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FI SCAL !JEASURES 

Present: Mr. Bell 
Mr. !Jorris 
.l.!r • !4urphy 

January 1, 1941-
10:40 a.m. 

H.M. JR: All right, sir, I think I can stay away 
for an hour if you can. 

1 

. 
• 

UR. BELL: You remember that we discussed at ' 
several meetings on the draft of the budget message t he 
question of putting in the rate, two and a half percent, 
or the limit on rates that we should PSV' for war financ­
ing. 

H.ll.JR: Yes . 

~. BELL: I don't know what will be in the budget 
message, and this will all have to be checked when it 
comes out , but we thought that we might want to issue 
a statement at about t he same time that the budget mes­
sage - a joint statement of the Federal Reserve Board 
and the Treasury on interest rates, and we have worked 
with Ronald Ransom and Goldenweiser. This statement 
hasn't been cleared with aeybody else over there. ;•ie 
have talked to the members of the board in town and 
they have several suggestion, but the principle of the 
thing is all we want this morning, to see Whether or 
not we can get something on paper thr, t can be issued 
quickly if we want to . 

H.M.JR: Look, have ;rou got a copy there? 
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I.!R. BEll: Yes. 

H.M. JR: \'lhy George Haas doesn't come in when 
everybody el se i s working today, I don ' t know. Doesn't 
he know? 

MR. BELL: He is coming in. 

H.M. JR: But not until one o' clock. I mean, every­
body else - he shoul d have asked. Did he ask anybody? 

MR. BEll: Well, I think you said yesterday at 
the luncheon of the nine- thirty staff meeting- -

H.M. JR: Well , I won't get angry about it. 

MR. BEll: I think that is probably true of a 
number of them ar ound . 

H.M.JR: I said I wouldn' t call anybody unt il 
after one . I will keep my word . Now, star ting there , 
"There i s no need i n our borrowing" and so forth , I 
don ' t like that statement, "There is no need . " I am 
willi ng - I woul d say this : "Our borrowi ng to finance 
is apt to incur-- " 

MR. BELL: "Should be" or "will be"? 

H. ll. JR: "Should not be conducted at a high rate of 
interest . " Is that all right with you? I mean, it 
puts the emphasis different. 

UR. MORRIS: I would like to avoid "it should not 
be" because it sounds like you are not too sure that 
it won' t have t o be. 

H. LI.JR: Well, I am not. 

t!R. MORRIS : Well, I am not either . 

H. L!. JR: "There is no need-- " 

UR. BELL: There was some question in the Board 

2 

' 
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over there as to whether that whole paragraph shouldn ' t 
come out . It is a little argumentative . I think we have 
got to make it stronc . 

H.U. Ja: Well, I think if you said the Secretary 
of the Treasury ~led~es to carry out the policy and so 
forth , and then Just add one sentence. It is our joint 
purpose - well , let me give you my idea . The way you 
had it in that one sentence was satisfactory t o me. 
You remember you went over and over that thing, the 
thing we finally sent over to the Bud~et on interest 
rates, that very last thing. 

l.!R. BELL : '!/ell , t hat is quoted there. 

ii . l.r • .B: Here? 

~m. BELL: Yes , that is quoted. 

Fi . M. JR : Well, I would say,"'I'ne Secretary 
Treasury has the power to carry out," period. 
stop right there . 

of the 
I would 

l.lR. BELL: I think we ought to go further . 

H. M. JR: -::ell , 70u trill he.ve to do a little sellin£ 
on l!le. 

k1 . BELL: I think the market and the people ou3ht 
to know that we are going to--

H. M. JR : Look, Dan, old nan, I will go that far , 
and I will say we will do everything in our power t o 
carry out that thin~ , a lo11 interczt rate , just the 
way that is, but I have seen - I worked with the Federal 
Reserve Board, and I - ~ God, they went three days 
after December 7 and got cold feet. 

MR. BELL: Yes, but t hey have ~ot to ~et over 
that. 

H. U. J:'! : Have you ever convinced !.larriner Eccles 
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of azvthiDg flmcl••utal? Ban 7ou ner won an argu­
JUilt with hla? low, give me a 1" or no. Ban 7ou 
ever won an arg~aent with hia? 

MR. BELL : I suppose not. 

H.K. JR: All right. 

MR. BELL: &lt I thillk this 111 war, and we have 
got to go to town here. 

• 

H. K.JR: Well, I am willing to atop right there. 

KR. JI)RR!S: ihere was one thought, it aq not be 
a good one, for getting in the other two. It waa that they 
~d so co-.it the Federal that they couldn't get 
cold feet &DT more . 

(Mr. MUrpb1 entered the conference . ) 

H.K. JR: Good morning. Draw up a chair. 

When you aay, wThe ~easury and the Board of 
Governors pled~ all their power and authority to carry 
out the policy,and thus and so , that is saying a mouth­
ful. 

MR. BELL: Yes, but that might mean a rate of two 
and three-quarters, and then 7our two and a half 's would 
go down to ninety- five. 

H.lt.JR: I don ' t -ant something like that to hit 
me in the face, I mean the lower part. I will go this 
far this morning, down to the middle. That ia all I 
will do this morning . 

.MR. BEU.: The market of course didn't take it 
very seriously yesterday, apparently, the fifty billion 
dcllara--

H.K.JR: You were wrong on that. You thought 
when the budget came out on the big thing, they would, 
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and there waa nothing about taxea in thia to offaet 
it. 

lo!R. BEll: But I am still a little afraid of next 
Wednesday'. 

H. lLJR: Well, there can't be aeything ·worae. 

lo!R. BELL: I say it may have discounted this whole 
budget program, but it may still be a shock, and you 
may want some pretty strong statement. 

H .~JR: All right. Well, as of right now, as 
of this morning, I will go half way through, I will 
go half way through and then I draw a Maginot Line . 

lm. KtlRPRY: It -is half way down the paper, rut 
I don't think it is nearly half way through the state­
ment. 

H.Y. JR: But Henry, I don't want to sit here a 
year from today with you three gentlemen and maybe pay 
two and three-quarters percent, which wouldn't be so 
God awful, and then have somebody call me up from the 
White House, mwell, what about that?" Or Jesse Jones 
or somebody that would like to make trouble for me. 
~don't you carry out your contract?" That is a 
contract . 

MR. BELL: No, I don't think that is a contract . 
It is a commitment of the Treasury to do everything in 
its power. We may spend a lot of money trying to do 
it. 

H.Y. JR: That is good enough. 

lo!R. BELL: We may fe.il . 

H.U.JR: Dan, you can't get me beyond that . 

UR. BELL: I think it is important . 

H.Y. JR: All right . Well, don't let • s take too much 
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time on that . You can write something else , and I will 
take another look at it, but as of this morning, half 
way down. 

lm. BELL: Well , I think we ought to have some­
thing Wednesday. 

H.U. JR: Well, I am here Friday, Saturday, and 
Sunday, and so forth and so on. 

l.IR. BELL: Because if a~hlne; should happen, it 
would be psychologically a good th1ng if we could issue 
it right after the Budget to show that we were ready on 
the thing. 

H.ll.JR: Now, if ;you want me to, we have something 
in m::r Sunday night statement - I am going on the air 
Sunday night . 

MR. BE.U.: Next Sund&¥ night? 

H.M. JR: This Sunday night, on Defense Bonds. 

IIR. BELL: That might help. 

H.K.JR: And the time is before it happens. After 
it has happened, it is too late. 

lm. BELL: That is the what, sixth or seventh? Is 
it this coming Sunday? That is before the budget mes­
sage. We had in mind before trying to put something in 
;your speech of the twenty- seventh. 

H.Joi. JR: Well, it is three days f rom now that I am 
going on the air. 

L!R. BELL: Well, we would have to think about that. 
I don't know whether that ought to come out before the 
budget message . You might put something in there . 

H.Y. JR: Well, I am just throwing that out at ;you. 

liR. BELL: O.K. 1he next thing is, ;you remamber 
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that Eccles discussed v1ith you two weeks ago the ques­
tion of gettinu the law changed so that the Federal 
could buy securities directly f rom the Treasury. 

H. ll.JR: I passed qy word on that. 

UR. BELL: Yes, you said that i s O.K. I think 
mavbe we ought to think about it n little more because 
it·might disturb people • .'1e ar e afraid that we can' t 
finance this war and that we are just l aying the 
groundwork fo r--

H.J!.. JR: '.'/ell I don' t agree with you at all, but 
I am perfectly wilhng to have you areue with Eccles . 
I passed ~nord , and I don't see a~thing in it . I 
thi:lk it is good business . I think the way we do noiT, 

we just play every ti~e into the hands of the dealers. 
If you could unsell Eccles on it , all right , but I 
told him I would fiO along. 

!JR. BELL : I am not so sure I want to unsell him, 
but I think we shoul d talk about it a little more , as 
to 1vhat effect it :ni.3ht have on the 1ninds of the people . 

n.a.JR: I can't see it . 

•JR. BELL: You don' t see it, and you are not 
afrai d of it? 

H .~ . JR : No. I think it is a ~echanism that they 
ought t o have . 

MR. J,:OP.!'JS: I think it i s a mechanism that they 
ought to have , but its having been removed to do it 
at t his time is goine to scare some people. 

it . 
H. 1!. JR : '.'/ell, let them get scared and get over 

UR. BELL: You and Eccles were poine to see Glass, 
you know. 

H.M. JR: \Yell , 1 talked to him,and Glass didn ' t 
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come to that ~rd economy meeting. 

MR. BELL: Well, aeyway, this ought to be in ti.ny 
omnibus bill . 

MR. !.!ORRIS: What it really is, is a mechanical 
proposition. 

8 

H.M. JR: I will bet it will go through and nobody 
wil l even wri te it up . 

MR. BELL: I hope so . 

H.M. JR: You don't need to worry. 

1JR. BELL: All right. '!he next is the refunding. 

Now the budget message is coming out, I take it, 
about Wednesday the seventh. 

H.JJ. JR: Well, I find now that the President is 
only going up to Congress on Tuesday with his annual 
message, and you and I know t hat he likes two days in 
between, so m;f guess is the budget vtill be on the 
eighth . 

MR. BELL: Normally he comes back from the Capitol, 
from the state of the union message, and has a press 
conference, and then the budget message goes up the next 
day at twelve . 

H.M. JR: That is all right . 

MR. BELL: That would be Wednesda;r. Normall;r we 
would offer a refunding issue on Thursday, the eighth. 

R.U. JR: I didn't realize that. 

MR. BELL: Yes . You see we have got a maturity of 
three hundred million. 

H.M.JR: When? 
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l.IR. BELL: On the fifteenth, for the RFC, and 
then there is a oall issue of two hundred thirty- six 
million, I think. 

H.M.JR: How much? 

MR. MORRIS: '1\vo hundred thirty-six, Federal F.arm 
Mortgage . 

H.L!. JR: No, we can' t do it that weekend. 

Ida. BELL: ·;:ell , t here is a billion and seventy­
six million of nhich five hundred million, a little 
over, matures on the fift eenth, and there is a hundred 
and thirty-six million, I think, a hundred and three 
million that matures on !.!arch 1, and four hundred 
t\1ent7-six million on ~rch 15. 

H.U. JR : lfow, 17ait a ttinute. Have you got that 
written down? 

l.lR. MORRIS: This is a carbon. 

ll.l!. JR : That i s all right . Hem•·/ l.:urphy has got 
everything in his head. 

MR. MORJ:I S: It is those four items, totaling a 
billion and seventy-six . -H.1i. JR: A billion and seventy- six? 

LIR. BELL: That i s the total refunding that we 
announced to the press that would be--

H. l.!. JR: It is three ten, four twenty-six, t}'IO 
thirty-six, and a hundred and three, is that ri obt? 

MR. BEIJ.: Yes. 

H.U. JR : A billion and seventy-five? 

l.IR. MORRIS: Yes. I have left fractions off . I t 

9 
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does come to an extra million. 

J.!P. . BELL: It is a billion seventy- six million 
and sixty- three thousand. 

H.M.JR : You can' t do all that . 

MR. BELL : That is what worries us . Now, you 
have got two of t hem that come in on t he fifteenth . 

li . ~!. JR : ·:lell, •:e will just hnve to--

10 

~. BELL: And it is a little difficult to pay 
them off in cash, because we have announced there is 
zoin: to be a refundin~ . There are some ri3ht values 
there . 

H.M. JR: What did we say'? ·,iltich one did we sey 
we paid off? 

MR. BELL : We didn ' t say we woul d pay any of them 
orr . We sai d we r:ould refund all of them for - early 
in January . 

H. U. JR: Well, refund them into Federal securities . 

1:R. BELL: Into Federal securities, that is right. 

li. L: . JR : 71hy can't you do it the lTeek of the 
fifteenth? 

L!R. BELL : Well, the \leek of the fifteenth-­

li . U. JR: VThy can 1 t you do it on the twelfth? 

J.m. BELL: That is l.!onda:r . 

IU.l. JR : Yes , ::;ive them certificates. 

:.:n. BELL: '.'/ell, to do it on L!onday doesn't give 
you time . to get your securities in. 
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H.M.JR: Well, yes it does. You can l eave i t 
open for two days . 

MR. BELL: Well, let's see, Wednesday is the 
fifteenth, isn't it? 

H.M. JR : Yes. 

1.1 

MR. MURPHY: We discussed that at some length 
and it seemed to Mr. Haas and mfself that it might be 
done without even making physical delivery of i nterim 
certificates, if that was impossLble . There is no 
cash changing hands except an interest adjustment , 
because it is merel:r an exchange of securities, and we 
could issue securities the next Monday that would be 
dated back to the fifteenth if necessary, and the--

MR. BELL: If the people will do that. Most of 
them will. Your big banks wouldn't care whether the:r 
got immediate delivery or not. They don' t often 
take interims anyhow. 

H.Y. JR: This is "in the hands of the big banks 
a:nywa:r. 

UR. BELL: Seventy- six percent of the total is. 
There is about two hundre~ twenty- one million out­
standin~ in the hands of the public . We don' t know 
where i t is . 

H. M. JR: I think I would do it on Monday, the 
twelfth. 

MR. BELL: That means that we would have to make 
up our minds on Saturday. 

H.ll. JR: Yes. 

MR. BELL: And announce it over the weekend . 

H.M. JR: Well , not hing can happen over the weekend . 

MR. MURPHY: When you are in war, less can happen 

Regraded Unclassified



- 12 -

over a weekend reall1 then in peace. 

H.K. JR: The on.l7 thing that might happen, 101111 -

thinf in the Philippines, end certainlf by the twelfth 
we w 11 know - by the tenth. 

YR. MORRIS: It looks now as though that is 
going to be over soon. 

H.K.JR: I say by the tenth of Jenuary we will 
certainly know about the Philippines. What? What 
do you think about the twelfth? 

I.!R. ){ORRIS: Well, it is only the mechanical 
end that is troublesome. Certainly from every other 
point of view, it is better. I don't like doing it on 
a 14lnday. 

H. Y.JR: Vlell, I won't do it the week before . 

YR. BELL: I don' t know whether we could do it 
Frida,y. That would only give us one da,y. · 

H.M.JR: \Ve ought to give the market a chance to 

adjust itself. 

MR. ~rr: It seems to me we ought to give them 
two tull days since there are two F.F.K.C.'s and there 
are still a substantial number of individual cases of 

persons who took them in exchange for mortgages and 
who are not hair-trigger operator s. 

H.M.JR: What I would do is give it out Saturday 
for the Sunday papers, so that they would have it 
Sunday and that would give them an extra day' s notice. 

I.!R. BELL: Of course, we could leave this open 
right up to the fifteenth. It is a refunding opera­
tion, and there is nothing much they can do with the 
securities except to exchange them. 

H.K. JR: Oh, two days is enough. Sunday's papers 
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will car~ it and that gives them three full days. 
What? 

MR. BEU.: Yes. 

13 

H.K. JR: Announce it Saturdq for Sinday morni.ng' s 
papers . What are you worcyi:ng about, Dan? 

J.!R. MORRIS: Then they subscribe llonday and Tuesday, 
and you close t he books Tuesday night. 

H.M.JR: Yes . 

YR. BELL: I guess we can do it . 

H.ll. JR: All right . 

MR. BELL: We will just have to print up some 
interims . 

H.M.JR: Vfuat are you men t hinking about, what 
kind of an is sue? 

llR. BELL: Well, we haven't gotten down to details 
yet. We are thinking about a short bond due to the 
fact that eighty percent of them are held by banks. I 
think ~e ou~nt to have a bond somewhere iri the neighor­
hood of '47 to '51 or ' 52. We did discuss a little the 
other day about opening the two's at '48-'50 . 

MR. MORRIS: Yes, we talked about that yesterday. 

MR. MURPHY: They are up nearly a half from there, 
but that doesn't bother me . 

H.K. JR: By the wq, did you men decide to put 
some of these long bonds into - what was that fund we 
never used? 

MR. BELL: I want to discuss that. 

YR. MORRIS: Social Security. 
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WR. BELL: I want to discuss that a minute. 

H.K. JR: Two's at 148-'50. 

1.4 

lo!R. loi)RRIS: They 
we talked about them. 
at the time we talked. 

say they are up a ll~tle since 
They were about one point ten 

MR. JlURPHY: They are about twenty-three now. 
There are two forty- eight fifty's , but these are the 
ones with the "T." 

MR. BELL: This would put another bill ion dollars 
in the two-year call period which I don't like veey 
well, but I wouldn't worry much about it . We are 
probably going to have to do a lot of filling up be­
fore this is over. 

H.M. JR: You say it is a little rich? 

MR. BELL: It is a little rich at that price . 

MR. MURPHY: It is really awfully earl y to s~ 
whether it is rich or thin until after the budget 
message is out. 

J.IR. l!ORRIS: Yes, I was going to say--

MR. IJURPHY: You have to change your views on it 
eveey day. 

H.M. JR: Could I see that slip I had on the re­
funding? Then we are in - we are all right on refund­
ing until--

1IR. J.I)R.JU S: July . 

H.M. JR: That is veey nice. You h.ave done a nice 
job of outlining this. 

MR. BELL: We got very little this year . It is 
pretty good. 
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H.Y. JR: Yes, we are in nice shape. 

WR. BELL: We have got plenty of cash, though. 

Now, the next thing--

H.M. JR: How much have we spent to date f or 
national defense? I mean, what was - how much have 
we spent this month? 

llR. BEll: This month? 

H. lLJR: Yes. 

15 

MR. BEll: We have spent a billion seven hundred· 
sixty million. 

H.M.JR: Will it go to two billion? 

MR. BELL: A little over a billion eight this 
month, December. 

H.M. JR: What was it last month. 

MR. BEll: Last month it was a billion four fifty. 
It has really gone way up . or course last month was a 
short month. 

H.U. JR: What is the total for the year so far? 

llR. BELL: Eight billion and ninety- seven million. 
It will go to eight, one, or one fifty. 

H.ll.JR: Will they spend - how llDlch will they 
·spend in the next six months? 

ua. BEll: Well, according to those estimates 
that you have got, they ought to spend about fourteen 
billion dollars. 

H.li. . JR: Do ;yol). think they will? 
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WR. BELL: Which ia a little over two bil lion 
dollars a month average. They have got to be up at 
better than three bill ion doll ars by the end of 
June to do it . 

H.M.JR: How much? 

MR. BELL: Better than three billion dollers 
for the month of June to do it. 

H.M.JR: All right , what else have you got? 

AIR. B.ELL: Next thing is investments . If we are 
going to support this market like we have been on the 
fifty-fifty basis with the Federal Reserve System, we 
have got to get some decision on what we are going to 
use for money, whnt funds . 

H.loi.JR: Yes. 

MR. BELL: Now, we have authority if we want to 
just use the general fund and retire the securi ties. 

(The Secretary left the room temporarily and 
ret\U'ned.) . 

MR. BELL: I just started to say that if we are 
going to continue to go fifty-fifty with the Fed in 
supporting the market, we have got to determine as to 
what funds we are goinf to use. Heretofore we have 
used largely the Posta Savines and the Federal Deposit 
Insurance Corporation. Now, we still have special 
obligations in Postal Savi.ngs of about sixty million 
and in the FDIC of about the same amount . How, we 
got some littl e amounts in others , but I think we ou~)t 
to keep them, and I t hink we ought to keep about sixty 
million in each of those funds as a cushion. If we 
had a run on t hose and they needed money quickl y in 
either case we could redeem them and give them their 
funds quickly. As I suggested to you the other day, 
we could use the Federal Old Age and Survivors Insurance 
Trust Fund which - we have been i nvesting that fund in 
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t wo and three-eights percent , special securities. We 
have a right to do that under the law. We can buy 
securiti es just out of the general fund and retire 
them. 

H.IA.JR: Well, I will tell you, Dan, you spoke 
to me about that before and it gave me a chance to 
think about it . I think we may have to come to it, but 
I wouldn't l ike to do it now--

MR. BELL: Come to what? 

H.J.!. Jn : Using the Old Age Funda. I think we sort 
of subject ourselves to unnecessary criticism. 

MR. BELL: Well, that is Haas ' and J.mophy ' s view. 
I don't know why, but what are we going to use then? 

H.14.JR: Well, I would much rather do it under the 
general fund , ri tftt out in the open. 

MR. BELL: Then you retire the securities? We 
have got a sinkine f und, of course. 

H.M.JR: 'Nell, what is the matter--

MR. BELL: But I would hate to use the sinking 
fund to retire securities that you put out last month. 
I think any other securities that have been out some 
time you can use. 

H.M. JR: Murphy feels the same way I do? 

MR. BELL: They feel that this is a bad time to 
use that fund, that you might be criticized. I am not 
so sure that the criticism might not go the other way, 
that here is an opportunity to invest these funds at 
two and a half percent, and you are investigating them 
at two and three eighths percent. 

MR. MURPHY: Of course there is a middle ground 
between that, }~ . Bell. I think that a question could 

' 
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be raised of why we are only gettinr, two and three 
eights on them when i ssues are available at two and 
a half, but perfectly as a clear cut way of doing it, 
in which you are playing straight as a fiduciary 
thin~ and avoiding all crit i cism i s to cut them in on 
a new issue at par because ~hen they are gettin~ two and 
a halfs in terms customer~ ror two and a half's, but 
the quest ion that I"IOUl d be rai sed now could be raised 
verv easily, and we know that almost any ouestions 
that even could be raised about the Old A~e Fund i s 
something to which people are very sensihve . When 
these securi ties were sellinl f or a hundred and three 
or more, why weren ' t t hey cut in on them at par then? 
;·;hy is there only cut in at par at a time when they 
appear to be worth mor e than par. That is, any 
security which sells at par by virtue of support is 
presllll!pti vely worthless . .'fh:,f should t hq be taken on 
board nor;? The timing is all 11rone; f r om a fiduciary 
standpoint. 

H. lt.. JR : Your argument is sound, but it doesn 't 
hel p Bell solve his problem. 

;.:R , J.nmPiiY: Of course , we would have a different 
soluti on to the problem. 

:.m. 3ELL: ·:/hat he i s saying toda] has been t rue 
for ei~ht years in t he use of trust funds . ::e have used 
trust 1unds to support ':lte r::arket, and I don' t think 
from a fi:1ilciary standpoint we had a right to do it at 
all. 

UR. k'IJRPIIY: I concur. 

H.!.!. Jil: How much of that last issue have you 
eot unallocated? 

l!R. BELL: le have got just under fifty million . 
I have allocated onl7 three or four hundred thousand 
dollar s to the Indian Fund . 

H . J.~. JR : How 11ould you like to allocate that amount? 

• 

' 
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MR. BELL : That is the next question on the 
agenda. 

19 

H.M. JR: I will come back to the other tbing in 
a minute. 

!ffi. BELL: We haven't got anything available to 
take up that fifty million dollars except something 
like this Old Age . That was the next question I 
wanted to suggest . 

H. M. JR: ~:/ell, I am willing to put the 
in. You have got to pick it up. You can ' t 
lapse. I mean, lhat woul d be terrible . 

Ol d Age 
let it 

!:R. BELL: Oh, yes, we can l et it lapse, but it 
would be bet.er , I t hink, to pick it up . 

H. !.!. JR : Oh, that would look bad • 

.MR. BELL: tlow, let me read you the law on the 
Old Age . It sey-s, "It shall be the duty of the manag­
ing trustee to invest such portion of the trust fund 
as is not, in his judgment , required to meet current 
l1i thdrawals . " Then it tells you that you can invest 
them in original issues at par or you can issue 
specials or you can bUJ them on the narket. Now, it 
says that "such s~ecial obliJSt ions shall be i ssued 
only if the manag1ng trustee determinesthat the ~ur­
chase of other interest-bearing obligations of tne 
Uni ted States or of obligations euaranteed as to 
both principal and interest of the United States on 
original issue at the market price is not in the 
public interest." 

H.U. JR: Say that again. 

l!R. BELL: "Such special obligations - • that is 
the ones you are now issuing to the funds - "shall be 
issued only if the nanaging trustee determines that 
the purchase of other interest-bearing oblif8tions of 
the United States on original issue at the market price 
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is not in the public i nterest." 

H.)J. JR: '1/hat does that mean? 

;.;H. BElL: ','/ell, t Lat means the discretion is 
entirely yours, and that you have determined up to 
this tL~e that the purchase of these securities in 
the market is not in the public interest and that it 
is in t he public interest to keep these funds out of 
the market . !low, at the meetine: of the Board, the 
<]Uestion was raised at this meetinB on December 7, 
1939, as to whether the Secretary of the Treasury, as 
managing trustee, should be required to "'0 into the 
narket and nurchnse securities periodicaY!y for this 
f und, it .,,ill be continually upsettinr; the Govern­
ment securitie s market. From the 7reasury standpoint, 
which is coinci:lental rli th the public interest , it 
11ould seem advisable to continue the policy of in­
vesting in special issues and -o into t he market only 
when the Secrotnr;r determines that it would no t upset 
the :Jover !L'llent secur i t;r market . These factors seem 
clearl;r in the public interest . The Board 7.embers 
a c-reed thnt this nrocedure should be follo~7ed. 

u -

H. :l. JR: '.'/ell, there is no reason in the Tiorld 
why I should~ ' t pick up this fifty million. 

l.li\. BELL: Not at all. I am in favor of it. 

H.M. JR: So e.m I. liow about you? 

j,U( . k'URPJ!Y: :'louli there be an;r record as to the 
time :1hen it was -oicked up? ·:lould it appear of record 
that they hadn ' t been picked up until no11 or would 
those allocations all--

:.:1. BELL : iio , the; are all--

H. ::.. JR : Do it as of the first of January . ·:.hat 
is the iMtter •lith doing it as of the first of 
Januacy? 

!.:R. J,1ffiPJ!Y : I t hink it is all right . I just 
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had a certain qualm that we didn 't pick them up until 
after they had gone down, but in view of the fact -
of course pickin~ them up, as I understand, for this 
allocation merely puts more money in the general fund . 
It doesn't take any off the market . I think I would 
concur . 

H. IJ. JR: 
of January. 
ing over our 
What? 

·::ell, you would do it as of the first 
"Ho11 did you do it ?" ":lell , we were look­
situation and they had funds to invest." 

MR. MORRIS : Yes . I think it is a little bit 
wishful thin!<ing, but nevertheless it does give you an 
argument at some time if you need it . \Vhen you first 
asked me to look into this, I got an opinion from 
Fole:r ' s office as to what "in the public interest• or 
"not in the public interest " meant, and they sa:r that 
it \7orks both \fa;rs and that the public interest is so 
tied up with the Treasur:r that to help make an or derly 
market, it is advisable to buy the funds in the public 
interest. 

H • .M. JR: '''ell, that sounos kind o~ like saying to 
the lawyer, ''I want to do this. Now ~;ive me an opinion 
tacking me up." 

'.~!>. ?.~CP.fll S: Thet is right . 

1m . llURP!IY: It is a ~;ood lew, l ut I don't think 
it is good public psychol ogy. 

H.M. JR: I sn ' t that right'? "1 want to do this . 
r.ive me an opinion . " 

!lH. ~·OIUUS : Yes , "Help me out as much as you can ." 
Put 1 mean r:e have th~tt , if you need it . 

H.1!. JP. : l''ell , I don't think we nill need it. 
It is all richt to have it. I am glad you went i nto 
i t. 1.'/ell , Dan , let's say on that we pick thet up fo r 
old age and then that still leaves you how much of 
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these special twos" How m.any special twos have we 
wi t h Postal and with FDIC? 

MR. PELL: We have got sixty- three million with 
the Postal, and sixty-five million with the Federal 
Deposit Insurance Corporation, and ~e have got six 
and a half million with the Government Life Insurance 
fund, and five million with the Federal Savings and 
Loan Association. 

H.!l.JR: ~/hat is that, a hundred and thirty or 
fort y million? 

MR. BELL: That is a hundred and twenty- eight , 
thirty- four, about a hundred and forty million dollars 
in that particular fund . 

H.!.!. JR: Which all could be used? 

MR. MURPHY: No. 

J,ffi. REJ.L : Yes, they could all be used . 

MR. MURPHY: Well, they physically or mechanically 
all could , but after al l, that would mean that if there 
was any fall -off in Postal Savings, you would have to 
sell securities in the market in order to meet it . It 
seems that there should be some expansion joint le ft 
in the funds . 

MR. BET.L: \'/ell , we could use them. I t hink there 
ought to be a cushion there too a~ a rese1•ve , but we 
could use that hundred and forty million dollars . 

H.JJ.JR: Well, my o1m feeling as of this morning, 
you have got that, and then if you need fifty to a 
hundred or two hundred million dollars, the way I feel 
today, 1 would buy them from the general fund . 

MR. PELL : That means retire them. 

H.U. JR : Yes • 
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MR. MURPHY: Is 
fundamental question 
fiftyf 

it pennissible to raise the more 
of the desirability of going fifty-

H.M.JR: Not today. I want to get through the 
bottom of this list, you see . 

MR. ''URPHY: I don't want to regin the new year 
wrong. 

H.M.JR: No, no, keep raising it . 

rR. MURPHY: We feel --

H.M.JR: Go ahead, you feel what? 

MR. MURPHY: We f eel it is quite inadvisable. 

Mn. BELL: Well, I feel that way, too, but the Sec-
retary, I take it , feels the other way. 

H.M.JR: Well, --

l!R. PELL: I think iie are borrowing money to -­

H.M.JR: Well, I --

MR. BELL: ••.. to retire debt --

H.loi . JR: I haven't got any good scientific argu­
ment to answer you with, but as I have explained to 
Bell, it is a matter of personal relations between 
the Treasury and the Board, and you go - as soon as 
they buy it all, they immediately get dictatorial. 
They have done with i t. As long as we take half of 
it. 

MR. BELL: I think there is a different at titide 
now. 

H.~'.JR: \'!ell , you have seen --
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MR. MURPHY : We jus t haven't got the re sources 
t o go into any biu operation. 

:..~R . '-ElL : I f it zoes to half a billion, we have 
got t o re-examine it, your posi tion. 

H.ll. JR: 
I me an, look , 
people than I 
religion. 

I wouldn' t 1~ait thAt long ( l aught er) . 
nan, you have seen more of these 
hove . You think that they have got 

v.R. PEJ.J.: No , not so much that as t hey will do 
anything you want them to . I think all you have to 
say is that,"l want the Federal to --" 

llR. 1111PHY: Goldenweiser says --

~'R . RF.lL : And they will do it. 

. 
• 

!.~ . MURPHY : i;ol denwe iser says Eccl es i3 suffer ing 
from temporary l apse. ' 

H.\' . JR: ~.'hat does t hat mean '? 

MR. l11RPHY : lie says Eccles has temporaril;r 
lapsed into a hi&h interest rate philosophy, but if 
v.e give him time , he ~. ill come out of it. 

P. . J.'. JR : You dicn't explain what t he lapse was , 
whe t he r it was a lapse of memory or what . 

1ffi. BELL: There is one other quest i on in con­
nection with this f i fty mi l lion . Tf we were to do 
that r i : ht a~ay, we would have to redeem some of those 
special securities in the Federal Ol d A&e Survivors ' 
Organization Fund . 

HX . JR: I can't ~,;et that . 

!'R. f!EI I : ~;e would have to r eileem some of the 
secur i t ies , hecause there isn ' t enough cash. During 
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the month of January we ou~ht 'o get in from the 
Old AJe - for the Old Age rund , about thirty- five to 
fo rty million dollars, and we ou~ht to increase that 
cash, rather than redeemine, but in order to invest 
it all , we would have to redeem some of them. Now, 
v.hat we have t-een doing, and which was approved by the 
Ponrd ~hen it met in December, ' 39, was to re --
is to redeem the three per cent obligations in order 
to make all benefit payments, and invest all funds 
coming in at the two and a half - new rate . You re­
member r:e discussed the question as to ''hether we 
should redeem all of the three percent obligations 
outstanding at that time , and put the~ in the securities 
fo r the new rate . 1!iss "erkins thought that we would 
be criticised , but she thought that we could redeem 
the thr•ees as we go along for current expenditures . 

P. . I.: . JR: I va~;uely rememl-er it . 

UR. l'EIL: Well , that l.s in the recot•d , 

H.Y. . JR: Well , you have been reading the record, 
and you can ' t expect me to remember it . 

MR. PELL: That is right, and I run telling you . 

n . ~' .JR : And I am listenillb · You read it and then 
yoll. say, "Don't you remember I. t?" 

I.'R. !lET L: That l s a figure of speech (laughter) . 

H.M. JR: '~ell , anyway, what is your suggestion? 

1m. BF.lL: I think for this that if ~;e red< em any 
of them, maybe we had better redeem some of the two and 
three eighths . This is really not a current expenditure 
in the terms that it is used. 

H.t: •. JR: Hov. many r.ould roe have to redeem'? 

MR. BELL : We would prol-ably have to redeem tl'lenty 
million, becaus e all the funds won ' t come in by January 
15th. 
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H.M. JR : That is too bad . 

}ffi . tnJRPHY: Is there any r eason, Mr . Bell , why 
this -- do you think it would -- why this whole amount 
of the t wo and a balfs has to ~e allocated? That Ylas 
a bogey, that wa sn ' t a commi tment , was it? 

MR. " ElL: Vlell , I would have to look up . I don 't 
know whether we said in the prPsS stat ement 1t would 
be allocated within thirty days . 

P. . M. JR: Oh, t t hink i t would look very bad to 
do that . You can 't have an overdraft for ten millions 
for old age . 

MR. PElt : No . 

H. ti . JR : \'/ell , look, Dan , when you get dov.n to 
that end, I will l eave it to you three 6entlemen. 

1ffi. PF.J.L: \'/ell , I will tell you Vlhnt we might do. 
\ ' 1e might go to the Unemployment Trust Eund, '~hi ch is 
arout the same character, and we will get some money 
in there in January, and we might inves t that. 

H. I!.JR: \'/ell , havin;; decided r.c want to invest 
it with those funds , bow you do tbat, I will leave that 
with you. 

~lli. RELL : O.K. You are willing to invest anyhow 
t his fifty million in thos e? 

H.'·I.JR: Yes . 

!ffi. A'Ol\RTS: Som~where in t he region. 

!lR. PF:J L: •.•:ell , t hat is all I need . 

H.'1. J R: trow, what else haH you t:;ot':' 

MR. FF.J.L: Y:ell , we have got a lot of financing 
to . do, and I suppo3e it is all t• i ght for us to go 
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ahead and work on various types of financing, and we 
may want to discuss some different types with you 
pretty soon. We have got a big --

R.M.JR: All right. You ask for the time . 

MR. BELL: ••.• problem ahead of us . 

H.M.JR: All right. Do you think that is enough 
for today? 

ltR. BEll.: I think that h enough. Now, I have 
got some things on the Bank of America. 

H.M.JR: No, not on New Year's Day. 

MR. BELL: It has been hanging fire for a little 
whl.le. 

H.M. JR: Let me just see whether Foley is in, 
because I have got a job to do with him. we will have 
more time on the Bank of America. 

MR. BELL: Yes. Well, I have got a couple of those 
same kind of cases that I would like to have you go over. 

R.M.JR: Well, I want to see the Comptroller and 
have him in. 

liR. BELL: He bas given me a memorandum on the two 
types of cases and you may want to approve them all 
&t once, or just one at a time. 
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DRAFT (12-29-41) 

JOI!lT STATEio(ENT OF niE SECRETARY OF THE TREASURY 
AND THE BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEK 

The President's Budget Message, submitted to Congress 
on January , 1942, after discussing the necessit.y for 
additional ~axes, the necessity for allocating and controlling 
all production for defense purposes, and the necessity for 
curtailing production and consumption of many consumer's 
~oods, made t he following statement with r espect to financ­
lng the war program: 

"With adequate funds available for invest-
ment in Government securities and with the effective 
operation of a progr am of allocations and rationing 
we can finance our war effort without danger of 
disruptive inflation and without departing from our 
low interest rate pol icy." 

The Secretary of the Treasury and Board of Governors of 
the Federal Reserve Sfstem pl edge all their ~ower and 
authori ty to carry out the policy thus enunc1at ed by the 
President . 

We should clearly realize that the total amount avail­
able to be borrowed is no greater at a high rate than at a 
low one. It is determined only by our willingness to re­
strict our expenditures for purposes other than the war 
effort . ~••• ie ae aeea tbet our borrowing to finance the 
deficits incurred during this period be conducted at a higb 
rate of interest . 

Our longest bond issue sold in the week prior to the 
attact on Pear l Harbor p~s 2-1/2 per cent . We do not 
intend to pay a hiiher rate for the financing of this war 
except for securities especially designed for small savings, 
like our present Serle~ E Savings Bonds. Furthermore, we 
do n.ot intend to let the present long- term securities out­
standing in the market fall below ~ar . 
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AND TilE :BOARD OJ GOVER!IORS, nDmuL RESERVE SYS'l'l!lrl 

The President'• Budget Weaeage, eubeitted to Congraae on January __ , 

1942, alter d1acueaing tha neceaoi ty f or additional taxea, tha neceaait7 

for allocating and controlling all production for defense purpoaee, and 

the neceeeity for curtailing production and eonaumption or a&D7 eoo-

aumer'e goode, made t he following statement with reapect to financing 

the war program: 

•With adequate !undo a•ailable for i nveotment in 
Go•ernnent eeeuritiea and with the effecti•e operation 
or a progr..,. of alloeatione and rationing we can finance 
our war af!ort withoat danger of d1arupt1n inflation and 
without departing fro• our low intereat rata polier.• 

The Secretary of the Treaaury and Board of Go•ernore or the Jederal 

Reoer•e System pledge all their power and authority to carry out the policr 

thu• enunciated by the Preoident. 

We ebould clearly realiu that the total pount a•ailable to be 

bor~owed is no ~;reater at a high rate than At a low one. It 1e determined 

only b7 our willinj!llall to reatriet our expenditure• for purpoae1 other 

thAn the war effort. !har• '' no na · 1 tb ·* our borrowing to finance the 

defiei ta incurred during thio period be conducted at a high rate of 

interoat. 

Our longest bond ie111e sold in the week prior to the att$Ck on 

Pearl Harbor p&yl 2-l/2 per cent. We do not intend to pay a higher rate 

for the !1Danelng or th11 war except for eeeuritieo eepeeiall7 dedgned 

for omall eavinge, like our present Seri01 I SaYinge :SOnde. !'urther110re, 

we do not intend to lot the preaent long-term teeuritiea outetanding in the 

market fall below par. 
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The etatt in charge ot the atud7 or Federal-State­

local !iacal relatione eubeita herewith a prelia1nar, 

report ooncer ning the epecial proble11e in ita t1eld 

aria1ng during t .be detenee period and because ot the 

datenea progr&~~. The atatt hae not had autticient tiae 

to arrive at final conclueiona reapecting all or the 

intergoTernaental tiecal problema here conaidered. More­

oTer, the rapidl7 ao•ing eTenta aa7 inTalidate certain 

ot the obaerYatione and recoaaendatione. The report ia 

aubaltted nov beoauae or the t1aelinaaa ot aoae ot the 

probleu 1nTolnd. The eubJect will be treated again 

along Vl tb the aore traditional probleaa ot inter­

goTernaental tiecal relatione in the final report. 

January 1, 1942. 

, 
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IRfERGOVERRMERTAL FISCAL RELATIORS 
DURING !HE DEFENSE PERIOD 

Suaaar7 or Findinse 

32 

Tbie report deale with proble•e in intergo•er~ental 
tieoal relatione created b7 the detenee prograa. Ite 
prinoipal !indinge are here eua.arized. 

I. The i,aot or the detenee prosraa on State and 
iooi! lnanou 

1. The tinancee or State and looal go•er~ente, 
and eapeciallJ tboae or State goyernaenta, haYe 1•proYed 
ae a reealt or the national detenee prograa. State tax 
colleot1one t or 19~1 are estimated to be 7 percent abo•• 
thoee tor 194c . Inco•e tax oolleotione roe• 17 percent. 
Praot1oallJ e•er7 re•enue oategorJ ehowed eoae 1noreaee. 

2. Altho~gb weltare loade are deolining, wage and 
aaterial coete are 1noreae1ng and eoae Statee are re­
quired to proTide addi t1onal eenicee . SOae inoreaeee in 
State expendi turu aaJ be expacted b~t are not 7et 
retlected 1n t he State !inano1al etat1et 1oe. 

} . Tha !1eoal e1t~ation ot the local go•er~ente 
aleo appeare to be tapro•ing, b~t three quali!icatione 
•uet be noted : 

(a) The eituation ie epott7 and eome 
citiee haYe been advereelJ arreoted b7 the 
detenee prograa; (b) the local unite haYe 
not ae Jet experienced the r~ll street ( in 
tact ba•e hardl7 begun to experience the 
erreot) ot the derenee taxee upon their 
re•enuee; and (c) t he poeeible ertecte or 
intlat1on and poet-detenee readJuataente on 
local tinance are aattere or coneiderable 
and warranted appreheneion. 
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~. ~ ottoo\ ot tao war .,.. ••• ... -llo trattlo 
..,. luoln a .,,., illpel'h.llt loll ot I'O"fi&UI tna aotor 

nb1011 \Duo (part1nl&r17 .... llao UUI) \o 1\ato u& 

lol&l IO"fii'DDIDto. ~·• tazoo aro \Do o1Ailo aoo\ 
1aportaat oouroo ot I'O"fiDU tor o\atoo aa4 ot ooae14ora-lo 

1aportaaoo tor lol&l p"foi'DMah. Oa tu o\lwr baa4, 

b1ibWD7 ozpo.ait&I'Oo -7 1\a\oo ... to a leooor oztoat 
tb81r oab41"f111oao, (oxoopt Wbero ouob ozpoll41tvo 1o tor 

11n1o1ac 4obt), oaa bo aD4 \o eoao .. .,. .. not M our\a11o4. 

Stat•• 4l•ort1ac •otor taxoo to JO••ral s•••raaeatal oz. 
peD41turoe o&DDot thuo oooapo the 1apaot. 

5· S\ate &Jill looal 1Atei'Oit-'IHiar1aa 4obt 11 ooUuto& 

to ban 4eo11ao4 1}1 D1111oa 4ur1ac t1o0&1 roar 1~1. Ia 

tho aoar futuro tu •olue ot State aa4 looal borrow1aa 887 

bo oxpeoto4 to 4oo11ao aoro rap1417 ao 1apro•o4 taz oolleo­

t1oao ro4uoo the aeo4 tor ohort-tora borrowla&, ae ro4eral 

loaae aa4 araato are oappl1e4 to 4ot•••• aroao tor publ1o 

iapron•e•te aD4 a• labor 11!14 uter1al ohortagu aD4 pr1oo 

1aoroa111 roe•U 1D tho pootpoaoaoat ot oap1tal oxpell41-

turoo. 

II. 

1. !ho srowta ot 1a4uotr1al, a111tarr aD4 a&"fal 

aot1•1tr 1ao14oat to thl 4etoaeo pro.,. .. 11 aak!DI it 
D00011ar7 for 10 .. looal IO"fii'DDIBtl 1D tho UfiDIO 
aroao to pro"f14o &4414 pub11o work• tao111t1eo aD4 to 

aoet a44o4 oooto ot operat1oa aa4 utatoD&Doo. tho 
ronltut t1auo1al problo•• aan booa oopoo1all7 41tt1-

oult 1a \he ooaaua1t1oo whioh ha•• booa aowlr-creato4 ae 

the rooult ot tho 4otoneo prosraa. 

2. ~ so•ernaontal llr"fiooe roq1l1r14 ae a I'Ooult 

ot tho 4otenoe pro&raa aro lars•l7 thooo wh1oh tra41-

t1oa&ll7 ban -••• looa117 t1a&~~oo4. Bonnr, looa1 
&o•oraaonto aro troquontl7 aaablo to •••t thoeo teton•• 

oroato4 neo4e pro•ptlJ beoauoe their t1aano1a1 roeouroee 

are l1a1to4. State &O"feraaonte 1D turD are or little 

aeo1otaaoo booaaeo UDJ of the tuaot1oae 1a•ol•o4 aro 
tra41t1oaal1J oono14oro4 to bo outo14o tho opboro of 

State aot1"f1tr. Xoroo"for, State a14o to looal 11111to are 

both 1Dtlox1blo an4 elow to retloot oa44oa ohupe 111 
looal roqu1ro .. nte. 
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h 'll• J'odoral Clo'llr.oat lMtoauo llll onoaol'lo 
la,or•'-'• alcra,loao ot popala,loa &at , .. ooaooatra­
Uoa ot 4otoaoo ad1'11'7 la -• araao lo llll raoalt ot 
J'o4oral 4oo1o1oao aa4 boeauoo ~ &Ya1lab111t7 ot 
a4oqaa'• looal publlo tao111,1oo aa4 oorY1ooo 1o ooooa­
'1&1 '' lllo ottoo'1•• proooou,1oa ot till war, Coacrooo 
hao reooca1so4 a lara• .. aouro ot J'o4oral roopoao1b111'7 
b7 appropr1a,1na tl50 a1111oa to bo appor,1ono4 aaon1 
looal •n1to '• •••' tllooo aoo4e, 

4. J'roa prooont 1D41oat1on turthor J'o4oral appro­
pr1a,1one w1ll bo roqu1red tor tbie purpoeo. !bo pro­
olio aaoun' roq"llirod oaa ••' now be oo's.-'od• 

III. J'odoral paraonte 1n 11ou ot looal taxoo oa 
filorilir-oYDil proporl!oe 

1. J'o4oral peraonh 1n lieu ot '•zoe on J'o4oral 
· proport1oo looatod w1tb1a , .. boun4ar1oo ot looal IOYora­

aon'• proooato ono ot thO aoro d1tt1o•l' and looo oat1o­
taotor117 llan4lo4 probloao 1n 1ator1o•oraaontal t1ooal 
rola,lone. !llo probloa 11 no' aow. U;, bowoYor, llao boon 
•11raYatod b7 'ho dotoneo prograa aa4 ,., aoq•1o1t1ono ot 
larao 'rao'• ot laD4 tor rooorYat1one, oanto ... •'•· a1r­
t1oldo, arooaalo, aaaualt1oa dopoto, aa4 o'ber 4otoaoo 
tao111t1oo. In o441t1oa lb.o Rooonetruot1oa J'1nanoo Corpo­
rat1oa llao aoqa1rod 4otonoo plante ao4 otlllr J'o4eral 
aaoao1oo ba•o doYolopod oztoae1•o 4otoaoo houe1ac proJooto. 

2. Aoqu1o1,1one ot proport1oe b7 tho J'odoral Qoyora­
•••' attoot looal t1nanooe booaueo thor 4oploto tho looal 
taz baeo and booaueo 1n ..., 1netanooe J'o4oral proper,loe 
aako 1t nooooearr tor looal IOYoraaoate to oxpaa4 l•••rn­
aoatal eor.1ooo. Oa the otllor b&Dd, la , ... eaooo, the 
looaUoa ot J'o4oral proportr bao prebabl7 a4Ao4 1D4lrootl7 
to the taz baeo aore tllaa oaoap to ooapoa••'• tor till 
a441t1oaal OOr'I100I lD'IOl'I04, 

3· ftlo J'odoral 6onr ... at llae a4opto4 the praotloo 
ot a&klq ,_,.onh 1a Uo• ot tun to looal ulte. Bow­
•••r• the praot1co hal booa opportua1et1o aD4 ,.,,,,,._ 
at1ao4, !ao arrancoaonto haYO Yar1od wltll d1ttoreat 
J'odoral proJoote. 
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~. Looal d1eeatietact1on with pa7aente 1n lieu or 
taxee wae alread7 in evidence in the pre- defense period. 
It has been enhanced b7 r ecent developaente . Local unite 
aaintain that Federal p&Jaenta are ineutticient to com­
pensate tor the coat or locallJ provided eervicee and 
necessitate large 1noreaeee in local taxee. !he reeult-
1ng irritation in Federal-local tiecal relatione encour­
age• reeietance to the Go•ernment'e ettorte to iapro•• 
t he tax &Jet••· 

5· Tboee opposing the dieaontinuance or the iseue 
ot tax- exempt eecurities have made a maJor point or the 
quantity or tax-exempt Federal property. TheJ maintain 
that the coat or local !unctions and debt service ie 
inoreased at the eaae tiae that Federal propert7 pur­
chaeta reduce the local tax base. 

6. !hie aatter is nov under etudJ b7 the Federal 
Real Estate Board and other agenoiee. Until the findings 
ot these etudiee are a•a1lable ( in the near tuture ) and 
in the abeence or aore research, a detinite recoamen4ation 
on 'the subject would be preaature. However, a eolution 
along the following linea merita consideration: 

(a) Where services are eold by govern­
mental agencies to private 1ndividuala, as 
in the T. V. A. and housing projects, the 
commercial eleaent or the propertJ involved 
could be valued b7 the Federal Government 
through a capitalization or the rental or 
other income. !he Federal Government could 
then paJ local taxea on such a •aluation 
correeponding to the taxee that would be paid 
it the property were privately owned; and 
(b) where propert7 held by the Jederal Government 
doee not result in the sale or eervioes to pri­
vate 1ndi•iduale , the Federal Government might 
be charged only tor the ooet or those local 
eervicee wnich benefit propert7 ae distinct 
trom those which benefit persona. Such pr o­
cedure would reimburse local unite tor the 
coat or tire protection, tor inatance, but 
not tor the cost or health, education, or 
welfare eer•icee. 
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JY o !tau u& 1Hf1 "pUp ~ lr'* 
lo 1M ... Vft'lftl lnelTe& la Gl ,..,..,., et 

.... ,_., ....... , ............... ~Ml Ml•• ... 
••• 'ue• 11u haa .,... .. ._. )J a. tara ... JW•pr • 
D11• a. ••V.••••r ,... .. ,., tM &ata ... ,. a =• 
U wu 'Ilea at n11Uft1J 111- .-atltaUft '•ll't'Nio 

!o 1M .. Ue& ftataa ........ lsut n•atlJ IIIU 
"-' la \be ahaaaa at Oeall'l••l..-1 Aaal&l'atlaa ·ta 
till •••'NI'f, till ,....uaae et ••t-plu-tla&-taa •a­
tl'aatare aaaaaet a1 te.ai'IIF .. t IIDtl'&ate &1'1 ~l••' 
h I"•'• &Ill leeal lalaa tuea. ftl •"•• Will po'lllolr 
M tlaa nbJaat at C.DINIIlaaal H&elAanUaa 1a till 
..... tat ..... 

:5· llnl'al taiUI'I ...... , ,. Aaall'a'lllllltJ et 
pa~tUq tbl Ita, .. to tu bell ,........... Ita, .. 
&1'1 aaU Ue& u ''" IOQIDaaUaa tal' Hn1•• l'lllllal'e& 
,. &etalll 1a&al~1••· ra&eral HDIIIt ... ,.,. tua,1aa 
at &ataaaa ... , .... ,, 1a a a......-tlnlf Aalln'lllla toN at 
rau•al al& to ltatae. .. ......... a llhral re&al'al pal117 
la tll11 l'lapaa' 1faalA dnaa'ba till lan....a1t' 1 0111 
&fl11at tbl 11at1a .. a 11 .... 01 ot 'u-aza.,, eae ... 1t1ae • 

• 
f. raa.rat allll ltda ua at tbl - tu 'llaea 11 uu 

tfftl' 

1. ftl 1ae& at t1aaae1aa 'u ..,. ua 1'&111& tM 
qa11t1a1 ~bel' I'•'•• ~all ba altataa'a& traa .... 
uuuea et laHMI, 1a ar&ar to laan 'u raural 
.......... t • tnal' Ullll 1a ~. tlal&. ra&enl-8tatl 
11oa• ~ bplleaUaa 11 ea14 ta bp1n 'u ra&al'al 
loTa ...... t at 'bl aoet lttaa,1Ta ua at aa t.pertaat 
111traa11t at pa'llllle po11a7• fbi t1aaa11q ot 'be wu, 
u 11 1&1&, Will nqaln a ..nna tl11al attart, 
1aola41ac tbl tallaet paaal'lllla azplaltatlal at tbl 
ra&aral 1a-• tax 'lllat till anataaH at ltata 1111aa 
tuea wttla wt&alr •&l'ftaa "''' lahrtal'la wtb ~· 
a'IIIJaaUTa. 

2. fbi ,... .. 1, ~111aa ftlall pant,. 1 ..... ,u .. 
pal& ta ttataa ta M uta& la .. .,.uaa aat ~· til' 
ra&anl 'u ,...,. ... allll tba aai'Napalllllq ,....u.. 11 
"" ..._ twe-tlall'lla at tbl laoaaa tu Ita, .. ftlall allawa 
ra& ... al \u paJJMDta to ba &a4uta& 1a aaapatlq aat lDHal 
tal' ltata tax parpaaaa, azallllla tu paaa1'111111t7 at tbl 
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coabined Federal and State tax ratea be coainc contiecatory. 
Theae practice• haYe the further eff ect of reducing eub­
etantiallJ the differential• 1n bur4ene aaong taxpayer • 
11Ting 1n diff erent Statee. For exaaple, if both goYern­
aents allow the deduction of taxee pa1d the otner, the 
coabi ned load of an etghtJ percent Federal and a fi fteen 
percent Stat e rate i e only 110.7 percent ((/ . 3 percent ot 
Federal a.nd 3 .~ percent Stat e ) . EYen in the abeence or 
State pr oTisi one for the deduct1b111tJ or Federal tax pay­
ments, the existing Federal provieion allowing the deducti­
bili ty or State taxee eubstantially reduces t he Yariation 
in income t axee pa1d by taxpayer• in i ncome tax Statee and 
1n non-income tax Statet. While at the lower leYele of 
i ncome the eff ect or deduot1b1lity ie not ao oonsp1cuoue, 
the same general relat1onsh1pe apply. At the 15000 income 
l evel, t he d1fferent1al in total income taxee bet ween a 
New Yor k and non-income tax State taxpayer ie 1 .1 percent 
ot net i ncome and 14. 7 percent or the total tax or the 
latter t axpaJer . 

Because or tne deduct i bi l ity feature or Federal and 
State income tax laws , the Federal GoYernment can and 
should reel tree to or4er its war-time i ncome tax echedulee 
without much regard to t he present State leTies or poesible 
ohange e in the latter. 

3· The deductibility provieion in the Federal law not 
only protects the taxp&Jer but aleo gives a subetantial 
adTantage to income tax State• i n that the Federal GoTern­
aent oollecte eubstantiall J less from the taxpayers of euch 
States than from those with equal inoomee (before taxee) 
1n other States. The advisability or this •eubsid71 aay 
be questioned but the deduotibi lit7 feature appliee equally 
to nearly all t ax•• and may be eupported in addition on t he 
gr ound that it encourage• the Stat es to maintain a pr ogre seive 
element i n their tax systems . 

4 . Since the adequacy or State reTenues and a measure 
or State financial i ndependence i e a concern ot the Federal 
Government , it would be undesirable at leaet now tor the 
Federal Government to pursue a course which would reeult 
in t .he abandonaent or 1ncome taxation by the Statu. The 
requirements now in eTidence do not appear to warrant euch 
drae t io curtailment or State financial independence. More­
OYer , the Statee can be expected to take eoae a ccount ot 
the Federal Government'• reTenue requ1remente tor the 
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pro••o•tioa et -.r aa4 not pre•• thlir iaooee tax prosraa­
tarthlr ~ ablol•t•lT ae••••ArT· la tbl iatere1t ot aax­
iaaa Fe4eral re•eaue1, 8'-te 4e4•otibilitT for F14eral 
taxel a1pt bo eaoovagl4. fe bo ear~, 4nelos-oatl aot 
now tore1eea aaT aeoe11itate aa alteration in ~•• tea-.­
ti•• oonolulion•. 

Yl. Other deten••-oreate4 iaterso•eraaeatal fi•oal 
problea• 

1. The taall: of t1naaoiag t.tae war woa14 bo facili­
tated bT a aore aoti•• Federal-State cooperation in tax 
adain1atratioa. Statee alreadT aake exten•i•e ••• of 
Federal faoilitiel. Bow••er, thua tar, oorroapon4ing 
1ederal Ull of State facilities hal been necligible, 
Sinoe •o•• Statee, &I a reeult of the etteoti•e integra­
tion or di•er•e looal indu•trial and go•eraaental intoraa­
tional 1ouroe1, are now euooee1f~l7 collecting inooao 
taxee troa the low inooae group•, th•T rao11itate tne 
Treae11r7 1 1 ettorh in the eaae field, 'f'he 'f'rea.RJ')' 1hoald 
atteapt to tap the etore1 or intoraation aD4 experience 
now a•ailable in thl Stat••· 

The oooperat1on or the Statea would aleo be helptul 
in the ada1n1etration of the newl7 iapoeed autoaobile 
u1e tax. Thl new autoaobile u1e tax 1eeaed to turDilh 
the ideal opportun1 t7 tor 1ederal-State oollaborat1oa iD 
adain1etration. Bowe•er, the •er7 iapreeliTe d1tt1ou1t1ea 
encountered bT the Bureau or Iaternal Be•enue Wben euoh 
prograa wae oonteaplated eene prino1pall7 to deaoaetrate 
the tact that 1uch collaboration oaanot be 1apro•ieed 
euooee1fllll7 and would require long plaaa.iag aD4 careful 
arra.ngeaentl ae to detail. Xore etudT 11 being ginn to 
th11 aa a tJpe oaee or po11ible Federal-State adaiailtra­
ti•e oollaboratioa. But 1inoe the tax il h1ghl7 inequit­
able, Iince it Will be oo1tl7 to ada1ni1ter, aD4 1inoe 1t 
aggra•ate• re4eral-State fieoal relation•, it weald be 
preferable 1t th1e tax were repealed, 

2, Aa a re1ut or iapro••d eoonoaio aad ti•oal 
condition•, •oae State and local go•ernaent• are aooaa•­
lating 1urplu1 re•enu••· The di1po1itlon of tne1e lurplu••• 
hal an iaportaat bearing on the Go•ernaent'• eftorte to 
pre•eat aa intlatioD&rT pr1oe ri••· The•• effort• would 
be taoil1tated it State and looal go•ernaent• oon•erte4 
their eurpluae• into re1ene1 an4 aore partioalarl7 it 
theT u1ed the•• re1ene1 to puroha1e Uaited Stat•• Pet•••• 
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ha&o. De a. .... lo,..at ot a ua-aepUalllo 'DeliA .. liJoot 
to roa4J 11.-lkUoa aliA othoii'Wln a&apto& u 1;M uo&o 
ot 11oa1oe aliA 1 .. a1 rooono tu4o "-.14 otlal.aw tM uo 
ot o.U tu4o aat tu1r 18\'ooaou la ,.._nl. n..nu ... 
!lM uo ot ovpluoo to ro4••• la4ollto&a .. o "-.14 al.H 
bo ulpr.l. Co•••roolJ, lt l~ro••• ltato ... looal. 
tlaanolal. ooa41tloao rooal.to4 oltur la tax ro4•otloao or 
oxpoiiCllt.re 1aoroaooo, tu ro&oral. Go•oraaoat•o aau­
latlaUoa proiJ'U woal.& 'De )1•""1aappo4. 11oate pn.-ato 
oaa tao11Uah tU war ottort al.H b7 oxtoll41ac tlaaao1al. 
aoo1otaaoo to tho &otoaoo-attooto& o1tloo1 Wbioa are ro­
qu1ro4 to pro•14o ooooatlal ao•oraaoata1 oonlooo to 4otoaoo 
1a4•otr1oo aa4 their workoro. 

}. !Jie Go.,..1'111Hat' • ottort to pronat latlaUoa 11 
ot •ltal iaportaaoo to atato aa4 1ooal. ......... ,.. &xpor-
1oaoo 4ur1al tho 1aot war ladloatod that aa lat1at1oa oaa 
oorlouolJ 41oturb tho oqu111br1 .. ot Btato aa4 1ooa1 tlaaaoo~. 
!o4&7 thooo ao•oraaoato ha•• •••• aoro to toar troa latla­
Uoa thaa thoJ hA4 la 1'17. !!Mlr tax rooovooo are aoro 
tal.1J uU11~o4 aa4 thOJ ha•o lo .. ooopo tor tax 1aoroaooo, 
oopoo1allJ 1a tho t1ol 4 ot property taxat1oa. A ••••ro 
1at1at1oa at tbo proooat tlao allht roa4or lt oxtroaoly 
dltt1oal.t to ouota1a atato and looal. so•oraaoatal oon1ooo. 

11-. 1fh11o ooao pla.ania& ot pod-war polio wort. aa4 

ooao ottort to bull4 a 1publ1o worto ro .. no• are al.roa47 
1a prooooo, a farther 1a•ootaoat 1a thooo d1root1oao 1o 
aoodod. It 1o partloal.arly 1aportaat to ha•o tho 4ota11o 
ot tho poet-war pull11o worko prosraa oo ooap1otolJ worko4 
o•t that ito oxooutloa oaa bo laaaohod, oa a 1ar1o ooal.o, 
at UJ Uao oa abort aouoo. Lo&1olat1oa aow botoro 0.811'0 .. 
woal.d ooatrlbuto to thio obJoot1••· 
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I. Iapact of the Defense Program 
on State and Local Finances 

40 

It was expected that the first impact of the defense 

program on State and local finances would be favorable , 

This was reported to have been the case in Canada and 

eeeaed a logical result of heavy Federal defense spending, 

On balance and on the average, especiall1 in the case or 

State governments, this expectation has been reali~ed, 

A, State governments 

Tax collections in the ~g States for the fiscal year 

19~1 are estimated to be 7 percent higher than for 19~·!/ 

These i n turn were 7 percent above 1939. Total tax collec­

tions in 19~1 amounted t o $~.~51 million, compared with 

$~,171 mi llion tor 19~0 . Exclusive of unemployment compen­

sation taxes, the corresponding totals were $3,570 million 

and $3 , 327 million. 

Some increases were registered in virtually ever1 

revenue category. The greatest relative i ncrease occurred 

in income taxes, which rose 17 percent, composed in turn 

ot a 27 percent rise in corporation and an ll percent rise 

in individual levies , Total i ncome tax collections rose 

from $358 million i n 19~0 to $~20 million in 19~1, an all-

t ime high. In bot h years , taxes on i ndividuals represented 

approxi mately three-fifths of total i ncome tax colleotione . 

~. 5. Bureau of the Census, • state tax collections, 1941•, 
- October 6, 19~1, p . 9· 
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The other tax aouroes registered varying increaeee. 

Severance taxes, including levies on lumber, oil and 

mineral products, roae 13 percent; general sales taxes , 

13 percent; gasoline taxes and liquor taxes, each 

8 percent; and tobacco taxes, 6 percent . Motor vehicle 

license receipts rose 7 percent; and unemployment oompen­

sstion taxes 4 percent; and inheritance taxee 3 percent. 

Miscellaneous sales taxes, business licenses , and other 

license receipte rose only slightly . 
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!able 1. &ettaate4 State !ax Colleot1one, 1940 and 1941 
(A.oUDte in a1llione) 

do!leoUon• !JP• or tax 
l 1941 I 19110 I J dbinp 

General &D4 eelecti•• 
property tax .. • 2~ • 263 - 3 • 

8eYir&DCI taxi I 59 52 +13 
8&1•• taxea: 

GeDeral aal .. 552 m +13 
G&eol1ne aal .. 910 + II 
.Uooholic beYeragea 215 + II 
Tobacco pro4uota 10~ u • 6 
All other aal .. lli +14 

'fotal t1Z2o 1a5JI:Z a 
Motor Y8h1cle liceneee 416 m • 7 
'faxea on epecitio buein••••• 452 • 2 
Ret inco•• taxee: 

On corporation• 
On 1ndiYiduala 

157 
208 

123 +27 
1811 +11 

Undietributable ~ 
46 m Total :::m 

Inher1t&DCI, eatate, and 
g1tt tu: .. 122 118 + 3 

Poll, hunting and t1eh1ng, 

8~ -12 dooUIIantar:r and 1111ecellaneou• 51 
UneaploJ&ent coapenaation !I 11111 . ~ 
Total oolleotiona: 

Including uneaplorsent 
4,451 4,171 coapenaation taxea + 7 

&xolud1n.g uneaploJ&ent 
ooapenaation taxee },570 3.327 + 7 

!/ Contribution• to State clearing aocounta, obtained 
troa the Social Seourit:r Board. 
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Detailed tax collection data are available r or 

31 States. These i ndica te annual increase• in two 

St ates as nigh as 1~ percent. Eleven out or the 31 

States whose f iacal years ended on June 30 , 19~1, 

reported i ncreases or 10 percent or aore in their 

collections . The States with conspi cuous increase• 

appear t o be scattered throughout t he country. 

Table 2. Percentage Change in t he Tax Collection• 
or 31 States , Between Fiscal Year 1940 

and Fiscal Year 1941 

Le ss than 6~ 6 - 12~ Over 1~ 

Delawar e I daho 6.1 Oregon 13. 0 -0 . 7 
New Ha111pshire 0 . 7 New Jersey 6. 2 South Caroli na lj. 2 
Olr.laholl!a 1.6 Vermont 6. 5 Geor gia 1 · a 
Iowa 2. 7 Tennessee 6 . 7 Kentucky 1a· 
Minnesota 2. 9 Miuissippi 7.1 North Dakota 1 . 5 
Indiana 3. 0 Utah 7. 3 North Carolina 15. 4 
Connecti cut 3· 5 Montana 9 .0 Virginia 17. g 

Nevada ~ ·9 Washington 9·1 Mi chigan 1~ .1 

I llinots .o Wisconsin 9.8 
Kansas 4 . 1 Cal1tornia 11 .4 
New Yor k 4 . 6 
New Mexico 5.4 
Colorado 5 · 9 

13 States 10 States g States 

Information on State expenditures 1e lese complete . 

At all events, such data would not be indicative or the 

errects or t he defenee program on State rtnances, because 
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requirements tor additi onal services, reduced welfare 

loads, rising wage and material coat s, and other defense 

created fac t ors would not have exerted tneir full 

ef f ects by June 30, 19~1 . 

New York has a $7 million surplus and Ill inois 

re9orted a surplus or $6 million in June, with the balance 

rising t o $23 million by September 19~1 . Some reduction 

or tues and i ndebtedness is re9orted. 

B, Local government s 

The available data on local revenues and expenditures 

are i nconclusive regarding tne effect of the defense 

9rogr am on local f i nances . Distorti ons in e~end1tures 

of communities located 1n defense areas are known t o be 

currently developing but are not yet adequately reflected 

in the f i nancial s t stieti cs , Some cities, part i cularly 

in non-def ense areas ere reducing t ax r~tes; others are 

accelerat i ng debt reduction. Recei pts and expenditures 

i n 19~1 were rela tively stable. Property t ax revenues 

are not sensitive t o chPnges i n economic activity and the 

general decline in assessed values is only beginni ng to 

reverse i tself , The tax delinquency situation continues 

to i mprove. Defaults, never relatively large , a r e becoming 

even l ess frequent. Smell i ncr eases i n local receipts of 
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abared State taxea vera noted but grante-in-aid did not 

increase materially aa compared with 1940. Utility and 

other re1'enues showed inoreasee in aoet oases . 

Looal expenditures tor oapital outlays on public 

worke are beginning to decline as a reeult of detenee 

priorities and the movement to coneerve materiale. 

Welfare expenditures, particularly tor relief and W.P.A. , 

a.re also being reduced. In this caee, the picture ia 

apotty and eomevhat disappointing because large number• 

or the unemployed are unfi tted by age, training, physique, 

or location to participate (at least directly) in the 

defense program. Some categoriea of expenditures , parti e-

ularly in citi es, are shoving a general increase, as a 

result ot defense requirements, euch as an extenai on of 

tire and police service to proteot property against aabotage . 

Outlays tor vocational education have increased i n many 

areaa. •or the 900 cities with vocational , trade, or 

industrial echoole, 300 now have their school systems 

operating on a 24-hour baaie with the objective ot training 

the 2 million defense worker& requested by OPK1 • !/Some 

adverse effects from the i ncrease in wages and pri ces have 

already teen felt . 

On the wbole tbe defense-area increases in expenditures 

will be more apparent in 1942 operations, as tacil1t 1es and 

!/ Xlbert Lepaweky, 1 Iapact of National Defense on State 
and Local Finances•. 
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services expand to care r or large populati on i nfluxes , 

In these areas, property t ax revenues wi ll be adJusted 

elo..,ly to r ising expanditu.res because or the lag i n 

placi ng new values on tax rolls, the lag i n assessed 

values behind economi c activity and the existence or 

tax limitation and t ax exemption problems , 

Although the f i scal trend i n local areas i s generally 

one of improvement, three qusl1f1cetione must be noted: 

1, The situation 1s epotty end some cities 

have been &Aversely aff ected by the defense 

program; 

2. The local units have no t as yet experienced 

the full effect ( i n fact have hardly begun to exper­

i ence the effect) of the defense taxes upon their 

revenues; 

3. The possible eff ects or inflation and post­

defense r eadJustments o~ local finance are matters 

of considerable and warranted apprehensi on , 

With respect to the i mpact of the defense progra.m 

on governmental costs , c i ties appear to fall i nto three 

broad categories: ( a ) eo-called defense-aff ected cities 

or boom towne; (b) cittes struck by priorities unemploy­

ment; and (c ) cities in neither or the above classes , 

• 

Regraded Unclassified



47 
- a -

!be &lfoaoo-attoo'e4 oitioo are ooatronto4 with tho 

,re)l ... ot tranoi,ional roa4Juataont. !be 4oranao pro-

poaa 1o oaUaato4 'o ha'fo oauao4 tho aipoaUon or at loaat 

750,000 porooao (bf Juo JO, 1942), Na1llt1q 1B ra41oal 

ohaasoa ia tho population or aoao ooaaanitioa. !be CitJ of 

....,or4, T1J'I1D1a, tor o:uaple, beoa11oo or tho looaUon or two 

aow or4D&Doo worko 5 aDl 7 a1lea d1atant, ia oatiaatod to 

•oaJor• an inoroaao 1n population troa 6,898 in 1940 to lJ,OOO -• 
1a 1942. Cbarloatown, Indiana, 15 a1loa north or Louia•illo, 

with 936 po-.Pl• 1 eu44onlJ to11D4 itaolf tho a1to or a powder 

.... llq loa41q plant to ooat t25 aillion, but which aa a 

Nl'&l.t of tho a44of. Axla •1ctoriu aDd our on •kfrookotllll 

4otonao procraa, wa1 boosted to a tt5 aillion proJect before 

ito oo8pletion, tvontJ-aix thouaand oonetruction workera 

b&•• ao•ot. into tao reneral area ot Charloatown booi4e a &cod 

Ol'OW of M"'&•ro, oono1lltanto and plannero, 1!/ C1t1oo ouch 

ao tho .. &1'0 faoilll probloaa or rapid oxpano1on in aanioipal 

011tlaro tor o4•oat1on, aan1tation, recreation aDd other 

!be probloao or pr1or1t1oo-unoaplo,aont oit1•• al'O 

Mro Noant. !be plight of theeo oi tlu ariaoo aaiDlJ troa 

iaa)illtJ to aoo.ro aator1alo aad, to a leooer decree toolo 

aa4 lk111e4 la)or, with which to aanutaoturo durable good• 

!7 libir\ tipawokj, *I8paot of Rational bitenoo on State 
aDd Looal riaancoa•, addreoo beroro National Tax 
CoatoNnoo, 1~1 aDd aonograph oubai tte4 to the TreaaurJ, 
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not useful for national defense. For example, one Ohio 

city with a peak faotory employment of 13,123 in July, 

19~1 and a population or 37,000, anticipated 1n Ootober 

a displacement or 1,360 workers in 60 days and 2,452 by 

early 19~2. Factory eaployment had r1aen rroa 9,582 in 

July 194o, and relief cases had fallen troll 511 in July, 

19~ to 268 in July 19~1. The displacement might tempor­

arily rise to ~,600 as a result of a shortage or raw 

materials and orders to curtail output . The production 

effected vas consuaere ' electrical appliances , t1rea and 

rubber goods, stoves, plumbing supplies and other metal 

products. A substantial number or other communities 

raced similar prospects . In these oases , as distinguished 

from the defenee-arrected cities, no provision bas been 

made for Federal financial assistance . However, errorte 

are being made to facilitate a transition which will adapt 

these resources to defense production. 

Many local government areas , including some urban 

oenters , tall in neither or the above classes . Thei r 

industries have not been affected directly by the defense 

program. They are reaping the benefits or a general im­

provement in econoaic conditione. 
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.. bekaUal 1"14••U••• la 1\ate u& leeal •t•• Yealele 

tu11 are tu ••t Ulpoi'W.Ilt aa4 w.!Mat tlal'lat te ltate 

&114 leeal nna1111 poowlq ••• et tlW wu. Ialiie tM 

•11PP17 "•'" rer r11'bblr u.p.ne are n11tul1a.& ... 

e1l'bet1'-t•• are q1l1okl7 4e•elepe4, lt 11 alMet •••tal& 
that o1Y111aa ••• or autoao'bllee will aeoeeeu117 'be 

net1'1o"4• AI thle eUuaUoa ooatlaMe, Ull etr11t 11&7 

'be ezpeo"4 to 'btu 4•- aore aa4 aore •• e1•111aa ~~~ 

t1oa ot aa•ollae. !hen 11 alee a n .... peee1'b111tJ that 

~aonaee4 wu aee4e tor petrole .. either 'bJ 01ll'tllY11 

or 'b7 o.r All1ee a&J aeoeeeitate n4uot1oa la o1Y111aa 

ooae.apt1oa or ca•ollae, ualeee nriaerr oapaoitJ oaa 

'be eal&l'l'l.• J. noeat report 11141oa"• that nrlael'lee 

an operat1a1 oloee to ~ pereeat er oapaeltJo !I 
r.rthlraen, traaeportat1oa &Dl 1.1etr1'b•t1oa 41tr1ealt1ee 

a&J ae11el1 tate raUeDlq et e1Y111aa .. u-.uoa 1a areu 

when, tor Yar1••• reaeoae, gaeollae 111PP11•• are 11a1tel.. 

llaallJ, la a leftl wu pr1ol'1t1ee •• autoaobll•• thlaNlYee 

II&J .. , o1•111aa ooaegaptloa ot &a1111ae oa kiJbW&J•• 

• 
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There are aleo aoae poea1b111t1ee ot reduction 1n 

aotor •eb1ole 11oenee tax re•enue. In eoae ltatee, aon­

uee ot autoaob1lee on b1ghwara peralta ownera to ooaplettl7 

a•o14 pa.,.ent ot tlle 11oenae tee. llan7 ltate 11oenee lave 

proYide tor teea graduated downward With 1noreae1ng age 

ot the autoaobile. Oklaboaa'• 11oenee tax 11 ot tAla 

nature. Moreo•er, 1n a&nJ Statee, autoaob1lee are aubJeot 

to Stde or local property taxaUon, or both. 1'be11 tax11 

are baee4 on value ot the autoaobile and •••ere oute 1n 

new autoacbile production Will tend to cut tb1e tax baee, 

the aaount depending on the •••erity ot reetr1ct1on in 

production, and the length ot t1ae ot euch reetriotion. 

In 1940, tor all States combined, the two most important 

motor taxee pro•1ded oYer 1-1/4 billion dollar• or re•enue, 

or 39 percent or State tax oollectione. Gasoline taxes 

aaounted to oYer one-fourth (26 percent) and actor •eh1ole 

licenee teea to one-eighth ot State taxee. These tigurea 

conceal e1gn1t1cant Yar1at1one in importance or theae 

re•enues 1n particular States. In Maaaaohuaetts, these two 

eouroee account ed tor one-fourth (2~ percent) or State taxea 

ae contrasted to two-th1rde (6( percent) 1n rlor1da. In 

one-tourth or the Statee, theea taxee aaounted to o•er 

50 percent or State taxsa. (Sea Chart I~. I n Nebraska 

and Florida, gasoline taxes alone accounted tor o•er one-halt 
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of S11ata taxaa. la law Yerk, bon•ar, 1t aooo1111h4 tor 

oal7 ona-au11h ( 16 peraant). !Mra waa naa .. ra •ar1a-

111oa 1n ~ tlaoal 1.,or11anoa ot ao11or 11oaaaa t••• w111h 

•1ee1111ppl o~talalac aal7 1 paroaat tro• 11hl1 oowroa aa 

ooapara4 w1tk 26 paroaat 1n Yar-.a11. Oar aooBaaJ aa4 tlaaal 

•1•••• b&Ye ~·• .. ara4 to the a•11oao~1la aor• 1lhan a&nJ 

b&•• real1u4. 

State• can part1all7 otteat re4•ot1one 1n aotor taz 

711141 b7 re4•ot1oa and poatponaaaat et h1sbWaJ ooaetroo­

t1oa &D4 ~7 o•11• 1a aaiataaaaoo ·~•D41t.rea oa 1lha preaea11 

road plant. With reaar4 to the t1ret, ltataa are alrta47 

taca4 wUh pr1orU7 probl••• reaul.Uq tre• the war. law 

h11hWa7 aater1ale oan be obta1ne4 onl7 When project• are 

oona1dere4 eaaaat1al to the war effort. With regard to 

the aecond, leu aotor traYel on h1ah•a71 will peral t •­

eoono•1•• 1n aa1atenanca. 

But not all 11ha atteoh of 4aol1ning rannue• troa 

actor tax .. oan ~ otteet eo aae117. U.Oet three tourthe 

of the State• h&YI pledged actor tax•• tor ee:r'1'1C1DI 1n4abt­

a4neee - aoetl7 State and looal h1Jbwa7 bonde. Oae extreae 

111111trat1on il the oaea of A:rk&neaa Which 1n 1940 •••4 

two-th1rde (bS pereant) ot ite saeol1ne taxa• to ee:r'\'101 

bonded indabte4D•••· 111 11 aleo wall to raoall that 1a 

19~ the Stat•• 41etr1bllte4 t202,956,ooo 1D saeol1aa tax•• 

and tll8,115,000 1a aotor ••h1ola 11o•••• t••• to looal 

go•araaanta. 
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Motor taxa• are alao uaad tor non- highwar purpoaea. 

When thie ia true the curtailaent ot the former would attect 

Governmental runctione other than hignvare . In 1911-o the 

Public Road• Admi nistration reported $192,000 1000 ot motor 

tax revenues used tor non-hignwar purposes, State and local 

general tunda received 72 percent and education 15 percent 

ot tb1a "diverted" revenues. In 1911-o Florida used $!,6 /7,000 

ot actor revenues t or support or education. 

c. State and local borrowing 

With regard to borroWing, the Treaeur1 Department'• 

annual eet1aate or the volume or tax-exeapt eecur1tiee 

place the June 30, 19~1, vcluae or State and local interest­

bearing debt at $19 ,S60 million, onl7 131 mill i on below 

t he corresponding figure tor June 30, 1911-o. In recent 

months , the voluae or State and local financing is snowing 

a more appreciable drop. This trend can be expected to 

continue as (1) i aproved tax collections obviate the need 

tor ahort-ters borrowing, (2) Federal loane and grante are 

supplied to defense areas tor public iaprovements, and (3) ae 

labor and material shortages and price increases lead to t he 

postponement or State and local capital expenditures. All 

these f actors, however, will have a relat1vel7 little and 

alow erreot on tne total volume or State and local debt, 

becauu or the magnitude ot the total outstanding debt coa­

parad with tne s1~e or current operations. 
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II. The Division ot Financial Reeponeibility 
tor Defense-created Governmental Servicee 

The division ot financial responsibility aaong 

governmental units tor detenee-created public expendi­

tures has created difficult and delicate problema in 

Federal-State-local fiscal relatione . The growth ot 

industrial, military end naval activity incident to the 

defense program has exerted heavy pres sure on some local 

governoents in the defense areas to provide added publio 

works facilities and to meet anded coste ot operation and 

maintenance. Increases in population and in property to 

be served have been general in such areas. The resultant 

financial problema have been especially difficult in the 

communities which have been newly-created as a result ot 

the defense program, Naval yards, ehlpbuilding center• 

and army reservations are examples, I ncreases in govern-

mental coste have appeared also in established industr ial 

centers where activit i es have i ncreased, 

School, sanitary, fire , police, road and health 

services are those most drastically affected by the defense 

develop2ent , The cost ot provi ding these services has 

frequently expanded beyond the abi l ity ot 11m1ted local 

revenue sources to meet 1t promptly and adequately, 

Regraded Unclassified



55 
- 15 -

The gon~ntal een1oee req•1re4 ae a reeut of 

tile 4etenee prosraa are larplJ tlloee 11h1oh tra41t1oaallJ 

haYe been the reepone1b111tJ of looal so•era.ente. Ia 

the 1ntereet ot or4erlJ public a4a1n1etrat1oa 1t weald 

be 4eeirable that theJ continue to be looallJ-tinaaoe4 

ae tar aa poeeible. 

The reeponaibilitJ or State goYernaente auet of 

neoeeeitJ be liaited. State granta-in-a1d to looal uaita 

tor capital outlaJ• haYe alwaJ• been reatrioted and euoh 

aeager tunde ae haye been made aYailable vera aainlJ tor 

eohool building•. State grante-in-&14 tor the operation 

and aaintenanoe ot etriotlJ au.nioipal eenioll euoh ae 

police and tire protection, eewer, water and other eaD1-

tarJ eenioee haYe &leo been exoeptione. 'l'heae tunotione 

are traditionallJ coneidered to be outeide the ephlre ot 

State actiYitJ. 

Through grante-in-aid, Statee haYe traneterred eub­

etantial aaounta to looal unite tor roade, eohoole aa4 

welfare. BoweYer, State grante haYe not met the extra­

or41narJ ourrent operating require .. nte or the detenee 

oo .. u.n1t1ee, eYen tor eohoole. 'l'hie 1e due partlJ to 

11aitat1one on tile aaount ot State tu.nde, but aore part1o­

ularlJ to the tact that grant-in-aid roraulae are oo .. oDlJ 

fixed bJ etatute and that the adJuet .. nte 1n grante lag 
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boh1114 Ob.&IIIU 1a Dllb ouoh &0 ~boll IIDIJ'd ... 'IIJ' 'he 
4otoaoo proaraa. !he a.oua~ ot l~ato 41oburooaoa~o tor 

rraato-1a-a14 11 uouallT t1xl4 tor thl T•ar, aa4 tor thl 

oUJ'J'Int t1ooal J'lar, bu"--lh wero a4opto4 eo .. Uao aco. 
a&DJ' ua4or b1oaa1al appropriation. Xorooyor, thO olatlo­

t1oo eaplOJ'Id la tho toraulao doo1aaod to aoaouro looal 

aoodo Will not rotloot tor 10 .. ti.ao aoo4o ariolnc troa 

dotoaoe 4oYolopaoato. In tho 41otri'llution ot oohool 

aide, tor oxaaplo, atteadaaoo or oarol1aoat t1pro1 tor 

tho prooodiDI year are uoed to allooate tlllldo la tlle 

ourreat year. 

In tho oaoe ot tboee looal tuaotioae wh1oh 8tatoo 

haYI priYioullJ reOOID1Zid a1 par,iallJ thl1r J'llpODI1'11ilitJ', 

epeolal State aee1otaace toward aoetlal dotoneo-oroated 

11oode would 'Ill 4oeira'lllo. 'lboro appoaro to be a etronc 

aeaeuro ot 8tato roeponeibil1ty in a4aptiDI 8tato eapport 

to rapid ohaa111 in looal probloao. 

Coasr••• hal rooosa1&o4 a aoaeuro ot Federal roopoae1bilitT 

toward the looal ooaauait1oo eer1ouoly attooto4 bT tbl 

illtlux ot 4otoneo worker• &114 allliarJ' all4 aa•al poreoaaol, 

bT tho pa••&~• ot the Detonoo Publio Work• Aot. !/ ro4oral 

roopoao1b111tT etoae 110t oa17 troa tho taot that Federal 

doo1e1oae ha•o pro4uol4 oxtoaelYI 111torotato aa4 111traetato 

!/ Publio Law 1}71 77th CODIJ'III, Juno 18, 1~1. 
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migrations of populati on and the conccntration of defense 

activity in some areas, but also because many local uni ts 

have limited f i nancial capacity to meet distorted capital 

outlay expenditures and because States lack funds and 

machinery for provi ding immediate aaeietance , 

The Defense Public Works Act authori zes an approprie­

t t on of $150 million for grants, loans , or both, to public 

or private non-profi t agencies for public works and equip-

ment , Such public works may also be constructed directly 

by the Gover nment and contri butions may be made to local 

agenci es for operation and maintenance or any public works 

essential to defense , Qualified publi c works include 

• 

primarily schools , wat erworks , sanitary and health fact li- \ 

ties, recreational facilities and streets and a ccess roads , 

The Federal ~orks Administrator is given virtually full 

discretion, subJect to Presidential approval, to meet the 

ehortage of public works necessary to health, safe ty or 

welfare tn defense areas when such works cannot or will not 

be provided locally, or could be provided only by excessive 

local t axation or by exceeding local debt and tax limits. 

Existing facilities are to be ueed or ext ended as far as 

possi ble, and works are to be Federally-operated only if 

local a gencies are unwilling or unable to do eo wi th t heir 

own personnel and under the gr ants and loans pr ovided , 
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!be 2,8~ proJect application• tiled by October 13, 

1941, repreeeat a total ooet or $815,665,850. Propoeed 

1ooal eponeor-tuode on these applioationa amounted to 

OftlJ t138 1862,062. The entire 1150 aillion appropria-

tion wae tentatively allocated in November and a aecond 

appropriation or a aiailar amount ie nov under diaouaaion. 

!he 432 proJeote which had received actual allotaenta ae 

or October 13 included 175 tor Aray and Bavy recreational 

taci1itiee; 116 tor echoola; 100 tor water and eevere; 

30 tor boepitale and clin1ca: 5 tor roada and etreete; 4 

tor tire etationa and equipaent; and l each tor incinerator 

and power plant. Theae allotments involved a total coet 

ot t14,953,390, to be covered $24,691,233 or 29 percent 

troa local eponaora1 contr1butione; $2,902,425 or 2 percent 

tro• rederal loane; and $57,359,732 or 68 percent troa 

re4eral grante. 

rroa preeent indicatione another Federal appropria­

tion Will be required in the near tuture. The voluse ot 

valid applications is large, While a part or the present 

appropriation waa allocated to strictly Federal aetivitiea, 

auoh ae eervioe recreational projeota, and only the moat 

ur1ent proJect• connected directly with caapa, houaing 

proJecte, etc., could be provided tor troa the available 
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fWIIle. !be aonal orioat ot tlii"UWr roqlliroMate WlU 

depoad oo the further doYolopaoot ot oo~ote 'an4 ,ar4o, 

tho continued deoeotrali&ation of io4uetrial aotiYit1 

and the expadeion of exietinc in4uetrial faoiliti••· 

Tile Defeo•• Publlo Woru Aot pro•idu tllat tho 

tl50 aillion appropriation be apportioned aaoog tho ••••ral 
purpo••• and go•ernaental unite b7 the J4a1nietrator of 

Publlo Worlu in a dleoretlonarr .aAAer. flle d1eorot1oa­

arr baaie of apportiooaaot of loana and granta lea••• 

auoll to be deeired, but under the oirouaatanoea wae ua­

&Yoidable. Tile need to facilitate tile funotioning of 

defenaa areaa wae urgent and no aatiefaotorr apportioa­

aent foraula wae &Yailable. 8aall rural ooaaunitiea 

auddenlr traneformed into li&able induatrial areaa laok 

the tax baea , tho borrowing oapaoi tr an4 tho peraoDIIel 

oaoeaaarr to proYide needed publio worka. E••n tho aore 

aature induetrial areaa aar be operating at, or in exoeee 

or, their legal tax and debt lialtationa. A1l of thoae 
• 

factora, ae va1l ae looal villingoaaa to aerYe llouaiDI 

proJeoto and atriotl7 Federal propertlea, auoll aa 
• 

reeerYationa and rarde, llaYe to be reoocni&ed in tho 

allocation of Federal aida. Tllo •arriog interpretation• 
• 

poea1ble ae to tile degree of looal benef it and tlla 
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proportionate alloeatioa ot ooot botwooa looal aa4 ro&oral 

t.o&• •••• to Juot1tr tbo apportioaaoat oa a 41ooretioaarr 

Pretorr1ac to truot tho 41ooreUoa ot aa eda11l1otra­

tor, tbo ro4oral QoTeraaont tor OOTOral JO&r8 41otr1bato4 

oaergono1 roliot tan4o without preooribiac opooitio tor.alao. 

A toraula ooul4 bardl7 be oxpooto4 to operate in tho preooat 

aoro ooaplox oituatioa. rroa tho otan4point ot publio 

a4a1n1otratioa, 41oorotionarr 41otributioa ot tuolo io 

a4a1tto4lr ••r1 4itt1ou1t. Suoh diooretioaarr powor re­

quire• tho adain1otrator to .. igh tbo auaoroaa taotora 

inTolTod, roaiot tbo praaeuroa, and aako deo1eiona 4oatiao4 

to haTe 1aportant roporouoa1on on looal oo...aitioo. !he 

urgoao1 tor portoraaaoo ot tho work a&J not pora1t a4oq .. to 

Uao tor oUbor iaTOoU&aUon or barga1n1ng and treqaoanr 

direot rodoral oonotruotioa auot be undertaken Without 

dela7, loa•iac tbo 4otora1aat1oa ot lll.Uaato tinaaoial 

roaponoibilitJ to a later date. 

Tho quoat1oa ot tiaanoial ro•pono1bil 1t7 tor local 

••r•iooa io oopooiallJ 41tt1o11l.t in oaooo Whore tho local 

co....ttioa ha•o •oacht tho looatioa ot dotonao iadaotriea 

w1 tb.iJI their boandari... !I Soao han &oao turthor and 

!! 1tboiiii4o or 6Ua1a••• ••• looi!ac tor oon\rao\o iD4 
eub-oontraoh wellt to Waoh1aatoll. lhmdroda ot repre­
oontati••• ot local buainooo aooooiatioao aooo~o4 
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ottere4 iD4uoeaeate, 1u1h a1 es.aptioa troa propert7 ~~. 

!b11 ooourre4 in a auber ot oo-i Uu ia J1111i11ippi 

aD4 Loll111aaa. Further, 41tt1e1l1Uu are preeede4 11Mn 

the local oo .. uD1tiel inYolYI4 are operat1nc UD!er ex­

treaelJ 1eYere propert7 tax an4 4ebt l1a1tatioaa pro­

Y111ons. 

An exaaiaation ot o1t7 appl1oationl tor &14 reYeale4 

a auaber ot eouun1t 111 whoee 41ttioult1•• were in part 

41ll to U18 taot that theJ ha4 troun their tax 11•'-•1 

with legal re1triotion1. !here 11 1oae ia41oatiea that 

thla ••• the oaee with Pa1oagou1a aDA ~aho- ill 

!eDDee••• an4 with LleeYille and De R144er in Lou1e1aaa. !/ 
• 

!he 41tt1o1llt7 •••• •4 to be in the exeaption ot both 

i n4uetrill aD4 DIW hoaee, Whleh creatl7 iAOrl&ll4 the 

helpleeen••• ot the town• 1A h&D4lin& a lara• iatl ux ot 

new induetrill and popu1aUoa. !/ 

( oont14 troa preYioul pace 
thea to explaia the a4•antacel ot their ooaaunitiel 
troa the ltaa4point ot in4uetr1al pro4uotion. Bun4re41 
ot oit7 ottieiall liktw1ee Yieite4 Walhlncten tor tbl 
1 ... parpoee•. (OWeleJ A JU1ee, Oitiee and the a&t1on­
al Deten11, 11&7, 1941, p. ,0) 

!/ bifeaee Pibl1o Worke, DoCket Wo. Xiee. 22-10,, !enn. 
~-1~, LA. 1&-101, L&. 1&-102. 

! 1 !he oa11 ot Paeoapllla 11 parUo1llarl7 1Jitereeuna. !he 
Ingalle' Bb1p B1l1141DI Corporation wae eetablilhl4 at 
Pa1oaco1lla an4er the Xleeieeippi Indu1trial Aet. 
Jaokeon Count7 turn11h1t all lan4 •pon whloh the 7arl 
11 looatet aa4 tloate4 a tloo,ooo bon4 11eue to oarrJ 
out all aeoeeear7 4re4ginc and other work. !hi tira 
wae exeapte4 troa taxee tor tiYt Jl&re. War ortere 
ha•• creatl7 expan4e4 aoti•1t1ee at the 7&r4 and 1.a­
oreaee4 t he ooaauD1t1ee1 popu1at 1on b7 alaoet t1tt7 
percent. 
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Ill. h&tNl ..,_. .. la lo&n el ....,_ .... 

•• r.le..U, ........... u. 

r.c.NJ. flleal .. .,,aal11Wt7 te 1Mal ptea &111 
....... ., ....... I'M!» ., r.&eftl ....... u •• Wltlda .. 

-. "•nil et ..a 11-.1 1"•-••• ,... .. ,,, .. et -. 
.. " &ltt1nU ..a 1111 .. uatutenl.7 Jlua.ll ,....1 .. ta 

fllenl.-atah-leeal t1eeal "laUeu. It 11 ut a an 
'")1 .. '*' ... ,., Me .......... ,.., .. ~ .... , .. .. 

PI'IP'Uo !M fllenl. e..e-at Me ~ lap ...... .. 

U '",.1't7 fer NMn&tliU aM ... ,._ate, U'U11117 

.._...,, alJ'tlela., arMaall, --•u.' Uea ..,.,, aM .. 

llkl. Ill d&lUea, U.. a. r. I. Ml ... 1111'1& a.te­

,laah ILII4 ether , ... ,..1 ... aetee UYI C..el.,.& eneutYe 
' .. ,. ••• -. .. ~. .. PHJ••"· Loea1 ttaaa••• .,.. ., ...... ~ 

thlee &nele,..ah NUl M ..... et Uae &lpl.eUea ef U.. 

leAl tu -.. ..a -. ..... tM lllenl. ,,..,_1"7 1a ••• 

1UtUOII I'IClU"I 1'&r71q ....... If leAl Mr'1'1e1 .. . 

oa tlw eUler llaa4 1a - ..... tM le .. uoa et , ... I'll 

p~ert7 U. prella~ .UII 1111"1t17 te tM tu .._. 

•" t11u euwp •• ...,. ... ._tar tM .utUeul. M"1MI 

1ne11'11. 

r...n1 p&JMate 1a 11n ef tuee MYI Mea •• • •" 

er 1111 ..,.l'ha11t11 '-ell fer H1'en1 ,..,.. aM u: ep-

••h .,.. &lttel'l& WI.Ul &lftereat flllnl. .... J••••· n 
.,. .... .... ,. ..... 41ff1nlt te t1a& ..... ~. •••• , . 
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~1 •• re&onl. .. al •eta•• lou&, oraa•e& 111 b8 .. u.­

Or4or la 1!))91 !:/ ana otller apaolla. 

Ia the oaoo of pra-4otoaoo lleuo1ac proJooto, 'lie ua.al 

praotloo wa1 to require 1ooa1 eoatrl)u,loa• la \be fora 

of exe~tloa troa prepertJ •axe•. Paraea,o-1a-11ou ot-taxea 

Wire pDOrallJ aoalD&l, Ulual1J DOt 1D IJ:OUI of 5 plrotDt 

of rentalo, Doten•• luluataa proJeeh, attoote& w1 'tl a 

1araor re&oral l.atered, tla't'e aouallr oarr1o4 ooatraoh 

( tor 'he •••ra•nor oDlr) 1ao1u41Da ooatr1-.t1oae wp to 15 

peroen' et roatalo aa4 1a ao oaoe 1a e:.:o••• ot taxe1, !he 

15 perooat 11 41•tr1butod aaona tuaot1oa1 aooorcllaa to a 

•tu4r of the 1er...1oo ooet1 tor the a't'orage oltr. It ooata1ne 

no pro't'111oa tor tlex1b111tJ aaong 8UD1o1pal1t1•• or w1ttl 

otlanged ooa41t1one. 11tuat1on• aaona aun1o1pal1t1e• 41tter 

't'lrJ 1ub1tant1allr aa4 are .. peolallr 41tt1oult nero a 

new lulu•1na proJeot 1e 4e't'eloped 1a oae o....aitJ wtllle 
' 

the taotor, e~loJ1ng the ••• boue.a oa the proJeot 11 

looato4 1a aaother, 

Looal d1e1at11taot1on With 1paraent• la 11eu of 

tu .. • wae alrea4J 1n n14eaoo nen Hfore the utea10 

era, It wa1 alleged that the arrangeaent1 oouoeatrate4 

au unclue bur4on on t&J:&ble real ••tate. !hi d111&t1•­

taoueu hal oonUaud 1ato the utea10 period. !he obJeo­

t1oa 1e aow ra1ee4 that r.aenl. p&Ja~Dte are 1a..tt1o1eat 
Y B0111e IIOo. 10. ill, 7bii &aero ... let eueioa. iaih. 19)9. 
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to .. .,. ... ,, tor u.. Mit or 11"1111 pJ'I'f1a.& • u.. 

1 .. a1 u1h ut nnu 11 ..... ~U1a1 te u.. lleal 

Ill Cl.u'lr. !enUt.p, hl• a...t:r, lew l1rn:r. 11Mn 

o.z•tat.a uto1oo ..-uo U.o1q pnJ .. tl nn 'M1q 

ooaeti'Utlf., aUoapto nro .... to oxoldo tu h4oral 

proJoot troa ~~ towne.IIJ.p proper &114 ro1tor U a rooo"a­

t1oa or 1eparatolJ 11oorporatod aun1o1p&l1t:r. A aoa1uro 

t o t.IIJ.e ottoot p&llod ~~ L111ol&t111'1, '-t n1 ntelf. -., 

tile Gonl'DOr. ftlo looal roototaaoo n1 11 part V&Ha~o 

to tho taot that tho Jurio41ot1oa no 1aa11, Oklotl:r n11-
-

tonUal, aDd tho hoao1q projoot woald 10t add o-.tt1alodlJ 

to tho tilt baeo to ooYor tho oooto ot tho addo4 looal 

I01'Y1ooo. !be 1a4uetr1al proportJ 11 loaatod oato14o tho 

toWilohip 1D 1111'&0 vball ooatoro. 1'ho Oltii111YO oub41Y1o1oa 

ot looal anita loD.& aotod 1a ~o low JorooJ 111'1& aa4 

uueuallJ hip tilt rat .. addod tvthor to t!le prob1oa. }j 

A o1a11111' 1ao1doat 1D. tho .... State ooovn4 11 

Oaldwoll 'foWilohip, a l'lll'al oo•uU:r ot ,,eoo aono wUil 

a popalat1oa ot 1,)83. Oppoo1t1oa wao ra1eo4 to a pro­

poaal tor ooator1D.& a 250-houo hoa81D.& proJoot 1A thio 

looalH:r, althoD.&Il aa alroratt propollor plaat OIIP1o:r1q 

ooao 1,~ porooae bll4 aloo 'booa 1oaato4 thoro. 1'ho 1ooal 

g •artD.&o liroro tiii dO•hho oa Milo lililiD.&• 
aa4 GrollAdo, 77tll Ooa~ooo, lot 81oo1oa, oa B.a. 5211, 
Jal:r 9-23, 1941, pp. 1'9-170. 
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group cited the alleged taot tb&t oo~lete ae .. r, water, 

gae and aohool taoilitiea woul 4 be nee4e4, and eYen it 

all were pr oYided bJ Federal tunde , operation and aainten­

anoe would •probably double the tax rate or the preeent 

inhabitant•"· !/ 
In a recent report t o the Houee on a bi ll to increase 

the appropriati on tor detenee houeing b7 t300 , 000 , 000, 

the Coll&ittee on Public Building• and Grounde baa sugguted 

the f ollowing change in polic7: 2/ Since de tense houeing 

ie designed to eer.s government pereonnel and industr~al 

workere who must be considered to be eelt-auttioient in 

oharaoter, there ia no reason tor paJmenta measurablJ below 

local taxes . Pa,ment ot annual sums in lieu or taxes 

should be mandator7 and should approxi mate what would baYe 

been paid if tne propert7 bad not been tax exempt ; allow­

ance should be made tor capital expenditures bJ the GoYern­

ment for atreete, and other uti lities to serYe the houeee 

in question. 

In the oaae or R.F.C. defense plants, the rule 

stemming trom the statute creating the Corporation and 19~1 

legislation is that real e state owned b7 the agenc7 and ite 

subsidiaries is subject to local propert7 taxation. Pereonal 

1/ 1614., p . 212. 
g/ November 28, 1941: Report to AocoapaRJ H.R. 6128 . 
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propertr an4 other attribute• ot th111 Federal wnder­

takinge are exeapt troa local taxee. ReeenaUon 

propert7 ie exeapt troa local taxation and thie il aleo 

true ot acat Ara7 and Ravr acquieitiona, includinc 

houaing developments tor pereonnel. In the latter caee, 

acae eenicee are provided directlJ, other• by contract. 

Particularly in the caee ot school eenicee tor the 

children ot Ara7 peraonnel, a great varietr ot arrangeaente 

have been aade. y 
Both pre-detenae and detenae experience JuetitJ the 

conclusion that technique• tor Federal payments in lieu 

ot taxes are eubJect to aucn iaprovement. Local intelli­

gibility, tlexibilitJ and adequacr are obJectives to be 

eought. No ea17 solution ie available but i .aproveaent 

eeeae quite poeaible. Certain17 the tield ie wortn an 

i nveetaent tor it is one which occaeione great irritation 

in Federal-local relationah1pe. Theee irritations, bad in 

theaeelvee, encourage reaietance to the Governaent'a ettorte 

!/ Ro unltora Congreuional provuion 1e -a• tor paJ&ent 
tor echool tuition ot eenice peraonnel. Thia matter 
hae been handled in the paat b7 coabinationa ot 
direct eervice provision and aaintenance or poet 
eohoola; voluntarr eupport ot poet eohoola; tuition 
paJ&enta b7 parent• or poet exonange and recreation 
tun4e to public eohoole; provieion ot tree tuition 
b7 !tate law or b7 local unite; Ara7 transportation; 
contract• with looal unite tor operation ot poet 
echoole or adJacent echoole. State and local unite 
have trequentl7 extended educational eenicee to 
children reaiding on reaenaticn prcpertr, although 
Federal Juriediction il exclusive and there il no 
legal obli gation to provide aervicee. 
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io 18pHYO tM r ... nl. -.z o:rot... !'Moo oppoolq tM 

&leooatlaaanoo or the 1eouo or -.z-oxo.,, eo.-rliloo ~, 

Jiato aDl looal IOYOrDaOaio baYO aalo a .. Jor polai or 

the edeat or taz-OJ:OIIJit ro4ora1 propon:r, hel41q ~' 

ooele or looal r .. otloao aa4 4obl ••r.loo weal& bo 1a­

oroaeo4 at tho .... tlao ~t ro4ora1· aotlYlt:r lo ro4uolq 

tax ba .. o. !/ 
PoD41q ~ torUlooalac roporl or ~o !leal J:dah 

Board oa ~· oabJoot ADA r.r~or ot-'7 or ~ .. tior, 

a 4or1aUo roooaaoD4aUoa wou4 bo pro .. t.ro. U ooou 

poaalblo, bowo•or, that a aol•tlon oan bo roaobe4 alone 

tho rollowtna linea: 

1. Whore aer.1ou are ool4 bJ GoYernaental aaenolu 

to pr1Yato la41Y14uala, •• ln tno !.Y.A. an4 boualna 

proJooto, tho ooaaorolal oloaont or tho propert:r 1n•o1Yo4 

oholll4 bo •a1uo4 b:r the ro4oral Gonruont tbroup a 

oapltallsatlon or tho rental or other 1noo... !he re4onl 

Oonraaoat ooal4 then pa:r looal U..X.o on ouoh Yaluo oorroo­

poD4lDI to tho tuoo whloh wou4 be pal4 1r tho propori:r 

woro prlYatol:r owno4. 

2. Whore proport:r hol4 b;r tho O.Yornaont 4ooa aoi 

roault la tho aale or 1or.1oo• to prl•ato 1D41Yl4ua1•• ihl 

!/ C. Bo Cbattora, 1!he Caeo Alalaot !uat1on or OoYerB­
aoatal Joo.r1tloa• ln Aana1a or Aaor1oan Aoa4o!J• 
llaroh 1~1, p. 77. . 
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Federal GoYernaent •ight be charged onlr tor the ooet ot 

thoee local eerYioee benefiting propertr ae dietinct tro• 

thoee wb1oh benefit pereone. Such procedure would 

reiaburee local un1te tor the ooet ot tire protection, 

t or instance but not tor health, education, or welfare 

eer•icea . 

Regraded Unclassified
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rr. .,a,. aa4 Loeal !aza,1oa 

ot Go'fii'Dalll' Ooa,raote !/ 

69 

!he \axab111t7 ot IO'fii'Dalllt oolltraoto .aAer State 

aD4 looal aalee aD4 ••• taxee 11 olle ot tbl 4etellee eraato4 

probleae 11l 1nter&o'fenaental t1eoal ralat1olle. lelld1a& 

the 8upraae Court'• detera11lat1oa ot the taxab111t7 ot 

4efeaee oolltraote, the Juet1oe Departaellt en4ea'fored to 

obta1a euepene1on of State tax oolleotiolle. A auaber of 

State• oo.plied. Objeot1oll wae ra1ee4 to euoh State taza­

t1oll Oil t he arouD4 that the latter would &44 to the ooet 

of the defenee prograa and that the 111&1 etatue ot opera­

t1oae of a&a7 defense oontraotore ao pr1'fate 1D4i'fidualo 

or agonto of the Oo'fernaent wa1 unclear. Of particular 

11gnit1canoe wu the etatue of coet-plul-f1xe4-fee 

oontractore. !b11 tJPI of contract 11 ueed extene1'fll7 

b7 the War Dopartaent, Ka'f7 Departaent, Public 

Building• A4a1nietrat1on, and the Kar1t1ae Coa&11eioll 

!/ In October 19~ the Buck Aot (lub. Mo. $19, 76th 
Coaaraee) wae paeeed to autbor1se State• to exteD4 
ealee, aee, &n4 1ncoae taxee to pereone ree1din& Oil 
or O&rr711ll Oil bu1ne11 ia Pe4eral area• &114 to 
traneaot1one ooourr1ng 11l euoh areao. !be pro'f1e10ill 
d1d aot applJ to 1 author1&od purobaeere• (a111tarr , 
D&'fal aa4 o1'f111aa eaplor•••) froa r.tel'al illltr~&~Dt­
alitiee. Boae atteapt hae beell aade to ... ad thl aot 
to further olar1f7 Ara7 aa4 Ma'f1 authorit7 o'fer reeer­
'fat1one and to extend to ~ and Wa'f1 pereonnel 
exeaption fro• State 1ncoae taxe•, bat no les1elation 
hae been paooed to date. 
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It 1o vo.& al oo bJ tho Jaoonotraot1on F1Danoo Corporation. 

Soao one b1111on dollar• 1n ooot-pluo oontraoto wao 

awarded bJ the Quarteraaoter'o D1Tioion alone 1n 3d 

8tateo, inTolT1ng building oonotruotion ao well ao 

au.n1 Uone and ouppl11e. 

Sonral Statu ruled that the ooot-pluo oontraotore 

working on detonao oontraote are eubJeot to ealoo, uoo, 

grooo reooipto an4 o1a1lar taxoo in tho oaao aannor ao 

priTate oontraotore. 

!he Departaent or Juotioe took the pooition that the 

ooot-plu• oontraotor 11 an agent or the United State• an4 

the a••••••ent ot State oaleo and uee taxeo on the aaterialo 

would be direot taxation or the Federal GoTernaent, !( beoaueel 

1. !he coet-pluo contraotor io reiaburoed bJ thl 

GoTeruent tor all oxponeeo an4 coot• or eqn1paent, 

aateriale and labor and then reoeine a tixod teo t or thl 

uee or hie organisation, oerTiooe and cTer hea4; 

2. !he GoTernaont ouplrTieee all prooureaent, a&J 

itoelt eupplJ the aater1alo, a&J opeoitJ the kinde or 

aaterialo, and the Quartermaoter approTII TirtuallJ all 

purohaoee and reoe1TII deliTirJ, and aan7 or the inToioeo 

are on Federal torae, and beoauee 

}. fitle Teeto 1n the United Stat•• at tho eite 

or the work. 

!) 8. o. eiari 1State tax nrairo ana be Doren .. Prograa1 
Paper bltore Munioipal Law S.otion ct Aaerioan Aoeooiation, 
S.pt. 30, 1~1 (aiaeographed) . 
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!he J•otloo Dopart.eat &14 aot ooat••• ''-'• .at 

looal tasa,loa Whoa tho tas lo aotlallJ oa tbo oollor 

lnlt &14 •• liMa tho "lopl 1Do14oaoo• 11 oa tho 'IN7or. 

!asoo oa oaloo Wit~a a Stato aro ••.allJ oollootoa froa 

tho oollor lnlt oooaoloaallJ aro loY1o4 oa tho ~aor 

and aoro often thoro 1o a roqvJ.roaont tllat tho tas 'llo 

pauo4 on to pvol:la .. ro. Ia ouoh oaooo, tho Dopart.ea• 

arruo4, tbe bu7or oarrloo tho lo&al 1ao14onoo of tho 

tas. u .. tasoo aa4 srou rooolpt tasoo aoaove4 bJ paJ­

aonto reoo1Yo4 bJ tho oontraotor froa tho Oo•ornaeat for 

~· oxpon4Uvoo on aatorlalo aa4 labor woro hol4 to 

1nYol•• tho oaao pr1no1ple ao oaloo taxoo. 8tato aot 

laooae taxeo aa4 1rooo rooe1pto taxoo oa tho oontrao•or1 o 

too wore not ohalloage4. 

or ooao 91 ooparato oaloo taxoo, 1aolwl1&& aotor taol 

taxoo, a larp au'llor orror oxprooo oxoapUoa to tho UaUo4 

8tatoo, an4 ooao ltatoo haYo oxton4o4 oxoaptlon bJ o4ala1o­

trat1YO r.llna. "Ia 7 8tatoo tho o4aln1otrat1•• ooaotr.o­

t1on !:lao oxoapto4 the ooot-pl•o-a-t1xo4 too oontraotor 

rroa oxoloo taxoo1 la & Statoo a q.al1t1o4 oxoaptloa boo 

'llooa ll'&ato4; 1n 1& ltatoo oxoapUoa !:lao booa 4oa1o4; aa4 

1a 8 8tatoo thoro llao Mea no oloar o4ala1otraU•• ooaotroo­

t1oa.• !I !he olaoo1f1oat1oa ••ba1tto4 1a aa appoalix to 

tho Oo•ornaoat'o Brio! 1D tho Booaor oaoo 1o ro..t bolowt 

!! Br1ol lor iio Un1io4 Staioo la liaio ol llabaaa •· i1aa 
• Booaor, 1941, pp. 108-9. 
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Stntue ot State Transection Taxeo with Regerd to 
t he Taxability ot Purchases by Cost-Pluo-Fixod-Fee-Contrector o 

Grose ~lotor 

$pleo ~ Receipts !2f Li cente gQ/ ?uel g]J Total 

6 

9 

l 

3 

4 

l 

5 

23 

16 

l 

33 

34 

2 

... AXe& on ve:tdee• 
lfitlt exe:ntion 

~~xee on vendees 
vi~bout exe~tion 

~nxoa unclas~i fied 

\oti t h e:or.e r:r"t ion 
Tnxes unclassified 

without exo~tion 
?otal ?:Ef 

~~~e s on v~ndora 

2 
18~----~7------~~ ·---T,~i-----~------

•-1 t h exe=tion 
:axes on ven!ore 

v lthout exe~t1on 

':otal 

4 

22 

l 

g 6 

6 6 

8 13 

55 91 

!§/ I ncludes tnxea measured by gro35 receipt& ! r om noles of tanJibls per sonal 
nroporty ~ t re t~ il . Van t~~es at anoe r rtea wore not conRidcr ed ~ep­
P.rPtely , 

!2/ I ~cludes t•~•• oeaoured bY &ross r ecei Jtl on account of l ebor or by 
entire groas reeei~ts less gross r eceipts on pccount of t aneible ~r­

so!lal urop~rty on vhich r e t;n.il eale a t. •x 11 i:D'OOsed.~ ~axea =ett-aured 
by t ros• reeei~t l on eccount of payroll rel1burce~ents to coat-plus­
a - fixed- fee contr· etors are not. strletl.v ane~dng. • vc·ndor• or •Ycndee• 
t~es . ~~e1 are clnaeifled ns •vendee• t axea a1nce they are tr~e• 
levied unon t he contrrctor direct~v. 

~ Includes taxe• levied d irect l y on cont r~ctor a , in a f ixed oum or gr rdu­
nt ed according to the t otAl amount of t he contrnet. Agllin the "vendor" 
and 11vcndee11 t erminology is neecrintivel y ineXJ<ct, but license t AXet 
ere "'l aced i n the 11 vf'ndee 11 category, el nce t hey are levied directly 
uuon the contrActor. 

~ I ncluees t•~ea levied onecificP~ly ~n 1Aiol1ne •nd oth•r motor tuela. 
~ne 1na1~1ticance i n rate •end nu~ber ot t~xea on lubric~ting oil &nd 
kerose~. tog~ thtr wi t h the r elPtiYely l ow t ot nl Ynlue of nurchooeo of 
t bete uroducta , ~de o~aeion th~reof •npe~r advisable . For i dentical 
rensons &atollne tne"'eetlon trxes vere on1tted. 

ggj ~. tot~l of vendeeo nnd unclassified tp~•• ia t&ken as the noosibl e 
nu~bor of the t•xeo not nypliceble to coat-nlue-n- fixed- fee contrr etoro. 

-
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The confusion concerni ng ooet-plua contract ors waa 

due to lack of legal precedent and the faot that Congreae 

t ook no specific action, other than to refuse to i nclude 

express immunity i n the appropri ation act. Two teet 

oases have recently come before the United States Supreme 

Court : U. s. and Dunn Construction Co. v. Curry and 

Alabama v. King and Boozer. y The first os.se tested an 

Alabama use tax on property purchased for constructi on 

ot a camp. The second involved an Alabama sales ta.x on 

lumber for the same camp. The Supreme Court of Alabama 

had upheld tne Federal Government in these oases . The 

u. s. Court held t hat t he Alabama texee •..rere applicable , 

Justice Stone for tne Court 1n the Boo1.er csAe stated 

that the contractors •were not relieved or t he liabili ty to 

pay tne tax either because the contractors i n a loose and 

general sense were acting for the Government in purchasi ng 

the lumber or, as the Alabama Supreme Court seems to have 

thought, because the economic burden of the tax i mposed 

upcn the purchaser would be shifted to the Government by 

reason of tne contract to reimburse the contractors . • 

Concerning this latter point the Chief Justice added: "The 

Government, rightly we think, disclaims any contention that 

the constit ution, unaided by congressional legislation, 

!/ Decided, November 1o , 19~1 . 
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prohibita a tu azacted :troa the contractors aerel7 becau .. 

it is passed on econoa1call7, b7 tera1 ot the contrac' or 

ctberviae, ae a par' ot the construction coet to the ao.ern­

aent. So tar ae eucb a nondiscrim1Dator7 state tax upon 

the contractors enters into the coat ot the materials to 

'be Government , there 1s but a normal incident ot the organ­

ization within the s~me terr1torT ot two independent tuing 

sovereignties. • 

Eltimates ot Additional Federal Cost Involved in Allowing 
t e State• to Tax Detenae Contracts 

!he briet presented by the Government included an eet1-

aate ot additional coste whioh would result troa the tree 

tazabilit7 ot sales. !I This involved some elaborate anal71is 

and calculaticne pertormed with the assi stance ot the Bureau 

ot Labor Statiatice, Department ot Labor. The calculations 

assumed that States now exempting detense oontraot1 would 

discontinue t he practice. In this r espect the t1gursl 

must be taken to represent a aaxiaum though it is 1tated 

that otherwise the calculations were conservative estimates. 

Expenditures by lump-eu- contractors, not at issue, were 

so tar ae poasible excluded. In the caee ot construction 

contracts the Bureau ot Labor Statistics estimated that 

the margin ot error 1n ita eatiaatea waa probabl7 lees than 

10 percent. 

1/ Brief tor the United States, Alabama v. ling and 
Boozer, Appendix B. 
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The eet1aated .. lee, cro•• reoe1pte, an4 11cenee 

tax•• 1n connection With the aot1Y1t1ee ot ooat-plua­

t1xed-tee contractor• and ooat-plua-tixed-tee aub-cootractora 

on ~05 oonatruot1on contract• in etteot on June 15, 1941 

and including both actual expenditure• and eatiaated ex­

penditure• to the coaplet1on or the proJect• were 

115,}}}.~90. Motor tuel taxea on the aaae contractor• 

a1ailarly coaputed were 11,35~,290. !/ On the baeia or a 

uaple atudy, aalee and sro•• rectlpta taxee on 143 coat­

plua-tixad-tee aupply and equ1paant contracte executed 

prior to S.pteaber 15, 1941 were calculated at 117,155,68~. 

Thia aakee a total ot 139.~~7.~6~ . Theae tisurea include 

5~8 contract• and an eetiaated coat ot 16,720,929,777. 

The tisuree are cuaulat1Te and not confined to one tiecal 

year. ProJecting the eatiaatee into the future it waa 

round that the total outlay tor tiacal 19~2, aigbt be 

about 1~,ooo,ooo. A tisure waa alao •entured to coYer 

the poaaibility that the Oo•ernaent aigbt be held not 

iuune troa taxee on any or i te purchaaea. The t1gure 

••ntured tor tiacal 19~2 to co•er thie ••entuality waa 

11}7,000,000. 

~ueetiona or Policz and Principle InYolYed 

To atteapt to draw linea aa to what ehould and ehould 

not be taxed in the !ield ot goYernaental inetruaental1tiea 

!I fb1a r1gure, bowe•er, al atated in the report, aaiea 
no allowance tor apeoial atate exeaption tor saeoline ueed 
ott the higbweya, which aigbt co••r about 80 percent ot 
the purcbaaaa in 39 etatae (howeYar, in aoae caaea the 
lower general aalea t£Xea would coyer auch purcba••• where 
the actor !uel tax would not.) 
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ae a matter or principle and public pol1c7 ia axceediogl1 

difficult, There ie first ot all the line to be drawn 

between the taxation or property and that or ealee, rev, 

it any, have seriously contended that the property owned 

by the Federal Government should be subject to State tax­

at ion at the will or the States. ~r course, this is not 

to eay that no payments should be made on Federal propert7 

in lieu or taxes, No one has contended that Federal purchaeaa 

should be taxed at the Will or the States, either. Congreae 

should retain power to accept or waive direct taxes on ita 

instrumentalities as it sees tit. or course, after tha 

Boozer decision it 1e doubtful 1! Congress even has the 

power to immunize contractors on their purchs.see tor Federal 

contracts, But at leas t it has power to immunize eo tar ee 

ita direct purchases are concerned and perhaps it hae th1a 

power i n the case or coat-plus and independent contractors . 

Aeauming it bas all the power it needs what ehould be ita 

pol1cyt 

A stronger case can be made tor l eaving the States 

tree to impose transaction taxes on Government purchas es 

than tor following a similar oouree in the case or property, 

A transactions tax always involves three parties , one almost 

always private , The economic incidence or the tax as between 

the vendor and vendee is ueually eomevhat obeoure . A 

property tax on Government property i nvolves no third partiee, 
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Tbe aalea . tax is ord1nar1ly nond1acr1sinatory 1n adain­

iatration; this is often not true or the property tax. 

It tbe Federal Government were to allow all or 1te 

purchases to be subject to nondiscriminatory St ate ealee 

taxes, could it adopt a similar policy with regard to 

Federal excises on State and municipal purobases? Would 

aucb a program require the consent or be subject to tbe 

discretion or tbe States? This is a question which remain• 

to be answered by the Court . On tbe basis or tbe present 

trend in the Court's decisions it seems quite possible 

that the application or a nondiscriminatory excise even 

on direct State purchases with or without the consent or 

the St ates or even against legislation to the contrary in ' 

the States might be sustained. 

On principle it seems that the Federal Government 

might well go considerable d1Btance toward waiving immunity 

ot its purchases from State transaction taxes. In support 

ot this position the following considerations are offered: 

1 . All transactions or purchase, particularly those 

through a contractor, represent economic activity 

carried on in some State and local environment . 

They all r equire the usual amount or State and 

local governmental services. Taxes under such 

circumstances are, to repeat the words or the 

Court, 1 but a normal incident or t he or gani£ation 

Regraded Unclassified
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111tll1a .. - teft'ltuF., ... , .. .,. ,.,, , • ., • 

... onlpUoo•. la tM _.. *• •MP..So 

aotl't'ltJ ottoa repn .. ato a o.-otl'-tloa tor o.._r 

oooualo aoU•U:r Whlob wnl4 o.UI"Wloo 'bo hllJ 

taaablo. !o bo ouro, ltato aD4 looal torrttortoo 

1•t oo~aoato17 boaotUo troa tho looaUoa ot 

4otoaoo 1D4uot:rtoo wUbla tbolr bor4oro. !boJ pt 

olallar boaot1to troa tho looatloa ot pr1•ato 

1114uet:rtu wUbla their bor4oro. It UJ be •goo& 

bua111111 1 tor thaoo area• to hol4 out tax 1114u .. -

aonta to aaw 1n4uotr1oe or to retolD ol4 oaoe. 1oM 

o .. uutoe han thought eo. But eoaobod7 hal to 

boar the ooatl ot gonrnaont, 1nolu41ag tho overhead 

lett out ot aoco1111t 1n ouoh 4oo1e1ona. It aoeae bettor 

tbot full ooat bo dh14od aaoag all ot the oooaoalo 

aoU•U:r. IDdlroot eube1d1u are alwa:r• oontuelnc 

aD4 uouall:r bad pollo:r. 

2. It 11 true that the 1apoo1t1on ot aalea taxea oa Oo't'oru­

aoat buolnoae wlll 1noroaeo t ho ooet ot 4otenoa. But 

th11 11 not 1n an:r ••n•• a dead lo••· Tho extra ooet 

to tho Federal Governaant appear• agaln ae extra 

rooolpte tor State and looal go•ornaonte, Tho eaao 

publlo 11 1n•ol•ad 1n euppl:rlng tho troaeur111 ot both. 

!he Fl4eral Oonrnaont hal auoh aoro adequate tlloal 
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powera than the State and local gover~ta. In 

recognition of this fact it diatributes annuallJ 

ailliona and in recent years billions of dollars of· 

federal aid. In fact, it ia urged by m&DJ to oolleot 

all of the taxes now Jointly sed by it and the Statea. 

Kuoh of the present distribution involves difficult 

foraulae to determine the portion wh1ch should go to 

each un1t. No formulae are involved in the paJaent 

of nond1scrtalnatory Sta te and local taxes. To be 

eure, the State and local governments are ahowing an 

iaproveaent in tax collections during the defense era. 

But many of them have also been subject to a long 

period of financial strain reault1ng in some oases in 

prolonged deficits and a heavy floating debt. If 

theee governments can improve thwlr credit etsnding 

during the war period the7 Will be in better condi­

tion to meet the stressea of the post-defense era and 

to cooperate with any public works program the Federal 

Government may then see fit to inaugurate. 

J. The policy of waiving immunity for State and local 

taxea on Federal transaction• would strengthen the 

Treaaury'e position concerning the elimination of the 

tax-exemption privilege in the application of the 

Federal incoae tax t o the int erest on Stat e and l ocal 

bonde. One of the object1one commonly urged t o such 
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aotion ia that the Federal Qoyernaent ia oonatantlr 

enoroaohing up~n the tiaoal reaouroea ot the State 

and local governaente. Moreover, in defending ita 

case tor the eliaination ot tax-exempt eecuritiea 

the Federal Government makee muoh ot the arsu-ent 

that the income tax ia a nondiacriainatorr tax and 

ita application to the intareat on Oo•ernaent bonda 

would be 1but a noraal incident or the organization 

within the same territorr of two independent taxing 

sovereignties .• The poaition of the Federal Govern­

ment in this issue would be atronger it it ahowed a 

greater willingness to apply these arguments againet 

ae well as for itself. 

These arguments do not finall7 anawer the question 

ae to Just what pol1cr Congress ehould tollow and the 

Treasury should i ndorae concerning the taxability ot 

federal purchases. Some iamediate aotion by Congre-• 

to clear awar the contuaion aeeaa likely and adYiaable. 

In the light ot the above analyaia , it ie concluded 

that such action should (and perhaps in any eYent auat) 

concede the taxabilitr ot independent and cost-plua­

fixad-tee contractors. Going further it might allow 

taxee on all detenae purobaeea. It ia perbape too 

auch to expect that it will go the whole way, atteapting 

to eliaina te all taauni ty on all Governaent purobaeea. 

But ••en this would, in our opinion, be well within tba 

bounds of sound public policr. 
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v. Federal and State Uae ot the 

Saae Tax Baaea 1n War-Time 

81 

Several problems arise du.ring the defense period 

trom the uae ot the same tax eouroee by both the Federal 

Government and the Statea. These problema are not new. 

They are aggravated, however, by the Federal Government ' • 

fiscal needs and t he probability that the Federal Govern­

ment must embark upon an 1 all-out• tax prograa. The 

principal problems are: 

1 . Will a combination ct Federal and State taxes 

prove excessive for the taxpayer? 

2. Will the combination unduly embarrass the Federal 

Government or the States and result in the impairment of 

maximum war-time fiscal effort? 

3· In the event the answer to t hese questions ie in 

the a.tfil'lllAtive, should an attempt be made to persuade the 

States to abandon certain revenue aources tor the duration 

ot the emergency? 

In view ot the extensive and intensive development ot 

the Federal income tax and its probable further develop­

ment, the question or excessive burdens on the taxpayer 

ie especi ally directed to the possibility ot a confi scatory 

or near-confiscatory incidence ot a combination or Federal 

and State income tax rates . The present maximum Federal 

Regraded Unclassified



J.lali-
Ar11011& 
Arl<t.Aa&a 
Calltorala 
Colorado 
CoaaeoUCOlt 
l>el&W&H 
Dlatrlot of Col. 
O.orcta 
I4aho 
Iowa 
laaau 
leotuq 
Loo.111aa& 
llu71&114 
ll&llachuaat \1 

IUaoeao\a 
IU111IIlppl 
llllaourl 
ICootaaa 
• .., llexico 
• .., Yorlt 
Iorth Carollaa 
I orth Daloo\a 
Okl&boaa 
Ore co a 
Peaoa71Yaala 
Sooath Carol1aa 
loa.th DUo \a 
11t&h 
Yeraoot 
T1rpo1a 
f11t Tirpo.la 
Vhcoaalo y 

~11 1 

11141rtclul. 
laOO!!t fy 

T11 
T11 
Tea •o 
T11 .o,.. l iiJ)OIM 
T11 
•o 
T11 
Tea 
T11 
Y11 •o 
Y11 •o 

Iataraat •o 
Dl<rldeD4a lfo 
Capital Oalu lfo 
Partaerah1pa Tea 
!uelaeaa loco.. Yea 
Voce• all4 eal&rlaa Yea 

Yea 
lfo 
Yea 
Tea 
Yea •o •o 
Tea 
Tea 
Tea 

Iooe 1Jipoal4 
llo 
Yea 
Yea 
Yea 
Io 
Y11 
Yea 
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Col'pOraUoa 
laccv ty 

Taa 
Tea 
Tea •o 
Tea •o 

Io,.. lapoal4 •o 
Tea 
Tea 
Yea 
Yea 
Yea 
Yea .0 •o 

Y11 
Io 
Yll 
Yaa 
Yea 
Io 
Io 
Yea 
Yea 
Io 
Tea 
Io 
Y11 
Yea 
lfo 
llo 

•o• • la:poaed 
Tea 

!J Io paera1, each State which peralta the 414uct1oa o! J'14era1 loco•• 
taxea liaita euoh 414uction to tazaa paid oo that part o! iaco.a 
aub,l act to ih ow 1aco .. tax. 

Y .Applicable to iacQIIe o! 19~1 aD4 auliiiC(Illat 71ara, the dl4uctioa h 
l1a1tl4 t o 1o;; 1a the caaa o! CCl'pOr&tioa.a &D4 3~ 1a th& caoe o! 
aoucol'pOrate taxpa71ra . 
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.,.,, of 80 pone•' u4 'h• ..n- .,_., rate of 15 JIOrooat 

(Jonh Dakota u4 Oa11tol'll1al appou 'o appnaoh wUla111 

a ll&I'I'OW MJ'Ila ot ooat1ooa,1oa. ••' tho appOOI'&DOOI an 

4ooe1Y1ag. !bo 4o4ao,1b111'T ot tho I'•'• 'as 111 aal .. -

la,laS 'hi baoo ot ,.._ rotol'al tas, toso,hor with 'hi 

4o4uot1b1l1tT ot the redoral tax. 111 f&leal•'tas tho boao 

ot tho ltah tas 1a .oro thaD 2/J ot tho 1aoo- tas ltaho, 

aato tho etteoU•o ratoo ooaaidere.blT looo thaD tho aolliaal 

Do4uUbUUT ot tho rotoral tas 1e allowo4 liT 21 

ltatoe. (8oe !able I.) Z1sh' ltatoe, 1aolud1ag Oal1toi'D1a 

aad low York, aa4 tho D1etr1ot ot Ooluab1a, dODT 4oduot-

1b1l1tT• V1eoone1D DOW sranto a l1a1te4 do4uot1oa &D4 

Xaaeaohueotto 1a ito olaeo1t1o4 1aooao tas allowo a 4o4ao­

Uoa oa ooao t;rp .. ot laoo... Tho ooab1aat1oa ot rodonl 

aad ltato tas ratoo udor Yarioua aoau.pUoao produooo 

tho tollowiag reoulhl 

l. 

2. 

!able II 

.t.o.-pUoa 

!hat aolther 'as 1o 4o4aoUblo 111 
tho ulnlaUoa ot the other 

That 'ho ltato 'as 11 4o4uot1blo ia 
tho oaloulaUoa ot tho h4ora1 ( ao 
proooatlT PI'9Y14o4 111 tbe rotoral 
law) 

tttooUn Ba'o 

95 porooat 
I tate 
rotel'al 

SJ perooa' ., ... 
rotoral 
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That tne Federal tax 1s also 
deductible in the caloulation 
of the State tax (aa presently 
provided in the lava of about 
two-thlrde of the States having 
an inco~ne tax) . 

4. That the State has no income tax. 

84 

1!0 .7 percent 
St ate 3.4 per cent 
Federal 77 .3 percent 

ISO percent 
Feder al ISO percent 

From the a bove table it can be eeen that the co~nbina-

tion of Federal and State taxes reeults in an effective 

rate only slightly higher under the t hird assUMption than 

under the fourth, and not conspicuouely higher under the 

second assumption than under the fourth . (However, the 

differentiale are greater than they eeem for they should 

be oo~npared with what the taxpayer has left atter t axes as 

well as with his net 1noome . ) Thua, the deduct i bility 

feature 1s an insurance against a confiscatory combination. 

A Federal rate of 90 percent and a State rate of 15 percent 

under the second assumption above would result in a combined 

maxi mum effective r a te of 91 . 5 percent; under the third 

assumption 90 . 2 percent . 

Although reciprocal deductibility results in the avoid­

ance of confi scation in the application of the income tax 

t o the high brackets and alao ~eana the reduction to rela­

tively small margine of differential t ax burdens among 

taxpayers reaidin.g in different Statu who enjoy the a8JIIe 

level of income, the latt er aspect appears not to be true 
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tor 'axparera wi'h low 1Dooaee and rela,iYel 7 low 'ax••· 

Thua, wi'h an etteotiYe ra'e ot • peroan' 1D bo'h S'•' • 
and Federal lave, .u'ual deduo,ibili'7 would leaYe a t o,al 

'ax burden ot 7.68 peroen' ia aa i .nooae 'ax S'ate a• ooa­

pared w1~ • peroen' 1D a non-inooae 'ax State. 

HoweYer, ' he appearanoee are d•oeiYing onoe again. 

The relat1Yel7 low preYa1ling State r atee and the operation 

ot a progreeeiYe eoale, wb1oh oaueea the deduction to be 

applied at a higher rate than the etfeo,iYe one, lead in 

ao~ual pr actice 'o YerT auoh eaaller differential• 'baa 

'he abo.e illuetration euggee,e. !he difference 1D tax 

aotuall7 p&Jable b7 a aarried tarpa7er, w1thout dependent•, 

with a $5JOOO income in New Yorlt ae 0011pared with PennaTl­

Yania (a non-income tax State) is onlr 1.1 percent ot the 

net 1ncoae eYen though New Yorlt allowe no deduction tor 

'he Federal tax. HoveYer, in thie oaee 1.1 percent ot ne' 

1nooae 11 1~.7 per cent ot the t otal 1nooae tax 1D a non-

1nooae tax State. 

As to the second question, that ot t ieoal embarraee­

aent, the anewer eeeme to be tha' the preeent arrangement• 

are tairl7 flexible. The ~1r4 and tour'b aeeumptione 

(Table II ) , either reoiprooal deduotibili'r or State wi ,h­

drawal troa ' h• 1nooae 'ax field, giYe the Pederal GoYern­

aen' a fairl7 tree hand in ' be deYelopment or an income 

tax rate etruoture. The eeoond al,ernatiYe, while le11 

faYorable to the taxparer, lea••• more reYenue t o 'he Stat ee. 
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,..,.....r te'ol .. pnoonod below u4 1a .&ppea4u A 

llill•te tut .u beaotuo ot nolproeal ._. •• u-.uu:r 

oato .. to tazpaJ•r• 1a all b~aokete et 1aooae aa4 bo .... 

qalto olsa'olo at the tlOO,OOO leYol. !he boaet1to haYe 

rlooa ooaoltorabl;r la Yalu ao a noalt ot the 1~1 

laona••• la Fodoral ratee. !he boaet1to ot tho dodaot1-

'all1t:r pl'OY1e1oaa 1a State lava Ya~1 troa State to Stato 

ao .. NJ.aa to tho aohedulo ot ratn la eaoh State. !'he 

aon anon the rate aohedule, the ••~• n'oetaaUal tho 

aa•1aca to tae taxpaJe~. 

!ae Fe4eral deduot1bll1t:r teatan lo tantaao.at 1& oao 

••••• to a ouba141satlon ot the State 1aooae tax b7 tae 

loYer .. eat. A po~tloD ot the State tax oan be ea1d to 

'ae otteet b;r a reduotloa 1n Federal tax reault1ng troa 

the 4e4aot1oa ot the State tax 1n the oaloalatloa ot 

Fo4al'al taa. !he 1 1ube1d71 etlll holde trae, bat to a leeeol' 

oatoat, wbero reo1prooal do4uotlb111t7 11 exteDlld b;r tho 

ltate to the Fobl'al lny; tae Poteral Oonrnaoat oolleoh 

l~•• l'OYoaue on the 1aao 1aoou 1a a State w1th an 1aoo .. 

tax tllaa 1D a aoa-1aooae tax Btate. !hu1 the 4o4uot1D111t7 

praY1o1oa 1D tho Federal law Dot oalr proteot1 the taxparer 

'oat aloo g1Yoe a eubatant1al a4Yantoge to tho 1nooae tax 

Bt•tiOo fho adY1eab111t7 of thle OODOOOI10D 8&7 bo 

qa~ot1oao4 'out tne doduot1o111t7 reatare appl1eo eqaallJ 

to aoarlJ all taxea an4 _, be eupported 1a a441t1on on tho 

cro .. « that tt onooarageo the St ataa t o aa!nta1n a progreea1Yo 
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Table III-a 

Percent of !let I ncooe" Requ,i r ed to Pay Federal and State 
Inco'D.e Tax in Califor ni a , ~!innc•o t~a. , l~ev York and Penn­
oylvani a nt select ed not i ncome l evel• on assumption of 
reciprocal deductibi l ity. 
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CPlif ornia Minneoo tl\ Now York Pennsylvnni~ 

Ne t l neooe 

!; 3.000 lq 4.9 4.8 4. 6 
5.000 7.8 8.4 s .4 7.5 

20,000 23. 7 2~. 2 25.0 23.1 
100,000 5, .2 5 .0 53· 7 52.7 

l ,OOO , CXlO 7 .o 73.9 13·1 73· 3 
5.000,000 79.1 78.9 78.8 78.4 

Tl\blo III- b 

Percent of nat i ncome•M tually ro~ui red to pay Federal 
Md State I ncoce Tnx i n Onl1for nill, 'linneaota , lfe~< York 
nnd Pennoylvani~. e t aoloeted not i ncome l evel e. 

California !Hnneeota l!ew Yor!c Pennsyl vania 
not Income 

.; J ,OOO 4.8 4 . ~ 4.9 
5.000 7.9 s. 8.6 

20,000 24.2 ~.2 26.0 
10:>,000 55.2 .0 54.8 

1,000,000 76.3 73·9 74.8 
5.000,000 81.3 78.9 79.8 

Tb• tA%pATOr io a aerried aan vitbout depondento; 
co-.unitT propert7 law in California diorecarded. 

4.6 
7.5 

23.1 
52.7 
u.~ 78. 

' 
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INCOME TAX LIABILITY FOR A MARRIED MAN WITHOUT DEPENDENTS . 
UNDER 1941 FEDERAL AND NEW YORK STATE RATES UNDER VARIOUS ASSUMPTIONS 

10 •• 100 
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element in their tax 17eteme. 

Ot the St&te tax collected on the $20,000 inooae ot 

& married aan, without dependents, in Minneeot&, & port ion 

will come trom the Federal Government in tbe sense th&t 

the Feder&l Government will oolleot lees from thie individu&l 

than it would it be lived in & non- income tax St&te; & 

portion will come trom the taxparer in that hie total 

income tax bill will be greater in an income tax t han in 

a non-income tax State. Under the 19~1 law, the Federal 

ehar e ot the Minnesota State income tax on the $20,000 

income is calculated to be ~2 percent and the taxpayer's 

share 58 percent (Table IV). This means that the Federal 

Government has in ettect reduced the burden ot the State 

income tax to the taxpayer by nearly halt and that the 

State in etteot bas received this ae a differential eub-

eidy trom the Federal Government. 

The tables aleo indicate t hat the encroaohaent ot 

the new Federal tax upon the State income tax base will 

be qui te substantial in those States which allow tbe 

Federal t~x as a deduction. It will not affect the other 

States (Table V). Whether or not , in tbe oaee of the 

t ermer, the upward trend ot State income tax receipts will 

persist, is a question which cannot nov be answered. 

• 

' 
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element in t heir tax ayetema. 

or the State tax collected on the $20,000 inooae ot 

a married aan, without dependente, in Minneeota, a portion 

will come from the Federal Government in the sense that 

t he Federal Government will collect lees from this individual 

than it would it be lived in a non-income tax State; a 

portion will come from the taxp&Ter in that his t otal 

income tax bill will be greater in an i ncome tax than 1n 

a non-income tax State. Under the 1941 law, the Federal 

ahara or the Minnesota State income tax on the $20,000 

income is calculated to be 42 percent and the taxpayer'a 

share 58 percent (Table IV) . This means that the Federal 

Government baa in effect reduced the burden of the State 

income tax t o the taxpayer by nearly halt and that the 

State in etteot has received thie ae a differential eub-

eidy trom the Federal Government . 

The tablea alao indicate that the encroaobaent of 

the new Federal tax upon the State income tax base will 

be quite substantial in those Statea which allow the 

Federal t ax as a deduction. It will not affect the other 

States (Table V). Whether or not, in the case ot the 

f ormer, the upward trend ot State inoome tax receipts will 

perailt, ie a question wh1ob cannot now be answered. 
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C.AL I .i'Olil:I A 

'?ot.el Federal ~ 
ol!uo ~r•a 

• har• 

;),COO 
•ln r rtea 0.1 0. 0 0.1 

•),000 
•r.o rat.os 0. 2 o.o 0. 2 

.;~lj ,OOO 

1!.,1 rALet o.u 0.1 0. ) 
, ,000 
1 ...0 rf!lu 0.5 o.o 0. 5 
20,000 
•41 r~\.fa 1.1 0. 5 0. 6 
0,000 
•to rr ~ea 1.6 0. 3 1. ) 

~ lOC'.COO 
1Ll rot•• 1.4 0. 9 0.5 

. lCO,OOO 
•l.o r e te• ). 1 1.8 l.J 

~ l , Of'() t 000 
•J.t rr.tea 3· 5 2.8 0. 7 
5,()1)() .000 
•4! r•t.ea J .4 2.8 0. 6 

-
!ab1o IT 

111llol&J0l0"4ll 01 S't'A?.: I IICO!I1 'l!J.X• TIIJI!' 'IOUL!I n:: P.LTABIZ n: C.U.I!Olii:IA, 
!Hllll!lSO'U Al:D lll:1l YORK IT<lm?. 1941 Allll 194o J'Ellil!.IL ~S Il.'fO Poa.­
TIOliS PAID BT '#.XP AY>J.!. A!ID liT Y..D.JUL 00'/.JUOICi:l.'l!, UlliS..'! J..SS\IIll"l'IO!I 

Oi' lll:OIPROO.AL JEI)1J0 dbiLI'I'Y 

I!I!lh:ASOTA lri;W YORK C.U.Il'Clll: IJ. I!I l; • .z.bO'l'J. 

'i'otal Federal Tu- Total Ted•ral 'h.x- re4e.re.l '!'ax- l"ederal Tax-
ablre pa.Jar'a share J)ll1"er1 a ohare ~r•a a hare ~er1 a 

ohAro olw'o " ol!uo i ohare 
< < 

0. 3 0 . 0 0.) 0. 2 o.o 0. 2 o.o 100.0 0. 0 100.0 

0.3 0. 0 0. 3 0. 3 o.o 0. ) o.o 100. 0 o.o 100.0 

1. 0 0.1 0.9 1.1 0. 2 0.9 25 .0 75.0 10.0 90.0 

1.1 0. 0 1.1 1.2 0. 0 1.2 o.o 100.0 0. 0 100. 0 

3. 6 1.5 2.1 J . 3 1. J 2. 0 45. 0 55. 0 42.0 ss.o 
lq 1. 0 3· 7 4.2 0.9 ) . 3 19. 0 &1.0 21. 0 79 .0 

4.1 2. 6 1. 3 J.O 2.0 1.0 Gl.o )6.0 6s.o )2. 0 

5·5 J. ll 2. 1 4.0 2.3 1. 7 58. 0 42.0 62 .0 J8. 0 

2.6 2.2 o.6 1 . ~ 1. 5 0. 4 so.o 20.0 79. 0 21.0 

2. J 1. 8 0. 5 1.6 1. 2 o.u 82.0 18.0 78. 0 22.0 

llllW TO.'UC 

i'ede.r al 'l'ax-
•lw'• payer' • 

' obare 

' 
o.o 100.0 

o.o 100.0 

16.(\ 82. 0 

o.o 100.0 

39.0 61.0 

21 .0 79 .0 

67.0 JJ.O 

58. 0 42. 0 

79 .0 21.0 

75.0 25.0 

.able IV br e&.::s d.ovn t he percent-age of t he 1ncUT14.ual t&X'pl\Yer' 1 1ucooe ~·.-ble t o t he at ate 38 1»co=e tax into t vo portiona: 

\~a pert •p.a14• oy t he ta.dhlduLl t~er an.d t ho part •p.a14• by t he :Federal ?reaeur, . Literel~ opeal<IDGo ell of ~he ota•o tnco• 

\ax lt oei4 by t he t~er. HoveTe-r , ln thia contex\ ~nt• 1& uae4 ln the aenae of eM.ltlocal burden t o the tezpe.Ter. ft:.e latt-er 

""'1• t.~t portion of the St.t\te tex vbic!:. equalt t ho exceat o! hit total l neoae tu blll (s~t.e plu ?e4eral) OYer v'h&t hia income tu 

olll vould be in a non-lncome tax atate. "i'he Pederal Oo'fe rn=ent ·~·· t he r~nd.lr. 

f tl." tA~tr 11 a M rr1t cl MD W1 th6u.t dependent•: co .. un1t7 propertt law 
ln California dltre~r4t4. 
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Ptr Cent or $20,000 lnCOWII• tbAt vo\lld 
be pa1Able na Iceo=e ~ to State• ot 
Cl'lUornie,, Minnesota Md llev York: under 
1<>41 !Uid 1940 !edero1 Rate a on ~hreo Al tor­
nAt1~e Aasumptione of ~ax Deductibility. 

~· ~- l!!..._!. 

19~1 1940 151.1 1940 1$~1 1540 
r.l\ttt ?.o.tea iatea !latta Batte P.Atea 

2.0 2. 0 5-7 5-7 4 .9 ~-9 

2.(\ 2.0 ; .7 5· 7 4.9 4.9 

1.6 }. 6 4.7 ) .} 4 . 2 

-50-
'l'ab1o V-b 91 

Per Oent ot $100, 000 Inco•.e• tbAt vould 
be payable aa lneome Tax to State ot 
Calltornla, Mlnnetot& and Now York Ub4er 
1941 Md 1940 Foderol R&toa on ~•• Altor­
ntltl'n .UtUII'ptlODI of Ttut Deduct.1bU1 ty, 

~-
1~1 1940 1941 1940 1S:.1 1940 
Ratea Ratea ?Atea Ratte Raua Raua 

"So de-
ductibl-
11 t:y 7-7 7.7 9.1 9.1 6. 6 6. 6 
Str.te 'i'AX 
Deduc\1-
b1o 7.7 7-7 9.1 9.1 6.6 6.6 
Reel pro-
col :leduc-
t1b1l1 t:r 1.4 ) . 1 4. 1 5.5 } .0 4.0 

• ft.e tup&Tt~r ta a aa:rr1e4 ... wtUaou\ 4~11d.eo\e ; 

coaounlt7 proport1 low la California diarocardod. 

Per Cont of 81,000,000 and $5,000, 000 
Incout~bat voul4 be })Q'able a• l~ou 
Tax to Statee ot California, Mlnnoaott 
I!Uld liew York under 1941 .Fed.ertl btee 
on Three Jlttr~tl~t Aatumpttona ot 
Tax De4ucttblltty. 

Sl,OOO,OOO $5,000,000 
Call!. ltlllll. li. Y. C&ltr. lClc. 

t'o De-
dw:t1b1-
11t:r 1~.o 9-9 6.9 14,8 10.0 
Sta.te 'fax 
Deduct~ 

U.Y. 

b1o 14. 0 9-9 6. 9 14.8 10.0 7.0 
Reel pro-
col Deduc-
t1b1llt7 ).5 2.6 1.9 ) . 4 2.J 1.6 
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Other consi derations supporting the mutual deducti­

bility of income taxes pai d are: 

1 . Since most jurisdi c tions allow most taxes as 

deductions in income tax la~<s, it would be dltficult 

to justify an excepti on for net inoome t axes , To be 

sur e , the net income tax deduction provided by the Federal 

l aw amounts in effect to a subsidy to the St ates. But 

in eo far as other taxes ere allowed aa deductions to the 

person who bears their final i nc idence, the same argument 

can be made r egarding the other t axes , 

2. Net i ncome after ta.xee iB t he true surplus out 

of which income ts~ee must be pai d , The former i s also 

the fairest base to uee in comparing the ability to pay 

of one individual with tha t of another . For example, 

let us ll&eUllle t hat A E..r.d B both have $10 ,000 i ncomes 

before income tax~e but t he t A, by some provision of Stat e 

1:111, has to pay a Sl ,OOO State income tax while B does not , 

It is submitted that 9 has more ability to pay Federal 

1noomo taxes t han A and tha t most peopl e when confronted 

···i th these facts would agree with tbi e conclusion. 

In so far as a consumer is able to deduct the exci se 

taxes levied on the tobacco he smokes , the law i n effect 

Pllows him an addition to his perconal exempticn for 
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11YiDC ezpen .. 1. ftll inoa.e tax M7 bl repJ'Iled a1 

(1) an outl&7 (like &D7 other proteeeional or ba1in111 

1 xpen1e) in•olYed in the creation ot inoo .. ; (2) a util­

i~ation ot i noo .. ; (3) a t ran1ter to proYi41 a bitter 

diatribution. WhlcheYer ot thee• Yiewe ie taken, an4 

the7 all haYe 1ome Yali41t7, it il dittioult to ••• bow 

anJtbiDC 11 gained b7 dillllowi~ the deduction. It O&ll 

be argued, ot cour .. , that incoae before all tuee 1hould 

be the baeil ot income taxation. But th1a contenti on would 

aake no adequate allowance tor genuine ditterancea aaonc 

taxpaJerl and 1t would reduce the equl t7 ot the incoae tax. 

3. It can bl aa1nta1ned that deductibility ot inooae 

taxtl il unneCIIIarlly deceiYing to the publio; that the 

latt1r looke only at nominal ratee and doee not 11e the 

oone1derabl7 lower ettectiYe ratee which reeult troa deduct­

ibilit7. fh11 arguaent euppoeee that the public ie intent 

on haYing the currant noainal ratee preYail ae ettecti•• 

ratee. Viewing the Federal and State tax 17eteae 1eparatel7, 

ae t he publi o ia inclined to do, th1e a&J be true. But it 

il not at all clear that it the public were Mde to ••• 

the tax etruoture aa one whole that it would not prefer 

the preeent coab1nat1on ot Federal and State nominal ratee, 

vith deduotibilitJ, oYer the eaae noainal ratee ainu• 

deduct1b111tJo 
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4, The arguaent ie l1kewhe achanoed that 4e4uou­

bility or Federal inooae taxee in State incoae tax lave 

tende to make the errectiTe ratee or the State lave re-

greeeive . This is equi Talent to eaying that State and 

Federal lave should be Tieved and deTeloped Without 

regard tor each other, It ie euch diaregard vh1ch createe 

the problems or an uncoordinated reTenue eyetea. 

5· Alternatives to the recoaaendation or autual 

deductibility are not attractive. Dieallovance or deducti­

bility, particularly by the federal Government, would 

create the tvo major ditticultiea mentioned above: 

a , It would leave grave dangers or confiscatory 

taxes; 

b, It would leave very large differentials in the 

total net inco~e taxes paid by citi~ens located 

in different States, 

Both or these major ditticultiea vere featured by 

the recent Canadian Report !/ a.e reaeone tor the elimina­

tion or Provincial income taxea i n Canada. Both d1tt1-

oultiee might be mitigated by agreement vith the Statea 

to reduce the top rates or t heir achedulee but th1a would 

involve complicated and uncertain arrangements and the 

degree or mitigation would probably be slight , 

!/ Report or the ROy&l coamieaion on Dominion-Provinciil 
Relatione, 3 Voluaee, 
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n .... er ...... , " arp.a 11ba11 11u 1u11ee •111.1 

nUre tl'OII 11be 111-• tax t1el48 tor 11be ••:rpnor. 

llowTer, 11aeo 11M .,..q••r et 111&11• n••- 1• a 

OODOII'II It 1iU rMiral Clo .... I'MID11, .... liaol 11Mft 11 

alao u 1Dhnat 1a allew1q •• noh tlloal. 1alepe.,..aoe 

11o 11M 111a1111 a1 pouillle, 11ben 11 111roq '"-' ter 

no141111 a oevae ftloll wo1114 oall tor 11M ali&D41 ... D11 

ot tbe lllooae 11ax l17 tbe Statu. Kenner, 111 1111 

reaaooalllr lie expeotl4 11aat the Btatee Will take ••• 

aooout ot thl """Du requireanh ot 1lhl re41ral Go.,..m­

aeDt aD4 prua tbeir 1Dooae tax procraa• ao aore 1lbaJI 

DIOIIa&r7• lD thl 1Dtlreet ot aaz1aaa rl4eral l'l't'ID .. I, 

State 4Muot1ll111t7 tor re4eral tax11 a1&ht lie IDOOa~"ace4. 

!o lie IUI'I 1 41't'llOpallltl 11011 DOW toi'IIIID a&7 DIOIIIitatl 

u alterat1oD 111 tbeae teatat1•• oonolu111DI. 

lloaue ot tll8 4MuoUll111tr toaturee ot rMeral aD4 

State 1Dooae tax lawa, tho re4eral Oo't'eraaent oaa aD4 lboul4 

tell tree 11o or4er ita war-uu 111oou tax aob141alll W11illou1i 

aaoh re&ar4 11o preeeat State le't'111 or pola1bll ollaD1•• 111 

thl lathr. 

!be allo.,.. uao .. e1oa relatu to 11!11 pereoll&l ra11118r 

thaD tbl "rporate 1Do_, tax bat tll8 relaUoDIIhlpl to11114 

111 the 0111 ot tlll toraer appl7 aleo 1a the lUI ot thl 

la11hr. 
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A •o .. Wbat e1a1lar 11taat1oa 1a Caa••• baa re1~-.& 

111 a prop-aa llllll•r wbioh tu lloa1a1ol1 propo111 to p&f the 

pro'f111o81 to 1t&7 out ot tu 1aoo .. tax t1el4 tar thl eMr­

aenoJ. BowiTer, the Calla41aa law• ia ll'feral ool1ep1o-

uou• oa1ee pro'fi4e4 ao 4e4uotibilit7 ot taxee aa4 ree~te4 

in pole1ble oo11t11oat1oa or aear-oolltila&tioa ot laooae tor 

~aae tup&Jtrl. 1fh1le tu CaaaAiaa prop-aa 4oe• aoh1e.,. 

aaxiaua tree4oa tor the aaUonal 4e'felopael1t ot the tax 

in al l bracket• ot 111ooae, the &&111e are quite 4earl7 

purohall4. 

It 11 pouible that tha re&eral GoYeraaeat cluriDg the 

4etenee per1o4 a&J wi•h to tax tobaooo or liquor 10 ee'ferelJ 

that the ooab1nat1oa ot re4eral &114 

eabarrau1q e1 ther to the 1114ultr7 

8tate le'fie• will pro'fl 
) 

1nYolYe4 or the oon•uaer. 

But thil pro1pect 4oee not appear to be aa ~e41atll7 

.. r1ou1 problea. 
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further An&17aia or tna Erraota or De4uotibil1t7 
tor !axaa 1n Federal and State Inooae !ax La•• 

!able YI ohowa the paroantaca or a SiYen 1noo .. tbat 

ia pa1d out aa 1noo .. tax under d1ttarant o1rouaatanoaa. 

Four prino1plaa or olaee1t1oation are applied aiaultana­

oualr: 

1 . Income bracket 

2. State re Udanoe 

3· Tax deduot1b111tJ 

~ . Government Juriad1otion 

1 . The 1nooaea choaen tor atudJ are: $3,000, $5,000, 

$20,000, $100,000, $l,ooo,ooo , $5,000,000 . The tiret 

tour are cone1derad under both the 19~1 and 1940 Federal 

rateo. Since the 1940 and 1~1 ratee are about eq_ual at 

the million dollar laval and above, onl7 one caloulat1on 

ia made in theea brackata . Throughout, we have aesuaad 

the income recipient to be married, with no other dependenta. 

2. The Statea atu41ed are California, K1nneeota, Kew York 

and PennaJlvan1a. 

a , California has the blgheat max1mua State rata 

or 15 percent . The progreaa1on 1a gradual, 

reaching tha top rata at the $250,000 mark. 

The exempti on tor a aarrud haad or a tu11J 

1a $2,500. 
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-"-
b, IU.DA .. o'• baa a top raw ot 1~, Whioh 11 naoM& 

d t20,000, ftw n:•apUoa •••4 1e t2,000, 

o, Jew York hal a top ra'e ot ~. naehe4 at. t9,000. 

The exeapt1on il t2,500. 

d, Peftfti71Tania il a non-inooae tax State. 

J• !hree condition• or •tax 4eduotibilit71 an eonaidere4, 

a. Jo deduotibil1tJ. Under th1e ae1uapt1on, aeitblr 

tbe Federal GoTeraaeot nor the Stat e allow• the 

inooae tax paid to the other Jur1ed1ot1on to be 

deducted troa 1t1 own tax ba••· 

b, Onl7 the State tax i1 deductible. While the 

. Federal Go•ernaent peralta in eTerr 1netanoe the 

deduction or State income taxe1 from the Federal 

tax baee, eome Stat•• do not accord like treat­

aent to Fe4eral taxee. Oal1torn1a and Rew York 

are exaaplee or 1uoh Stat••· 

o, Beo1prooal deduct1b111tr. The Federal Qon~nt 

allow• Stat e 1nooae tax•• to be deducted troa the 

Federal tax baee and the State allowe Federal 

incoae taxee to be deduote4 troa the State 1ncoae 

tax baee. X1nne1ota 11 an exaaple. 

Statutorr pro•ie1onl are aa 1tated, However, 1t 11 

expedient to 1tud7 the three State• under 1dent1oal condi­

tione or tax deductib1litJ, &i•en their reapect1Te rate 

1truoture1 and n :•pUone, 
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4. Tbe percentage or i ncoae pa1able ae incoae tax to the 

State and Federal Governaent and the total or t he two 

levies are calculated. 

The computations are derived !rom the substitution 

or prevailing Federal and State tax rates in a pair or 

simultaneous equations: !/ 
F • s, + LI - (PF + s + I,l7r, + [r - (PF + EF + SlT.o4 

S • S., + [r- (Ps + Es + F + I, , '[Jr,, 

When I • Total Income leas al l owable deductions other than 

Federal and State income taxes paid. 

PF • Federal personal exemption 

Ps • State personal exempti on 

EF • Federal earned 1ncome credit 

I, • Federal surtax net income below top bracket 

I,, • State tax base below top bracket 

S, • Federal surtax on I, 

S, , • State tax on I,, 

r, • Federal surtax rate on top bracket 

r,, • State rate on top bracket 

F • Federal tax 

S • State tax 

lf Formulae taken rrom ~11'1o1oll or Tax Research Memoranda • 

• Regraded Unclassified



. ( 
• 

nl.UU7 

full 

" 
, ... .,..l 

.... ... lj ~~.. , 

,,, .... '·· ""' 
o.z 0, ) 0. ) 

··~------,, ... 
aw ~ •• 

,.,..m 
~~· \ , 1:1 ... . 1., 6 

0.2 o., G'. J 

•. ] tt, , II, I 

1t4lrt.l 
hs 4, 111 1., • li . o 

•'''-

"" 

l . l l . Z 1.1 

.z t'. ) 0.) 

1.1 l,f 1.1 

.. , o., o., 
O.l 0.) 0. ) 

100 ........ 
Jo..IC2 <J t-l<ll I-~.;.1 'tal.l.f ~-- D t~ .-r U-~ ~~. T~ JW:I) l tAU. 10: w.u .. ~&-.u •• ~-• .....» r.;,:.r T\llll , \l..;...a t ;lat m 19\0 , ...,.... .. JU.r~ . 

~ll:l !lEII:U .to-~ C...:.J.l!I\JS 0 '%.1.1 ~C'Uit.,.U,a 

••• .., , J.Z . ' ~. ~ ••• 11. , 

LO Z.O LO 

o.; 2. 1 1. J t.o 5-· 1 ll. 't t .o , ,, ~., 

l·' }.Z J.l: 

r.o 2,o 1.9 

.-..o S·• ~., 

< ,, J ol } ol': 

). J J:,O 7.0 1.0 

o.• a.o 1.1 L, 'l l.l ••• 1. 1 , . . ,).) t.ll k.l • ) .0 

r.7 ' · ' ' · ' 111. 0 ' ·' ' · ' 1S..1 10.o r. o 

) . 1 , , , ~.0 ,., t.l t..t '·" t . ) 

Regraded Unclassified



- 60 -

VI. Other Defense-created Inter­
gcYernaental Flecal Problema 

A. Cooper ation 1n tax admlnlstraticn 

101 

IntPrgoYernmental cooperation in the administr ation 

ot OYPrlapping taxea ia an important field tor fUture 

deYelopment about which more vill be said 1n eubeequent 

reports. Suffice it here to obser.e that some experimenta­

tion vith intergoYernmental cooperation is blghly desirable 

ae a var meaeure. Informal arrangements by vhich the Statee 

make use ot Federal income tax facilities and 1noome tax 

information are now extensive. The Federal Government might 

well make some use ot the accumulated experience ot the 

States in the administration ot the income te.x in the very 

low income brackete. A number ot States have succeeded in 

so integra ting diverse local industrial and governmental 

sources ot intormntion ae to enable a comparatively etteo­

tlve collection ot the income t ax from the low income 

groupe. Th.le , admittedly, cannot be eald ot t he Federal tax. 

More ettectiYe income tax oolleotlon at the low inoome 

leYela la Yitally important in t he interes t ot public 

moral,., eepeo1all y a t t his time and the States are in position 

t o f acilitate t he Treasury' s ettorte in that direction. 

The new aut omobile use tax seemed to turnleh the ideal 

opportunity tor Federal-Stat e collabor ation in admlnl etra­

tion. HoweYer , the Yery impressive d1tt1cul tiee encountered 

• 

' 
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b7 the Bveau or Inhrnal bYen•e when euoh progru waa 

oonte~lated eerYe prinoipall7 to deaonetrate 10be taot that 

euoh collaboration cannot be 1aproYieed euooeeetull7 and 

would require long planning en4 oaretul arrangeunte ae to 

detail. Aaong the dittioultiee encountered were ditterant 

State collection datee, poeeible unwillingneee or Statea 

to cooperate, absence or State an4 Federal authoritr tor 

euob arrangement without epeoitio action b7 Congreee and b7 

the reapeoti•e State legielaturee, deoentr&lized State 

adainietration, (in eoae oaeee) , problea or bonding State 

ottioiale, State political oppoeition. It eeeme probable 

tbat the Federal Government cannot rel:y on State adainietra­

tion in a oaee or this eort without aore adequate aeane or 

holding the States accountable and without being in a poeition 

to adminieter the tax directlr it the Statee tail to obeerYe 

etandarda. More stud7 will be giYen tbie experience ae an 

excellent trpe caee or poeeible Federal-State adainietrati•e 

collaboration. 

With regArd to the autoaobi le uee tax, an additional 

obaerYat1on aar be in order. Although the Federal Go•ern­

aent baa prior claia to the right-or-war in taxation during . 
the detenee period, it ie exceedingl:y doubttul whether 

Federal in•asion or a tield long occupied b7 the States 

and their eubdiYieione and one well adapted to adainistra-
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tion at the State and local level -- namely the automobile 

use tax - - aoccmpliebee any ueetul purpose. Thie tax 

will be ver.r dit!icult and ooatly to administer at the 

Federal level. Moreover, the Federal Government already 

i.mpoaea manufacturers' excieee on motor vehicles and 

motor tuel. 

The motor vehicle uee tax leaves much to be desired 

trom the point ot view or equity as well. Available 

information on t he estimated distribution or ownership 

ot f amily automobiles by !emily income groupe in 1935-6 

indicates that almost 52 percent or the passenger cars 

were then owned by families with annual incomes or not 

more than $1,5QO. A comparieon or the $5 automobile 

uae tax vitb average 1940 automobile registration tees 

in the States reveals that the $5 Federal use tax ie 

equal to 27 percent or the average State registration 

tee ih one State and 195 percent in another. 
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Available information on the estimated market value 

or passenger care in use on December 31, 1939, indicate• 

that the average value or the cars vae then $23! and that 

the $5 use tax i e equivalent to 2.1 percent or the average 

value or all passenger cars. More tba.n half or the oara 

in use on December 31, 1939, had a value of leas than 

$17) . 

Data on tne distribution of motor vehicles by community 

ai~e classes indicates that more than half or the burden 

of the $5 use tax will fall on communities wi th 10,000 

persons or lesa and tnat 31 percent or the burden will 

fall on those l iving on farms and in unincorporated areae. 

The se equity considerations, together with the importance 

or the i ssue to wholesome Federal-State relations, indicate• 

the desirability or immediately repealing t he Federal auto-

mobile use tax. 

Ae a result or improved economic conditione, lover 

welfare and capital expendi tures, and reduced tax delin­

quency, some State and local governments will receive 

surplus revenues during the defense period. The disposi­

tion or these surplus revenuee has an important bearing 

on the Government's efforts to prevent an i nflationary 

rise in prices . 
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to the extent that the 8tatea and loca1 unite con-

vert their surpluses into reeer.ee, and more particularly 

to the extent they use theae reeer.ee to purchaee United 

Statea Derense Bonde, a volume or purohaeing po~er will 

be impounded and the inflationary preseure on prices 

correspondingly eased, !/ I n part, similar results will 

rollov trom the use ot current revenues to reduce indebted­

ness . Although such action would return purchasing power 

to bondholders, the expend1turee or the latter are not 

likely to be substantially inoreaeed thereby, While aany 

aunic1palities are limited in their power to retire debt, 

they have substantial ecope or such action with reference 

to short- term and floating obligations. Under some condi­

tione, State and local governments may also t i nd it possible 

and advisable to accumulate additional s i nking tunde tor 

future bond payments , Such use or eurplusee, in addition 

to casing the inflationary pressure on prices, vould result 

in a general strengthening or the credit position or State 

and local governments, a factor which may be or great iaportance 

in the post- defense er a , 

The development or a non-negotiable bond subject to ready 

liquidation and otherwise adapted to the needs ot state and 

!/ The State or Washington hae invested $325 1000 i n Federal 
bonds, circumventing the $50,000 maximum, i t is said, 
by making the investment cover several independent State 
tunde. It ie suggested that 1 hov Texas is going to 
handle ita $11,000 ,000 oash reeerve which it is hoping 
to inveat in the eame patriotic manner is a mystery, 
Perhaps it will han to content itselt ae dl.d rich 
Belleville, Nev Jeraer, t he tirnt city to buy Defense 
Bonde, with a paltry $50,000 purchase or so-called 
Series F, • (Albert Lepavaky, "Impact o! National Detenee 
on State and Local Financee•) 
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local reeerTe tunda would s t iaulate the uae or auoh tunda 

and their i nvestment in Federal seouritiea. 

It the iaproved f inancial condition or State and looal 

governments reaulted either in the reduction or taxea or 1n 

the increase of expenditures , consuaer expenditures would 

be increased and the problems confronting the Government 

in the prevention ot an 1nflat1onnry price rise would be 

enhanced. A deliberate poli cy of recuoing local expenditure• 

to oreate a surplus ia to be encouraged vnere the ser ving 

can be made through the improvement or administration and 

the elimination or waste . A reduction in public works 

expenditure by releaeing labor and materials will racil1-

t ate defense . Thema1ntenance or most local services at 

their present level, however, is essential in the interest 

or morale and productive erriciency . 

During the defense period it will be necessary for 

the Treasury to borrow on a vide scale. In this connection, 

vitn a view to maximi~ing borrowing from individuals, the 

Treasury has promoted the sale of Defense Savings Bonde and 

Stamps. Many local governments have cooperated generously 

in this program. Such cooperation ie very helpful and 

its continuation and expansion ie desirable . 

State governments can facilitate the defense effort aleo 

by assuming some further responsibility for special or general 

aid to the detenae- atfected ci t ies, many or whi ch have 

appealed to the Federal Government for assistance in providing 

the necessary services tor new defense workers and t heir 

families . 

/ 
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c. State and local interest 1n an anti-inflation program 

Although the present danger of inflation and the 

measures neeeseary to prevent it are subJects not direc t l y 

within the mandate of the coordinati on study , they are 

indirectly very much i nvolved , This le true because 

1nfl9tion would greatly upset the equilibrium of State 

end locel f ina nces and because the new taxes which have 

been and may be inaugureted to co~e with inflation heve 

an important bearing on the present and the future dis tri­

bution of the over-all t~~ load. 

Regarding the effect of inflation on State and local 

finances, the experience during the l as t war is ill umina­

ting. Because of r epldly ris i ng 'Or i oe e , Sta te and local 

BOvernments found that the materials reouired for opera­

tion and construction had become much more expensive . 

Employees pr esent ed well- ~upported demands for i ncreases 

in pay. Due t o these facts (and also to the increase in 

the volume or service s) total gross State and local 

governmental expenditures increased 186 percent from 

1913 to 1923 . The average increase per year was 18 . 6 

J)ercent. By wpy of comparison, the l ncree.ae during the 

expansionary peri od of the mi ddle and late twenties 

(1923- 1929) ave :oged 8 . 2 percent per year. 
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State &nd Local Expenditures, 1913 and 1923 

Amount, 
Reported expenditures 

in mil lions : Per capi ta 
1913 1923 . . 1913 

St &te 
LOCRl 

Total 

1923 

Source : Nationel Industrial Conference Board, Cost of 
Government in the u. s. 1926-27 , Ne>~ York 
1928 . p . 2. 

A lar ge part of t he war-peri od increaeee in State and 

loc&t costs were borne by those paying general property 

taxes . Between 1912 end 1922, assessed values, propert y 

tax levies and tax rates recorded t he following 1ncree ses: 

Assessed values 
subject to State 
i'nd local general 

f:-ooerty taxes 
000 omi tted) 

All general property 
tax levies 
(000 omi tted) 1 , 349 ,g41 

Average tax r e te 
per ~100 P.ssessed 
value 1 .94 

Per capita gener al 
pro?erty tax levies 13. 91 

% I ncrease 

79 . 11 

2 .gl 

32. 23 131. 7 
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Choosing a few States for wh1cn data are conveniently 

available, the i ncreases in property taxation were ss 

follows: 

Percentage I ncreases i n State and Local Property 
Tax Levies, Assessments and Average Rates for 

Selected States, 1916 - 1921 . 

Ste tes 

1!1sconsin 
New York 
Iowa 
rles t Virginia 
Ohio 

Sources: 

Levies AeeeseiUe nts Rates 

Report of tne ii1&conein Tax Co:Dmi s Slon to the Go\•ernor 
and Legi slature - Mc.dieon, 'llisconsin, 1930, p. ~. 

Annual Report of the State Tax Commiea1on, New York, 
1923, J . B, Lyon, Albany , Ne~< York, 1921+, p . 126. 

Ste. t e Board of Aosessment a.nd Review - Annual Report, 
State of lO'A'I, Des Moines , 193$ , pp . 272-lJ. . 

9th Biennial Report of t he StPte Tax Comoissioner of 
West Virginia, Charles ton, :·1. Va., 1922, p. 455 . 

11th Annual Re port - The Tax Comm1se1on of Ohio, 
Springfield, 1921, p . 15. 

20th Annual Report - The Tax Co~ission of Ohio, 
Springfield, 1930, o. 16. 

Thus, in two or the above States property t~ levie s 

more t nan doubled in the brief epace of six years, and in 

a third the aa.ount nearly doubled. Since assesements di d 

net rise nearly as rapidly as levies, very substantial 

increases in rates were cecessary, involving in one case 

a more than SO percent increase , The new rates and levies 
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did not drop to their former l evel at the cloee or 

the War. Wi th aome exceptions during the depression or 

the t hi rties they continued to incr ease, alt hough the 

increases heve been more moderate than in the inflati on­

ary period of 'tlorld War I. !/ 

!f Available data on average farm re81 estate taxes 
for the entire period also serve to i llustrate t he 
rising trend or general property taxes in the We.r 
period e.nd the failure or theae taxes to decline in 
the poet-war period , 

Farm Real £state Taxes Per Acre and Per $100 ~f Full Value 

Year 

1909-13 Average 
1913 
1914 
191" 
19lg 
1917 
1918 
1919 
1920 
1921 
1922 
1923 
1925 
1929 

Farm Real Estate 
Taxes Per 

Acre 

Farm Reel Estate 
Taxes Per 

&100 of Full Value 

$ . 50 
· 55 
·50 
.57 
-57 
. 58 
·57 
.59 
.7~ . 9 
. 96 

1 ,01 
1.07 
1.19 

Source: u. s. Dept . or Agriculture - Year Book or 
Agriculture 1935 , pp , 688-691 and U.S.D . A. 
Agricultural St atistics, 1940 , pp . 587-SS . 
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In 1916, the property t ax was a relatively elastic 

source of revenue and could stand this increased burden 

~lthout undue strain, Pre-war rates were much higher at 

the beglnnir.g of this war emergency than ln 1913. 

Tax delinquencies were a negligible problem at the 

earlier date since there had been s period of relat i ve 

prosperity, generally r i s i ng land values and real estate 

development . In 19~1 , although current collecti on ratios 

are vastly i mproved, many cities and rural units of govern­

ment still have substantial delin~uent tax arrears left 

over from the serious delinquency cycle of the Thirties, 

Mony rates are at very high l evels and close t o legal 

l i mits . Other local units have reduoed property tax rates 

in the course of depression campaigns for property tax 

relief and State replacement revenue s , but lowered tax 

llmlts will restrict flexibility in their use of the 

property tax , In other cases , the local base of taxable 

property is seri ously narrowed by homestead exemptions and 

other exemptions , and rates on remaining taxable property 

are already hi gh , Real estate values have not i ncreased 

greatly after a long period of depression , Assessed values 

were slowly reduced in this period and ere still relatively 

high in many areas , hdJust~ente t o any increase tn ~arket 

values wtll be made slowly . 
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!he propertJ tax inoreaeee or the laet war period 

and poet-war peri od were due t o a ooabination or the 

tolloWlng oauaea: 

1 . oontinuing upward trend in GoYernaental aerYieea; 

2. lage in Taluee, aaeeeeaente, and oolleetion during 

the inflation period; 

3. inertia or rate• and leYiea during the poet-war 

deflation. 

Tbue the States and their local unite baYe aore to 

tear troa inflation in 1~1 than theJ bad in 1917; their 

tax reeouroee are acre tullJ utili~ed and there ie l••• 

leeway t or increases in taxation, particularlJ propert7 

taxation. A aeTere inflation at the present tiae aight 

render it extreaelJ dittioult to sustain State and local 

goYernaental aerYicee. The experience under the infl,ation 

ot the World War period wae eueh aa t o recommend a preTen­

tion ot a repetition or the experience, 1t poeeible. 

D. Pre~arat1on o! a Public Works Prograa tor the 
Poe - Defenee Era 

Although thie report 11 dnoted exelu81nlJ to the 

problea or Federal- State-local !ieoal relatione during 

the pre sent eaergeno7, it aeeae proper to include a problea 

ot the poet-war period in eo tar •• the latter requires 

action bet ore the eaergeno7 expirea . While the nature 

ot the poet-detense era 1a ditt1oult to predict, it aeeae 
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nilhlJ probable that it will iDYOlYe graYe probleae ot 

uneaployaent attending tne traneition troa a war to a 

peace eoonoar. !be problea aar be augaented both ae to 

tiae and degree b7 the reappearance ot those tendenoiee 

toward under~inYeetaent and under-ooneuapt1on wh1oh preYed 

eo troubleeoae during the Thirtiee, Theee probleae will 

be dieoueeed in greater detail in later reporte but here 

it a&J be obeerYed that it ie ot the greatest iaportance 

to de eoae adYance planning ot ware and aeane to coabat 

poet-detenee uneaployaent. ! hie adYance planning ebould 

include not onlr eucb general etudiee ot the problea ae 

are now going on but also the accumulation ot Yerr epeoitio 

blue prints or proJects, The lat ter ie exceedinglr important 

tor tbe reaeon that it takes tiae to put public wgrke 

proJecta into operation and t1ae aar be an exeeedinglr 

iaportant taotor in reducing poet-detenee oontue1on and 

deaoralization, Legialat1on now before Congreea calla tor 

an agencr and an appropriation •to prepare, deYelop, and 

aaintain a reeerYo1r or proJeota • • • to be read7 tor 

proaeoution when the need arieea,• !f While eoae ettorta 

toward a works reaerYe b&Ye alreadr been aade, theJ are 

tar troa adequate. Soae leg1elat1on or th1a aort ehould 

be enacted aoon. The acre complete and definite the plana 

which can be deYeloped, the creater will be our aecuritJ 

in the poet-war period, 
8 - 1833 A Bill to p.roaote the gener&l welfare or tne Nation 

b7 proYiding work on public proJect• to pereona in 
need or eaployaent , and tor other purpoeea . 

5 - 1617 To J.a•n4 the Eaploraent Stabil ization Act or 1931. 
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Dear Hcrya 

IJffia of tlft!Jhtmtv ~ttttrnl 
lluftinghm.:l. Ql. 

January 1, 1942 

With reference to Lauehlin CUrrie• a letter of 

December ll witb the attached 1118110rand.1lll to tbe President 

with reepeot to Louie Jobneon' e state-eDt in New York, I 

a enclosing you e oonfidctial -.rand.ua troa tbe Fedaral 

~nreau o! Invsetigation. It e- to me unn-•s&JT to 

make an:~ further investigation. 

I return the letter and the m..orandua. 

Sincerel,y yours, 

The Honorable 

The Secretary of the Treasury 

Copy to ~~r. Currie 

11.5 
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PEIZIW. BURIWJ OF' INVESTDl.UIDll 
United Stetea ~t ot Juatioe 

Washington, D. C. 

' Deeeaber )0, 1941 

I'EROOIW. AND 
COI!FIDmiTIAL 

116 

With reference to the note addressed to the Secntary of t he 
treasury U%lder date of December ll, 1941, by llr. Lauchlin CUrrle which 
concerned an ot.f-the-reocrd address msde in New Yori< by Louia Johnson, 
and in accord w1 th rour request, I have had a moat discreet investigation 
conducted for the purpose ot determining the eource !rom which Louis 
Johnson obtained the •terlal which be uaed in thls address. 

llben Louis Johnson wu interrl81111d, u nder appropriot.e pretext, 
oonceming this publication he iD:licated that the material which be 
utlli:r.ed had not been obtained by h.1Jil dlrectl,y troa either the War or 
Navr Departcenta but represe nted the • consenws• of the beat tboul!bt 
which was current in Wallhington about the Pearl Harbor attack. l'br your 
confidential intormation llr. Johnson was approached throllih an outside 
partr in such a manner aa to encourage Johnson to diacloee co111pletal1 
and fully sey and all Wormation in hls possession, with particular 
reference to the sources ot hls Wormation. Johnson talked freely con­
cernine the materiol '10!\ich he utilized in his talk in New York and in­
dicated that out of t he ocntlicting rumors and reports which • ere preY­
alent in WMhJ.n&ton generall,y, he had pieced together certain !unda.mental 
tacta which appeared aound and had utllised these tacta in hls address. 

Johnson was encouraged to contribute a t erial to the person 
who interrlewed hill in order to carry out certain objecti...,a which Jolm­
aon indicated were controlling hls public addresses and operations. John­
son indicated that he waa particularly anxioua to do ....,rything possible 
to .speed up production and in t he course of the interrlew conducted w1 th 
him, it waa indicated that the interrlewer' s fundamental purpose was to 
assist Jolmson in hls efforts in behalt of speeding up production. John­
eon indicated to t he intervi811'8r, howe.,.,r, that he had absolutely no 
source of Wormation 1d.th1n the War or Na..,- Departments and had u a 
matter of fact retrained t:rom making &nJ contacts in those departeents 
since he had lett the War Depart.IO!nt. Johnson indicated that &liJ infor­
mation which he might furnish to t he interrlewer would be predicated upon 
discuoaiona, ruaore and goaaip llhich reached Johnson and that consequently 
the intarrl811'8r would hen to eY&luate the information tllrniahed bJ 
Johnaon nry caretllll,y in order to detandne ita accuracy and rellabillt7• 

Johnson indicated tllrther to the interrl811'8r that he would 
participate onl,y in ur:r prograa which 11'&8 definitely on the const:ructin 
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aS4e ll'lcl t.llat. be ...,u14 not be~ ~ to clo with 11J;1 publlcation oJ' 
utterance -.tdcb wae crltical ot the I'J'ericlellt OJ' J'lllllt1n& otfioeJ'S ot t.he 

1X1I\Y ancl N&"Y • 

Unleaa you cleeire .fuJ't.heJ' :1nqu1J'iel in tbie cue, I clo not 
anticipate lillY .furt.beJ' action. 

I u rotuming herewl.tb tba letteJ' ot Deo.>beJ' U , l94l, 
acldJ"&aeecl to 11r. IIOJ'&entb&u bJ llr· CuJ'J'ie, to&ether with tbe encloeuJ'& 
reterrecl to therein. · 

Re~. 

•1• J , Mgu lloo'fel' 

John M&u HoOYer 
Di.rectoJ' 
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THE WH IT E HOUSE 

WA SHIN GTON 

118 

December U , 19/.l.. 

DebJ' llr . Secretary : 

You may be int~rest~d i n the attnch~d 

r eport on a mcctinq I attended l~st ni~ht . 

T:h&t I perhaps shoulo hove added is 

that t oo .any ot the business men oresent 

are st i ll tivhtin~ the wron~ eneqy -- t he 

II"" Deal, labor, a nd, obliquely, the Presi dent . 

Sincerel v yours , 

~ .... / . ("""'\ . 
~in Currie 

Honor~ble Henry l.!orgenthau, J r ., 
Secr~tary oft~ Treasury , 
'Aaah1nr•.~n, D. C. 

-

Regraded Unclassified
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11P 

o-b.,. u, 1941. 

... Myr!M\190 or WJlT infotaAt.lan by lel• ..... 

St&CT 1&1\y and I flew up to l e.,. Torit loot. ~••nina to attend a 
diM.,. MOtiAI of oOM ol&MI' or n1Mty iaport&nt. lnd148trlel.1oh, 
1.K1t Jolaooa -· thoro. .. tol..d .. he .... 101n.r to rin the 
le , to oo Ha..U, 1 odrloed hla atron(l.¥ not to, 'llboft it o ... 
t o b1o tum t.o opellk he Oftid that al..nco it ..... an ort-tho-reoorcl 
- tl.nc ho would c~cate t.o t hM w~.at too b~d l oamod 1a 
loebinr, on tl:• day before, He a: -le the !oll.owlns alloptlOJUI 

1, Our looon ..,ro three bettlosbipo and oftoo orodoera, 

2, Tho n e.t wao bottled up by ldneo Uld the Wut V1r,U1a wao 
loot by ld.tt.iruf a ldno. 

) , Out or obt y PBT'•• only t"" wer~ lett, 

4. Tho Jape oMoo 1n ottor t ho eoaolel \ on o r th• dnn patrol, 

'' Two Qo .... n battleahipo were wHh t ho .lt.pe. 

6. ~·rlcan ~bera !1~ to Hawaii woro ohot ~own over t he tleld, 
elnco they hAd ,,....,. •• 111 th<llr f.\1111 lnohod of lllii3Uillt1on, 

7• Ja•Al O\lp..-cy hAd po .. ed to ~he .lope. 

Ia weo foll<l'tod loeaod1atol¥ by a Dr. Stolper, to.-r ~ 
Dlrootor ot t he a.._.. Wchatoc, wbo ~~·• a ca.plotely der .. tht 
.-11, proclietilla the!. both Cld.na aDd lblule IOOIIld •- to .., 
"«1' ra 1t dtb th<lir Q:ia fou, I• ., .. &II(Sf>lhd t.~.at n bod backed 
t h<l W1'0Q1 horae 1n the Par rut. and tboot ,.. ohooll<! ban •t~ alona 
wlt.b Japan. 

1 rot Yory bot undor tho collar and wont. •rt.er t'- both bard 
tor their dot•t1•, And ...tMod J ol'o- ln port1cl.llar ot • hAt 
you hnd Nld al"out. the dboMin&tlon or otor1eo [Jlrl.,. uoht.,.,. 
to tl.e on.;,, He Ntorted t hat t.hh "" a clooed a eot1nr end that 
people blld • r1rht. to lmow, and ""t. on t o lnt iJI&t e thAt 011 iaport­
am port loa or t he a ....... air n eot ... """ operating 1n ,.,..... 

Y 
_ In rl., or thio per to,...,.eo 1 !Ml t hat o..othiA! ohollld be 

, --~~~~.~~l~o~.51J'!N~' ·~·~·~'~"~o&LI~~ ... ~·~•w•!ont.~lil~u!odt!a~c~•~•~ii~t~o~W~o~"""~t~i~on~~·t~t~hi!::: ' •r Deporiiiiii, 

LC•• 
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TO 

TREASURY DEPARTMENT 

INTR'It Ol'l'ICR' COiolhiUNICATION 
1.20 

DAn J anuary 1 , 1942 

Mr. Graves 

~r . Callahan~ 

In response to your t wo questions , there are 
approximately fifteen more cit ations coming along 
for participation in the "Treasury flour" . \'/hen 
these are signed it will clear up all cit ations in 
connection with this pr ogram . 

Ttere will be a continuance of citations for 
the two pro;-rams "For t..oerica l?e Sine " and "America 
Preferred" . These run three or four a ,·;eek. 

Tbe citations are a1mrded (1) to artist s who 
volunteer their services to tho "Treasury Hour" 
or other Trensury programs , and ( 2) to persons 
perfo rming unusual servi ce for the Treasury in 
connection with radio . I n each case there is a 
definite cont ribution on the part of the person 
receivinc, tho citation . 

Regraded Unclassified



New Years Day, 1942. 

UNITED STATES SENATE 
\'iashington, U. C. 

Deo.r Secretary Morgenthau : 

c 0 p y 

Yes I will coopers te as you request . 

Any time thet lr:r . Julian ~treet Jr . finds 
convenient Y: ill suit me . A telel)hone cell 
bPfore }e Starts might eXpedite OUr ~eeting . 

Pardon ttis roliday mode of writing and 
o.ccPpt ny best wishes. 

Sincere ly , 

/s/ ~arren k. Austin 

121. 
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X011\h Poet 
OttlcM I 

• 112,8)6 

llo,71JS 

50.5511 

1Kl,125 

311,117 

111,634 

37.997 

103,154 

!rotal t395,1111 

Ull!ID ftt.!IS UTUQI liCDI 

..,.. .,_ ~ 1, 1~1. '117 .. \lie 
0.. Jade ot ~a ... hioe 

(la \hOUHII4a ot dollare) 

Ser1• • 
8er1• l 

JluD !otal 

• 57. 7115 • 100,5!1 • 37 , !17 

61.129 102,517 28, 1176 

911.117 1115,274 27.359 

76.11711 117,6o3 20,3111 

67 , 12} 105,241 111 ,()99 

Sl,250 122,1lSII 22, 96} 

71,478 1()9,415 111,9711 

237.930 341,0115 33.272 

t748,S50 $1,144,66o $207,6S2 

Of!lee ot the l!ecre\az7 ot the !reou1u7, 
DiYloloo ot ltoearch aa4 8\atletlca . 

COi ,f:DE.I~ l 
11') '> ...... 

l!eri• IJ !otal 

• 211,112o • 3li9,S11J 

1S},1}4 3111,527 

169.11911 }112, 1}2 

127,6115 265,6o6 

1011,9117 2}2 ,}27 

124,S66 270.113 

105,035 233.487 

154,2112 528.599 

tl,1S4,S67 $2.537.210 

Jf/A'IJA17 1, 19112. 

.U1 tlcur•• are depoaito vUh the !reeeurer ot the t!Dlted StatM .., ..,_, 
ot proceedl ot ea1H ot lhlted Stahe ea..UC. bOlide. 

l ote: licureo haft bee ro-cm4ed to neareet t h.ou8aa4 ud vill not neceuaril.T 
&44 to totele. 
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~ 

CO<:Jpar:\Uve Stateomt or S..lea l:N.rin<: 
October, Nova.ber and December, 1941 

On Bneis of I ssue Price 

(J.::>ounto 11> thousande or do1lora) 

Snlea 
A=ount of Increnae 

or Decrease (-) 

I t em December November 
De cember lfovember Oct ober over ovor 

Hovember October 

Seriea ! - Post Ofoice a $103,154 $ 37.997 ~ 1;:,634 $ 65 ,157 - $ 3.637 
Ser i ea I - Banko 237.930 71 ,478 81,250 166.452 - 9 .772 

Serieo li1 - Total 341,0&5 109,475 122 ,ss4 231 ,610 - 13. 409 
Serieo J - l!&nlco 3~.272 18,978 22 ,963 14,294 - 3,985 
Ser 1ea G- Bankfl 15 ,242 105 ,035 124,866 49 ,207 - 19 ,831 

Tot:.l $528 ,599 $233.487 $270,713 $295.112 - $37,226 

O!!ice o! the Secretary o! the Treasury, D1v1o1on of Eeseerch and Statictice. 

Percentage of Increase 
or Decreau (- ) 

Daceober November 
OTer OTer 

November October 

171-~ - 8 . 7f. 
2}2.9 - 12.0 

211.6 - 10.~ 
75- 3 - 17. 
46.8 - 15-9 

126.~ - 1J.~ 

JMII&J'7 1, 19112 • 

Source: All figure• are depoe ito with the 'r'reaourer of the tmited Stetes on Rccount of proceede 

of onles ot United Statea savin~ bondo. 
l!ote: Jigures have been r ounded to nee.reat thOWiand and will not necessarily add to totals . 
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Doll.y So..lc a -
Cb lk\.ele of Issue Prlee 

(In t llouaru>dll of dollAr• ) 

Poat Office 
llaDk llond Saleo .lll liODd Sale1 

llond Sales 
~te 

S.rieo l! Serleo I Serle• t Serlea G Total S.rleo Jl Serlll ., S.rl• 0 to\al 

Deceal>er 1941 

* 3.904 1 2,976 • ~ 1,}33 • 7.220 ' 12,1158 $ 6,880 • 1,333 • 7,220 • 15 . .. 3 .. 
2 1,229 2,592 623 5,750 8,96 .. ~,S21 623 5. 750 10,19) I 

~ 1,~10 2.73 .. 870 5,289 8,893 ,2114 870 5.289 10,iiOJ 
2, ll -.,oJ6 726 7.530 12,292 6,1147 726 7.530 1 ... 703 

5 2,015· II, 805 1,152 12,357 18, 3111 6,820 1,152 12,357 20,329 
6 1,001 2,293 656 2,776 5.725 },2911 656 2,776 6,726 

8 },2S2 II, 7611 1,011 ~,810 9.G85 8,oll6 1,011 ~,810 12,866 
9 1,S2S },877 601 .996 9, 75 5. 7o6 6o1 .996 ll,}oll 

10 1,651 ~.566 1191 2,612 6,668 5,217 1191 2,612 8,320 
11 1,909 ,763 719 3.1123 8 ,~5 6,672 719 3.1123 10,81 .. 
12 2,773 5,012 658 3.768 9. 37 7.785 ~ 3.761 12,211 
13 2,767 5,0}0 584 2,120 7.734 7,798 2,120 10,501 

15 7.185 11,679 1,022 11,462 17 ,162 18,864 1,022 4,462 24.3 .. 7 
16 2,11~ 3.956 893 1,901 6,750 6, o6~ 893 1,901 11,863 
17 4,16 9.750 1,180 6,}27 17 ,257 13,91 1,180 6,}27 21,1121 
18 5.}82 11,630 1,337 6,326 19,793 17,012 1,337 6,826 25.175 
19 ~. 995 10,205 1,172 5,214 16.591 16,201 1,172 5.214 22,516 
20 ,091 11,890 1,270 5,921 19,081 15.981 1,270 5,921 23,172 

22 10,916 23,269 2,1190 8,o67 33.S26 34, 185 2,490 l,o67 ... 7112 

~~ 4,393 10,6112 1,972 6,831 19,1145 15,035 1,972 6,8}1 2},8}8 
3,613 13,085 1,629 8,900 23,613 16,698 1,629 8,900 27,226 

26 9.593 29,~34 3.536 10,076 113,547 39.527 3.536 10,076 5J,11eo 
27 3.503 6. 12 530 3.255 10,197 9.915 530 3.255 13,700 

29 37.661 3},100 },o6o 116,513 
30 14, 10, 7113 1,450 17. 
31 112 2 

!rotal 

Oft lce of the 

Source: .lll ttaur•• are depollh vith t he !rr ... urer of the tlnited Statio on accoUDt of proceeds of aal• 

Of U.lted States aartngo bondo. 
llote: J'i«ur•• heft be• rcnmded to naarllt tllou .. nd and will not noce11nrll;r a44 to totalo. 
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0 

0 

. ColllperaUn 8\at.....,t of 8a1h DuriDc 
Lea\ ~ll\7-tbrae llwolllaao Dt.7a of Deoeaber, BoY•b.r and Octob.r 1941 

(October 6-31, BOY•ber l-29, Dao•b.r 4-31) 
Oc Baoio of Io.ue Price 

(....,.,h 1ll thowoandl of 4ollan) 

Salle 
Aloow:lt of Iller ... , Perc•~ of taonue 
or Deor...e (-l or Dloraee ,_l 

It• Dlouber BCY•bar I De-bar I ·~ 1 Deoaber 1 Bo,..ber 1 Octob.r OYer Oftr OYII' Oftl' 

Bo,..ber October ·OY-bel' Oc\oHr 

Sorioe • - Poet Otficaa ' 97.439 • 37.~7 • 34.~4 ' 59.442 • },10} 156.~ ··~ Soriea S - leDb 2211, 701 71, 71 70, 1 157,223 1,037 220.0 1.5 

Seriea • - fetal }26,14o 109,475 105,335 216,665 4,14o 197·~ 3·9 
Barie• 7 - Janka }0,446 18,978 19,1~ 11,468 155 6o. - 0.1 

Sorioe ~ - ll&lllta 1}5.983 105,035 99.5 }0,948 5.487 29·5 5·5 

total fll92,568 t23},487 t224,0l6 f259,08l • 9.471 111.~ 4.~ 

< 

Office of the SoontarT of the \'reawl'7, DiYio1on of lleo•roh &114 IW.Uot1co. 1.-r'l 1, 1§1R. 

Souroe1 .Ul fiCUI'fl are depoa1h vith the TreaeUI'Il' of the llo1te4 It&t" on accouat ot prooeeda 

of oalu of 1l'n1h4 State• oa'fillp bonda. 
•ohl 7i&Qrll haft be., ro'lmde4 to neareat .thowoa~~d and vill not neoe .. aril7 add to totala. 
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TREASURY DEPARTMENT 

INTK" 01'1'1CK COMMUNICATION 

TO 
• 

CONFIDENTIAL 

126 

DATW January 1, 1942 

... o M Hr. 

Subject: Supply' E Savinga Bonds i n the Field 

1 . Attached to this memorandum are (1) a chart 
and table sholt1ng the number or days 1 supply of 
Serle& E savings bonds in the field, ( 2) a table 
aumce.rizing telegrams received this morning aholting 
the number of bonds requisitioned by sales agents 
thet the Federal Reserve Banks and t he Post Office 
Department's central office and were unable to fill 
last night , and ( ) ) a table showing the number of 
bonds delivered each day since December 1 by the 
Bureau of Engraving and Printing. 

2. So~~ progress i n liquidating local shortages 
ot bonds i n the field was made yesterday. A compar-
1scn of the tables attached with t he t ables subnitted 
to you yesterdny sho•1a that unfilled requests tor 
savings bonds declined 90,000 pieces of all aeries. 

3· The situation should improve further tomorrow 
nnd Saturday due to the f act thet the Bureau of 
Engraving and Printing expects to turn out approx1oately 
4oO,ooo oieces today and tomorrow, while sales reported 
on t1ew Year's Day are likely to require a relatively 
small number of pieces. 

Attachments 
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..... 
Number or days aup~ly ot Series E BavC:;s Bondo on hand, December 1 to date 

(Baaed on sales or $300 1:11.ll1one ,er month) 

DilnoiDlna tlon 
Date $25 $50 $100 $500 $1. ,000 

Deoenber 1 23 .0 44.1 29 ·5 7~-5 6~.0 
2 

l6 
44.1 29 ·S 76 .0 65·5 

~ 2 ·9 44.1 30.4 . 77 -6 67.0 
2 .o ~3-8 31-2 78 ·9 68.~ 

~ 24.o ~3 . 6 31-~ 78·3 67. 
23.8 ~3-3 31.6 78.1 67 -5 

7 23 .8 ~3 - 3 31.6 78.1 6I·5 g 23·4 ~2-9 32-2 7I·4 6 .8 
9 23. 42.7 33·0 7 •4 66.3 

10 23·3 43.2 3~·~ 76. 6~.8 
11 23·~ 43·~ 3 . !) 76.8 6 · 2 
12 21. 42. 3~-2 76 .1 71.1 

il 2 .4 42.0 3 .8 78 .3 73· 2 
24.9 42.0 36 .6 87·9 73·2 

i~. 24.3 4o.3 35·0 101.5 71-~ 24-.1 39 -8 3~·6 101.0 1~· 
17 24.1 38.6 3 .4 99 ·8 10li•9 
18 23· 7 37-1 34·9 98·3 1~·5 
19 2~.8 3~·7 33·5 96·9 1 .1 
20 2 ·3 3 .o 32.1 95·5 102.7 
21 26 .~ 38.~ 32.4 95·~ 102.7 
22 2~- 37 ·9 30-1 92 · 99· I 
~l 2 ·5 ~-3 29·7 91 ·3 98. 

27. 13 · 5 28.9 89 .8 97·0 

~G ~:t ~! -1 ~1 :~ ~t~ ~i~i 4.~ 27 ~k:~ 4o. 
2f8 8~.4 

28 lo 2 · ~ 8 .4 !6 :~ j6 r~ fr :~ 2 • U.fr 
·3 2 ·3 89 . 

31 3 ·5 45·7 27·9 89·5 96·3 

Ott1oe or the Secretary or the Treasury, 
D1v1e1on or Research a nd Stat1et1os. 
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-
Agents' r equests tor sav1nes oc-Js unf i lled at the close 

or business , December )1 , 19~1 

( 1 n thousands ) 

Denomination 

$25 $50 $100 $500 $1,000 Total 

Federal Reserve Banks 

Boston ~ 17 32 ~ 2 103 

New York - 38 53 3 9~ 

Philadelphia ~ ~ 

Cleveland 6 9 1 16 

Riohnlond 6 6 10 2 2~ 

Atlanta 6 2 3 6 

Chicago 135 60 60 13 268 

St . Louis ~ 6 7 17 

Minneapolis 5 5 
Kansas City 27 19 14 ~ 68 

Dallas 2 1 3 
San Francisco 22 11 1 3~ 

Poet ortlcea ~ .....25. 147 

Total 250 262 292 25 3 429 

Ot'l'ioe ot tbe Secretary of tbe Treasury, Division ot Reeearob and Statiatioe. 
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::un'l;:)er or 
v r ;..nt~<l e -

~roCuce~ecenber t . 
( l::t t:1cus~nds) 

--- Deno~n:""t!.on .ot~.l 

_______ 
0_~_"--------~-~-2_5 __ : --__ :~o---~~:_-__ il_o_o __ ~ ___ :5_oo ______ ~ __ ~ __ ._ooo ____ ~~d~en~o~~~nl~;~t~lo~n~s~ 

Deceober 1 
2 

4 
g 
7 
g 
9 

10 
11 
12 

N 
15 
1b 
17 
18 
19 
20 
21 
22 

~~ 
~6 
27 
23 
29 
30 
31 

75 
75 
60 
50 
50 

50 
15 

?~ 
1:0 

121 
~ 
ISO 
28 
92 
92 

120 
150 
175 
160 
100 
220 
225 
1CO 
24<> 
200 
205 
200 
24<> 

10 
10 
10 
10 
10 

10 
10 
30 
20 

50 
75 
l§ 
()O 
uo 
50 
t;O 
95 

100 
60 

Office o'f :.he Secret::.ry ot t :,e ~reasurJ l 
D1v181on o~ Re s eArch rnd Stt>tlr tlcs . 

50 
50 
59 
50 
50 
10 
70 

120 

10 
25 
~~ 
43 
50 
55 
55 
55 
5~ 

10 
10 
1 0 
10 

5 

15 
50 
uo 

10 
10 
10 
10 
10 

• 

10 
10 
10 
10 

5 
30 
1 5 

10 
10 
10 
10 
10 

no 
1~0 
1 JO 
130 
110 

110 
75 

110 
120 
160 
161 
164-
160 
193 
24-7 
92 

120 
200 
260 
260 
~00 

~li6 
-70 
310 
~55 
375 
375 
375 
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TREASURY DEPARTMENT 
131 

INTI!" O FI'IC IE C OI\04U N ICAT10N 

DATE January 1, 1942• 

secretary o:orgenthau 

H. D. >lhite 

Sir Froderick Phillips called at three o ' clock 
on December ;11 at his re,,u e s t . He sub:ztitted to 
i•lr . 'l(nite a copy of a letter which he h ad received 
f r om Under Secretary of war Pattorson i nforming 
him that the War Depart ment was going to pay the 
Briti sh Government cash for the planes i t had taken 
t·rom the British. llo sum was mentioned in the let­
ter and Sir Frederick did not know but t hou;ht it 
would be some>.,tere b e t..een $120 million and $200 
million . 

Sir Fr ederick also submitted a memor~~dum 
dealing wi th the possible s ale of ship-buil ding 
olant 1·ac1li t i e s for consid era t ion by the Treasury . 
Bot h memoranda are appended . ~ • ~~"tv (\-.."-"-~ -.LL 

c""""' 11 J :1". w<-- ..J. .,... ••• ., " tV F - • \ 

Mr . Vlhite stated thnt he would t ake both the 
matters up with the Secrete..ry and was sure the 
Secretary wou l d b e pl eased w1 th the letter Sir 
Frederick received from ~r. ?atterson. 

The re l s a lso a ppended a letter from Sir 
Frederick to Secretary £orgenthau, exp ressing Sir 
Frederick's appreciation of Secretary Morgenthau•s 
eff orts in the matter . 

Attachments 
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Ce&.r :.I. r . E ecret: .. ry, 

1.32 

\'Iillard Hotel , 

Vlasnington, D. C., 

December Jl, 1941 . 

r:i th reference to our converse. tion 

lr.st \leek, I enclose copy of a letter rron 

l.lr . Patterson, and \;ish to express my heat•ty 

t:1anks for your involuuble 1\ol,? . 

Yours sincerel y , 

T:1e :lonourc.bl e 

lenr-; :.torgenthau Jr ., 

;..ecret ::ry .:.:: t.1o; Tret.sury, 

l o.s:11n_. t~n, :.. . C • 

Regraded Unclassified
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VIM• liEP MT!.ICJIT 

toce~bcr ~7 , 19~ . 

.. ir I rt:<lericlr , hil- ~~s , 
! r i ti! It L up ) ly Council, 
. illuru Hotel , 
·;r ~•liliJton, D. C . 

•:J' o.e· .... - E i r r red~ricl:: 

I refe r to •> ,. r,.ren t te.Le >hone 
co . .ve r ~-. tlo.t rel~o. ti ve t o r emunera tine t .. c · ~n1 ted 
·~in...;C.ot.: _·or sircrt.:~ & c ,ltr""cted l"or b. it li.-10 w: .. iclt 

l'u :-cceatl :· ta.ten ov~r b;; t. e Un1 teu c t e. t s . 

At ti1e t..uiJ<:nt it s ·<?ms inpos sibl e to 
r~t c~1 C.ei"ini ... ~ c .Jucl '-'sion h!. t.~ the ._.c ttoc.l . .loney 
v .. lue o~· t:--: o.rticl~s. tt..~e·l . ':i:i'li :: ret:.ctiun tl~S 
• l~crib.>d to by ;lersonncl in t .le ;,ir Cor. s and in 
t:te l.lritis:l ?urc"::~i.l<; Co111 iZ! ton. 

Thi s ic to .Luforn :·ou ti1& t 1 t is t.te 
defilltt,. i>lt~ntion of the ·,·,. r l;epart~ '"'·t Lo n<.l~e 
,>O)'llent at the "'' rl l "'o t Jll't•Ct Lc . ll · ullt•c 1>1 Unlt~d 
: tt L,·r t..ollur' for the !.lnOUllt found 0 be ut:e . 

"' inCC1'Cl.,.. j' .JU. !. 1 

vll\..1 •• .. ecr.: t l"":/ O- r 
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TREASURY DEPARTMENT 

INTEIII OI"FFCIE COMMUNICATION 

secretary Morgenthau 

H. o. Wh1 te 

134 

oAnJMuary l , 1942 

llr. Gro:aylto ot tbe Rue e11Ul £mbauy caJ.led on me 
yesterday afternoon at hie requeet. He stated that 
h16 Goverlllllent had ina tructed hi a to a rrange i! 
possible with the u. s. Treasury !or a eale or $20 
million or gold !or tuture delivery. The terms to 
be s imilar to the previous aale, i.e., gold to be 
delivered wi thin lSO daye. Yr. Gromylto etat ed that 
the dollars re sul tlng troll the at.le or gold were to 
be used by the Rueelan GOvernment !or purchases ln 
th~ united States. 

I told llr. Gromylto that I would talte up the 
matter with the Secretary at the !irst opportunity 
and would let llr. Gromyko know. 

The Rueeian Government still has to delive r 
$9 , SOO, ooo or gold against the previous advs.noe or 
$)0 million. The last delivery was on December 10. 
Final delivery against that advance has to be made 
by April S, 1942. 

lir. Gromylto a tated that all their dollar payments 
which were due up to a re" daye ago have been met or 
pronded ror, largel7 .with the aid or a receip t or 
$21 allllion from the Army and NaV)' Which repurchased 
aome ot their old dolJ.ar purchases. 

At the close ot business Deoember 31, the caeh 
balances ot various Soviet Government agenoi es i n the 
Ohase Bank, the Federal Rese rve Bank, and the Manu­
facturers Trust Company, amounted to $34. 3 million. 
Ot tbie amount, more than $)0 . 7 million we r e committed 
against orders pJ.aoed ln the past, leaTing an unobli­
gated balance ot lese tha.n $3. 6 million. 

They need $20 million to pay tor goode which they 
are purchasi ng outa1de ot the Protocol. He eaye, tor 
example, they are about to purchase 4 , 000 tractors; 
and other items are constantly coming up. He did not 
know how long tbe 120 million would last , but he said 
they need some dollars very soon. 
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leore'-1'7 Morgentbau 

lllr. 'fbi~· 

1. !here ie aprnded a auUI&I'J (prepared by lllr. Jrieda&ll or 
~ DiYie1on or lllr. Cochran'• report on hie tr1p to Oh1na. 
!hougt!. 11&117 porUona ot the repor~ are either ot litUe 
iaportanoe or ou~ ot date beoauee or the war, I th!Dk that 
70u ougbt ~o read the whole euamarJ. 

2. !he poiah aade ill Mr. Cochraa1 e report -.hich I bel1en Will 
be or epeoial interest to 70u are: 

(a) llr. Cochran proa1eed the Chinue OoYertllllnt otticiale, 
including the Generallaei80 and Dr. J:ung, 1;bat the 
1'reaaurr would gladl7 eend out turtber personnel, 1t 
additional '-'rioan aeeie~anoe wae required. 

() (b) J:. P. Chen in hie oonYereation with lllr. Ooohraa indi-
cated hie duire w withdraw tro• the Stabil1ut1on 
Board. llr. Cochran ea;ra that he 11 eure that Mr. Chan 
would real17 lUte an inYi tat1on to tbe Ullited 8ta~ee 
ill ooMeoUon with financial traneaotione which woul4 
J1Ye hia a nice wa;r ott the Boar4 and a nice leaYa­
taking troa 70u. 

(o) lllr. Ooohran, ill Hong J:ong and ChunpJ..ng, eiiJ)haehe4 
tha~ he belleYed i~ wu 'Vital tor •auonal China to 
aa1nta1D at leas~ ex1at1ng oontac~e with Shanghai 
an4 that the initiatiYe tor eaYering euoh relat1ona 
ehould not coma troa Chungking. 

(d) Dr. J:ung aade certain apeoitic propoaala on which he 
requeeted United Statee cooperation. !heee included: 

1. !be eett1ng up b;r the United State a !reaaur;r 
ot a new and eeparate fund in United Statea 
dollars to constitute a reaerYe backing tor 
Oh1neae currency. 

2. !he conaolidation ot the laet three, or perhapa 
fou.r, ot the ~rican lxport-Iaport bllllk loane 
to Oh1na, extending the tera and inoreae1ng the 
.-ount. 

c 
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1.36 

D1nuon ot llonetuT 
Jleeearoh 

Prortd1ng China with a few a1rplanee oapable of 
traneport1ng Tal.uable oree fro• Ule 1nter1or to 
the ooaet. 

The Oeneral18s1110 1n one of hU tallta with Mr. Ooobran 
etreReed t he need of a def1n1te plan tor eoonom1o 
aee1etanoe to China and ea1d that the aee1etanoe shoul d 
ooae w1th1n three montne. 

The T~oue propoeale referred t o 1n Mr. Ooohran• a report 
a.re be1ng etud1ed here and the neoe .. ar:r MIIOranda are be1ng 
prepared. Aft er these propoaale haTe been adequatelJ ana­
l;rr.ed and d1aoueaed w1th1n tbe TreaeurJ theJ w111 be brought 
to your attention. 

Mr. Ooohr an baa reco-nded that oop1ee be g1ven to IIeure. 
Bel l, r ole:r, 'lb1te, L1TeaeJ, ~oke and Mr. Pehle, wben JOur 
approTal 1e obtained. 
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TREASURY DEPARTMENT 

INTER O FFICE CONNUNICATtON 

TO 
.. ,.. . .. 1&1tP. 

P'RON 
, .• .,. f nj,, ... an 

·' :ret : ~\..' "~t:' or ''r . ';.,ch~.n.n1 ::: r f"!lor t 0~ t-1: t r i!> tc Ci1l.na . 

, "'"! ... :~:Jlop_ )1m:, !:C:'~"'".b~r 26 - C~;t',ol-er 9 

•: .. ~ e.:-_., 1"4'~ :aS: lin-tor - ... ~cl"o' .. -: .. :- !:~, 194!.. n Ee:"Jt~b"':- 'Z7, 
,., :-:-t··1'1l t ,.. !"1 -·r-r.c-:r-cc, -::.ore Le cl!~c ·• :-ed ""ro:..!-:: ..,.r ::.·.e ?.::.r ::.est 
u~ ··:- . !r"~ • t;l !··· , '.""e.g; ?!-rziCcr.!. ";rr:·,.~-.'"!l;: ~, c:.~::-;~ ,_r ~-.c :'cde!":ll 

..,,.. -·, ... •. • c-:.."1 -l""l.~::!.::co . I!'l ery- t-1'.;,/ ":I!~;.:._:- C~':.c ::!.~!t·e:-., 

~ . ""·c :-~.n 1 ... .,. .. :- ::. :"':-:-r~i:cll "'':':. z .... ~~' "'!.' ~C :-.~ .... !"r1·J~ :in :~::!':.:-1• · !.~~ ~:-:o 

r: • · ••• ~., · ... ~..,!.ul:t , ::. ;ochran <!i.:e·1 !"ed c: ""':-~t ro:..l~ ..s .nth ~!.c 
• ~ "\ 'V: ~ ~o""!.•rr.l Sta!"r . 

":·. :ec:~,n la~t :::Jn,lclu O!"t rctot,.r l. ~nd rr·•!.vtti .:.~ ?"anila on 
,. .. "'~. r" :~rf! , • r . t;oc: .... ~n di::eus::ed tiochn"c~l -roijlens arir:..'1., '.:--rtder 

~"rr,n::.:."'1 ~on~rol "'nd opcr:::~i~ns o; ti:e !:'t3l-.-111:ntit)n ~oard o1it.h tho 
.... ,.!. "T' ~ ...... ~cntrC\l =t;).f! t!.!-.J .~th ';he .... h ce~~-~:r;ionO!' an::: ,..,~bers o! 
.' r: $tnr • ''1• • .::ocnr cn :oecort"":e:tded n ·::cokl.:r rop~rt or t::e ~cr~trol • : 

e ·.,.t .. .:.'H' . 

"-:1 Cc~olllr 9, t:r . ~c.cf!..ro.n ":"e'lt +;~ :::)nr; r.on... . In add1t1~n 1.0 ~eol3t1..~ 

-o;;~· :'~:-lo, incl \101."\..,- ConS".U Cenerll t::>ut:\:)rd; ~reasurJ rcpre~enta ti·1e 

;!·L:l~:O~j · r . ~~-:-il ~ .... er~, :lr ... mcial o":.C,,.':"r t('l !je ;; .. ·,~~"!r"C-"1: c! o-­
n ; • .a fl'"'"·· ·r: r.r tr.a ~taOili~~:~n Joa.rdj .. ~ . ::>a.xt~!", ?:L~ci3.l 

_r r JV rn: !'nt ,..! ~:~,:, , ar.d C"'!.r • r i: Yo\.:J"I:: , •. ~e t?v!':nilr-Ge:!e .. 'Cl! , 
· • ~e: :: ~ ,·~~e..-.trcd -::.t!t ::r. "?o:: :lnd ~ .• e ...,q t"" .. -rt-,.:·: o: !:1e 3o:.:"'C.'i • 
..! -!.t:l .... :1 r :!.ti::!t ·r-r:.:n:-s, ··.:- . :::.::~e:" .. li ..,:r ~t.o ::i~o::c:-, !1"+e ~'!'.t 

L~ ,. ... :"'~'~?4'1·-t.::_ .. n '·a~.:'!""'n ~r.c ~!.ted~· ·.,.! ~~ rl'i n ~~s ~~ntrol r.d 
41 t.!\'-~1!::1'\•!..,n : ... ;.:-:: . '::-:.~ r ... ~1.1lt et .. ~"'t' ·: .. ,. .. ion~ r.:.s a joint. 

t 't-"' .. !~n ~"rf·.- : .... . :'o::. c.n-c :.:.r .. "=ccL.r ":.n '"n .,~c 71'~ ~,u:: o::btCC: ':::~':li::(:- 15, 
1 t.l. . ~t" ~·· · .:~"nt ... ~-h3i cri::i:l ·.i:lr- rt.l !o <liceu!":::ed c.:td :·r . : ochr.:m 
'"'~c-· "nd"d ~~:at ~:,c 3oard ~ho':'T tt "'"'r.r.":''"'.lt' · r~d ·r~c:.~ ~c'' ~t-;i '" ·~ ci e :-a~"'a.:" 

• n -~! t!",,... '"lCC~:J.,it~· :on:.intt..:lll~; to :ht'Jr."l op :.,r !npt:'~·t'?r~ tc :o into 
··" 'lr,d: rnt~~:(\t t."or the~r f"'>':c·.:-:"',:~ . I~ W:\n doo'4dod thnt. no e:·ce:>ti onlll 

.. ~,.. r ;.tlJ bo t~ :am at t:lis t:...-c . 
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0 
-2- Division ot llonetaey Research 

J . First Yitlit to Chl!!l!kinl!, October 16 - 21. 

At Chunsld.ng, !lr , Cochran 11et a number 'Ot important otticiala includina 

Dr. Y, c. Koo and l.!r, 0 . K, Yui, Vice Mi.niators ot Fi.nance1 Hollinaton Tun,, 

Vice l:inister ot Information and Dr-, II. H, Kune. The Finallce Winieter aalced 

!.!r. Cochran to tlwl!t the otticiala ot the tlnited States OoverD:~ent and 

particularl¥ !Jr. l.!orgenthau, for the assistance beina given to Cb1na , 

)!r, Cochran told Dr. Kung that the Treasury 'f!Ould gladJ.¥ send out turther 

personnel, it additional A::teriean assistance was required. Dr-, Kung then 

speeiticall¥ outlined the aasiatance 'IIllich he said would be 1110st appreciated, 

if it could be provided , He referred to the request for an expert on the 

Federal Reserve system to be sent to Cb1na to study and ioprova the Central 

Bank of Chins , Dr. Kune hoped that someone would come out 'lfho could remaill 

es leng as three years, He hoped that we would approve the idea ot hie 

sending three llpprentices to the un1 ted States who could spend scme time 

stud11nl;: the Federal Reserve Bank, the Board of Governors in lfaslrl.Jl8ton and 

the Treaaury system of Foreign FUnds Control, l.!r, Cochran assured hi:a that 

this could be arranged , Dr , · Kung mentioned that be had 3alced l:r , Fox to 

serve as Honor:1ey AdViser on Taxation, !Jr , Cochran pointed out to Dr- , Kunc 

thet l.!r , Fox had bean the American naninee to the Stabilization Board and 

C also was looked on to conduct any ecoOOGdc research 'IIllich lllight be r equired, 

Dr . l':ung was asked by !Jr. Cochran whether in additi<m to these two tasks 

c 

he tho1J8ht l.!r. Fox VIOIUd be in a position to serve also as Honorary AdViser 

on Taxation, Dr. Kung replied in the affirmative . 

l!r , Cochran says that Dr-. Kung definitely stood out bead and ehouldera 

abovo the other Government of!iciala whOD he met at Chw1gld.ng. 

4 . Second stay at Ilona KoM , October 21. - 22 

On his return !rot~ Chungld.ng to Hong Konrr, !.!r. Cochran h3d a talk with 

K. P, Chen in 'IIllich the latter indicated his desire to withdraw trOll ths 

!loard, J.:r. Cochran rll:!inded h1l> that the onJ.¥ condition 'IIllich Secretary 

l!orgenthau interposed whan the StabUUatian Agreeroent in China was 

contemplated wns that he, K. P, Chen, should be Chairo.an of the Board, 

and tbD.t the Secretary would be greviousl¥ disappointed it the Board ohould 

lose his services . l.!r, Cochran told llr, Chen that he realized that there 

was need !or greater hariiiOey and strength within the Board' a organization 

and that upon his return to the United States he would endeavor to arrange 

for tbe sending out of such additional American experts and assistants as 

m,bt be required to iJ:lprcve the !\motioning of the Board . Shortl:y after 

thia talk l.!r. Cochran left tor Sh3!Jeha1 , 
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- 3- DiviSion ot llonetal')' Res .. roh 

s. Visit to ShanJ!ha~, Oetober 25 - Nov•ber 2 

In Sbanghai, Jlr, Cochran intervie'lfed 111&11,}' representatives, ott1c1al. 

and WlOrficial, or the rorei&n ooamnity anti discussed With t'- the currd 

probllllll!l raoi11ff Shanghai. He also apolce a r""' words at a -~ or the 

American Chamber of Commerce at Shanghai on Oetober :n, 'llhere he said that 

he urged that no one should axpoet prot1ta 1n Shanghai in these t1.1!1ea , He 

d1d express the hope that the American concerns would be able to ll&intain 

thlir foothold, llr o Cocbnn pointed out to t.'l• that there ""a no probabilit)< 

of the Board bein(: discontinued during the life of the Stabilization Agre .. ent 

and said that be admitted that the Board needed 1.1!1proved technical personnel 

and II'IM€""'ent, as well as more space, He told them that it waa bia daf1nite 

plan to send out two or 1:10re Americans traa the United States short~ attar 

he returned to assist 1n the technical and office lli4D8g8llent e!ld , 

In SMncbai !lr , Cochran also disouesed the ~ estion of the storaee of 

tapi and in bia report he expresses his belief that the StabUiaation Board 

ot China should arra.'lge with the IJinieter or Finance to pemit the de:rtruction 

or the stored fa pi notes , :such burnings to talco place under Governmont :super­

vie ion ~~d the Central Bank being given due credit on ita books for the notes 

110 destroyed , While in Shanghai, Ur , Cochran suggested to l.!r, Loelchart that 

he utilize increasing~ the services ot Con:rul Horace Saith in connection 

with stabilization and Foreign Funds Control matters. 

6, Third sta;r in HoM Kong, llovflllber S - 8 

On his r eturn to Hong Kon;r, llr , Cochran was invited by the Stabilization 

Board to give the Doard the benefit of the observations made on his Shanghai 

trip. 

llr, Cochran, conscious as he says, o! the prea:rure traa certain 

Govornmental circles in Chine to d:!mioh or evA:> cut ott foreign exchange 

!ra:~ ShanghAi, spoke direct~ to this point, lie told tho Board that he 

found the Shan&bai people 1l1l.l.1n8 to listen to reason and that he thought 

that they were genuinely disposed to cooperate in our effort to help China 

and to bring economic pressure on Japan , It na his daf1nite i.Jolpression 

that S~hai considered iteelf still a part of Old China and that there 

wna no signitieant eloment in Shanghai desiring closer ties with Japan. It 

was vital for National Cbina to maintain at least existin(: contacts with 

5haneh3.1 and the 1nit1at1ve tor sever1ng such relAtions should not c:a:.e 

!r01:1 Cl!unslcing. The Board could afford to go along carrying Sbanebai for 

the present , Vice !.!inister of Finance, Koo, told llr , Cochran that he 1188 

particular~ happy to have the observstions of on outside of!icl.al. 'llbo bad 

visited Sbal\shai so recontJ.y. lolr , Koo infomed l.!r , Cochran that he endorsed 

'll'8.l'lOl¥ !!r, Cochran's ro=endations with respect to Shan&hai• 
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- 4- Division of ~onatary Reeenrch 

A "t~r the account of ~a tr3vels, there was a d1£oussion or the new 
control rcgd.ations . l'r , !!aJ.l,...Patch SU.!rJ!ested roetponcnont of license 
c'~'Ur5 uith re"Poct to trade, nnd t:r . Tsu Yse Pei andoreed tl'.is propoel'll . 
· r , Fox tbre<>tened to go h«:~o if the .ilo.3rd asked tor a delay . rr . Cocbr:w 
Ndo t!te point t!-.~>t t he Board had alreaey agreed to the Ar:erican plan. 
It m.• decided no~ to d~. 

At lunch on t he eome day, J;r . Chen caid that ho hoped that one of the 
•r.orican crecits to Chir~ could be c~pletel;y peid orr during the next 
re~• l'!onths and that he rrould like to be in the United States 1'1!:en such 
finll pa:;mcnt ~>M rnade. 1.:r. Chen llllain urged that !.tr. l!orgenthau consent 
t o his retirement from the tonrd nt an early dato. l!r . CochrM says thnt 
he ill sura t:12.t l!r. Chen would rea.U;y like an invitation to the United 
~t4tes in connection 1•1th !ina.noial transacti?ns \lbich would &i ·•e him a 
nice vro.y off the Board and a nice leav~tal:in& !!'00 Secretary l!or genthau. 
At t bia tine !":- . Cochr:w :wd !.::' . Chen talked or the necessity of it.lprceaing 
upon Churrl:in::; that receipt: fl'or.l exports :Undlf'<! by tho Chine:ce Oo7omocnt 
rllich arA not required fer loan :>ol"\'iccs should be throm1 :!.n~o a ca::t:on 
pool ;.nd he r:ade aVliil.ablc to the St:l!:iJ.i%at1on lloaJ.'CI r :\t r.er th:w utill:ed 
r; independent ort;Enizati ons of 3. political character . 

Cn ano ther o:::c!:.~:..on , rr. Co:hrM seys th:lt rr. Poi intomed him tha.t 
he thoup,h t t'l'. Teylor' ll ~bill ty could better be mplcyed in !long Kon:: thnn 
~n Chun·•ltinc hut 'lo "·"id that ho and his Chinese collcaeues on the lloar d 
·.~0\lld not real f ree to ur:;c !.~ . Tnyl or' s return to Hon;; Y.on';, realizin£ 
•·r . "o>'' c U>tipatby t otmrdc hie :11tcrnate. 

7 . f'!<or:d visit t o Chy,!ddn", l~ovetber B - lO 

At t he ir.•lit.~tl.on c r the c ..... e~alissil::o, t:r . Cocbra.~ r 3id a SCCO!ld 
''i~:!.t t o c:mn:;kin!; . Cn l:ovll:lber 8, ::r. Cochran had an in!'om.ll eeeti!l!: 
. i th the Gcneralis~ir.o . GcnoralisGir.o asJ·ed l!r . Ce chran biz advice as to 
::tr t the attit::de of t he Stnbill:n.tion Board should bo tor.ards Sh<lll/Zhai . 

:·r . Cochran briefly 01\N.':lrited to !tin the sto1-y r1hich he had told to the 
Board nnd ;:iva !>3m "eunrdedly and entir ely unoffioic.lly, n;• orm obcorvations 
co Lo what acticn the si tun tion 'ilarranted on the I\(lrt or the !loard ." 
rr . Cochran caid thc.t hio convore:ation \:ith ~he Gcn,ral1zcWo covered 
::eve:-3.1 eurrent t:>!)ice or intcro::t , C'\l t. the O!!:O~ou::; part -.7"-S r.itb respect 
':.o the operntions of the Stnhilization Board ineoro.r a s Zhlll\!lllAi ..-...:: con­
e"-«! :>nd as t o specific r.ea::urc: •~irleh the Cbinoce Covcrn::ent C:esired 
~ c~~ ... ·est to hi:: !or eoneid,..r.a.tion by the ~e::!.e:m Oov{)~~~. The 
Gcn•!·U.~c~il:o s~tcd t int he !~ discus~ed t::ic lattc:- questi on -::i~h his 
"!ni~tor of Fir.anee nnd t;,nt Dr . Y.un.:; r.cr.Ud eom::-unic3te n.v p:oposals to 
h1::l • ~ < lcncheon the ne::t day . 
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- 5 - D1 vieion of ).[onet ar.r Research 

In the int erview 1'11th Dr. KuJVJ, l.lr, Cochran r epeated the r emarks 
which he Dade to the Generalissimo regardin& Shanghai . Dr . Kung said t hat 
ho 11110 11lad to have his views on Shanghai . At thi.e interview Dr. Kung 
Worced l.!r . Cochran that he had learned that the United States Oovemztent 
had no objection to l!r . Fax's appointetent Md that Chainlan Eccles na 
!m!l1Ar with t ho Uinister1 a request tor the appointetent of an expert and 
would receive the Chinese Ambaeeador in Washington tor the discussion ot 
this subject , Ke S"pOke hie~ ot the untiring ettortG ot llr . Frese and 
eoid that Dr . Taylor had abU1.ty and thought that Fox should u+.ilize 
Dr . TDiYlor ll>Ore directly on political. and admi.nistrative matters in Hq 
Ko!ll: rather tho.n at Kuming . JAr . Cochran told Dr . Kuna that he hoped artor 
hia retum t o the Unit ed Stntes to make r ecommendations ''hich wouJ.d pr ovide 
Al:'.oricnn personnel 'l'lhl.ch could assist in a more orderly organization and 
otreotive administration of the Board and its busineso , The Uinister then 
refcrl'od to the Oeneral.bsilllO' s etatecent that the Chinese Oovenu:>ent had 
certain specific proposal.s to sum;est and proceeded to request United States 
C(l()peration on the !ollowin~ oeasures. (The exact toxt of t:r. Cochran• a 
rcpo:-t resardin& this ratter o.re contained 1n Appen<!i.'< A. ) 

l. The United Statee Trea sury should dry up t he supply ot United 
States currency in Shanghai, thus removiJ!e this contributing 
facto:. from the black market and al.so provent counterfei tl.ng 
thereof by the Japaneoe. 

2 . United States Government ehouJ.d help control Allcrican expor ts 
to Shanghai, calling upon the Chinese Consuls or oth9r Chinese 
officials 1n the onited States for nesistnnce 1! necessary, 

) , The t:nited States Tr~f'IU'Y shoule set up in the l:nited States 
a n"" and separate !\md in Unite<! States dollo.r:1 to constitute 
a reserve b3ckine f or Chinese currency, The Briti&h Ooverne.ent 
r.ouJ.d be asked to act s1mi.l.arly 1t the United J u tes Trea.ury 
approved of euch a plan. 

4. A consolidation of the last three , or perhaps !our, of the 
American El<port-II'\I:Qrt So.nk l olllls to China, extondi:n,g the term 
and 1ncreasin8 the total amount. 

5. United States should provide China Ttith a ft11f airplanes 
capable or transporting ttm;;sten from tho interior to the 
coast so that the production and marketing of valuable ores, 
especial.ly tungsten, could be speeded ap and t!te fore~ 
exchange receipts of China correspondingly increased. Planes 
of the Condor typo wouJ.d suffice . 

6, That the United States increase ita econocnic pressure on Japan, 
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- 6 - Div1&1on or t:onetar; Rescat•eh 

1:r. Cocbrlln on this point reiterated to Dr . KW1<: the nG\'1 plan f or 
cooport~tion bet:.1een the United Stt~tes Tr easur,;- and tho Stabilization Beard 
• nd t a ic! t hat :rl.< onl,y concern 'l!as t!lat repcrcuo:iono r:>l.•ht be felt in 
c··nn"hai. J:r. ;;un1 replied t hat the Japanese hac! ilieacy taken rctalltory 
.c icn !"r.J .. b3t :1.e thCUJltt t l".nt t:e s:tocl.d co a.'le.ld lind talte :;evere rec.t!W"es, 
i"'Tttpo~~i\e ~! pocd.ble rerrit3.'to , ccor:or-.ic or ot.hN'"iTi.Ge . Durir.~ t:'\iO 
cos vet•:-ativn U" . CochrM e.~re::oed to Dr. Y.U.'Pl$ hia hope that J'l'..e r:_,uld not 
l•t tho Bo:u-d be a:lbarr:.seed by MY i.'ltervention by or con.."lict o! duties 
on tho p:.rt or the Forei.,.rn ExcMnee C()l:lll!ission . Dr . Kul'\; nssured t:r . Cochran 
tMt ho would de~itcly take care of ti is situation . Dr . l:ung ::ait! that he 
\'.nO ~""lr.d ~o hnYe the re:':'CO.l'Ch Ttork bein~ done IJI'J Fox e.nd Adle:- afl '""~.l &.:. by 
"'•· C~to J:iECc;rer and tho latter' r aseistants and ho pror:tisecl t o cont:'.nuo to 
r.r.h nvailnble to t'>o•c centl.,.,en such data as they l!'.ir,ht require in their 

~t··dict . 

en t he ~a=.e d3y I t:r . Cothran r.as invited to dinner !:>y the Gene:-alloniJOo 
e t r. J.ch l:e ~..ad anotl:er tall< ~tb tdln . ':'he Ceneral.18cir.o str essed the nc«< 
o~ a do:'ini!.e plan ~o:- t-cononic nss i rlanc,e to Chi.-w. . l!e =id t::.at the 
'""' •tencc "hoclc co:oe rlth1n three 1:10n ths . f.o hoped for a plan of kl~rican 
nicl in the econonic field as der::r.ite =1 precise at that bein:; dC"teloped in 
t~.e r.il.1tru;; fie!d. He TTIIG especially conc~rned over the currency e.ncl pr ieo 
~ro"'·""'" . •.:r. Ccchran as:n;red the Ge..,cralisSiJno tl:at we :lre aroO.ous to do 
evrrythin•' posoi~:le for Chi.r.n . lb ,·:ould present to the Secretar; of tl\A 
TreocUl"J \\:,>on his r eturn to the Un.\ted States his ropo1•t of conditi ons as 
he f oun<l them and it woulc bo hio stror"" recon:r\endoticn that c•terything 
po~~iJ:ole be done on our •ide to nu!.l"ent and otrcra then tho .Ar.lcrican 
~"conncl p:>:tici!>'ltin~ in tho !':t:l~ilization L'oll.rd . A:£tor t :us converNition1 

" • , C~chran talkoo :-:!th lil' . :Latt:l:ore ':'fho told hir.l t l'.at his Chines" friend~ 
':ftro v .... :.7 bppy ove::- ! 'r . Coehr::.n ' s vi~it a.-·td Y.o.re hope.rul t~J.at ~he a:eGt.Df)e~ 
~•ich t e ..:ns takiJ\:: back to .lachinr,tan "ould b., 'l"elc.,.,~ and riven c:>.reful 

contidcrntion. 

On the last &~y of h\" vicit in CJ,u.'l~Y.inc 1 L.r . Cochran discur sed r:ith 
:ir ~tto llimleyer tho l.attnr' o views r eev.rdin<: econ~c con~itions in Chino. . 
"ir Ctto "'~ . .: t!lat 1-o thO\\~ht l.t was perfectly obvious ns to vr!lat ,·ras cilinC 
Co\inn 3t l\ll the usual ~nc\ vroll- l'l\oTm symptoms of cur~ency inflation were 
M clear r.s day-li~ht . lle S\l~·:osted (a) r l:;id e>:nnJ.nation of e><pen<litures, 
(b) incrc~ ocd in tax.~tion1 (c) r enuine patriotic dr i ve for more l oans r:~ised 
4"ron :OP:tl r.avi~""S . 

D.~:-in,.. ::t·. Coci".r'\"l1 r l.oot visit to Eon ... !':or- , Or . Arth\U" A. Younrr 1 

7 ir"'"c1.•1 '.dvi~•= to tho Chincce C•)'Je:n~nt 1 c:>Ued on h!r! ar.<i l">ft r.i th 
h!r ~·o tlocu::ents d!scu~rine Chinece econo'!'.ic !)roblcr.s . 

9. 39.1<."!'!'-l.ti£. 

l'r . CncJo:an arri ved in "inrhineton on !!over:o.b~r 191 19l.J. . 

• 

' 
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APPEIIDIX A 

Proposals made by Dr, Kllllf! to l.lr , Cochran 

Tha~ the United States Treasury dry up the supply of United States 

currency 1n Shanahai , thus rEil!oving thie contributing !actor ! ran 

~he black r~rlcet, an:l aleo preventing counter!eitinJ: thereof by 

the Japanese, The Winieter ""6{leeted th4t we follow the British 

trr.Mple o! 11cal.l.inc: currency ha.o• , I told the !l:inister that we 

had at various times aince the outbr eak of the pr esent war considered 

po~cible licensing control of 8Xp0rta an:l illlports of our currency, 

but had so far taken r.o ceneral ~tep of the type of -.!lich he spoke , 

I t<>ld him that there wer e varl.oua r easons •lfhich had so far vreiehed 

qainst such action , For sxaople, the dollar is useCI as a currency 

of refuge 1n maey countries, 1ncluding aome of those now invaded , 

\1~ should not like to take any action Which would cause losses to 

1ndi viduale who had put their confidence 1n our currency and would 

not nan be 1n a position to follow r eculatione !or the repatriation 

within a s pecified t i:!e of their United States currency to thie 

country , Furthennore, the dollar circulates 1n Cuba , the Phillppinee 

and certs1n par te of Latin .America, 'l'o call home such dollars would 

likely inter !ere '111tb coa:~ercial business and aiD>t even have an 

adverse effect upon cert&in.currencies, particularly the Pb1lip~ine 

peec , I told the Ltinister 1 however 1 that I was sympathetic with the 

iden that 11111 country should do what it could to reliflve tbe situation 

resulting fraD dolla.r C'Jrrency being so sought after 1n Shanghai that 

the yuan depreciated unduly, as ceasurod ae,ainst the American dollar 

notes. 

That the United Ststes Govemcent help contr ol Acericnn exports to 

Chinn, calling upon t ho Chinese Consuls or other Chinese ortioialB 

1n the United States for aseistance if necessary , I replied that 

the nl!'lf plan Which we were then 110rld.ng on for cooperation betlreen 

the American Treasury's Foreign Funds Control and the Stabilization 

Board of Chlna would provide material ass istance on our part, The 

Tre:~sury could utilize various of its a~cmcies, particularly its 

Customs Service, tor strenethenin~ and illlpl.ement ing rog&lations of 

Foroi.gn Funds Control , We should not desire to complicBte this 

~stem qy enlisttns the assistance or Chinese Consuler or othor 

o!!'icials in the United St.3tes Wltil we might have an opportunity 

to r.t ve our own plan a trinl nnd j~e its results. 
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That tbe United States Treasury set up in the United States a n ... 

and sepa~te t\1n:l in United States dollars to con.titute a reeern 

backing tor tbe Chinese currency • The British GonmMnt 110ul4 be 

asked to act 91llilar]¥ il the United Statu Treasury approved or 
such a plan . Dr . K\Ul8 was not able to !live acy more apeci!io 

Sllll&estiona in answer to r:q request for details ot IRlCh a plan . He 

m s simp~ anxious that we let the world kncnr, and penzdt hia to 
strengthen Chinese confidence in the yuan through such knowledte, 

t hat the United States and Great Britain were detendned to m&intun 

the stability of tho Chinese ;yuan, and bad aet aside certain reaervea 

to guarantee this W>dertald.n&. '!be Uinister did not think it 'JIOul4 

be nece&e&r/ to utillse euch suae, teellng tbet the pqchological 

effect would be eutticient. It wae not Ida idea tbet such .tunda 

should be turned over to the Stabilization Board or China and uaed 

1n the maMer now follond With respect to the currant assets or the 

Board. 

That there be a consolidation or the l.ut three, or pemapa tour, 
American Export-Import Bank loans to China, extending the ten~~ and 

increasing the total &moW>t . The Llinister obeerved that the Custom~~ 

receipts of China are pledted for some ot these loans, but that the 

Japanese actuall,y central most of the Cuatc:cs . 'lihUe the Secretary 

or the Treasury bad been responsible for negotiations leading to the 

ear]¥ financial ass istance to China, I remarked that auch consolidation 

o.e the Minister now Sll8gested muld be a matter tor the EXport-Import 

Bank. I wo.s happy, however, to pass this r~uest on through the 

Secr etary of the Treasury. Tihen the l.l1n1ster spoko of the need for 

core tlOnq for inports, I reminded him that the credits bed not yet 

been drmm on to their fllll extent; that liNch material was boing 

provided China under Lend-LeaseJ thus reducing the necessity tor 
direct financial credits; and that shipping and priority problema, 

and gTOl'lin& intemational political dilficulties, would also cut 

d<nm the •aunt of &oods 'Obich could be exported to China. 

That the United Sto.tes provide China rlth a fe-.1 airplanes capable of 

transporti ng tungsten from the interior to the coast, particular~ 

Hongkong 1 eo that t he production and !Mrketing of valuable ores, 

eepecially tungsten, could be speeded up and the fore18n exchange 

receipts of China corresponding]¥ increased. Dr. Kung rBiinded Cl8 

that China had five Condor planes which were being used in service 

of this kind. I told him that I had sec some or these in the hangar 

at Hongkone and also bad seen the bags of tungsten ore which had been 

transported by tbi,a route. Dr . Kung said that euch planes aa we 

mght &pare for thia COIII<l8rcial purpose need not be the latest model. 

Some-thing ot the Condor type would suffice. 

Regraded Unclassified



(6) 

( 

145 

-3-

Tllat the United Stl<tea increaso its econanic pressure on Japa.n . I 
rei teroted tc Dr. Kung t hat the n..,. plan for oooperat ion bet.r""n 
the United States Treaeury Department and Ule StebilUation Board 
ot Ct.ina should very materi.ally stren,<>then the eeonacic encircleoent 
of Japa.n . I.IY onl,y concem na t!lat earl;r repercussions J:li€ht be 
taU on Sluu1ghai. Dr. Kun~ Mid that the Japa.nese had alreaey teken 
retallatory action, reterrine to the 81'1barao which t he;y pu t upon 
e:<por t of cotton manufactures trem Sl:!an@ta11 and Ulat he t hought we 
should ao ahead with our severe measur es , i rroopective of possible 
r er>riaals, economic or ot herwise. 
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List of F.neloi!Ures 

Draft o! canl~ fron Tr easury to Fox , ::e!)tl!r.'.ber 29 , l94J., 
contaL~ proposed China program. 

Cabl e of Octob~r 21 191.1 from Fox to Tr ensury, in rep~ 
to Tr easury' s Cllblo or :lopto:nber 29 . 

C~hle of oc•,ol:;e• 6, 191.1 f rm Fox to Tre.:>sury regard inc 
proposed ne:1 procr :.r:> , 

Ct~ble o£ October :?, 19/J. tr.,., l'ox to ':'reasurJ ~ivine 
Chine~e reaction to ':'•·oo::ur:; cable or Sept .. "lb<>-r 29, 

IJer.>:-and\ln prepared by ;.,r. Cochr"l\ •oith res~ct to the 
~erican plan !or cooperation by Fore~r,r. ~;ds C~~trol 
nith S~bilization Board. 

::eoorandoo or Oetoborl2, 19/.l subr.d tted by L:r. !!oi ':'e-<oou 
re:;arding Ce~tr~ l!ank of China . 

Letter frotll ~oroi~n E.-xch{l.neo Control Cacoission to 
Stabilization Boare with rocpeet to the Qtv!sion of 
foreien exchM". a . 

Letter o! October lJ, 19/J. from Board to "lice !.:bist er 
"I . :; , 1:oo regardi:t~ lette:r of October 7 , 19/J. fran 
the :'crei!ll' EY.chlln<;e Control C=io::ion, 

C<>ble of Cc tober lJ , 19/J. !roc Co.,sul Gener..J. !;out hard 

~o St.ate De,artr.ent rc0ard1nl; hirin,:; or additional 
clerk. 

l.:o:torandu:~ of October lJ, l<J/.l. pr<'P'l=cd by L:r, Tsu Yu 
Poi re;;ardizt:; the kler1ean propoulJJ . 

t:enoranclur.1 of October ll., 191.1, p:·opared by L:r . Cochran 
incor por ating the vi.CI'/8 of t he Board 1 toget her <'lith the 
AmericM :;>roposals . 

J~emorandun of Soptembe:r '.J , 1941 by !Jr , A, r: . Young 
entitled "':he Price Situation and Financial Policy •" 
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Enclolllll'e llo, 19 
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E:>clo:rure !lo, 2l 

EncloiSUl'e lloo 22 

:!:nclo611%'e No, 23 

Enclosure llo, 24 

Enclosure No , 25 
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Revised dra!t of Pei1 o mfti:\Orandum of October 13, 1941. 

Cable of Octo bet" 151 1941 ft"an Cocbt"an e.nd Fox to 
Treaoury containina proposals regarding now China 

Proarllmo 

Newspaper story of October 16, 1941 of press conference 
with J.!r, Cocbt"nn and !;ir Otto Niemeyer. 

CoW of letter ft"Cil l.lr , A. ll, Young to Central. Bank 
o! China regarding the controlling of exports fr0111 
the friendlY foreien countries to China. 

Letter frcn o. !( . Yui to llr. Coehl"an enclosil\g letter 
frcm Dr. Kung to LT. K. P . Chen re;:arding new China 

Pro,-m. 

Cable of October 20, 1941 !f'OIIl Cocbt"an to Trea!!UI7 
containine Dr . Ku"G' S letter to r. . Po Chen. 

Chungking n!!l'ls bulletin regarding visit of J.ir, Cocbt"nn, 
1Jr, lla.xter and Sir otto IIi em eyer. 

There is no r eference to enclosure No . 20, nor i.e there 
such in the appended enclosures . 

l!eeting of American Chamber of Ccm~~~erce on October 271 

1941. 

Letter cf October JO, 1941 frcm l.lr. A. E. Schumacher, 
Resident ~..:seer of the Chaae BOnk, to l!r. Cochran, 

l!eooonndum of October 281 1941 prepred by Co!lsul. 
Sci.th giving hieh lisbts of a discussion or an 
eeonOildc club meeting in the American Club, 

cow ot letter of October 1.4, 1941 fran Ur , l!ackaY 
to t!r . Hart of llation:ll City 1 Now York. 

llemorandul:t to l!r . 1.!. R. Nicholson fran l.!r . !.!ackay 
dated october 28, 1941. 
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Enolosuro llo, 26 

Encl osure llo. 'Z1 

Enclosure !lo. 28 

!>nclosure No, :!9 

Enclosure llo. 30 

Enclosure No, 31 

Enclosure No . 32 

Enclosure No , 33 

!>~~closure No, 34 

Enclosure llo, :35 

Encl osure No. 36 
to 42 

Enclosure !lo, 43 
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llemorandum to l!r, Cochran fraa llr. llackay dated October 29, 

l 94lo 

J10010rand111 to llro Cochran frca llr. llacl<~ dated October JO, 
l94l· 

Letter of November l , l 94l t.o llro Cochran fraa llro llacl<ay 
e nelosin;! copy of letter to llr. Fox o! Septeaber l?, l 94lo 

Suggeet.ions !or mocll!~cation of tho Foreign Exchange 
Application System made b)' )lr, Ao T, 1! , Shao, sub-m&n&ger 
ot tho Bank of China, 

llemorandum on life insurance 1n connection with the 
Stabil1zat.ion Board and the American Freesing Act 
proper~ b)' !Jr. p , IJ. Anderson, General J.&ent for China 
ot the Occidental Life Insurance C<ll.p&ey, 

llot.e r egarding i.aparts o! Tonkin Authraci t.es 1n Shan@llai 
sulDit~ b)' !Jr, P. Dupuy, DLrector of Hongq Sales , Ltd, 

Booklet on Shane.hai Power Conpany. (not 'ldth repcrt) 

Lett er of November 1, l94l frO!D l!r. Hutchison, Commercit.l 
Secret ory of the British &!besey to Hr. Ccchran 

tetter of October :30, 19/.l fr<llll )lr, il:ruce !.!, &Utb, a 
mot<r cor dealer, to llr, Nicholson, 

Cablt) frao National City 1n Sbanr;bai to Hong Kong and 
Shanghai ilalll<ing Corporation, HO!If: !tong, regarding 
contemplat~ issue of a ~w C~:rrency b)' the Nank:il>i 
Sank . 

llemoranda a.nd l etters addreased oi tiler directly to 
Mr, Cochran fran tbe Chas e Bank 1n SMngbai and Honi Kong, 
or address~ to J,lr, Nicholson and handed by him to 
llr. Cochran. 

Letter o! October :!9, 1941 to llr . Cochran fr<llll l!r. 11. P. 
A.llaan, an Aloerican attorney 1n Sbangbai . 

• 
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EnoM>sure No . 44 Coble fran JAr. CochrM to TreuiNl'Y with respect to 
the UIU.son work of Consul Slllith and reccmnending 
empl.oY~Dont ot W.ss ll1r1nm Forbes, 

EneM>sure :;o, 45 Cable to Fax and Cochran troa 'l'reaiNl'Y dated October 28, 
1941 regard1J"e Cochran's and Fox• a proposals . 

t:neM>sure Jlo , 46 cable or !lovembor 5, 1941 f,_ Or. Kung requesting 
IJr, Cochran to visit Chu.ngkina. 

Enclosures tlos. Copies o! telegrams of Novombcr 6, 1941 to Chungking 
47- 48 Worminn Dr, Kung of ur . CochrM's coming visit . 

Enclosure No, 49 cable ot Uo·vember 6, 1941 !ran Dr. Kung to !.!r, Cochran 
88&1n r equesting him to ClounBking. 

EneM>sure No . SO I.!SIIoranduo ..w-itted to Stabillzation Board b7 
Sbancbai llun1e1pa1 Council regarding !orei&n exchange 
needs . 

D>closure l1o . 51 Ueoorendll!l o! llovembar 1, 1941 autn:l.tted ey l.lr, Chen 
on China' s potential. export• and en the position ot 
AMerican credits to China, 

Enclooure No. 52 Cable to TreaiNl'Y fran Fox and Cochran d.eted 
November 6, 1941, 

~M>aure No . 53 l.!emorandUIO submitted to !Jr, Cochran ey llr, Tsu Yee-pei 
an how the provision or transportation facilities 
undsr the Lease-Lend can contribute towards inproving 
the position or the national !inance. 

EncM>sure !lo, 54 Cable !ran )licholson to Cochri>Jl and Fox g1 v1ng 
Treasury cable on de~. 

Encln:rure no . 55 Cable to TroMur:y fran Fox and Cochran on de~ sent 
to Nicholson for transmissal . 

D>cM>eure llo . 56 Cable !rom Treasury to Fe:< on his appointment as 
Advisor to the Uiniatry or Finlulce. 

~cM>sure llo, 57 lleaorandull prepared b)- J.!r, YOUI!i on the Practicability 
ot Chinese Govert'ltlent Borroor1nfl n-ca the Public, 

D>eM>sure No. 5S ~sis or policy rlll!arding the Chinese currency 
oituat1on dated !.larch 31, 1941 prepared b7 ur. Young. 
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Tld.a 1• 1a ,..._. to -r- 1«\'-- ar ... ,.,,,.r 71, l 'I.U, 

ral..U.C \he po•oUl .. ol .n.-ial a d rw 1 IW\- ·~'- 111 
\be UAi~ 6\a\N Wile - oelll'i.,.. et l'rlcla tr. ...... 

ln rtw or \ he •~ )'ft relau, ~\. - \0 
.. -~ t.· ! a 1• a p,..bla.. lll>ic:to ·Uta ·...,-- at Gh1lla wll\ 
- •t." lt-tle . • •' o Mt ~ \l•at ""-'lid lA - I'Dde all..a!A 

'M .....S '""' ""'-~· A -•t. • "'' q•ru• of au! 
tbl"->aF o1.!>t:r ,.. ... l"i .... -......a al.p~ .. u ....... ~.....s -~ou 
\lie Cb1.uea • • U..rttl• ,..,.. - &,il rxd•f, &IIQ b&w l..ailca­
\&1> obfl1.l:.U fir r.o\ t""" un ~ ... \lle ~~~ired aid . 

tne ' h 'lAeee vo,..lrn t trd~..._,., ~ -,.. • . -1 . ~. 01" \ .• 

Al'tba:& IF •or
1 

:..r • .., U "11th , 'Wt.CIIr. JOU Y.t-tt1e, Wl>'lld .... W M 
M 11e tJ • al• t;hot'~ t I~ ... lti t h • hoo you wt"' .. l \1 n ut t.o •A.aeu.u U.tt 

prooloo.. 

It,_ <11-ahr.a with U" .. Chl 11eoe &liLI!Grt\1 .. "" 

•t J 1• l • a u~1•'a.cwr:o s~l\J1.1 11!U ot 1-Te Ff'Oblot"'o I ~ 
\be.\ ,.,. will l ei. • • ).r.,.,. : \Ill l!k 1t lo&f.or\el' \ L.,..\ ~­
ttd~• a\.to&Ar~ wo ..,. 1" t -o• t'A!.t.ed U.loe ai:...U lie \MM 
care or, <>lh1 I • • : t.e • ..r;rir.-1 t.r hrdo • P. roprl.a\e fw 
'*-,1 ~· ftCl ... Nl a TUlA .. le IOIIW".1 tro . 

•r. irn••" s • . ri oe, 
i:i_I"M\or, 

I D-U.-.1 " """' • 
Ch1oaca, U .Uno1a 

VP( t lll' ' : 1c n 
12/J0/41. 
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StcrEtary or St~t£ , 

·:ashington, 

1 , Fi r at . 

PLAIN 

Chungking vi a N: R, 

Dnttd J anuary 1, 1942 

R£c1d 5:26 a , m, 

FOLLOI'/ING FOR T~ASU!U FRO!•: ro:; , 

tarEE two f1 v£ , On t:onday , DtoEmbEr Eight, bond 

of c:,:AC told oE tight !'lacEs 11ErE rEsErvEd for 

t::E Board 1f a plME lEft Hong Kong that night , 

I su~EstEd p rEfErEncE bE givEn ChinEsE end hE 

~edcd th~t Loy Chang of ChinE sE Customs should 

".:lE incl udEd. AGrEEd thP.t fo~lov:1ng shoul d b E 

(;ivEn .1lacts: ChEn a.,d ·1.fE, PEi .and l~agEr of 

3~"\k of China, Hsi TE:lOU and :Tift , Chi and~ 

153 

c;um(l. l'lhtn Loy Chang dEclinEd 1)laoE littlE aftEr 

ni nE ;l.m. I imm£d1.?.tEly phonEd FresE maki ng placE 

~vailablE to him. HE dEclinEd saying h£ prEfErrEd 

to ~£:lain 11.th ~Ecords . At Qidn1ght Hsi phonEd 

t :t::t hE and wifE wodd not lE~V£ that night . As 

ti!ErE 1·:as no trL'ns:>Qr~at1on betwEEn Hong Kong and 

Xo· rloon aftEr tEn :,. m, and 110 FrEs E and Taylor 

I 
I 
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t·TEr!: on the Hong long s1dE the onl)' wa)' to Mite • • 

use: of tht thr£E Yncant plaoEs was tor AdlEr, 

Be:111 e:tt and ., to talt£ thO. Before lca't'ing l 

c~ve: bond pr1or1t7 11at With n.aEs FrEet aad . . 
Teylor f1rst an~ part1culer1r rEquEstEd that . • 
91aoE be: rtatrvtd for Fre:et on ntxt plant. 

Bond aub stoue:ntly 1ntorme:d rot that h£ had phonEd 

FrEet on DEcEmbEr ninth and thnt FrEe£ had 1n7 

alatEd t hnt pr1or1t1 bE g1vEn to l.£1as ~wldne, 
SEore:tnry to Hall....Pntch llhioh Bond rctuatd. lk 

GP~d thr t 1t FrteE and Taylor hnd bttn on t he: 

Kwloo'n e1dt TuEsday EVEning the:y could have: 

l Eft on what transp1r£d to bE th!: last planE 

out of Hong lt6ng. ThErE has bEEn no turth£r 

1ntormnt1on on FrEsE and Tailor e1noE TF-V. 

R£ your 304 of DEoEmbEr 16 and your 328 

of ~e:oEmbEr 27 ncEndm£nta to l1oEnsEs notEd and 

approvEd with onE turthEr eugs Eet1on. Vh11E 

thE oe:ohan1am for e:ffe:ot 1ng rEm1ttanoe:s de:ve:lope:d 

1n GtnEral 11otneEs se:ve:nty-f1v!: 1a highlY ent1a­

fnotory , 1 t ahould bE valid only for rtm1 ttance:a 

to frEE China and re:mlttanoto to ocous>1Ed Ch1na 

Efr EctEd v1n frEE China. 

GAUSS 

/ 
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t.marioliou W~<'boay , 0:bW~altln& 1 Ohl ua 

l~ion~y l , 1942, 9 a . a . 

"' 

!55 

Tbi.a ~=•r.. • h tor tho oorotW')' or t .t..e Tr ... llr7 

tro~ -.r . '·• J...nuol Yox . 

T..1a l o & Jowau~~ (Tr- X) tro0 the tsLlll~ution 

.>ll"l. to twd rOI:IOrcl t<IIS .. l'Ytl J Utu.: Ot •• u W : or ..c : 

Concert. ll( ~olu r = co . )) Of /OI.l'U 1 t t.e ..,e ..o\.rlil 

J). .>!! ot ._.,. l..a I. U~H1~ , in ,;._\o..;, .. 10., 1 h •b¥ , l• OG ot 

o;or • t.lc..ta ot \. , o Nc; rd. 'he .lo n.\ 1 o 1-..cltJr s t e.-dl.nt. t.h&t 

1107 ie \. <0 , OW ul •. :it.er o! tootlvO 411 Of JOCO.:ll(l? 21: 1 1941 

h .. ur ut y oor.r 1r .o c:. . 

It ,.ou l ll. t o "'I' r oolut.ot\ uy \.he ilo..tl"<. it you 1\0Uld 

.• our; a wh"t .. oow.t or doll.&ro ( Ct.Ho~ t .. tell ourrenorl 

d ll:b'll'l>"v \11 • 01. ou l l.G .. cuOwut 1. l.O .. ....1 L.cludl.~ tho 

ot a ot . eot~ -ber , l,.Ll , w:- a lso w:.ct " 01.!1\. or ;1 1o ~..rM­

~nt , l t ~·~ • ~"loL ,OL einoe ~~4• on lte account. 
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N>lC 

Stcrttary of StatE 

3 , Jasuary 1, 11 a . o . 

1SS 

GR.\"! 

Dated January 1 , 1942 

Rtc ' d 5 : 36 a .m. 

POLLO"/l:·c· FOR St:CHC:TA:.Y 0? 'i':!£ 'i'TI.a.5URY 
7':10:1 FOX : S1ROR- Y 

OnE . A. rE turn Ed frott Kunl'ling ytstE:-day 

nftEl' t··o :lE Eks visit . 

GrEa1;ly imprEss Ed by ci'fici Ency of factori cs 

in t hat vici nity but ~.isappoint cd in Evid tnc t or 
<itfle:t ionary pol>.cy rtctntly ;>ut into rf<"tct . 

Conctrn;;d lEs t it seriously ni'!"Ect production 

of o.ll VL t o.lly nEct3. o.ry cqul.prttnt o.nd proG.ucts 

._,ru_c~~ ot:tt:ru i:n: r:ill n c cL to b t inport t d . 

3 . Fou:"!d ccnccrn o·ttr \"tl'Y high j'r1.cts 

and s!"!orta::;t of gocds and over dancer to valtt t 

of fapi unless sonc ba3l3 of sup;ort is Es t o.blishcd 

~nd tsptcially for mEeting inevitablE l argE d tficit 

for 19~2 . 

C. Havins 1:1~dE ar••angcnmts in Kanmin~ for 
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- 2- 1:"S , Jcmunry l , l l a . m. , from Chungking 

strcn-;t:1cnin,:: Ooard 1 s of.rict: a.nC: !'r(\·:id z as i ar 

as (?) fne:..lit~: s nr: (?) for !:I&.Ximmn movcntnt 

1.57 

of :;oods into frEE c:u:oll i'rorn Rancoon . In vi Elf 

of li~tatio.,s of Burma ;load and militnry dtmands 

on Roaci outloo!c f or flo''' of goods ttnd pric E 

~.i.tuation not too pro,is1n[. . 

T,·ro . (? ) ( 4) or your 304 of Dee tmb tr 16 , 

9 p .m. , I s hall convey yo·.,r ::ttssa:;c to Doctor 

Kuns nt the eal'lit~' oP:>ortu:uty o.nd I am sure 

Hs s!)irit ttill bt r.ruch e.pprtcic t td . J:: e has bun 

scr~ously ill ~nd it may not be posaiblt to see 

him for C. few days yet . '!10 tlVOl.d effibo.rrassmtnt , 

I should ap~rtcic.te it i~ you could notify mt what 

llis D.dcL.tional pro;Josals to nr , Cochro.n r:trt , 

Thrtz . Tht Bo:u-d as!:s nc to trcnsmit the 

followinz me&3<.S t to you: "Crane to the loss of 

its records in Hone i;ong, the Eoo.rd 1s t Emporarily 

uno.blt to fulf~ll :~. ts oblir,lltions undEr parD.~rnph 

l (D) of the Sino- AnErican C.!;l'ttmtnt of Aprl.l 1941. 

ThE Board ia nc.k1ng every Effort to rtconsh tut c 

its records ttnd hopes to bt ablt to resume tht sub­

tlic:Jion of its mo;,thly reports \.o you tit tht t <.rlitst 

opportuni ty . 

OAUSS 

P.::o 
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TREASURY DEPARTMENT 15E 

I NTER•O .... ICE COMMUN ICATION 

DA T& JN>u&ry 1, 1942 

,.,_OM t.r. -rlttrich 

S'l'A.BILIZATIOII JJll!ZiY.iliTS 

ill!!!• On Julr 14 , 1937, w "".de N> aueel!lent vito the :entr"l :CNilc 

of .;, inn to purc~tt .. )'Ulln up to a totn1 value of , 50,000,000. ~be &Qeocent hno 

beec ~~eve~ eacb aix ~octba AnO no~ expire• June JO, 19U2. At ~r•aent, ve ~~ld 

c ~o\lt o5 . 000,000 )'U8n , ·•1tl a ~oo:t dollru- V"-lUt of . 19 ,112, 500 , N1d thit lo col­

l at eralized b7 ~1, , 379 ,01& in gold l~l~ nt tr.e ~ew t ork ~edern1 Reo~rvu Innk. 

On k9rl1 1, 1941 . we cade en AST••~•~t >~t~ tne ~atlonal 

Gover&~~ent o; the :S.opubllc of ~ hiM and t he Central ll!Ulk ot China vl.erein we 

~-:reo4 to ?U:c . .ase yuan up to t te ec-W.valent ot ;~50,000,000. no collater~l belng 

T!t'Uire-4. ~0 fs.r , \t'e fi!tYt UJie DO yu.eJl purCb.l'\185 under thi s ~""TfO;aent. vhich 

e~plrc• June 30, 19~2 . ':!:•o Chlnue- \o eri~n-llri tloh Stabilization 3oard ~egan to 

Ol>eT!'te in mld-.~~o~uat , a.:t.~ th~ ..:h.lnese Government. ~anke M ve fur:1lshed t heir 

contr ibution ot 20 ,000,000 to t he Jo int St abiliza t i on ~d. At t~e er.i of 

-•cecbor, t her e""" e. be.l•nce of Jb , 750 ,200 in t l:e .hineoe St2.blllzt.tlon ""'-nd 

nccount :..t the ."e4 'Xori: :"'ad.eral lieser ve Bank. 

l!:!!ll: On July 15, 1937, ve 111ade u agee111en~ wi t :. tne \fn itK St ,tes 

of .or,:ll, 11hicn e:rol rea on July 15 , 19112 . '.lo e creed. to llurChP.ee m1lr o1t UD to a 

tot•l ~ue of ~oo . Ooo , OOO , to be co1laterall:ed by ~old. · At ?recent, we hold 

lOO,OOO ,OJO =ll reia, witb " boo!: dollrr n1ue of .;s,ooo,ooo ani eollater8lhe4 b;· 

&. Oo9 , 092 In gold. '!'Jee "<.-reement alto ? r ovldeo for t he tale to :Sr•-<11 of up to 

.oO, OOO, )()~ in ,;old by t he United St e tea, sue c;o1d to be ern:..~r:<ei for BrRzll' a 

:'CCOU...'\t at ''·· _ev Yor~ 7eder~l : ... ecerve ~: b:; 3 :o.!l~lc;-.tlon ot s~t~:ber 2. 

193S ar~zil ~e permitted to s hip u.Old her e P.nd nlf!Cc it l n t!.e enrn:\r..ted account. 

· > t c tl-.c eni of December, we hal> oold l!razll ,'29 , 4b5. 771 In _old , tmd 3rr.:il h•d 

s.· t:: e! 11.~}2, 7c5 in Er-ol ... t~ . ov ·ror..c : e:ce-pt for t he l"..:ou.nt set asi de a.a eol­

lr.tertl. all of thla 0 0l i 11 \ll'l~Cl" ee.r: C> r:: for 3rt.zll tt .. t tfA :'ed.er-&1 . 

• .,-. entina: i>w-1~ JJeeecber. no c""-"<.o too~ l>lace unjer tho Januory 1 , 1941 

Ao-Teera~nt wi t h t t.e l~co Centr:-1 d.e ln :O.epubliep .:.r,entinP ftni t::e C-overc.::e~t or 

--~ r~:..ent ln::. un~er vhicn we C()r ee to purci..~se ,-\rcent1nc l'esoa u_!> to a totr..l w~lue of 

;.::> .~,000. tor whic~ no colloter.ll ta rerulred.. Since tr.is a. reeJient 1~• not ye t. 

"'een rtLtifiei oy the b.ruentine Lehislatue,· it is 1no!'erat1ve At 1)r esent. 

~: Aa of lioveo'ber 1 . 1941, tLe ~re1.au.ry entered into 2.n s.g eement 

Vitf ~ .. e ~VIn:Lr.ent Of the .:..epu~o lic of !.exiCO ami U.e 3tt!lCO de :.eXiCO, UDder yhich 

ve &t,'l"ec to ourc . .r.ae t..exicM 'OitOI u; to c totr-1 velu.e of .~40 , 000 .000, no eollrterrl 

. . - ' 
beln roculrod. :'hl u auoooent, " hlch n p ireo on June 30 . 19'13 . otlpulateo t hllt 

.. ulco stAll ""ve 1&0 da,yo' notice sn l t ren "" Mdl t io=l l&O ~yo In ><!:le n t o re­

"'Ul"CMie. ··e h..,ve no t yet rec eived oftici:-> 1 noti:!1c'\t ion h.at t he a.et i on of the 

.. exie:.c. Jovero.:nent. r.nC. 38.n6.: in enter 1n., t :.e l'..,rtt ec.ent. be.s beer. r~ t L' ied. ; liuc!:. 

n.!.l!lcrti~n. 11 ::UlCtlaacy for t. ... t £t,.rae:.!~t to 't-!c!)::e oper:'\t ive. 
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Colombia: ~ Stabili sation agreement hao boon dioouooed with Colombia, 
u.nd.tr vhlch ve vould ~ Oolo11bian peooo up t o tba equivalent of $3,000,000, no 

collateral being required. 

lcu&4or: ~ StabUhation agreement vitb Ecuador bao boen dlocuooed. In 
oa.rlT conTeroatlono, $5,000.000 vaa cooalde!'od •• U>e ll.m1t to aucb an aqeouot, 
but tr~a an October 24 aaeUuc vitb the Zcu.edorlan klbaeoador, 1t vao p.thned that 
t!W ~ uount """ba reduced to $3,000,000, and 1)1,000,000 of thla vould be 

provided by Ecuador. 

Bol1rla: In an October 24 d1tcuas1on with TreaiW')' offlclr.le rep.l'dla& a 
~tabillzntlon agreement, tba BoliTian Miniater otatod t hat be thought hlo country 
vould oood between $5,000. 000 and $8,000,000 to otabillca ita currency. 

Icel and: Diecuooion for a $2,000,000 Stabilication agreement vith IoelaDd 
1itPJ> about tho end of Sevtembor. Iceland' a approval of t he a&reement ao drt.fted 

hal not ftt been received. 

Cuba: h> the bllU&l report of the .berican Teclmlcal Million to Cuba, 
m of t ba alternative recoa:MUUi.aUono ~· that Cuba alght ioaue peaoo ap.inot cold 
ootalnod on credit fro• tba U. S. StabUhatlon :l'und. 

liuoaia: On October 10, 1941, ve agreed to vurchaae f r om tha Ruoll.., 
~tnt approximately $31,6o5,000 in gol d for ll.eliveey within lSO da;ro, Md 
cave Ruooia an advance of ~30,000,000 on October 11. By the ond of December, there 
ro:znlno<l .-n.sc6, !!75 in gola. etUl to be delivered b¥ Ruooia, and the o.d•anoe had 

been reduced to \09, &03 , 1123. 
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The Honourable 

BRITISH EMBASSY 
WASHINGTON, D.C. 

January l , 1942 

PERSO!lAL AND 
SBCRET 

Dear JJr . Seeretc.ry, 

I enelooe herein for your perso!llll 

and secret infonation copy of t ho latest 

report received 1'rooo London on t ho eilltor;y 

s i t uat ion. 

Believe ""'• 

Donr ltr. Secretary, 

Very s i ncerely yours , 

llollr,f l:orgentbou, Jr., 

Unit ed States Trooasury, 

r:a3h1ngton, D. C. 

160 
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(I) JIWj, 

161 

COPT llo, ../ft_ 
BRITISH ltcllf S!CIIIT 

( 0 .s • SICU!) 

W OJWt1on r.c-eived up to 7 a,. a., )~t. Dec.-ber, 1941. 

Holle ••tera 30th. J. photographic recoM&teeance of BREST durirle 

afternoon .ublequent to attack mentioned in pe.rauaph 3 bolo• ahc.M4 tlt.e SCRA.RN-o 

WAST and PRtlr.l MEN in dry doole and Cli:ELSENAU eJ.onsaido tho torpodo boot 

station with no apparent da.ge. 

HEOiijiRi'UNEAH. 29th. A convoy eacorted by cruisers aod. des· 

troyut arrived at ALSXJJ.MIA f'l"co I:ALT.A. 1bo to.rco had bM:.n eevoral t.icet at,. 

t.oclted UAINCCo .. t'Ully b)' eneJIY &ircr af't, 

12th. One ot B..U. destroyer• eaccrttnc a convoy to 1'09Rt& 

IUCCo .. tllll;r drove oct b)' s=firo t.., •:ld~T torpedo boabert vblch attacked bor • 

Ncrtbeaat ot BARDIA. 

One ot H..K. gw:· boat.a suceeut'ully enpatd tno IDOIO" coastal 

dofonoo 1\W in th<l vieinitr of' a:JU>IA, One of' 11.11. tubolarinu hal abelled 

and ounlc S on- ochoonora et SI.IDA BU and at I!E'tl«liii (Sout.h..,at GRilECB) . Silo 

aloo tc,.,..Soed on Italian deatroyor inside !1.\V/.RIIIO IWUlOUR on the 23l'd. \ 

(II) UILITARX 

~· It is no• lcn01m that 1n tha tank battle oout.h of JI:D.\BYA 

on ~8th .. dnatroJOCI ~2 en- tanks and sovo,..ly daD~Cocl a tllrlber 20. lU" 

lotNI wre 6 tanka knoc.ked aut a.'"d 8 oore lett. on tM 'battle tield am PI'O­

babl:f loat. 10> !lvt.hor batt.lo ~.ad de•elopod b)' 8. :10 a.D. )Ot.h. At that tiM 

1.0 orAIOT tanka ,.... roported oclvccinc :1or~ot t'ro2 Ill. IIASJ:IAf ()0 Diles 

Sout.hoaat or J!.'l)ABU), 

IJAUIA. The bridae ot XUALl DIPAIIl (7 DilOI oo~tll of !W;p.!JI) 

hta t.en IUCCOIItul.l.y destroyed. 

~. BOXPYIN vhicb na.s \U\tuocoa•t"UU7 ott.ackod by our rorcee 

on ~th na avacuotod by tho JapaMse duri"'! night 2Cth/29tll ond .,.. occupied 

by C\U' rorce• on the cornins: or 30tb. 

~. f!ai.."l ?rent-. The Rua11&n advance 1:1 cont irru1D£. 

~. !he Russia.'l.S h.v• landed on t.he x::RCH Poni:lS'I!lt. and. 

ta .. reea.,.turocl lt!:N:H and :;:mcsu.. 

(ni) La OPQMTiq·s 

~m~.· ?F.c·r.. JOth. 9 Squaclrona o: fichtera ( -~.,. · .ueh ) 

Sr!tr1rta ..,... =.!Jain&) uccrted 16 Eali!'ax in a."l attack on t.l".e n:th.:.;a ,t 
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BRJ13f, tbo ,..lUlu or whiob -. DOt ol>Mrnd, A.A. t1zot ... 1Dte11M ODI 

aocwate. ) ot our bollbert U'e aiaetnc, the Ol"tW ot one btlnc reeoued Il-ea 

a diJolb:r SO ..U.o oort.b ot BUS!, Pour ti&btero doutroJM 6 • 109' • ODI -

boabol'o deotropod .... ~, 7 _.. "" probob]¥ dutroyocl, JOtli/Jlot, 6 o.ir­

oratt or coutal c--s atW.Icad tba doclal at U PJ.LLlll!, Hito ve oloJJtod 

on t.b.o oolo &Del a tanker •• poeoibl,r d--'• 

trrnTl'f'MANl!A"· ,WUA. 29th. 4 aquad:ron• ot BlenhoS. attaclcecl 

- pooitioco oa1 tba l&nd1llc srouod at JmA8tA, IIOJI1 Yobicloo &Del two au­

oratt "" daatrcpod, other Blenlleiu dro~ "'-ba doons 41operoad aotar 

tr ... porto <0 allu south or JEDABl'A, J oquaclroiU or ll:Lonhoiu resiatorad 

8II.QT blta on IDIIO' positiOOI' at B.IJU)JA• Ble.nbt:J.M: att.&cb4 IDeiV' Yeh1olel 1D 

tho areas or IUSURA'l'A &Del ZOWI!l, J aall ohil>'l ODI J ll£btora wore aicl!ted 

at RAS E1J.LI (26 lliloa woat or EL JG!IIUU), Supplies -• opl>'l"ently boinl 

l&Ddad at o "-ary Jot~ tbaro ODI olao at RAS Ll/I.IF (43 lliloa Jort.bwoat 

ot EL AOIIEIIA) , At RAS !L ALI 500 1.1, T, won soon 41aperaocl oroWld tho Jott;y, 

JW.l:A. 29th. S .,_ tigbtoro ... hiM SUMod navel W>ita, 

One lo1l 109 •• probobl,r daotrcpod bp lllrr1canoo, too ot which ore lliu.lqr, 

12 boabet-s attaolced WQl caud.ng aOM damage to a.tro.ratt on tho aerodrcoe. 

lficht 29th/30th. J - a1rer&tt dro~ ho.ba on tba iel&Dd 

oauoinc a tew ......,. casuoltioa, )Otb, J r&ido wwra made durins tba -•nd (by 

6 boolhora oaoortod bp 40 tisbtara) tho oorodroMo at TJ.KALI 0D1 WQl &Del a 

doolc)vd ....., att.&clcod, to1o -· .,.... daltzoo7ed ODI ..,. probobl,r daotrcpod 

by our liD"rice.n ... 

PJR EAST, ~. 29th. KU.UlrAN aerodrOM again attAcked 

bu\ DO "-• omoad, P, ll, ~ aircraft made J att&oU oo SIJG&Pa!B 

leland, det..ila or d81D&io not ;yet known, 

iWIII!Ii• 29th. Frca ......,. oouroaa it 1a r opoTted thot LUAJil 

na boabed and MOhine ciinned. 

(v) 1M srx;uarn 

29th/30th. C.-ltiu at N!liiC.ISTLB and 1n tho IU!!IIl!lllll!LI.JI) 

area a,.. reported to bo U k11led and 32 aeriouo]¥ injured, 
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TO 

FRO M 

TREASURY DEPARTMENT 

INTER OFFICE COMMU NICATION 

Seoretl\rY Mor~enthau 

!.lr. Kem~rck 

1.63 

Subject: Summary of O.C . I. Bulletins No. 1 ~nd No. 2 
( •Iran- A Threat to Britain': 'Axle Pr ooaganda 
in the Moslem World') 

Soth o r these bullet i ns have the eeme t heme: The 
Arab oeoplee or the Near E9st went to be i ndependent 
or foreign control. They t~ve e long hi s t ory of hatred 
ot British i moerleliem. The Ger2ene heve tried and 
hpve been able, to some extent, to turn thle hatr ed or 
the Britl eh lnto sympathy ror the Axis in lts ~ar on 
the Briti sh. Whlle Irsn 1e now ouiet,•it le the forced 
ou1et or a conquered count ry.• 

The Axl e radi o at Zeesen, Germsny, plays on the 
Arab hatred of the Brltieh, the upoer-clae~ feAr& or 
Bolehev1em, the ant i - J ewish feeling resulting f rom the 
political embit ions of the Zionists , end ~eneral Mosl em 
conserve t1em. American essoc1at1on with England has 
led the Arnbe to believe thAt ~e supoor t the disl i ked 
Br1 t leh poli~ ies ln the Arpb world. 
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JULLITIN NO• I UITUC'I'U 

COORDINATOR OF INFORMATION 

IRAN-A THREAT 

TO BRITAIN 

The m:ent occupation by force al arme bu 
deepened the long-etandiDg Iranian hatred 
of the Britilb to a point wbeR the Iranian• 
can be depended ·upon to do evef)'thina 
po11ible to iDJpair the Britieb war dfort. 
Through lack of cooperatioo, euUeo acquiee­
cence, aod outright oabotqe, they could 
Con.titute a tbRat to the uaoaporutioo 
routel which aR al vital importance to the 
Britilb even if the Gerawll do DOt drive 
through the Caucuue to the I raoiaD borden. 

• 
• 

' 
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IRAN- A THREAT 
TO BRITAIN 

Although Iran is occupied and officially "pacified," 
the anti-British feeling of the Iranians is so intense 
that they would do no more to help Briuin than to 
help Germany. A nation whose people gloated over 
English ooldiers being swept into the sea off Dunkirk 
is not likely to prove a willing ally. 

This hatred of England is traditional. In 1907 the 
first partition of Iran into "spheres of influence" 
between Great Britain and Russia reduced Iran to 
the equivalent of three vassal states. As a result, 
Iranians neglected internal reform and concentrated 
their attention on an intense hatred of Russia and 
Britain. 

Furt her experience with major powers came to 
Iran during the war of 1914-18. Iranian neutrali ty 
was repeatedly violated, and Iran suffered all the 
horrors of war with none of the compensations allowed 
the victors. After the war, Lord Curzon drew up an 
Anglo-Iranian treaty so one-sided in favor of England 
that riots took place in Iran and their Auembly 
failed to pus the bill. 

This event marked the official shift from the Old 
Regime in Iran to the I ran of Riza Shah, who rode the 
wave of anti-British feeling into the Ministry of War, 
then into the petition of P rime Minister, and finally 
on to the throne itself. It supported him throughout 
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his regime, for people who disliked Riza Shah still 
prtfmed him to the British. 

Ru11ia shared let$ in this bitter feeling, as at that 
Lime she was involved in civil war and had no e.ner­
gict to waste on Iran. It thereJore became habitual 
for lraniaos to blame the British for any and all 
misfonunes. 

111i1 feeling was heightened by the fact that the 
average Englishman greatly irritated the Iranian per­
sonally. Mort than other foreign groups, the British 
considered themselves usahibs,, and th(' J ranians 
unatives." Thit galled the Iranians so much that 
the word nlnglise" came to be an adjective describing 
anyone excessively confident and complacent. 
Meanwhile~ the German• were improving their 

standing wlth the Iranian• as fast as the British were 
undermining thein. The Germans whom the Irani. 
an.s knew had migrated from Germany during the 
dismal days of the Weimar Republic, often arrived 
almost pennileu, and were willing to accept any kind 
of ..-ork. Some bought old truck enginea, made 
d)'namos. and set up electrical installations· almost 
all livc.-d on an economic level not much a~vc that 
of the Iranians. As the new government began its 
program of industrialization, thC$C Germans fit,ted 
into the picture admirably. 

Until 1933 the Germani in Iran were politically 
unorganized, but alter that no German had any 
chance to survive in bu.sine11 or to retain hjs German 
citizenship unless he became a member of the Nazi 
Party. Most ol the newcomers were trained in all 
the tec_h~iqu~ of penetration into ,;tal positions. 
In additiOn, mcreas-ing numbers of Iranian youths 
were sent to Germany on various pretexts. 

2 

-

I 

Germany gradually became one of Iran's beat cus­
tomers, partly because she needed many things in 
her preparations for war. In 1936 Dr. ,Schacht made 
a flying visit to Teheran and negouated a trade 
agreement by which Germany bought heavily of 
Iranian agricultural exports. Iranian trade with 
other nations almost ceaaed. 

German propaganda agencies were very auccessful 
in exploiting Iranian pride. They accorded Riz.a 
Shah the honors he expected, and the public was 
flattered by stories that the Iranians were pure 
Aryans and closely related to the Germans. So far 
as the war betwee.n Britain and Germany waa con­
cerned, the Iranians were fervently pro-German. 

The average Iranian expectantly awaited the thrill 
of a vicarious victory over Britain, rising prosperity 
through unlimited trade with Germany, and the 
coming of the day when Hitler would recognize 
lran'a independence and give it a more important 
role to play. This world of dreamt began to fade on 
june 22, 1941, and ceased to exist on the morning of 
August 25. 

However, the seizure of Iran by the British and 
Russians was not as eaay u is generally supposed. 
The Iranian Army did much more fighting than it 
has been publicly credited with, despite the fact that 
resistance was soon crushed. There followed the 
forced abdication of Riz.a Shah, who was taken on a 
Britioh warship to the rtmote island of Mauritius, 
where • presumably "diplomatic" illness doubtleu will 
detain him indefinitely. Many Germans fled by way 
of Turkey; others, perhaps 500 in all, were interned. 

Rizo's son, Mohammed Riza, took his place. The 
new Shah has promised to rule constitutionally and 
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has a ministry as nearly pro-ally as the country can 
provide. The vast system of state monopolies erected 
by Riza for governmental-and personal- profit has 
disintegrated completely and the expense of the 
State is being carried by the confiscated wealth of the 
"invalid" of Mauritius. Since this source of income 
will hardly prove inexhaustible, "political" loans may 
be expected from London. 

The country is quiet, but it is the forced quiet of 
a conquered country. A military alliance against the 
Axis is being urged upon the new government. Since 
an alliance with Russia would be nlmost as univer­
sally unpopular as an alliance with Britain, the gov­
ernment is extremely reluctant to undertake it. 

One prominent Iranian has summed up the attitude 
nf the great majority of his countrymen in these 
words: "The Germans seized Norway in order to 
attack Britain. The British and Russians have 
taken Iran to protect their lines of communication. 
Great nations think their own independence so 
precious that to preserve it they. mny righteously 
destroy the independence of smaller nations." 

So it is hardly startling that Iranians are comparing 
the si tuation of today with that of 1907, and are 
skeptical of the benefits to Iran of "collaboration" 
with any imperial power, whether British, Russian, 
or German. 
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ltJLLBTIN NO. 2 RBSTIUCTBD 

COORDINATOR OF INFORMATION 

AXIS PROPAGANDA 

IN THE 

MOSLEM WORLD 

German propaganda in the Moslem world 
exploits hatred of the British, upper-dass 
feara of Bolshevism, prevalent anti-Jewish 
feeling, and Islamic conservatism and prej­
udice. The British have not succeeded in 
counteracting this propaganda. 

T he increasing closeness of our relations 
with Britain is producing a change for the 
worse in the attitude of Near Eastern 
peoples to the United States . 

• 
D!::C£U8£R 2J, 1941 
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AXIS PROPAGANDA IN 

THE MOSLEM WORLD 

The Arab is a born dissenter and a lover of intrigue. 
In a country as small as Palestine, there have at 
times been as many as six different political parties 
functioning at once. Under such circumstances, 
there will always be found groups who will lend them­
selves to Axis propaganda, if only to spite their 
enemies.1 

The Arabs are, however, united in one general 
purpose: To free their world from the domination of 
French and British masters. Arabs in Syria, Pales­
tine, Egypt, and Iraq are apparently blinded to 
Italian imperia lism in Libya and Ethiopia and to 
German domination of Europe by their anxiety to 
get rid of British control. This arises not only from 
a desire to play all European powers off against each 
other but from a naivete which assumes that anyone 
who is against Britain is automatically a friend of 
the Moslems. They fail to realize that, in case of a 
British defeat, there would be a substitution of Axis 
for British imperialism. 

1 An uampJe t«mt to be the pro-Am mioority amona th-e prcdomiaantly 
pn>Briti•h Oruue,, 

I 
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Arab animosity toward foreigncro and non­
Moolcms may be discriminated as follows: 

A. A~tli·BritisA Jnrtimntt. 

Despite the wishful thinking that continue. to exist 
in 8rit~in,1 dislike and mistrust of Britai? are atrong 
throughout the Arab world, as well aa 111 Iran and 
India. There are two re.1sons for this: One is Brit· 
ish support of the Jews in Palestine and of other 
minorities for the apparent purpose of dividing and 
ruling the Ar>b sta tes; the other is the reluctance of 
Britain to grant independence to mandated terri­
tories. The Arabs place little trust in British prom­
;..,, which have been often broken in the past. Their 
dillrust of British methods leads them to look for 
ulterior motives in every move made by Britain. J( 
anything adverse happens, they automatically blame 
the British, without bothering to look into the facts 
of the case. This makes it easy for Axis propaganda 
to 11ir up Arab feeling; how easy is shown by the kill­
ing of the British Consul Mason at Mooul after Ger­
man propaganda had accused the British of being 
I'(:Sponsible for the death of King Ghazi. The ac­
quiaition by Iraq and Egypt of their independence 
only after yurt of rebellion have convinced the Arabs 
thot force i& the only means by which they can 
cxtrnct what they regard as their rights from the 
Uritilh.' 

The Z«sen radio has lately been giv;ng unusual 
attention to the exile and persecution of Arab le~dera 
by Britain, and this cannot help but have conllder­
able effect upon the Arabs. 

"JOe Assyrians who were at one time entirel)' 
pro--British now contain a considerable element 
which denounces Britain for having let the Assyrians 
down in Iraq. 

'rhe Araba ;are very sensitive and bitterly resent 
the attitude of luperiority of many Britons whom 
they meet. 

B. Anti-Amtrican sentimtnl. 
T his is of recent growth. It is a result of two 

things: ( I) The cxprusion by American public 
officials of sympathy with political Zionism (which 
they usually misjudge as being purely reli~ous and 
cultural) in Palcnine. This has resulted 1n a te?­
dency in all parts of the Arab world (strongest lR 

Palestine and Syria) to suspect the United Statea of 
siding with the jcwt against the ~rabs in. Pales~n.e. 
(2) America'• increasingly close alliance wllb ~n~a•,n 
has led the Arabs to believe that we support Bntam s 
policies in the Arab world. The attitude of India 
toward the United States hos taken a very defin•te 
turn for the worse as a result of the promulgation of 
the Atlantic Charter, from which India was specifi­
cally excluded. All these factors arc being fully 
exploited by the Zeesen radio in broadcasts t~ .•he 
Ncar East and India as evidence of the hypocnucal 
attitude of the United States in preaching inde­
pendence and aclf~etermination for minorities on the 
one hand, while supporting British imperialism on 
the other. 

3 
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c. .tlflli-j,.,U/; /ttlU.t. 
While PalettiD< ia the foc:ut of the problem, &Dii­

Sem;tiam baa had an important drect on the Arabo 
of Syria and even of Saudi Arabia, within whooe 
boundarieo th~ ia hardly a ainsle Jew. There can 
he no doubt that the situation created by the Ziooiot 
prosnm in Paleotine baa cauoed the peoition of the 
Jewa to deteriorate throughout the Arab world. 
Oeopite what Zioniata say abroad lor ouuide oon­
oumption, there are too many Jews in Paleatine (and 
abroad) who adhere to the attitude eapre11ed by 
William B. Ziff in Tlu Rapt of PaJutitu: The Jew• 
are entering Paleotine by divine right and intend to 
"make the Arabs go bad: to the deoert where they 
came from." In North Africa there are ground1 lor 
anti-Jewi•h feeling whic:h are .eparate from the 
Paleotinian problem. Ever since the Arab inva1ioo, 
the Jewa th~ have been a despised element of the 
population, and this antipathy baa been inc:reaoed 
aince the nineteenth century by the undoubted part 
which the Jewa ·have played in facilitating foreign 
control of both Frenc:h and Spaoioh Morocco. 

Zoeoen ha1 recently been reading anti-Jewiah pu· 
aages from the Koran, emphasizing that the Jew• are 
the "enemiea of lalam. n 

D. Aftti·Fr111tA fuliftg. 

Thia ftouriahea in all areas where the French are in 
control and existed even before the end of World 
War l: ~itneoa the testimony of the Kina-Crane 
report whoch etpTC~~Jy states that under no circum­
atancet did either the Syriana or lraqi1 want a French 
mandate, a mandate whic:h Syria 1ubtequently waa 

4 

forced to aceept. Anli-PI'I:I>c:h feoliQa ia relatiftly 
...a- 11 aD Am pnli>II&DCia implenwot 11 Joac II 

Getma~M:oatrolled Vadly retaina boJdinco in the Arab 
Eut, aoept under the aapect of anti-de Gaulliam in 
oqion• whic:h miabt come under Free Freoc:h control. 
Moreover, the totting up by the Free French of an 
"independent" Syrian atate baa atolen aome of the 
ADI thunder. 2Aaen propaganda bluta concentrate 
on denouncing Taj-ai-Din, ill bead, as merely a de 
Gaulliot-Briti•h tool. 

E. Aftti-BoUMiilt fttJU.,. 

The educated &Del propertied clUte~ among the 
Arabs, who laraely control public opioion, are ex­
tremely apprehenaive olaocialiam and more partic­
ularly of a Bol1bevik. aocialiat revolution. Through 
broo.dcuta and other tDe&na of propaganda, the Alii 
powen have 1uceeeded in impreaaiog on the Arab 
world the belief that they are engaged in aaving 
capitaliat civili.zation from the menace of Bolsheviam. 
Propertied Arabi feel that a Nazi regime would not 
aerioualy damage their peoition, whereas a Bolshevik 
regime would exterminate them and the system under 
which they are accustomed to live. Ambitious Arab 
leaders tend to oonceive of themselves as future heads 
of etates, freed from British or French domination, 
each a miniature Reich with ita Fuehrer or Duce, 
aubaervient perhapa to the ADa, but each with a 
conaidenble muaure of "abtolute" power 

F. MosU... <011.1nNiim tl1ld pttjtuliu. 

Thi1 makes an appeal to conservative Moolema 
throughout the entire Eut, from Morocco to India. 

s. 
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Many approaches can be uoed to exploit thia: Anti­
Christian bias, xenophobia, concern for Moslem 
minorities, etc. Recently Zeesen has been playing 
up the alleged suppre11ion of the Moslem minorities 
in Russia; another curious anli·British blatt from 
Zeesen accuses the British of being Pagans ~ke the 
pre-Islamic Arabs and thul the natural enemies of 
Islam. It is doubtful whether such ridiculous •!>­
peals to presumed Moslem ignorance are going to 
help the Axis cause. 

G. Food sAorl4ft """ mmoroit nti•. 
The German radio at Zeesen has repeatedly stated 

that the food shortsge in Morocco (especially in the 
Spanish Zone and T angier) is be.ing caused by the 
British blockade. In German broadcasts to the rest 
of the Moslem world, including Palestine, Egypt, 
Syria, Iraq, and Iran, it is made out that the British 
army iJ systematically stripping these countries, 
leaving the population to narve. At present the 
food 1ituation does not appear to be bad except in 
Spanish Morocco and Tangier, but if it should become 
serious in other Moslem countries, this propaganda 
might have seriout reaulu. The announcement that 
Britain is stripping India of food io often repeated by 
Zee1en which adds that Britain means to sacrifice 
millions of Indian livea in a vain attempt to resist 
the Axis. 

6 
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1!ILIT1RY Wl'ELLIGE!ICE DIVISION 
':.J..R DSPART12f~ 

~athi n&ton , January 1, 1942 

I!;F()R!!IJIOl; BULLBTIII 
110. 5 

I!ID 461 

The information contained in thia ser ies or bu l letins 
wil l be re str icted to itet:~a fro~ or!'lcial sources which are 
rGosonably con!inoed . 

Tbi& doc~ent is being given on approved distributi o~ , 

and no sdditlonal copies are available in the l~litory Intelli­
tcnco Division . For provisions sovorning ita reprod~ctioo. see 
Lotter 7~C J50.05 (9- 19- 40) K- 9-W. 

· Ei!i'ton!EI(J' OP 
G3R!:.OJI Arl i'.I:l" ~?! ARTILLERY 

Ill ~:-..si A 

SOURCE 

This bul l etin is based on t''IO r opo r ta s ub:-1i tted by Amer ican 
ofricio.l obse:-\~Or& in Berlin . lntondOd ?T011t"&,o.ndi:;tic offects in the 
trMalated ::1rticle~ , 7{hich appeored in Borllr. ne\IS!'t.pors , should not 
be ove r looked. 

The e xtr act entitled "Co:r.'!;)mt Scone ncar s~olensk" is intended 
to portr ay v~ry briefly so:e a1~octa of the Cercan ccthods ec?loyed 
in river crossi~~s . 

1 . r~"''ROOUC'i'IOII 

3. COl>!DAT SCE1:E :;g,~_a SI:OL.CI:~Y. 

4 , CO:J Z::'I' OF OFf'ICII.L OBS~RVER 

' 
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1. ll!TRODUCTIOII 

EIIPLOYliBIIT or 
GEJUWI AlifWkcRIJ't I:Rnwmr 

IN kOSsiX 

16? 

One or the conclusions roochod in tho study of the employment 
of Gorman antiaircraft artillery duri n& tho year 1940 wns that t hio 
type of artille ry would be used inoroaolngly ncains t tround t orseto. 
Subaequont events in tho North '~ricnn Cnmpaign•, tho Ba lkan Cumpaicn , 
and tho Russian Campaign have proved tho SOl~dnoss or this deduction . 

Antiaircraft fire , with ito hish Duzzlo velocity, is vory accu­
rate at short ranges. Sec&uae of ease ot ~~ch&nieal ~Anlpulatlon dnd 
accurnte and rapid ~thods of fire oontr ol , it is very erroetivo o&oinst 
onoey t~U~ka . ;;ith special ?rojectiloo, it ia deadly atainst ~ortirloa­
tlona . Gorman c~dera, therefore, are uain& it to ~~ ineraealnt 
extent for direct support . 

Goman antiairora...''t artillery h a part of tho Ger..an ·~ir Force , 
althouch during recent 110nths antiaircraft units have been r~rrned in 
tho Goroan Ar~ pro?er and in tho S& ~lita . These latter, h~·ever , are 
only for local protection end oro boliovad to be ara~d with on ly l i 0ht 
(20-mm . ) and medium calibor (37-r.m.) ~uno. 

Corman antiaircraft artillery i a organized into regiments, dl­
v1a1ono , and corps. Tho ree;ir.~ent ie n r txod orgo.nizntion, the exact 
dotaila or whioh are unknown at tho present tl~e . The division and 
corps are tosk- forec orsanit.ationo whose com?oeltion dependo on an es ­
timate or the means neeeeeary to accomplish e pnrticu1nr a6signed c!aaion . 

The largest tactical Antiaircraft organi<ations assitnod to tho 
Berlin detenses are believed to be antiaircrAft corps . There are, or 
were, tour panzer arQ!es opernt1ns in t ho eaat under the co~d or 
Generals Roth, Hoepner, Guderian, and Klalat. In an article describin~ 
th& c~d-post operation of one of thoae ar~~a , it w~s reve~lcd that 
an antiaircraft corps was a part or tho cncaand. Considering that much 
direct-support artillery has been and i s being converted to aroorod 
aeaault artillery, the defensive firo power thus cade cvailAble to a 
panzer army e~der is onormoun . 

Curing 1940 the standsrd antitank oallber in tho Gorman A~ was 
37-mo. In 1941 the standard antitank callbor has boon incroasod to 50-
m ., although, or course, tho 3'1-m. is still being used . t.ocording to 
r eliab le information, even the high velocity 50-mm. gun 11111 not e top 
all Rusa!on t anh; so tho nood of lftrcer cnliber h obvious. This ex­
plains the e:nployment SO far forward of Mjor calibe r ant iaircraft a r­
tillery (Oe-mr..). All these lnrgo piooos have direct fire sichts , and 
eor:-e current ?icture$ show a protecting ahio l d, which is open tlt the 
to? to permit the gun to be elovnted to its maxlmt~ elevation or 85 
dotroeo . 
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Tho Genw> Air Force hu controlled the air in all cupaip;na 
to date . Thoro are ..... y indic&tiOIIa, h ......... that a part or tho 
Ruuian Air l'crco stlll oxiata, altbout!> it h uaod infrequently. Thh 
moan• that tho Gonoan antiaircraft artillery unit s can be used prlmorily 
tor antitank and ether ~CUDd-oupport uaea, oapecially when defonsiTo 
German Air Force units are oupporti ng the oper ationo. 

1.11 German antiaircraft artillery , .. apono ore equipped with at 
lout two dirterent types of projootlloll u.s. with sensitive J'uus for 
antiaircraft work, and H.E. with ormor-pioroint nosos and delay tuzeo 
for antitank work. It ia not knovm whether a third type of ~rojeotllo 
or the normal antiaircraft projectile io used for direct support, but 
it io thought that the ro"'lar antiaircr aft projectile is used for thio 
type of action. Because of tho changoa required in the fire-cont rol 
director, it io probable that When tho arcor- piercing projectile is used 
&(;alnst fortifications and tanka l>t abort r~>n(;eS, each £W1 operntoa in­
dO?Ondently, without the uae ot tiro-control dl>ta, and uses direct fire 
only. 

It ahould bo noted in tbe article translated bel~ that antiair­
craft wu used to wipe out machino-~UD noata. It is reported thot When 
tho adv~>nce is halted by a considerable concentration of auto~tlc fire, 
saa1>ults are timed to st1>rt at da~ or dusk. Small and medium caliber 
antiaircraft cannon ( autOIUtic fire ) are pushed v1ell forward. As tho 
German infantry attack starts, the hoa tile machine guns open fire, and 
thsir f l ashes are plainly visible in the twili~t. Automatic cannon 
with aensitive fut es thon open fire on those revealing flashes with sreat 
dsstruotive effect . 

The tendency to use heavy AT- AA weapons for eounterbattery work 
should not be over looked . Accord1nc to this narrative it ia even used 
for interdiction fire . 

2. AJITIAIRCRI.FT /1\TII.LEaY AT T!!E FRO!IT 

"The Geman antiaircraft artillery baa distin~:Uishod itself on 
all sectors of t he f r ont in tho operations ~alnst tho Ruasians . Antiair­
cral't artillery""'n hove not only hobod to clear the air of !Waslan pll>ne& 
but haTe &lao prepared the way in ground operations ror their c~adee 
or the infantry, The &chieve:nenta Of one antiaircraft COI';>I Om;>loyecl in 
the aouthern •ector or the Eastern Front have boon unusu.al. Up to Sep­
teobor 8, 1941, the batterieo or this corps have shot donn a lar&o number 
of ~uaaian pl~~es . but they have also oxooutod other misGiona ~mich are 
not ordinarily thou&ht of as b310nG1ng to antiaircraft units . 

"Since the beginning of ope rations on June 22, 1941, the words 
'Antiaircr aft cannon to the front' havo often beon heard and tho result 
haa been the destruction of many R·uaaia.n bunkers, tanks , battoriea, and 
t~~aohlno-gun nests. Single antiaircraft cannons have repeatedly succeeded 
in breaking up Russian forces with direct fire. Numerous attempts by 
atrong Russian units to launch counterattack• have collapsed under the 
concentrated fire of light and he&Yy I>Dtiaircr&tt cannons . In all tboao 
oporationa the antiaircraft corp• haYe operated ouocesafully againot 
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ftl')'in& ~mit• or infant..,., eanl.ry, and artillery. 

"Tho roar Russian aorvico unite particularly ho.ve aurt'orod ••­
vero looaoo as a result or tho \lol.l- plAced fire of tho Cer=.n anti&ir• 
crat't !URI• ~ich have succeeded in ~ootreyinc tranoport aircraft, horoo­
drawn vehicles, an &mmunition train, and several locoootivos, ~~oroby 
causing severe los •eo to tho Ruaoian supply ayatcQ, During the opera­
tiona on the Dnieper the gunners carried out darinc assaults , sinking 
five Ruaaian &un boats and destroyinG a pontoon bridge, Alto, a &roat 
amount or Russian ar.wunition has been captured by thie antiaircraft unit, 

S, OOUBAT SCE!IE :lEAR SMOLEIISK 

"In tho o.tto.ck tho aquads and platoons or tho asuultl!l{; in.rantry 
rosimenta, ta.kine; advant&r;o of tho terrain, to"!:)lt their >tay forward 
trm one atom position to another, 

"Tho artillery and mortua tired at tho hostile trenches on tho 
other aide of the river until they woro ready to bo assaulted, ~nile 
heavy aachine guns kept tJ1o on~ pinned to tho r;ro\lnd , In t!le .Duntl.mo, 
antitank weapons and &eca:!lpanyl.nc infantry c&l'.non wore brou&ht into poa i­
tion . Protected by thia tiro, infantry ond pioneer &ssault troops oprang 
into pneumatic rafts, oroased the riYer, and ovenrltelQed the po3itiona . 

"Arter we he.d established & bridt;ohoad, the Russians attol!lpted 
a tank- supported counterattack, \',1\ich oollapsod undor the tiro or our 
antitank and antiaircraft wea~one o.nd our Artillery, all of which \TOre 
uoisted by s countorattacl: with our O\m tanka . At several point• dong 
tho front these counterattacl:s luted 4 or 5 hours . Some fighting wae 
at auch olose ro.nces that hand crenados could be thrOl'n from one side to 
anothor. " 

4, CO:Jl!E!JT OF OFFICIAL OBS::!!v::R 

a, Tho basic principle of Ger.nan OO'Jb<>t methods is a clever adapta­
tion of tire and nove~ent, with tiro paver lncreaains directly with tho 
redatance encountered. l!oYement ia nornally trCD one piece or a.dvanta­
poua terrain to another, with :u..xi.la\1:11 tire applied durin~ the ::aovenent. 
Both tiro and moveceJ>to are applied w1 th one purpose in vie•, and tho t 
la to atto.in the unit objective , This principle is applicable to tho 
tJftenaive combat or all unite , tram squads to armies . 

b, Officers roturnin& from tho Eaotorn Front state that Rusoio.n 
counterattacks launched in a direction parallel to tho Coman attacks , 
inotoad or • &ainst the shoulders of tho Gorman penetration, have caused 
considerable trouble . The direction of thooo counterattacks , howovor, 
may have been dictated by tho terrain rather than by tactical choice. 
Tho lchomatic diagram below indico.too tho Gorman eobarrassment cauood 
by these Ruosian methods . 

- 3 -
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Rus s i an count e r attack 

i? 

r 2-, lcil C?<J ~I 
,_ __ 
II.:;;::~ I 

~ Russinn holdin~ 
Oarrna.n ?enetrating col umn - for ce 

* JJ JL. ~I .J.t. .Ut 
JJ ill. lU .w .>.11 

AI the diesrnm indicates. n auccoaarul Ruaeian counterattack rorcea 
tho Gor~ attacking force to defend with its "rear• held acainst a 
evacp or other obstacle and ita =echanlzed ele~nt$ conta ined on one 
flank, and ita relatively unprotected aup?ly col~• or. the othor 
flank. 
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RES'i'IUC'l'ED 

o-:2/2657~20; llo . 58? t: .z.o., :.o. ll:OO A.!: . , January 1, 1942 

SITUATION REPORi' 

I . Pacific Theater. 

Philippines: Follo1Tlng n northward mover.~ont th•·outJ•out the 
pa5t few days , our southern Luzon foree hne Mlldo contact 1nth our 
northern Luzon force, thus forestalling a ooparatlon of the t'.fo forces 
by cneey infiltration fr<Jll the eMt. :tanila will be left uncovered 
by thls movenent , but the previous evacuation of the citJ by our troops 
ha5 destroyed :;a.~ila •s military value . our forces have the entrance 
to ;;auila Day entirely covered . ll!!!!!ll: A. fc·.r rou:lds of G\l.nfi re fr<Jn 
un.so<n h(l4tile vessels cfar.>at.ed a shod on llavr.li.l and fired a canefield 
on r.auai . llo other hostile activities reported , ~ava: LiJlt 
activity in the east, but no chan&e in the general situation . En6.:1> 
air raids on Sil\i;apore and British lineo of coc..-nml.cation continue , 
r.est Coast: I/o further confin10d reports of hostile activity . 

II . Eaet.ern Theater . 

Ground: The Russians continuo to !'l•h their advance ·:10st 
of TUla and report the capture of Kalut_tl and Jlovi Ki.riehi . 

On the Cr imea the Gerc.ans are pr'Csaing their attacl<s aGainst 
the fortress of Sevas topol . 

Air: The Ce"".an lli&h COM'6nd nlf•Or~s that Cer:aan planes i n 
the Crimea have counterattacked RussiAn troops rt1ich recaptured Kerch 
and Foodosiya . It further claims unito of ~he Cerr:~an Air Force a~t'lcked 
Russian lines on ~he Uoscmr front . 

III . VIes tern 'i'heater . 

Air: ;. very heavy British attsek ms nado on !.lrest during 
the day of Deceober JO . A.ccordin;; to tho Press, two Gern3n :;esser­
seh1:ddts machine gunned to-..ns alona. the Sussex coast ye3t.e:'da;;. 

IV . !!iddle Eastern Theater . 

~: Fii)ltinG continuos in the A&edabia area , nith Ar.is 
forcos countoratt.Hcldnt to prevent onoit-eloncnt . 

lli: Gennan Hiilh cour.1and reports day and nicht raids acains ~ 
llal.to. , Accordin!l to the Press , the R. A. F. made low-altitude attacks 
upon retreating Axis motor transports and columns . 

REST!l!C'i'I:D 
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FOR REI..S:ASE, I~OR!\HlG NE'IISPAl'ERS, 
Friday, January 2, 1942. 

The Secr etary of t he Tr easury , by thle publ i c not i ce, 

invites tenders for 315~, JOO,OO~ , or thereabouts , of 71- day 

7ressury bill~ , to be issued on a discount basis under competitive 

bl~'lnf, ~he billa of t his series will be dated January 7, 1942, 

an:l wHl natur~ March 19 , 1942, when the face areount ••ill be 

pAyable ••i t hout interest . They w111 be issued in bear er form 

only, and 1n :lenominati one of $1 , 0~0. $5 , J~O, $10 , 1~0 , Sl~O , OOO , 

S~?O,)~J, and $1 , 0)'), 0~0 (maturity value) , 

~enders will be received at FedPral Reserve Eanks and 
Branc~es up to the cloain$ hour, two o'clock p . m. , Eas t ern Stan­
~arj time, Nonday, January 5, 19~2 . Ten~ers will not be received 
at the Treasury Department , Washington , Each tender must be for 
an even multipl e of $l,OOJ, ani t he price offered must ~e 
expres~ed on t he basis of 100, t·tith not more than three decimals , 
c. g., 99 . 925. Fr actions may no t ~e used. It ls urged t hat 
tenders be made on the printed forms and forwarded i n t he spec ial 
Pnvclnpes whi ch will be suoplied by Federal Reserve Banks or 
Branches on application therefor . 

Tenders will be rece~ved without deposit fro~ incorporated 
banf.a and trust companies ar.d from responeible and recognized 
dealers in invest~ent securities . Tenders from others must be 
aeco~panied by payment of 10 percent of tne face ~ount of 
creasury bills applied for, unless the tenders are accompanied 
by an expr ess guaranty or payment by an incorporat ed bank or 
trust OO'l!pany , 

Immediately after the c l osing hour , tenders wi ll be opened 
at the F'eder a l Reserve Banks and Branches, followi ng which public 
announcement will be made by t he Secretary of the Treasury of t he 
e~ount and price range or accept ed bids. Those sub~itting tenders 
v111 be advised of the acceptance or reJection thereof. The 
St~retary or the Treasury expressly r eserve& the rlg~t to accept 
or r~ject any or all t ender£ , in whole or in part, and his action 
in ~n·· sucl: respPct shall bt> final . PaymPnt or Pccepte~ tenders 
~t •he prices offered mus t be made or comoleted at the reder~l 
n•se~ve Bank ln cash or other i~~e1iate1y availa~le funds on 
January 7, 1942, provided, however, any qua l ified deposi t ary will 
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be permitted to make payment by credit for T~easury billa allotted 
to it tor itself and ita customers up to any amount for wh1ch it 
shall be qualified i n exce t a ~f existing deposits when so 
notified by t he Fedet•c.l R •qt>,.vz Bar;: of ite Distri ct . 

The i n<;oroe d~-\ :·•c:. ~1-or.: ~-r~ascry b1lle, whether interes t or 
ga in from t ne ~lie or ':!:~:· c.'.sr-.:-Fi tion of the bills, shall not 
have any ex~=utt~~ - ··b a.;,_,, ~,,_lose from the sale or other 
d1epoai t1or: <• r "• .,1<; "'l' -l~l· ~ut~l not have any special treatment, 
aa euch, un!~!" rt..;. ::.·t•1 ~ l;' ;.cts n..>w or hereaft er enacted. The 
billa shaD. =- ~ &-;.c;~ "·- t'> v~t~t .J, inheritance, gift, or other 
excise taxe.;, nl-tet:.~,. Fe'~···l or State, but shall be exempt from 
all t axation n.:>•·• ':'!" '•• -tlct ·-.:cr l.mposcd on the principal or interest 
thereof by any u':tt .::, ot· " '·Y of the possessions of the United 
States, or by any lvc!ll '.o.xing authority. For purposes of taxa­
tion the amount of d•ecour.t ~<t which Treasury bills are origi nally 
sold bv the United ~~~tea shall be considered to be interest. 
Under Sections ~2 and 117 (a) ( 1 ) of the I nternal Revenue Code, as 
amended by Section 115 of the Re venue Act of 1941, the amount of 
discount at which bills issued her eunder are sold shall not be 
considered to accrue until such bills shall be sold, redeemed or 
otherw1Be disposed of, and such b i lls are excluded from considera­
tion as capital assets. Accordingly\ the owner of Treasury billa 
(other than life insurance companies/ issued hereunder need 
include in his income tax return only the difference between the 
price paid for such bills, whether on original issue or on 
subsequent purchase, and the amount actually received either 
upon sale or r edemption at maturity during the taxabl e year for 
which the return ia made, as ordinary gain or loss . 

Treasury Department Circular No. 418, as amended, and this 
notice, prescribe the terms of the Treasury bills and govern the 
conditions of their issue. Copies of the circular may be 
obtained from any Federal Reserve Bank or Branch. 

- oOo-
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GROUP llEETI NG 

Present : rr. Thomvson 
!~ . ~Orrl.S 
!!r. Iiae.s 
L:r . Pe.ul 
:.fr. Sullivan 
Mr. Kuhn 
Ur . Blough 
lf.r . Schwar z 
ll'.r . Graves 
l.!r • 'Mli t e 
Mrs . Klotz 

January 2, 1942 
9:40 a .m. 

175 

H .~.JR : I am sorry to keep everybody waiting, but 
I eot my back to the wall on th1s alien property trans­
fer to the Treasury-, and that is what I have been work­
ing on all morning. I am not go in::: to - I mean, it 
looks as though the whole thing ~as goi ng to be trans­
ferred out of the Treas~J, and I h~ve decided to fight 
it, so I just had to drop everythln{;. I am not going 
to ~ive in so easily. Herbert? 

MR. '}ASTON: At a meetine; of the Censorshi p Policy 
Board on 7iednesday they asked if we had an:r suggestion 
for the agenda. Have you an:r ideas? 

H. M. JR: Polic:r Board of Censorship? 

olR. GASTOJf: Yes . · That is one that you were sup­
posed t o be a member of. 
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H. i.: .JR: The only thing I have eot an i dea of is when 
you (Kuhn) go to the MacLeish board , I want to know 
what , if anything, t hey are preparec! t o tell the country 
in cnse anything shoul d happen l:o the Phili ppines. 

J.!R. KUl!N : They tnlked about it l ast llonda.y at 
c;reat len~;th . 

H. l.!. JR: ;·,'hat are t he;r doinr. about it ? 

M:"t. KUliii : ·;;ell, they have eot quite a progran 
rrorked out to s~.o;1 the geo7aphlce.l and strategic 
realitie s in the Pacific, zor examllle , to show how 
~any different thin3s-- • 

H.ll. J:l : Are they doi n!; anything·? 

!.:R. KUJcJ: : I believe so . I can show it to you in 
do tnil on the minutes of last J~onday , if you are inter ested. 

H. ll.JR: tlo, I don't want to see 
would like to knorr what is hnppening. 
next v~nJay , don 't you? 

their minutes . 
You go there 

I 

~!R. KUHl~ : One thin?, the;r c.re going to do, they 
believe in puttin3 these thin~s out throush the nouths 
of ot hers, b~t they are ~ettin~ out a ~reat nass of 
stuff on the extent of t&e :rc.v;r ' s cott'lltments, the f.1ct 
the. t the l:avy has to O.o jobs in the Atle.ntic and in 
Iceland and so on. 

out . 
H . ~: .n: ~:.rell , I would like to see what they put 

i:R. KU:Ui : I don ' t - I haven ' t seen anythin; . 

H. ll.. JR: You ~o over t here :.:ondny, don't you. 

!.:R. KUHH: Yes . 

H. E. JR: ·.~"hen ;rou 1!0 !.!onday , see 7/hat they have 
done . 
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liR. PAUL: They llDlSt have persuaded Hanson Baldwin 
to write that. 

lffi. KUiill: I think they do a lot like that . 

I!R. SCJr.7ARZ: I have heard a couple of articles 
emphasizing political objectives rather than military, 
too. 

J.!R . KUHN: They get different people to go to town 
on these t hings. 

H.M. JR : Jq answer to you (Gaston) is that I have 
nothing. 

J.!R. GASTotl: Yes. Tnere is a rather important 
question as to how large the operating board of cen­
sorship should be, and ey impression is that it ought 
to be a small board. They have asked us t o make a 
recommendat ion as to what financial agency should be 
repr esented. Unless it conflicts with eomething else 
you are doing, I would want t o recommend that no other 
financial agencies except the Treasury be represented 
on the operating board of censorship. 

H.Jl. JR: Well, Herbert, you handle it IIlVW8.Y that 
you think right , will you? It doesn 't interfere. I 
mean, it might interest you, but it doesn' t interest 
me. 

J.!R, GASTON: Right. I am planning t o go to a 
Defense Ccmmm.ieatims Board meeting at ten-thirty . 

H.M.JR: O.K. Anything else? 

liR. GASTON: That is all. 

UR. SULLIVAn: We are getting inquiries about the 
possibility of extending the date of filing income tax 
returns f r om March 15 to 16, because so many peovle who 
are paid on a two weekly basis get paid on the s1xteenth. 
For your information, since t he fifteenth of Uarch falls 
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on SUndar, the people will be permitted to file their 
returns at any time on Lk>ndar the sixteenth, automaticall7. 

H.U.JR: All right. 

MR. SULUVAN: And in the publicity, the BUreau 
is going to stress that . 

H.Y.JR: All right. 

WR. SULUVAN: That is all, sir . 

Incidentallf, the fellow who was doing the announc­
ine of the Rose Bowl game yesterdar did about the best 
job for Defense Bonds and Stamps I have ever heard, 
and I think we ought to get - I spoke to Harold and 
Herb and Ferdie - I think they ought to get t he transcript 
of that. It was perfectly swell, what little I heard. 

H.M. JR: It is interesting. l'le were at the White 
House on New Year's Eve. The President had the radio 
turned on and waiting for the music and the signals . 
At just eleven fifty-nine they came on with a very good 
announcement on Defense Savings Bonds . He seemed to 
like it. I t was just the last thing of the year, was 
this announcement . It was a very good one and a fi t ting 
one . lle looked at me and smiled. He seemed to like 
it. 

Paul? 

MR. PAUL: I have just come back to find about nine 
billion dollars, but in the meantime Roy Blough has 
been preparing, scraping around at the bottom.· V/e are 
going right into sessions as soon as we get through 
here . 

H.ll. JR: When will you want to see me? 

MR. PAUL : Well, we can see you-­

H.U..JR: Don't hurry, now. 

Regraded Unclassified



- 5 -

l.!R. PAUL: We can see you lthenever you want. 

J! . l.I. JH: Are you goin~ t o be here t omorron? 

1?9 

l.!R. PAUL: Oh, yes . I think it wi ll be well t o -
for us to spend the day- -

H.JJ . JR: Do you ·;18Jlt tentntively ten o'clock 
tooorrow? 

:.n. PAUL: All right . There i s a memorandll:l I 
1vould like to have you read for your information. I 
wouldn't bother you about anythinz that rrasn't - that 
I didn ' t think quite important , but I have a fairly 
lo~ 'Uemorandlll!l which I think you said I was using as 
a B1ble . I noulc like to have you look it over, and 
I will haYe a copy made for you. 

H.L Ja: '1"/ill you have it in decent type? If 
you send i t in to llrs . Klotz--

I.!R. PAUL: I will have to send it somewhere, 
because I onl y have the small type . 

!!. !.!. JR: Send it to her . 

!l"J one Gilbert? 

~ . PAUL: It is nritten by Gilbert , but it is 
authorized by Henderson who has been over it . 

H.~. JR: :·:'hat else? 

::n. PAUL: T'nat is enOu!;h i'roo !!le . 

H.U. Ji!: All Pi:;ht . You look a little weak this 
mornin:;. 

l.!R . PA!JL: '.'/ell, I don' t feel so 17eak. Of course, 
I hr.ve been two ni ::;hts on the train. 

H . ~:.~ : Have you? 
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Dave llorris'l 

IJR. IIORRIS: Uothing. 

H.M. JR: Ferdie, when are you going to be ready 
with that speechZ 

MR. KUHN: Oh, I can show it to you late this 
morning or this afternoon. 

H.II.JR: No, this afternoon is out. 

lo!R . KUHN: Twelve o'clock? 

H.II. JR: No. 

J.IR. KUHll: Eleven-thirty? 

H.L!. JR: What is this, a Chinese auction? Isn't 
it written? 

l!R. KUHN: It 
I show it to you. 
that. 

is, but I want to do it over before 
It would save your time if I do 

H.M. JR: Eleven-thirty? 

J.IR. KUIDl : Yes, sir. 

H.~ JR: You are excused now. You had better go 
to it. 

J.IR. KUHN: All right, fine. 

H.~.JR: Just one thing, who is handling that 
request for me from the CIO Automobile Workers of 
Detroit? 

MR. KUHN: I sent them a telegram saying that you 
couldn't let them know right away. 

H.J.(. JR: Who has got that? 
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liR. KUHN: I han it. 

H.K. JR: Would you send it r ight in to me now, 
because I have got to handle the other - there are 
two others. Would you send it in here? 

J.IR. KUHN: Yes, sir. 

H.Y.JR: And then eleven-thirty, Ferdie? 

YR. KUHN: ill right . 

(~. Kuhn left the conference.) 

H.ll.JR: Harold? 

Have ;you got any follow-ups, l!rs. Klotz? We 
usuall;y have something for Harol d. No, this has been 
taken care of. 

Roy? How is the old stomach? 

MR. BLOUGH: Oh, the stomach is all right. 

H.Y. JR: I needn't ask how your nerve is. It is 
all right . 

George? 

liR. HAAS: Here is a list on the four issues. 

H. Ji. JR: Oh, yes. 

J.IR . HAAS: The second sheet has the names. 

H.M. JR: Wel l , that is a little bit early for me. 

YR. HAAS: I can hold it. 

H.K.JR: Yes, I think I would hold it. 

liR. HAAS: Here are your Savings Bonds. And I 
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brought this organization chart up to date. 

H.W.JR: Did you give Irey a oopy of t his? 

MR. HAAS: I am going to do that as soon as I get 
back. I have one on ~ desk. 

H.U.JR: Well, Harold, December is the greatest 
month. I congratulate you. 

!.!R. OOLLIVAN: How much? 

B.J.I.JR: Well, they did five hundred and twenty­
eight million, of which the E was three hundred forty­
one. ~e are not going to release the figures until 
SUnday night. 

llR. HAAS: That is all I have . 

H.M. JR: Harry? 

!.iR. \"ll!ITE : You remember we wrote to the Minister 
of South Africa turning dovm t heir request on the 
gold mines and equipment . They wrote back another 
letter in which they are very, very sorry and so on, 
but they are going to come back at us with their dollar 
exchange vosition, which is what we wanted, and which 
they didn t want to tell us before, and here is a 
letter for your signature saying that we will be glad 
to consider that as soon as they bring it in. I liave 
got about eight or ten items here which really can' t 
wait much longer. 

H.U. JR: Good. Eleven o'clock. What did rou do 
about this Russian protocol thing thot the Pres1dent 
Tll'Ote about. 

MR. WHITE: That is one of the things I have. It 
is ready for your signature. 

H.L!. JR: Well, I will give you half an hour. We 
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ou~t to be able to do a lot of business if you are 
ready. 

llR. WHITE: We are r eaey. 

H.U. JR: Anything else? 

MR. WHITE: All of this can wait. 

H.J.!.JR: Norman? 

J.:R. THOUPSOtl: I have just a couple of personnel 
things. 

H.M.JR: We will do it now. O.K. 
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o~~rc tor: The Secretary is on the wire. 

Jus tice 
lly r ne! : 

~(Jr: 

Hello. Henry. 

Good morning. 

B: •.vbat or o;>or tlon ot the moniee tlul.t you lul.ve frozen 
Rre enemy funds, as di stinguished from alien fund•, 
not enemy? 

~Jr: 

::: : 

lf..Jr: 

S: 

Hl·:Jr : 

No~< -..a i t a mi nut e . Le t me ~trite thls d:>~<n • ..,hat'~ 
thls oue~tion you're asking me? 

I' m esklng you th!.s . That Justice order that I 
talked with Foley about pr ovides tor eneay property .. •.. 

Enemy pr opt>rty. 

..... as d1st1ngu1ehed trom alien propt>rty . 

Ehemy pr operty as disti ngui shed from alien. 

B: Y•ah. Now wha t I "'ant to know is, how much alien 
oroperty you have that ' • not enemy. You 've go t some 
l i ke that , I understand. 

'!LJr: 

": 

;n.:Jr: 

=: 

Hoi< much alien property we've go t and how much ene~y 
pr operty we've got. 

..,ell , if you just give me the elien oroper ty. 

'>'ell , I can't do 1 t of fhsnc\ , bu t I 111 get 1 t !or 
you. 

Al l right. Aek them t o r ing me direct. I thought 
you mi ght have some idee. Your boyc are under the 
lmpreselon thst all or t he oro~erty or every na ture 
end descri ption, but I was r eadl nt the thing that 
ni ght after they lett - night before last - and I 
saw tha t t hi s order made t he distincti on as between 
enemy prooerty a nd al i en. 

Righ t. 
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And I unders~snd you've to t sold from some- y~u've 
!',0 t •• . .. 

'lie ' v~ r,c t abou t elcht b1ll1on ~ollnrs worth o f 
,r~perty •. .•. 

In ell . 

•.. . . l n all , yea . And I ' 11 try to hAve 1 t broken 
do\fn . 

.. ~1.1, Just :ell them not t o :;o to any :<or l: , bu t 
j Js t t lve me t~e al len - th~ amount of the allen£ 
th~t ore no t eneci ee. Th• t w11! an~~er lt. I can 
deeuct thet fro~ the e lght, yo~ knoY. 

'!eah . 

Fine . ~ow sre you? 

I ' :n a!.l :-1ght. 
0 11 th1• . I sot 
to co:ne uo here 

~! eah. 

I 've ~;ot - I've 
a fellol~ by the 
to advice IliA. 

asked for so:ne help 
n9me of B. l,. EC:warde 

l1ell, hi' ' ~ a ll r1t;ht tc edv1Pe on eo!lle thing~ , but 
he doesn ' t know an ell en bec•use he 1 e ne·1er had 
~ccaslon to :~lk to one. 

~e ' s sitting right here now. 

·:;e l l , ;,e kn~ws en~tc1es - he •a had E'lme ene:n1es -
but ~e hasn't had a ny •liens. 

··:en , ! .:u~t - •·ell , I needed son;e advice eo • ... . 

It' e all right . 

, .... I Jus t "anted to l et you l.no1·: he ' e 1n to~<n . 

Give him my r egPr de . 

He 'll be com1n£ t~ tee you. 

Regraded Unclassified



186 
- 3 -

s.: Fi ne . 

'i: Jr : Ol<e.y . 

o: Goo~-bye. 
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l1JU111P1 a, lia 

Dtar llr. lu t1oe BJ1'DUI 

Attaoht4 la a a.aoriA4ua &1Tia4 

t he lD.to,...tlon 1n regard to tha uouat 

ot tl1elq propert7 1n the Unl t.a St.tta 

OOIIptrtd wl th t he total uo~mt of proper~ 

llllder tortlgll !Wldl eontrol, whloh 70u 

rtqlltttt4 of Seoret&rJ ~orgenthau OTt, 

tht telephone thla mornlllg. 

Youra alnotrtl11 

(Signed) E, H, ll'olev , lr,' 

l!r. Juatloe Jllllla P. 811'!1•• 

Tbt Supreaa Court 

Enoloaure 

W ta 1-~ 

187 
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D 11 1. r t (DlGtaW onr the talopboM by lti oa Dn•~ - 1/t/u . 3o30 P•• • ) 

Ur. Poley 

t!r. Pehle 

Juatlce Byrnea haa inquired aa t o the at>O\Ult of on~ property 

ln the United Statoa coavared wi tll the tota.l u:oW>t of froun property . 

Tho totol a=Duat of property aubJected to tho f reeaing control 

la around 7-1/t billion dollo.ra . !h! a pr operty c&¥ be dhidod i nto tho 

rolla-win ' llo&111 oa.tegorlea t 

Ro.r•arktd &Old 

O.poait.a 

Sec uri tie a 

Direct invea~nta 

!.:1•cella.noou.a 

2.038 billion 

1.9M billion 

l.S93 billion 

. 54 9 billi on 

9 hundr ed million 

In cle t.er:..lnin.; tl.w e.:.oUDt or • • n-r proper·t:y" in tho Unlw.d Sta t ea 

it 1a nece11ary to decide whloh areal a.re t.o be included in the concept ot 

en-.y tarritory. Under the definition• contained in tho Tr• ding with the 

eo~ Aot and in oco ot tba drarta of the t xocutiTe Ordor pre pared by the 

De~nt o r Ju.atice , the tera ··ne~ t.orr1tory,. would lnolu.d.e all terri­

tory ocoup1ad by the eil1tary, naval, or poli ce rorcoa or the eAeay. 

The onl y b locked ar'"1u whioh !'•ll outaide th1a t;roup aro the unooc\lple4 

portiona of China, the Du.toh Eaat lndiee. Rue • l •• t be ~ree Prench and 

Be l._1.a:a coloni••• &Ad ttw. t ow· ne•tral c otwtr1ea in f.uropet Pcrtubal. 

Spain, Swedea. SWitserland. A rcush eati=ate of t he amount or r ro&en fund• 

held tor the lt noD-ona,y b locked noaa 1t two bi llion. 
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file v .. t lnallt or tbio - 'bUll•. 1.o. • 1.1 'bUll•. 1o 1a 

Swill .... te. Obn-17 -a. or \llo hill .... '- .... ut.-117 ~ 

uuu wblob heft 'booa 0011oe&l..S lD. 8wloo -•· 'l'be •-1a- to a 

leuer d.•p-ee ot ot.ber aeu.tral 00\llltriea. 

'1'1\o OD17 otber ollhot&Dtl.al a.D\IIlt Gr troo .. UIOte wbiob .... 

aot olMrl)' •MIIJ ..... te .... tile o.ooote or 'bloelt..S D&t1011&lo ... -h•• 
..,.. wtWD tho llalt..s Statao. 'l'bo _..,.t o.r tile•• unte 1.1 ......p1;J 

ootloo.t..s a t tOO auu- dollaro. 

-- 1/z/42 
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... Jr: 

::F>l'Jl~ 
: .• \th : 

.:r: 

:: :r: 

'':.Jr: 

·~· . . . 

i!ow ore you? 

Pretty ;;ood . 

JanuP. ry 2 , 19~2 
10 :311 a . m. 

Ho w ore y~u coming along ~1th t he ntate of the 
na t1on? 

:.:11 , I t ell you wl'la t ~!'!e:r dl -1 on th:>t . 

·r .a h . 

:190 

I te~Fn to nose aro~~d o 11•tl~ ~ lt, ~n~ I :ou~d 
- ~~: m"Jch :lf t il!' til1n~ t!'ult :n~ l'r -!el<!ent "P ~ 

•s;:1r •. ::~e :::. d~ !'.1\d been done ~nc:! !111<! ~een c:!:mP 
~et ter t~n I ~~uld do. 

I se~ . 

.:.no! •<h• t I ole. was t.- ,. t 'Ia 'Le1£h C'ld Stec:; !!ay 
tot;e t!ler ..... 

I eee . 

..... a:od they had rnost o ~ the Rt u f f , Rrod i t he.:i 
·o~e buss ln it and ~e ~:l t some rev1~l::>'l ~f lt 
~r.d 1 ac:.et£h i s tPklr~ 1 t to - B?;:>P re~ tl :J Sher:-•ooc 
r :.j .~osproa:: are t=-tn£ t ., '40~'· on tht c c_r s: ft . 

! see . 

:" I ; nl :ok - ar.c! ! c•l:~': :.l!f :'-Jll:l a~.:1t ~t t o 
te~~ th~ ?resld~r.t- eo : t~ink we've - ~ : leaft 
T !eel ! h~ve - cl sc~•r~e~ m:; ~~ll~•tl~n ::>~ t he 
•'11~" 8£ t-eet. - cnn. 

~:ell , !le l e tt ~ t c .. u~ l"'l ~!:.., .. ir I ..... 

.. ,..,h , dlon ' t he? I wasn ' t ••Jre :~he t'14r; had Pn 

~ sri5~~ent or ~hether yo~ ha~ one • 

. \: ... .._ , : ..... ;. :1 ' 1 elt~e:- , r rf. tho t' '"' "'" fl\ "'.,_., d-::r I 
pe ~Pll 1 r:t) you. 
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HMJr: 

<.; : 

I!MJr: 

9: 

HMJr: 

9: 

l!MJr: 

S: 

HMJr: 

9: 

HV.Jr : 

191 
- 2 -

to 4o thia ancl I tovn4 tbat be ha4 uked l~ahon 
en4 the Y1oa Praa14ant to 1•t aoaa atutt together 
on produot1oa, an4 eo we Juat 1aproved and added 
to vbat tba7 bad dona. 

Well, I d1dn 1 t want t o 1et a call trom the White 
House about a1dn1&ht ton1gbt and aay where waa 
eomath1n&' 

Yea. 

So JOU think that' a ••••• 

I think 1t 1 a all taken oera ot. 

lu4&et meaeage eo~1ng? 

Well, we ba-"t even had a chance t o talk to the 
Prea1dant about l t Jet. 

Yeah. Well , 1t and when that par t which attecta ua, 
or aa much aa JOU1 d care to l e t me aee or it, I would 
l11te to aea 1 t. 

Yeah. All r ight . I think it we can have a chance 
t o go - we haven't even had a chance to diacuaa -
he haan't aeen &nJ of 1 t- he haan't bad a chance to 
dlecuae the expenditure aide wi th respect to NYA, 
CCC, a nd eo on. We've got aome real problems whl ch 
we haven't resolved with him ye t . 

Well , the pblloeophical aide ie what I'm more 
1ntareated 1n. 

Y eab, :r eah. 

8o it JOU felt 1ncl1ned , why I would ap?reciate it. 

S: Yeah. .Ul right. 

HMJr: 

8: 

I mean, particularly - well, ae ~uch ae the ·- JOU 
know. 

Yeah. .Ul right. Well, wait until we ge t a chance 
to go over i t ¥ith hlm once and aee what hia re­
act1on 11 to the whole. 
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!W.Jr: 

S: 

HllJr: 

- J -

Ri ght. 

He ' d probably want 1t revised. 

All right. 

5: Yesh. All right. 

HllJr: 

S: 

~~Jr: 

S.: 

; 

And I've go t you down tor l unch today. 

Xeah. Okay. 

Pine. Thank you. 

Good-bye. 
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J' ..... 
• oJ • • 

:-r. "~cob 
'ii~ f r : 

v; ,Jr : 

·.• : 

. ': 
"' . . • r: 

~ .. Jr : 

1: 

·..r: .J:-- : 

'/ : 

:..-:.Jr: 

-.. .., :--: 
1: 

:.: .. Jr: 

'r. Jr: 

V: 

" Jr: 

Janur- r y 2 , 151<2 
1: :13 a . ':l . 

193 

I>.' • A l tttle b i t late , bu t I coul d still undo lt. 

Yes . 

Do you know ::ollle Ray Corrol).? 

'!e e. 

'ie ' r ~ th1nk1ne- O f- ln t'9.Ct , "'e 've pr a ctically 
ag r ee< t J t ake ter on under Thoo~s?n . 

Ths t' ! tPrrlble . 

'!ello. 

She ' ~ terrible. 

Sne ' c ;:e,..r i tle? 

'{~E. She ' £ iligh- strunb an<•. unot11ble :>nd gets 
into rowe. 

Ch, ~Y Goo . She ' f terriblP, huh? 

Oh, ;·ee . And muddle- he ,,ded. 

Oh, £he ' d be Juet impossible. 

Cr. , really? 

Oh, -ny God. 

~he gets i n t 'l fights nn<l quarrele l'nd sulk2 a~c 
0 \t on . 

Oh, r ea l l ;t? 

Yes . 

Oh , r.>y God . ·-~ell , I ' ll jutt r.ave t o undo a. 
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HMJr: 

V: 

!IMJr : 

V· 

HMJr: 

V: 

0 HMJr: 

V: 

HMJr: 

V: 

191 
- 2-

All rlpt. I t I 001114 onl7 ba•e pUa JOG 
tltteen .tnut .. eerller - t ,luet ... bar. I 
tr1e4 to, but - but ln pereonnel work ahe14 
be UJ'J'l blet 

I'• aure ot tbat, beoauae abe waa - abe'• ba4 
a raoord ot tbat aort, ot not balnc ablv t o 
bold a Job baoauae ot peraonallty 4lttioultlea. 

Oh, ,... Well, I'll try to - I'll ba•e to find 
lOIII POll .. and undo lt. But that 11 what- 1t 
wae in pereonnel work that I wanted her. 

Ob, no. I'd .. Y not at all. 

All rlpt. 

Ot couree, thle 11 an 1apreae1on I haYe. I'•• 
known her a little over the yeare, tor many yaare. 

Yeah. 

Yea. And it's bean one ta1lure atter another. 

Ob. Well, I ebould have called you t1rat. Okay, 
Jake. When are you oom1ng down? 

Sunday morning. 

1\ighto. Good-bye. 

Good-bye. 
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Telephone ConversAtion with Or. Harry Willi.s 
National Labor RebUona l!oard 
Jll'luary 2, 191.2 - 2125 P. II. 

v.-. flhi'.SI SltCr•tary Yorgent~••J aoked me to ~et in touch with you. 
Jock Viner infol'llled the SltCre tary U>•t you would know a 
Ilia• Correll, who is ~pplyin~ for a position here in the 
Personnel Division . The SltCretary asked ""' to call on 
you and if you would prefer not to discuss the matter 
over the telephone, I shall be gled to como to your of­
fice bllt I thought po .. ibly you might tool at liberty to 
tell me over the phone . 

l!r. ltilHo: l!iaa CArroll? She 1a now 1n U>e Depertment or Lsbor. 
lblly Carroll . - llbat about her? llbat kind ot A job? 

195 

llr. l':ldte1 I ao not certain bu.t I think the oosition is for a person 
to see what can be done to iiiJlrove tl>~ (luality of the pe.r­
sonnel and posoibly to eliminate friction beto<een nrl.oua 
Olinorl.ty groups and be certain that toler~t~ce, good judg­
ment and complete justice 1s exerehed 1n the select.ion or 
oersonnal . 

lolr. lllllie: This woman I knew before all• wont into grPduate work in 
Chicoco . She was a Y.W.C.A. worker in ~ansao . She took 
a Ooccors degree - note • thesis under me . I kncro· her 
hi•t.or:y . 

I would say she is not 8t all the won..n Jbr any such 
rlace . She does ~ot unclerstAnd people . She doe$n 1 t have 
~hat porticulu insight into 'lf!OrJ,~. I think one reason 
is she does not have the interests found in sll sorts of 
ceople. She doesn't understand. 

llr. l hite: '!lv,t is a quality I l>elieve would be essentio.l for the 
ooshion the personnel people have in mind - an under­
standing of people. 

~r. " i llio: For that perticulsr thing, I should say there must be a 
lot of people better than she . 

Pir. White: Thank you very much. I will pus thot on to SecretPry 
llorgenthau . 

l:r. 111llia: I wouldn't nnt that repested . 

llr. l'lhi\et Tho t will be just for his en a . Thlonk you very m\!eh i ,ndeecl. 
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HM Jr ' a pencilled not es on ideas for his speech 
del ivered on 1/4/ 42. 
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DRAFT OF SECRETARY lo!ORGENTHAU'S BROADCAST 
8 TIIE JOB AHE.t.D8 

Januacy 4th, 1941 

1~1! 
Tonight I can give you proof that ~ remember Pearl 

Harbor. I am happy to report to you that in the month of 

December more than five hundred million fighting dollars 

for fighting men poured into the Treasury from the' sale 

of Defense Savings Bonds. Actual cash deposits from 

Defense Bond seles reached the record total of $528, 598, 000 --

a total almost twice as large as the average for the previou& 

seven months. Let our enemies take notice. This magnif-

icent response is just one sample and one foretaste of 

whet our people will do, in eYery field of the war effort, 

now that they are awake and aroused to their country's danger. 
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It ia especially good news to me , and I t hink to 

you, that $341,000, 000 of the December total came from 

the sale of the Series E Bonds , the "people 's bonds" , 

198 

that sell for as little as $18. 75. The sales of Series E 

Bonds are almost three times what they have been in previous 

nontts. I can give you no estimate as yet of the sales 

of Savings Stamps in December except that they are far 

ahead of any previous monthly figure . All this indicates 

tha t great numbers of people with moderate and small incomes 

have already acquired the good habit of saving for their 

country. 

The rush to buy bonds was so great this month that 

there was a period, and there may st ill be such a period 

in some citi es , when the suppl y of bonds ran out. We just 

couldn•t supply the bonds fast enough after Pearl Harbor . 
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In Honolulu, while the smoke from Pearl Harbor still 

darkened the sky, the citizens of Hawaii replied to the 

bombs by bU¥ing bonds ten times as fast as ever before, 

and we bad to authorize the issuance of receipts in 

place of bonds to meet the demand. is a result of that 

superb de~onstration, and many others like it throughout 

the country, we promptly placed the Bureau of Engraving 

(" and Printing on a 24-hour basis. ill night, every night , 

the presses are at work, and we now have several weeks 

advance supply of bonds to meet the demand that has not 

yet slackened and I am confident will never slacken until 

the war is won. 

It is import ant, however, to keep a sense of proportion 

in figures as in grand strategy. In the month of December 

your Government spent four times aa much on the war effort 
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0 as fOU subscribed in Defeuae Savings Bonde. In the aontha 

to co~e it must spend at a far greater and ever increaeing 

rate . Next Tuesda7 rou will hear Budget estimates calling 

for such huge expenditures in t he coming f ear that even 

the half bill ion record rou established in the purchase 

of Defense Bonds in December will seem to be small and 

almost insignificant. Wars are never cheap, but it's a 

[ million times cheaper to win than to lose. The coat of 

our war effort should frighten no one but our enemies. To 

ua, it is just a measure of the size of the job ahead. 

Now that we have embarked on a lite and death struggle, 

we cannot compromise, we cannot hold back, we cannot del~ 

in aupplring our fighting men with the tools of war the7 

need. Nothing short of overwhelming preponderance of 

planes, of ships, of tanka, of guns will serve to smash 
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the oo.billation of enelliu that bouta that it will break 

our world, our .&Jnerican kind of world, aaUJide.r. We cannot 

produce those weapona just bf waving a magic wand. We 

shall have to produce them with aweat and muscle; we ahall 

have to paf for them. 

That ia the chief reason wbf there ia a direct 

obligation upon evel"T one of us to bu, Defense Bonds and 

~ to go on buring them, to win the war. But there is another 

secondary reason that ia almost as compelling. We have 

another war to fight on the home front, the war againat 

another treacherous and dangerous ene~, inflation. It is 

up to us to P&T tor victol"T in auch a way as to avert a 

rising coat of living, with all the evils which that can 
I 

bring. If we at t he Treasurr were to relT onlr on the 

banks for our borrowings, or it we were to encourage you 
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to b\11 bolide br tak!Dg 7011r aaYiDge out of the euiDga 

banka, we should be encouraging the oiYiliana of thie 

country to spend their incomes on goode which are urgently 

needed for the war effort . We should thus be encouraging 

a rise in prices, and with that a riee not only in the coet 

of living for every citizen, but a wholly unjustified riee 

i.n the coat of war to the Government and to the people of 

this country. Therefore, it has seemed esaential from 

the beginning, and doubly, triply essential now, that we 

borrow as much as possible out of the current earnings of 

our people. I want the purchase of Defenee Bonds to come 

out of pay checka rather than out of banlc deposita. I want 

every pay day to be bond day from now on, for everyone in 

this country who receives a regular income. 

Regraded Unclassified



- 7 - 203 

you U1 aak -what 1a tu TreaeUJ'7 ' • goal? Can't the 

Treasury gin ue 10111e figure to shoot at?• I hne had euoh 

questions sent t o me repeatedlf, and I haTe anewered 

repeatedlT that I am more interested in the kind of money 

we raise than in the amount. But the Treaauey does han a 

goal, and I should like you to regard it as one of your 

c aolamn obligatio~ to your oountry to see that we reach 

( that goal in the shortest possible time. That goal is to 

have every one of the 35 million men and women who work 

for regular pay put a part of that pay aside systematically 

every week, every pay day, !or the purchase of Defense 

Bonds and Stamps . 1nd when I say •a part• I do not mean 

a mere token contribution of a few nickels every week, 

or the mere contribution of one percent or two percent 

of the weekly pay check. This is not a token war. It 
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is not a two percent war. It is not a war that can be 

won with spare change . Each of us will have to figure 

out the very moat that we can set aside, for our own good 

and for our country's good, as long as the war may last. 

I suggest that each of ua sit down this very evening 

to study our family budget; that each of ua decide this 

very evening, not the least but the moat that we can afford 

every week; that we then translate that amount into a 

percentage of our pay, five, ten, or fifteen percent, 

whatever we choose , and stick to it by setting that 

percentage aside week after week without fail. The more 

bonds we buy, the more planes will fly. Remember, every 

bond we pledge ourselves to buy will strike a blow at our 

enemies. Remember , also, that every dollar we pledge to 

set aside now will come back to ua with interest on that 

brighter, happier day when victory is ours. 

. . 
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The industrial worker s of this country are making 

a good start. Voluntary pay roll savings schemes are 

now in operation in thousands of factories, and in moat 

of our largest business concerns. Until now a very small 

fraction of employees have taken advantage of these plana . 

Since Pearl Harbor the extent of participation has been 

much greater, and I &m receiving reports already of some 

companies in which 90 percent or more of the employees are 

setting aside a part of their pay each week and are receiving 

Defense Bonds as they accumulate their savings. But the 

response from industrial workers so far is only a beginning. 

The extent of their participation, and the amounts that they 

subscribe , must be increased sharply if we are to reach our 

goal. 

What I am saying now applies not only to factory workers 
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but to accountant• &D4 teachera, to clYlc e-,la,reee of 

all kiDde, aDd abon all to fal'Url who are reoehi.Dg aol14 

income for the firat time ln aanf reare and who will be 

the first to suffer it inflation h allowed to get out 

ot hand as it did in the reare that followed the firat 

World war. I should like to see all of .Perica lined up 

in a vast arDf of 130 .Ullion, using their dollar• to eupport 

and sustain their fighting men in the front llne. Tho•• 

fighting men are looking to us right now. They are looking 

to ue from the Philippines and Iceland, !roa the silent gr&J 

ships that are guarding our shores, f roa all the poate of 

danger in all the seven seas - - the7 are looking to us to 

keep them supplied and do our part aa the7 are doing theirs. 

I want those men to be able to look baok home and see us 

standing shoulder to ehoulder, with all eeotiona, all groupe, 

t.U the old dhiaiona aDd diuensiona ewept aw&J in our 
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united r .. oln t o will thia 'IIU'. 

I would not pretend that purohalt of Defeue Bolllla 

1e all we need to do here at ho111e to win the nr. We 

shall be called upon tor all kinds of hardship aDd aacritice, 

for the complete abandonment of our old atandarda of luxurr 

and connnience and ease. But I do IIJ that ~he b111illg ot 

Defense Bonds is the firat thing we can do. It is the firat 

t est of our willingness to back up our aoldiera and sailors 

and airmen. Let us then resolve to be worth¥ of those men 

in uniform. Let us prove that we will lend to defend our 

r ight to be free -- and that we will pledge our livea, our 

fortunea and our sa.cred honor until victory is won. 
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DIW"'' OF SECRETARY KORGENTH!O'S BROADCAST 

8 TI!E JOB .t.HEJ.D• 
January 4th, 1942 J cl£A. 

Tonight I oan give you proof t hat the country 

remembers Pearl Harbor. I am happy to report to you 

that Defense Bond sales in the month of December 

produced more than five hundred million fighting dollars 

for f ighting men. Actual cash deposits from Defense Bond 

sales reached the 
("t { ,..s / 

record total of $528,~,000 --a Hlal 

l" .{/(l'. c 
.a.JaM~ twice as ~;I as the average for the previous 

seven months . 

This~~a just one sample~ 

oa1 foretaete of what our people will do, in every field 

of the war effort, now t hat they are awake and aroused to 

their country's danger. Let the Nazisy the Japanese and 

their satellites take-uottbe. 
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It ia especially good news to .. , aaa I •• 1 • t o 

1!f" that $341,000,000 of the December total came f ro11 

the sale of the Series E Bonda, the "people'• bonds•, 

that sell for as little as $18. 75.. The sales of Series E 

Bonds 8r·~i three times what they have been in previous 

of Snings-Stamps i trDecelllbez ... noept that the: 41 t far -
&head of any previoua..monthl)<-figur.e. tiHMa in.Ucate 

tlln--tbe-Ame.do•n giant bu ati rred frOl!l-hie long-s-leep, 

aai that great numbers of people with moderate and small 

incomes have alreadf acquired the good habit of saving for 

their country. 

The rush to buy bonds was so great this month that 

there wss a period, and there m11 still ba such a period 

i.n some cities, when the supply of bonds ran out . We just 

• 
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oouldD't .appl.J the bollille faet nouch after Peul Harbor. 

In Honolulu, while the 010ke froa Peul Harbor etlll 

darkened the sky, the citi1ena of Hawaii replied to the 

bombs by buying bonds ten times as !aat as sTar before, 

and we hed to authori1e the iesuance of receipts in 

place of bonds to 111eet the delUlld. is a reault of that 

superb demonatration, and m&nT others like it throughout 

C: the country, we promptly placed the Bureau o! Engraving 

and Printing on a 24-hour basis. We're glad that the 

country is pushing us. We like to be pushed. The pressea 

are at work all night, eTery night. We now have several 

weeks • advance supply o! bonds to meet the demand which 

has not yet slackened and which, I am confident, will 

naver slacken until the war is won. 
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It 11 WpclrtaDt, hGRYer, to bop a aouo of proportl• 

1n tigurll jut aa in pu4 ltr&tOIJ• 1D ~ouber JOV 

GonrmDent apent tour tiMa aa 1111.0h on tho ft1' ettort aa 

;you eubeoribed in Dofen11 Sninga Benda. In tho 110ntho to 

oome it wet spend at a tar greater aDd ner i.Jloreaaing rate. 

Next Tuead&J ;you will hear Bndgot eatt.atea calling for 

huge expenditure• in the ooaing ;year thot even the half 

billion dollar record ;you eatabliahod in tho purchaae ot 

Defenu Bonde in Deoeaber will aeea to be ••11 alii allloat 

insignificant. 

Wars are never cheap, but it'a a aillion tiaea cheaper 

t o win than to loae . The French, the Csecho, the people 

ot a dozen conquered and ravaged countries, can tell ua 

what it ooata to loae. We have aade up our minds to win. 

We han aade up our ainda to produce and to u11 auoh an 
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oTerwhela11t& pHpoaUI'UH of plu .. , of ahipa, of tub, 

of pu u4 of tnilled ua fulq equipped -. that tbe 

Nazis and Japanese &Dd their tlDd oan ntTer again threataa 

our freedoa. !he oost of our war effort should frighten 

no one but our enemies. To ue, it i e just a .. aeure of 

the aize of the job ahead. 

If this were a different kind of war, I ehould not be 

speaking to JOU iD JOur hOJUe tonight about the job that 

face• ua. But thia ie a people'a war. ITerJthlng that the 

people of thie and other free oountriea haTe won through 

centuries ia llOif at state. You will want ae, ae Seoret&J7 

of tha Treaeurr, to finance thie people'• war b7 going to 

the people the .. elTea for the einewa of war. I aa not 

going to finance thie war b7 depending primarilJ on the 

Unanoiera. I u depending on JOU, on each and eney one 
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of you who Daf be listening to af voice this evening. 

In particular, I am depending on the 85,000, 000 American 

men and women who earn regular pay. 

You may ask ~t is the Treasury ' s goal? Can't the 

Treasury give us some figure to shoot at?w ~have had • 

such questions sent to me repeatedly, and I have answered 

repeatedly that I am more interested in the kind of money 

TIS raise than in the amount. But the Treasury does have 

a goal , and I should like you to regard it1 as one of your 

solemn obligations to your country to see that we reach 

~hat goal in the-•hor~t possible 
IN 7"'-Ltt.A~f ' J 

time. ~ goal is 
" 

to make every pay day Bond day -- for everyone. It is 

to have every wage-earner and salary-earner put aside a 

part of every pay check, every week, for the purchase of 

Defense Bonds and Stamps. And when I say "a part" I do 
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not m.e&ll a mere token contribution of a few nickels 

every week, or the mere contribution of one percent or 

two percent of the weekly pay oheok. This is not a token 

war. It is not a two percent war. It i s not a war t hat 

can be won with spare change . Each of us will have to 

figure out the very most that we can set aside, for our 

ol'l!l good and for our country' a good, as long as the war 

may last. 

The industrial workers of this country are making 

a good start. Voluntary payroll saving schemes are now 

in operation in thousands of factories , and in most of 

our largest business concerns. 

Many of you already know about these payroll saving 

plans . The most popular of them i s a method by which you 

or your union can tell your company how much you wish to 
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set aside !rom rour pay. Your ooapany accumulates rour 

savings !or rou, and when rou have enough to bur a bond 

your company will del iver' the bond to rou, registered in 

your own name . That is all there is to it. Until now 

a very small f ract ion of employes have taken advantage o! 

these plans, and a comparatiYely eJJ&ll proportion of 

emplorer s have agreed to provide the facilities . Since 

Pear l Harbor the extent of participat ion has been much 

greater, f rom labor and from management alike. I am 

receiving reports already o! some companies in which 90 

percent or more of the employes are making good use of 

this easy road to voluntary saving. We intend to recognize 

such par ticipation by giving a flag to every company with 

100 or more employes in which 90 percent or more of the 

working men and women are saving ayetematically for their 

country. 
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Bat the nepoue tr. 1114utr1al wo•b•• eo tar 

h onll a beglJmiq. It 7011 hana' t heari allcnat nlatarJ 

pa¥Toll eaTin&, or 1! the detail• haTea•t been expl aiaei 

to you, or if JOuP oo.p&DJ baa re!uaed to ialtall auoh 

a aoheme for 7ou, I wieh JOU would write to .. at the 

TreaaUPJ Depart..nt 1a Washington. It' a the Treaaur,r'a 

reeponaibilitJ to tell JOU about p&~roll eaTlJII; our State 

orgaDizatioaa are readf to tell JOU all about it, and if 

neoeeeary to send someone to JOuP faotoPJ to explain it 

to you. 

I aa h!l::lti.ag 1a dead earnest when I I&J that Jli.llioaa 

more IIU8t take part in these p&JPoll a&TiJII plana, allll -

must inTeat hundreds of millions of dollars aore, if we 

are to reaoh our goal. Our plana at the TreaeUPJ foP 

finanoi.ng the war are baaed upon the aeau.ption that the 
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Allerican people will want to pq a big ahara of i he 

coat of the war, o! their own free wil l. The response 

to payroll saving will tell Ul whether that assumption 

is right or wrong • 

.l.t-.will tell us whetb.er O'*-I Wif---- fi u&l e'ng pzo~..aa 

will auccill 01 !a~. I have such faith in the American 

people that I believe they will want to do the job in 

the voluntary way -- but it is up to you to prove it ; 

~ And when I say •you• I mean not only factorr 

workers, but accountants, teachers , salaried employes 

of all kinds, and alae the farmers who are receiving 

substantial income !or the first tiMe i.n many years . 

I suggee~ then, t hat each of ua sit down this very 

evening to study our family budget; that each of us deoide 

this very evening, not the least but the moat that we can 
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into a peroontace of our p&~, f1Yo, toa, or flttooa 

percent, whatoYor wo ohooao, &ad atlot to lt bf aottlDc 

that percentage aaldo woat attor week wlthont fall. 

Remember , the aor.,e bond.l w, b1Jl, t)lo aore pl&lllll wiJ.l 

fly. Re1111111ber, e~eey botJd we ple~go OUPIO~YOI to bu;r 

. . 

will a_dd to t.he weight of the bollba that will t,J.l on 

Tok1o and Be~ln. Re .. llber, aleo, that eTerf dollar wo 

pledge to 10t aaid.e now will c- b,ok to u with interut 
' . 

after that brtghter, happi er ~&1 when Yiotor.r ia oura. 

r);:"".;q A11.. ~ F t 

ll-iatlihteoa:cdt-atirl~i:lttbe-1troor-ane~I of A:Mrioajlin¢ up in 

l~~"'" 

a Taat ·~ of 180 Billion, ualng ~ dollars to support 

~ 

and auatain 'heir fighting 11en in t he front line. Tholl 

fightlDc .. n are looldDg t o u r ight now. The7 are looking 

to ua in our hoaea and f aotoriea, looting fraa tho Philippinoa 

and Iceland, f roa the ailent gr&J ahipa that aro guardiDc 
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our shores, f r o• all t he posh of danger in all the 

seven seas - - looking to ua to keep them suppl ied and 

to do our part as they are doing theirs. I , .. , those 

_.. .. ,_ 
men .to be &ble t o l ook back home &nd see us standing 

shoulder to shoulder, with all sections, all groups, 

all the old divisions and dissensions swept away in our 

united resolve to win this war. 

I would not pretend that purchase of Defense Bonds 

is all we need t o do here at home to achieve vict ory. 

But I do say that the buying of Defense Bonds i s the 

first thing we can do. It is the first test of our 

willingness to b&ck up our soldiers and sailors and 

airmen. 

Let us , then, r esolve to be wor thy of those men 

in uniform. Let us prove that we will lend to def end 

D-B 
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our right to be free - - that we will pour out a might,y 

torrent of dollars "to defend life , liberty, independence and 

religious f reedom • • • against savage and brutal forces 

seeking to subjugate the world. " At f irst sight the amount 

of money we have to raise through borrowing and taxes may 

seem impossible, but we in the Treasury have struck the 

word "impossible" out of our dictionary. \'lith your help 

we are going to do t he job. 
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Hrllo . 

Jan'l"rY 2, 19J•c­
ll:S:> a.Cl. 

Mr. S~cretary , this i s Smith. 

OooCI mo rni ng. 

222 

You "'entt><l a r eoort on the ant1-o1rcraft situation . 

'l•t , I do. 

It i s aE follows. The t hre• rad i o detector setF 
belongi ng to thi s r egiment here 3re 1n O?eretio~ . 

C.ood. 

!nree ac~1tlonel , g1v1n~ the~ a hundred ~er cen t 
i ncrea~e in t~elr normal tebl• o!' orBanl ·at1on , 
• r e als:: here and Pre beln£ tuned uo nc:• and :<111 
oe in ooera tlon ln 8bou t three or !'o•tr C!eyA . 

Thet mt Aes the~ six. An experienced ba tte ry fr')T 
f'ort l·:onr ne 1~ en route her• l'nd wtll b• her~ a t 
five o 'clock tomorrow nieht. 

n ve o 'clock S1> tur~P. Y nitht. 

1es , s lr. 

A~ ~ocn as 1t gets 1n, lt wlll tPke over ~o~ ~ne 
or t he bP tterl~F here, ~~ i ch will th~r ~ove on 
~?wn to :<::mr:::e by rail or mo tor an1 -,u t ln 1 t~ 
ll ttl2 flr: r.., ,:.eriod dctm t nere. 

'iould t!'l.a t hsvo r.a ')"")'!nee! 1~ you hcdn 1 t ro~l0',f{Pid 
uo for me the oth•r Cle y? 

It ••ould not . 

I rne~n , let ' s be honest with each other . 

'lo , lt ·.-oulc r.!l t. 
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It I badn 1 t or oal.led you - when did I cal.l you, 
tlew Year 1 e Ilay1 

That's right, sir; lt would not. 

I mean, lt would no t heve happened .••.. 

I don't think it would. 

I mean, you got them to do it after I called you 
yesterday. 

I think that's the answer, ~r. Secretary. 

Vell, I think it's a ..... 

I give them the benefit or the doubt; but I did 
it by telephone , as a matter or tact, yesterday. 

Yeah. Well , now ..... 

Ot course, you've got to give these people credit. 
They 're looking at definite military objectives. 

Well, what is Washington? 

You see what they're up against. 

Well, what's Washington? 

Well, they don ' t think much or Weehington as a 
militar y objective. They think or the ships and 
the lading at Hampton Roeds, and the naval dry 
dock do~~ th~re, and thing~ ot that s~rt. 

Well, how about our ?resident? 

Well, thet'e eomething that probably didn't occur 
to them. 

Y.,eh. 'II ell. •... 

However, 1t ' e done. 

Well , you and I ere together, end I eppreciate your 
getting after them. Now, let me ask you this, it 
I bed time Sunday to run end take a look a t theee 
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Ra4era and ~is battery - it wouldn 't take ~ore 
then an hour, would it? 

I think it would be nice. 

Noul4 it take more tbP.n en hour? 

No , it c~rtainly wouldn 't. It would tek~ you an 
hour t o get a r ound to ell of them, but you do n ' t 
wont t o see more than on~ or two of t hose Radars, 
do you? 

No , I' d like to see one, an4 see t~ls new ba ttery. 
:lould it be i n olnce by - i n t he morning? Sunday 
~Dorning? 

I thi nk it will , yea , air. I ' d have to cal l up Raves 
to verity that; ou t 1t it eomee in t~morrow ni ght, 
I think they would have t aken over by Sunday 
mor ni ng. 

Well , I tell you what I'm going to do. Supposing 
I 'll cet in t ouch with you Sund~y morning. It 
'"'"n ' t be t oo ea rly, see? 

'.lell , I'll be 9t my offic e st e1eht o ' clock. 

You will? 

Yea , s ir. 

'iell , could you slip awAy t or an hour or do you 
have t o ?reoere in edvance. 

Certainly, I'll be . gllld to , "r. S~cretary . :lo , s1r. 

Well , I'll see how! reel Sunday end I'll give you 
~ ring , en? then maybe we can go a r ound for en hour. 

All right •. !l.r . Seer~ t l\ ry. 

But I'm certainly - now, let me think what e,se. 
Well , that ' s a good day ' e work. 

I wanted - · I have aomethinc he r e I want~d to read 
to you·. 

Y'eah. 
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You ~ere 1n t er e• ted 1n t~• ~prfor~anep ?r our 
r ~ ri)lsnes . 

Th1e !P R r enort ! rom the Ameri can Vol unt eer Cor?e 
1n Ch1 n3 , w~i eh i e now belng ine~r~oratec l n t o the 
Ar~y . on thei r n?ernt i~ns . 

Ch , fr~m our f rie nd Colonel Chenault . 

:h~~eult , yes , e1r. 

Thfl:' ;ave 1n ~~~ ~er1od - !'' .,~ e.l!nt t!ll~ r:Je s ~.ege 
?'Jt - bu t 1., t he 'lerl?d th~ t !:~ :oe~t 1?ned, I t hink 
~ ~~r!~d o~ ab?~t ~?ur wee\F .. . .. 

''"!th . 

. . . . . the:• hac 'e~tro :1 ed el ~ teen JE,cneee four- en£!r.e 
bo11b e rs a nd ! think 1t WAP t\o'l'tnty-o"ll! uu r f 'Jlt ?! ..,nco t . 
Th•y had fo;r >lA~ee destroye~ . nnd rlx daoaged but 
ee?Able of ?ro~?t r e?P i r. 

Th• t • • '<oncerf ul. 

T"\,-- t • s a ooo rec"lr~. 

!~ ... t ' ~ ···')nCer"ul . 'li':Pn I Sfl'e you Sun~~Y , I W'"'n ' t 
•· Fj: y~u ? VPr the ").,on• , t e l! "": ... - '"ri"':~ -: P U""' ':c 
Arte ?~ ~~t t~· s nt1-si r erAft r1tust1cn l! &t 
!:orr•£ 1 .. c r . 

··~eo, !1r. ·:ell , t h, ont1-a1rcr:~~tt - a t C:;,rrF;t~or . 

T thinK I knot.t , bu t ! 1 m coin(: to sei. ~l"lU \"!her I 
ree you . 
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All right, sir. I'll tell you the whol~ et ory 
about tha t. 

Wha t? 

I o~n t ell you a good deal about Corregi~o r. 

Yeah . 'llell , I' d Uke to- it' it 1a et11l ther e, 
I ' cl Uke you to tell me abO\It 1t. 

~ : Oh , it' s t~ere . It'll be there f or about three 
months. 

!!Y.Jr: 

lw.Jr: 

S: 

HliJr: 

S: 

I bo?e you' r e right . 

Oh, I think we're right. ~e got a pret ty good 
eet1mate yeeterdey. 

Di d you7 

I 'll show you the r adio. 

Thank you. 

All right , Hr . Secretory. 
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January 2, 1942 

Lear ·a~old : 

ror your ln!o~tion l ~ encloalar 
copy o r t he proposed :~ecu l l?t Order which 
we c.\ acua~td at l uncheon tod&1 · 

The order e~bod iea an arran&t 2ent 
.., .l eu wu az;reed to at a l uncheon hold 
in .,;r ort l c:a on Lece~ber 13, attended b1 
;, tl , r nei' ~neral .Jiddle, !.eo Crowley , 
!.d roley and lllJ'•elr. 

The order eich the t eparloent 
ot Jus tice haa ? r epared doea not t ollow 
tr.e c':promlae agreed upon , but ln et !ect 
tLrns over t l e enti re a~l~ia trat lon or 
r'o ral ,;:~ l'lltloa Cont r ol to the Lepa.rt.::ant 
or Juat lce . 

1 u &lao enclo11inr a nter"JorantUIII 
nUch dlacuun the acmlnlatration or 
:or e!rn tund1 Contro l l n tbe Treasury . 

~lncerely , 

' , ... 

( sign P.d ) Henry !lorr,enthau, Jr • 

.. J:I . :.a rolt! ~ . :;::Hh 
; 1 ~ector, 3ureau ~:the ~udcet 
- tate Lerarbent Ju1le ins; 
a shl~ ton, ~ · c; , 

::m· :np 1/2/42 

Sent by Special Messenger 11t 5 :00 p.m. 
112'42 . 

' 
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EXECUTIVE ORDER 

-------

U-20-41 
12:15 p.e. 

VliSTING PO\'I.Iili AJID .AUTHORITY IN DESIGNATED 

i.GANCIES PURSUAli'I' TO TI!J:: TRADING \',I TH THE 

l.NEl.lY ACT, !S i.l.!EilDED, .UiD REUTED lU'fTliRS. 

B7 Yirtue ef and purauant t o the authori tT 

veated in oe by the !radlng wi th t he en~ Act , 

aa eended bf the F'irat \.ar Powers Act, 1941 

228 

(Public flo. 354, 77th Con31'e&S), bf virtue of all 

other authority vest ed in me, and bf virtue of the 

existence of a period of unlimited national ~ergenoy 

and a at ate of war involving t he United Statea of 

Amerloa, and finding that thia Order i a in the 

public lntt reat aDd ia neceeaary in the lntereat 

of D&tional a e!anae and aeouri ty, I, t.tAllKLIB D. 

ROOSF.YllT, Pr~IDh!IT of the UJ.ITED STAT"'-S OF 

~hl1ICA , do order and preaoribe the following: 

Section 1. There ia herebr established a 

t oreign Property Control Boar d (hereina!ter 

referred to aa t he "Board") which shall consiat 

of the Secretary of Sta t e, the Seoretar,r of the 

Treaaury, and t he Attorney General or r~presentativea 

• 

' 
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appointed b7 e&Oh of th--. The Seeretar,r of the 

Treaaury or the r epreaentatiTe appointed b7 h1a 

ehal.l u t &I Ch&1run of the Board. The .Uiea 

Propert7 Cuatodlan (hereiD.&fter referred to a 1 the 

•cuatodian•) lhll.l 11t with t he Board, but 1hall 

not TOte except aa the reprelentatiTe of the 

A.ttorne7 General. 

Sut1on 2. ';.'hen directed b7 the Board, 11fT 

propert7 or intereat of &n7 buaineaa enterpri1e 

doing buai.ne11 within the Unit ed Statea and which 

ia a national of a foreign country deaignated in 

Executive Order No. 8389 , &a now or hereafter 

amended, and 11f1 property or intereet i .n &n7 auch 

enterpriae of a national of &n7 auch foreign country, 

ahll.l TUt in t h.e Cuatodian, aa, and upon the teru 

directed bf the Cuatodi&nl and auch property or 

iDterut 1hlll thereafter be held, uaed, ad&ina­

t ered, liquidated, aold or otherwiae dealt with b7 

the Custodian in the interest o! and for the benefit 

of ~he United Stat•• upoa auch te~ and conditione 

.. the cuatodlan mar prucribeJ and the Cuatodlan 

• Y perfol'll ~ and all aotl iDciclent to the 

accompliahaent and furtherance of theae purpoaea. 
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Ylhen direoted b;y the Board, t he Cu.atodlan 1 b&ll 

&leo aupuTiu • -.nag• or otherwiu direct or oontrol 

the ~otiYities of ~~ bualneaa enterpriae doing 

bualnen within t he United S'tat u and which 11 a 

nat i onal of a foreign country designated 1n 

l:.ucuti n Or der lo. 8339 • aa now or hereafter u ended J 

&llc! for thll purpou the Cw.todlan shall exerclle 

such powers and authori t ;y aa are necessary in 

connection with such di r ect ion or control, The 

Custodian ahall have access to al l reports and 

other tnfonnation, r elating t o the activi t ies of 

any such business enterprise, whioh have been 

obtained by other agencies ref erred to in thia 

Order; and, 11here du med by him necenary, he 11 

authorised and empowered to cake inYestig~tiona 

of the actiYities of any auch buaineaa enterpriaea 

ei ther before or after any Testing order. 

To t he extent necessary f or t he Cuatodian t o 

car ry out hie f unct ion• under t his aection and 

aection 3 hereof , there are hereby d elegated t o the 

Custodian a 11 power s and authori t;y conferred upon 

1:10 by eect~oDB S(a) and 5(\. ) of t he Trading with 
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of th• rlrrt war Pwu>r .ut, li4l (PUllt ... 16&, 

'1'7th cracre••>· 
S••tleD a. Subl••t to tht preYialoae ef 

St1tloa I ureet, aa:t proput7 er lJatuut ef aa:t 

fertip o-ti'J 4ea1pate4 1a 1x11uthe Orier Jo. 

8S8e 1 U D01I' er Ureafter IMMM, OP utl.-1. 

tharaof abal.l nat, 1liwl. dlr11tecl 'b7 t.M liMN 1a 

aueh .gtDIJ or ptraon ar 1M3 bt d.taipat.a 'b7 tht 

BeariJ u4 ruoh propert7 or iAtarut ahall there­

attar be htld, uecl, acbd.JI.1rtu.a, liquidattcl., a oU 

or et.Mrwi .... alt with 1o" auh •rll'1 er perron in 

tha iAtvut ef u4 fer tht bu.tit of th• tiDJ.tel 

Stahr ~~peR nab tenu &Jill •oDditiou u noh &CIU7 

or peraon 1M3 prueri'beJ ud ruoh agt DO)' er perroa 

.., p1Pf.,. aa:t aad all aetr iuid.eat to tht 

uoa.plh,•t u4 hrthtn.aee of thue pvpoau. 

S11t1• '· Jo prorertJ abal.l Yilt pv•lWlt to 

t.M prortaio~~a of W• l ucutin Order \llll111 rlllb 

proptrtJ h ... .a or oontrolltcl, cl11'11tl7 or 

1Mir11t11 liT uq OJI.I or IIOPt of the followings 
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(1) The Gr.el'IIDII.t of &111 co1111.t17 w1 th which the 

United Statu a or ahall be btre&!ter at _,., 

(2) The GoTII'IIIUnt of &111 al~ o! ~~~q co1111.t17 w1 th 

which t he United State• 11 now, or ahall be 

hereafter, a t WU'J (8) a pereon alt11&te4l in or delq 

bual.naaa in a c:o1111.tJ7 falling w1 thin either oategorr 

(1) or (2) aboYIJ (4) 1nJ peraon aituated outaide the 

United Sta t es who ia act ing tor or on bahalt of ~ 

one or more of the f oregoing; (5) any perau who a 

now, or her eafter shall be, interned as an alien 

ene~ purauant to Section 21 of ~ itle 50 of the 

United Statea Code; provided, howeYer, that LQ7 

finding by the Board that any person f&lla within 

any of the foregoing categories shall be final , 

Section 5, Subject t o the foregoing proTlaiona, 

there are hereb7 delegated to the Secretary of the 

Treaaur1 all pewera and authorit7 conferred upon .. 

by uotiona S(a) and 5(b) of the Trading with the 

en~ Act of October 6, 19lf . (40•Stat, 411), &I 

amended b7 uctlona 801 and 302 of Title III of the 

Firat 1\ar Powera Aot, 1941 (Public lo~ 854, 7'1tk 

Ccner•nh proTided, howner • that the Seoret&17 of l 

the Treaaury shall not extend the proThiona of 
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Executive Orcin Do. 8889, u aaeacled, to UIJ 

adell tion&l f oreign c: o1111t r1 .. and natlonala thereof. 

All auch powera and authorl tie a alu.ll be n:erc:i ud 

by the Secretary of the Treaaury with the &clYioe 

of the Board. 

Section 6. Any outa t&nding order, proclamation, 

regulati on, ruling, lic:anae or inatruc:tion iaauecl 

punuant t o aec:tiona 3(a) or S(b) of the Tr&d111g 

'llith t he entli!Y Aot , &a amended, a hall !' en:ain in 

full force and effoct , unleaa and unti l &mended 

or r evoked by the Seorclar;y of t he 'l'reuury or 

render ed inoperative by a ves t ing order , is&uecl 

pursuant to t he provisions hereof. 

THE 11lllTE BOUSE, 

January , 1942. 

-
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MDIO!WID1ll! FOR THE PRESlJlENT 

THE AIJ.!INIS'I'RA'I'ION OF FOREIGN FUIIDS CQITROL: 
APRIL 1940 '1'0 DECOO!ER 1941, 

1 . Inception Md ropid gteMion of the Control, 

n.e Forei£11 l'llllda Control program wu initiat.<l in April 1940 

by treezillj! the aaaete in this country ot Denmark and Norwq when 

0el'lli8!V invaded these two neutral countries, Aa other countries 

• ere invaded or dominsted by the Axis, the Control was successively 

extended during the eUI!II!Ier and fall or 1940 to the assets of the 

Netherlends, Belgium, France, and th.e Beltic and Be.lkan states. 

In June 1941, the Control •as extended to Gen>AZ~Y and Italy and to 

the rest of continental furope . Shortly thereafter Japan end 

China were also frozen. At present the Control covers over 

$7,000, 000, 000 of assets and the transactions of 33 countries, 

includi.og all of continental Europe (except Turkey) 1 and China 

and Japan, and their nationals . 1he frozen asseta in this 

country consist not only or bank deposits, gold and securities, 

but also a great number or business l!nterpriaes aa well as 

merchandise I patents and other roms or property . The Control 

affects all financial, commercial and trade transactions in which 

the JJ countries or their nationals have an interest, whether such 

t ransactions are purely daoostic transactions or transactions in 

forci£11 excbs1J8e or forei£11 trnde. 
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2. PuJ:posgo end ohitt in emphap1o . 

The oripnal purposes of the Porel.jp1 Funda Control ..ere primarUy 

to prevent tho assets of the invaded countries !'ram fnlling into the 

hllllda or tho invaders, and to protect American institutions !'ram 

poaeible adverso claims arising out of the invasion. As the Inter­

national oriais deepened there was o. distinct shift in the ecpllasis 

or Ule Control !'reD a role of benevolent protection to 0110 of active 

econ<Dic aarfare . 

The inD.bill ty of the Axia to uao tho doll.or asaets of the 

countries covered by the Control and to nequire other dollar nssete 

hns grec.~ impnired the abillcy or the Axis powers to tinD.nce propa­

gandA, anbotngo end other subversive nativit ies in the Unitod Stotes 

end other nroos of strc.togio import4noe to thia country, The Control 

hns prevented the Axis countries and their sotollitos !'rom using the 

Amoriccn dollar, and Americnn bollking and finonoiol tneUities for 

cOIZieroiol o.nd other nctivi tics in tho United Stotos and oth<>r parte 

ot the uorld . Through tho Control, no are toJdn& nppropr1nto stops 

to nul.llt'y or oliJ:U.nnto vici0\18 and undosirnble influences in busi­

noes ontorprisos in this country cmnod and dominntod by the Axis . 

Tho Control snteguc.rcls tho intoroato of Amorico.n creditors of bl ocked 

oountrios by provonting those concerns wtich oro nblo to nogoti nto 

apoaiol doola with tho Axis !'rom r oooiving proforontial poymonts nt 

tho oxponso of other American croditora , 

' 
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Tho Control ~s not boon confined to tho rouuJ:.tion of b.~ing 

end rinr.ncial tr<.nsc.ctions . I t r~so 1a M inotrumont for cont rol­

ling all exports and ir.lports bot11oon t ho Unitod Sktcs Md o. l nr ao 

portion or t ho I!Orld. For oxc.mplo, tho Control " ":!B instrumental 

in orfoct ing n comploto stopp."\go or rJ.l trc.do, import ~• ·-ell ::-.s 

export, l:ith Jnpnn . 

) , Oporntion of the Co.!!S:2!. 

Tho orfectivc conduct of aodorn cconCXlic ·=fern requires c. 

highl,y noxiblo org-.Jdzction, end C. tre.inod, COC!)Otont, cnd iD<Igin:l­

tiVC atc.r! ce)X\bl o of tt.p:id cdjustcont to constr.ntly c:1:.n,::ing 

problei:Ul . During tho course of tho pest tncnty months t!1c Trc~.sury 

Dcpr.rtmont hc.s built up such c.n orgc.nizc.tion :nich is n011 offoc ­

tivoly oporc.ting on o. n::tionnido scc~o. Tho Control is con·torod in 

nnd directed from r:~.shington, yot it llr.a succocdod 1.n dolcg::-.ti.ng 

to its field offices, the t·,:olvo i'odor cl Roaorve So.nl<s, =jor sog­

aonts ot tho tesk . Since economic t=fcro is ossontl..-~ tho cf­

fcctivo epplic::'.tion of finr.ncid controls Ol.ch cnn be :.:>plied only 

through tho b:ullci.ng systco, the Tr~·.aury selected t .''lo Fedcrnl 

Reserve B.~s to oct cs its field oiticco in t~stcring the 

Control . Tt1rough tho Federal Rosorvo llc>.nl<s tho Trc""ury is :!blo 

over night to roc.ch tho bcnks of tho country c.nd to put into effect 

no11 rogulntions e.G rc.pi dly ehr.ngi ng conditions dem.-:.nd. Thor o has 

boon vGtcblished et eo.ch of tho Fodoro.l Resorvo llc>.nl<s c co09ctont 

steff feJ:>ilicr r:ith tho intricnto problor.>S f c.ced by t l10 Control, 

I 
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cxpcricneod 1n tho hond11n;: of eoaplcx tinez>el..".l oporr.tiOIUI, c.nd 1n 

constant communicction nith tho finnncicl 1n•t1t"t1on~ of ita 

district , In the Federal Reserve Bc.nk of NOTt York this st.ll"i' 

conoiats of appro~.toly 500 par sons , \lhorcc s i n sovor cl of t ho 

other Fodorcl Reserve BD~s c rol ct ivoly smell group of persons 

ht.D been nblo to hcndlo tho dnily opornt ions of tho Control , 

In cddition to tho field offices anintoinod 1n tho Foder-....1 

Resorvo Bonks, Foreign Funds Control Ddntcins poraonnol in !icQti 

c.nd in tho Fhillppino I~s, c.id.inS in tho cdl:dnistretion of tho 

trcozing control in these crct'.s . Foreign Funds Control hils clso 

roproaont:.tivcs in Lc.tin Aocrie<l declina !11th Proolo.imo<! List 

problOillll , 

Tho Control, in dealing r>ith its mo.ny inoroo.sing problai!!S, Iu--s 

nhcn occ~sion dacc~ded been eble to cell upon tho personnel nnd 

recilitios or other ~cncics of tho Trocsury ~~nt, includ.inS 

CUstccs, Nationcl Bonk Jilxr.ml.nors, Coast Guard, Secret Service nnd 

lntorncl RcYCnuo . 

4. QI£gn.h;t1on or tho C<>nt.rol . 

Foreign Funcls Control is orgo.nizod clong the follodng lines: 

(a) IntordOP£.rtllCntcl COC!!lit t 00• 

Tho ksic policies fallO\:cd in tho opera tion of the Control 

hr.vo boon formul" t ed by en Intordopcrtoonto.l Comr.>itt eo, 

consisting of E. !l , Fol ey, J r . , roprosonting tho Trcr.sucy Dc­

pr.rtmant, CJl ehclrmcn; Dcen Acheson, rcprcucnttna tho St:.to 

I 
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Dc;xrrtc:cnt; and r nncie Shcr., rcprucnt1nr t.'~e Dcpe.rtzoc.nt of 

Juaticc. This c~tt<< mecta pc riodicclly to conoider the 

bade problems confi"ontin~ th< Control a nd the morc importr.nt 

npplicntions for lic6nscs . 

(b) Administrctivc section. 

l:r. John r. . Pchlo, Aooietnnt to t !'" Secr etary of the· 

Trccaury, is chcr&6d 1fith dircet!n;: the c.dr.linhtrt.t!on 1n tho 

F'or<!sn Funds Control. Approximc.tcly 650 persons u e <aployt>d 

In tho office of th£ Control i.n 1nah1ntton on 1'1ork of nn <'.ci-lln­

!otr£t1vc ch.o.rt.ctnr. The c.dr.liniatretivc ateff is d1v1d«! into 

mejor sections , each of which opccinlizea in h.onciline probltos 

rclntine to differ ent typ.s or trcnacc tions , such a s Securities , 

Business Enterprises , For cign Trcdo and tho Procl a imed List, 

Trusts and Estates , For eign Bnnka, end Rcmittenccs . 

(c) Legnl section. 

Forty lc.cy<rs 1n a special acction of C.c Ccnc r e l Couno<l ' s 

Office !\cndl< t.'le leg:;l a spects or Ford(!' Funds \Tork, dr~.ft 

doclll:<nts, nru!.l)"Z< t.>tc lcsnl il:!plicc tiono 1n cpplicet!ons, c.nd 

cct!vdy pc.rticip::t< 1n the policy dotcnoin.~t!on . 

(d) Econoaic section. 

Tho Divisio~ of l:onctcry Rcacc.rch o:>intcins c spccl.:.l sec­

tion of trcincd economists, nho mAke atudics or the ~ny end 

cocplux economic problcres confrontinc the Control for usc in 

~~kine policy d•cisions . 
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(e) Invcstice.tive section. 

239 

An 1nvcati&&t1~ atnff uith aevcrnl fiold offices is hended 

by t:r. frt:in l!D.y, far:cr Trcnsury e ttnchc in Berlin . This 

section eoploya n lr.rt;e staff of competent invutigatora C""'i­

lier nith finoncir.l problrrns , who inveat1e~to nttcmptod violn­

tions nnrl cvnsione of the freezing control. 

5. Inteqt'.tion nitb the 1fptk of other govcrmpntp.l cgr;ncic.s. 

The pr~y ~cdium throuth which ~~t boeic probltms of the 

Control bnv<. bt•n broutht to t.~t c.ttontion of the Depertc:<-nta of 

Stntc nod Justic~ hl>s bten the lntcrecpc.rtmcntol Committee . The 

Stntc Depc.rtment hr.s bton mor e concerned nith end bt\a participated 

mor< r.cti vcly in the solution of the problem• confronting the 

Trcnsury Dcpc.rtmcnt in its cdl>\n'istre tion of the t ontr ol . Through 

cooper ation lx t ncon the St<:to end Trc.l!aury :>cpe.rtmont s , the Control 

bna b«n used in en effective ti3Y t o l.J:>plcoent this Covc r m::ent'e 

foreign policy, "" in the cnse of J&pon. 

Othtr cxnmplca or the effective liaison eatoblishcd b£tneen 

the Fortign Funds Control nnd othtr govornmtnt c.goncics r.ro : 

(a) Strnte&ic mo.toricl probltOIS hcvo bcon rcsolvtd in 

consult<:tion 111th tht t.pproprintt defense r.gcncics . The Con­

trol bt\s b< en r.blc to uncover e n<! direct into defe nse uses 

millions 'Of dollnre "or~~ of bi[hly strc.tq;ic Cl:'.torinls, 

m:ochino tools , rnd other mr.tcriela. . 
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(b) Cn.eoo 111-.ol.'fiq the tllelillc , cMJ'tuin£0 or &le ot 

ohipo c.r~ clcc.l'<ld with l!t-r cht.nt Ship Contllpl1 the &riU. 

CCIIIIillion , nnd tho SU.te nDd I! a~ Depo.rtloe.Dto . 

(c) Pro<:U.illcd Liot proble,•o e.re> handled b:y n oubeCII­

r:Utk9 CODiiOtiDg or re>prt,llelltnti~l or the Trenoury0 the 

Stnte Cepo.rtceDt, :u>d the f.con<llic O.tonH Bonrd . 

(d) S~curitleo probleDo bn~ bt,eD work6d out M.th tl:e SEX: . 

(c) Vnlu:>ble illtarac.tion obt::illed thrOU£b c:eD.,..ohip 

b.o.o bocn received b7 the Control tor ocs. tiDe trao th<' Britiob 

::.Dd D<llinion GcmornweDto. Conti~enticl illtor=tion io excbnn£ed 

with the hi, the Clf'tice ot Nnw.l Intelligence, thG .t.r.:y 

Intelligence , nnd other govcrnlll(.ntnl intelligence ottieoo. 

6. Mtl1or t.rsmp or Oneration. 

'!'he tnr~ec.cbing c!ulr!!.ctcr ot the Control e"n beat be eeen b:y 

Considering SCIIO of the a:'.jor t:ypea of trC!Jllt'.Ctione 1Jh1Ch cru1 be 

otrtcted ClftlJ' under trti<"zill£ control Ueonou. The Control, 1n 

eddition te Ueonoing fere>ign excbenge trnnor.et10118 C!Jld e rlde 

v::.rlot:y or otht r pnYDf'nts eDd rer:rl. ttencoo, hao exorcised control 111 

sUCh li&J1i1'1ccnt P.re<ls or t'Conaoic e.ctivitT • o: 

(o.} Buaincaa EftisrwioeP. 

Appraxl.m.~tely 2, 500 bueinuo cDtcrprieeo 1n thG Unikd 

Stntno ht.we been OJ"'rnting under liccn••• iooucd by the Control. 

tbcto enterpriocs cncnge in nll forDs ot business nctlvity, 
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tro=. lo~~&-ost<'blished Axia-of!l'led chorlicol "".nut,.,turin!: pl.Mt a 

to tho nor:l,y estobliohed Anorl.cr.n dincond i ndustry. l!e hc.vo 

cloeod dom <; mmbor of Axis f1rr.u1 rhoao cctivitios hnvo boon 

dr~ornuo t o tho nnti~n~l intor ooto nnd ~oao opor~tion r.ns 

not inporttnt to the netionnl or loorl oconoQY. Trocsurr 

roproaontntivoa b.~ve boen pl~cod in ovor 50 busines• onter­

priaos rhich bed stronc Axis coMoctinna .•nd rnoso continued 

opornt i on ~• consid~rod oesontinl , 

All fil'"'.s oporrting under 11conso M.vo boon required to 

fila rith the C~:~trol :lf'f i d•.Yits providing dot.cllod infoi'Qt\­

tion no to orgr.ni~tion, otficore ftOd ~iroctors, cnpit rl 

atructuro, rel ationships r1.th othor coopcnios, the nt.turo of 

itt oporr.ti ons .•ne princip:-.1 cueto:\ers. Thoso fi rr..s • re r.l ao 

r aquirod to file porioiic ropor ta l"hieh provide aignif i cnnt 

infom.•tion •Tith rospoet to thoir opornt ions . h r. r esult of 

tho opor..tions of the Control in this fiold, the Trensury no" 

hr~ in its !'ilos orgr.ni:oed Womntion --ith respect to the 

ctructuro, t:ctivities, r.nd boelrgroun<l of tho nu:-.orous Axis­

O"""J'lod or doc.i..n.P..t-ed coneems, Ct$ ~"011 "'I concerns controlled 

~I n:tion~s of othar bl ocked countries . 

(b) Fproim OOnks c,nd tnsumncgs coppnnigs . 

As o:tch ne•· c ountry p; e f 'rnzon, !'llley foNign br.nld.ng 

1\&oncios r.nd insurrnco conpnni oc •·oro brought under tho Control. 

Such ont orpr isos r.or c porrJ.ttod to oport.to undor the cr.reful 
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aup41rvioion of Trensury rcprosol}t.nti•t• pu.cod in such insti­

tutions ~ inspected nll t rononctiona to nssure thnt the 

rootrlctions of tho Control "oro being o~dctly ohser..ed, 

Tho Trensury has obtnined tho full cooporotion of etnte bnnk­

ing IUld insurnnce dopart,onta in ndminiatoring tbis ph:lso of 

tho Control . 

(c) Sqcurities. 

Security eccounts of nationnla ""ro blockod, IUld ;>o>r­

choscs o.nd snles of sccuri ties for such accounts could be 

oCfcctod only under liccnso. Dobt oorvico ond sinking fund 

operntions of blocked countrico hnvo beon controlled t hrough 

a licensing systc~. In order to provont tho disposal of 

looted securities in this mnrkot by tho Axis countries, t ho 

Foreign FUnds Control enrly in 1940 prohi~itod the impor tn­

t.ion into tho United Stntea of oocuri tics from Uf:l foreign 

country oxce:>t under license. Imported securities ere held 

by the Federnl Roser..e Banks until a:\ti&ft.ctory evidence os 

to origin o.nd ownership is forthconing. 

(d) Foroirn Trr.do. 

Tho Control is one or tho ClOOt im;lOrtr.nt oc;:sures •.doptod 

by thie Government r.ffei:ting tho ,1United Stotos import t.nd cx­

;>ort trodo rith foreign co~mtrioo , Not only is trr.de f'i t h nll 

blockod countries subjoct to tho Control, but t~.do nith ouch 

or the rest of tho "orld io t.ffoctod by it. For CXZJ!:j)le, tho 
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blccldisting of Axis end Ana-dominotod flma in !.<'.tin berica 

by the Proolc.imod Llot is deslgnod to proMOte hodthy homiaphoric 

t~de rnd to olirlinnt o the undealroblo e.ctivitioa end i:otluenco 

of these Axis rin:a in l.:'tio .lnericc.. 

( o) Pro91n1:<!0!1 List. 

\Thon the Proclc.i ood List r..s iaruod, tho Control easunod 

o oajor part of tho cdministrntivo rork involved. Roprosen­

tntives of tho St~to cr4 Tronsury Ooprrtoonto hnvo recently 

visited tho Cr.ribbonn countries more Proclc.il:lod List problo!:lll, 

~ioulc.rly thoao rolt.tiog to coffee, roc;uirod ~<:tc 

action. Alae, r.t tho present t.ioc, r. group of Tr=sury r.nd 

Stcte Doprrt..,ent personnel is touri%13 South -'""rice., consult-

ing ri th r.nd ndvising dlplo,u-.~ic oisoions on Proclclr.~ed List 

problcN, 

(f) Conru~ of Foreign Property. 

To further the purposes of tho freezing control r.nd to 

~•sure ooro offoctivo ndninittrr.tion, tho Trcccury h~s ro-

• contly tc.k.Jn r conplote rn<! cooprehonci vo con:rus of ell 

foroign-of~Orl property in the United Stntos, irrespective or 

r·hcthor tho ownor or such property hoe bc~n blocl<cn under tho 

freezing control, This conzut or)<os r.vr.ilnblo for tho fir::t 

tioo prociso dc u r.s to tho idontit'J of tho foreign iot..rctta, 

r.nt' tho nr.turo r nd locc.tion of tho property, 
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Tho ""cl.th of infoJ:'"VItion thus obtrinod rill 'ba of 

inoetiC".nblo v:>luo to nu..,.,roue sovem..'10lltcl. dopert.aonts r.nd 

•.soncioe , not only 1n donlins rith probleM of tho icmodist o 

proeont but nlso 1n fol'!'IUl.c.t i ng long- rt>.ngo progrrns for the 

futuro. 

7. Tochpiguo of l arga- senl s oporr.tion. 

In vio~ ~f tho Fide ~zons of ocononic activity which ~ro sub­

j ect to tho Control, it ~ boon noco&enry '""Pid1y to develop ""thode 

oe oporntion rllich muld nllo,.. trrner.ctiono not. contrnry to our 

nr.tion.ol interest to bo cffcctod with ~ n1n1~~ of interference. 

Tbie 1\r.c boon nccoaollshed t.zse]J' through tho usc of genercl. 11-

conooa . Those gcnorcl licansos pornit r.oll-dofinod types of t rans­

nctinno to bo affected '1.thout individurl licenses, provided they 

r.ro conou=tod s t rict !!' in tho !l!f.nnor r.nd r,'i thin tho liul.ts stipu­

l ntod in such licenses . Phon noodod, thoeo conoral licenses requ.iro 

Nports ~ch r.ro used to police 1;ho activities conductcC. under tho 

liconsoa, to inauro co"'Plirnco rith tho tol':"'s tho.roof, c.nd "" r, 

beals for restricting or broadening tho ecopo of the license. 

Under tho 75 generf'.l licenses rhlch h~vo boon isouod, oillicns of 

trrns8ctlons hnvc boon effected '1.th<>ut the nocoselty of individual 

ftppllc~tions 'baing til ed r.nd individunl liconsos issued . The ro­

vioninc e~r or tho Contr nl hns thus boon nblo to concent rct a upon 

tho MOra dif!"icult t ypes or t nns,.ct1ona for ··h1ch specific licenses 
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:.r< rcouircd , nnd tu::.a ~-en nbl~ n <p6c1itioualy to cct upon over 

)50,000 opccitic c.pplictltiona. lolorc thnn 80 porecnt or these 

npplic~tione nr~ nou beinG tu::.ndl<d directly by the Federa l R6serve 

Bnnka in the field . 

8 , Soocig.l eapmect on Axlo And Axio-oontrolled bueinpss 
entcrpriaCle . 

In the tnc nty yr.nr pGriod bctr.<cn 1919 nr.d 19)9, C•r "'"-" intc>rests 

hc.vc euccctdcc! in or;_c.r.idng uit l'lin t!>e U nitod Str.tos nr.ot.lur 

industria.! t:.rul CC)I:lttr cio.l r.ct.,ork centered in the chtnlct.1 titld , 

but c.xter.dlne nloo to the C'lectrie:.l c.."ld ~cevy &oods industrict , 

tore itn cocc<rc< , anC: fin..".ncin&. It io UMftCCta:".ry to point out 

t hc.t thea< busincts entcrpritrs ccnotltutc. ~ bcso of opGrntions 

to cc.rry out Axis pmns to contr ol production, to bold ac.rkc ts 

in th!o hemisphere, to support fi!th-colunn movrccnta , nnd to uold 

our poot .. nr..r ccoc.001:· tc Axic plcr.a , 

One of the prir.c.ry r r r so~• for frcuine, A.xis c.sscts -.es to 

canbct thla oitu::.tion. The preble,-, r.ith uhich nc ore no-:; f <:ccd, 

ia ncN difficult nlthe'UU- scec.?hc.t ainiltlr tc th< preble><: f"cce 

by us in 1917. The ~ckgrrund tOO,~· 1e vt:atly different frro t~.<.t 

-~ let t:""lotcc: lt: 1917. 

r cr { lr:oE:t fift<, !"\; yr "'TS t"{ AYlc bueinc ea inter( c:.ts !":.vt. bcc·r: 

tc::in( col:'prch.rsivt" 5tcp:: tC' 1:-rul .. t< thncclvfr ,..,,":"'.ir.st :m .. ~li<r. 

~rrpcr ty cuotodi<'.~stip 11i tt ito or i:ur• of lqp.l ti tlc !.~ c. 

rt•ult cf ttrir c ffort" cnl;o ' nrelitiblt portlcn of AYis- i~.flucnccd 

!'l"Opc r t y in thi• country ,-c•.lld fllBS into t~r h.-r.dt C!f r. cust odi."n 

.. ~<<< ;or.oro 'r< lidt<c'. tC' tl"c rci:urc <f "cncr,y• titl< . ihc 
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•uue• oonc~pt er:;loyec in creatine t 'te orne~ or !.lien 1\.opci bj 

CUatcdUD 1n the first 11orld ~/ar 1n no" outmoded . Tho t~tlo to 

some ot tho mos t dsn;scr ous o! tho Axis- n!luoncod enter prises is 

Suioa , Dutch , or Panamanian. Other ontor~1aca arc 100 percent 

Aoorican , oo far as title is concornod . 

Under tho broad defini tion or tho '.lOrd "national" the freezing 

order has brouo,ht ~mccr foroi(Sn !unds control all those orga:U.zntions 
I 

nhich arc r.ctua!J;r A!::crican and othOT neutral •rronts" !:or A.-cis 

act-ivities . llany o:r these concoMlll arc relate<! to the AAis po-crs 

only throu.·b contractual t i cs , patent 11consin[ a:.rccD<:nts and the 

liko . In som<> casas tho tics aro infoM\41, OO..od largely on 

personal ('o<llty or far..ily relationships . Tho ! l cxiblo ~occdtu-o of 

!oroie;n Cunds control, dovolopo.: OVOl' tho past t\Tcnt] rJonths 1 e.akcs 

it poooiblo to deal cffoctivol;r -:lit~. thio typo of dtmtion. 

By intonsify-.in;, o1:T controlo over thcoc busi..,os• cntorpr l.scs , 

w1 t.l-.in tho frru:aov.-oJ•lt o!: the :oroisn !Undo control liccnsin:; ;:voce­

duro, tre con, in cost ecscs, safoe;I.IOJ'(\ our national interests r:or-. 

ci'>cctivoly tha.., could bo done under tho ocizuro technique . 

9 . Th<! record of tho Control . Tho Depcrtccnt has 10orc t h4n 

,7,000,000,000 of f rozen asseto under ito curvcillancc at the 

proocnt tioc . Only by contract with the; ',500,000,000 of a.•s<>t s 

nc!!!linintorcd by t he Alien Prop:>rty Custodian c!\'Tin:'. tho l ast \70rld 

•rar is it pc;os iblc t o (<&in some conco?tion or tho masn1tUJ!c of tho 

tnolt the Troosury has bcon doint dcrinr tho laa t tucnty conths . 
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Molo than 350, 000 a pplications have boon han~cd br tho Control 

~nd 1n addition literally cillions or other trnnooctions have been 

orrcctcd only on terms prescribed br scnoral l icenses . In spito of 

tho hi ghly restrictive character or tho Control and its ruthl:. os 

odhorcnco tc tho principals of outrisht economic war faTo, not ono 

decillion or rulin: o!: tho Control hno been so r.zuch a:; challcn~cd 

1n tho courts . 

All of thio hns been possible only no n result or tho confi­

dence shom> br tho !JUbliC in general ancl tho bnnkin;: and bu:lincss 

c~ty in particular 1n the rcnoonabl~ncso and intcgri ty of 

tho Control . This confidence hns r e cently been rc-af.Linnod in e 

mo<lt str1!:1ng 103llllOT when both Housoo or the conv-css unaniuously 

approved H.R. 6233 which great ly oxpnndo tho po-;r:.rs o!' the President 

over thio forci~n prop.orty . Throuthout the considcrot:ion oi the 

bUl both in the eOJ:Irli ttces and on tho floor o: the Ho\l:iG and on 

tho floor or the Senate t here , .... not on- \lord of d i ticism l:v- l cd 

nt the = in uhich tho ContTol has boon ndcin1stcr cd . 
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