their getting 
into the prose , In this case , I T/&S not rr.a.kin:; a long spoooh 
and merely wantod to avoid a repetl tion or what heppenod a 
year a~;o whoa I •poke to the same group and what I soid orr 
tho record waa very badly garbled . I oode some last minute 
chan&es i.n tho toxt or this speech so it wa.a not ready until 
late Tuesday evening. But it is largely a repetition or what 
I have sa id publicly before. 

I haYe marked soa:e paOiat;es in whloh you =light be 
interested as to tho fact that central bankt have properly 
becol"le the aorvanta or go•ernmont and •• to ta;;es . With re­
gard t o the tt.x piotur e , I felt that I was baoldnt; up the 
Treasury's position in general, s o I think you would have 
no occas ion tor o r1t1cism. 

I would appreciate it it you would toll the 
Secr etary that I .,. sorry the text did not get to him soon 

Honor able John L. Sullivan, 
Assistant Secretary of tho Treaeury , 
.lasnington, D. C. 

enclosures 

• 
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ADDRESS .U IIESTING ;;.~ 
'IATIO!l.AL IJIDUS!RIAL COYPEREliCll BOARD 

NErf YORK CITY 
TU'ESDA'! EVENING, I!OVEI.IllER 25 , 1941 

BY 

L:ARRIJIER S. ECCLES 

~R RELEASE IN IIO!lliil:G !:BWSPAPSllS OF 

"IEDIIES!JAY, !IOVE!.!BBR ~6 , 19hl 

~ 
\0 
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It 1a po.rticulo.rly gratil)ting to ,.. to be on the aame prograa 

with ouch distinguished speakers aa Sir Arthur Salter and Or. Janes , tor 

It 10 happens that the two books wbioh made the deopeat impression on mo 

in tho doptha of the depreaaion nearly a dooado ago oame from their ro­

apeotivo puna. rn1on I pleaded my inability to moaauro up to the high 

or~torical standards of such eminent economiata and authors , the arrangora 

of your pro&rt.lll intimated that they wunt.>d ""' tor contro.at. As I r <>c,.ll , 

Dr . Jordan , in introducing oo a yeo.r o.e;o, ao.id that I ho.d the ho.bit of ao.y­

ln,; th J thin&• you did not 111co to hoar. U 1 auocood in living up to that 

dubiouo roput~tion, I can lo.y aoce of the blome at tho door of Sir Arthur'• 

11Rooo•t~ry-·Tho Second Effort" Md to Dr . Jo.oca' •tho Roa.d to Rovinl". 

109 

Thoi!J volumoa hnve boon in my oi'fioo evor ainoo I ha.vo bucn in '·'o.ahinlton, 

~d In &l wnoing buok o.t them a t ow days ngo , I noted ugu in p"ooo.ges which 

l had "'nrkod noo.rly ten yoo.rs o.go -- what I think wore propheti c words. 

PGr inatv.nco , Sir A.rU\ur wroto t "Tho role of finDllc e is to bo 

tho hwndmuid and ~~~t of uconomic activity• , Qnd in recording "Tho Po.aa­

in& or L<..iuo&-fo.iro" . he rl•uali&od th• du ... lop:oont or (. •systo::> in 'IIII ich 

C""'t)Ot!tion lllld indirlduo.l ont...rpr ioe on thQ o:>o h..nd c:.nd re&Ulatlon o.nd 

,enorel pl(.DDing on the o~~~r will bo ao odjuat od th .. t the abuoo• of Goob 

wil l b o.Toidod and tho bonofita of oaoh rut<.lnod." 

And 1 noted again in Or. Ja. .. ea • bool< hla ··-rk t hat "the f1nt.l 

aim or economic activity is the enriching o:' humo.n lifo" , o.nd hi s sta.ti'Jm.ent 

that our industr ial potentialities l:l&ke it "possible , ~ ~ redistribution 

..2£ no.t1on~l income on a aoWlC.er aooial E!!.!.!• to offer to tho a~1ere.r;c can 
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110 
"and W'CDI.l1 .. ata.ndard or 11 rlng r.oro worth,y ot eroono:Uc. c:1 v!.l1zatio:: .• 

I apologhe to tlto autltors tor aD&tohin;; t~oae too br ief randoao 

•t•t•01•nta from thol r context -- yet tltoy aorvo t o point up .mat I wioh to 

••Y• Ourinr; th~ interveni ng years tlto di.'IIIOorac1ea have be<>:l covin& {alowly 

but , I tl\lrJc, surely) &long tlteao potna , seeking to r eali&o thoso obje otivoa . 

In a recent issue of ~ Eoonomiat, ot London, I noted the state­

ment that tlto end of tlte gold atiUld&rd a lso marked "the ond ot t he !'inanolol 

A~e , the toHuro of the l ... t attempt to res tore tlto doaoioance of finance ovor 

coo.. .. oc:doa." And t he articl e &ddod r •Tho f ound& t iona ot • new order or 1doaa 

hove boen laid in t he ensuln& year s, in Br l ta i n, in Al:orlo.a and in Go many, 

and t.'le war will e•rry t.'le proeeaa mueh tu.r·ther. Tho world 1& s howi.n' en 

unml.otr.kub l o tondoncy to e.rgue that , 1!' e. tlting 11 pl!¥aicdly possible, 

wh•thor it bd figltting n ~ar, or r emoving unempl oyment , it must not be 

atoppod by oonsidorntions of 'Sound finnnoo ' nlono . ln war, finaneo 11 

~t~~nlfoatly a mer e oomp f ollower , e.nd tho t~ndoncy is to r oduco It to do­

pondont atatl.l8 1n pen.oo o.s welt. •• 

Sir Arthur' s rslo~e.tion of flnanoo to the role of ·~~dmald and 

se~ntn and not tho :aater of our dcct inioe 1a oohoed in this coc:cnt ton 

yeara l ater troa The Bcono:Ust. Dr. Jamea ' rlalon of the •raCiatributlon 

or natl o."l&l i.nCOIOii.J on a sounder J:oolal baa ta• 11 today , even in a world at 

war, much .oro of~ real ity , as evidonood by tho t rond or aoclal legislation 

in tho domoor acloa and tlte allo.ping c t' flloal , C'.onoto.ry 1U1d other public 

polloloa toward a wider, moro oquitoblo d1atr lbut1on of nati onal income. 

Wo propose to eo.ve democracy, o.s wo any , but not to repeat the oconon:.lo 

mist o:<oa that lie c.t tho botton of ao much or thu world' s disordor. \~o 
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propoiO to proao,..,. d .... o~•7 lUI tM bopo or oh111&ecl pooploa to aobloft 

tho QOODoaio procre11 tbat the •ohlDo ace Mltoa polllble. TIM trecod,r 1a 

thlt tho world baa tUJ'!Mid tho maohillo to produo111c tor _,. 111atead ot tor 

poaoo. llll'ulfod 111 tho tide or h- ...S..oaa , wo h&'fQ 110 oboloe but to ....... 

Yot we m-.v well take tboll6ht DOW or tho kl11d ot poo.oo ""' .. .., to baYe 011 

c.rth 1111d tho uao to wblob wo ay t.W'II our 1lld111tr lt.l o.nd toolmoloe;ical 

cdj!.'>t wh011 01100 wo are free again to IIOYO 011 toward tbo goal of • ...,riob111e; 

h....., Ute.• 

l(y OWII ooonoml.c pblloaoplly, 1t I -y cllll it that, 1a buocl on tho 

conYiction that, 1t wo have tho UDdorat.::dlr.& 1111d tno will , ..., C'-ZI ..Uo o11r 

copltalhtio domool"lioy produce u tlllly tor poaoo u tor wc:.r tl:>ea -- with 

n.atly tewor ooopl1cationa c.nd enon>OII&ly lrGD.tor bonot1 to tor tho b""""' 

rt.ou. 

Tho exporionoo ot the laat ol&ht or ton yoaro and ove.'t of the 

preoont pointa the ~ to o~ille intelligent government regulation and 

planning with treodor.t ot private enterprho and competition. It oan bo doDo 

without ro,tm.ntat1on o.nd without abandonment ot r opreaentat1ve so•ornment, 

thou&h I •croe that it calla tor adaptatlo11 of our political proceasea ao 

that there ""'Y be tar J:Ore foroolf;ht, tar bettor d1raot1on and tla1ne; 111 

publ!o policy thaD bas been tho cue 111 bycono e ru. One iloea not ban 

to bo t.11 oaay opt1m1at to bell on t hat a tar ;rea tor, a aueh 1110ro wido­

apread t.lld enduring proaporit-J • • 0 a atandard Of 11Yin& IIIQrO ""'rthy ot 

economic oiT1ll&at1on• - · wil l rooult. 

Whllo we cannot hopo to r eali&o thoao high aapirationa 111 a world 

at war, they nood to bo ltept 1n ~ow u the ul tiM to e;oul and Tindication 
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o1 tho a7atca we -= to clat..S uocl pre .. ,.,.. Allcl wttll tllNe objeetiwa 1a 

a!Jid wo cOD porlw.pa bettor j...Sr;o whetbor olwlpe wh.lob h&'t'O c.lr~ tabla 

place in our oconoao1o prooo .. oe are llipro'f_,ta uocl 110t tllo·nih that tbe)r 

may tirat oppoer to be. • 
!lot tho looat eipl1t10Gilt ob&~~&O 11 the a\lborclinatocl r ol e ot t1• 

nono• in tho world tociO¥• Ce~~trnl bt.Dka, t or .,....,lo, ar o 110 lger tho 

crooturoa ot powort\ll pr i'fOto S"!''5"'• The)' hn•• onl'7whore bocoooa 1110ro and 

.or• tho aenanta or , • .,.,.,.., .. t . 

llhDre tho oolor ot indopOIIclenoo atill .--111a, 1t 1a lnrsol¥ a 

t1ot1011. The 1ntoroat Rto h dotonaiaed , whether acb11ttodl7 or 110t., b)' 

so.,.,.,...,ta, not b7 bcnldllr; or tiaanoe. ID Great Brito.in, and in Cc=.da0 &Del 

to a l oaaor oxtont 1n our o"" oo~mtty , tho go...,naont bu, in otteot, uaortad 

ita aoYorolp powor ovor tho euppl;r ODcl tho ooat or 11101187• Govorn~~~A>nta no 

l onger doal at o.nu l..,sth with tho tln&Dolal world. The)' o.r e no longer 

obl1&od to tinanoo at tbe hl&l\ rate• th&t prova1lod in tho lut war. Go•orn­

aont aotion and pol1o:r are rea~1bla tor the rata atruotlli'O , and with the 

au~~~~ptlon ot thla reapol1a1b1llt;r SO"""""""ta no lonr;er thlDk _,..1¥ in tor.u 

ot how r;oocl a barpin th"f can drl'fO 111 tile t1n&DC1al arketa , bllt larr;ar 

conaldorat1ona ot pllbUo poUo:r llaYe to be taltc into aocoUDt. ID Great 

Br itain , in C&D&da. tbe priaoU;r oonalderat1on h not how ohe&pl¥ tbo war 

ottort oan be t1111Uloocl , but 'llbetb..,. tho rata atruoture 1a ao adapted u to 

utlllu moat ottootl...,l:r tho edat1nt; 1101107 auppl;r e~~cl whetllor the ~atoa are 

auoh aa will ponoit tho privata orodlt ayatom to continuo Ita t\lllotion OD an 

ottoctiYO baaia . 

It 11 hl&l\l:r o-clablo, in '11¥ opinion. that theoo .... aoao or tha 

oonaldorotiona which 0111' """ so•e"""""t ho.a boell woi&bins 1n ita t inano1ng 

-
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!'i>!"'tlo,. , llxtnalata 1a all oo,..triM wUl aot -er-e. ot oouna. OD tM 

o::e aldo aro tho &roupa tllat olUICir tor tho loauanoo ot non•iatoreat bear­

In& &o't'o.......,t aoo\U'l tioe, "llh11o protnaia& to bo 1n taYOr ot pr••nia& 

oop1ta11oa and d..ooratlo prooeaaee, na .. rtlleleee , thef would atr lko at the 

hU&rt ot botll b7 deatroyinr; tho prhate orodlt MOilanla, 0D tho other aida 

oro tho old• llno oo...orYathoo who _,..,.., all tlllnr;o b7 tho dopartod r;old 

otandard, Doaplto tho OYidenoo ln the lato 20 11 Of tho lnoffoethODOII ot 

hl&h lntoruat ratea 1n p~tin& or OTOD roatralnln& apocul&tiYO exccuoa, 

dosplte tho r ecord slnco thm that low rate• oro not b7 tb .... oheo s\IJ't1o1.,t 

• to brln& about reoonry, thoy clia& to the beliot thot Wlatlon oan be 

ourbod or deflation r emedied b7 tho ai.Jiplo dnloo ot tho intoroat rato. It 

11 lll&hlY unfortunate that order~ ooonoaio progrou oom~ot be arran'" that 

oul~. llowowr, 1 cannot now with ala"" tho trond thro~~&hout tho world to 

dlooord auch o tall aoy, 

Tho """"'Ption b7 I!,OTe,..,..,nta ot r oap..,.lbllity tor tho oupply and 

coat or 100noy baa &root~ llltorod tho role ot oontral bCUik:lnl!, oporatl.,. , 

!lot only IIUit oontrr.l be.nJdn& autllorltlu work 1n oloa~ cooporotlon with 
~ 

tlloao roa~lblo ror ~~,o...,,.,....t tiaool and t1ntulo1al pollciea, but they 

cuat bo propa.rod to uae oeutral bankinr; p"""ra to aupport ru1d auatoin thoae 

polloi .. , onoe thoy cro tonaulo.tod by tho &o,....,....t, Wor do I Yi- thla 

•• • bookword atop. It aeou to .., to bo whol~ In o.e>oord with deiiOCratlo 

pr1no1plos that olootod &overnnento aholl h~..e e>aomartd ovor tho moat laport=t 

tunotlona oaaontl~l tor auocoaatul ndminlat rotlon. It cnn hardly bo dor~od 

that control or tho oupply und coat or monoy IG ono or tho moat vit~l or ~l 

tunotlcno. Thou or your g~norutlon c.nd Cline ,..,. hardly 1n n pool Uon to 

Regraded Unclassified



- 6 - 1-615 114 

o.rcu• th&t ,on.,_ta w11l 'be 1•• a ltptn ••• 1• • ...-1• ot •••n•M 
4 proper ~ ot th1a r ..tt oa tllaa Jll'i•• tatereeta .. ft .... 

d there h al~·· tbe ...V..a 1a a 4-Nt!J ot auppl utizl& lfll/l "'.;.,.,.. 

ont that m1auaoa or abii&U ••" Yltal .-n• 
But be1oB4 tb1a t ......S - tiM auborcllaatioa ot t ia&Do• to aooeoatoa -

it 1 0 01110 tO IDO to be aiplitl-t u4 ton-to tor d-NO)' that ' tbD ... 

G~~Phalil 11 on procluotion. It 11 0 ot Cl>urae, tra1io tbat tbD wor lcl t.hua 

tar can Cllly .:oar 1 toolt to tv.ll ut1Uaat1• or ito ..,. power anc1 •torial 

rooourooa in tho aldn& ot war or t.ho lapl-nto or wo.r. It will bo a wor ld 

tro,sedy 1f, wllon po11oe 11 reatorocl, we ron.rt to tho cloutrine tbat we oannot 

ottorcl to oaplO)' our h- ucl •tor 1al roaouroaa 1D tull procluutioc. 

Y ot thoro will bo auall a ronraiOil llllleao we proper• n"" to al<e 

thu tr&~~ei t1on be>ok to poaoo •• ~mlou wo plan to koop the o.ph!Lail 11p01l 

full prod110tion - - tho IIII>Jdlll,.. that o&D bu oo.llod torth by pr i""'to onter­

prilo an4 1n1 t1o.t1 vo , but with !;O'I'O,.,_nt propared to ua11ro u.sotul aplO)'" 

mont to all who 11r o oblo ancl willinl to - r ic who oo.nnot tincl jobe in prin.te 

o.oti'rlty. Al:llin, I th1nk it a1£1l1t1oant and tortlllll.ta tor d_,oro.oy that 

tho aolt l.eporto.nt poll tical loaclora or all po.rtia auoo upon that tua4&­

ltontol , howo\'er auch th8J ay diUSJ'M abollt - to apply it. I oannot n• 

with c.l ora tho trcnd thro""""'t tho world t"""rd on.:lnoorins .,.thor tMA 

t ino.noo ocoonaaioa o.a a - to t'lall pr o4uot1oa. 1'be clotoatuto an thoae 

who ·~ it oo.n •t be dono •• that we oan•t ottord 1t , that deoai"U7 oo.n•t 

aohiovo i t. Ir thut woro ao, then dOIIIOOMIOY oould not aM would not doaorn 

t o aur'rlvo. Surely we ure not ao.nns d...,.orllO)' tro111 4oatr~~ot1on by •r to 

huo it doatroy l toolt 1n tho otto...,..tho 

Regraded Unclassified



- 7- 115 
Prod110tlcm U the keyDote ot aa==toa ot peaoa aa wll u ot 

...,.. 'Ira do not aat todq wbotMr w ooo ottort t1111 prodlaoticm. W. are 

prepared to ..alee neey aaorltioo to obtain it. Qobappi)¥, aa I baft add, 

it io produotioo tor dootn.~otho, not ocmati'\IOtift, thloca, and i t 1a ot 

nooeulty oonoootrated upcm tho 1oduatrial aootore or the 00011011\Y• 0111' 

ooonondo probl..,. are not only thooa at tho lotlotloooey olde ot tho Q)'Olo, 

but they are tremendoualy oompllo~ted beoouao we IDlllt tum out core tu~d 

more ot tho lmple:oonta ot ,..... and lou and lou tor ohil1tu1 oooaucption. 

111 po~oo t lneo thoro 110uld bo no ouch ooo:oplloationa. 

Slooo I opoku hero o year ngo wo ha't'e wltoeoaod tho uadual 

o..,lut1on ot our natlond polloy toward w!\at, 1o tho 110rd1 of the Proaidant, 

'\"' nOW bOOOQO on °\IDllmi ted O""""'tJont0 00 thO part Of tho .t.morioan people 

t~t thoro oho.ll be n tree world. 111 tbat per iod wo ~Te tilton tho tlret 

atopt in tho program ot oll• out produotion thnt io neoooaaey to ioploment 

thnt polloy. Our etfort t hua tnr hc.o boon O«rrio4 on 1n "" ooonomio 

o.tl:loophoro whioh wo.a fo.Toreblo to tho upnoaioo at both ol.litoey o.nd ohiUo.n 

output, and , tor thh r o.,.oa, tho publlo 1a u yet inodequo.toly propared tor 

tho onorirlooo thClt 1:1uat bo foood lt tho dofonoo otfort 11 to be curled to 

" ouoooutul oonoluaion. lrhilo dotooao ozpon4ituroo ""'"' rhon 1o tho po.at 

yoor tro~:~ 300 J:11ll1on dollt:ro to 1,500 aillloo doll"" n 010nth, n~tioac.l in• 

oomo axpMdod to an QDDUd rnte not t<.r trom 100 billion dollClrt a yo..,. o.nd 

induatrinl production hu 1ooruaocd 1>1 t.bout n third . 

u lon~~: "' 4ofonae production ooul4 bo 1ooreoeod without diminlth• 

ing oivilion output, littlu if ~ ooor1fioe wuo roqu1rod. It ia true that 

to.xoo nuo boon inorouod 1\Dd alto tlu:t .. hno lwd to PC:f tho OOl"•P"r o.tt .... q. 
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owl penalty or 10 per omt inoreue in the ooot ot Urlnt;. But _...,with 

the so ottaoto, our population in the agrer;ato hao ooc better ti .. l tban 

ever before duo to greater produotion, wagea and employment. Tho ironic taot 

is that until now tho detODoo ottort hu been a blood tranotudon tor 

ci v111an weltaro. 

lie seem olearly to be at tho end or tho r iling cune ot ohil1an 

output . Although we have not yet exhausted our r oaouroea ot unused labor 

and induotrid oapaoi t)' in ooao categories, we have drawn heavily upon th .... 

The detenae program baa expmde<l in total Yol\IIM tar beyond what anyone OD­

vieagod t. yoar ago. It 1s still impossible to torecoo ita total ooat or to 

eattm&te what proportion ot our national income it will r equire at ito peak. 

At tho -nt, ita total coat 1a oohodulod at o.lmoat 70 billion dolloro. 

Detenu expenditure• are currently aboorbinr; about 18 per cent of our national 

inoomo. While those oxpondituros havo alaost doubled aince last June , there 

has boon cocporativoly little chango in tho pqyeioal YOlume of production, a 

fact which, wbllo attributable ill po.rt to teaporary oiro1211tanoea , augeato 

thllt lt will bo inoroaaingly ditticult tc mo.intain tho ropid rato ot in­

croaoo in output that oharacteri<od tho p eriod up to l,..t June. 

In tho HY,t ot those ci rc.-tancea it 1o unlikely that ill tho 

l'llturo tl\e full roqui....,onts of tho dotonoo progr""' can bo mot by drawing 

unutillcod rosorvoa into tho produotivo procoss . Roeourcos now dovoted to 

tho production of goods and OfiviUan aupplios muot ino•ritably bo curtailed. 

I = spotJtin& not only ot consu::u•r roqui..ogents but abo plo.~~t, oquip!IOnt, 

and otl\or c~pit~l &oodl avail~blo to roplAco and to expand produot1To 

capaoity outoido tho dofeliiO industriea tnumoolvoa. 
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11111\t I hue juat aaid ret era, ot cour .. , Mly to tbo o ... r-ell 

total ot &ood• tor ci<rili&D .... Tbere are MoQJ itaco like toodatutta, 

nrioua nan-durcb l o r;ooda , ""torta~t a...S other "r<rioea whlcb tba 

public can bu.y in inoreued wltae wi tbout uoin& reaouroea naeded tor 

defonoo, but th& expanaion in thou aootora will bo bdanocd and doubtlooa 

overbAlOl\ood by tho oontro.otio!1 in tho produotlon of durable f>OOda ullnr; 

acaroo r AW CAtorinlo, mucbine toolo orA okillod lnbor. 

The ~ic probloo ia ~itoot~ o p~oical one, It is one ot 

pro4uoUoD •• DOt of fillUlce, lnoofur 0.0 it lo posolble, the Oxpwloian of 

output lo the czunror to our cnjor dU'ticul tioa . I b<lio..., thr.t our people 

AI a whole oe:Jtrontod with the choioo botwoon conoiJI:lin& lou or workin& 

h•rdor would profor to n1nlnizo tho oacritico ot living ot<.nde.rdo by dcinr; 

1:10ro rtork. In tom.a ot tho prosont econo;nio eituo.tion thl1 cnana lontor 

houro of work , cAXimuro ut111&o.tion of oquipuont by vror!:ing c.o llllley ahlfto 

A ~ no tcohnicnl oonaidor~tiona will nll ow, and nbondoncont of output­

re•triotinr; prnctloo, It r:too.na dro.wing ourplua ar;ricul turul lnbor from f e>nnl 

l:tto toctorica o.nd it m<>Ana an 1ncrona1n& n\Olbor of wooon goin& from bouoo• 

hold work to co=oroial &.Del induotrio.l ozq>l O)'DOnt, It "'"""" <:>phnah on 

induatrid trn1n1nr; pro~ ond tho r"""'val of dlooriJ:l1!111t1on 8f>•inat hirin& 

tho .. ,.d Olld other croups nblo to J:ld<o " contr ibution to tbe natl<>n'a 

productive oftort, 

But w1 th o.ll thoao oxt<>naiona of ottor t wo obdl not be able to 

ovoid a tcr:tporary r oduotion i n tho atando.rd of lito it wo 11r o to dovoto our 

productive roaouroca to dotonso to tho oxtont t~lron<ly plnnncd . fho r oduotlon 

wo should po=lt nood.a do!'inition. On tho onu bend, tb<.r o o.ro :lllliiY Ar1orioAM 

• 
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wbooo oodo ot u~ 11 10 1......S .... 1b~ 1 .. tbat "" oo.or1t1oo ...... bo ._. .. 

in tho.t que>rtor, Abo'fO thio ltnel ro<luction& -t bo allooa.tod to all £rGUp1 o 

Tho 5onorally roqu11'011 ro<luot1oa ohould bo oh&rocl on o.n oqu1toblo buil. 

Thio JCOMI thAt oaor1t1ooo will ba'fO to bo 41otributod all alont; tho Uno 

in tho lower middle brano1:a , tbo upper brc>oko1:a and in tho oorporo.to t az 

atruoturo. llo obould roAoh " oon41t1on whoro no ono 11 Gblo to tdk p1ouo~ 

about ~e>orirlooo whoa he 1o =Icing nono bWolt o.nd 1a roally roforring to 

tho ao.cr1f1ooo or tho otbor tallow. 

IWo.mrhllo, go.,.,_,t not oxpond1turoo will continuo to riao, 

J.ggragato coonoy inooceo will oontin"" to inoroo.oo. lD tho abaonoe ot 

opoc1d r .. trc>into tho people r oooh1n& tho .. inoroo.ood 1noomeo will oeok 

to opon4 them. Tho pr oopoot ot o.n 1norona1nc tlow ot maney and ot " d!.Jo1n1ab· 

in& 'fOlUCO of £00dl &'fl11lo.blo for tho o1vil1o.n ao.rkot 1ne'fitobly apollo ono 

thing· or wl\1oh 110 1\0.'fO hoe.rd a r;reo.t duo.l 111100 1 mot with you 0. yoo.r &£0 •• 

1ntlo.t1on . llhilo it io oonoehable that a 'fOry largo and complex onroroo­

""'"t ucbinory , baoko4 by r1gorouo penaltioa , mit;ht bo able to hold pr1ooo 

atoa~ in tho raoo ot tho aount1n& pro11uro ot dOMJ:d, tho took will bo cad~ 

1nt1n1toly oaaior to the extent that tho growth ot d-..1 11 bold in o.hook 

by taxation and by othAr tunotion&l u well u oe lootho rootra1n1:a upcn tho 

flow ot 1nooaoo and the ozpanaion of oiedi t , 

ot all tho aftilablo roatnlinU taxll.tion 11 at once the moot 

ott• otivo and moot oqui1:able , Sinoo tho m14dlo ot 19UO wo ha'fo paoood threo 

maj or r " vonuo aota , r oprooonttng 1n tho accruco.to wall ovor 5 billion dollora 

por ann111 ot additional r nonuo. Jtouurod by put ato.ndo.rda , that ia a 'fOr'/ 

larso tax provam ond one that hu aharp~ inorouod tho lu'fioo upon IIAIIY 
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voup• ot tupy..... !be 110rw.l raw ot oorporaw '-ta 11u liMa la­

erouod b)' a~ • ~I'll u4 • - e..nu IUe liMa 1111111 .. atlac * total 

rate or tax pqable 1JI oorporaw 1Jio ... ln c•ehl obout 6' per _, blper 

thaD lt wao ln 19}9. .. be'" take \be tlret •tepa 1JI \be 41reot1cm ot 

ettootlft tuatlcm ot ezoeoo prot1te . We baw --"17 1Doreuod •-

ot our uoh• tuea. laWI beft tlo• 1Jioreuo4 &114 •OIIPtl..,. baft t1oe 

loworod under tho 1Jidh1dual 1Jiooooo tax. AI a r ooult ot tbHo ah&nc•• aD4 

tho r111Dc level ot bllaiJieoo aotlTlty, tax oollootiono oan bo oxpootod to bo 

about 6 b1111on dollar• voator 1JI tho oalandar yoar 19L2 tban 1JI the ourreot 

yoa.r. 

Tho tax otl'\loturo u l t now etude will bo an important reotraiJit 

llpOD tho vowt11 ot prln.te apeadltureo. In addition, ot ooureo, othor 

reatralnto have boan or will be applied 1JI tho to .. ot dlreet prloe ooa• 

trola, prlorltlcs and allooatlona that pr<aote d6tonoo but ourb ohlllan 

produotlOD 1JI llo1111Jip; and OthOr dllrablo Coodl , TO«Ul&tlOD of la.ttolJIIont 

cNdlt, and tbo propoood 1Jia...,..o 1JI oooi.U oeour1ty tuoo. Wblle 1t 11 

1Jipoao1blo to eotl.m&to how tar ouoh aeuurea will '" 1JI pre....,.tinc d-..4 

from outrunnlDg cl vil11U1 oupply , wo know that by tho .Udelle ot nut yoar 

dotenoo axpcmdlturoo will pro~bi.J be l'\lllll1Jic at an aanual ro.to ot o-'>&t 

zor e tllc.D 15 b1ll1CD 4oll&n &bon tbe alddlo ot tho ourr&Dt 7w.r. 'I'll• 

conol111 lon h 1Jioooapablo, t llor otore , that additional t..x.tlOD .,.t bo la­

pooed Cllld turtllor rootro.iJito appU ... 

So tar u turthor tuatiOD 11 oonoorned , I llopo that it will tint 

tap tbo oorpon.te ozoo11 proti to and the .Uddlo <uld uppe r indl vidual iDe..., 

bre.ckoto and olooe n....,ro111 o..,.plouoUI loopllolel 1JI tho oorp~rotlOD, 

lndlvibo.l 1Jio...,, lnber1taaoo &114 cttt tu otruoturoo. At tbe ..... tlae 1t 
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11 l.laportaDt t.ba\ o-cr- -' u ttt'..Uw priM -u.1 _. _ _. 1111at ·1 
,.,.. ourl>a be ..,u .. to...,_.._. '=•t. ,_._.. _. ~ lau-•, u 

• 
well u to acrio\lltural prl-• ..._..aU tlda, lw soua, 1 bell- It wlU 

bo noooaa....,. ulU.taq ta....,. -- tbat wlU tap aU lao-, t1'11d&M8 

and othllr o\1011 ~ at tM 80111'M0 poaalbq Ia tM tora ot t1au ao-ealW 

wtthholdinc tu or auoh a taa 1a ..-.satloa wltll aa .to...,.. cU.wnS• ot 

Proc tho etandpolnt ot publlo 110ralo, lt 11 ... ..,tial that tho loac 

pursoo bo tapped tirat and bonioot ln aooordanoo with the equitable prlnll• 

plo ot capacity to pq, and that thoro bo no attellpt to oblt't the tu blll'4• 

to tho looreot ino_. p-oupa whoao at&Ddard ot U'l'lnc 11 al.reaq doc to or 

under rouonablo oubo1otcmoe loYolo. o..q wbon thooo at tho top ot the lnOOM 

aoo.lo, who havo tho ,1101t at otol<o and :"ho do not ha'IO to mako real oaoritioeo 

in their aupply ot tood and other neoootltiu, haw boOD ado to boar their 

Ml ah&ro ot tho tax loo4 oan roaohlnc into the ohortor puron ot thoao 1111o 

have tho leaat at otake be Juotltlod. 

Tho tialnc aa well ao tho nature ot all -•uro• ot rootralnt lo 

of groat iaportanoo. Publlo morale 11 ao rttal to dotOilll ao tu l.lapl-tl 

ot defonae. Tho I')YO,_t hao to tal<o aooo.mt ot auo poyoholog, ot tbo 

taot tbot tho pubUo ia not 7ot t\llq ~· to tu p-artty ot t.ba inter­

national tltuation and t.ba aaorltlo" that -t bo •do· lo tar aa t.ba 

eoonollio trent 11 oonoornod, our people haYa tho ohoioo either ot PO¥lnc 

tuoo , auboorib.lnc to ••inp bondo and cooporat1nl in other aouur•• to ourb 

prioo lntlation, or ot aooi.D& tba b~ pou"Or ot their -r procroaliftq 

obrinlc. Tho to .... r 1a t.ba onq 1.ntllli'""'t oi>Aioe tor anyoce 1111o oYOil ,.... 
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..otely ... dorot.....so tho nil _. ... -. - and 111 the futuro, ot 111• 

tlot1on. 

121 

I think tho altuatlon wu aclalrably o-.1 up 111 tho reoct report 

whlolo tho -rcenO)' Board, appointed 1D kptebor uader Section 10 ot the 

Roil~ L*r Aot, •clo to tho Proolcl.,t. "Tho hut;o ino-• cllobul' .. cl 111 

both clotonoo a.ncl o1Y1l1an 1Dcluatr1oa, • ao.icl thu r eport, "•pit)' tho cle• 

...,cl for o1T1Uon ,ooda. But the> output ot oiTillt.n co..U io not likoly to 

oxp&nd lipitloantly, it it oxpa.ndo at all, in tho 1110ntlla ah8&d. Thio oon· 

clition alono ooto tho oter;e tor a clcnsorouo inflation, and the proooao io 

boinr; ooti"fatocl 111 _,., acljuatzoonta to r iainr; l1Tins ooota and price odjuat• 

... ntl to rioins wa, .. -- the t...Ulie.r Tioioua olrolo •••• io croup """ 

=r~ to loeo troaa inflation tb!L.I1 the na.tioo'• ... ,. o!lmera. 'fo •e.•o thil 

nation from the blir;ht ond ollooo or intlotlon it will probnbly bo nocouary 

to impale dr~otlo now taxoo on tho public ao a wholo, immobilito a purt ot 

tho oxpunding purohuinr; powor by 10:110 ort;wllaud oohomo of ocvinc• <Uld, 

1101 t importnnt of all , adopt " oomprohvnli vo plW> in ror;o.rd to war;e1, 

profit1, oneS tho priooo of both ar;rioulturol and induotri~l coococlit1olo
0 

Th!l sovornm:;nt , u thu raport •~1d , 11 oognl&ant of the problom, 

141d tho SOTOrmtct o.lono 1o o.blo to =>l:o " wall tonoul•tocl ODd ooorclinnt6d 

e.tt<ok upon t:\o probl<Rlo It 11 rc.1r to lfo/1, I think, thAt tbo r;oTC"""""t 

tocloof ollowa a tr.r ,roc.ter e.wr.r"""" ODd ur.clorotc.ndlDc ot tho probloa and o. 

f•r r;routor d~tormination to clo"l with it ottooti..-Jly than &o the ouo in 

tho luot wo.r, And thia 1o c.ttributt.blo pc;rtly, "t "n:! r c;t o , to tbc;t trond 

I lpoko or nt tho outoot -- tho inoro•alng ••1~ption by government of 

ro1ponlibil1t;• t or ooonomio wulfLr<>. With thc.t r o1ponl1bil1ty goo1 th.e 

obli&~tlon to cot wioely, t~lrly, 1n tho intor~•t ot tho nation DA n whole 
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and uot ia tM 1At.N.It ot U1J cro,.., olua or o..Uoa ot tiM oo ... tq, 

!be prophet. ot diouter wo &1~1 llno wi~ .,., AD4 tM7 would 

""''" uo bellow tbot tM Gilly alt<oraat1'1M to a lalaooa•talro, 1old ot.A4ar4 

world uo 41ot.ator ahipo CAd IJl oad ot OW' ooonoalo qat-. I ooo no auoll 

portonto ot ... 11 1Jl tAo broc.d troD4a 1Jl d0110orotio ooUDtrioo toward r e­

apona1b111t)' for eoonaio weltaro. AAd, u t. blllll<or, I r eoor;ai&o that W a 

1DT01V1ll govommout o-..d oYor tho oroot1ou , ooat and flow ot IlOilO)' 1D tho 

ocon~. To =:t wo.y of tMnk1n~, theao ohncso• are no·t tbo forenmnor• ot 

41ot<ctora or other dioutoro , They a ro neoo10ory lt<opa 1n tho ad.cptet1.oo 

ot our pol1 t1ool =4 oconoodo prooo10oo to -t tho ola.ollOll(;o ot a ,_ 4£¥. 
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!be ,... .... ..u..t ., n..au.s.ac ...... •tal _,_ .. 
\loaa &M aMi\ qoeloe 'II)' b w.hc _,..._. o\l.icaUou e6 
Uot UaUe4 "-'- b -"• ov ftaueiac- o .... lloeW u 
U• ,._ .... .,,de'l7 la .Sw of \loa lup '--IF 
flu Ml• 1'0(1>1-h aau _...,.-, \1110 w-,........ 
l PI'Dl"'•.. vt \1\ '"• approwl et Uot '"el'•'• \e .... l'\elal te 
pt'Ot'i&o tu&o \e ,_.._\41 GU110r&Ueee aM •••.u ~­
Yhlell "-"fore llaw raloet ,_.. -, \1110 hr·- ef --­
'-& o\l.lceU- la \1110 -aft, \e -r tiMlr Olftl'nd 
reqlllr...,nte •• well aa \e r.r..l ~ o\l.S.C.U oae- oat­
e\aatlJW u ._ - - or an .-lle4 fer r....,u-. 

Ia llae vt\la \lale peUer \1110 .,_...,. .Ul 'lie ,...,....a .. :pareha ....... r- &he J'e&oral , ....,. llon.e,a 
Corpel'l\\l ... troa ..... " u ..... ,... ... . ..... !llle 
lahn.et .-t.a vtll " ... a 1 • .. - ,..,.,_.. -, u.o 
'l'naiU7 wlll 'lie a\ \1110 a\e e/11~ pe1r- • ltiiC ae U.. 
a~ la\eree\ ra\e o• \1\e 01lh\aatl• podlle u-. le 
2--1/rf>. or u.oree-.... lt \lao ,_,.. a\e ol la\end oe 
u.e n\ataaUJW po~\l.le ... •..u s-.... \1110 .,_...,. vt11 
-.u.r \loa ra\e of la\ei'Oe\ •" a I •• ,.._of \1110 hUal 
,._ llonpp O.>rpor,.U oa pu1t 1rt -, u. 

· 1\ le _._.\Got \11&\ -el.a-Uoe II ..., 'llelq ct.­
" \1110 ea\\or of .-111-. r n ......,u .. \1110 ClorpereUoa'e ~ 
"toD4e of 1911,__7 llllleb an .UJee\ \o .-11 r .. "'-'loft oe 
... al\or 1_, 15. 1~ ... 81• l\e a-,,_. ..... ol 
l ')IIMJ .-t.a - ..-.,.., \e ea11 ru "" : \loa •• u4 .,.., 
...,.. 1, l')ll2. !be '-wn- wlll ,... ....... el .. 
I'.Ura1 J'ua ller\pee O.rpe1'3\loo .UJoa\ " u.o liildbenruoa 
llM qprO'I'el ot \loa 0erpei'I>Uea1a lloaft et lllroe\ere. la • ..._ 
w p:N.s&o l\ vt\la ,..,.. fer Uot JUPOM et ........ \!oe 
•'lie• e=\loeet .....,.. lt tlMcr ~t 'lie oeUot r... rrt ,.uaa 
at Uaolr eu'lloe\ .-11 ta\e or ponb·ert liT \1110 Oe>rporraU• 
prlor U.• o\ee lt le •a 1W \loa\ \1110 o..,.rau..•e •tee 
aetue hu JO, l <Jii2, &\ Cia U... .,...selM - M .... fer 
u.e --.u...u.. et .., ..._ u.. Milt -, Uot ,._..,. "'"' 
a r-u:e1 h- '"""eloee wlll 'lie.,.. ....... _. \1110 
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.. ,. ... ,t.ea ~ ., l\1 ··"· .. .., , ... w... •tuttr ~ .u 1r _, Jar\ et \Ill _, ... • \Ill _... hiM& tr u. 
all wlll ,..nUe ft...Ultr ........ -·- r.-~ ia 
- et \Ill .. .,.,.,'-'• ...,.SMP·t• .. 1M l•alleW, 
..,u.a .. \Ill ,......'- et "' ,., lit n ,.,, 

It h ............. , ..... .Ul 1M .......... .... 
\Ill ..... ...,. .... rl ...... ,_ \Ill ...... . ,. . ...... " et 
\Ill ....... '- ......... ""' _ ...... .. 

lloaora'llle A. o. 111 ... 

'"•"•'- . P.e.-1 .._Me~ an,era\LN. 
Valid ...... L Cl. 

...,. 
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SUbJect: 

Seor~tary r, ~nthau 

Mr. 

Reoen ngee 1n Exoees Reeer..-ee and Intereet R&tee 

I. Recent Changee in Exoeee Reeer.ee 

In our memorandum or November 13 we pointed out that 
excess reserves or Naw York City banks have been much harder 
hit by the development• or the past year t han exoese re­
eer..-ee or all member banks, and that excess reeer..-ea in New 
York City occupy a critical position in the money market. A 
pinch in exoeaa reservee in New York City could cause a eub­
etantial rise in abort-teN interest rates, which might 
possibly spread to long-term interest rates, even ir the re­
aer..-e poe1 tion or member bank a outside or }lew York C1 ty were 
ra1rly easy. 

Exoees reaervea or member banks at New York City amounted 
to $773 m1ll1ons on November 5, the riret reporting cl&te attar 
the increase in requirements. Tb1a was a decline or 79 per­
cent from the all-time high ot $3, 675 mill1one reached on 
June 19, 194o. Movement• ainoe the outbreak or the war 1n 
excess reeerYee a t all mamber banks and at member banke 1n 
New Yor k City are shown in Chart I. 

In the oouree ot preparing our previoua memorandum, ws 
ooneulted with Hr. Roelae ot tbe Federal Reaer..-e Bank ot New 
York witb r espect to the probable tuture oouree or exoees 
reeervee. He eatimated that the exoeee reserves ot all mem­
ber banks would decline by about $375 million• between 
November 5 and December 24, the probable date ot the eeaaonal 
high ot currency in circulation. Ot t his decline, be exPected 
that about $250 m1llions would occur in New York City. After 
the aeaeonal decl ine or money in oiroulation (which be ex­
pected to be completed by the end ot January), Mr. Roelae 
believed that excess reserves would continue to decline, 
alovly at all aember banka and more rapidly at New Yorlt. 

• 
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Ia ~· Wit WHke 'Dew ... ..._'Iter 5 aa4 lln'•'ber 19 (tile 
1aet reporuac 4a te - &T&llab.le) L -•• reeel"t'ee of all 
aeaber bukl han iaors•e4 b)' 127• a1111oae. Dlli'1Dc t;ld.e 
pe1!'1od 'fl'eaeur7 oai1l aa ~o•U• wuh the re4eNl leeel"t'l 
Buke han deoreaee4 b7 ·~ a1111oae. 'l'h1e hae the eft"' 
ot 1aore&eiJIS UOIII l'eHI"t' .. '117 Uw' 80 )lei'Oill' Of the 
UOIUit of the deoreaM. ~' fer ~~ oae taowr, there­
~=; eXH .. l' .. el"t'll llll'iae the W'O-WHk pel'1od woal.d taa.e 

lied al.aoet UDOb&Dce4• !Ill del:re&le 1D the 'fi'•RI7 
beluoe 1e1 

ot 00111' .. , a t.-pOI'&I')' taoWI' Whioh WUl be ott­
eet at ~e uae of the 11ext tiaaDoiq. Ae ~~ w1ll ooov 
prior t o Deoeaber 24, Ill'. IIDeln ll111te properl)' u.4e 110 al­
lowance t or a deor•n 1D the 'l'l'eaeur7 balaaoe 1a Mkiq hie 
eetiaat e ot oh&llgee 1a aoeee reeel"t'ee tor the IOY .. ber 5-
Deoeaber 2~ period. 

Dlli'111C the two-week period lfoy•ber 5 to IOY .. ber 191 

aone)' ill o11'0ul&tion 1aor•eed tli~ a1111one aD4 aonetal")' 
gold etook deoreaee4 tlO 111ll1one. !!len ohanl:ee, Wh1oh 
would han eauee4 a deorea .. 1a renrne ot Ill!~ 111llione, 
were alaOet axaoU)' otfMt 'b)' 1aor••• ot t&l. allllone 1D 
'other Buel"t'e Balik ore41t1 aa4 t7 anHone 1a 1!1'ean17 
OU1"1"1DOJ1 aa4 a deOI'HH Ot t54 allllODI iD 1a--'ber de­
pod te and o~er redeNl Jeeel"t'e aoooUDte1 • Jloet ot tJaeee 
tao tore w111 be ot 11 ttle 1aportaaoe onr to~I oonddera'ble , 
period. UDleu a oonddera'ble Yolaae ot 1 now tl'o&en 
in ~. rederal leeel"t'e Backe are uee4 to parollaee eeoun Uee 
(11h1oh would ten4 to iDOre&H ezo .. • reeel"t' .. Y1a a deoreaee 
in 'no-•ber 4ePoe1te1 ) , the oD17 ODe ot til.- whioh 1e 
lllel7 W exert a eonU:!:f..s.atlliiDOe 'between DOW and 
Cbrietaae ie aoner 1a o tion. !here ie no reaeon, tllere-
tore, on ~e baeie of the e:Qerienoe ot the laet two weeke, 
to eet aeide Kr. loelee'e eet1aate ot the probable deoreaee 
ot aoeee reee"" ot all a .. 'ller buke between DOW an4 
Clbrietaae. 

Ill'. IIDelee eeUaate4 that 5!;e r .. el"t' .. ot lew Yol1t 
01t)' bank• 11'01114 deore&M '117 a'bolat 50 aU11oae 'betwHD 
loTfllber 5 &D4 Deo.-lter 2~. .U , the)' !laTe 1aoreaeed 
b7 fl92 allliODI IIIJ'Ua the t11'1t two YIKI Ot th11 pe1'1od. 
lloet ot ~~ 1aoreaee Ie pro'b&blr clae to the 4eoreue 1a 1ibe 
'fl'eal'lll')' 'balaaoe llll'iq the peri04, but the proporUoa 41le 
to ~. oau• oaaaot 'IIi enJ.aate4 nth .., uvee ot ao0111'­
ao7 t or a portion ot the benktq .,., ... 

Ill'. loelee'e .. t1aate tor the enUre pel'1od to Clbrietaae 
1e pnd1oated v,pon a oont1au.t1oa ot the outn .. ot tua4e 
tro. Jew rol1t vbioh hae been 101111 on tor OYer a 71&1'• Dlll\o 
1Dc the WG-week pel'1o4, there wae aot11allr u 1atlow of 
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tun~ to ... Xorlt, lllat tlala ~ well. baYe 'bee IMI'el7 a 
te-.porarr 1nterrupt10D of the loac-tera tea4eD07• 1a tbe 
oa .. of e&ee .. reaerYea at ... rorll:. aleo, therefore, 1t 
., .. , too earl7 to appra1ae llr. Jlol1ee' • for-at. 

II. CJbe•p• a Iatereet laga 

lbOrt-tera 1atereat rat .. f1rae4 *Ue 10116'-tlra ratea 
oont1nue4 to dl011ae be._een the anaouno .. ent of the ln-
orea .. 1n r .. erYe requ1reaenta and ita effeoti'l'e date. 11DOe 
the effloUYe date, llbort-tera raha ba'l'e oonUnued t o laai'Cin, 
wtUle lons-tera :ratee haYe aleo rh• ll1PU7. 'fhia 11 
ahown 1n the follow1q table wh1oh oa.parea the 711141 of 
three Tre&IUJ'1 e101l1'1 Uea of w14el7 '1'&1'71nc utul'l tr ola .. ee 
ae of Sept .. ber 23, JoY .. ber 1 , and h'l' .. ber 26, reepeoUnlJ: 

Chang .. 1n '!1114a of Tr"IUI'7 s.our1u .. 

Sept.aber 23 - Jo... .. ber 26, 19~1 

I •- • 2~ I J 1 I Jo-. 26 I .,..p.. -' I O'l'. I • 

. 2-l/2 1 • of 3/15/56-58 

3/4'• of 9/15/" 
91-D&J bUle (Anre.se 71eld 

of laat 1nue) 

2.15 

.6o 

.oil-

(Peroent) 
2.ll 

.1!0 

. 27 

Wbat W1ll be the fUture tan4eDOJ of ratee h bard, ae 
al-;r•, t o pre41ot. If exoeea re .. rYea at ... rorll:. follow 
XI'. Roelle ' • foreoaat, 1t 11 1111:.117 that ahort ratea ..U.l 
oont1nue to f1ra. Whether noh a ten4eD07 would epr .. d to 
lone rat .. 11 aore queaUonable. 'l'he Federal lle11rYe Boar.i 
appeara to bellne that 1t will not. It h 1Dtereat1nc to 
note, h.owl't'er, that 1D 1937, when the Boal'4 held a a1a1lal' 
expeotat1on, lons-tera 'bond pr1oea f111&ll7 bi'OII:.e abal'pl7 
after oont1nu1nc atronc for three aoatha, durlnc wh1oh 
ahort-tera aeour1 u .. had b een aout11;r weak ( Clllan 11). 
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CONrtOENTIAl 

Colll)UaU,.. ltatoaent of Sale• llviDC 
J'iret fwent;r Bualllotl J)qe of S.ptP'ber, Ootober, and lloTPber, 19~1 

(kpteaber 1-2~. October 1-23, lloTeaber l-26) 
On Baoio of I ooue Price 

(.bouto in tbou .. lldo of dollaro) 

lal•• ........,tot Iaor.&M I Poro•tace of Ia-.e 

I I or !!!!!!!!! ~-} 2E !!!!reu• ~-l 
n .. I I I I loTDMr I October ......... I October 

I loTaber I OctoMr I kpt•ber I on:r Oftl' ...... I ....... 
I Ootoblr I l!ptDMr I Oo""' I kpt!!bg 

Serieo S - Poet Offio•• . }}.~}· • }1, 500 • 3o.959 • 1,938 • 54J. 6.~ 1.~ 
S.riu I - haiti 62,919 69.95() 5'·559 2,869 6.491 ~ J&.! 

leriee I - total 96.356 91,5119 ~.5111 ~.SOT 7.031 5.3 S,J 
lerieo J' - halt~ 16,206 16,853 1~,676 6117 },177 - J.l 23.2 

leri•• ~ - 'I&Dka 91.026 92.91!6 II.~ - l ,q§o 1.522 - _!,.! l2.l 

total $20~1~ $201 ,~ $112.~ • 2,201 $11,7~ ~ ~ 

Office of tho lecretar:r of the !reaour;r, DiTioioa of Reoearch an4 ltatiotlco, lloT18blr 27, 1§41. 

lcllrcll .U1 fi&Ul'll are depooih with the !realllHr of the llni\14 ltatoa on aoooUllt of prooeed.o of 
oaleo of llaited State• laTiDCI BoU... 

llohl J'icv•• han M& r0U114K to uarut tbolllaDd and viU not neo01oari1T e44 to total•. 
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lJo..UV 1~ 
1 

~ 
i 
7 • 

10 
12 

~ 
15 
17 
11 
19 
21 
22 

211 

:i 

11.ln'liD ~ &l.'t'DII3 :aoJII)S 

l1&117 l&leo - lloY.Uor 1941 
0.. llulo ot lone l'rioe 

( Ia ~ ot 4ollal'o) 

:Poo' ottloo 
1oM llal.a :lui< llo4 ~. 

lel'lH Jl lel'lH Jl leJ'l11 7 lel'leo • 

• 1 ,01! 

,,m 
1,o61 
1 ,1~ 
1,'" 
2,<162 
1,2119 
2,1152 
2,111 

1,~ 
1,1~ 

2.72~ 

"' 1,503 
2,1197 
1,173 

• 1,750 

, ,1111 
2,111 
1,~ 

'·'" ~.27. 
3.113 ,,,., 
3.321 
2,115 
, ,162 
2,"3 
3.1110 
2,68, 
3.215 
:M71 
2,103 

• "7 
1,11112 

~ 
911 

1,251 
352 
~ 

~ 
~ 
ill 
107 

1,1119 
Clio 

.tJ.l loaA 11&1 .. 

lel'ioo :1 lel'l• 7 lel'teo • 

...... 27. 
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131 
VETERANS ADMINISTRATION 

WAaH I N OTON 

........ rlove!Ol>er 2? , 1941. 
r .. r. ... o ... ,....-....,,.o- Of" 

vnP,....An ... 

c 

Honorable Henry lloraenthau, Jr. , 
'l'le S<>cretar.t or tho Treasury, 
.• n51dn&ton, n. c. 

~ de:lr 1-.I" · ~retar.;: 

I have had opporblnity to roviGTt t!le 
oconoJY S\l~c:estions you !:llbclitted to the Joint 
Coa:.ittoe on Reduction ot t.on-Detenao Expenditures 
and I T..Uh to co~atulat.e you upon the excellence 
of your ;>resentat n . 

I think llc nll renlize tho problems before / / 
tho eountr:r at this time in eonnoc tion with the 
cost of ~:ovemment and detenso and tho Votora.ns 
Adniniotrntion i s, I nssure you, oxortina every 
proper r.>onns to :aaintain econoey in administration . 
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TREASURY DEPARTMENT 
:135 

INTEit Of"FFCE COMMU NICATION 

TO The 8ecret&r1 

,.o,. Mr. Bloush 

The attached liet ot eoonoaiete with tax erper tenoe 

1n the Federal eervioe (not including tboae in the 

Treaeury Department) baa been prepared in aooordanoe 

with your request . The Uat, although coiiJ)1led on the 

bea1a or the Directory or Federal Stat1et1cal Agencies 

and the National Roater ot 8o1ent1t1o and Spec1ali~ed 

Personnel, aa well aa personal ltn.owledge , 11 not necee­

ear117 complete. 
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Barll:lle1tr, Juep.b B. - looMa1111 - Dttpu11aen11 ot ao-rM 

Jun, IIJ'e. 8. 8. - hlllor leo-'.et - P.UJ'al laa'"' ...._. 

Cola, GertlaN - I'J'lno1.-l ftaoal. Aaal;ra11 - lueaa ot 11!14p11 

Dttepree, laile - Prlnolpal loonoa1at - Goor&laa11or ot 
Intor.aUon 

Drl•er, Joha c. - ha1or loonoata• - Ottloe ot Pro4aotlon 
xa-paent 

Dull .. , 111'1. B. L. - PJ'lnolpal Aaal.:r•• - 8oolal hoaru:r 
Bo&l'll 

rlelliq, Jo.tlll I. - J:oononlat - Ottloe or laerpno:r xa-pMa' 
~ 

Gllber,, llloU.r& - Dlrtaloa C.blet - Ottloe r.: I'J'1n 
u •' lliatJ'a Uoa 

Gold .. u.b, Ba;rlloaA - Dlrtaloa .Ualataa• D1reo,or -
8aourlt1ea lzo.baaCI eo.alealon 

Baaeo11, .una - Cona'Al.taa11 - reural ....... , 8oaJ'4 

Blgsiae, BlnJallin - PJ'lno1pal leonoalet - F.Ural lorkl AceDOJ 

B:rnllllll, Cl1ttor4 - llalor loo11oalo Anal:ret - Ottlo• ot 
Pr1ol Ada111letra•lon 

Jae&l , George - Aleoo1ate loonoa1et - reteral a. ...... Bo&l'll 

l.llpatr1ok, 1711~ - hlllor loonoalet - Bureau ot Can••• 

~at, llanla - hlllOJ' loonoaUt - F.Ural R111no BO&I't 

Llbo•lh, I. X. - ha1or l0111oalet - Bureau ot Bullpt 

Lo••••• Llelll - loononlat - fultt Coaal111on 

lluiiJ'&YI 1 R1o.b&l'll - .Uaoolah loonoalat - Feteral lle11na 
Bo&N 

lalaon, R1o.b&l'll v. - D1•181oll C.blet - u. 8. roreat hn1oe, 
Depu11aant ot AploaUuo 
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137 . _,_ 
Ri&b\or, ~atar - D1•1a1oa ablef - ...... of o.a ... 

lalut, lf. 1. - looaoala' - Off1M of Pl-1 .. Mala1atnUoa 

Stigler, Oeorsa J. - Ooaaaltaat - leoar1t1ea laobaage 
Oo•Ua1oa 

atu4enak1, Paul - Oonaul.taat - leo1al laovUy loaN 

8un4olaon, J. w. - Conaaltant - loo1al 8oovU7 BoU'Il 

!reuor, Riohard G. - 8on1or Eoono.ltt - !ar1tt Coaa1aa1oa 

lfoo4wortb 1 lAo D. - EooaoaUt - Fa4eftl lforlta ApDOJ 

Wynne, lf1ll1aa H. - 8on1or Eooaolliet - Ott1oe ot Pnoe 
.A4a1n1etrat1on 

• lot 1nolu4.1ag tboae 1n tba !HUVJ Departaeat. 
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...... , 87, latl 

Deal' AHlllt1 

'lhuk {" foJ' 1tJIIU leUu ot ...,.-., 2&. 
I •••- U. 7_, 1atel"-4tpal'tMatal 1~ ttet 
1a tbt 1\IIOIIHI' to U. - wtaJ.tb aa fo ..... 
Ulllltl' Mqor L&Oial'llla' • a~~apl .. a. 

Of COIII'H it 1a tD.t1J'tq Up to 1f/IQ 
whetbtJ' OJ' D.Ot to iuue a p!'taa J'tUut about 
the ri'IOilllll Of thu oa.aittet. 'fbt d.Paft 
whlc. 70\1. HDt • u ptl'fHtl7 eathtaot01'1 to 
111 1! 7011 tlJIIIl lt DIMUU')' to pullllah lt. I 
appreciate 70V thou&httul.Dtaa lD. un41ng lt 
t o •· 

At I tol4 1" llhu " laat 41aouaat4 tbe 
Offloe of Faota an4 FigYJOtl, I thould llkl 700 
to oo1111t on IQ' ocapltte oooperatlea lD. tbb 
Yitall7 1apoJ'taD.t Joll wbieh 7"' .,. cl.olJIC• 

SlD.OeJ'tq, 
l91r,ee4l l!o~rt 

lloD.. uohl'b&lcl. Mael..elth, 
Di!'tltoJ', Oft1 .. of f aota end Fl&UJ'tl, 
J aahiQgtoa, D. c. 

FK/hkb 

1V27/41 

138 

• 
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OIP.eC'I(M\ 

Of'PICB OP PACTS AND FIGURES 
139 

November 26, 1941 

rq doar !.lr . Secretary: 

I t lOllY shortly become nocoeso.ry to announce tho 
peraonnol of the inter-departmental advisory c<>=itteo to tho 
Office of Facta and Figures which we have called "The ColDitt ee 
on Defense Wo,...tion• . Should thoro he a news •leak• concern­
ing the ...etings of the eo-1 tteo, tho r oeul ting stories would 
cert.>inly he inaccurate . It would eeom to he preferable, tho!'e­
toro, to announce the actual situation in advance of any such 
un~uthorizod publication. Uoreover , oinco tho Office of Facts 
and Figures was established by the President to provide the pub­
lic with tuller information on dofonao programs and policies, i t 
would eeem to me to be appropriate that tho Office of Fact s and 
Figures should keep the public informed of its organization. 

Since, however, the announcecent involves your Depart­
ment, I should like you to see tho proposed release before it is 
made public . I should appreciate any coawonts you might care to 
make as to its form, or any other circumstances i n connection with 
it, and therefore I am enclosing a copy of tho proposed statement . 
U~ I toll you again how deeply I appreciate your cooperation in 
thil undert.al<ing which seei!IS to me to he one of considerable 
potential usefulness . 

Fsithful.l,y yours, 

a... ........ L...........vt. <../] ' 

Archibald MacLeisb 
Director, Office of Facts and Figures 

Enclosure 

The Honorable 
Henry ~orgenthau, J r . 
Secretary of the Treasury 
Washington , D. c. 

• 
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,_. DE f'•tt lel p= 

Ar'Ulli&U ..uiu, JliJ'Hta at \M otts..o at hna &1111 P1pn1, 

........ \ed&J U.\ - lat.-.. ,oM \.&1 .-~,,_ w "" ....,.. u u. 
c-itt .. ""w- w-t.ia load- tVM4 t. ach1 .. tbe om .. 
., Pat\1 .... Pipnl la 1\1 tuk at at ...... , """ laFoYia& t be -17'1 

w-u- • t.M clef•- .rt~. 

t.berl at t.M c-ltt.. • Pet1 ... w-u• "" .. 11pal44, 
la tile c:ato of tile Dopen.at 1, "' tbe1r re1pec\1n S.oreurioiJ 1.a 

ou.r O&lll '117 u. lleott. or tile ac.-J.•• wlot ben e l.H'-i 1.a - ta­
etucel w """ ~eoln1. !M ,..._.1. il aa folln1o 

lw•J· p • Ad• itor • hll\10&1 &elatiCIIUI w tbe lllere\al'f 
lttt. 

,.. z. M'r· •••httat. a..retorr or, ... 

Hh' IWt = ls-i al Auit\ut w u. IMI'ItU"J at \be laYJ 

w 1. c. 811!11, ,..ill Auituat. w u. .t.t.iao'M7 Guenl 

•n !el 1Qt, DinoW~r, otn.. at Go.....-ft Ia ,.nt 

law lilT• L1&1- OftioU', otrloe r. IMrt-7 -.-•' 

'M'' All· a--aJ. C•-1, 1 at LM• a.,s,••V..\1• 

Ser!e'l...., I, ''r'r·· O. I . A. , -" e1' OftlM ~rut.. 
.... Plpno 

Wl!l!t!l d '"*"II· D1fti\OI' at \IN ottlto or hoto ..s J'1pi'N, 
c~ 

!M ottlto at Paoto .... fl&vwl 1t •bart .. wl\11 \Ill r.apeMiliUl\7, 
...._ t.M 41.ftiU• ..s ~- .r tile Pnii14Dt., r ... r...u.t.~.a~ 
JI"CNU .Uolp-' ~ taoillt.at. a •~1prMd .... - • t. ' •'*e4'"1 at 
--. no-. ..s ,....... ... r \Ill .u~ w - .n~ Uld at \Ill ..,_ 

,.U.l11 ... acUYiU•• or till Cloft-t.•. !Ill ~~ 
o-tt- • w- woruu• w1ll ..-n .. wt\11 --. ottt•• at r..w .... 
Plpnt - '"T1I &811 - ot ~ala& tile _, ., pUlio w-u-
- ..,_ u\11'1\111 &1111 polioJMo 
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ltr . lac Laialo abo --~ \~oat \loa toU.WJ.a& aro ao• •lilac .. 1a 
orcw•la& tho orttoo or raota aad ficlln•• 

lr· 1pttp I. Lest•· lloe Preai-at, Col...,ta Jro&d .... tia 
S7ataa, • la&Ye ot ab-

11'• ltiR a. n···· clet.&U .. troa tbe Depart.tA\ or .lp'ielll.Wrt 

llr• ""Kl.!! lt""V• Precru llalta ..,_..,., latiOM.l Jroa4oaat.1"' 
C.paDJ 

llr• lfuia WJ!!tl, dat&lled troa \be Depart.tA' or .lp'icnal"""' 

11r. !ltorp Mr!Jtt, dat.ailtcl ~- \loa Deplort.MA' tt Aericnal.Wrt 

II!' . nag J&rtb, clei&1l .. troa \be !r'a&WJ')' De~\ 

R•• !'!el la bP I 

*· ~u I&Uatt, DirHtor or tbe Ottia. or ao-r. ...... t lapone 
llu acca,t .. u &PJOiAUiaa\ •• a -ber at \loa tear4 at \be ortioa at 
racta aa111 riprat . 

Ia ._ ...... ,., \be orp.ai&ial aWt or \be Otr1eo or racw aad ripru, 
ltr. llcLaialo -.14, "TTie Ort1 .. tt heta aad fiprao dU operata 
priae1pall¥ witlob \be ~t, u aa 1a~at.a1 Cllaarla& ...,._ 
&811 ..-naer • pllbUo WonaU• • Ula det-~· Ita t&* will 
be \o obt&ia ad41U..al. !acta aad r1pru tor \loa •••r•c• c1U- • \loa 

dofeaH procraa.• 

- II) ~ 

"" r~ » ., ... <• :0:. :0 . 
~ 

"' • /-... -.. .., 
" '-' Vl / .. • 

~ 
;oo~ 

>- .. ... 
i 

~ 
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ft.UIIhl&, ,_.., 

~l•·•nw*"•,.; 
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Tim WHITE HouSB 

________________________ ,!~ 

To the 

SBNATB OF THB UNITED STATES 

~ '"" 'l"let - .,. et ettl• will eaplre • 

A,rU 50o 19lolo 

' 

Regraded Unclassified



NOV 2 7 1941 

Ch 1l o1rrl"'lf\ &rrbl~ ill ~M Cn.lt.od J \ol\oa r .... 
a t or oiD\ por\ or J>).a .. """ "*l''irN 1>1 ~M Air c-ree 
4et or 192!>, .. -•• d ( • • .; . \Hle 49 , .... 177) ....t 
\ M ...,.au..,. \1\orwan~~er, t.o Mko u.. tin\ l.,.U, 

"" &:l a.irpor\ ot .. """ ...t ... ~ ~· land ·~ 
.:.ere 1a obu.i- 1n ·- c ... U.. c-u.. s ..... ,. .c 
~'-. ~. l). c. 

Til• "-- •ot.U dre..rt.• - nM. 1Ml,.. alreftt\ 
- J -1u1ftll 1n \1M a-..no&al ""'" ot \lie 
llnl\~ :1\a\ft .... f -lail -\1)- aM "" .....,.us -
- • ~P\¥ t• 1 ro1al ,.,.,.._., TM,.r_, 
•Ui\&P)' aNI •ft1 allwe.t\ &rl'iftllil 111 U.. IM1\a4 
3\a\AAI are De\ ... J .. \ \a \ !>e ........ I I .. a l\•4 • -
....... MNIIaa41 ..... ~· ........,., 1aW u.. \.lal\84 
3\a\ft •-" as.ra.t\ are n bjee\ w -- -..,, 
-··u•, - ~' .r a u •• u aJV ..,. -. Sa \be -_,. •• l11re ..... ll ... Ciee aa4 ....... br'oelll\ 
ill b7 oU..r ..... .c U..Oii0r\at1•, 

Ia ...,. w uola\ \loa -- •-"" .C Ul1o 
~·-' l n \lie.., .. ,.,\ .C U.o la• wMollo 1\ 1o 
a~~&ra..s \ o ...W.MI", 1l to ftqiON\od U..l,.... to.. 
&JIPI'OIIC'l&W lnr\ftell- t.o \ ho I M '-1\ elflHrr a\ 
U, S, etr ..._ .....t t.o \loa ..,...,_ ot I\Onl aad 
.U1\.u7 a1.reNt\ ...._,....,. jUto41o\l•" U.\ Sa 
\ l!o ...,. UO' •,...nts .. er ....... 1o "'--r' lM4 
\be 1/U\84 SM\ft Sa tdU\NF "'•ft1 at.reNt\, U.. 
_, ..n- .rt1Mr wUl be -Ulod 1 Ha\olt ...S 
Ulo - I"'OIaaj1M ........... ...u 1.- .. .. 11\11 .... \.all 

illr,.M\S. .,.. u..,.... - be"""· J. ela1lor ,...__, 
1o llolac _. or \M :Hoe......., of ..,., 

' 
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II.DIOIUIOOI& FOI Ill. IUCla 

1-16 

NOV271lMI 

1 _...,,tui that 1a the= t• ,..,.e etarb 
llaYa .._ _.. at .. n...U ot ,....._t 
proU-. lllo4 ,.Uq, 1a All att., 'better te ~ 
nt the tuetla If Otn..-t ,,... .. _,, Ia­
et&AOee at t heae are (1) A a\u4J of ateel eoete, 
prlo11 ad prot1h -'e .aer tile i1rMtln of 
l4alr&l Peoplaa 1a 1&15 ar 18171 tl) I atu4r of 
One,.....\ pvohaalq aethlt1 .. , r.e~o4 ?or the 
'l'iit.C ....... lilllnl Paopl11' t1raot 01 (I) Ala 
HODEl •-aatan oa OoTeraent JW'Oh&aiq, &leo 
pnpro4 tw tu ~~~ Dler the lhMtloa If 
Dr. llorrla A. C~·" of the lurt1M of tllo ~at 
Oiou£Nph lt, ) 1 &114 (') A apeelal. ahU of 
•elil. \reat.at etaol prlaoa at tha Canoclo­
llllaoh steal eo..,. ... u .. (JI'!'f&ro4 1.a t he raUral 
Worka Acaa7la lo'loaber, 11118). 

!he a.t ... Jl'lp'lll Ml _.. thtM atu1ae oliMlata, 
Startbc with tbaaa report., bown.,, lt ahoi&U be Jlaa1llla 
to au·~>lt ea .. tlal. lata oa eaat &114 pPlate wUlant 

. aloh the Oon ..... t 1a 1a .. Jldtloa te •ocotlate a -
aoatraat wltll a •p,Uar at a roaa-\1• pl11. 

1 a J&l'tlaalarlJ1at'"'"' S.a tu etaal J.JIIhla\17 
&1141 aMU.i Ub,.. te pr..-n. t• .. u Jl'-rtlJu 
poeal\l.e a ~rt oa tllt 11tilat1A S.a that la4u\rf 
Wlth partlftlAr rtfll'tul to lta '"" &114 rs. .... 
I han abo auo4 lr, lo,_. CUll Aaahtea ta the 
C-taa1oaor ef latarsal ...,.._, lo -.kt a e'•'l•r repart 
r•&ari1ac prof1h S.a tu atMl 1a4aatrr. 

la M41t1oa 1 allolllt lib 1" te 111la1t a -rut• 
to .. 1JI41~t'~;'"' fOil ar• tek'•r to ... t tu pro\1• of at raaaoDA'bla prlo11 iRPla& thla 
J"loi IbiD Uai.U .. are ao lacer 1a a paa1t1A 
to relJ oa h; forata of a .,aU tlOD to protaot u • 
prloa, 

( :ClmUaleel) B. 11. , Jr , 

JJO' C.Jr/Ln 
ll-.27~ 

-• 
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lleT .. ber 27, 19U 

~f dear Mr. HooTer: 

I u wri tiq to aclmftledce re­

cei pt or 1our two confidential lettera 

aated ~OTeaber 25th, The illrorM-

tlon conWned t herein baa been noted 

wi tb intereat. 

lolll'a aincerel7, 

Mr . J. 14pr lloonr, 
Federal Bureau ot InTeatication, 
Depart..nt or Jvatice, 
laabington, u. c. 

14? 

Regraded Unclassified



Photost atic copi es to: 
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'!be Honorable 

.......... .r J.nnplto• 
WIIIW etld8 ~ of Jurtrr 

Wd/ S' '' I. a. 
November 25, 1941 

PElJSONAL AND CONFIPENTIAL 
BX SPECI AL ME5SE!ICER 

'!be Seeretary of the treasury 
Washington, D. C. 

!()' dear iolr . Secretary: 

149 

As of possible intorost to you, inforcation baa been 
received troD a confidential, reliable source that t.'>e Swiu 
!linister, E. Traversin1, Rio de Janeiro, BrezU, during Jll17, 1941, 
in discussillll 110thods of payment to effect the liquidation of 
Sdos frozen credits in BrazU and the propocals of the Swiss 
Notion•~ Bank nnd the Bank of Brazll in regard to this matter, 
said tbst the Bank or Brazll ouggest ed tho liquidation of frozen 
Swiss credito according to tho following plan: 

1 . In order that the Bank or Brull can legally clear 
the dratto which are cu'tatanding, it should be in a pooit ion 
to declere that it baa received an &Daunt of ailreia 
corr esponding t o a simllar amount in Srlas rrencs . Accord­
ing to tho suggestion of the Swiss tll\tional Bank, the Bank 

of BrazU would pay out from the mUreis thus received, a 
""" equivalent to t.'le required e.aount 1n dollcrs, .. hUe for 
the drawee the question •ould still re:a.in open ..., to 
whether tho dollars thus acquired could finally be converted 
into Swiaa francs for an amount great enough to produce the 
amount in Srlss franca, of the respective drafts . 

2 . The cuggestion of the Bank of Brazll , accordillll to the 
official inforcation of the Director of Exchange of thia 
estebliahllent, would consist of t.>te following procedure: 

(a) The Swiss National Bank would pl<.ce at the 
clisposnl. of the Bank of Brazll a """' 1n Swiss trance to 
the amount necessary to cover t he neede corresponding to 
the accumulated credi te of the Swise exporter s . 
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The Honorable 
The Secr.tarJ ot the Treu~UT 

- 2-

{b) Against those Srloo tranco, the Banlc of BraoU 
would place at the disposal or tho Sriae National Banlc the 
ewo in dollars equbal.ant to the aaount ot the Sriu trance 
connrted at a rate ot Sriu trance 4.34 to the dollar. 

(c) The Banlc or BruU would place these dollars 
at the dioposal. or tho Swiss Jlat1onal Banlc wber.nr the 
Slrioe National Banlc wished to draw upon th• 1n the 
United Statea. 

According to the 1nfol'll&tion rece1Ted1 the Swiss IU.niater 
toele that there 1e e-rerr reason to belieTe that the fonoula for 
liquidation final.l7 adopted by the two Banlce would bec0011 the 
eOili)Ulaorr aethod ot aettlaant for other benking inetitutiona or 
the two countries interested 1n the liquidation of Sri•• credite. 

Sincerely yours , . ~- ·-· ... . ,, ... . 
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Pbotoatatio oop1 .. to: 

ltr. ~oler 

~~r . Pehle 

J 
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•*"~ .._ .r .-........ 
.... ~ ~ .r llllnu 

• ,, .... I. .. 
Jon11bar 2S, 1941 

Tbe BoDOr&ble 
'l'be s--.ta17 of tbe 'lre&Wl7 
WUhilletOD, D. Co 

,.,. d...- llr. S.OZ..ta17. 

152 

Tbe Boaton P1el4 D1'rie1on of t.hia Bureau bea 
been adrleed. bJ' Ill'· Benry P. lleller, Aelietant llt.nl& ... 
ot tbe Jorei&n Dlpartaent of the P1rat National Bank 
ot Boston, llaesaohwlette, tbet tbat Bank bee been 
eending to variOill J*TM• in llorn,y ..,.. of IIOMIY tor 
the purpoee of wpporti.Jlg tuiliee Of ·- and Otberl 
in t.bie cOilDtrT. 

llr. llelear ata t<lcl tlla t be M4 NCentl;r been 
intoraecl, tiJroll&h tbl lational C11;r Bank in .. York, 
tbet tbl Oalo Bank, tbrollcll11tzloh thlee .tlmlb cl...,, 
bes wr1 tten U. t no 110re IIODIIT will be p&id to tbl 
pqeee wben tbe rlllittere are •-n, unleaa tbe -
ot tbe abip of the ra.itter and tbe lut ...,..,. of tbl 
abip be gi ... n. Mr. llellar indicat<lcl tbet thh lli&ht 
be a GeZ'li&D 111thod of learnl.ng tbe ..,.,_,ta of urobant 
ebipa. 

Pleaee be adrleed tbat thh 111ttar bu been 
diacuaaed. with tbl ofticiale of tbl War, Na..,- and State 
Oepar-nta and in tbe opinion of tbeae Depar-nte tbe 
intonu.tion J'ICI'IIeted llhou.ld not be &1....,· 'fbe Boeton 
P1eld Oi'rieion of thie Barec hu been inetnct<lcl to 
edrtae llr . IIeber ot the attitude ot tbl Depart..lte 

"-'· 
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November 27 , 1941. 

MKMORANDUY FOR THE SECRETARY'S FILES: 

, A meet ing relative to the administrat ion of Execut ive 
Order 8389 was held in Mr . Foley ' s office at 4:30 P. V. on 
Hovecber 26, 1941, attended from time to time by the following: 

llessrs . Foley (Chairman} , B. Bernstein, Pehle, Dietrich, 
E. 1:. Bernstein and Aikin for Treasury; Messrs . Acheson, Luthringer 
and Fisher for State ; Messrs . Shea and Swidler for Justi ce ; and 
:r. Knapp f or the Board of Governors of the Federal Reserve System. 

Mr . Pehle reported that the Nor t h Africa l i censes bad 
been revoked and that transactions i n respect to trade wi th t hat 
c.rea would henceforth be handled on a specific license basis . 

J . P. Morgan & Company, New York, according to Henry 
nlexander of that firm, who bad been in t o see Mr. Peble, i s 
holdin~ S9, 784,000 for the French Government in respect to the 
servicLng and amortization of the French Government 7% and 7~ 
issues , some of which do not mature until 1949. These funds are 
about sufficient to take care of both issues . Mr . Pehle said 
that !:organ & Company desir e t o execute a trust instrument , the 
effect of which would be irrevocably to set aside these f unds for 
the exclusive purpose of servicing the 7% and 71,% issues and 
paying them on maturity. To maintain thei r present fiscal agency 
err~ements with the French Government , J.!organ & Company are 
tonxious to execut e t he trust instrument so that if there is a 
chanze in the present French Government no new instructions with 
respect to the funds nnicb Morgan & CoPpany is holding for t he 
bond issues would be valid. There was considerable discussion but 
no decision reached as to what Morgan & Company should be advised. 
The matter will be r aised at a future meeting after it has been 
fur ther considered . 

/ 

Mr . Pehlc reported t hat BIS under license had been 
investing t heir funds held at the New York Federal Reserve Bank in 
short t ern bankers accelltances . \'lbile recognizing the inflationary 
as:-ects of these operahons , it was observea that they are presently 
confined to relatively small acounts , and it was agreed that the BIS 
should be permitted to continue t o invest its funds in this manner . 
'i'he L:onetary Research Division and the Federal Reserve Board will 
~ake appropriate recomnendations to the committee if at any point 
it should appear advisable . 

. 
• 
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FOR I:::EillA't'E REL.:IISi: 
Jiounbor 27 , 1941 

TREASURY DEPAR?:1Eirl' 
l'las:1ington 

.. 
154 

Press Service 
t!o , 28-64 

The Trea3UI'Y Department today i:lsued a general license liborlll­
idng the frer;;ing control r estrictions l':ith respect to certai n 
classes of refuget>3 \7ho have been residing 17ithin the United States 
since June 17, 1P40. 

General License Ho. 42, issued on June 14, 1941 freed the ac­
counts of lnna fide rrfugees Tiho had bePn ~oth domiciled and resident 
in the UnitPd States since snecified date3 in 1940. Tht> ne7; General 
L:.cense :1:>. 42A conferred si:Ular privilege3 on t~ose refugees nho 
C"Uld co::ply 11ith t·,e residence and other requirements of Gt>nerl\l 
License llo. 42 but could not !:i\eet the domicile requirenent. 

The Tt•eaJur;r 1 3 decision to make thb liberc.li=ation nas pronpted 
a snecial study of the censu3 rcportn rohich ha•1e been filed on 

T~R- 300 , It was explained that because of the di fficultiea con­
etoe with obtaining immigration visas nar.y refugees had been harred 

from tho privileges of General Liccnoe llo , 42. It was also pointed 
out that in r.Ja.'lv other cases there v;as doub t as to r1hether t he 
refugee could sstisf~ the domicile requirenents of General Licen3e 
No . 42. It nov: will be unnecessary to resolve that noint because · 
such per~ons nay ta!:c advnntage of the ner; General Llcense No. 4~A . 

Attention r;as called to the fact that while the pror>erty of per­
lOns licen~ed under General License Ho . 42 need not he.ve been rc­
pQrted on census report Foro ~FR-300 no such exe~pt~on was ~de under 
the new General License- llo, 42A, 'i'he ne:7 general llcense expressly 
Jt~tes that 3uch reports are required to have been filed, 
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FOR r;::EDIA'I'E RII.iASE 
November 27, 1941 

TREASURY DEPAR'l"JEm 
Wuhlngton 

151 

Press Service 
rio . 2a-e4 

The Treasury Department today issued a general license liberal­
izing the freezing cont rol rest rictions with respect to certain 
classes of refugees ~ho have been residing within the United States 
since June 17, 1g40, 

General Lieen3e No. 42, issued on June 14, 1941 freed the ac­
counts of bona fide refugees who had be~n both docdciled and resident 
in the UnitPd States since specified date3 in 1940. The new General 
License No. 42A conferred s~ilar privileges on t~ose refugees who 
could cooply with the residence and oth~r requir«ments of General 
License llo, 42 but could not meet the domlcilt requiret~ent. 

The Treaaury's decision to make this libernlization "as procpted 
a special study of the census reports which have been filed on 

TFR-300, It was explained that because of the difficulties con­
ed with obtaining irnmigrntion visas many refugees had been barred 

from the privileges of General License llo. 42. It was al so pointed 
out that in r.1any other cases there Vt&s doubt as to \1hether the 
refugee could satisfy the domicile requirenents of General License 
No, 42. It now will be unnecessary to resolve that ~oint because · 
such persons may tal:e advantage of the new General L1cense llo. 421, 

Attention was called to the fact that while the property of per­
sons licensed under General License llo, 42 need not hive been re­
ported on census report Fort~ 7FR- 300 no such exemption was made under 
the new General Lice:~se llo. 42A, The new general license expressly 
states that such reports are required to have been filed, 
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nDm~AL US~Rn lWIX 

OJ' m:v YOU: 

Doar Mr. Socret&r}': ,t,ttonUozu K>' . B· Merle Coch:r.,. 

I aa enclooill& our COOlp1laU on tor the veek 

ended BoT~ber 19, 19~1. ohnvinc dollar 41oburo .. on\e 

out of the B>"iUah !mpire end hooch accounto at thio 

bank and the means by vh1ch \heoo oxpenditureo varo 

t1"""cod. 

Honorabl e Btnr7 Korcoatheu , Jr,, 
Secretary cf t he Tr ea.ury, 
Waohiacton, l), c. 

!Dclooure 

J'aHhtullr youro, 

1•1 L. Y. lllolte, 

L. v. IJ>Q)::o , 
Tico Pruident. 
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TO 

TREASURY DEPARTMENT 

INTER Ol"l"'CE COMMUNICATION 

Secretary Korgenthau 

llr. 11h1 te 

159 

DAn: Honaber 27, 1941 

SubJec~: Br1t1ah rila Settleaent 

Appended la the information you requeated on tbe 
settlement the Br1t1ah Governaent haa aade with American 
tlla companies operating in England. !he t ollowlng are 
the outatandlng pointe ln tbe agreeaent: 

1. tranerer or accumulated aterllng balancea. 

a. The Si!eeaent ooapan1ea a&y, a a a group, 
tranater ot the blocked aterling held on 
October 2 • the traneter aay be aade in 2 1D­
atallaenta, on October 30, 1941 and on April 1, 
1942, the 2 inetallmenta t o be equal except tbat 
the !irat will be an estimated aaount aubJeot to 
correction in April. Sir Frederick eetiaatee 
the blocked sterling aooounte to amount to t40 
million, ot which t2o aillion will be tranaterred 
in the 2 inatallaente. 

b. the non-agreecent compan1ea aay alao trana!er 
~ ot their blocked aterling. Sir Frederick baa 
eatiaated tbeir blocked tunda at tl aillion. 

2. Tranerera or revenues tor the !illl year, October 27, 
1941 t o October 26, 1942. 

a. Tbe agreeiNnt ooapaniea aay by meana ot tranetera 
at the end ot eaoh quarter tranater up t o t20 :a1llion 
during tbe :~ear. 'l'h11 amount will be reduced, how­
ever, by tbe agreement made by Warner Brot hera, on 
the oooaalon ot their purohaae or Britieh oineaa 
properties, to leave a aubatantial portion or tbeir 
r evenues in ater llng. 

b. 'l'he non- agreeaent coapan1ea aay traneter that 
amount or tbe1r revenuee that will aake the propor­
tion ot tranatera to revenuea equal tor the agreeaent 
and non-agreement oompaniee. 

3· The ooapan1ea are to make no aubetantial change in 
their arrangement• t or dlatributlng !1lce. 
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THE BRITISH SUPPLY COUNCIL IN NORTH AMERICA 

"""-
WAIIHIMOTOH. D . C. 

PERSONAL 17th November , 1941 . 

!ly dear V.hl.te, 

You asked ce the other day fur 
further details about t he nev. FUm :.cree:~ent . 

I now enclose copies of correspond­
ence between !Jr. Viinant an~ SirKiDJ;sley l'looa, which 
have just reached me , and .,hl.ch ,;ive tne 'Rhole story, 
so f ar as I know i t. 

If there is any additi onal information 
which you need, you might be able t o get it from t he 
&tate Department, who wil l no doubt have received a 
report from your Embassy in London. 

So far as I ~.now the exchan&e of 
l etters has not been published , and as I do not know 
whether or not it i s intended to make them public, 
I ~ust in tbe meantime ask you to trea t t hem as 
confidential . 

Yours sincerely, 

• 

,:11\ l •• 
Dr . B. 0 . l\'hite, 

Directo~ t~f Monetary R search, 
United St ates Treasury, 

Washington, 
D. C. 

160 
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22n4 October, 1941. 

MY dear Ambassador, 

Thank you tor your letter of October 19th informing 
•• th~t the eight American film Companies concerned accept the Tr~esury•s proposal . 

I confirm that the arr~gements set out in the 
first paragr aph or your letter also apvly to the non­
AgreEment Companies, e·xcept that in their caao the amowtt 
to be transferred in respect or the 1941/42 fil• Agreement 
year is the amount eqUivalent to tbe same proportion of 
their sterling revenues available tor reaittance as would 
be represented by the trlinsfer or 20 a1ll1on dollars 1n the 
ease of the Agreecent Coap6nies. The procedure (which is 
or course not quite the sa~r~• as th&.t in respect or the 
Agreement Co~panies) will be similar to thut •hich has 
u~ lied heretofore, it being or course understood that the 
ConJ~nies for their part m~ke no substantibl altorbtion in 
t~o general urrangementa whereby films are distributed l n 
th is country, 

I approve the terms of tbe draft A&re ement tor 
1941/42 and , if it suits Yr. Allport's convenience, it 
could be s igned at the Treasury tocnorrow. Perhaps he 
could be good enough to get into touch with ~ Priva te 
Secretary t o let us know what t 1lle would suit hJ.D. 

I agree to your suagest1on that the Asreeoent 
C:O..J>8n1es should transrer on Qc~ober 30th, 1941 an amount 
representing ne-h8lf or the amount provided for in Article 
2 (a) (ii) or the Agreement, sub~ect to subse1uent adjust­
ment if necessary ua you propose . The J»'.YIIent to the non­
Agreemen~ Companies would be made as soon as the necessary 
calcul.~t1ons can be made . 

I understand tha t Mr. Al.lport will make appl ication 
to the Bank of England on behalf ot the Agreement Companies 
concerned for the tra.narer or sterling into doll6rs, and 
the Bank of Ens l&nd will make the dolla rs avai l ble to Yr. 
Alt_RQrt or to such persons as he ~~ay designate •ithout 
delay . 

I t hink you ~ow t hat when ~arner Brothers bought 
their sharebolding in a cinema owning CompW1y 1n the United 
Kingdom it Whs agreed that they would surrender to the 
Treosury a substantial part of their share ot any global 
dollar alloca t i on ~hieh might - • agreed for the yea r 1941/ 
42, and accordingly the aggregate tran•fors •h1ch will be 
provided against the global alloetion will tall short of 
20 "11-ion dollars by the amount arranged nith V•arner 
Broth'!rs . 

I note with pleasure that y. u will be ready to 
discuss the nder questions ot fUture f1las policy aentianed 
a t t he end of -r l e tter or October 4th. ~· eon return to t.hl s at a conv@nle·nt ltOIMnt . 

finally I should like to say bow glad I am that this 
question has be en so satisfactorily sett led and to express 
-r thanks to you for all the help which you have given to 
me in br inging the nogotiations to a quick conclusion, wbieb 
1a •hkt we both desired . 

~o~e sincerely , 

(Signed) KDIGSLEY \.OQO . 

Winant 
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l!IIBASSY OP' TIIB OJIITED STATES Of' AliERICA 

London, l!bcland. ' (11 12586/37/49) 
19th Octobor, 1941. 

Dear Chancellor, 

In reply to your two letters or October fourth 
and eleventh respectively with regard to tbe new P'lla Agree­ment tor 1941-42, I have received word that the elaht 
American Companies concerned therewith accept the Trea•uryts propoaal thot : (a) the transfer or SO percent ~G their• blocked aterllng aa on October 26, 1941, will be pera1tted in two equal instalments, the first on October JOth next and the second on April l, 1942, and (b) tor the !La year tr011 27 October, 1941, to October 24, 1942, the Agreeaent Coapanies 
will be permitted to transfer $20 million; such transfers to take pl #CI at the end or aach quarterly period. 

It 11 understood that the preceding arrangements also apply to tAo Non- Asreement Comp8nlos, except that in their caoe t he amount to be transferred in respect ot the 1941-42 Pltm Acreement year is the amount equivalent to the swoe proportion of t heir resources available for remittance as would be represented by the transfer ot $20 a1ll1on in the case of the Agreement Companies. 

In accordance with our convereations the Agre•ment Companies understand that the text or t~o new Fila Agreement will contain tho same provisions as weu embodied 1n last year•s Agreeaent except for ~ insertion or the new transfer ticures and tho required change in da t... Por your approval ,- ! am attachinC a dratt or last ye..r•s Acr .. 11181lt with the neceaaary alterations to eontorm with the now arr_ngeoe~ta agreed upon between ua. 

The amount ot the unrem1tt~ble balonces held by the Asroement Companies as or OctOber 26, 1941, probably ~ cannot be finally determined before October JOtb next. Might I, therefore, suggest that the Acreo•ent Companies bo permitted to tranator, by October JO, 1941, 1n one lump sua, an amount representing one quarter of their estimated 1939-41 unremittable funds . If It was subsequently round that the total sua thus transferred was less than the amount the Companios were perQitted to transfer ~/ October JO, 1941, an immedi a te transfer or the difference could be made , leaving the re~~~a1nlng quarter of their 
balances - unrem1ttable prior to October 26, 1941 - to be trans­ferred on April 1, 1942. I have o~costed to t-o Companies that tbolr estimate of the total a-aunt for transfer on October JOth next should be calculated conoorvatively so that there would be no danger that the October JOth transfer wil l exceed the proportion ot the total sum upon -hich -e have agreed . 

Should this procedure roee t with tho Treasury •s 
approv&l, arrangements could be made to obtain trom the Agree­ment Companies here the sterling equivalent ot an ostl.JI.lted 
sum representing one rourth or th eir unreaittable 110n1es ror 
tho film years Nova.ber 1, l9J9 , to October 25, 1941, inelualve; the dol.lara representin& this lump aua could then 
be tranotorred under tb.e authority ot the Bank or Ens land to such recipient 1n tho United Statu ao may be re~ueated by the Companies. In viow of the brief time lnlfore the end or this aonth , I would appreciate ¥DY aeeiot.nce you may see fit to give to ensure that tho permit tor trens!er ia obtained to enable the dollars to reach the Companies by October JOtb nut. 

!'be Richt Bon. Sir Kincsloy Wood, ll . .f. 
The 'treaeury, 

Ytl11tehall, 
8 . '1<.1. 

/ In 
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In accordance with the arrangements ~ 

followed in the pas t two years in respect to the form­
lit1es connected with the acceptance by the Companies of 
the new Agreement Mr. F. W. Allport, Foreign Represen­
tative of the Kotfon Picture Producers and Distributors 
of America, Incorporated, will be prepared to sign the 
Agreement on behalf of the eight Companies, as soon as 
the Treasury indicates an agreeable time for this final 
procedure . 

I hope t he suggestions outlined above 
will meet ~ith your approval. 

~n connexion with t he last paragra~h 
of your l etter of October 4th, I shall, of course, be 
gl ad to discuss with you, at your convenience, the diffi­
cul ties which you envisage. I also want to take this 
opportunity to let you know hom much I have really 
appreci~ted your co- opera tion and your readiness to meet 
the view advanced by my Government. 

Yours sincerely, 

(Signed) JOHN G. WINANT. 
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(W 12285/.37 I 49) 

My dear Ambassador, 

Treasury Chambers, 
s.w. 1 . 

lith October, 1941. 

With rega rd to the two poi nts you 
raised with me about my letter of the 4th October 
on films; 

(1) I readily agree that the firs t of 
the two equal instalments referred to in the fir s t 

8aragraph of my letter should be pa i d on the .30th 
ctober 1941 inStead of on the lst November 1941. 

(2) In view of what you said t o me, I 
agree t o withdraw the suggestion made in the third 
paragraph of my letter of 4th October. 

I ought also to take the opportunity to 

expla in that the firs t paragraph of the letter was 
intended to provide for 50 percent of t he blocked 
sterling being transfer red to t he Agreement Companies 
as a whole, and not as entitling individual Companies 

to transfe r in each case 50 percent of the balance 
accWDulated by that Compaey. I understand that in 
t he case of the Agreement Companies the sterling 
balances vary from something very small to very 
consi de rable aums and it is essential that the 
arrangements should be interpreted as applying to 
the Agreement Co$panies as a group and not to each 

individual Compaey. 

His Excellency 
The Honourable 

J. G. Winant. 

Yours sincerely, 

(Sgd.) ltingsley T/ood. 
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TRKASURY OIWIBIRS, 

4\b October 1941. 

F1'•• 

1G5 

I hue promifled to put into wriUna 
t ha settlement 'tthioh we haTe diflcuaaed. ~ propoNJ. 
ia that both the Agreement and the non-Agreement 
Oompanie• ahoul4 be entitled to tranatar ~ ot the 

blocked 11torling aa on october 26th, 1941, in two equal 
ina~nt11, the t1rat on let N~er, 1941, and the 
aacond on t ho let April, 1942. 

All r•~• the Pillll Agreement ;rear 
27\b Ootobor, 1941, t o 26th Ootober 1942, thfl Asre-nt 
~iee would be ont1 tlod to trana t'or up to t 20 
m1111ontJ and thfl non-Agre-nt Cooapaniee to tranator 
the flame proportion ot t heir resource& aTailable t or 
remittanoe ao would be repro11ented b7 tho tranator ot 
$20 millions in t he oaae ot' the Agreement COIIIPanioa. 
Tranator would take place a t the end ot eaoh quarter]¥ 
period. ... 

Sterling not available tor tranater 
under t b18 arrangelllfJnt would be placed in •oparate 
banlting aocou.nta 1n tho n111118 ot tho Oompaniee, tbe 
operation ot whiob Will be aubject t o 'l'l'ea fJU!'7 pera1a­
a1on, it being UDdoratood t hat euoh perm1ee1on will 
no~ll7 be granted without quution tor p81menta 1JI 

the nor.l. couree ot buainaaa ot tho Oompaniea. 

Not contins-nt on t heae paJm~Jnta but 
aa a aeperate -u.n I bope tha t it will be poniblo to 
diaouaa thfl wider queationa ot' tuture J'it. pol107 about 
which I apoka to 70Uo A8 ;rou know, I tool • trongl.7 
that in t ho tl'WI interfJfltfl ot both partie• th11ra ahould 
be oo-operat1011 1n an att.pt to tr- a c onat1'11Ct1Te 
polio;r dflai&ned bo\b to bui1d up en ettioiont Brlt18h 
tila induatey and to d"olop 1n oar •- intereate b;r 
mutual help tho aggregate lllal'ket tor EDSU.ah apealting 
pioturea. 

A a ;rou know, the otter 11bioh I • 
making to ;rou iJIIipoaea a aerioua charp on oar Ter;r 
limited dollar 1'080U!'Oee, 'tthile the larp and powing 
buaineea which tho American Oompaniu are doinf here 
•o- l1ltel7 to OI'Mte a poet-war 11ab111t7 wh oh ;rou 
and we will t ind embarrassing. i'hfiM ara -tt•ra whieh 
I abould like to d i aou.ss t'Urther 11'1 ~ ;rou 1n due oourae. 
In the meantime I haTe thought it ri&tlt, dflapite thflae 
taota, to put t'orword 1113 otter now in vin ot the 
ilqportanco attached b;r the l'l'flaidflnt and the Seoratar;r 
ot State to a apeod;r adjustment ot the i••Uate 

--=~ &1\ \ion. 

,;pq.,O '{I~ Youre e incerel;r, 

, ... \ t ~0~\ (Sgd. ) ltiNOOLft l'IOOD. 

Hi a 

• 
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IIOX-

W .... HUOIOTOH, D. C.. 

22nd October, 1941. 

Uy dear Or . White, 

I promised to send you a line on t he 
subject of the settlement with the U.S . motion picture 
industry. 

I have not got any very up t o date 
figures but I gather the receipts ot the companies in 
the U.K. have passed a ftRure of $50 millions a year, 
and tha t the amount the)' expend in sterling in va rious 
ways is equal to about $15 millions , leaving a balance of 
upwards of $.35 millions. In the year to October 1940 we 
allowed them to remit $18 millions, and the year to October 
1941 we all owed them to remit $12.9 millions, but p.·omised 
that they should have a better deal later on. 

I n the recent discussions with Llr . Winant 
the Chancellor of the Exchequer agreeo ,;luu; itl the year to 
the 26th October, 1942, the agreement compa.nies would be 
entitled to trBll~fer up to $20 millions, and the non-agreement 
companies to transfer th~ same proportion of their resources 
available tor remittance as would be represented by t he 
transfer or $ 20 mi.llions in the case of the agreement companies . 
The transfer . would take place at the end of each quarterly 
period . The non-agreement companies are not very important 
and I think probably $20.5 mill ions in all would cover the 
amount to be remitted under t his part ot the agreements. 
Sterling not available for transfer under this arrangeaent 
1\1.11 be placed 1n separate bank accounts in the name of the 
companies, the oper ation of which will be subject to Treasury 
permission. 

As a result of the working of the agreement 
since the outbreak of war there i s some blO millions accum­
ula ted in the hands of the companies . The Chancellor of the 
Exchequer agreed that he would allow the companies to transfer 

Dr . H. D. White, 
Director of Monetary Research, 

United States Treasury, 
1'/ashl.ngton, 

D,. C. 

• 
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5o,C of this across the exchance in two equal instalments, 
one on the lst of November 1941, and the other on the 
lst of April, 1942. 

Yours sincerely, 

1 

\ . 

167 
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Treasury Departme~ 7 1 
Divis i on of Monetary Roeearch 

Date _)2./6/1.1 19 

I t.hin.lt \he S~cretary r,d,~ht. t.o.'i<e 
:1 quid~ ,;lance at. t.!1e appencicd let.ter 

1 t.0 <;ec -et a!")' Hull (top Jlll{'O) :terely 
for h!s infornation. 

WR. WHITE 
Branch 2058 - Room 214 ~ I 

I I ' 
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TREASURY D EPARTMENT 

WASHINGTON 

No'NIIber 27, 1941 -
I = sendi.n& to JOU beru1tb, Cor tJ'QI\Saisslon 

to the Cuban Ocm>nu:oent, the first nmort. or tho 
...,ric= Teclmica.l !11ss1on to Cuba. 

This report. deals only w1 tb certain 1Doediato 
probl-. Tbe J.l1ss1on' a reconllondntions eoneorn1nc 
CubG •a long-tom ...,...t.al')' lind bank ins ruqu:iromnte 
will be the subJect of " lA tor reoort """ in oreoarn­
tion. 

The llanorable 

S1neore!7 yo\1.1"8, 

/a/ H. D. 'llll1to 

H. D. lhito, Chief, 
._rlcan Technical 111sa1on to Cube . 

'!'be Secretary of Steto , 

172 
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American Tecll!\l.cal Uission to Cuba 

P'IRST REPORT 'ro THE CIIP.\!1 GOVEP.m!ENT 

Noveober 26, 191.1 

PeraoMel ot lllssion 

G. 1.. F.ddy, Tre~ury Department 
VI. R. Gardner, Board ot Governors or the 

P'ederal Reserve Systetll 
P'. ;.. . Scuthcrd, Jr., Treasury Det>art.,.,nt 
H. 1! . Spiejtel, Treasury Denartment 
G. ll. Vest, Board of Governors of Ule 

Feel era 1 Reserve System 
K. D. White, Chief of 1!1s3ion, 

Treasury Denartment 
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j0NADENTIAL 
IJ:ERICAll TEX:l:I-'IC/;L :USSIOII TO CUPA 

The J,meriCI\!' Technl.clll L:ission to CUbe 1a oleased to suini t the 

The ::is_eion wishes, before nresentin~:t concrete nrooosal.s , to ex-

nress its a7>recia tion or the generous usistance e::tended it b7 t!>ose 

oersons Td.th whee it worked, and to cite their contribution to the new 

~rogrnm. During its sojourn in Cuba, the ~lission was imressed by 

174 

the understanding and constructive attitude or CUben Government officials 

- oarticularly in the Department of Fil'l£nee - and of a number of 

orivate individuals and organizations 1n Cube, re~arding cuta•s financial 

probleos and OO$Siblo ..,ans of solving them. 

In this initial ronort to the CUl:-an Government, the 1~ssion un;c ...... 

takes to deal only >11th measures cesigned to meot the i""""di•te situction, 

most of which were diocus•ed in the 1'1eetinrs of October JO and Jl~ 19Ll, 

in ltabana . 11:9 sugrestions tThich it offers at this ti.-e for considera-

tion b;· the Cullen :loverroent ore :tot intended to toreshado• or go,..,m 

in &ny rny the min ronort which the l!l.ssion will oresenUy sub"- t m th 

regard to Masures of t. ..ore ..,.,nMnent character. l'!hile it is belie ved 

that the neasures nrooosed in the oresent report •·1111 all tend to 

!'ac1li tate aGontion of the lon&-tem orograr.t, SOit'IO of the.tl IDa!' Mve to 

be considerably ooditied or ellm!.nated entirely T.hen the oemanent 

uchinery is set U"O . 

The nurnoses ot the sugrestiol:'.s for i::r.>e<ll.ete considerat.:on LTO: 

( 1) To aceumulate M official reserve of foreil:fl exehanre 

by utilizinc the grOT.ln~ strength of tho .,eso; 

• 
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(2) To~ sutttc1ent ~eo cunenr. to Met tile IIHIIa 

or CUban cil'C11lat.1on d1D'in& tile c&nr nc~-

without the Nlfttroduct.1on ot dol1&r CWI&Wfj Uld 

(3) To 11icreue tile bel*•' o.,aoit.)' to land oe- 111 

ordn to enable tt.a .ore ade<lUta~ to -t Cilia ' s P'll"l"' 

credit neet!s . .. 

• 

Uno atoms are taken in U.., it •- like~ that t.be onoaant 

vary a..U dlacount. on the neso ....,. cliaao:>ear 1d thin tile next. CMI 80nt.ba , 

as a ntault or the foreign exc~ d_,d tor neaoe, and that dollars 

will be drawn into internal CUban circulation. The lllaeion beli8fte 

that it would be :>reten.ble tor anr dollar currency wld.cb 1a broqllt 

into CUba to be acCUIIIIlated in an ott1c1al peso atab111zat.1on rese"" 

than to be dissipated into general oublio oireulr.tion. An cft1c1al 

raasrva or (!Old or dollirs 110uld be noat bel'ltul in the initiat ion ot 

any lo~ "'>rcgl"&..l or Cllb&n ool'l't.ar:• retom. SUch a reserve "ould 

haln atil:lulate oublic contidence 1n the puo and enable the Oove"""""t 

to aid in ...Unt.ain1n£ stab111t7 or oeao exch..nce. 

The tollOI!ing detailed suuest101111 t'Dr obtaini"' tbe abon objec­

tivea ano aub:littcd tor imoecliat.e c011111derat1on. 

(l) The l!ission .re~ that t:10 CUban Oow,_,.t wr:lertalce to 

maintain c sli~tht discount on tbe peso (or, con ... rae~, " al1Bht .,~,. 

on tho doll•r) by ourchnsing ,old or dol4 ro at aomo anpropr1ate price , 

The orell111111 on the dollar ahould be only large enollfh to l'in1-

111za the use or dollira tor internal CUban olraulation ret not so larp 

u to diatun. conttclence in the neao. U 1a tent4tive~ ~n~Ueated tbat 
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tbia orai~a roq be aet at .... no1nt be~ 2S ,..\a and t... c!ollnw 

!'er 100 doll.Dn . 

It. ia ?Oil Sible t.bct the d•incl achen&W oreal• an Ule C:oU. r 

could be ccintcl.ned aere}7 bT wlt.hboldina troa tbe ad<et en a ""roort£\a 

()J'IOunt. ot dol.laro recei'l'8d 1v the CUban S\ab1llirt1on !'lind trom aucu 

OXI>Ortl. If it. should be necesstt")' to acquire !'lOre doll.trs t.Non are 

avcilr ble to the !'lind in thh ,.,.... r, tlvJ:• ceu].(! be :;-urchr.sed in the 

exchan&e url<et, o;othods of obtainin& oesos tor these cmen:t1ons <:re 

disc:ueoed in eect1on (2). Tbe legal authorlt)· !or the Gove:mMnt to 

~. hold, olodce tJld sell gold o.nd dollrra ohould ot course be cler.r}7 

established. 

Sale of the gold or doll& ra cccullllllllted in thn raoerre should 

be a10de solely for the purpoee of aiding in nar.1ntn1n1ng the stcbili ty 

of the ..eoo in the foreign exche.njto tll'ri<Ot • The task ::d~bt be n:de 

easier by ""blic nnnouncement of this 1>0Ucy. The nreciae l~vel Lt 

which, DOd the circW>~~tonces under rl>ich, the ,.so 11111 be su"""'rtod 

ahould not be cnnounced ~t t.'li3 tim. #.')proorlote -.oUeieo to ~uraue 

in ..,.......,t.l.ng skb111ty of t:X> """o Tdll. be discussed ~r 1n tbe 

111osion•a filial rcoort. In the interia, shoiW! the Cubon Goverm<!nt 

deairo my further consultr.tion rdgerdi nc ouch ool1ciea, the :.ll.ssion 

will be jtl:xl to be a'miluble, 

(2) 'nle pesos to b<> used to. ot.y for the dollr rs (lccUJ:lul.L tOO in nc­

cordnnce •ith eect1on (1) wy be obt.r.incd in ~~~tversl oossible nys1 

(a) The CUbcn Go""""""nt lll.ght borroot oosoa rrca the banko 

in CUbr, offering the 1.ccu:IIUl.cted dolll ra ro collr ternl for these loens . 
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• reklaiUCift of ......... nqal .. ta, U I'I'II.,DIM=--·Itldid 111 HOUCift ()), 

ahoul' r,cwt<:t.e ncb l.cnla. 

On the boaia ot nreU:Id.nr.rr diac .. eiona, it ia bellned 

thAt c t leut • .., ot tho beMa in Cuba -ld bo willilll to oallll1der 

auch loc>nl . Since tho colletornl coneiata or dollAr belt-.ncota , 1*­
eas\lllllld thct. the rnte or interest ahou.ld bo lo•. 

'!'he nullb<>r or dolle ro pure hued 111 th the borrolied peaos 

would, of course, be less thr.n tho nwober or oesos by tho r.mount ot 

the or<llliwo on the dollir. Should the bu*s insist won oc Y1l1g the 

loens car:mletel;y coll.t terallied, the Cuban Qovem.!nt could, 1t it 

wiehod, D&ke uo the ver;y smll &J"Iin in either or t'IIO wa)'ll 

(i) llalce 8CII8 o! the oroooeed nurehl'aoa of doll.t.ro with 

Treuur;y oeao tunds other th&n thoae ·borrowed trom the bllnka 

tor this ,urnose rnd oled&e the dolkra "" ndd1Uonnl 

collnter<U.; 

(11} !Ceen -,.rt o! the Tronaury'a ooso woridng bclrncca 

on d"!"'•i t in tho l cnc:ing bcnl< s. 

'l'h'l no~borrowoc! fUnds rcquil'OC '1011111 be r.bout tho s.one under either 

Mt.hocl Md •ould bo rel<>Uvel;y insS.,Utieant, cnounting to the 1/4 to 

2 percent or the ocso bo.ric loons micb would not be co-.er.>d, <loller 

tor ~ao, by the oureh:sdd dolkro. Tho r.aount bort"OT:eCI troD the 

benka would be slisht.l;y less under the tirat ... thcd. 

It should be noted thnt tho r rrGngeCII.lnt suggested in thie 

section could be put in effect without wt.iting !or n"" currency. 

(b) The Gove..-nt !:light iesue ooeo CIIJTQncy t gcinet. 6 tu1J.,.. 

nlue rosen. or gold or dollt ro. 
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either to toM aar '~alae cd pld or cWlpn ...,. 'et..d _, tbe Ooni'IINftt, 

or to t.h\1 nnaua w:t.ce at '11111cll Ule 40ue.n eN 11111'1111ued 1Jl ac~ 

etth .. cuon (l) abcml . In tile tint -· 100- '11011ld be iaau.l 

apU.t 100 ciDllan or tbe equi'll.lent ~ cd 10ld at ~)5 'ltr tine 

OWICe. In the second case, 100 .25 to 102 .oo oeaoe woiJl.d be iaeuecl 

~t. 100 dollr.rs or the equivalent -..t or gold, d...,.l'ldin!' u'lOn tlw 

.,rice selected in eection ( 1). It neeoe are iaeuoc! a~t dollars or 
' cold Qnl.)' at their J)&r value, a IIQlller AJID\IIIt or oeeoe 11111 be iae1aabl• 

apinlt the ace\IIIUlated reaene t11an will haft to be w.id tor the f!Old 

or dollars at the oreiiii.UIII orice. 

Whether greater contidence would be created b)' hmng the 

reaerw in actual gold n:.tber than in dollare 18 a •tter 'IIIIich the 

Cuban otticiala are better able to decide than is tha American loliaoion. 

Arrt dollars acc-uated b)' the CUban Ooftmlll!nt can be uaed to !>urcbaae 

JOld troll the United States if the CUt.~ Oo'n'naent comDlles with the 

tln1ted Stotes re~tiona regnrding IOld• The lhited Stc.tes Oovetml8ftt, 

hoqver, el'crgea 1/4 or one percent tor !)UrCbases or sr:lea or gold. 

:r it nOuld ~¢111tllta tho ileue ot .,..soa al'llinst rcld 

.tor the P\U'!IOieS outlined 1n this uetion, the United States Stl'.billz,.._ 

tion FUnd would be willing to sell gold to thtl CUbnn Ooverruoent on 

credit nrovidoc! that the cgrre~tute ~..ount or sold fer which ocy!'ICnt 

hA not been ude .SO.s not exceed ~5 odllion ct an,y one tiM, 1:nd 

orovtded that. t.be CUban Oova~nt. 11..,. no notes egaitlst. this told 

in axe- ot ta. coet theraot. Tile lllnlt.ed Statu Stabilisation Pund 
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would aaau. thot the doll£n purehuecl wU.b the peeoe 11811«! t.pj 111t 

such &,Old would, oa soon u nracticllble, be uaecl to P"Y tor the !!Old , 

1\llenever 1t. is considered r.dvieable to Slm">Ort the peso 

on ths foreign excluiJ118 meri<et, the OovemMnt ahould uao such ""rt 

ot ita reaer'IO ot go!d or dollr.ra as eee""' o.,.,roorirto to buy ,.,sos, 

thereby Did.1ng in stob1liz1ns the foreign oxchr.n£C value of the '>0$0 , 

The t>Oaos reco1vod by the Oovern.'llent in this precess should then bo 

a:l!)liod to recll;cing too bad< lrons incurred undor section (2)(a) and 

to retiring 'X!SO currency 1ss~H>d under section (2)(b) , 

PO">"er to issue new curroney tor the purchrse or ~:old or 

dol~"' is e desirable loltemllt1ve device tor the OoV'ln'U'ICnt to oossess, 

It should, hOllever, bo eooloyed 1n such lll&lMer :.a to ovoid cre&t1ng 

unnecossrrily ltrge bonk reserves. 

()) The lolission recollll!erns thl.t the Treuury, oending turther 

dowlop.,.onts, reduce fi'OC! Sb nercent to n nor.linal fii!Ure the oercentage 

ot their l~gal rosorvcs which the lr.nka IIIIISt hold 1n nesos , tnd e.lso 

thl\t consideration be g1voo to ~ bUN>ces t.broAc! in soocif1cc! 

bt.nlcs eligible u reserves. 

'11lo 'Ul"'OCSo or these rccor.r..~c.tJ.ona is to en1blo """t-eso eurre.ncJ;r 

nOT ir.:lobilizod in the bonks to bo usad to 1:10ot thn sensoncl. <!enz.nd !or 

currency during the coming sugnr se:.son and to increoae tho caoaci ty 

ot the bnnks to eXDilnd th:Jir noso loans nnd to C~J't1' lrrger de'"IOsita 

in oither doll:.ra or ,esos. !!ow groat tho l'ltthdro>Oals of currency 

fi'CI:I tho b:tnka nill be next winter ie, or courao, iq>ossiblc to fore­

cut with certDJ.nty. The l!ission h."s receiwc! ~ntntive cstil:lo.tea 
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that Nil as high aa 20,000,000 poeoa . m.ile th1a WOIIl.cl be extret~~~~ 

lugo in rcbtion to &1"0' orevioua acaaonLl. increoao it """"""' to be 

at least n possibill t)' in vie>; of the Mticinat.<ld 1ncrot.aecl Y:llue of 

tbo ceiling sug~r croo. In oddition, 1t d~Moaita continuo to gro<1 ca 

t.h&)' lr'¥<! for tho ~st )'Ocr, tho required rosonos of t.h" bnri<ll <:ill 

be incrcrscd. Since dollars t.rc to be ke:>t out or circul:tion, tot.h 

t.ho rtl.t!J:Ir"T'I\ls of currency !rem tha lnd<a :~nd tho incrcllse of ""tuired 

rosorves Ttill reduce the 7,000,000 of excess !!2.!.2 reserves rc'>Ortcd 

hold ty the b:lnl<s in Cubt' on S~">te">lnr )0, 1941. It is cl~r thLt this 

7,000,000 '>eso&, SOIOD of 11hich tho bulks ml5t !'lo!d for thoir om worl-ing 

puroosos, oay ba qui to ino.dequ.. to to ~t tho secaoncl. de=nis unless 

legal reserve requircmcnta ere reduced '!r nom currency is 1sSiled in 

cduqunte volll!l18 . In tho ~obsence of such 1:10asurcs the banks cught be 

forced to t&ke rest ric t1 ve t.ction. 

Tho l!ission bellens thLt the Govemoont will find. it oossible to 

t1nence its curchoses or doll: rs by utillzing tho existing '>f!sc ~Csourees 

of the banks only if it frees roeao reserves in sutt1c1ont volunc to met 

tho nntcr deNnds >tl.t.h enae1 It, on tho oth~r h.•nd, t.he Goven"IIX'nt rore 

to rely oll:>ost who~ on nc11 note issues to !inrncn its ">Urch.•scs of 

dol4rs 1 t is possible trot b=nk resorvee, increrao<l by the new iosuoa , 

oicht be lorgo onou&}t to ""'"t tho ldntcr dor:r.nda T1i thout " roductl on or 

existing reserve requir<IDOnta. This would not noc~tssr.rlly be the cr.ao , 

houevcr, =d tbe !:iosion t!'lerctore rocol'ft)nds thLt es c first st.M, rnd 

until tbo situation hca devol~d :::oro clc:.rzy, reseJ"Yo roquircndlts 

should be relaxed . 
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R"'luetion of the 56 Mrcont requiro,. .. nt alone Mirht orov.:> unwnUint 

it tho banks'' "' un"!llin, tC' t,..,sr"r dollt r curn·ncy •r., 11 ' rt 

al"l t.lrcciy n~ed to CO!'nl"te the re~""' reocrv. of ~ ""'""'n'- ~r•!nst 

tot.cl peso •nd dollrr d~mooits . There <~ro rt .,rea "'t onl:r .:bout 

21 0001000 of free dollcr rr•~rvos in !!.'b.""'; h•'!ICO rliMi,_,tion of U,o 

S6 nurcvnt roquir .. ,_nt •·ithout if.l!'ortotion of dollnns by th~ b:o.nYs l'Oul<l 

ad<! onl;r 21000,000 nr3oa to thu c:<istinc 7 10001000 or ~xc~ss peso rv-

a-,•rvus, r.r.k!.n: c;,ooo,ooo n.1SOa in cl.l . 

!! the lrn!<s rre .,ron•r.>d to br'~'l doll· rs to l!abc:.rw 1 it is enti­

aotod thl:t " "'-l<1= or l0100010Cf• ;>cs~s coulo ~ rrc.,d1 ovo>r :..nd ··tCJV'> 

tho 9,000,000 ccntion~'CI (bovc . This is b&!cd on in~OMI'tion or~ 1"ld 

tho Lliseion to the effect thrt banks nould deeM 1 t nd\'iaobb to hold 

worl<ing peso cosh resurvco ot ubout lS l><!l'COnt of roao donosits (or 

about 11 million nesos) <vun in the •bsenee of l•·rnl 1'\'Qilirol:krlto. 

Sol:<> ot the lr;nka1 hOI\'Cvtr, .i¢tt boo rdue!.llnt to nov~ 1:11"' ,...,unto 

ot doll< rs to liL'boo.N • For .1. 

lereo C!'lounts or c UM't'ncy I tho 'lissicn surtcsts .... ~ssi!>Ui ty of !""­

defining lcet.l res•-·rvua ao :a to include b.'.lcnc '" in br.nka r.bror£ 

sn•lC11':!cc' b;• tho! Cubrn Qovurnncnt . 

n:o axc.et ocso rcstrvo ruquire:'.cnt to bo a_,.c11':!o<l in the nm: 

rullnr u, !n t ''i"" ot tho !:1u1cm, ~I'O'!Cr)J' lort to the decisior. 

frccdon to t.r• b<Jiloos in tm~r usc of th·-ir ">I":S"nt. 'l<lSO resorvcs tb" 
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• .,.., .,..,. u. bub -w ~ -' to bold 10 to lS penet 

or their puao depoal.te 1J1 ~ftilable oeeo cub tor tbe1r 01111 

protection. 

n would be belDtul in encourac1nc tile bt"*• • OJmCMion ot 10111111 

it definite 1nd.1CU't1on wre given by tbe Oo•ornant to tbe btd<a thr t. 

tbe new reduced reqllire~:~ente woulcl not ellboequentl)- bo re'fisocl >m'll!'rd 

until cdoqw>te notice bnd been given tbCll by tbe Oonm.-.ent, 

(4) A considerable SU"'!'ly or -.eso curroncy ahoult' be ordered 1'rcn 

thlt printers 1J::n:!d1~tel)-. l'et add1 tion.U t•IIOWlts of notes ere needed 

!or the ceuure euggcst...'Ci 1n ( 2 ){b). Pnlsh curroncy (but not " """ 

D.ddition) 1a al.ao needed to re->lcce tho exceaaivol)- t:orn notes non in 

circult.tion c.nd to r..nl:e chan~ !or l4J'II)r clonon11'1At1on notes. It io 

underato«l that th~ CUben t;oyernt~Cnt nOt/ h48 cvr.illlblc only 4 roillion 

or unhsued notes, However, t.he now notes obtained tor these two 

nurposos should not axceed tbo r.=unt ostinnWd to be n~eeasney durins 

tbe oeriod before lha ne11 progn:"' c~n bot put into effect. ~tber or 

not t.ho currency issued under (2){b) ccn be or tile St!JO tyne r.s th&t 

used to replcce wom notes is a ~eaticn which should be given eer4' 

consideration b,y the CUba\ Oovennent. 'ftloro is <.O?Ondod to this 

report " note se'tting forth 1n ooce dot.l'.ll oortein !ltcte relt.ting to 

tho orovision o! new currency notes . 

Them rro dso att.l'chod some ototioticl\l tables llhich ho.ve boon 

ccnnilod frott c-.~tcril\l ~do c.v:~!.ll\blo to tho t.:l.osion . It hu not been 

poosiblo to t'Ori!'y nll o! those dt.te but tho fio:ures cited in cerudn 

nortiona or tho ro;x>rt ho.w be.m 1n lL .... ?( rt drc_wn fl'CIOI th<> Ulblo• 

and they una t!loretore <:deled :s or ">Ooaiblo interest to tbc Cubc.n 

OoYe moen t • 
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----- -----
In canoludine tb1a report w w1ah to IMiiJit 011t t.llat t.11a r• o c nil: 

tiona INbrd.ttecl can in allloat all on .. be 110d1fttf t.o ••t DU'Uoulor 

Cubcn conditione, tNt choice ~ tho poeaibl. oltomc.tb• Dlld nnro•­

t1ona ta to :ood1t1c:nt.1ona can beat be mcdo b7 Cuban o!f1c1r.la ftlll111tr 

with th' loc:nl p1'0bl.cte l:lld condi tiona. The :.!l.aa1on would be :10at 

w1111nc to d1scuaa the t1teCII:Zl8lllk.t.1ona l:lld DOSai:.J.e cbr...,.,a in thaD 

wbenOTar the Cuban OoYonamt cloairee in INCh nlt\ce one! ..... ...,.,,. ca Cl'.n 

be nutually 41reed =· 1'\lrtlum•ore, tllo llbaion Would be glad to 

wonc out jointly with the Cuban !loYe...,..nt any .wtuclly nt.tofltctoty 

atateaont to be publ1ahed under tho """" ot tho .W..riCQJ\ 1.11aaion, the 

Cubo.n ()qvem1111nt, "r both, it the Cuban ()q"'mnent !eels it would be 

dosirable in 1.'\troducing tbe !>J'OgJ'CIII to the Cubt.n nubl1c. 

llovombor 26, 194l 
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Prow1dce or ... ~ .,._ 

(~ua to NPOrt. or lou br 26, 1941) 

secre~ Serwlae llftd tlu*aot.e Olft11Saf -na ..... tllr.t. Wlp. 

wom oeper o>DMMJ orten tbe eu1Nt. CIIIPOI't.lml. t.o ~dwa, 

COIIIItertoito" bt.,. areat d1tticult.7 111 :r>I'OdlloiAI ... not.. or 
eu!f'iciont q11Llit7 to oaae tor the pnuine, In tbe OI'.M ot wu-m 

notoe , he-r, only C~Z">erta ...,,. be r.blo to deteot c<"UUItorteiw. lloR 

countertoitore rro ac.id to '>llt out l-Oll-wom '>-":per. Aceo~ it 

-wl aer. ~oairoblo tor tile Cllbcn ~l'lalnt to prooeed • &f.e17 

to l.nr>rovo ~bo condition ot tbe nowa cii'IN1L.t1111 1n Cl&bll to oaeuaot. 

countorfoi u..,, 1t tar no oUter .......,.., 

In tllll Unitod St<ltoa, paper currency or 61. dononint.tion t.. ropl.oced 

c.n tho O'"'J'31" .....,rJ n1ao .....,tlls. Tllore 1a aoid, '-wr, to !left 

MUI'I littlo ft1>lllcenent. 111 CUba alae& &ilnr certiticetee .ere nnt. 

iiSUed l&ftft ,.U& 4IOo 

The rec..-.dt.ticn 1o taction (4) ot tile i'&P<'rt. iovolYes tile 

teehni~l tub ct boldia« etoc:U ot aal.ened ~. el •-Uall 
t or reti,....nte 1 and ot dest"'71111 oiU"I'eftC)' ctter retu-t. 111 UIU 

regard it 1t unr:lentood tbr t tbe Cuban 1'reaftl7 lire .. t. ... I'I!60I'I!a or 

e:o.c noto by nunbor. Tllo Un1ted Stetoe doe& not k.ep ncb I'&COrde, bt.~"' 

!t~ tllea UMocoea&r,. es -u ra oxe<H~eiwq burdanaCDO. lfo otticial 

uso io now ~:~~:do or tho nunbers on Unitod stctoa currono:~, othur then tor 

oecuicnal Soc"'~ Somce voile. The .oacr1cm~ I.!Ueinn ie !>J:'G!II'red to 1<> 

into tllo question or these .,roceduree in nora det(11 it tbt C\lben Oow~ 

"""t dceil'lla it. to d<> eo, 

• 
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T!w Un1 ted States Gov<t.,_,t i.e villlnc to cln o. Cuban urder t or 

P"IM'r priority ovor 1 ta """ orders !roc tho ono CcaDf.117 101t1ch proclucee 

it. TM ot.per 1111ed tor Cuben cu:-r.ncyio identicd with tbot in ttdta4 

Stctoa rumoy uxcept fur t bs aoission of the bluo threada. Three wc..,kl 

are r equired to IJCI<o the t><.per it it 11 to bt vo IMXinll:l durability. 

The ~roau uC Dl;>;roving and Printing lvut in atoclc only 22,000 aheete, 

which ..:1<1 12 notes e~:.ch, of tho ~""r !'W'cbr.aod tor the ~>revious isouea 

~r CUben pesos. The United States Trc..aury mll .,rocood to order oeper 

troa tho p:.oer e>:>mr.ey uaon the rccoiot of a definite onlor tron tho 

CUban Oovemoont . J.n cr.rl:r ordor is rec~ed. Tho cost currently 

is sllsbtll' uno! or ~10,000 tor l Dillion shoot&. 

At th" pNsunt til>c , all nrivnto t.mricnn bnnlcnoto coa:>eniea 

r.l'l' ar.id to bo ol)Orctinc a t canceity nnd wv.bl.c to tcko on now jobs. 

Evon it tboy r.ccoptod r. ncTl ccc:'lission, it is bolicv1ld tbLt it would 

t.N<o nunrly t. y•ar to praiuca naw dies. 

It tho Burel'll or f.h8rnvintl o.nd Printint~: i1 celRd.aaioned to use 

tho origino.l diea !ron llhi~h th~ nrevious iaauea ut CUIM>.n oeaos were 

!>reduced, with cmly cinc;r cbrnges , notoa c.:>uld be orintcd 'llitbin a fff'lf 

-k•. The original di&a ho.w been weae....xl nne! tbore bu bo!an no 

dctoriorr. Uon in thea. The t1oo engrnvod signr.turea on the ! ceo of the 

noteo could be cbcnged in &bout three l«laks ..rtor tho NCaint of the 

now !ocsl.J:lilo signatures . Shi">ncnt or no tea cuuld bogin ct the end ot 

nn rddiUonol three weeks for 't'lrinting . Lrinor cbr.ngoo in tho other 

wcrdine on tho noto= T:ould requinl n r.10nth ur moro to r.nko. A now note 

or 11 now r>ortrc1 t or border would t.:llco' "" r.NCh u " junr to on'<luce • 

Ott1c1cl cs~""toa or tho cost or ""ch O)TOCQSS tlJ'e 00\1 in .,races. end 

Will b<t to~"~~arded within " r"" days . 
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Not es will ltlst l onger 1C they nrc nged from throe t o t cur r.lCnths 

ef'tor ?Tinting before boinll okcttd 1n circul.cticn. 

It SUC::IS elWlrly deaireble to nl:::ee 1tnedir.to onlurs tor cnt"Ugll 

aUvor ec r ttric.-.tes to ropl:::co t.h<J ;>MS!!!tt wom circull-t.ion, tc su;>oly 

:.ore !luxibill ty r.-'IOng dirtoront doncain:.tions, :::nd t o kce., " rese rve 

s tock "" h:::nd for !"Uturo rupl:::cur .. nt. \".'lwthor or n~ t the nroscnt 

ailvor cortificnto olJ. t ea or.n nlso be us tid f or tho no too w bo issued 

under (2)(b) is " question for Cub'.n official dctort'd.n~tion and one en 

which tho llission does not Ceul qu.::.llfi.:>d tu a:l<o e St>C<:1f1c reco..,.endc­

U on . It is recvt;n11ed thnt t1» l c pnd concerning e reserve of silver 

nesca ""uld not be ccrroct. .l.t U... snoe ti:lc, it ie knorn th&t a sn<.ll 

aJ:>Ount .-£silver certificateo hf ve r lre,.dy been issued ;::g~.1nst gold. 

A l ow night ccnceivcbly nomit tho usc of silvJ r cort1f1cotes b~cked 

by dcllors or gol d <luring the oresent emergency, it boinr. UX'>rcssly 

orovided thnt coined oeaoa need not be k;,ot in tho Tl'l"t.aur; tc the 

oxt<!nt thtlt dollirs or gold rro held us reserve . H such lew is ~ot 

(e.>si blo it !light be I>OIISiblo to obt."Un bgislJ>tion ::uthorizinl' U1 iSSU<l 

or CUban silver ccrtific~toa e~tnins t United Stct<!s silwr doll:>rs . 

The J.:issi on bellovos thnt considcr,tion "!lir,ht woll be given t o a 

lt.rgo initi:U issuo of 100-paso notes. This would nrovido n ro m at 

currency sui tcblo f or b:lnl: clccrlngs , 11'h1ch wculd be nuro convenient 

f or t he lru!ks thtln b<:t.ch<>s or s:rll deno::dn<:ticn nowa. Tha l!urecu or 

!>\irnvinc <lnd Printinr could tum ""t ::: t;ivon v-...luo noro quickly in 

100 !"!SO notes thtln i n not oa or s.-.-.11 denocdnction . These notes l!OUld 

not only finmc o G<>vorMOnt<ll "urchoscs of dol4rs rnd f nc1l1tr.t<! 
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clcarlnc operatioruo but tbe;r -u ~~tical~ nl.Ue tbe -u 

doncn1nDt1on currency naw U..Otd.lliecl 111 lLw 1n bcu* naerfte. It 

would not be t.opropr1ate, hawa""'r• tor tbe bcu*a to DCquint I!IOre than 

o taw million pea011 ot tho nn clMrin& notee 11Dt11 the;r were uourecl 

th&t the Oovemmont wu 1n n noe1 tion t n conv~rt. thoa into -u.er 

donoc1nc.t1on CIIIT<Incy 1n cQIIO of c run on tho bo.nks or other withd.rn..W. 

ot "" obnomr:l c~eter. For this ro:uson cnd 1n ordor to ~ret tho 

neeclo ot ret1-.o circulation it is in">ort.cnt thct the Oo..,rment should 

proc&Od t o t.c.ke tho edditiOMl stcns required to obtoin nn ~eqw>to 

s11opl.y ot tnooh aa:>ll den.xlin.-,tion notes . 
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n .. !~JIVf. H~lTH~ VF llk t 3 1:: t..1 U ":i VIJ-J'~!l AS . .fJ".iTJ :: 
AS f oUru 8fJ! jO, I..W 

\ In tbou.aand5) 

- Avall~.::!!.c r ese rves 
~cess ~•o re1ervea Depol1t.• I.crel reserve s 

RO<tu1r4:d -,. ...... !."' ~.>;. jAs:s~~ 56J ro~ulro•n£ a-ua-1.n ~·.VfUIA Deller or tota~ rc- rfHldod , but I~ or puo do-

-""' }·_"+ '"""': 
balance a r oeorv.:ar 

quired roser Yes t:~Oaite needed 1n peao ce lb 
Bank 

25lC or abroad 
total in .,.S ... a• ot:.d f~r W(IJ"k ll\l _ _pu~p~lea• In poaoa tn dollG.r s (AUl;Uit depoatta counting only ~~oun~u~ onj.y ~ ~oun-.n~ u~uar 31) l<t~""al roaei"'TCa leca l rescr\-ea balencea &brood 

'--· ·---·- l.t Hc vana I In fie. vena iu J"Oi t T'VOI --- - -koynl JJMk or Cartt.da 51,088 ju, }Oo 20, 707 10,22') 4. 300 6,042 12, 7"/2 1, 757 I , 757 5. 672 ::c..nJc. of' Uovo. Scotia 12,277 <>,16j 6. ll4 3. 001 1,613 4,001 3. 069 1, 362- l , o25 2.157 ca.nad l.t~n UClnk of Cocnmorce z .4n 1,156 1, 320 510 426 4 619 171 327 3!1 l/ntlono1 City Bo.nk 30.499 13, 415 17, 0BL 5. 331 3.595 6,635 7,625 1, 061 1, 301 3, 319 Firat ~at1onal Bank or Do~ 16,407 9, 561 0, 81.6 1., 002 2, 468 5. 260 4,602 1, 425 1, 068 2,566 Cho.ae t:'tllt1onU 8Mk 8 , 254 2,939 5. 315 1,95L 947 1, li>l; 2, 064 70S 937 1,513 P. Gola~a y Cia. 22, 7'iR 6. 128 16,66L 3. 503 3. 261 3. 580 5,6"6 312 1, 086 2,SJI, U4nco dol C~rclo 2, 01.7 1,187 ll6o 517 423 365 512 2,0 3}9 331 Bo.nco COI!Orch.l l.LO 123 17 IJ, 1 2 Jl 10 10 12 Banco 3:uno& 2,5?3 2,1.92 101 766 1}9 70 ~58 2'_,8 328 -
t otAl 150, 571. 73.51.1. n ,0/26 'r, ").7 17, 191. 26, 22} 37, 61.1. 7. 384 $,Loa 18, il23 

• lnooror u dollllr r .. orvca oro l .. uUiei<nt to llC<t t !oO r o:.nind•r or tho 25 p<.r ocnt totol roqulr•.._nt, p..1oa m~ot ..,ko up thu dorict.,,
0
y o.nc1 

oount ~• r~uired~ r Lther t~n c• ~xcva1, r~•~r•~• . 
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required 

llonk 

llo)'lll lllulk of c. .. da 12,'772 

a..n;c ot Now Seotla ~ ,')69 

c..z.~Uan Ba.nlc ot COIID.er·o• 6)9 

llatl-1 City llonk 7,625 

nrot • u-1 Bonk of Booton 4,602 
Chaae llirt.tlom.l U.nt 2 ,064 
N .. O.l at a y Cla, 5,698 
Banco del Ccmorolo 612 
Ba.nco Ccmercia l 35 
Ba.nco N.et. 648 

Totel 37,.64.4 

,_ble 11 

RESERVE POSITIOI: OF BANI<S IN CUBA 01: VARIOUS ASS!ll.'l'TIO~S 

4$ OF SEPTDIIIER 30! 1941 
{ lu tbousa-ftd •I 

Aas \Rlnr 

8 , 4.'12 0 8 ,472 4,300 1, 767 

1, 719 26~ 1,456 l , 613 1,82$ 

347 156 191 428 321 

4,270 S,. 3S.S 240 4 ,030 !,595 1 , 301 

2,571 2,.1)2.5 443 2 , 1M 2 ,. 468 1, 86S 

1,156 501 40 1,.117 !K7 837 

3,191 2 , 507 774 2 , 417 3, 281 1,080 

287 225 198 178 334 339 

M I 0 34 1 10 

510 IM I) 510 1M 258 

22,5~ 15,080 7 ,S84 2,114 20, 639 17, 105 9,. 408 

0 4,557 a_bs 5 ,.6'72. 

0 924 2 , 145 2,157 

0 187 432 331 
0 2,012 5, 6U 3, 319 

0 1,434 3, 168 2 ,563 
0 441 1,.62~ 1 ,6U 
0 919 4,.779 2,$8, 

89 178 334 ~9 

0 32 ~ Ia 
0 440 208 u.s 

89 11,124 26, 620 18 ,11U 

• lna otft r • • dolhr r ... ,., lr"' tnautrlclen·t to r.eet the red.inder or the 2~ total requlreaor~ot,. pf'tOe au·t -.b vp the Mtictenoy and 

cour.t •• required, rathe r than •• excets , r~atrvea . 

l/' Except tn the oat e of the 81nco dtl Comerclo , all peao oath llated in thla col umn tor t nd1v1du& l benka muat ~ held to meet the l6 per 

cf!nt lf'pl requlraxnt, tlt\lch require• aort peao eeah tt»n the l$ per c•nt ot peeo deposth e.aaw.ed t o 'be M"cd tor worldnr pu_rpN:el. 

Y All tho ptto cuh lla-ted tn th11 ool-.D tor lndh1dual bank• repreae.nt.a only the 1& per cent ot pe1o depoatt.e auUX-d to be oetd:c-d tor 

workl"-' purpoa01, o~cept that more~ peao oa ah • u•t bt held 'by the Cl.l.,.dtan Bt.nk or Cam~~eroe , the 8aoco ~rolal ,. tnd tho 81-noo Jt\Jlie a ~ 

to meot thD 26 per cen-t 1~~1 requtro~nt. 
OO 

3/ By tran.eterr1nr dollt n rrc:. ebrot.d to Ha9t!M, 1 , 481,.000 eddtttOMl peeoa could be reln•ed •• follona Roytl ar.ruc of C,nt.da , 1,~20,.I)()O it.O 

a.n~o Ca.erclal , 14,.0001 Ban~o I Uftet , 147 ,.000. 
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'!'able lii 

PESO !lOllEY BY DEIIOif.tNA'l'IONSt 1 TO 100 PESOS 
AS OF SEPTEMBER }0, 1941 

(In millioJUI of poooo) 

'"w no ee 

190 

Donom1no.tlon 
Totd 1\eld by In 

not ioouo Fho~l Tro~oury In -~'/ 1 

1 poao coino 

1 peso notoa 

5 " " 
10 • ,, 

20 • • 1},9 

• • 9,0 

100 • • 11, 0 

Toto.l 87,8 

• Loss thnn 50, 000 pcaoa , 

Colm\laoion 

4.2 

• 
.1 

• 
• 
• 
• 

}. } 

2.8 

7.7 

} , 0 

4.6 

25.4 

6 . 1 

15.8 

9.9 

9.4 

6.8 

9.1 

58.1 

2} 

53 

62 

n 
67 

76 

8} 

66 

Y l!xclud~.n& 1,4 million poaoa destroyed by tho fire in tho wults . 

y Tho t ot t>l or 25.4 million po.aoa " in beu>l<a" includc o , 1 million pcooo 
listod by throe beu>l<o 111 •uncl~••ifiod" , but ia looo by 1 ,} million 

tho.n tl" totc.l ginn in tho ..onthly roport to the Trouury for tho 

~ d.t~.to. Poaaiblo rccaou tor the: oppcront incocpleto:ncaa of tho 
beu>l<a 1 roporto to tbo Wlooion by dcnom1no.tiona ere o~ootcd on 
po.gc 2 of tho E:xplMDtory lfoto, Sinoo bnnlc holdingo uc o11ghtly 
undorototod in tbia to.blo , money in circul o.t ion out aido tho bnnlco 
io slightly oTorstDtod . 

, 

. 
• 
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Sxpl&natory Uot o to Tables 

Requir ed reterves of t he ben~ cLn be COQP~tod 10 as to rele•se for 
ot.h~ r rurpOI{'I ~ r::taximum of peso currency o r a uxim\J.!\ of dollars . In Tables 
t t~.."'\d ri the cooputa.tion has been :so mdo e.a to r ol oaao the oaxlmu:n of peso 
curroncy alnco i t is in this type of ourronoy t~t thuro la moat l ikelihood 
of • •horto~o . 

In computinB excess peso ro$8rvea tho b .. io a .. u.mption is th•t 25 
percent or totnl deposits must bo hold in poaoa or dolle..rs . This is tho 
lo~~.ol r equi r ument that has bea":t in effect elnoo 1885, and it is r esarded 
GS unctta.ngtd throughout the cocputetions . Within thie franework sevt:ral 
*13Urn,~lona ~• r egar ds other feature• or r os•rve ruqu~r o~unts arc made . 
fn Tl.bl6 I it 11 !i rst assuced that tt:e Tr o•sury r.&inte.ins its pr esmt 
r ullr..; t!.at. 56 p6rcent of tota-l r aquir tHl r eaerv•• mast be held i:1 puso;J . 
On t~Js oasis tho bonks had 7 , }84,000 p~aoa ln oxceaa of le&ol reGuire~nta 
on s~pt~~~r 30, 1~1 . 

lt ls nen as~u.ccci the.t the 56 perctmt requirement il suspended and 
t~~t so !ar aa the law ia concerned tho bank• are tree to pay out ell their 
pe.sos , providlnr; they m.aintaJ.n a reserve in do llara in havana equivalent to 
25 percent of tbir total deposits . The bt.nka dld not havo on Septeober }0, 
19!.&1 , howcvttr, enough dol lars in He.vM& to free moro than a scal l portion 
ct t.boir peso ruaervec . Even without the 56 percent r equir ema'lt they woul d 
t.avu hlld to continue to &pply the gr o&ttir pe.rt of th61 r pesos to t:iCOting 
th~ 25 poro~nt rcqulrem~nt. Henoo th, ir pesos in oxceas or l ogal r cquirc­
r.>Onts on t hh auurnption rise only to 9 , 406, 000. 

A rurthttr k.ssumptlon ha3 been m&de in thio second c11.se, which is, 
l.owuv.r, practioal ly without effect undW" the oondltior:a of Soptcmber ;o, 
19hl . lt h auumd thet oven if th" bonlas could l er;olly free oll their 
;"CJOI th .. y would havu to k~ep some workint roll)TV~I . ifha.t thc.se r c:or v-es 
~ .. t b• la • Clkttur for eac:b ban~ to dot'"rnino; but the t.:ission \'~.S told 
b:t t.h~o. ba.n~s thut t hey would for thoir O'M'I. prOti..cUon he.\•a to k.;Jt:tp &n e..:aoWlt 
ef p~o.SO C&lh <: ~iv&l.mt to 10 to 15 pt:rccnt Of thoir peao di..poSits evtn 1!' 
th~ru w~r~ no ldgll r uaervo roquir~t1 . Thv aaa~tion has ther etor o 
been na~e ln thh second case that , Wlile the 56 percent r eqW.r e::tont is 
su3per.c!.ed, the banka cannot let their peao ca.ah fall belo·• 15 percent of 
tht~lr peeo dopoaita . Aa a s tt.er of fAct, on the baa.is of Se;>tember }0 

N<Ure•, all the Lanka except the 6anco del C<meroio would have bet11 forced 
b:i tho r oquir lbont that 25 percent of total d"?ooita wat be held in dollar 
or peso T(florvea to hold more in pe1oa than 15 po r oont of thoir peso dopos­
tto . Henoo tho assumption that 15 per cent of poao dopooito must be held in 
Pd:JO ot.sh h wttho\lt &pt:~r ~oiable eff ect in this s ocond caso . 

ln tht. thir d c&.se, ho•1cvur, i t 11 the ,yvorning eu:au:nption. The 
essu.mpt1ona ara tho at\J:IG in t.hu third a::~ in thu aocond case oxcupt th&t 
inctoe.d or counting only cblla.r r vservus in HAvN~& it ia aasW!IfJd that do llbr 
b~~ancc1 ~Lro ad are ~ ~~ included i n r &sorv~a . 1h1a could bu achi~ved 
.. 1 tt~owt a chtant;u in tho pr "'stmt definition or r cacrv\oa if tho bb."lks moved 
th .. ir do l lara fTot:l abr oa.d to Bu.vana . Or 1t .oould bo aci:.i~vod by e :xtdlding 
tf;~ pr .. ac.nt d:uflnitlon of r t.SilrVcS tO includO dolliU" bllJ.&.ncCS &br oad . v.h&t­
\.."J r tt."" ~...-t.hod of intr oducing doll•rs •b.r C*d lnto r~atorv ... , , it ·...oul«!, on 
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!:>tplanatory Uotea to 'l'&bles • CCI:l tlJiuod 

the bull of Septelllber 30 figurea, aet free rlrtually all the peoo reaorTea 
or th• banl:a wore It not for the asoumptlon that they IIIUOt hold pooo caoh 
equlnlont to 15 percl!llt of their pooo depooita for their own worlclJig pur ­
posoa. The 16,823, 000 pesos shoe &I exoeae r eaervoa in the tical colwan 
of the table aro all lJI excess of this 15 poroont . 

Tho contraot between this oxoool ot 16, 623, 000 poaoo in the t hi rd 
•••• and tho 7,364.000 and 9, 406,000 poeoe In tho firot and oocond caooe 
h really v • •tor than It aooms . In both tho firot t.... oasoa tho banks , 
if thoy uat.r<l u.p thul r ao-oallod oxcosa roaurvee, WO\lld bo down to thG>ir 
logo.l min1111W118 (on the 56 pcrc<nt b&ah in tho firet oaao, ond on tho 25 
p. roont balls lJI tho second). In the third oaao th•y ...,uld bo do.., only 
to th ... ir ctlscr• tionary working r usvrvt.ts. T.'hilo tbt b&nka cAD d ip bolow 
t heir logal mln1...,. without penalty 111d havu oftton <l>no ao, they must 
n cvc..rthc.h .aa plw. thvlr buainosa so that auch a.c.tlolor»iel will not bocoo.o 
chronic . Hwoo thoy would not loal comfortabl e 1n Pa.Ylng out all tlw ox­
COli r "'' ""rvoa ehown in tho first two cases. In tho third e&tao th~ whole.. 
&nount of 10, 623, 000 pesos could bQ wi thdra101 and atill louo tho bomk4 
with nor:oal .,.,rklng r osorvus and plonty of dollaro to "vot the 25 porcont 
nqulru:~ont should they froo ti""' to tl.mc. h~vo to dip lJit o tholr worlclJI~; 
r osurvos. The cnly bankB ... 1 thout sufficient dollar balance• abroad to 
onabl o thom to talco full advsnta&e of tho conditions aaaumod in thh third 
C"-'" t.r o tho Ce.n&dlan Bank ot Commor oo, tho Banco Comcrcio.l, and tho Benco 
llunot, W.i of thom omll. 

A moro doto1lod onoJ.yo ia of th• r eaorvo pooition of tho bGnlca is 
contained in Table II . I n this table tho reaorvo pooltion of the banlca 
i.n each of the three oasea is developed 1n tour oo lu.mna lnatead of one. 
iecp.d.rect •• well aa excttss, r eeervea are ahown both 1n poaoa and in. 
dolle.ra . The abaenco of excess dollars in the eooond. ca.ae &nd th&ir 
abundt.noo In tho third ore sharply brouiJ>t out 1n thia table. 

In Table III t he peoo c~sh of tho bt.nka II onalyted by d<llo:Una­
tlclu of !roD 1 peao to 100 peaoa. Thh Ia to toot whether the bMka • 
holdln£• are aultablo for r;meral clroulation. The table shows that they 
aro. Tho bw.nlco • holdings ore lo.r~:est in tho al:lllll donomlnations that oro 
1n t.ot1Ye olro\llation. Thoy are least ln tho 1()()-pcao notes, the denoo. 
lnotiona moat aultablc for clearin& purpoeoo . 

Tho Bcnoo Comuroial , whioh held only 1;1,000 pusoa of cub on Sop­
tomber 30, 1!)1.1, did not supply figures by d«~omin..tion to the Kisalon, 
end dota for the othor bonkB woro auppllt<l ot • timo wh<11 they could not 
bo choclcod ogo1nat the roports of lndi vlduol bonka IX> tho Tro~<sury u of 
SVJ> t • mbor 30, 1941. The tohl of oli dc:no~:~1no t1ona for tho nino borJca 
roportin~ to tho 111Siion Ia l,;oo. ooo puao3 loll thon tho nur egata ahown 

In tho ru&ul..- roports to tho Trooaury . It rrw.y bo thQt aovoral of tho bonka 
in r . portlns d«>ominutions to th6 ILUolon fo.ilod to covor oo.ah In tellera• 
tllla or in branohua. The proportion• lJI tho dltf•rcnt denomlnatione, 
how~v~r, cannot hAve bogc mAteriully •lt~rod by thu omlaaiona. 
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llov cnber 27 1 1q41 

Al'ERICI\11 CONSUL 

S!U'.;lGiiAl I ( CUii'~f. ) vir. IT . n. 

1052, twmt:r- o cvmth 

Your 1762, :Jovcr.~·tr 2'! 

7o•.: •all bt :;uiccd by the follordn3 r eply 

frow tht 1'-rE::..:rury D.:p-~t::tnt . 

QUOTE . n c ;.:13t•'Uct1on~ of :\ovEmlltr 11, 1911 

l'ClCt.tin~ to Ctrntra.l Lie tns E £j8 ~nd 1nvoic Es 

certifiec'. thereundEr .md rc your 1762 of Novonber 

2'! . 

PhilippinEs nr~ i.-e l uded i11 t trrn quot E 

United Sta tes unquote ~o cl cfintd i n Section 

5 (bl or Executive OrC:cr «389. S)'tci~l ccrtifi­

c~t.on ?roccdurc is n:>?l1c~ble on invoices 

fo~ Philippin es . 

You sh ould no t£ in connection with ship:1cnts 

from Chi nn to tl-te Ph~lippine~ tht1t for local 

P!ul1pr1ne eusto ~~ d:1t; p\.r:>osc~ :1crchandist i o 

!'l· Equtntly invoiced ~n ctcrlir. '; r~thou;;h pny-

.cnto nrc to 1>£ t.r.dc in Uni t ed Stntes currency . 

Thio 'r r.cti cc is not (r<=:>t~.t not) d ianpprovcd 

You ::.rc , 

• 
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- 2 - 1~1052 , Nov onbtr 27 , to A""ir.IC/.1! COliSIJL 

S!:Ai"CHAI , ( Ci!BA) v i c. 1: , Il . 

You ~c , t hErEforE , ~uthoriztd to pl nct th~ 

opccic l c trtific~t ion on invoices ~elct1ng to 

:;ttch ncr ch:.nciist providtG th:.t nl l r£qu1:ott1£nts 

st~ttd in the inst~ct16no have been co~plitd 

'1. th c.nd notw1 thstrmding th t feet th:'t invoic ts 

:>rtstnt td for ccrtifict.tion crt in term~ o r 

sttrli n3 rc.tha• th::m i:nittd St:lttu currency . 

Cere should ;> E E7.trci:J t c\ to ott thct st:::tc-

T!Ent~ from r.ppo:..nttd btJ'I!:~ in f :>Ct rtl:::te to tht 

trc.r.s:::ctions eov Ertd ":>y lnvoic t 3 c crtifi td by 

.on . In 30 Co1nz you shoul~ r-.::.ccrt~in th.:lt t il e 

:ttrlin:; v::luts c.ctu:::lly corrts;>onC to th: coll~ 

ilcp t c.t !;o :::11 o · ict:l in Chine , Ul'~~'l"~ . 

FI::: Ft : s: :eEl F'C: 

·~UJ~ 

( I"L) 
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Secretary ct Stato, 

150, '1\:on ty-eenn th. 
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!ienttin o1a B.R. 

Dated NoT~ber 27, 1941 

Rec14. 4ol5 a.m. , Dec. l tt 

Yo~~ Specie ll~ c!reular deted :cYe:bor 26 notifies er90rtart 

on bellcl.f ot l'ede•:.l Reaene Bank that t lt!)Ort ot local producta troa 

llorth China to tlni ted Sta t e o of .A:lerica :Sri tw lletl:erlo.cdt India. lion& lfon£ 

.... ~ other deoipated cotl:ltr iea vill be :!,>Omitted troD nov torvard proo1ded 

th~t the corret~n~in£ imnort co•ert foodttu!!t IU8fZ oil ~ producto 

c inert.l llQOdt and eny other eooenth.l conm10dit1ea which h.o.vo alreBJI¥ 

b•on or v111 rurel)' be it!p~rted in to the northern porta in r e:pl)' to "" 

1n~u1ey b7 thio office the Federal Reoeno lii'Jik tto.ted tluot the 1oouanco 

of pend ta for export• to design~ ted coun trl11 aue~nded a1nee the i"ree:-

t..:: ?t'dt r vill be reo=ed !or non-e!Obarsood «code e..:e;>t brhtlea end furo 

proYided oxcn..np hat been oettled 861lintt """"rt or the eben lhtad 

ert1clot . i'bh v111 allov •XJ>Ortera to clo:u- t hi p:umto direct to ultimata 

dottin~tiont r a ther than to ShanBh&i t or rocontl ca:ent eo bet bo•~ dono 

alnco the treozin£ order . 

Sent to the Depart!:lent, repeated to OhunC:dnc, Pe1:p1ng end !rn.•.nghai. 
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TREASURY DEPARTMENT 196 

:o.l>oet> 
S.OHta~ ~rpnthall 

DAft l'o.,..ber 27, 1~1 

~ Nr, Dietrich CON F'l DENTfAL 
RochtoH4 otorl1QC truoacUoDO ot tho report1QC -· were a 1 tou0 ,.., 

Sold to co-rc1al CODCirno .£58,()()() 
l'urcbaol4 troa co-1'01&1 oo~>eorno £112 ,ooo 

Of tba latter aaout, £100,000 wro re-oortod ao repr11111t1QC the proceeclo o.t 
•ehl.ftel7 expona. 

Op.n •rat otor11QC re-1ne4 at 4.03-1/ 2, &114 there ,.. .. no reporto4 
tronoacUono. 

!be t1MI4Q&,...., tree peoo ad: .. nced &~~other 50 poil>h (1/2/) to clo"' at a 
nev hich or .5025 . !ha t 'ree paoo 11 nov qUDted a t a lonl 61 bichlr tlwl tho 
rota of October l, when the currant upw.r4 IOOYI .. nt bopn, 

Io lev York, clooinc quotation• tor t he toroicn curronoioo 1iotod below 
vere •~ toll O"t r 

C..ll&<\1an dollar 
.ArcenUne peoo (fHe) 
Brasili&D ailraio (tree) 
Coloabi&D peeo 
Nexi""" poso 
Tonnuai.An bol\,...r 
Cuban peso 

ll-l/4~ diocount 
. 2}90 
. 0515 
·5775 
.2070 
.2510 
1/Sf. 411count 

!hero WN U COld trezuacUouo cono-tld b7 u.o toda7. 

!lo now cold •~~~&ce•nh ..... reported. 

Jn London, opot aAd tonnr4 oilYtr re-ined at 23-1/24 , oqlliftlent t o 
42.67;. 

!ho Troao11r7 '• purcbaoe prico tor toreicn o11Yir vao uncbanpd at 351· 
HAnd7 &1ld Rarman'o oottle .. nt price tor toreicn oil•or woo aloo uncb&QCed at 
34-J/4~ . 

Yo m&d~ no oilYor purchaoeo to~. 

Regraded Unclassified



197 

SECR2f 

COORDINATOR OF INFORMATION 

THE WAR THIS WEEK 
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Coordinator of lnfor•atl 

THE VAR THIS VEEK 

No. 1 

November 20 - 27, 1 9~ 1 

SECRET 

The crescendo of German ml lltary and dlplo­

•atlc offensives during the past week strongly 

suggests the hope of high Naz i circles that a last 

great effort wl I I level the barriers to the con-

structlon of a German Europe. Russian resis tance 

Is to be broken, or seriously compromised, by the 

renewed of fensives In north and south . Tho oust­

Ing of Veygand eppears to be only the prelude to 

tho • coordinat ion • of France • lth the Gor•an 

syste• and tho possible occupation of French North 

Africa. Seven new states have been forced to sign 

the Anti-Comlntern Pact, among them Much battered 

Finland. 

• 

/ 
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Theaa lnltlatlvea have dou~tleaa ~••• tl .. d 

with the Kuruau Mlaalon to dluuade the Japaneae 

froe any coeproelae unfavora~le to the Nazla. 

Finally, the 8ereana are gradually unveiling the 

outllnea of the "New Europe, • and there are ruaora 

that after the new year the states of the Conti­

nent elll be convened In Congreas at VIenna to 

consecrate that syatee. 

AN8l0-AMERI CAN OFFENSIVE 

Thla ~roadly conceived 8arean ~ld for vic­

tory on the Contin ent has eat aharp rejoinder• 

froe the eneey. The long prepared l rltleh offen­

alve In Africa haa lashed out to the weat In an 

etteept to encircle and de~troy the Axle force• Ia 

the deaert. The Aeerlcan governeent haa ouapended 

J 

I 

- 3 -

the operation of the North African econoe lc accord 

(In reaponae to the ousting of Veygand), haa eade 

loaae-lend aid aval lable to the Free-French, and 

has deapatched troops to strategic Dutch 8ulana 

from which thlo coun try draws seventy per can t of 

Its total bauxite roqulreeents 1111110). 

THE 8ERHANS ADVANC E IN RUSSIA 

The new 8erean drive agalnat Moecow haa 

thrown out prongs fro• Ko llnln In the north and 

Tula In the aouth with the apparent object of 

encl rcllng the caoltal. Vlth the forcea of the 

Nazla reported e lthln a few el les of the city, the 

decision In the. Battle for Moacow eay be only a 

eatter of houra now. 

In the aouthern battlefield, deaplte a tar­

rifle Ruaalan counte~-offenslve north of Roetov, 
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the Geraana are still In possession of the city 

and have cut the .. In ol !-transpOrt artery between 

the Caucasus and the heart of Russia. An la .. dl­

ata danger Is that the Geraans will strike south­

eastwa rd froa Rostov and possess theaaelvea of the 

Maykop and Grozny oil fields. which lie •oru of 

the Caucaaus aountalns and are allltarlly far aore 

accual b Ia than the fie Ids to the aouth of the 

ao6nta '"*· 
Theae two fields produce together aoae five 

al Ilion tona of oil a year or about a third of the 

total product now available to the Axla. It Ia 

doubtful whether Soviet destruction could deprive 

the Geraana of this oil for aany aonths, and there 

Ia reason to believe that even refineries could be 

replaced within a year. In the last anelysls the 

I 

I 

- II -

availability of evan a notable proportloA of thla 

oil would glva the Geraana a supply for a war of 

alaoat Indefinite tara. The conquest of thaaa 

fields alght be a aajor disaster for the Allies. 

Urgent Anglo-Aaerlcan representation• were 

•ade to the Russian governaent on Noveaber 21, 

pointing out tha laportance of 1 .. edlate aeaaurea 

to prepare for the proapt eventual destruction of 

the wells In these fields and offering to supply 

Russian oil deficiencies during the war and the 

Period of reconatructlon and to provide aachtnery 

desired for replaceaent on at least es favorable a 

baala as to ot~er states resisting aogreaalon. 

UZ I PLA.NS FOil iUSS lA 

Geraen plans for the eventual disposition 

of occupied Ruasle and the Baltic countries are 

Regraded Unclassified
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still veiled In secrecy but the atate•enta In the 

press sugges t that Russia Is to be el l• lnated once 

and for all aa a factor In the power Polities or 

Europe. In a lecture by one Professor Schuessler, 

widely pub l icized by the Ger• an Press, Communis. 

and Czar ist l•perlalls• are declared t o be sub-

stantlally the sa•e thing , and I t Is baldly stated 

that Ger•any conte•plates the eoeplete e ll• lna t lon 

of European Russia and the control of her eeono•le 

resources. 

The 6er•an press also lauds Hitler for t he 

reconstruction of the •scorched earth" In Russia 

and eo•pares thla vast task In the east to the 

"pioneering• of the Teuton ic Knights. The l••edl-

ate proble• of reconstructing the ad•lnlstratlon 

has been entrusted to Alfred Rosenberg, Nu l 

- 7 -

Ideologis t and Russian-speaking Ba it, who becoaee 

Relch-•lnlater for the occupied east area. 

fiNIS IIEYGA ND 

After weeks of rueor and specu lation, 

General lleygend was removed fro• the African scene 

) 
with undra•atlc ease. The final blow was the 

result of a Ger•an ultl•a t u•. according to Petaln, 

but It reflected also opposition t o lleygand In 

Paris and VIchy , the General's personal aide 

declares. The head of the VIchy reg l•e etatea 

I that he was menaced with Ger•an occupation of all 

France and •I lltary penetration of fren ch Africa, 

I f he fa il ed to yield. 

lleygand hl•self Insists that nothing Is 

changed, and both he and certain of his associates 

urge that American eeono•ic aid to fren ch North 

r 

-• 
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Africa be continued. But othera taka a dlffar .. t 

view. One of Veygand'a laaadlata entourage 

daclarea that Ylchy had aaple aaana for raalat­

ance, If It had wanted to use thea, and that con­

ceaalona have been aade to the Nazis . for the alll­

tary uae of Tu~lala and possibly of alI North 

Africa. (Soae color Ia lent thla atate ... nt by the 

appearance of unlforaed •••bars of the 6eraan 

Aralatlca Coaalsalon on the atreeta of Casab lanca 

and by the landing by air of fifty unlforaed and 

fully araad 6eraan soldiers at the aaae place on 

Noweaber 22 . 1 I t Is perhaps notewo rthy that 

Veygand ' a exact title, Deleoue 6aneral, haa not 

been conferred upon either of the t wo new and aott 

laportant appointees, Juln and Chatel . Th la 

- 8 -

tltuatlon haa auooaated to soae obaervera t~at 

the title Is being reserved for • •· active col­

laborationist. 

&eneral crltlclsa of Peta ln In governaent 

circles Ia reported froa Algiers , and one official 

resigned and tore up a picture of the Narahal In 

the presence of hla colleagues, to whoa ha de­

c lared roundly that he would r. o lonoar aarva a 

a lx-atarrad auaay who waa taken out of the frig­

Idaire by the 8eraans every tlae they needed hla. 

There Ia no subatantlal reaaon to believe that 

thla Ia not a fair appreciation of Petal• a t thla 

tlae or that he will not weakly yield to the next 

6eraan deaands for conceaalona. Indeed It It 

reliably reported that the'Narshal a lii aoon 00 t • 

occup i ed france for s conference with a "hlg 
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THE NAZ IS ' " NEW EUROPE• 
Industry by slowing down the sendlno of stocks and 

Ru•ors of a Ger•an peace offensive have 
bonds fro• unoccupied France to Parla. Th e 

been general for so•e t l10e, and Pre ll•lnary 
Ger•ans have now co•pelled the• t o withdraw these 

0 feelere • by Petaln and Dorian were noted In last 
uasurea and Ger•an buylno ooes on busily. The 

week' s analys is. With Russian power In Europe 
t heory Ia widely held on the Continent aa well as 

shattered, the tlu would be ripe for the 11akl ng J In london that Hitler wi II propose a peace and ' • 

of a continental peace, and It Ia reported that 
offer to withdraw fr010 ••ny conquered areas, .. ono 

Berlin Is preparing a 10eetlng about the first of 
the• f ranca, as soon as this process approaches 

the year In VIenna at wh ich the new order would COMPletion. 

be created. 
lesa subtle •oves toward the "New Order• 

Ger•an lneurance colltpanles, Industrial also are In evidence. By alienating opinion In 

corporations, and banking Institutions are stead- the United States, the ousting of Wayoand has 

lly expanding In all the occupied countrlu. So 
already •ade Vichy •ore dependent on Ger•any. 

Ia Ger•an buy ing of Industrial stocks. In f rance There are stories that f rench business Is to be 

the VIchy Govern•ent ventured upon ao•e weak •ess- decoyed Into collaboration by suggest ions that It 

urea to counteract the Ger•an buylno of French will be allowed to participate In the raconstruc-
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tlon of the Industry of the Ukraine. Fhally the 

addition of seven new "states • to the Anti-
wil l be nu•eroua. Ger•an planes are probo\bly 

Co•lntern front Ia to be viewed aa another Pre-
available alao In the Balkans, Crete, and Italy 

paratlon for the closer knittin g of the con t l-
for this purpose. 

nental ayate• under Ger•an hege•ony. The scene Ia 
The long-run e f fec t s o f a Brltleh victory 

( 

gradually being prepared for the realization or 
would be •ore looportant. It would II ft the Axle 

-• 
the •oat grandiose I•Perlal sche•e since the days 

•enace fro• Egypt and provide bases for concan-

when the Napoleonic E•plre sprawled over •oat of 
trated a ir attack on I ta ly and on Ax la convoys 

the Cont lnent. 
bound for Africa. The results, so far aa Italy 

Is concerned, •loht be disastrous. Such a victory 

COU NTER-STROKE IN LI BYA would presuMably also fr ee Bri t ish troops for 

Aa a counter-bla~t to Nazi Initiati ves the action elsewhere In t~e Middle East. 

Libyan ca•palgn pro•lses to be wore apectacuear 
THE KURUSU MISSION 

than l• .. dlately significant. So•e 6er•an planes 
latest reports are that the Kurusu negotla-

•ay be drawn off f ro• the ea,.le rn f ron l, thus 
tiona are threatened with collapse aa the result 

relieving the Russians, but It Is doubtful If they 
of the arr i val In Indochina of fresh Japanese 
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forcu. --Even In Its Ince ption the Kuruau Mlaalon aot yet co•• l tted to all·v~ t aaaoc latl on wit~ 

a ppeared to pose the old proble• o f the lrreeltt- &o raany. Although he algned the Three Power Pact 

lble force and the l••ovable objec t . The POIIclet while A•baeaador t o Berlin, he Ia reported to have 

o f both sides we re clear-cu t and a pparentl y 
been peraonally oppoaed to It, and both ru•or and 

Irreconci lable. 
record auggeat that he Ia not enthualaatl c over 

Ku ruau, said the Tokyo rad Io, w 11 1 a toy •as 
Japan' • aaaoclatlon wi th the Axl e. 

I ong u neceua ry , but not t oo I ong. • Both the 
Kuruau 'a wi fe Ia an A•e rlcan, he haa at rono 

Japanese press and radio cont inue to •alntaln that 
Aae rlca n aaaoclat lona, and hla att i t ude towa rd 

war or peace depends on the United Statea and that 
this count ry Ia reported to be friendly. The fo l-

both off icial and press opinion In th is country do 
lowing factor• •ay have contributed to hla ap-

not conduce to optl•l•• · 
polntaent to the present •laalon: hla good re la-

Saburo Kuruau Is now one of Japan's senior 
tiona with Foreign Mlnl ater Togo and con .. Quent 

' 1 
ability to trana•lt t•e vlewa of the new Tojo 

ca ree r dl plo•ah In act ive service. He Ia re-

Cabinet , h la reputat ion aa an expe r ienced a nd 
ported t o be on good te r•• with for•er Forelon 

thoroughly reliab le dl plo.at, hla auperlor coeaand 
Mlnlater Hirota and with the Ar•y--preauaably wi th 

of the Eng llah lan guage, a nd hla extenalve expe-
Ar•y leadera , such as Gene ral Suglya•a, who are 

rl ence In ca.eerclal neg~t l at lona. I 
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forces. Even In its Incept ion the kuruau " I " salon 

appea red t o pose the old proble• of the 1 r 1 rea st-

lb le force and the ll••ovab le object. The Polic ies 

of both sid es were clear-cut and apparently 

I rreconc l lab le. 

Kurusu, sa id the Tokyo radio, wl II s tay •as 

long as necessary, but not too long. • Both the 

Japanese press and radio continue t o •alnta ln t hat 

war or peace depends on the United States and that 

both off icial and press opinion In thi s country do 

not conduce to optl•lsm. 

Saburo Kurusu Is now one of Japan'a senior 

career dlplo•a t s In act ive service. He Is re -

ported t o be on good ter•s wi th for•e r Fore ign 

Hinls te r Hirota and with the Ar•y--presu•ably wi th 

Ar11 y leaders , such as Gene ral Sugiyama, wh o are 

- 115 -

not yet co•• ltted to a ll - vu t association wi th 

Ge r•any . A I though he sIgned the Th ree Powe r Pac t 

wh ile A• basaador to Berlin, he Is reported to have 

been personally opposed to It, and both ru•or and 

record suggest that he Is not enthusiastic over 

Japan ' s associ ation with the Axis. 

Kurusu ' a wife Is an A•er lcan, he has s trong 

A•erlcan associ at ions, and h is att i t ude toward 

t his country Is reported to be friendly. The fol-

lowin g factors 11ay have contr i buted to his ap-

polnt11ent t o the pretent •iaalon: his good rela -

t iona wi th Foreign Hin lster Togo and conaequent 

ability to trans•lt th e views of the new Tojo 

Cab inet , h i s reputation as an exper ienced and 

thorough ly re liab le dlplo•at, his super ior ce~~•an d 

o f the Eng lish language, and his extensive npe-

r lence In com11ercla l negotia tions. 

• 
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BR1TlSH EMBASSY 
WASHINGTON, D.C. 

1.98 

November 27th, 1941. 

The Ronourabl e 

PERSONAL AND 
SBCRBT 

Dear llr. Secretary, 

I enclose herein for ;rour 

personal and secret i nformation a cop:r 

of the latest report received from 

London on the mili tar:r ai tua t i on . 

Believe me, 

Dear llr. Secretary, 

Ver:r aincerel:r youra, 

Henry llo rgenthau , Jr., 
lln1 ted States Treasury, 

Washington , D. C. 
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nt.i9!W! RBg!IJIP f!!l!!l JP!!pO! !OV!!!!!!! IM'PH. lHle 

UVjJ,. 

ehe wae r.tumJ.na t'~ eacort ~'J. 

WIOOrta1Do B.r1 t1ab taJllcor baa plokecl up !le- •-

t'fta a a.t't, othore baYo been • l&hted 1n 11foboata two ot' 

which r oport.-1 oa~~o allboro 1n Woatom Auetrsl1a , 

IncUoatloaa aro lhat SJdn•7 •• on flro whee laat MOD b7 

a.-·· 
8 , U.M, S • JlaaecllA ln Cacti'! AUantlc bao not 

an .. or«S d~a t'or 341 boUPa, -7 ba•o beoa torpecloecl 

aa 0-.na olaill torpodoing U,M,.S , 'Dragon' 1n tbat aroo, 

3 , H,M, d rlt"tor P1eh.-g1rl bee b..., WJik 1A 

Fat.outb bal'bour bJ n•r aiaa tlclo*, 

4, H,M,B. Coraorall 1Atorol!ptecl Yronob aerobant 

ebip ot' U29 tona northboWld ooutb••t or Cape OuiU'I:I&I~ 

oal'l')'lng tooc1 and l'UII, PriM o r .. o taldng hoi' to Adea, 

\

5 , !! , M, S, ltCJA w1 th 2 8r1tleh a nd 2 lluaal.alll 

dutro)'era boabardld tort and batterha at Varcio VaNDao• 

!'JoN a t 07 ,:U./2G. R111llh not oba_..oc1, 

II , H, l, Sul>-..ine ' Soa Wolt' durin~; the n lat>t ot 

2lat,jli2D4, nortbweat or Val'do aank with one 11114 poaalbl7 

bro hlta 3000 ton tankor 1n WIIOOOI'ted oonYO)'e 

nlgbt o r 2:11'11./Mtll •s oa ifolt" attaolroc1 4 lhlpa 1n o-f 

1n aao aroo and aoorod one h1 t on a aOI'Obant ehlp wblola 

pl'Obabl)' MAlt. 

MILITARY./ 
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... 
IIP,ITARX 

7 , oe- adY&noo aaat ot Tl&la aDd Orel 

oon t1Duea tao Mko p rogNaa, 

ftOYAL AIR PORCJ. 

8 , Ifni teeS lt1n s¥: , Da:r a&Ul, IS Bllllha!aa • 

boabed llarlallt aarodroma and ap~t1raa -ehU>a-g\DiacS 

a1ror&rt on the £1'0l.m4 on C&la1a ll&rok ••~• 

lllrl!t or 28th/21S!jb.. Attack• maclo on 

Cbuboura (17) whore r .. w. ta roporteC! -•t .uoHutul 

and Sraat (18) wb" re bCIIIba inOlucSacS ' 6 ot 11000 lba, 

$, Libra, Bat.ata night ot allrd,/lUtb and 

nlabt ot UUl/allth 1no1ue1va. Attao~a .-da on 

dlaporaacS alroftt't on Ban"- and Berea aerocb'oaoa &114 

n•r B~d Conoantfttiona ot 10~ tanka and X,T, 

and A,f' . v. • a a ttaoked 1n !!1. A4• ar.a naar Slrte and 

tanka and on IIIIAJlf x ,T , v oh1o1ea and near lllaUftta hHa 

wl tb boat! a olalaed on 22 patrol 1orrioa, liD tone ot 

n,E, dl'oppa4 on Bangh&a1 whore .. un:r workabopa ouatoa a 

ho~H and ..U.ttar:r R, , olalaed b1t. 
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RESTRICTED 

G-2/2657- 220} No. 554 1!. I. D. , W. D. llrOO A.ll,, Nov•ber 27, l9C 

SITUATial RFPORT 

I. Eao~ern Thea~r . 

Oroundr The German forces oro driv1ng bard in a nonbeao~rl7 
directi on north and south of lloocow. !lot of 'l'ulo the Germano hove 
reecho<! 111.kheUov and Sl<opin; nor~h of ~oocow ~7 have crosse<! the 
lloocow-kalln1n reilroad southee~ or 10.1n. 

olow]J-. 
On the Orel-lherko .. tront, the Gen.an ad'Oence continuer 

The Genr:ans claia to h&Ye otopped the l!Ussian coun~r­
attock in the area ea~ of Artearovak. 

Airr Yesterday's COOICIUniquo from Kuibyehev reported thot 
American ana-British fighter planes hod gone into action on the Hoecow 
front. 

II. 'llea~rn Theater . 

Airr The British claim to havo renewed their attack on Ger'llllli\Y 
with raideon Ecden end other targets in ncrthwos~m ae.....,.. Ost.end 
wao aleo bombed. Nazi raiders operate<! over the eout of South :Telae. 

III. lliddle Eastern Theater. 

Oround: In Libya accord.J.ne to Aldo c-=Uqueo tigbtin& io 
continul.nc "'iiiii6i to<!. 

The British 041 thet hea'f)' fi&htina continues in -the 
Rezogh area. Contact has been made botwaon tho British attacking taco 
and tho Tobruk garrison. An Axio raid acrose tho :igyptian frontier near 
!1d1 Ooar hoe apparont]J- bean driven back. British capture of Gialo 
O&oio io contiraod. 

Airt The Britioh todq claimed continued air 511per1or1t)' 
although tney aclmit that Ger'lllllll,Y io ruohin8 sir ro1ntorcemente t.> th1o 
theo~r. 

RESTRICTED 
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FOR RELEASE, MOiUH!;G NE"o'S?A?ERS, 
Friday , November 28, 1941 . 

The Secret~y of the Treasury, by this public notice 
1nvltea tenders for ~20:>, 000 , 000, or thereabouts, or 91-day 
7reaaury bi l ls, to be i ssued on a discount basis unler compe­
titive bidding. The bills of thla aerie& will b~ dated 
December 3, 1941 , and wil l mature March 4, 1942, when tr.e race 
!\mount ••111 be payable without interest . They wlll be i s suec:. 
i n bearer form only, and in denominations of Sl, OOO <15 JO') 
SlO, 000, $100, OO:J , $500, 000, and $1, 000, 000 (maturity v~lue '). 

Tenders will be recei ved at Federal Reserve Ban~s and 
Branche& uo to th~> closing hour, two o ' clock p . m., Eastern 
St•ndP.rd t ime, ~1on6.ay , Dece!llber 1, 1941 . Tenders wlll not be 
r••ceivPd at the Tr easury De!)artment, Washington . :Sach tender 
must be ror an even multiple ot $1, 0:>:> , P.nd the price offered 
must be exoressed on the basis or 10:>, with not core than :nree 
deei!llala, e . g . , 99 .925. Fractions mP.y not be used. It is 
ureed that ten<lers be made on the printed rora:s anC. ro:-•·ar:led 
ln the apeel!ll envelopes whicr. wlll be suo?Hed by Federal 
Reserve Banks or Branches on ap!)lication therefor . 

Tenders will be r eceived wtthout deposit fro~ incorporated 
banks and trust comJ)ant es and from responstble and recognized 
dealera in investment securitiea . Tend•rs fro~ others mus t be 
accomoaniPd by payment of 10 percent of the face amount of 
Treasury billa a~plied for, unless the t~nde~a a r e accompanied 
by an express guaranty of payment by an incorporated bank or 
trust compP.ny. 

Immediately after the closing hour, tenders wtll be opened 
at tr.e rederal Reserve Banks and Branches, followtng which 
public announcement will be ma~c by the Secretary of the Treasury 
or the amount and price range of accepted bids . Those sub­
mitting tenders will be advised of the acceptance or rejection 
thereof. The Secretary of the Treasury expressly reserves the 
r ight to accept or reject any or all tenders, ln ~hole or in 
part , and his action in any sucn r eepect shall be final . ?sy­
mPnt or accepted tenC.ers at the price& offered must be ~aoe or 
compl~ted at th~ Federal Reserve Bank in cash or other i~~diately 
available funC:.a on December 3, 19~1 . provided, however, any 
qualified depositary will be J>ermitted to make payment by credit 
for Treasury bills allotted to it for itself and its cuetomers 
uo t o any anount for which lt shall be qualified 1n excess of 
cxleting deposita when so notified by the Federal f..eserve Bank 
of its dlotr i ct . 

The tneo~.e derived from Tr easury b1lla, >'hether i nter es t 
or p:ain from t he sale or other d1Snosit1on of t hP. bills , shall 
not have any exemotion as such , P.nd loss from t he sale or ot her 
disposition of ~reasury bills shall not hAve any SJ>ecial treat-

2S-62 
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ment, ae euch, under Federal t a x Acta now or hereafter enacted. 
The billa shall be subJect to estate, inheritance, gift, or 
other excise taxes, whether Federal or State, but shall be 
exempt from al l .taxe.t1on now or hereafter imposed on the prin­
cipal or interest thereof by any State, or any or the possessions 
or the United States, or by any local taxing authority. For 
purposes o! taxation the amount of discount at which Treasury 
billa are originally eold by the United States shall be cone!­
dered to be interest. Under Sections 42 and 117 (a) (1) of the 
Internal Revenue Code, as amended by Section 115 of the Revenue 
Act of 1941, the amount of discount at which bills issued here­
under are sold shall not be considered to accrue until such bills 
shell be sold, redeemed or otherwise disposed ot , and such billa 
are excluded from consideration as capital aeeets. Accordingly, 
the owner of Treasury bills (other than life insurance companies) 
issued hereunder need include in his income tax return only the 
difference between the price paid tor such billa, whether on 
original issue or on subsequent purchase, and the amount actually 
received either upon aale or r edemption at maturity during the 
taxable year for which the return is made, as ordinary gain or 
lose . 

Treasury Department Circular No. 4lg, as amended, and this 
notice, prescribe the terms of the Treasury billa and govern 
the condition of their iasue. Copies of the circular may be 
obtained from any Federal Reserve Bank or Branoh, 

-oOo-
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