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HMJr: 

Cl1tton 
Haok: 

HMJr: 

H: 

HMJr: 

M: 

H.MJr: 

M: 

HMJ:• : 

M: 

IOOr: 

)( : 

HMJr: 

M: 

HMJr: 

)(: 

IIIIJr: 

CUrt Mack? 

Yee, air. 

DeceMber }0, 19~2 
8: 52 a. 11 . 

I got your memo and it' s what I want, but the 
only thing - I see you needed an addi t i onal 
$27 m1ll1on out of the $100 million pr oe:;ram. 

That ' s right. 

How l ong has W.P. B. been holding you up on thi s? 

Well , !hey were working on - we've been working 
with thelll tor t wo ~ye on it. Not l one;. 

Yeah, well •. • • 

Not l ong, and they may have an answer. Al Walsh 
1& right here. 

Yeah. 

(Talks aside: Wh en will we have an answer on 
W.P. B. - clothing?) He say~ t oda y, he thinks. 

Well, let me know when you get that t ·Aenty-seven 
oleared. 

I wUl. 

Now the stuff- let me know because I'm inter­
eeted - tbig sturr tha t ' s at the ?Orte, you 
don't know cow long that ' s at the portst 

Well, the sturr that ' s at the porte that ' s been 
there -- well, since we go t 1n it -- about two 
to three weeke, I'd eay, wi thout getting the 
exaot number of daya. 

Well. ••• 

About two t o three weeka. 

I wieh 7-0.U oould brealt that down ar.d let me know 
hov many days the etuft hat been at the porte. 

1 

, . 
• 

( 
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ll: I'll be glad to. A lot of thet stuff •••• 

Yee. ( 

M: •••• there ' e about eix thousand tone, I think • ••• 

HMJr: Yeah • 

M: •.• • was scheduled for sailing on two boete •••• 

HMJr: Yee • 

K: 

HMJr: 

M: 

HMJr: 

M: 

I!MJr: 

M: 

HMJr: 

M: 

• • • • end then it wae decided at the lest minute 
that those boate were t oo slow f or the convoy •••• 

Yeoh • 

••.• and they pulled the~ out. 

Oh. 

So I ' ll break it down and glve you the - give you 
the dates on it. 

Yeah, I ' d like to know how l ong they've been there. 

All right , sir, I will. 

Thank you. 

Yea, alr. 
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HMJr: 

W.H . 
OpPra tor: 

HMJr: 

W.H. 
Op~rator : 

HMJr: 

Operator: 

Viae Preei­
den t Wallace: 

HMJr: 

f!MJr: 

!IMJr: 

ll : 

IDIJr: 

'II: 

HMJr: 

W; 

HMJr: 

W: 

Hello. 

December 30, 1942 
10:00 a.m. 

Mr. Wallaoe - just a minute. 

Hello. 

Secretar] Mor genthau. The 'ilhi te House, 
please. 

-3 

( 

Bello. , • • 
Yea, sir. He'll be right on. 

Hello , Henry, 

Yee. 

Everything's all set tor the meeting this 
morning at el even. 

Good. 

I think the of fice in the Capitol will 
probably be a little wArmer th1e morning. 

(Laughs) Shall I bring t he whiskey? 

(Laughs) Yes , you might bring the 
whiskey. 

Nov •••• 

And the other recip •• -reci procatory baai e, 
lt may be necessa ry. (Laughs) 

All right. 

As you were saying ••• . 

Tbat was a grand apeeoh of youre, Henry. 

I hope i t belpe eoaae. 

.. 
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HHJr: 

!!MJr: 

W: 

HMJr: 

W: 

IIMJr: 

HMJr: 

'N: 

HMJr: 

'1/1: 

i!MJr: 

w: 
RXJr: 

IIMJr: 

W: 

HKJr: 

'II: 

- 2 -

I say that wae a grand speech ot yours. 

Yea, I say I hope it hftlped some. 

Yeah, well, it will. It will take time to 
soak in. 

Nothing that I particul arly need to know about 
the meeting thi s morning that you know ort 

Would you like White to oome up fifteen minutes 
earl i er or ten minutes earlier' Or be and I 
can be uo there five minutes earlier, how's 
that! 

Well, that would be tine. 

White and I will be up there at that plaoe -
the eame plaoe •..• 

Five minutes ot ten, that ' s ••.• 

Five minutes - that wil l be plenty or time. 

Good. Now •.• • 

I mean rive mlnut~e to eleven. 

You remember I was ta1king a bout eating lunch 
wi th tbis Texas friend' 

Right. 

Are y~u gJ ing to be in town Saturda7' 

Yes . 

Shall we plan it for Saturday at twelve-thirty' 

Good. 

Okay' 

Be delighted. 

All r1gbt , air. 

• 

• 
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KKJr: 

W: 

HMJr: 

HMJ:r: 

14: 

HMJr: 

W: 

- 3 -

Where vlll th&t bet 

In the Capl tol. 

At the _Capl tol? 

That ' e :rlght. 

Sa tLr~ at twelve- thirty. 

Good. 

Thank you. 

All :right. 

5 
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Present : Mr. Graves 
Mr. Gamble 
Mr •. Odegard 
l.lr . Kuhn 
llr. Callahan 
l.!r. Murray 
lo!r. Rainey 
lAra. Kloh 

December 30, 1942 
10:00 a.m. 

H.W.JR: . Kr. Odegard suggested that I see ;you 
gentlemen. He thought maybe ;you would feel either 
better or worse i f you got it from the horse ' s mouth ­
how I felt about these programs . I simply list ened to 
the last two - last Saturday and the one before. 
Odegard was with me . I wanted to call you but Odegard 
didn't want me to. 

But to fo back before that, I just wanted t o say 
this before get into criticizing the program. I 
want to tell ;you that I appreciate tremendously what 
;you have done for us the last couple of ;years, and I 
don't want ;you to think that I haven't. I know ;you 
have given a great deal of your own t ime, for which I 
have thanked ;you before, and I thank you again, now. 
But I simply felt that t hese programs - I can' t remem­
ber the names - the one that 1s on from seven to eight--

KR. WRR.t.Y: It is called "Over Her e. • 

H.K.JR: Thinking of m~self as the head of the 
Treasury, I just couldn ' t sponsor it AD¥ longer because 
it did thinga t o ae - ~ insides. So that il the long 
and the abor t of it. I was -told that this laat Satur­
day would be better than the Saturdef before, and I 
thought it waa worae. So I t hought we had bet t er peat­
pone it unt il we could turn around and see what we could 
do with it. 

6 
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MR. MURRAY: Wr. Secretary, before I diseuse the 
matter with you I just want to read - because I am 
always batter at preparing something - I want t o read 
you t he history of my case eo far as the Treasury 
ie ooncerned. . . 

H.W. JR: Have you a case? 

WR. llURRAY: I have a history, yea ; and I think 
I have a case. 

H.K.JR: All r ight . 

WR. llURRAY: This is not too l ong a report . I t 
is a report to you . 

(Reading} "Preliminart: On the invitation of Vr. 
Howard Deitz I accepted mem ership on the committee 
set up to organize the original 'Treasury Hour' start­
ing July let, 194! . I performed this work throughout 
the first thirteen weeks, I resigned when the show 
was moved to the Blue Network beoause I found the 
committee's operations oumbersomeand devoid of showman­
ship." 

H.W.JR: You were with it f or thirteen weeks and 
then got off and weren't wi th i t again? 

KR. ODEGARD: Wr. Kurray was not with the aecond 
one. 

KR. KURRAY: (Continuing) "The Hooper reporta 
which are appended herewith tell their own atory: 

October, 194! 4.4 
November, 1941 6. 8 
December, 1941 7.1 

"Lowest of all full hour ahowa. -----
"In November I want to Waahington - !or the f i r st 

time - at Vr . Kuhn' a .and lir. Ca!lahan ' a joint invitation.• 

7 
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(Wr. Kuhn entered the conference.) 

MR. MURRAY: (Continuing) "I discussed the ques­
tion of .y returning to the committee . I outlined in 
the conversation and later confinned .y conditions in 
a letter to Kr. Kuhn. Because of the shortness of time 
the 'Treasury Hour ' was to remain on the air, we dropped 
all negotiations. 
"Treasury Star Parade: 

"Sometffi in F' ebruary, Kr. Callahan proposed a aeries 
of these transcriptions to be paid for by Treasury and 
released to all stations. I asaaubled an organization, 
put it to work under close aurnil!ance, and with tele­
graphic assurance fraa Wr . Kuhn that except for matters 
of policy the operation· would be left entirely in aT 
hands . 

"The success of the effort needs no repe.ti tion at 
this time . There is, however, one point I must insist 
upon: I , and none other, controlled the preparation and 
perfonnanoe of scripts, arranged for the appearances 
of all atara, and carried out al l instructions of policy 
aa gi van to me first by l.l.r . Kuhn and later by Mr. Odegard. 

•other Shows: Special shows for special occasions 
on networiU iiiregiven me to do -- the two-hour bond 
allow on the Blue Network and the 'Wauen At War Week' 
show on CBS among them. These specials were entirely 
put together b1 me and with the h.elp of af Coast office, 
not without considerable personal expense. The staff 
was told what to do and bow t o do i t; all network 
arrangements were made without di sturbing the production 
staff with details which can well be arduous. 

"Alao, the very successful 'Paul Whitmnan' show on 
July Fourth - done by my personal office staff i~ Holly­
wood without benefit of the Treasury staff . Inc1denta.!ly, 
f rom these ahows we were able to build- without cost­
at l east ten transcriptions and this was made possible 
throu~ my insistence that the net-work shows be so con­
etruoted as to make t.hia eeeondary operation possible. 

8 
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"'Over Here': Late in October, Mr . Callahan sug­
gested TOiie-rni possibility of doing an hour show on 
network:. In Washington we agreed on aJ.l preliminaries, 
including budget. 

"The next step was getting t he time throuih the 
Office of War Information . In a meeting with the Off ice 

9 

of War Information mambers Mr. Callahan asked me to present 
to thaD an out line of the show we planned to do and to 
daDonstrate to the Office of War Information how thi s show .• 
might be made to contribute to the entire war effort. 

~e proposed a program that in our opinion was de­
signed to further the sale of bonds on the following 
sound principles of radio presentation: 

"(1) Wide 'li stener-appeal ' , based upon the 
use of ' st ar ' names and, in a measure, ' escape' enter­
tainment. 

"(2) Tie-in between the people here and their 
loved ones abroad in the armed forces. 

"(3) Use of such material as the army authori­
ti es considered sure-fire ma t erial for re-broadcast over­
seas . The Army definitely distinguished between material 
which can be sent overseas and that which cannot. 

"The idea of the show 'Over Here' was worked out 
months ago by George Faulkner and was about to be pur-
chased by Camel Cigarettes when a quietus was put upon 
the whole idea by the government's taking over sll short­
waTt facilities, thereby making impossible a rebroadcast 
OTarseas under commercial sponsorship . " 

"Sometime ago, Treasury was considering seriously 
the rebroadoaet of t he Army' s 'Command Perforwance' 
programs . HoweTer, this fel l throuih and we thought 
so highly of the idea that we felt ft expedient to put 
the idea in reTerae -- that is, to broadcast first to 
the people at haae and then oTereeaa t o thei r boys, 
thereby building a liaison between 'OTer Here' and 'OTer 
There' with' resultant grati tude of listener• and their 
resultant faithfulness to the prograa • 
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"Certainly, results have justified our faith. A 
Hooper report on the second show was 4. 7; on the fourth 
sh~ 6. 6 -- a remarkable record in view of the original 
time of 8:30-9:30 and outstanding for any government 
show. The big 'Army ' show on the Red Network baa only 
2.5, which should convey some idea of the 'Over Here• 
show's potentialities . 

10 

"I grant there is nothing highbrow about 'Over Here', 
but in these days especially, ' OTer Here' possesses the 
entertainment velues both the armed forces and the people 
back home want. That is my honest opinion and I will 
back my reputation as the most successful producer of 
commerci al shows that it will sel l bonds as it will 
sel l any other product: " 

H.M.JR: ihen you say "commercial shows" do you 
mean theater or radio? 

MR. MURRAY: Radio. 

H.M.JR: ~hat other ones would you refer to that 
you produce? 

WR. MURRAY: For example, I have the Maxwell House 
with Fanny Brice; Amos and And¥--

H.K. JR: You have? 

MR. MURRAY: Certainly. (Continuing) • ••• first, 
by reaching an enormous audience to whom bond messages 
can be delivered; second by presenting an over-all 
picture both hera and overseas of what goes on in 
America ' s entertainment and in our news connective, 
Office of War Information commercials, and Vandercook's 
news spot an overall picture for the boys of what the 
people back home are doing and thinking, and third, by 
giving your salesmen of bonds - - 370, 000 of the rank 
and file -- a show they will listen to, enjoy, and be 
stimulated t o action t hereby. 
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"In other words, the show hu wide and favorable 
reception by the great majority and therefore the sale 
of bonds can be implemented and stimulated. Further, 
it is the kind of show everyone I talked to in Kansas 
Ci ty asked for . " 

H.M.JR: Well, let me aay t his: you state a very 
good case . The trouble has been that up to the time 
that Odegard happened by accident to drop in to my 
bouse Saturday night a week ago fo r supper, nobody told 
me anything about this show. 

M~ . ODEGARD: You remsnber, ¥r. Secretary, it went 
on just as you left for England. That was the first, 

H.M.JR: I know, but I wean I wasn't consulted 
in any way, and my first attent ion, somehow, was drawn 
to it when I learned about the expenses - which were 
never cleared with me. The budget - I mean, I don't 
know whether Harold Graves cleared it, but--

MR. GRAVES: I did, 

H.M.JR: But it was never cleared wi th me, and the 
expense of that is so great that after t he experience 
that I went through on "Donald Duck" - for me to ~o up 

·and explain these budgets - I just couldn ' t do 1t. 
I aifht be able to do it if I &el ieved in the show the 
way believed in "Donald Duck. • I thought "Donald 
Duck" was master showmanship on the screen, and I was 
perfectly willing to go to town on "Donald Duck." But 
I just c01ld not go to town on "Over Here" and explain 
s~xty-one hundred dol lars - around f ive thousand dollars -
you told me it was to be five thousand do11era. 

MR. GRAVES: On the average. 

MR. MURRAY: No, it was six; the original budget 
wae eix. 

H.K. JR: You told me five. 

}(R, WURR.lY: .tt least twenty percent under. 

11 
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MR. ODEGARD: Actually it ia running about fiTe . 

H.M.JR: Anyway, from your standpoint you could 
aay, "I can't hell! it if it wasn't cleared with 
Morgenthau; that 1sn't my fault" - which ia correct . 
On the other hand, when the criticism comes, it is 
alw!fa Worgenthau and nobody alae. 

MR. MURRAY: I quite understand that . 

H.W.JR: I mean, I haTe to go up and apFear before 
the com.aU ttee . On "Donald Duck" I had to appear before 
the committee, and I had to take it . When the criticisa 
comes because our two-percent iaaue juat squeaked by, 
they didn 't mention Mr. !llan Sproul, the president of 
the Federal ReaerTe Bank of New York, or Wr . Marriner 
Eccles, the chairman of the Federal ReserTe Board; it 
was always Henry Morgenthau, Junior. You can't say it 
is the Treasury and the organization that conceives 
the thing - they don't know who Peter Odegard, or Ted 
Gamble, or Vincent Callahan is when there is criticism; 
but they know who I am, and I am the butt for the 
criticism, so I haTe to take it , 

MR. MURRAY: In reference to the coat-­

B.K.JR: Let me just finish - one aeoond. 

12 

Now, there is nobody bare - Graves, Gamble - I 
baTen• t asked Kuhn because he is moving on - Odegard -
Odegard didn ' t hear it. He heard the one at mY bouse. 
But there isn't any one of these people that disagreed 
with me when I aaked them what their opinion was about 
the show. You aee, there isn't one of tham that thinka--

MR. CALLAHAN : I am t he exception, Mr. Secretary. 

H,M.JR: I am not trying to be rude. I didn'~ 
include you because I didn't aak you. I am not be1ng 
rude - it eounda bruaque - I didn't mention your naae. 
I am not t rying to be rude. I didn't •ak you, ,so Mur ray 
knowa that you are not included in it. I aent1oned 
Odegard and Gamble and Gravea. I mean, it ao~da aa 
though I didn't ask you - aa though it w•• ru e • 

• • Regraded Unclassified
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KR ODEGARD: Of course I didn't hear the show, 
Mr. Secretar;y. 

H.M.JR: Y0 u heard it at m;y house and ;you didn't 
disagree with me then , 

MR. ODEGARD: I thought that was a weak show. 

KR. WRR.AY: Did you hear all the abow, Peter? 

WR ODEGARD: I didn't bear all of it. We heard 
about the last half of it. 

H.M.JR: So I am just aaylnf that these men - I 
em excluding Kuhn because I didn t ask him, and I am 
not trying to be rude to him. So here you have got a 
situation that it is the Treasury. 

Your argument - you can say, "Well, Mr. U:orgenthau, 
I can't help it if the people thot I do business with 
don't tell ;you" - and that is correct. But you also 
can't help it if I listen to the show and~ as Secretary 
of the Treaaury, aay, "Now, what ia this? Do I think 
from m;y a tandards tba t thi a is going to help me as a 
sustaining thing, or sanething that is going to make 
people buy bonds - put people in a ~ood humor, and 
the;y are going to go home and say, This ia fine . We 
think the Treasury is a great organization," and so 
forth and so on. And of the three people that I asked, 
there isn't one of them that feels that way . 

MR. llURRAY: Well, you have diecuaeed two things 
and I want to answer you. 

H.M. JR: Please . 

MR MURRAY : Number one - on the coat of the show. 
I might preface that by saying that I look upon this 
thing as a commercial show. The purpose of this show is 
to sell bonds. An;ybody in the advertiainf business 
wHl tell you that a Crosley or Hooper po nt is worth, 
in their opinion, about a thousand dollars. In four 

, 

• 
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weeks' time, starting fraa scratch - not after any 
preliminary work - this show has reached a l evel of 
six point f ive . It has been coating you about five 
thousand dollars, so if you were in the oil business 
or you were in the cereal business, you would say 
that this is a very successful operation, particularly 
in view of the time. 

H.M.JR: ~ay I interrupt you? ! ocording to what 
he gave me here on this Hooper business, it is· four 
point seven. 

IIR. IWRRJ.Y: 'fba t was the first . They han taken 
a second one since. One was taken on the second show 
and one on the fourth. 

liR. CALLAHAN : 1\e don ' t have that. 

H.M.JR: Tile second is wllat? 

MR. MURRAY : Six point five. 

MR. KUHN: That covers the fir st two weeks - the 
figures you have? 

MR. IWRRJ.Y: They take them every other week . 

llR. ODEGARD: This covers the first two weeks. 

IIR. llURRAY: The four point seven. As a matter of 
fact, !et~ t ake similar shows; let's take a show like 
the big Camel hour which was set up as of July first 
and was produced by lir. Bacher. It took that show three 
months to get to a seven-point ra ting. Tnis show baa 
got pract ically that rating in one month. 

Now, so far as the agreement here between these 
gentlemen ie concerned, all I can answer to t.ha t is thi e. 
On every commercial show I have ever sold, there has 
a!waya been this kind of a meeting in the fourth or fifth 
week, in which none of the directors liked the show.- · 
both the advertising agancy and the sponsor. So this 
i s no t a new experience f or me. 

14 
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I t baa been my job, based upon my experience and 
my knowledge of talent, ~nd my knowledge of show values, 
to fight for those shows. I started a little show one 
time for General Foods, called "The Aldrich Family. w 
We started the show the first of July - the middle of 
June, aa a Seney, replacement . The first of August 
I •ent down there and the show was stumbling around 
with a five or six rating. Seventy-five people in 
the Young and Rubicam and General Foods ·organization 
told me that the show was a failuret Clifford Goldsmit h 
couldn 't write; Ezra Stone couldn't act; the production 
was bad. They had a thirty-nine week firm option coming 
up aa of August 15, so I said to them, "Gent.l.emen , look, 
if you a.l.l feel that way about i t, give me back the 
show; do that out of kindness to Ur. Goldsmith, the 
writer, and Mr. Stone, the actor. Let me resell the 
show; give me the extra two weeks to resell it." 

On August 13, two days before the deadline, the 
new Crosley came out· and bad a jump of four points, and 
the show was renewed. You know the story today; it is 
one of the five ranking shows on the air. It is a show 
that coats about ~ well, the actual price is seventy­
five hundred. It bas a rating of thirty-four point five. 
General Foods people will t ell you it is the best buy 
they have got on the air - per dollar spent. Incidentally, 
this ie rather illuminating. Every one of those seventy 
people came to me later saying he al one liked the show. 

H.W.JR: Let me interrupt you. You see, this 
happens to be the United States Treaeqry- it is not 
Postum. The people here who have been with me the 
longest - Graves and those that I have mentioned - know I 
have a sixth sense on these t hings. 

Yy relationship with Congress and with the public, 
sitting here in the chair aa an appointed officer, is 
not a secure position, because I have often said there 
are a half a dozen people who would gladly put up a 
million dollars to get me out of this chair. It is 
true. It baa happened time ana again. 

• 

• 
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I t isn 't t hat I want to be Secretary of the 
Tree.eury. 

I want to serve my country in time of war, and I 
want to serve my friend, Franklin D~oosevelt. 

If it weren't for thoee two things, believe me, 
there isn ' t enough money in the world to keep me here, 
and let me ~o through, each day, what I am doing, 
because it JUst isn' t worth it. I f you want to 
talk in money, fifteen thousand dollars to run a job 
like this--

Now, I have gotten so - these old walls and 
these f ine pictures, and so forth and so on, have a 
certain meaning to me. 

We wer e just t alking about commercial - we have 
just completed a month where we will .have raised and 

·borrowed fifteen billion dollars, a thing that has 
never been done before in the history of the world. 
And we have done that in a clean, honorable, and busi­
nesslike manner, in cooperation with tbe businessman 

• in this country. 

Now I juat can't cheapen this thing. I can't 
have a fellow get on like that mouth-organ fellow 
that they may love, end t het may ael.l Campbell Soups 
or cigarettes, but it can't represent the Treasury. 
I just can't get to that level. 

· You answer me, "O.K. , then you had better not have 
a radio program. " And that may be the answer. But I 
oan• t put the Uni ted States Treasury on the level -
using that mouth- organ fellow - on t hat level. I 
just can' t do it • 

.. 
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WR. GAMBLE: I t mi~t even sell bonds, but the 
Secretary' s point, I think, is, Bill, that t he Treasury 
can not afford to be identified • ith a variety show or 
sponsor that type of show. 

MR. WRRAY: Then I don't know •ha t you are going 
to do. It seems to me that if you take ·this position--

H.Y.JR: Just so you don 't think I am walking out, 
I have to l eave at twenty minutes of eleven to go to a 
meeting in Vice President Wallace's office . 

WR. WRRAY: '!hen I had better jump ri~t ahead 
to what I .anted to say at the end. Yr. C&Il&han called 
me on Monday and said, "Suspend the show. " 

Now, unfortunately on Monday - I can suspend the 
show as of tonight or as of tomorrow. I have not done 
it yet. 

H.M. JR: I gave Graves my orders on Monday. 

WR. MURRAY: I realize that . 

H.M. JR; It is up to him to carry them out. 

WR. l!URRAY:· But here is the situation •e face . 
First of all, the Blue Network. has given us the time , 
and they have publicized this program as of next Saturday 
evening. 'Jh.ey are going to be e11barrused. 

Secondly, a thousand-odd tickets were already sent 
out on MOnday morning t o people, inviting them to attend 
the show, It is impossible to recall those tickets, 
because no record is kept . 

In t he third place, our actors have si~fie~ their 
• illingness to go on, and they have preparea for 1t. 

In the fourth place, there is a certain number of 
people, little people , who are engaged particularly for 
this sho•, and I don't kno• how to pay them off unless 
we run the show. 

• 
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H.M. JR: Just one show? 

MR. MURRAY: Yes. 

0 

H. M. JR: How about the week from Saturday? 

Lffi . MURRAY: If you want to cancel as of this 
Saturday, that is up t o you, Mr . Uorgenthau. ~ 
earnest belief - my earnest hope was - I was given a 
thi rteen-week operation - I set up a budget of six thou­
sand dollars which was presented to .!Jr . Gl'aves. 

H.K. JR: Ur. Graves told me five. 

18 

IIR. GRAVES: I think I gave you my impression without 
verification. 

!.m. CAWHAt~: We presented the six thousand dollars. 

J.!R . A.'URRAY: It i s seventy-eight hundred dollars. 

MR. CALLAHAN: That was an outside f igure. 

KR. GRAVES: That was a ceiling figure . 

H.M. JR: As far as the people involved and engaged, 
as far as I am concerned, one week more or less isn't 
going to make a~ difference. 

~ KURRAY: I tell you what I would like to do. 
We have, had five; I would like to run three more shows, 
and then call i t off. 

Ji.li. JR: Why three ntore? 

KR. MURRAY: I would like to get one more report. 

H.W. JR: The reports have no effect on me • 
.. 

KR. WRRAY: No-~ no, llr. lolorgenthau, but they have 
an effect on me. You must remember this, ~r . l~rgenthau, 
this is something I have got to impress upon you, that 
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from the very beginning in my connection with the 
7reasury Department I had only one thing in mind. 
There was no money; there was only the taking up of a 
lot of time on my part, away from my business. I was 
very anxious to do that, because I felt I had a contribu­
tion to offer in radio. I have seen every other Government 
agency make mistakes; and I have not seen one of them 
come through. 

H.l!. JR: Coae through what? 

llR. J.lURRAY : With a successful program. They have 
all tried it. 

Now, I have a reputation of my own to sustain: 
Ninety percent of the shows that I have sold commercially 
stay on the air. This thing can do me great harm if it 
flops. Now, I don't mind its flopping after a certain 
length of time, after eight shows. Then you can say, 
"All right , the Treasury has changed its mind. " They 
have other - I can get around it. I don't want to go 
through, nor do you, the business of having to combat 
newspaper men; because the moment it breaks that this 
thing has gone off the ai r , I am going to be the object of 
an inquisition. Now, Yr. Moreenthau--

H.li. JR: What is the word you used? (Laughter) 

llR. llORRAY: Inquisition. You know, there is such 
a thing, and I would rather - if we can run the thing 
three weeks more, we can ease out of the whole situation 
very nicelY. We will have no unfortuna~e publicity, and 
that is all I ask of you . 

H.M. JR: Woul d that make you happy? 

MR. lo!URRAY: Not only ;will it make me happy - the 
only thing that makes me happy is doing a job, and I 
can do it . 

H..lf. JR: Well, )fr. Murray, I started out by saying 
that I appreciate •hat you have done . Right? 

( 
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ldR. WRRAY: Yes. 

H.M. JR: I am not trying to hurt anybody. I can't-­

MR. AnntRAY: I don ' t ~uestion your motives for one 
moment. 

20 
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H.M. JR : I am not trying to blame you that I wasn't 
told about the show. God knows I am bothered with many 
thin~s less im~ortant each day. I spent dais on the ,•. 
Donud Duck thing, dqs and hours with Disney. lllen the 
thing came out it was a show I was willing to show an¥-
bocy and stand behind, and I did stand behind it. I 
mal!e public statements in order to help Disney, .and 
everything else, and I never let Disney down publicly. 
!low that, and the show world told me--

MR. liURRAY : Walt told me ths t. 

H.M. JR: I saw him through. The last thing, whether 
it is a clerk or a man important in the business world 
who helps me, I never let him down publicly. I never 
have; I never wi ll; I don't want to let you down publicly. 
There is no reason to. You can't help it if you are 
producing the kind of show which you cleared with these 
people and they never told me. If I had known about it, 
I never would have O.K. 'd the budget. I never would have 
O.K. ' d that kind of show. I don't like the C1NI thing 
in the middle of it. It distracts you. You don't have 
to par bribe money to the an to get on the show by havi.ng 
that thing about the oil in the middle . I don't think 
the public wants to be scolded any more. I don ' t think 
they want to be lectured any more. I told you that when 
I saw you a month ago. Do you remember? I accept your 
proposition - three weeks and then--

JIR. lt!URRAY : Thank you, air. 

H.Y. JR: Just what I did for Disney - I don't want 
to hurt you, certainly after what you went through. I 
don't want to hurt aeybodf else. .Ul I ask in return is, 
please make it a little more higb-brow. 
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lo!R . J.IURRAY: ill right. 

H.M. JR : Please don't give me any more mouth organs. 

MR. MURRAY: I--

H.M.JR: The t hing between those two comedians at 
the end - did you like what those two men did, that song 
they sang? I mean, here you brought these two outstanding 
comedians together, I take i t, for the first ti~e i n the 
seven years, and the skit they did - I am sure you weren' t 
proud of it. 

lo!R. lltJRRAY: '!here was only one comedian. That was 
Jack Benny and his company. 

H.M. JR: No, Jack Benny and the other man. 

MR. MURRAY : They were all part of Jack Benny' s 
regular company. 

H.M.JR: No , the other man--

MR. GAMBLE : The song you are thinking of was on 
the other show, "Command Performance." 

MR. WURRAY: That is, any two vaudevillians get 
together for a benefit--

H .~.JR: It was on this one . 

lo!R . GAMBLE: No, "Command Performance." You have that 
last bad number that Benny and Allen did contused with this. 

H.W.JR: Weren't they on this program? 

lo!R . GAllBLE: No, that was the Christmas Eve show. 

H.M. JR : Weren't they? You would know. 

lo!R. lltJRRAY: No, I just asked Jack to come in and 
give me a spot on this. He not only wrote it and rehearsed 
it, but he brought his whole compan.r i n • 

• 
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H.M. JR: I am not going to listen t o it. I did 
it two weeks, and it spoiled~ eveni ng. It ruined 
Peter ' s supper that night, and Mrs . Korgenthau had to 
listen to me stomping around all evening. There was 
only one time when Peter fel t worse, and that was when 
he tried t o list en to the unvei l i ng oftlUs statue at 
the Grand Central. (Laughter) 

MR . MURRAY: Long before thia thing came alon~ -
this hour ' s show came along - increasinf difficult1es 
had ar isen with OW!. I t waa the more d fficult in getting 
time, because, after all , ~VI gets the t ime . But beyond 
that a demand to see our scripta and a demand that these 
scripts be kept within the OWl directives on the war 
effort. We have today, so far as this operation is 
concerned, the closest l i aison with OW!. Everything is 
sweetness and l ight. Th1s is the first show ever to 
go on the air t hat has managed to i nvolve more than one 
Government agency and keeF them all happy. Captain 
Vander of the Ar~ is del1ghted. He was particul arly 
delighted wi t h last week' s snow, because that could all 
be sent overseas. 

H.M. JR : Now, one other t hing - you say you are 
going to be crucified. When we abut off the show for three 
weeks, see that I don't become the butt of the publicity. 

WR. UURRAY: I never give stor ies to the newspapers. 

H.M. JR: But you say--

NR, ~Y: Three weeks after- -

H.M. JR: And the variety show, and all the rest of 
it -you know what I am talking about. I am goi~g t? 
play fair with you; and you see that when the thmg 1s 
written up th.at I don't become the butt of the thing. 

MR. .IIURRAY: What I want to do, frankly, is , some 
t ime in the course of the next three weeks I want to 
sit down wi t h Mr. Odegard and Kr. Callahan and prepare a 
good publicity release which will cover the matter 
thorougl:lly. 
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H.K. JR: The sooner the better , because then if it 
is three weeks - I am going to have to stop now. 

-
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R!POR'l' TO HENRI MOR(!&NIHAU, JR. 

PRELIMINARY• 

On the 1nv1tat.ion of Mr. Howard Diets I eeoooted membership 

on the coo.ittee sat up to organi ze ~oe original •Treasury 

Rour• starting July lat, 19<11. I p<~rforll8d this work through­

out the first thirteen weeks. I resitned when the ahow wae 

110ve<l to the Blue Network because I fowld the col:lllittee•s 

op<~rstions cwabersou and devoid or l h011111anahip . v '!be 
.,/ 

Hooper r eports which ore appended herewith tell their own 

story, 

October , 1941 4 .4 

November, 1941 6.Z 

oecsllber, 19<11 7.1 

Lowest or all fUll !!!!!!!: .!J!2!!. 
• 

In NoTe.ber I went to Waahin(ton - tor the tirat t1De - a t 

Ill'· Kubn• a and Mr. Callahan•• joint invitation. I dlseusse<l 

t he ques t ion of ~ returning to the co8mittee . I outlined in 

the conversation and later ccnfirl!led my conditions in o latter 

to Mr. Kuhn. Because of the shortness of u .. the •Treasury 

Hour• •• to re•i n on the air, •• dropped all necotiations. 

25 
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TREASII~ STAR l'ARADE: 

Someti,.. in !"ebruary, Mr . Callahan proposed n series of t hese 

transcriptions to be paid tor by Treae ~tl")' nnd rolensod to all 

atntions . I assembled an or ganization, put 1 t to work under 

olooe SUMoillaree, and with telegraphic aasuranee from Jlr. KUhn 

that except f or ... tters of policy t he operat ion would be loft 

' entirely in lit:/ bands . 

Tbe success of the effort needs no repitition at t his time . 

There is, however, one point I must insist upon: I, and none 

other, oontrollod t he prepara t ion a nd performance of scripts, 

ar~ged for the appearances or all stars, and carried out 

all instructions of policy a s givon to •• first by Mr . Kuhn 

and later by ltr. Clc!ogard . 

• Regraded Unclassified



27 

O'!JH1R SllOWS1 

or special occe.e1one ...,..-...-. .. Special s hows f 
""' to do - the twc-h on networks were given 

our bond s how on t h 
the "llou n At II e Blue lletwork and 

ar Week• shcnr on CBS a.on 

specials were entirely B the::>. '!bese 
put tocet h•r b)' ..., 

of ... coast office t and wit.'> the helo 
, no without consi deM.ble .. 

'!tie ateft was " personal told what to do and h expense. 
ar ow to do it ll 

rangecents were mnd ; 
8 

network 
e without dieturbi 

steff wi t h detai l ng t he production 
• which oan well b e arduous . 

A.t.-, vw. ~ --·~ • P.wl ~ ...... ~ sl..n.r­

""' ~ F~ - J.-.,. :. ""':1 ~ "lt ..:-_ 
'~ "',....,...... ~·~ ~ '\-"""" 

\A.A. ............ \ ~"~wt\- · ,_ .... ~.1--' ~ 
r '-"'n VJ"'.. w-.o. ~ -'c.c:. ~ - ""i1wvJr ~-

eM- h~ \ 0 'rto.AJ-O~~ ......... " ~ ............. 
w-o.ci.A. ~ ~ WI ~c.t 1L..J 
~ ~-wvvt- ,.~ ~,... ~~;::t:;::) -- ~ 
~ ~ ~0"<' ... "'\ ~.;. ~ 
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Late in October, Mr . Collihan suegeoted to me the possibility 

of doing an hour show on network. rn Washington we eersod 

on all preliminar ies, inoludins budget. 

'lbo next atop was getting tho tiM through the Office of 

war Info....,t1on . In a eeetinc with Office of Wer Inforaat1on 

Mabers Mr. (>lleban asked me to present to thea an outline 

of the show we planned to do and to do110nstrato to the Office 

War Intorma tion how tnis show llliiht be ~~~ade to contribute to 

the entire war effort. 

We proposed a proerom t hat in our opinion was designed to 

further the sale of bonds on the following sound principles 

or radio presentation: 

(1) . Wide •Ustene,....pl?"al", based upon t.>,e use 

entortatn..nt. 

(2) . Tie-in between the people hero and their loved 

ones abroad in the armed forces . 

(S) . Use of auch motorial AI the ar~ authorities 

conaidored .w-e-tiro .,.torial for ro-broadceat 

oversees. Tho &~ definitely dietinguisned 

between Eter ial which can be aent onraeu end 

that *ich cannot. 
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The idea of the show •Over Rare• wae worked out months ago 

by C~orge Faulkner and woe about to be purchased by Gamel 

Cigarettes when a (!uietus waa put upon the whole idea by 

the ~oTernment•s taking OYer all short-wave facilities, 

thereby llllking illpossible a rabro.doaet overseas under 

cOliiiOrcis.l sponsorehip. 

So11etille ago , Treasury ps considering seriousl y the re­

broadcest of t he A~'• •co~d Performance• progr&~~a. 

However, t his f ell t hr ough and we thou&ht so hi~;hly of t he 

idea th~ t ~ felt it expedi ent to put the idee in r everse -­

t hat io , t o broadcast fir s t .to t he peopl e at home and t hen 

overseas to t heir boys , t hereby building a l iaison between 

•OYer Here• and •Over "n>ere• wi t h a rell'lltant cnoti tude 

of listeners and their resultant f&1 t~.fulnesa to the pro!:r811• 

Certainl)', result s haYO Justified our faith. A 'foo;>er repor t 

on t he eecood ehow wae 4.7J on t he fourth show 6.5 --a re­

-.rkable record in Tiew ot the original t illle of S:ro-9:1!0 and 

outetanding for a~ government ehow. Tbe bi g •Army• show on 

the Red Network has only 2.5, whiob should convey some idea 

ot the •over Hera• ehow'• potent ialities. 

I grant tbere 1a nothin& hi &hbrow about "OYer Here•, but in 

these de:ts a specially , •over Hare• poaHeoee the enta~t 

.. 
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values bot h the armed forcee end tho people back home want. 

Tho t is ff1Y honest opinion and I will back ffiY repute tion 

&a the most successful producer of COII!!Mtrcial shows that t.., 

it will sell bonds as it will sell any other product: 1• 
first, by reachinll an enol'!OOIIs audience to whoa bond IIOSS!Igos 

can be delivered; second by pres enting on over-~tll picture 

both hero and ovorseso of what C""' on in America ' s enter-

tainment and in our news connective, Office of War Information 

commercial-s, and Vandercook •e ne"a spot an over8ll !licture 

for the boys of what tho people book homo a re doine ond think­

ing , and third, by eivinc your nalosmon of bonds -- 370, 000 

ot tho rank and file -- o show t hey wi ll list en to, enjoy, 

and be stimulated to act ion t hereby. 

In other words, t he ahow baa wide and fnorsble reee;>tion by 

tho great mjority and therororo tho solo o" bonds can be 

illploliiOntod and s tii'!UlAted. !'Urthor, it is the kind of show 

everyone I talked to in Kansas City uked for . 
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TREASURY DEPARTMENT 

INTEit OFFICII: COMMUN ICATION 

OAT& 

TO Secretary Morgent hau December 00, 1942. ( 

'"o" Ferdinand Kuhn, Jr . 

Fred i llen did not appear on that radio program 
with Jack Benny laet Saturday. I heard the last 
twenty minutes of the program to make quite sure . 
Benny did a Cinderella skit in which he called himself 
"Cinderallen• . Maybe that ' s how you got the idea that 
Benny and illen appeared together. 

• . . 
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RMJr: 

George 
Haas : 

I!MJr: 

H: 

HMJr: 

H: 

KMJr: 

H: 

Rl!Jr: 

H: 

HMJr: 

K: 

HHJr: 

H: 

HMJr: 

H: 

HK.1r: 

B: 

George? 

Yea, Mr. Secretary. 

Deca~ber }0, 1942 
12: OIJ p .ID. 

That pert ot your ~randu~ that you eent me 
over tbe week-end ~bleb aa l d that the pr1oe 
ot toed in thi s country waa going up and the 
price ot tood i n England we e going down? 

Yea, sir. 

I ' d l ike to extract that - extract l t, and 
send i t wltb a l etter which you ca n dictate 
t or me t o the Vioe Preaident and t o Ys. Acheaon 

Yea. 

•.•• and to Mr. Knollenberg, who i e Senior 
Deputy of Lend-Leaae. You ca n ge t his title 
troro Lend-Lease. 

JCnollenberg. 

Yeah, you know, he uaed t o • ••• 

He used t o be here, eh? 

llhat? 

He used t o be over here. 

That ' a right. Tboee three and you might send 
alao one t o Harry White. 

Ok.ay. 

Now in d1ecua81ng th1t with the Vice President, 
he sugges ted that you get 1n touch with Tolley. 

tolley? 

Ot the Agricultural ~apartment •••• 

Yeah, B. R. Tolley, I know h1m. 

• 
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IIMJr: 

H: 

HMJr: 

R: 

RMJr: 

H: 

HMJr: 

H: 

HMJr: 

H: 

HI!Jr: 

H: 

RMJr: 

H: 

HMJr: 

H: 
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• ••• who 's now loan~~ to State Department· to 
do th1s very thing. 

Oh, he 1e? I ee•. 

Yeah. 

Uh huh. 

Th1e sort or thing. 

All right. Shall I send him a oopy toot 

No. 

Well .. .. 

You can tell him about i t. 

Tell hi m about 1t. 

But just the part where you say rood's going up 
1n this oountry and down in England. 

Fine. And I' l l- I'll • ••. 

I want •••• 

••• • have t~ose 1n thie afternoon. 

••. • aooompanying letter• thia afternoon. 

Yes , tine. 

I thank you. 

You 1 re welcome. 

.. 
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TREASURY DEPARTMENT 

INTIE" OFFICE COiolloiUNICATION 

OATil DEC 301942 
To Secretary~orgenthau 

,Ao" Hr. l'.ae,s~ 
SubJe~~-Poesi~~· of using Government sur plus foods 

halting the ri se in food priceo . 
tor 

Thi s memorandum 1s in response to your request of 
December 21J. as to ( l) whnt might be done to hold do>m the 
J•ice in food prices by releasing surplus Government stocks , 
r nd ( 2) what >rould be the effect of removin(l the tax on 
oleomnrt;nr i ne. Certn1n suggestions made by !Use Elliott 
r re i ncorpor ated in t hi s report . 

Summary 

1 . There are no renl suroluees or foodstuffs i n this 
countr y . inule the Government . is buying hut;e qunntities of 
!"oodn , practical ly nl l N"e enrmsr!ted for lcnd-lense , the 
r rmed forces , and ot her specific uses. Tho only important 
our nlus quantitie s of food or feed in t he hnnds of the Govern­
llPnt t>ra the 309 million bushel s of >"hent a nd certain ounnt1 ties 
of corn ' barley ' and rye 01'11\Cd by t he ceo. By next yef>.r' these 
c re likely to be needed for export, for doMe otic food e nd ford, 
1M os nro tection at;ni net a possible short crop . 

2 . ':'be release of wheat t o mi llers from CCC stoccts (or 
!rom 263 oi lli on bushels o~ned by fP~Pra but hel d by the CCC 
rr lo~n collateral) appears necessary if on increcee in the 
ceil1nr; price on flour i s to be avoi ded. The use or subsid1eo 
to effectuate such release, however, is otronr·ly opposed by 
Conc..Tees . 

3. Similar political difficulties hinder the use of sur­
nlus e;r aine ne lives tock feed , >:hich in o.ny event ~:ould not 
hc.ve a l ar ge effect in controlling food oooto , since the oro~uo­
tlon of livestock and livestock products i s 11mi ted by other 
im >ortant factors . Further more, f~ers have not t ak•n full 
l'c\vnnt:..ge of nn exi sti ng pr ovision allol·in'" 125 n1llion bushels 
of 11heet to be sol d tor fe ed at S5 percent of the parity price 
for corn . 

• . . 

4. The removal of t he Federal t ax on oleomargari ne (i cent 
a oound on uncolored and 10 cents on colored) would have relotively 
little influence on prioeo or oroduction, since st ate t axes in 
22 s t ates r anging up to 15 cents s pound ore a more important 
l'eotrictive f actor. 
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Government stocks of food products 

Actually t here are no real surpluses of foods in this 
country. The Government is buying huge quantities of food­
otuf!e , but pr actical ly ell of t heoe are ear marked for 
soecific purposes , such as for lend-lease, for the ar med 
torcee , etc . Cert ain products hove been bought from time 
t o t i me a t price- support levele as part of the progr am for 
stimulating the production of foodstuffs, but t hese l1lte>:ise 
r.nve usually been worked off through lend-lease and ot her 
channels. The distribution of surplue foods through the 
r ood st amp pl a n has been l a r gely abandoned throu~t l ack of 
surpluses. 

The only stocks of surplue food or reed products o~~ed 
by t he Government (or held as colla teral for lonna) in any 
imQOrtant volume (excluding those bought for t he arced f orces , 
f or lend- l ease, etc . ) are uhent, corn, bnrley , and rye. The 
ln~t qurrterly report of the Oomood1ty Credit Corpora tion, as 
or September 30 , shows the followi ng nmounts of each of t heoe 
t:;rl'ins : 

•.ntent 
Corn 
Bnrley 
l\ye 

O•med by COO 
(buehele) 

309 ,220 , 223 
45 ,165 ,474 

1n9 ,69S 
278 ,792 

Held as colla t eral 
for loans (bushel s ) 

(The next quarterly report, expect ed oround the aiddle 
or J anuary, may show lower figures f or barley and rye . ) 

lihee.t suooly may be needed next year 

Although wheat appeare as a surplus crop, the stocke 
now on hand may be needed next year for export to European 
countriee , for domest i c rood and feed , and as a reserve 
ngnins t a possi ble short crop following t wo eood crop ye~s. 
The supply of •tree• wheat, out side t he COO and loan stocks, 
is not quite eufficient !or domestic requirement& during the 
reet or the current season. The whea t in lonn s tocks >1111 
not bo releaeed by farmer e until prices ri se somewhat above 
the lorut level plus carrying ohnrgee . 1'/hilc this provides e. 
supply from which mil le may draw later i n the season, it ce.n 
be made ava i labl e onl y by a f urther rise i n uheat prices or 
through subaidiee . 

!/ The Government bas not acquired title to this grain . 

• 
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Present legislation requires that the wheat held by 
the CommoditY Credit Corporation may not be eold a t less 
than the parity price unless it has substantially deteri­
orated in quality, ie ueed for feeding (with a l i mitation 
of 125, 000, 000 bushels) or i s used f or specified i ndustrial 
purposes . Farm pri ces of wheat on November 15 were only 
76 percent of parity. 

The r elease of wheat from Government s t ocks for direct 
food usee , assuming thi s were politically feasible , would 
probably have little i mmediate influence on t he cost of 
living, s i nce increased prices of bread and flour have not 
contri buted much to higher food coste durinc the past year. 
Retail bread pr ices, having the r elatively hi gh weight or 
6 . 5 percent i n the BLS i ndex of retail food prices, have 
advanced only 1 . 2 percent between November 19~1 and November 
19~2 . The retail price of wheat fl our has had a larger 
increase i n that period--1~. 2 percent-- but this item has a 
weight of only 1 . 7 percent in the BLS food i ndex. 

~eat release needed t o avoid further rise in flour nricee 

The release of wheat to millers at r elatively low prices, 
neverthel ess , has an important place in the oamoaign to hold 
down living costs. The OPA announced yes t erday a 10 percent 
inoreaee in flour pri oea , s ince millers were being squeezed 
between ceiling prices on flour and uncontrolled prices on 
wheat, which threatened to curtail the production of •meat f lour. 
Wheat bei ng our moat abundant food commodity, any restriction 
on the output of flour would be unfortunate in that it would 
diver t demand to lees abundant food i t ems. 

The original plan of the Department of Agriculture to 
mee t this situation by maki ng wheat available to millers 
(through use of subsi dies) a t less than the parity price, 
following a directive of t he Pres i dent to the OPA on October 2 
to f ix ceiling prioee on flour, met a s t orm ot protest from 
Congr ess. Even thou~h wheat growers would have been tull y 
r e imbursed under the subsidy plan, the farm bloo obJects to 
s ubsidies because a subsidy program implies a stabilization 
of farm prices , to Wbioh it is opposed. 

Nevertheless, a further rise in fl our pri ce ceilings 
seems likely unless wheat prices are stabili~ed or wheat is 
made available to millers under a subsidy progr am. A state­
ment submitted by the secretary of Agriculture and the Price 
Administrator in a Joint letter to Director Byrnes on October 12 
ment i oned the prospect or a shortage of •tree• wheat available 
to millers, and said t hat •the amount of the eventual increase 
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uhioh may be required in ceiling prices on flour, or the 
amount ot t he oubsi dy wh1oh may eventually be required on 
flour or wheat sales (dependi ng upon which al terna tive i s 
tollowed) , probably will reach 14 to l S oente per bushel 
of wheat before t he end or t he season. • 

Use or suroluees for feed 

A oeoond possibility lies in the use of Government wheat 
and othe1• gr ains as feed gr ains , to help keep do>m prices of 
ment a r nd dairy a nd poultry products . The Agricultura l Auoro­
pr i a t ion bill approved by Connreen l ast &Wllller, after extended 
1\nd bitter controversy on this point, perlllitted t he Co!Dlllodity 
Credit Corpor a t i on t o ~<e available 125 ,000 ,000 bushels or 
~vernoent-o1med wheat tor teed , with t he pr ovision t hat no 
Gove1•nnent erain could be sold t or t eed at leas t han S5 percen t 
or t he pnr1ty pri ce of corn . Durine; t he tour-month period 
t hr ough October 31, however, a total of only 35 ,100,000 bushels 
or 1•hea t Pnd 21,788 , 000 bushels of corn 11ere sol d by t he 
Co~~odity Credit Corpora tion for teed purpooea under t his 
'Oro~rom , although they >~ere availnbl e nt t he m1n1mwn or.rmitted 
nr ioee. 

Hh1l e the re l ease of Gove1•nment-o11ned grr in >~ould un­
doubtedly hnve nn ef f ect in inoreaR1ne produc t ion n nd otnb111~-
1ne; prioos of mente e.nd of dniry nnd poultry products , depend!~ 
unon the ~.mount released , the co at of f eed is but one of the 
raotors limiting t he present production of tho se products. A 
ahortnge ot manpo><er on t arns is c.n 1mportnnt ll.mitinr; factor, 
nnrticularly for dnl.ry products . I t i s signl.fl.cant that t he 
l.ncrease in butter orices contributed mo1•e t hnn any other e1nr:l e 
1 tern to the r i ee between November 191>1 nnd lloveaber 1942 1n the 
BLS index or retail rood prices, accounting for S. 3 percent of 
t he rlae. 

Relative 1moortance of roods in food ur1ce rise 

• . . 

As a basi s tor attacking t he ri~e in food prices, it is 
ot interest to know wh1ch f oods have accounted for cost or t he 
ri se ln food coat s during t he past yenr . A list of the bas i c 
f ood products having individual weights in the BLS r ood price 
i ndex of 2 . 0 percent or more is shown in the a ttached t obl e , 
together 1'11 t h ( 1 ) the i ncrease in pr ice tor each item from 
Nove1nber 191+1 t o November 1942 , ( 2) the weight in the BLB index , 
and ( 3) the percentage contribution ot eaoh i tem to t he 15 .9 'Q er­
cent rise in the index during t hat per i od . 
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It >rill be noted tha t the rl ee hne been ,. r enere.l one 
>~lth ouoh diverse items as bu t tet· , not ntoes , er;gs and orani;es 
hi~h on the list of percentage i ncreases . It is significant, 
nlno , thnt these major i tems , oomprieins 62 . 5 nercent of t he 
total weight in t he index, account for only 53~3 percent of 
t he rise. Thie i s probably because prices of moot of these 
bo sio i temo are subject t o control. Hi nor items , such as 
cr.nned Lroods , fresh fruits and veuetableo, eto ., many of 
>thioh are uncontrolled, have accounted for a rel t>.tively lnr ger 
oro~rtion of the rise. 

Coneiderlnr; the diverse nnture of the increase i n food 
, rices, and the t act that liveetoclt feed costs are only one 
or n number of important contributing f actors, it >rould seeo 
t hnt little can be done to control the price t•iee by releasi ng 
Govet•noent stocks . 

Removal of the tax on oleomargari ne 

The Federal Governmen t levies n tax or ~ cent a pound 
on uncolored oleomargarine (the prinoipnl form i n >~hi ch it ie 
marketed) end a tax of 10 cent o n pound on the colored product, 
in nddi tion to certai n occunntional tax eo on retnilers , .:hol e­
Balers , l'nd manufacturer a , i•nn~inc; from ~6 n year on retailers 
of uncolored oleomorgnr lne t o 11600 11 yet\1' on manuf acturers . 
Collections from the combi ned t axes in the f i sca l year 191~2 
totnlled ,;2 , 21fl!- ,ooo, of >rhloh J 976 ,000 line from the t ax on 
oleomnrgarine . In t he first 5 months of the cu1•rent f i scal 
year we have collected ~1, 3~S , OOO from the combined t axes , or 
uhioh .-11Jf3 , 000 was col lected from the tax on ol eomnrcra rine . 

In addition to the Federal tcxes, 22 sta tes (as of 
J~nuary 1 , 191!-2) levl ed taxes on the product, with 16 stntes 
requiring license fees of vnrious klndn . In lS states the tax 
on uncolored oleomargarine i s 10 cent~ a pound or hl~her , the 
oaximum bei n;; 15 cents 1n Wisconsin , 1/nahi n&t on , end :lebraska. 
In 10 of t hese eta tes , however, where the obJect of t he t ax is 
pr i ncipally t o di scourage the use of i mported fats and oils , 
exempti ons are suff iciently liberal as to make mnnufactllrers 
largely exempt from the tax, nt l eaot for sale out si de t he more 
ri6idly restricted sections . 

Repeal of the t cent Federal tax ~tould apparently have 
l ittle intluenoe on oleomargarine prices or production. Repeal 
of the var i ous s t at e taxes, if it oould be accomplished, loJOUld 
undoubtedly help t o dlvert demand away f rom butter, and t1ould 
t~nd t o stimulate t he product i on of oleomargarine. I n view of 
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the e;enera l shortage of fats and oils, however, an increased 
nroCiuct1on of such r Mt materials as cottonseed oil , peanut 
oil, and soybean oil >Iould be required for full effectiveness 
of such n move . 

Sutmestions for n1din5 lol'ler income (}roups 

The riee in food price s affect s most seriously t hose 
in t he lo1·1er income groupo , 1·1ho s pend o lnr ee proportion of 
their enrn1ncs tor food , and particulorly those in comm•tr.m eo 
or occupat i ons lthero incomes have not npprecinbly increased. 
ilU o Elliot t ou~e;eote tha t much could be done through sub­
ol dies and other means to enable these families to ma1nta1n 
·~od nutritional st~dards despite hiGher food orices . 

Such aid oi~ht be c iven in the form of consumer sub­
si dies for school lunches , f actory lunches, special aid to 
mo thers and babies, and mil k subsi dies. The British plan of 
r enuirinG nation->tlde use of a s t nndard hi gh-extraction flour, 
ht~ving high nutritive value, might be adopted. Great Br1t1an 
hl\s been successful durin& the po.s t year in s t ab111z1ng prices 
of etople foods through use of subsidies. Something could 
probably be nccompli shed throuch educational campaigns . To 
reduce the high coet of butter, an important fact or i n living 
coot s,ror exwnpl e, an educational oompai crn is needed to combat 
t he idea t hat ol eomargarine l l\oks the nutrit i ve qualities of 
butter . 

.• • 
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Retail price increases for selected tood i tems , 
and t heir respective contributions to the 15. 9 percent 

increase in the BLS index of retail rood prices 
November 1941 to November 1942 ' 

: Increase 
: We i ght in BLS Contribution 

Food i tem : in price 
retail food to increase 

: nrf2~ ill~~, j,n nric~ i ndeo 
(Percent) Percent (Percent) 

Butter 26 .1 5.1 S.3 
Chickens, roasting 34. 7 ) . 2 l·o 
Potatoes 32. 0 ) . 2 .4 
Eggs l J . S 5. 9 ~.1 
Pork chops 19 .4 ) .7 · 5 
0rAn6eB 17 .~ ~ · 7 4.1 
;ub roast 11. .s 3·~ 
Round steak 1). 2 4.1 3· 
Sugar 12. 5 4.1 ) . 2 

l'lhole 20. 3 2. 2 2.S Ham , 
t.:llk, t'resh, delivered 2.4 11 . 5 2.0 

12. 2. 0 1.6 Veal cutlet 
Cctree 5.6 2. 5 . 9 
Bread, v1hi t e 1.2 ....h5 ~ 

Total 62 . 5 53 .3 

Source: Based on retail price dilta ot Bureau of Labor statistics. 
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TREASURY DEPARTMENT 

I NTER OFFICE COMMUNICATION 

o"n December 30, 1942 

10 

PftOM 

SubJect : Incr se in flour prices. 

This 1s in r esponse to your reoues t of t his morning for 
en expl ons tlon of how t he squeeze between wheat and flour 
orloea ul gh t have been solved without an increase ln t he cell­
inC ~rices on flour. 

3aoky,round : The OPA, on Decegber 29, raised ceiling 
pr1cea o~lour 40 to 75 cents a barrel, or 10 percent above 
t ecoor ary cei lings established on Oc tober g oursusnt to a 
dlr~celve from t he Pres i dent. The move was desi gned t o r e­
lieve a squeeze between ~~eat and flour orlces without re­
cour se t o subs i dies, foll owing severe op?osition in Congr ess 
to n p1•ev1ously-announced subsi dy 'Olan approved by Direc t or 
Byrnes , the OPA, and t he Depart ment o f Agriculture . 

The inten tion 1s to maintain retr.il bread prices, denpit e 
the increased price of flour, t hrough savings in manufacture, 
Tlncl<ne;lnt; , nnd distribution expenses under e prog ram to be 
announced by the Department ot Agriculture. A rise of 1 cent 
n pound in the price of bread i s normally associat ed ~~tb an 
increase ot 40 to 60 cents a bushel 1n wheat prices. 

Wheat ~rices, however, remain uncontrolled, and they 
rose 1 to l t cents yesterday on rumors tha t t he flour cell­
i n(; vou.ld be raised . If t his trend continues , another squee ze 
oetveen wheat and flour prices v111 develop. 

Possible solutions: An increase 1n flour prices could 
have been avoided only by reducing the coat ot wheat to mill ers, 
since Department of Agriculture s t udi es show no opoortunity ror 
absorbing 1norea.sed wheat prices by reducing mill margine · 

Three possibilities exist for reducing wheat prices, i t 
sta tu tory restrictions and nolit1oal onooslti on could be rs­
rdoved : ( 1 ) r elease of wheat owned by the Com1•od1 ty Cred1 t 
Co1•noration; ( 2 ) release ot termer-owned wheat held as collat­
eral tor Government loans; and (3) i mpo r tation of wheat trom 
Canada. 

• . -
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(1 ) The simplest possi bili t y would be for the Commodity 
Cr edit Corooration to sel l whea t to millers at prices in 
line with ceiling prices on flour. As or September 30, 
tne ante of the last quarterly CCC report, the Corporati on 
o1mod 309 m1lllon bushels of wheat. Th1a wheat cMnot be 
rpleased , howev.-r, because or a statutory provi si on ~lhich 

prevents the corporation from selling whea t for milling at 
less than the parity price. The farm prioe or wheat on 
Novecber 15 was 7b percent or parity, or 32. o cents a 
ouenel below the pari t y l evel . 

(2) The release or loan wheat otters the most orectical 
o~,ortunity under p resent statutor y r estrictions tor caking 
wheat available to millers at l ower prices, and this was tne 
~len origi na l ly decided upon in the program announced on 
October 23 by the OPA and t he Department or Agriculture. 
Thi s plan was not put into operation and was later abandoned 
because or Congressional opposition. 

The d1rt1cul ty to be overcome 1s that farmers will not 
r elease t heir loan wheat until prices rise hi gh enough above 
the l oan value to cover accrued carryi ng charges and allow 
some a~dltlonal profit. Under the original plan , the situa­
tion would have been met by a subsidy, whereby farmers woul d 
oe paid approximately 6 cents a bushel tor redeeming their 
wheat and placing it on the market, and carrying charges 
would be waived. Congress strongly opnosed the use of sub­
si d1sa tor stabilizing prices or rarm products, and the 
al t erna tive or raising ceiling prices on flour was finallY 
adop ted. 

(J ) The i~portat1on or milli ng wheat !rom canada is 
subJec t to an import quota or 795, 000 bushels, proclaimed 
by the President under Section 22 ot the Agricultural Ad­
Jus tment Aot or 1933, amended and r e-enacted, and to an 
i mport duty or 42 cents a bushel. No further i mportation 
or milling wheat 1s permitted in thi s quota year, whloh ends 
~!ay 28, 1943, s i nce the quote was nlled by early July 1942. 
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H!~Jr : 

OperPtor: 

!!I·.Jr: 

Cordell 
Hull: 

!lY.Jr: 

H: 

HJ.IJ r: 

H: 

H~\Jr: 

H: 

Hl·!Jr: 

H: 

I!)!Jr: 

H: 

HMJr: 

K: 

HMJr: 

H: 

HV.Jr: 

O~cember 30, 1942 
):112 ;> .m. 

Hello. 

SecretRr y Hull i s oomlng on. 

All right. 

Hello. 

Cordell? 

Yes, sir. 

We miseed , , u th is mor ning. 
up there. 

Oh, i t was? 

I t was ~event~ 

And I brought a oint o f bourbon al~n£ t or you. 

My goodness, I' d h•ve be~n th•re waiti ng for 
you 1f I 1 d h(l ve kM~·n tho t. ( Laughe) 

So it wes ni ce and o ' mfortsble an~ I hed this 
oint of good l i ouor. 

·.~el l , su-:>po ~ e you junt hold on to it. 

(Laughs ) All r i gb t . 

Yeah. 

Now the reason I ' m calling r ou i s this - I 
had a tele~hone call an~ then ~ ! oll?w-up 
letter fr j m Hftnry Stimeon . • .• 

Yeah. 

•.•• in wh1ch he eaya, •I'm enclosing herewith 
a pa raohraae of an extract from a cable !rom 
i:l.eenhower. 11 

Yeah. 

48 

And he said, • I hope - e.e I t old you th18 
morning over the tel ephone, I hope your 1nter-
7ention -1tb the Bri tilh can afford us some 
relief i n this mat ter t or 1t1 a very eobarr aseing 
as you can see. • 
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H: 

Hl!.Jr: 

H: 

HMJr· : 

H: 

HMJr: 

II : 

Hl~Jr: 

H: 

HMJr: 

H: 

HMJr: 

!!: 

!W.Jr: 

H: 

!IMJr: 

H: 

HMJr: 

H: 

- 2 -

7d&t 1 s on the ••.. 

Hadllgascr.r. 

Oh, yes , about the difference in the ••.. 

In the rate. 

Rate, yeah. 

N?w I thought lf it was a£r~eable •.•. 

And then they comnla1n grievously ab?ut the 
l ocal sl tua t1on. · 

That's rlgh t . 

Yeah. 

Now ,..ould you like me to eort or handle that • .•• 

Yes , go righ t to 1 t, nnd I 111 eend my fellows 
over there anytime you "ant t o . 

All right . Well, now I thought I' d have a 
l i t tle meeting t omorrow about two- thirty. 

Al l right, you- you ..•• 

And Fels has already been l n on lt >1th Bell .. .. 

Y~Ah • 

•••. and Generel Carter baa been ln on ~t. 

Yeah. 

Woul6 1t be all right to have Acheson come so 
that .•.• 

Yes, yes. 

And - or anybody else that you want , but if 
those • . •• 

Well, sometimes I aend fellows less agreeable 
Just to keep - k~~o or der here at home, you 
kno..., 

49 

.• 
~ 

( 

Regraded Unclassified



!U!Jr : 

H: 

HHJ r : 

H: 

i!MJr: 

H: 

!lMJ r: 

!1 : 

i!MJr: 

H: 

HMJr: 

H: 

HY.Jr: 

H: 

H>.Jr: 

H: 

HMJr: 

H: 

HMJr: 

(Leughs) I see. 

Yeah. 

- 3 -

Well , 1t 1ll be for •.•. 

I 1 ~ re ther have them c·ter ther e than over here 
t or P" ;'; ~ ! the tlm~. 

(Laughs) ~elll I ca n take thee part of the 
time. (Laug.'ls 

Yea. 

I CIOn I T; tRke th~m all or the tlme. 

Well , you might wan t t~ kee~ them if I s end them 
over too much. 

No , I don 1 t ~hink eo . All right. 

Ye8h. 

And then there ' F !I little- there 'll 1Je a little 
meeting "n that lit t,;o- thirty . 

Yea. 'tJell, thank you .... 

And you ' d like me to - to eort ~ ! - t~1e 1a 
straight !ore1gn exchange rate. 

Yeah, all right. 

I - I'm going t o be tough with the Er1t1ah on 
this, because I t~ll you what I think t~ey 're 
doing, Cordell ..• • 

Yeah . 

. .•• I think they ' r e looking towards the post­
war when they're going to have Fomethlng l lke 
a $3 pound, the w.,y they • .•. 

Yes , I •.•. 

•••• they ... : 
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!1: 

HMJr: 

H: 

l!l!Jr: 

H: 

!iY.Jr: 

H: 

!iHJr: 

H: 

I!JoiJr: 

H: 

Hl!Jr: 

- 4 -

•.•. think e?me nf them are getting the i dea 
that -- of course , this i s n rlvate -- some or 
them a re getting the i dea already that we 
are not golng t ·.> be back.ed up poll tioally on 
these for eign matters, you know. 

You remember in ' )Z- ' )) they- that crowd that 
went over there t o the London Economic , they 
hsd us all ready for 8 ~) pound, you know? 

Yes , yea. 

And I wouldn't hold them up- beyond the~ to 
try t o do it again. 

oel l , they ' d do that or worse if you glve them 
r. chance . 

So ••.. 

Yes. 

••• • I - I 'm- I' m golne: to ~e kin6 of t ough h'ith 
- wi th Phillips. 

All right. Go to it. 

Thank you. 

Yeah. 

Thank you. 
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TREASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 

December 30, 1942 

l'EJ.:ORAi<DUll. TO 1'HE SE.CRJ::TARY : 

Surplementing my memorandum on December 29, 

which shows various tonnages on hsnd at New York City 

r.aitine vessels - these tonnases heve been on hand since 

the following dates :-

Used Clothing 408 Tons December 10 

Cotton Piece r.oods 1'710 Tons December 10 

Refined Sugar 3071 Tons November 27 

Raw Sugar 245 Tons November 27 

Powdered '.ihole r ilk 8 Tonll December 27 

!.'etches 310 Tons Decem'tcr 22 

Copper Sulphate 675 Tons Jlovember 27 
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De...,.r ao. 11142. 

Dnr E4a 

lour latter of 0...-ber 22D4 baa 

'

h an • a ~t claal of plaaave, aJil 
appraoiato lt Yor,r ... h. 

AI 70v 0., lt baa boon - of 
the dnp .. t aatlafaotlou of 111r ••k 
bora to baYo bel,_. la tho oetablla)­
llllllt and tb opo ... uoa of tho Lond-Loaao 
aratoa. 1Je ba•o - • lone ft¥ alDoo 
tho ear11eat cla¥• of Lollll-Loan, 71t tho 
navlh, I tblnk, ban Jutltlo4 the 
Prealclont•a taltb ln 7ov and ln t he pro­
uaa. 

Wy boat wlahea to you tor tho New 
lear. 

lr. 1. i. Stottlal .. , Jr., 
LID4•Laue .-wat ... tloa, 
laahl~oa. D• C. 

FK:eg 
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J-11 •'cnno~" .,;. 

ACtiO · ····~··· 

LEND-LEASE ADMINISTRATION 

WASH I NGTON, O. C. 

December 22 , 19/.2 

Dcu..r Henry, 

I wish to e~ess t.o you r:cy 
dodp appreciation for the aplftndid 
C>lt)!AX"4t.,;.on th~ Let~-Le~;.ce Adminis­
tration has r eceived froll you and 
tile 18::lbers of your ctaff d\ll':n; the 
post. ;roar. 

The contributiQn tnQt you Md 
tho r.e,bers of your organJ.z~&tion hu.ve 
l!lllde to"&rd Lend- LeEoe affdrs ia vucy 
gt••at hnd no sr.>al.l part of tho credit 
for t '>e sat isfactory flo ... of eoodo t o 
tho United tietions &t this ti!.'e ia 
due to tho fine efforts of your DeJl<ll"t­
merit.. 

V.i th the Sea.SOJ\ 1 S eraetl~B 1 &nd 
with be~t 'lliohes, 

The Honorable 
Henry Uorgentbau, Jr. 
Socretar;· of ~~· Treasury 
Troc.aury Departcent 
Wnshinjton, D. c. 

... .. 
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. .... -
Deoeaber 30, 1942 

lly dear General Wuaball: 

Your letter of December 2Srd waa one of t he 
nioeat Chrlat11u pr e11nh that I reoehed, and I ca.nnot 
begin to tell you how deeply I appreciated it. 

I appreciated eapecially your generous worda 
about the Treaaurf ' a part in the war, but I wish the 
Arm:t could know bow directly ita own work in the field 
ia balping our t inanciDg operationa here at h~. 
For exaaple, I aa quite aure t hat the aucceaa of 
your African campaign had a grea t deal t o do with 
the public reaponae that brought ua aore than twel Ye 
billion dollar a of bor rowed funda ln thla aontb ot 
December . Our aucceaa would not h~Ye been poaaible 
without yours. 

W¥ own belle!, which I t hink you know by now, 
ia t~at we are all aoat fortunate to haTe you as the 
head ot our A~ in t hia greateat ot all wars . It la 
largely becauae you are in charge of the AMIIY t hat 
I look forward to 1943 wi t h auoh confidence. 

~ beat wiahea will al•t¥• be with you. 

General Gtorf' C. 
Chief ot Sta t , 
War Dtpert• at, 
~aahlacton, D. c. 
FK/cgk 

Sincerely youra , 

llaraball, 
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~ly dear C.eneral Marshall : 

Your letter of December 23rd was one of the nicest 

Christ mas present s that I received , tmd I cannot begin to 

tell you how rieeply I appreciated it. 

During the month of December, we will borrow 

l roo the public well over $12, 000, 000, 000 throup,h the Victory 

Fund Drive . I am quite sure that the s;reat success of 

your African campaign had a great neal to do with the public 

response to our request for funds . 

I beliP.ve that we are all most fortunate in havinr, 

you &s the hP.t<d of our Army in t.his p,r ftates t of all wars . 

J l ook forward to 1943 wi th confidence , du~ in a r.reat part 

to the fact that you are in charge of our Army. 

Wishing you continued success and the best of health, 

I renain 

Sincerely )lOurs , 

.. 

.• ., 
• 
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WA-SHIN GTON 

, / 
/'"' 

{ 

Doeoaber 2), 1942. 

Dear Mr. Secretary• 

Juet a DOte or Chrletaaa cr •eUngo and 
beat wi ahoa for the Hew Year wi th congrotulotlona 
on the outatendlng perro,..nco or t l.e Troaaury 
Departaent in 1942. Your work l e a very vi t a l 
part or Ollr war effort, and I apeak for the enUre 
Ar~ In thanking you tor your atrong aupport. 

aueeeaao• . 
Mq the Now Year brln1: yuu even gr••ter 

Fa ithfully yours, 

Honorable Henry ~rr.enthau, Jr., 

Soeretary or tho Treasury. 

• • .. 
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Dtar llarr lner : 

Your letter of Mew Tear greeting hae giYen 
ae a great deal of pleasure. I appreciate i t ell 
the aore because of t he i.- nae help which you 
and t he Federal ReaerYe Board haYe giYen •• lD 
connection wi th Treaaury finenoin& during tha paat 
year. 

The Victory Loan, in part icular , could hardly 
haYe achieYed its great auooeee without the assiatanca 
which you and t he Federal ReaerYe Board ~aYe ua. 
I !eel t ha t it waa a good example o! what real 
cooperation oan accompl iah, and I am Yery grateful 
to all o! 1ou. 

Wf beat wiahea t o you ! or the coming year. 

Sincerely, 

(lstull...,. 

Bon. Marri ner Ecolea, 
Cbalraan, Board o! GoYernora, 
Pederal ReaePYe Slate•, 
Waabington, D. C. 

FK/ogk 

• 

File 1n D1ery 
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BOARD OF GOVERNORS 

FEDERAL RESERVE SYSTEM 
W A 8"1H0lOH 

Dooombor 16 , 1~2. 

Doo.r Honry : 

Aa the yea r dra'f'l8 to a cloeo , 1 want to 
t ake the occoa1on to expr~as to you again ~ •p· 
pNiolatlon of your trlendship and tho opportunl t:y 
1 ha•o had to 'be associated with you. 

l!e.y you be gi von 1 n the now yoar hoal th 
e..nd atront,th . and the satisfaction that ccmea rro:t 
tho loyal and devoted service whleh you are prlvi­
lecod to r ende:r to the country in thoao t1mos . 

Honorable Henry !.!o rsenthau, lJr., 
Secretary or the Trusury, 
rraehinc,ton , D. c. 

•• • 

-. -
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Deo=ber 10, 1M2. 

Dear Wr. Skour .. a 

Your letter of crootiac baa gl'foa .. 
• grnt ud of plouuro, and I appnolato 
1 t ••1'1 - b. 

I approolato lt oapoolalq kMuH 
JOV ba•• ah.-u T ....... u to lie noh a ' "' 
trlollll of tho beuUPJ 1a t ho put f o&r, 
allll tMb a aowee ot ot~ to the ..., 
effort pDOrall.r. It bu ..U 11f wort 
bora Moler to k... that I oou.U oall ee 
7011 tor help at ill tboa, allli to a. 
that fOV bolp wou.U alWJI M oa-rr.u, 
t ad wllllDclJ gltwa. 

I bopo tb&t the 1*1 Year wlll bo 8004 
to fOil, and I bopol aline all, t hat lt 
wUl load to the l boratloa of fOUl' •tl•o 
Groooo aad to •iotor,r tor all troo .... 

SlaH"lJ• 
(llpei) II. Vorpatlltll, If, 

~r. Sp,rroo Ske.... Proaltont, 
Twoatloth CoatWJ ;oll Fila Corp. • 
'" W.at MUa au.ot, 
... Jerk, .. Jerk. 

FK:eg 

.. 
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!" I•YHO~ P. SMOUitA~ 
,..C.+O +r.:"' " 

December, 
l 9 4 2. 

... 

lly dear llr. llorglllltbau: 

444 \\'.-;, T l)6 U S T. 

NKW YQH K 

Jour inspiration to tba Nation 
anci your \lllt.lrin£ etforts in behnlf of 
all wmk1 rwt have indeed beoo aa a bee eon 
l!gbt to the ensloved peoples of the world . 

Yay the di\Y be not far distant 
when Freedo:n BDd Liberty shell again reign 
throughout the earth, and thear1l forces 
of tyranqy and aggression be destroyed. 

We, in this industry, tb.ank you 
for yoU>· \llltiring efforts on our behnlf 
and f or your SJmpatbetic understanding 
of our proble!D8 in those troubleso100 timos . 

To you personally and your family 
~ I t.ske tru.s occasion to express the 
wish that Cbrlat.:us will be restf'ul and 
Joyful, and t he Now Jeat be Clllod w!.tb 
a ueeess and frul tare . 

~ The Hon. l!flnry A .~ 
Secretary of the Treasury, 
\'lasblngton, D. C. 
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J;ew York, 
Doc . 30, l ll42 . 

:Joor •. r . Socr e tary: -

Many thanks for t he 
kl·dly no to concerni ng me which you were 
Lcod enou19' to send to !.Irs . Reid, 'l'h ie 
•ear..s to be only one or the many rea aona 
':'t.y I owe you t hanks. The principal 
oM i s that you permitted me to be more 
~eely usefUl 1n ou r war effort t h an I 
,;ight otherwise h ave been . I hope 
si ncerely that I IYill be able to sorve 
aga in , nnd more effect ively , unde r t h e 
Hac 11nd f o r t he ·• rea zury, 

Meanwh ile, may the 
l•ew Yenr be a pleasant one for you, nnd 
ttay it r ealize for all of us our hopes 
f or a speody and complete vic t ory . 

.:~-1ncorely , 

~~ 
ioO.l . l.or ry !..orgentl:au, Jr., 
. 3h1n&ton , D. c . 
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TREASURY DEPARTMENT 
W~INCITOH 

TELEGRAM CMMII TJttuulrt DvNrrMDfT, ~.,.._ fiO't 

lfU' .... , ... , lliJ>HMO fl loMae 

~llltr McClt••­
Ad•trtltiiC C...ell 
6~ l&ot 42d 1\r .. t 
Jt• York OUr 

··---
llltlk-r 10. 1M3 

IUT 1 T•XS 'i'Hl S OI'POI!VIIlft al ft•prw till COGIIOlL !DOVOI 'lOCI JOll !Ill: !IULt 

•o•IW!JVL l!ILI' tou .11.n 1111 onmo till UIASUD 11 0111 wu rl141lC110 CAIO'AIGlll, 
! i!.o C'JUliOlL' I AlJYlC. A1111 .USIS!AICIII OlllftDUflll ~ 11.11.! IIIAL to till IUCGUS al 

fH• lli..:JXU.Il YIC!OU iAt.l 1fll1Cla If_, OlD till I'QP at _. ftWI !!lUi .11LI.lllll roll'" 
.liD .U.SO !0 !U CIIIOWIID IAJ.D al -lD I VAll - VIUCII 4111 JUW:JilJG lli:CORDIII!IJJG 

YwLU.U ! IllS IIOH il. TOUI WOP 1411 - om.t 1111 OI:IIIST_, U &YIIf lf.U JUt 1 
J.i'l &.CUU J:IJ'IClAI.I.t till VILLI-I 111'111 DlCII fOUl 1111.1' .11.1 - Olf~ A! AI.!. 

!llliS. lY 111.1 ~ 111' UP 181 - IA.IlD AD till lAIII 11 - 1 ~ 011 OIIID 
GOT .JIICIOll! DIPAIIIQI!S, 111' UH 111181 to AI.!. al t Oll JOI !U .. D4ll. 

'leek 
larr •·-~· lr., ....... 17 ., .... ,........,. • 

' 

•• -
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~t· 

1942 
1 
2 
3 
4 
5 

7 
8 
9 

10 
11 
12 

14 
15 
16 
17 
18 
19 

21 
22 

~G 
26 

28 
29 

UlllnD S!Ai'ES SA.Vl!GS BOlnlS - SERliS I 

Coapar'h on of lleceaber oaloo to date wt til oaloo durtng t ho 
, ... nuabor of buoineoo 48¥1 tn l ovoabor &Dd October, 1942 

(At iooue prtce in thouoando of do11aro ) 

December Joveaber 

$ 4,116 $ 4,116 $ 5.164 
4,489 8,605 9.272 

10,o42 18,647 20,460 $ 5.o45 
39.~ 58,337 31,}09 42,285 
16, 74.984 53,076 52.984 

46,424 121,4o8 62,}26 7},919 
11,887 133,295 96.366 98,490 
17,857 151,152 111,002 117 ,077 
1},607 164,759 146,494 1}1,593 
38,664 20},42 161,929 169,859 
17,480 220,903 181,120 179,2}2 

52,056 272.959 188,497 194,811 
15.530 288,4SS 2ao,o8G 222,243 
22 , 764 }11, 252 2 1,62 2}9,891 
24,848 336.100 262,274 254,201 
25 ,26o }6f,J59 2S7 ,4o9 290,21!2 
17,907 379.266 314.568 312,386 

45 .716 424,91!2 }27 ,418 }27.928 
18,083 443.o65 371.750 355.719 
16 ,686 459.751 390.176 31!2.332 
18,942 478,693 410,473 396.4;8 

54,198 532,891 42g,168 434,661 

48,034 580,925 456,184 445,071 
23.554 6o4,479 482,830 467,612 

CONFIDENTIAL 
64 

79.7f. 
92.8 
91.1 

186.3 
141.3 

194.8 
138.} 
1}6.2 
112.5 
125.6 
122.0 

144.8 
125.4 
128.8 
121!.1 
125-7 
120.6 

129.8 
119.2 
117.8 
116.6 

124.2 

127.} 
125. 2 

I All ftgureo are dopootte with tile Troaourer of tho Unttod State• on account 
of proceed• of oaloe of United Statel eavtnc• bondo. !be•• ftgureo havt boon 
<dJuoted on tile baoio of wire reporto &Del tllorefore vtl1 not agroo ·wtth tho 
f reaeurer'• accoUAte. 

Note: Ptgureo have been rounded to neareot thout&Dd and will not necoooar117 add 
to t otalo, 

I 
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o.u 

1 
2 

6 
5 

7 
8 
9 

10 
11 
12 

14 
15 
16 
17 
18 
19 

21 
n 
23 
24 

26 

28 
29 

Note: 

CONFIDENTIAl 

65 
Ulii'l'lll SU'l'ES SAVINGS BONDS - SE!tlltS 1 IJll 0 COIOlllll:D 

Comparieon ·of December eal ea to date v1th tale• during the 
aame number of bueines s day• in No•eebtr and October. 1942 

(At looue price in thouoMda ot: dollara) 

De cembe r No•ember 

1942 

• 197 $ 197 $ 303 65.~ 
329 527 1,115 ~7 -3 

2,658 3,2111 7. !"6 $ 2,218 41.0 
13.9117 17,161 14,720 20.322 116. 
12.303 29,h64 31.42; 2h,J25 93.8 

17.522 h6,986 t'·o~ ~,922 131!.1 
2,1!72 49.858 3.9 .695 llJ.5 
9.576 59.11311 49.326 55.991! 120.5 
, .651 65,085 58 ,8112 5,.711 110.6 

1 ,274 79. 359 64,157 7 ,275 123.7 
7.135 86. 495 71,352 76,430 121.2 

15,1130 101,924 7),989 8J,857 137.8 
7.719 109,644 83,246 91 ,884 131.7 
5,146 1111,789 88,888 98.457 129.1 

11,654 126,443 97 ,154 101,252 1J0.1 
6,466 1J2,909 104,457 \10,052 127.2 
7.992 14o,901 113,191 115.757 124.5 

13.451 154.352 116,880 124,610 132.1 
12,077 166,429 131,0~1 133· 767 127.0 

8.25, 174.682 1~6, 795 1112,141 127.7 
7.85 182,536 l 5.126 1"6.525 125.8 

20,516 203.052 151,824 159.973 133-7 

19.576 222,629 161.5112 165.364 137.8 
11,179 233,807 172,o44 180,250 135·9 

All ficure a aro depooito with the Treaouror of tho Uni ted State• on account 
of ))roceedo of aal01 o! United St,.toa aa•i DCt bonda. The to figur01 have boon 
adJ•ntod OD. tho b&oh of wire repor to &D.d thare!oro 11111 not eu•• with tho 

!reaeurer'e accounta. 
7icuroa haYo beon rounded to nearoat t houo&nd and wi ll not neceaaerilT add 

to tot&la. 
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DEC 3 0 19112 

14EIIORANDIJII fOR THE l'RESIDIRT: 

In sccordance vl\h \he requee\ contained 

in your no\e ot Deceaber 28. 19~2. I &a attaching 

a drat\ ot a le\\er tor your signature \o 

Mr. Rueeell Lettlngvell. in reply \o hie le\\er 

or Deceaber 18. Hie le\\er ie a l eo re\urned t or 

your !ilea. 

• 

Phot o rne 1n Diary 

Sent b;1 Manus :? :35 12/30 
(At·n : Mise Tul ly) 
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Dear Ur. Leffingwell: 

1 bawe your l etter of Deoeaber 18, 1~2 . 
r eferring t o our prev1otto crtnf!'rencP at which 
thai' I I!II£J:e8t ed the.t you ooae doYn ot~tatn to 
t alk wtth ce nnd ~eoretRry ~oryent~r~ on the 
.ubjec~ of GoTerna~nt f 1n&no9. 

ri lght at t bla t ime I aa coapletely 
aw~ped and would 1 1k~ t o oontoone th~ corJer­
enoe until l~te ln J anuary or e&rly f ebruary. 
In t he ~eantiae I h~ve as~ed th~ Seorl'tary of 
t he TrC&.tlUTY 1.o l!etl you f or t he purpoBI' or dil­
cueelnR whateTer tss ediate problea you haTe in 
alnd. He ie much intere~ted t n the subject to 
whioh you r efer in your letter, and I a• sure 
1\e will oe aore t han pl ei\Btll t o diaousn it with 
you. 

With beet wlahee tor the New Year, I aa 

Sincerely youre, 

Honorable Raaaell c. Leffingwell, 
23 Wall Street, 
lew Yort, I. T. 

0\B:IIU 
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PhOto fil~ lr. l>lery 

.• .. 
• 

Sent by Menu• 2:3; 12/}0 
(At~n: lUse Tullj·) 
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T HE WHITE HOUSE 

WASHINGTON 

;: 

December 28 , 1942 

i.!Ei!OliJJI !JUIII ~'011 
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TilE oECIII>'l'~<IW uF 1'HE TR!>A&URY 

1'1111 you be good en ough 

to prepar e a r eply for my signatur e , 

t e lling him that I am so Jammed 

that I cannot s ee him jus t now? 

Tell hi m I v;ant to see him towar d 

t he Elnd Of J anuary and > i n the 

meant i me , " ill you be good enough 

to see h i n1? 

F . D. R. 

F.nclosure 

.. 

~· • 
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DR 8 01M2 

Dell' lolm, 

ODder aate et Deca:ber 18, I ••••1911 a •• teatl .. 
t ro:a Kl'. Cebtou 1. 'fuM ot AI!Mnt1 Mueulluetta. at­
t &Chl.De a latter alcM4 111 a cro~ap or AMrleaa .a ... tor• 
e:a:pre .. l.De. u the letter pat lt, •a iMp , .... ,. ewr the 
aate of .u-ponr alii PIIOQI' ... &1111 tbil lAflatlOMrJ 
at:S..Uua reoult .l.QC troa the !'teulll'7 pellq t-..4 .. _ 
tl•1.ac·. 

I haw not liMn ule to cln the •tter UJ .. rlo• 
th~ tcllt nor ban I u ,.t Npll .. to the let\ero 

I aa att .. hl•c a cow or tha o.-mloatloa alpei 
b7 lolr. WU'DI. 

Ulaer Jolu me l n aeudJ.nc Olll' Mat wbh .. tor till 
lfn Yoer~r-~~. 

.. 

Corilalq , 

(SIII!e4) Ben!7 

Photo en e i n P1ary 

Or i g. F1le to Odegard 
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Kr. Otto Frankfurter, 
Be7den Cheaical Corporation, 
SO Union Square, 
!ew York, !ew York. 

Dear Kr. Frankturter: 

At the auggeation of SecreteJ7 Jlorgenthau I aa 
•?iting to tell 70u of the action we haYe taken in 
connection with the Chicago Tribuae Preaa SerYice 
atory b7 Cheale7-K•nl7, which appeared laat Frida7 
in the Washington Tiaea-Herald. 

After r eceiYing froa Director Wack the facta 
in the caae aa the7 related to the Procuraaent Divi­
aion, I called upon Kr. Uanl7 to correct hie ala­
atatement. Be expreaaed great aurpriae that he had 
been 10 caapletely aiainforaed aa to Jour activitiea 
in the Procurement Dhillon, arguing that he had 
receiYed hie intoraation troa a aan who waa "in a 
poaition to know" and who had preYed reliable in 
the p .. t . He praai11d, hownar, to forward the 
lntoraatian traa our recorda to hia office in Chicago 
with a requeat tor a correction. 

In aclai tion, I adY111d the newa correap011denta 
who regularb cOYer the Treaaur7 aDd tho .. of the 
• .. !U: upalnea of the t rue eituation ao that thq 
would not careleaalJ pick up the atory aa carried b7 
the Tribuna aanice. All of th• auured ae that • 
they conaidered the Tribuna ator7 •a deliberate &llle&r 
and that tht7 did not want tn7 part of it. 

CS:r c 

Sincereq youra, 

Charla• Sob.ars1 Director of Public Re ationa. 
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TREASURY DEPARTMENT 

INTER OFFICI: COMMU NICATION 

DATa 

TO Secretary Morgenthau December 30, 1942 

••o" Mrs. Forbush 

The final batch of Victory tax correspondence f rom 
Internal Revenue was, like the previous collection, almost 
entirely concerned with the technical details of collect­
ing the t&X. There were a few scattered letters from 
firms , churches , etc., but none that added anything to 
the points of vi ew expressed in the l etters for your read­
ing yesterday . It is interesting that out of 160 commu­
nications , 54, or just about one-thir~ dealt with the 
question of the first pay period . The fact that New Years 
day comes on a Friday, and that final salaries for 1942 
cannot always be calculated and paid within the calendar 
year, has created a great deal of confusion; and in addition 
to the inquiries , there are many protests implied by the 
form the inquiry takes . A copy of one telegram i s attached 
in this connect ion. 

General questions covering types of compensation 
covered, methods of remitting, etc ., account for more than 
one-half the total . The difficulty of computing the tax 
for certain pay- rolls now assembled on a punch-card system 
is mentioned several times . Various firms report that 
to collect the Victory tax, they will have to use new 
forms or install addi tion'Rl equipment, and complain of the 
waste of time and the difficulty of securing trained 
employees to handle additional work. 

Another difficulty frequently reported is that cover­
i ng transient or seasonal employment , especially in firms 
which have both full-time employees and occasional workers 
drafted frcm the "dri fters " of labor. It is interesting 
to see the wide range of occupations covered in the letters 
of inquiry. Among those mentioned for a clarification of 
the regulations are variety artists, tow-boat worker s, 
drug store rush-hour clerks, drivers of laundry trucks, 
shr imp pickers and oyster shuckers; and at the other end 
of the scale, life insurance salesmen and a puzzled board 
of education with a small paid staff which has to work 
out the problems for regul ar teachera,~ subatitutes, medi­
cal consUltants , student cafeteria worjers, janitors, etc • 
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The second letter att ached waa 
regular mail this morning, it comes 
a Baltimore church. 
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receind in the 
from the minister of 
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y Telegram sent by Loup River Public Powder 

District, by Harold Kramer, Secretary, 
General Management. 

We pay on January 15, 1943 for money earned in per iod 
from December 16 to 31st, 1942. The local income tax 
office is trying to tell us what this Ja.nuary 15, 1943 pay­
ment is subject to withdrawal for Victory Tax. As we read 
the law the tax does not apply to 1942 earnings regardless 
of ~ayment date. Moreover, we are advised by the Union 
Paclfic Railroad Company at Omaha that you have made a 
special ruling for railroads to that effect, and we cannot 
understand wby you would make fish of one and fowl of 
another. Will appreciate your wiring collect the exact 
status. Way l add that it is physically impossible to 
collect time sheets from all over the state and have board, 
which is a public body, approve them and get out the checks 
for 1942 earned salary by December 31. MOreover, our 
employees are pleased to a man with our syatem because it 
gives them a nice nest egg, a sort of enforced little 
savings account when they leave or go into the army as so 
many now are doing. As a strong new dealer and interven­
tionist, l hope you are not going to make a ruling that will 
upset a,ocounting systems throughout the country. Too much 
of these irritatutprocedures rather than the tax itself 
is what ia makingOWashington unpopular in the Hinterland. 

Columbus, Nebraska 
December 21, 1942 

• 
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Han. Henry J. Worgenthau, 
Treasury Department 
Washington, D. C. 

Honorabh Sir: 

Jr. 

December 29, 1942 

• 
I am writing you in behalf of the Official Board of 

the Uount Vernon Place Methodist Church, Baltimore, Maryland 
to secure further information about the responsibili~ of ' 
churches to collect the Victory Tax. We are not ra ising 
the question of whether the recipient• of salaries from the 
Church should be taxed by civil government in this or any 
other way. As citizens of the UDited States our obligation 
is cl early to do what other citizens are asked to do, so long 
as i t does not conflict 'IIi th conscience baaed on religious 
scruples. 

The points on which we seek clarification are these: 

1. Does the Federal Government require churches to deduct 
the Victory Tax from the salaries of their employees? 

2. Does the Federal Government contemplate levelling legal 
reDri aala against churches which, feeling that the ~lan for 
collecting the Victory Tax is a violation of the prtnciple 
of separation of Church and State, will not comply with the 
Law? 

3. Would not any legal reprisal for this reason be a definite 
infr ingement on the American tradition of separation of Church 
and State? 

4. Is the Federal Government contemplating special proviai~na 
which would require the employees of the Church to comply w1th 
the Vic tory Tax , but exempt the Church from the obligation 
to collect it? 

Assuring you of our unswerving loyalty to God and 
country, I remain 

Sincerely yours, 

(~ ) Harold Bosley 

• 
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TREASURY DEPARTMENT 

INTER OFI'ICE COMMUNICATION 

DAT& 

To Secretary Morgenthau Deceaber 30, 1942 

'"o" Frances McOathran 

Russia 

HIGH-LIGHTS OF THE WAR liEVS 
(11:00 A.M.) 

1. The capture of Kotelnikov (90 ailes southwest of 
Stalingrad), the pivotal town on the Stalingrad­
Oaucaeus railroad, is the first big prize of the 
Russian winter offensive. Kotelniiov (or Kotelnikov­
ski ) had served ae a aain supply base for Geraan 
armies at Stalingrad and ita capture virtually sealed 
the doom of 22 Geraan dlYiaions trapped at the latter 
city . 

2. Russians report aajor gains on the southwest Stalingrad 
f ront and in the city proper . 

3. The Russian pincers heading toward Rostov (one along 
the Moecow-Voronezh-Rostov railroad and the other from 
the Kotelnikovski area) are now 40 ailes from each 
other, according to Russian reports. 

North Africa 

79 

1. Tunisia - The Allied withdrawal from the hill 6 ailea 
northeast of MedJez-11-Bab is considered largely a 
discretionary tactic, with even the Germane not eapha­
sizing the operation in their reports. Although the 
Allies had taken aost of the r idge, the Geraans held 
the crest of the hill, aaking the Allied position 
dangeroue. 1rench troope fro• central Tunieia and 
U.S. forces froa the south advanced in a triple threat 
to cut the coastal road linkinf Tunisia and Tripolitania 
while aud still bogged down aa n forces. Other 1rench 
for ces around Pichon and Kairouan, drivinf toward the 
port of Sousse, have improved their poeit one. Allies 
continued their air attacks on ilia-held porte. Radio 
Vichy(rarely accurate) reported various Allied re­
pulses around Tebourba and Pont-Du-1ahs. 
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2. Libya- The British Eighth Army has reportedly broken 
acrose the Wadi Bei El Chebir area, 55 miles west of 
Sirte and about 180 east of Tripoli. This is the 
first ot the remaining 3 poeeibte lines of defense on 
the Libyan coast. 

3. An l.H.~. corresponaent 1n Tunisia reports that some 
units or the Mrika Corps have crossed from Libya into 
Tunisia and joined thu Axis around Pont-Du-Fahs. 

4. Allies continue to damage Axis shipping on the Sicily­
Tunisia supply line. 

Tbe Pacific Area 
1. Two !!lied wedges in the Jap beachheaa near Buna, 

Hew Guinea, threatened to isolate enemy forces still 
holding out near the western end of the main Jap air­
strip. 

2 . In eastern New Guinea, where lees than 6 months ago the 
Jape had a free hand to drive nearer Australia, they 
now have left only a strip of Jungle and swamp 1 3/8 
miles long and 1,300 yards at ita widest point. 

Burma 
1. The R.A.F. attacked the Jap airdrome at Monyva along 

the Ohinwin River, Toungoo airdrome, and the Mayu River 
district. 

2. No further news has been received from ground forces 
which yesterday had reached Rathedaung, 25 miles from 
Akyab. 

Europe 
1. The Allies nov have the initiative on all fronts, the 

British War Office claiaed in their year-end review. 
2. Anti-Axis sabotage ie reportedly increasing in Europe. 

-2-
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TREASURY DEPARTMENT 

INTI!t OI"I"ICE COM MUNICATION 

DATI: 

•o Secretary Morgenthau Deceaber 30, 1942 

PilON Frances McCathran 

AFTERNOON SUMMARY OF THE liAR HEWS 
(3:00 P. M.) 

North Africa 
1. Allied artiller y shelled eneay positions on the hill 

about 6 miles northeast of Medjez 11 Bab in northern 
Tunisia which was captured by Allies Ohristaas Eve 
but lost yesterday, the War Departaent announced in a 
co .. unique. Allied aircraft again attacked Sousse 
and roads leading to funis. despite bad weather. 

2 . U.S. troops were reported in a Reutere dispatch today 
to have advanced to within ~miles of Gabes. strate­
gic Tunisian port which lies approxiaately midway 
between Axi s-held Tripoli and Tunis. Direction of ad­
vance was not stated, but delayed field dispatches 
received last night disclosed an American task force 
was operating on southern Tunisian front and told of 
a recent raid on Maknasay, 55 miles northwest of 
Gabes and 40 mi les fro• coastal road and railway . 

81 

3. Front dispatches r eported a heavy flow of Geraan and 
Italian supply coluana froa Tripoli, hintinf strongly 
that Axis would not atteapt a defenee of Tr poli 
which already baa been saashed up by Allied air attacks. 

Tbe Pacific (Navy Coaaunique on the Soloaons) 
1. imerican aircraft carried out 2 attacks on enemy car­

go shipping in Wickaa anchorage on the southeast coaat 
of Vangunu Ial&Qd (about 120 nautical ailee northwest 
or Guadalcanall1n the Hew Georgia group on Deceaber 29 
(South Pacific tiae), einking 2 eneay craft. 

2 . Guadalcanal - iray and Marine Oorpe troops in 2 engage­
aents on Deceaber 27 killed between 155 and lb5 Jape 
with the loss of only ~ iaericana killed and 1 wounded. 

f 

• 
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COP'! 110. _jJ_ 

~wo. 451 

Infomation received up to? A.n. , 30th Docembcr1 1942. 

Reference OI'T:JJ, !lo. 1.49, pore. 1. How known that 13 or 14 shipa 

in this convoy have been torpedoed. 5 nromisina counter att.ncks reported. 

2. !liLITARY 

gm. 28th . Eneey potrolo withdrew 1"1"'01:1 southe.m end IIADI BEI 

:1. CHiSIR and were l"oUO"·ed up to a I-Olnt about 25 alloa soutlr~cst of OOUERAT. 

MIISIA. A success.ful ntt.nck r..o launched by French <1t DJEBil. 

FOIRIIIO: (50 •1111e& northwest of SOUSS&). About 100 lt: liMs cn!)tured. Ene1111 

att.nek o. t l'ICHO'I was repulsed, !'l'isonol"S nnd 1M terlo.l being taken . 

~- On 29th KOTI!:LNIKOV "U5 copturod by Ruasions with import.-

ont booty, 1ne1u~1ng 17 eircrnn and n train with tanks. 

) . AIR OPERATIONS 

". 

VIESTh"li.~ FRONr. 29th . llo•quHoo and S~itfires (one missing) 

att.neked railway and canal targets in !lorth FRANCi> and B;;LGIUII. 2 enemy . ircra~t 

crossed SOSSEX cout clamaeing houses at MSrllOIIRIIE. 29tll/JOth . Aircra!"t des­

pat.ebed - Se.u:oinina 19, RUHR J . 

' FRENCH I•ORTH AF!UCA. 27th/28th . Hoavy bombers from LIBYA_ att.ncked 

SOUSSi:, hitting a ship and 2 tankers. 28th/29th. Ylollingtons from MALTA aucceao­

fully attacked IUNIS dock and SOUSS£ Harbour. 

M£:DITEREIANEAII . 28th/29th. A 4,000 ton oncmy ship was torpedoGd 

oft" tho funia1un Canst nod ble" up. 

BURMA dnd CHINA. On 26th nnd 27Lh, U. S • .,odium bombers att.noked 

WSHIO and on 28th U.K . tighter boclberi ntt.neked YAG\ir. airfield. 26th . YUN11ANYI 

oirfield was attacked by l8 enemy l'lircral"t, ,.hich ouft'orod 6, 10, 1 C4Sualt1es 

at the hands of 1? u . ~ . fighters (2 edssing). 
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GROOP 

Present: Mr. Bell 
lo!r . Buffingt on 
llr . Kuhn 
Mr. Blough 
loo!r . Th<mpson 
l!r. Schwan 
l.!r. Paul 
!Lr. Graves 
lolr . Gaston 
~!r. Haas 
Mr. Gamble 
Mr . Odegard 
lo!r. Sullivan 
~r . White 
Mrs. Klotz 

H.M.JR: Mr. Gast on? 

Decmnber 31, 1942 
9:30 a.m. 

MR. GASTON : Carl Shoup was in yesterday and 
suggested SGDething which seeMs possibly a very good 
idea and that is to make up a book of speeches on i n­
flation and taxation made within the last six months 
or so, including one or more of your speeches, and 
speeches by Hr. Paul and Vr. Blough and others, and 
print them. He thinks they are quite a remarkable 
aeries of speeches on this whole subject . We migbt 
make up a little dummy for you, if you like, and show 
you what might be included in such a publlcatiop. 

H.M.JR: Let ' s take a look at it . 

ltR. GASTON: Vr. LaGuardia made a 1uggestion that 
we have a retail liquor store check-up in New York . 
Elmer I rey and Dwight Avis went up to talk to him about 
it because they did not think it was necessary and we 
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haven't the personnel to put on it. Recently the 
Al cohol Tax Unit completed a floor- stock check-up,whi ch 
almost amounts to the same thing, and they succeeded in 
convincing the mayor it was not timely to go ahead 
wi th such a general check-up as we did i n other years 
y;hen there were unemployed people available for it. 

I have nothing else. 

B.M.JR: Dan, have you that group of l et ters,thst 
ce.ble? 

MR. BELL: The l etter from Vr. Stimeon? 

H.M. JR: Yes. 

MR. BELL : I just di ctated the letter. 

MR. SULLIVAN: One morning last week I showed you a 
book containing the work which Outdoor Advertising did 
last year under Mr. Buffington's directi on. You said you 
did not care to write them. Do you care if I write them? 

B.Y. JR: No, I said it woul d be all right for you 
to write them. 

l!R. SULLIVAN: I t hink they would aho like a 
request from me to do the same thing this year. They 
are willing to do it, but they would l ike to have ua 
ask the to do it. 

B.M.JR: That is e. requeet that should go to Gaston, 
which would come up before th is Public Relations Policy 
Committee which I have set up. 

lffi. SULLIV.lN : Fine. 

H.W. JR: So if you will submit that to Gaston -
the.t ia the kind of thing which he t&kea up on Friday 
e.nd then aubni ta to me on Tueeday. I have thi a new 
committee. 
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MR. SULLIVAN: We have three hundred and fifty 
thousand copies of this new poster printed up. You 
remember, we had a similar one last year. (Poster on 
simplified tax form exhibi t ad . ) 

H.M. JR: Where is Harold? We were in the Mayflower 
Hotel last night visit ing some f riends, and their poster 
there ia still "Defense Bonds • - at the Mayflower Hotel. 
How old is that? 

MR. GRAVES: That is eight months old. 

MR. BELL: A little far removed from the Treasury. 
(Laughter) 

H.l.! .JR: What did 10u say, ltr. Bell? I couldn' t 
hear you. Say it again. 

MR. BELL: I said the Ma¥flower was a long way 
f ran the Treasury. (Laughter) 

MR. WHITE: That reflects the Mayflower appro­
priately. (Laughter) 

MR. BELL: Yes, the management . 

H.M.JR: Harold doesn't tbink it is funny . 
(Laughter) 

Now, listen, I was at my dentist's last night, and 
be doea not know what he does about the couple of people 
be employe aa an employer. He aaya the other dentists 
don't. 

Will t his speech, for instance, go into that? 

lOt SULLIVAN: Yes. 

H.M. JR: Ia i t eight or more? 

MR. SUU.IV.AN: No, the· ei ght has nothing to do 
with it. 

• 

as 
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H.M.JR: What does he do? 

llR. SUU.IV R1 : Wba t don he do? 

H.M. JR: Yes. He may snploy two or three people 
on bi a pay roll. 

MR. SULUV.lN: He wi 11 have to withhold for them. 

H.M.JR: He wi ll? 

KR. SULLIVAN: Yes. The two main exceptions are 
agricultural labor and domestics. 

H.lol. JR: The point is, how little is known about 
it. 

MR. SULLIVAN: I think that is right . 

H.M. JR: And the other thing I would like to 
suggest is that if this is a good speech - who is 
working on it? 

(The Secretary held a telephone conversation 
with Wr. Herbert Lehman.) 

B.M. JR: What I waa thinking about was this -
and again, this committee could help on it. I don't 
know Whether Herbert wants to be bothered or whether 
you should go through Crampton, but we will work that 
thing out. I was thinking, we have a method of sending 
radio discs to various radio chaine - after all, there 
is one broadcast for one system, but if this went out 
they might play it over and over again. 

So if you people - if Schwarz would consider 
that - will you (Schwarz) check? I mean, if it is a 
good speech, have them m~ke a record of i t. 

MR. SCHWARZ: As soon as we get the draft, we 
can start working with the radio stations • 

• .. 
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H.M. JR: Send it out to the eight hundred 
stations we are now sending records to , 

MR. ODEGARD: Is that Mr. Helvering' s speech? 

H.M. JR: That is right, Peter, you are on that 
commi t tee. I f they want to play "Wh.ite Christmas" 
before it and "Over There" after it-- {Laughter) 

AIR. SULLIVAN: You ought to write a new one, "The 
Ides of Karch." {LaugbterT 

MR. ODEGARD: You need soft music. {Laughter) 

B.J.I . JR: I think just one speech won't hit it, 
I think there will have to be a little bi t more . 

~:R. SULLIVAN: That is right, The Victory Tax 
has to be broken up into two or three different talks, 

H.M. JR: I think this syst em they have of 
circulating these discs to the radio chains is good. 

J.l R. SULLIVAN: The ore s we did last year on the-­

H.M. JR: You have printed material on t his, 
haven't you, that would apply? 

MR. SULLIVAN: Yes. 

H.W. JR: Would you furnish Mrs. Klotz with some 
so she could send it over so it won't burt me too 
muoh t onight. (Laughter) 

MR. SCHWARZ: Before press conference, there is 
sti l l some confusion as to what is--

H.K. JR: Heavens, Harry, aren 't you and I going 
to this ten o' clock meeting? 

AIR. l\l!ITE: Yes. 
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H.W. JR: I don't want any press conference today. 
I thought it would be a good way to get out of it . I 
want to go up and see Wallace's fight. I can't go up 
to New York so I have to see the Wallace fight here. 

We have t o go fairly quickly, haven't we? 

MR. ~ITE: If it is like some figbte, it may be 
over before you get there. 

MR. ODEGARD: Kr. Secretary, there are two things 
on the Victory Tax, since this is the topic, that might 
be mentioned. 

I asked to have a survey made of the attitude of 
workers and employer·e toward the Victory Tax. We have 
those returns in, although the full report will not be 
here until tomorrow or Saturday. From that report it 
appears that only about fifteen percent of the workers 
have heard anything about the ~tory Tax . 

H.M.JR: Well now, how come - I think it is a good 
idea, but how come you asked them to do that? 

WR. ODEGARD: We asked because there was great 
concern by those aaninistering the pay-rol~saving . 

H.W.JR: Did Sullivan know about this? 

MR. SULUVAN: No, I had not heard about this. 

MR. ODEGARD: I told John we were going to make 
the survey, but he had not heard the results. 

MR. SULLIVAN: That is right. 

lo!R. GRAVES: That had to do wholly with ~he 
Ulpact of the Vict ory Tax on the pay- roll sav1ngs . 

H.Jl. JR: In the future, that kind of a thing, 
like a survey, ought to be cleared through this 
weekly cammlttee, Peter. 

. . 
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Only fifteen percent? 

MR. ODEGARD: Only fifteen percent. I ought to 
add that we have prepared - I will have the proofs 
today- materials, in collaboration with Mr. Cann and 
in collaboration with Roy Blough's shop, to go out to 
all labor pa~ers and all ~e papers in the western 
newspaper un1on, with supplementary material for 
distribution in plants . 

H .~.JR: On the Victory Tax? 

lo!R . ODEGARD: On the Victory Tax. 

H.M.JR: Did you know about that? 

MR. SULLIVAN : Yes. It waa at my request that 
Mr. Cann eat in on that . 

MR. W][TE: Is there a.ny value or possibility -
possibly you are contemplating this already - of 
devoting the Treasury Hour for the next two months to 
interesting questions and answers and other forms of 
discussion about filing the income tax returns, and 
the reason for the income tax? 

WR. SULLIVAN: We do that every year. 

MR. WHITE: How much time do you spend? 

WR. SULLIV.AN: A great deal, and that is done by 
the collectors over their local stations. All of thet 
material is already prepared for this year. 

MR. THOMPSON: Also through the newspapers. 

MR. SCHWARZ: There is a regular aeries that will 
start in the next couple of days . 

H. lol. JR: H. as aeybody aeything important thi a 
morning that they want to aak me about? If they 
havan' t--
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MR. BELL: I wanted to raise the question as to 
whether you want to see it. We have some question as 
to whether it ought to go before we see Phillips' 
memorand\.Ull on it . 

H.M.JR: All right. Has anyone--

MR. WHITE: Have you decided to hold that up? 

lo!R. BELL: Yes. 

H.!.! • .m This will be the last one that Yr. Kuhn 
sits in on, is that right? 

MR. KUHN: Yes. 

H.M.JR: I am sorry to see you go . 

MR. KUHN: Nonnan tells me that I can have a roof 
over my head for two more days if I pay rent for that 
big directors ' table in my office. (Laughter) 

H.M.JR: I hope you will not be sorry that you 
have gone. 

WR. KUHN: No, but in lots of ways I will be -
this group here. 

WR. 'III!ITE: I hope you will be sorry. 

H.Y.JR: We will miss you, in many ways - more 
ways than one. 

WR. <D EGJ.RD: I hope you are at laaat as sorry 
aa we are that you are going. 

H.M.JR: I will see you all before I go home 
tonight, if any of you are still sober by the time I 
go home. (Laughter) 
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Hello. 

Good morning , Sir. 

How are Y"U' 

Dece~ber Jl, 19~2 
12:04 p.ll. 

Pre tty good. The wea th' r haa changed t or the 
bet t er, ao I reel better. 

Good tor you. 

In r~gard t o y' ur r sd1o program .•.• 

Yea. 

We have i n the Council a Radi o Advi•ory CoMmittee 
composed or oroduc•re. 

y ft 8 . 

We have got them working on the plana •.•• 

G:.od. 

..•• t or a show t or you. 

Yeah. 

I n add1 t1on to that, I a m trying t o ge t one or 
the top men in Young A Rubicon to aot ae the 
head man in the - ln the handling or the thing. 

Good. 

I'm particularly anxioue to ao tha t if I can 
because Bill Murray hae a high regard tor 
Young A Rubicon And they t or him . 

Yee. 

And I think Murray ha s a l o t to offer tor this 
progrom which we should keep. 

Good. 

91 

... -

( 

Regraded Unclassified



T: 

HMJr: 

T: 

HIUr: 

T: 

HMJr: 

T: 

HJ.!Jr: 

T: 

HMJr: 

T: 

Bl!Jr: 

~. . . 
HMJr: 

T: 

HMJr: 

- 2 -

May I suggest to you that when you talk to 
Murray •... 

Yeah. 

• ••. that you hang thie thing largely on the point 
of a u roducer. In other worde, he had thie fellow , 
Bacher •.•• 

Yea. 

•.•• who , as I understand it, ie no l onger avail­
able t~ h1m now t or aome reason or o ther . 

Well, the only reason be i sn't available ls that 
they got rid o: h i m, and whi ch 1 think vee a mis­
take from what I've bsard. 

Well, I thlnk probably you ' re right, !lut 1n any 
event - Just w~y they got rld or him I don ' t 
know. I dldn 1 t l earn that he had gone until after 
I ' d talked t o you. 

Well, they tried to hang 1t on the quest1o.n or 
the labor un1onB. 

Yea. 

So I sent a man from Washingt on uo t o talk to 
that particular labor uni on •••. 

Yes. 

•.•• and with the exception or one incident where 
the man lost hie te~per, theY admire him grea~ly. 

Yea • 

There's no trouble there, but there ' s a- wae a­
I think a trouble ae to who wap getting the moat 
publicity, Bacher or Murrey, I think t hat was the 
trouble. 

Well, t hst ' e unfortunate 1! 1t i a the trouble. 

There's nothing the matter with Becher. They 
Just booted him out a f ter he d.id these Star 
Pa radee whloh are e1ther golng t o get the t1rat 

(cont. ) 
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or second awcrd end will be the t i rst time i n 
h i s tory t hat a recorded program ever got an 
award. 

Yeah , yeah. ·.tell , no'li when you talk t o Murray, 
let ' e - l et ' s think in terms or the • • • • 

Well , I •. • . 

. • •• producer angle ot i t. 

Well, I have talked with Murray. 

Oh, you bavef 

And he put i t on the baeia or hla reputati on 
and everything else, ao I agreed to three more 
ahowa and then through. 

O.a. 

Hello? 

Yes . 

Because hft said his reputation and everything 
wae at stake and I wanted to be fai r. Hell o? 

Yes, I 'm llatening. 

I just got this t elegru now from Murray, which 
I 'll read t~ you. I t juat oame in. 

Yea. 

"Dear Hr. Horgenthau: Batore talking wltb 
you t his morning (that waa yeaterday) I had a 
tirm bel i ef i n your sense ot fa ir play. Now 
t hat we ' ve talked I ' m even more convi nced ot 
that t act . You heard my aide ot the ca£e , and 
only t hen you made your deoiai on. I t i e 
rea5eur i ng t o deal wi t h the Treseury De9Grt ment 
prea1ded over by aomeone 10 emi nent ly Jus t and 
fair . • 

Good enough. 
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•My warmes t r egard•. • 

Good enough. 

so· I thinlt what we should do 1s it there's- we _ 
i t you could kee~ ·it from getting a round too 
much, you eee? 

Pretty ha rd tn do. · 

'oell •... 

I thl nk we can eave face on it. I tell ;p u ..-hs t 
I v~uld lik e to do . . • . 

Yee. 

.... I woul d like to talk with Bill Mur~ay a~ut 
thl! thing. 

"fell, that would help me. 

And maybe I can put i t ~n the beeia that "8111, 
you go ahead and - and help ua on the pr~grem 
and nobody will kno~< anythlng ob?ut i t , and we ' ll 
Just take over the ;>reduc tion ~nd or t.'le thing. • 

How do you mean n~body wi ll know anyth\ng about i t ? 

;;dl , I mean we won 't make any- any publ i c etRte­
menta or a~yth1ng. 

'II ell , I - I think I would - 1t you don ' t llllnd, I' d 
nut i t a l i ttle bit dif ferently. 

X ea. 

I woul d say that you 're oollllng down here to r a 
coupl e ot months t o coordinate ~'le whole thing .••• 

Xes. 

••. . tor the Adver t ising Council . 

Xes. 

That I want i t worked closer end closer wi th the 
Adv~rtiaing Council. 
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Yeo. 

That you're doing all the other advertising except 
radio. 

Yes. 

Now I' ve ask~d the Adverti eing Oounoil to s i t in 
on the t • • .. 

lCee. 

• .•• end, therefor e , ]OU went him to t ell us what's 
hap9ened so rar and eo forth. 

And vorlt vi t!l 1 t. 

And vorlt with you. 

Yeah. 

How 'a thatt 

I think he 111 be gl e d t o do that. 

How's thet? 

I think i t ' s a very good euggeetion. 

And then - then that you tal~ed to me this morn1ng 
and that the Advertie1ng- I ve invited the 
Advertis i ng Council to be i n on a l l Treasury pub­
lici ty. 

Yeah. 

And you can ' t l eave radio out by iteelt. 

That's right . And that we will be i n a position 
to hel p him in the production ot the show. 

That's rignt. 

Nov I might eay to you that in planning we may 
recommend to you an entirely di rterent kind or e 
ebov than the one you ' ve had. 

t 

Well, I 1111 s t opPing t h1 e fhov ... • 

• 

95 

Regraded Unclassified



T: 

RMJr: 

T: 

HHJr: 

T: 

Hl!Jr: 

T: 

ID'.Jr: 

- 6 -

Yee. 

..•• because I can ' t take 1t anf l onger, 1! •••• 

Yes. 

•... I can tall: about the Treasury ae hav lng cUgni tf 

Yea. 

•.•• and leaving me out. 

Yea. 

It's so tar below the dignity of the Treasury I can ' t 
a tend it. 

T: ~ell , we may - we may reco~mend a show to you that -
that may be quite different than the thing \hat 
you ' ve go t . 

Hl!Jr: All right , now there 's • . •• 

T: The thlng is... . Yes. 

RMJr: 

T: 

!!IIJr: 

T: 

llliJr: 

T: 

Hl!Jr: 

T: 

lllt1r: 

There ' s one other person that I want to hsve eit in 
on thle from the muaic standPoint. 

Yea •. 

I have Professo r Roy ~elch vi th me •.•• 

I know him, yea. 

•. . • wbo's the head or the muai e department et 
Princeton • • •• 

Xeah • 

•.•• and on matters concerning muaie , I want him in 
on it. 

Yea. 

Very much. 
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'oftll, I think we ' d be ver y hap-j)y to have him, but, 
ot couree, we can 't have sixteen bosses , that'e 
one eure thing. 

No , but t he point 1e thie - they eang - put on a 
record tor me which they did-- lt wee Holy Night • ••. 

Yee. 

•.•• and the] had a oste singer do Holy Night . 

Ch, well, tha t ' e - t.'1at ' a Juet wrong. 

Now 1! Welch had been there, he would have - could 
h3ve got t en us a good singer. 

Yeah. 

But to hpar a osfe singer do Hol y Night a nd Jazz it 
I think i s outrageous. 

I think i t ' s terrible. 

And I want \~eloh in on that angle. 

Yeah, yeah. 

See wha t I mean? 

I do. 

And ••• . 

I do, and it he'e in there i n an advleorY. capacity, 
it 1 a all r i ght but you can eee, ~artleulerly in 
radi o , you canl t have sixt een feopl e working on 
i t. The time element Jua t won t let you do that. 

No, but you can have a man like Welch t~ say, 'Now 
wa lt a minute in the !!ret place the orchestra 
that ' a playing Holy Night 1e- doesn't know how to 
play 1 t. • 

That ' s right. 

'You g~t to get a different klnd o! orchestra. • 

Yeah. 
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"And you ' re going- you got ~o- you can ' t have 
a Jazz ~inger singing Holy Night.• 

I agree with you. I didn't hear the nrogr am 
I'm glad I didn ' t . · ' 

'II ell •.•• 

(Laughs) 

Anyway i t 's thst kind or thing end- but I - I­
when you ge t this thing - untit th.ia thing 1s ott 
the gr ound, I'~ goi ng to - I ' m ring to Give i t 
enough time to have it the way want lt •••• 

All right. 

•.•• aayselt'. 

And nex t week we' ll hope to have some people down 
there with a 9lan and ei t down anc! ta.lk w1 th you 
about it. 

'H th me personally. 

That ' s right. 

And I 6on 1 t i.:now whether I wan t to c!o any ;:.rograu. 
It'e- but i t's ~ot t o be something- now, t or 
ins tance, in talki~g - in talking to Murray, I -
they'v~ made a check on the oeyroll deducti on 
plen and they only tind l~i o~ the peo?le know 
ab)ut the Vic tory Tax. Hellot 

Ye~. 

Now I hsd t o ~ell <;Aem, "Well , I want John 
Sullivan to go on the regular Treasury Hour 
Saturday night and explain i t. • 

Xes. 

And the - the whole - the whole questi on ot 
Treasury publ1oi ty baa to be melded. •'hat 11 
the moat i mportant thing right nowt Well , tor 
the moment i t 1 e t o explain the Victory Tax. 

That 1 s r ight. 
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And it1 e more important than Viotory Bonds. 

That ' e right. 

And theref or e the Advertie\ng Oounoil in helping 
me hae t o sit in on the Whole picture •... 

Yeah. 

••.• end Xurrsy can ' t be o ff on the side •. . • 

That ' s right. 

..•• not knowing whe t the res t o f the Tr~aeurJ is 
dotng. 

That'~ right. Well , nov let me say in that 
respect - - end t hi s lan't said in e cr1t ioel 
eenae at all •.•• 

Yeah. 

It's my effort to be oonetruotive. 

Yeah. 

That these things that you 're tal&ing about are 
simply the outward evi denoea ~r lack or proper 
internal organizati on. 

That's right. 

And that ' s the very thing that I ' m eo interested 
i n to try to help you with if I possibly can. 

And you explain to Murrey whet - you're coming 
down, what you're going to do, and lt's a part 
or the tightening up process. 

Yeah. 

The Advertising Council is golng to help me on 
all public relati one ln advertising. 

Yeah. 

An(l ve ••.• . . 
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Between you end me, which I wil l not say t o 
l~urray, we 1 re going t o try t o reoollll!lend to you 
nn ol'gan1~at1on t or both your adVe1'tieing and 
aell1ng wh1oh can eee you through the year '43. 
Wonderful , and •••• 

The. t 1 s a bi g score. :;~;; I don 1 t know wlle:Mr I 
can deliver, but tha t 1 a Wha t I want to do. 

Well, I' m counting on you. 

Now I might t~ll you that I've aecured one man 
to work wi th me, Henr y Steven• , the v1oe presi­
dent ot the J. Walter Tbompaon Company. 

Good. 

And when I ~'!t do'lfll there, we'll tackle Ba thrl ck, 
end then we ll see s bout the fourth man. 

Good. 

I'll ee e you Tuesday morning. 

Right. 

Right o , thank you. Mer1'y New - a Happy New Year 
t o you. 

Same t o you. 

Righto. 
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Hello. 

December }1, 19~2 
11:}6 p.ll. 

Paul and Sull1von. ~ ahead. 

Hello. 

Hello. 

Ye~. Mr. Seore~ary. 

At Cabinet the President ea1d he vae go!ng t o 
aek Chuck Palmer to look into the questi on o r 
the contracts on all the varlo~t hous i ng pro­
Jects 1n this country. 

He vas going t o a ek whom' 

Chuck Palmer or Atlanta. That pert or 1t'e 
•Jnimportant. 

Yeah. 

So then I 3a1d, "Well , i! you're go i ng t o lock 
int~ contracts , Mr. Presi dent, why don ' t you 
l ook 1nto some or the contraota ••• • - oh, he 
said that we could t ake over the housing after 
th~ war wee ovar. So I seid, "'lell , why don ' t 
you look into some or th~ contracts w1th the 
ractor1ee'" He said, "'tbo t's the lUtter with 
the:a7• He sa i d, • I alvaya Paid tha t they 
!hould be vr1 t ten eo that when the ""r 1s onr 
the Government can uke them over. • \o/ell, I 
ea1d , "Mr. Pres i dent, 1r you'd look into them, 
you ' re go1ng t o be aurpr1eed. " 

Yeah. 

So he ea1d, "What do you suggest?• I ~aid, 
"Well, I 1 d 11ke to write you a brt er . • '.~ell , 
you ought to have eeen Nelson a nd Frank lnox 
and St1maon They al l brietled, end Herold 
I ckes aa1d,. •Yea, Henry ' s r i ght. " 

Yeah. 
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"Ar.e I ' ll help h1m. • S<> the President aB1d 
"Well , you all •.. • •- th•y all brietled, ao

1
they 

eaid they were all going t o write hlm a brief, eo ••• 

Who said that he'd - thet you were right' Who wa~ 
your eupportert 

H~role Ick~e. 

Oh, yeah. 

And he sa l ~ he would 1natruct hle Under Secretart 
t o give us all the help we wanted, and the 
pr tncipal place to l ook was 1n the - Jesae Jones ' 
organizati on. Nov the point is, ~eginnlng next 
year I want you fellows to collab~rate and l~t's 
go lnto some ot thls thing, and I'll t alk to y~u 
About 1 t, see' 

I have an &ypointment vlth the War Deportment on 
M?nday, Mr. Secretary. 'nley ' re c~m.\ng over here. 

\•Jell, the President eald that he ' e always lald 
eown the rules that any Government finance ol ant, 
it should be solely the - a t the option ot the 
Government to take it over e!ter the war. 

'ilell, ot course, that i sn't >~hat ' s been done. 

I know, but he doesn 't know it. 

Yeah. 

And be asked us t o give him 8 brief. Nov Frenk 
Xnox turned to Me - be said, "Well, we only bad 
one 11ke that, and J ohn Sull i van spoke t o me 
about that end ve - we ' ve fixed that one. We've 
taken cere o! that one.• I don 't know what he 
meant. 

Yeah. 

But anyway •• • • 

Well we bad a long raeatl ng this morning wi t h 
War: yesterday with the War people. 

Yell , put your beads together And let ~e have 
something early next week. 

( 
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I don 1 t think it wil l 'bt early in the week, 
Mr. Secretary. 

•,; ell, any11ay whenever ••.. 

We 'll start to work on it. 

That ' e right. 

I'll see you, J ohn, on it. 

Okay. 

Happy New Year. 

I ' ll be seeing you unleee you're lea vi ng enrly. 

Okay, sir. 

All right. 

103 

Regraded Unclassified



HMJr: 

a~rry 
'ih1 te: 

RMJr: 

'1: 

!IMJr: 

'.(: 

RMJr: 

W: 

HMJr: 

11 : 

HKJr: 

RMJr: 

II: 

l!liJr: 

• 

December }1, 19~2 
~:39 p. m • 

•..• and I told the Preoident the thing vas in 
the prooesa and that the Vioe President and 
Hull and Stimeon and I and Lend-Leaee were all 
goln~ to s ign i t and send i t over to him. 

Ye&. 

So he eaid he ' d like to have it ae soon aa poa­
dble. 

I aee. 

So •... 

All right , we 111 get it out tomorrow then. 

So will you get on i t an~ see that i t gets to him 
as eoon as possible? 

All right. 

And Wickard - he - he does the dumbest things. 
He brought up the - he was eo worried ab~ut how 
was he gol ng to explain that the English people 
took our Lend-Lea ee t ood and sol d 1 t. \iell , i t ' e 
about UIDe he began t o worry abc;ut thB t, seet 

Yeah. 

So .... 

That isn't anything that we handled. 

No, no , no. 

Yea. 

But ever7body eeid that they - \{allace ana all -
well , the Pres i dent i s anxious to get this memo­
rsnduiD of oure. 

All r i ght. We'll ge t it out tomorrow. 

10-1 

Then Wallace sa.id that thie fellow from the Budget 
a e the head of the aubcoc~ittee i e dolng the eame 
work we 're doing? 
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Well, no t the eame work. It'~ ouite different. 
Coy wee going to teke core or the - the allied 
questi ons or whether the ex •. - the Lend-Lease 
shall skip the exporters •nd whet sub•1d1~e ere 
being g tven ln other erene , and af t er y~u had 
l ef t thi s morning Rooketell or ~ropp~d the word 
that he thought that oommitt~e arose as the re­
sult ~r an - an oral ~rder by the President. 
'tlu that brcugh ~ up? 

N'l , no , they . ... 

And nobody else seemed t o know ot any ~uch oral 
order. They all thought i t w~a a - e creature or 
t he coJUi ttee. 

An o ral order on what! 

An oral order by th~ President crePting - establish­
ing that committee. 

Oh. •ell , they better look i nto 1t. 

'A ell , they - they are, but 1\0 one knew ebou t it, 
and 1t kind ot ·~pset the - 1t disturbed State. 

And looJ( i nto the Engllsh bAlnnoest 

No , no , no . 

All r i ght. 

~lo , but juFt on - on cclll!uroial pol1cy. 

Okay • 

Goodbye. 

Thank you. 

l OS 
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'l'he Honor1111blo 
the Secr~tnr1 of th@ Tr~~•ury 
'll"thl~ton . D. C. 

Sir: 

J n J une, 1?41 , the Secre tuy of \he Tr~tuury took a tept to 
reextunlne t h e proble" of 1edf"r~~tl-Stfttl Loc" l t'ltcnl rt"lnt.lonfl. 
Study AlreAd¥ , t • on the aubJe ct by t he O.p"rtmont ov~r A period 
of ,,vetftl yeftZ t mnde i t cleftr t hAt 1111 vi aoroua nnd conprehenaive 
ln1ut ry VIll i CAlled for by " a\n! f !reed r roa " 11 other reapon­
•lb! l!Uoo w1 th1n the Depfort,ent. Accor41n,; l)•, " "'""11 ••~J>Ornry 
rot ei\J"Ch t t.n1'! Vl\t 1\llft:tbled under the d l recUon o f t :-z• under­
at,;ne4 coni ttte. T'he chh t f' of a tn.!f M a be: en Dr. lll>rold M. Grovf' t , 

vho ""' relented for t hia unci~trtaklng b7 tho Un lvertltY of 
'illlconti n. The vor k Yl\1 carried ou t p.u-tl.y in 'lath l n.,. ton l r. \ hto 
Trnnt ury Deprrt~ent• e ~•1 •lon of TftX Ret~l\rch nnd thf' Bure1111u of 
l nttt rnl\\ R~tvcnue, t~nd J)Ar t ly ln th~ ttrld ln coo~rt'tion vl th 
Stnt~ ~nd locftl ~ov~rnmente . Th~ proJect v~a tl~~ced tn p~rt 
by Apecb,l !uncle pro~l c\ed t or th1 a pu.rpol f'l by t.he CcHl(~ rraf' . 
':h e Co!T':1lt \ee "'" fortWU"' t e i n ht\V t r.,_; n t lt • dl ifioar~l the 11 i d 
of t he l nf't1tu t e of Pnbllc Adml nt" trnt1on, mndo pot a1 b lf" lly ,. 
~r11 n t t o t h n t net1tute by the Cf\rnecte Corpor r: tlon t. o cl'rry 
throUGh •uch pl" rte of the work fill could not t~p!Jroprt ruly b~ 
fl ~nneed f rom Frdr r nl t unda . 

The co~~lttee wl ahe a to expre ea tta r~ppreclr~t.ton fi r@t. 
of 1\l\ to you nnd to your r eapona lb\1.1 ot!' lcrre Yho or c;,.nlzt"d . 
aup~rvta•d Md encourP,;e 4 t he lnt'ju try ln tt~tory poed t lr "'n:'-
·:r. Ro7 Blouch , !tr . t... t'-astO !cl<.er-RAcs And Profe••or 
CArl Shoup of the DlTla lon of 'fl'lX R.,.aeArch c ounaelled ~tnd 
ftlele t.ed t he co~lttee durln.e; the aevt>ral f! tl".;e• of t ?i.t" pro.,.~ct.. 
l'es t ow- npnrecl~ttlon 1 1 due t he 111.ble """"" ,de• o ted ~tnlf v nlcr. 
took p.l'rt t n the atudy. fie 1\Z'e ~tlao l ndeb \ ·l d \.0 ot.ht"r lioYc-rr.· 
~~ntl'll ~onctee. p.n.rt lculRr l y t he !)epl'r t '!len t ot Co-··u .. rce nr.d 

t h n Yedt"r~l S• curlty Agency. 

u. • "'" ,.. ~urv ftnd Y1 t h tht" 
• 1\lle \ h le tl\udy wl\.l mnde wl t n1n t ne .-rt"l\ • \ 

ex tenatve h e ll, o f r eaponelble offlc~r• of t.hP Tr,na u.ry.,. '~e :_r~ ~ef! 
lttelf r epret~en ta t h e f i n di ng• nnd reconr~l'n4, t 1ona or t. . .• ~

0 

t h 
nnd MUi t not b e t l\ken l n AnY VftY ftl pre ~ent \n~ t h~ vt evt 0 .e 

llep~~rt...,nt. 

I 
• 
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':'he conclueloru~ of the co•ml ttee are presented t n e~ry t n 
our • t nt orso•ornmonta l Flocftl lel~tlono - M• Jor Conel uolono and 
Reco~n~tlone• ftn4 t n aore extenel•e tor. tn our •rtnel Report.• 
In ftddltlon tho coamlttee lo looulng ~ number of opoelal atudloo 
prepAred ror the co .. tttee by aelecte4 authorlttea. The eoncluatone 
preeente4 t n t heee etudtee Are \ hoee ot the s ut hore Alone and do not 
noeoooarll1 reflect the .,.l ev. of t ho co .. lttoe. Tho co .. lttoo lo. 
howevrr. indebte d to t heae AUthor• tor t heir contrlbut tona ~d 11 
l ooul"G t holr reporto oo thAt oth•ro ftA¥ hAve t he boneflt of thelr 
v11lUAble work. 

In co-.on wlth e.,..rTthlng eloo t hlo otud¥ ho o been deeply 
Affocted b7 tho war. AA\lclpftt04 r ooo.rchoo whlch would ~··• 
enrt ched our knov l •dc• were 4rop-,.4 or never 1nlt1,.te4 pr1Mrily 
to tree mAnpoWer t or the war . And in ~ert~ln ~~AI Vftr problema 
h~•• doubtleoo deflected our Attention from w~t l o, af t e r All, 
n persnnent AlpeCt of t he American federal eye t em. for t heee 
reneont our r eport concern• tteelt both Wi\b t he tnterco•erna. n, al 
floe~l proble=• of•\he w.r &nd wl\h tho under lylnc permanent 
problema, 

Oc tober 15 , 1942, 

I 
• 

Reopec\fullr oubml \to4, 

Rllrold H. Gro¥Oo 
Luthftr Guli ck 
MAbel llowcoeor 

• 

( 
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PIIUATOIIT IIOTI 

'11111 ropor\ w.a well under way befo re \ he Un ited Stntea ent~red. 

the vor. 1\ 11 bued on \ he ,. .. wopUon \ h11 \ \he United Stnteo will be 

on the winni ng e1de ot \ he war and \hll\ \he otruccle vlll no\ be 10 lone 

ftnd. tKACt l"b thn\ nll our 1natt\u \tona will need t o be reTolut t onl : ed 

t o con/or• to ~t l ltary neeeaatty. Cone l der~ble Attention hAa been p~ld 

to t he aodlftcnt l one i n t nt~rGo•er~ntnl reCU}ntlon• Vh l ch hAve grown 

out or or which c an be f oreaeen ae likely to crov out of the var. 

But the report t e not prlMftrl \1 concerne d. wi th thfttl proble~•. It 

hAl tAken COtinl ~AnCI of th e Vftr up to the prPeent , ~t 1\ l s conceded 

th• t r11pl dly eh~l~ Mlll\nr7 • ••nto mA1 ~k• • "7 l ong-r11nre proGrAm 

propounrted In t he """"'"r of 19112 quite 1\n\lq\11\U d ooon att"T It II 

for mulnted. 

PlAnt for 1\ more cosprehena1TI at\U\,Y wH.h more ortg1M·l r earnrch 

wftrft nbnndoned becnuae or the war. 

I n t h e f ol low1 DG atnteM nt o f ftl\j or conclualona " n4 reeo~:-.d.t'Uor.a , 

the tlrat mfttn aec tlon t a concorne4 wi th tht g~nerel aprroa eh to t~e 

proble•. The re~tnder of t he a\~tement con t~tna tho ~r~ ·~cl!tc 

r aco.e&ndat l ona . Theae reco .. end~tlona nre a~1te4 t n \~ra• of 

ftCtlon pr~"rNDe tor each 181'11 of oover n-vnt n\ t h e end of the 

''" t t ment. 
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Coor41•Uoa •• ooe,e .. uoa ra\Mr \!lA& 81&kr41•Uoa _. -.retoa 

It tbe aaawr \o tMorconnMa\al ttMal ~-1- ta u.. Oat\o4 lto\oo. 

Oar ro41ral oro\la wt.\11 Uo preen\ 41Ylotoa ot -r u4 roopo•t­

bll l\7 h o'llppOrW ao\ la1r 'lilr \rM!Uoa ...t 1-.al prooo.._\ "'' aloo 

b7 vt41opru4 rooacatuoa ot \Ill 'ftll'7 real ft1'MI ot •-•\ralh14 

10n...-o\. fbi .,., .. pont\1 o ... \aUoa ot 1ectolanro precftao \1 

v141l7 4t ... r&oM ooD4Ulou, la\oroo\1, 1114 .. tall ot .,....,, *1cll 11 

••1'7 hopor\u\ ta a larp ••••rr1 U prort4oo rooa tor llEplrlaoa\1\loa 

to I OYIF-Dll U IMO'CII'apl ,.rUotpaUoa ta covor-a\, u4 wl\11 U 

\l>o 41ft1.,..a\ of -.lor olvto aUt\ .... o aa4 \oUor \ralM4 loa4ertlltp; 

aD4 l t aarrowo \Ill ooopo tor \Ill taottlol- aa4 rl4 '- \Ill\ of \Ia 

occur la a-...~~ II'MIF· Coor4SMUoa llu \oo- a lla,jor proUoa ta 

tho oporaUoa of \M 114nal Oon-\. 

'lbo 111p1rtor o\ratecto ... usoa ot \Ill rl4oral o... ...... , ta tlor 

coo\ro1 ot larp-eoalo -.ataooo, la \M o\a\llloo\toa of oropl.,..., ..a 

pro&NoUoa, ...t Sa \M ~•haUoa ot •Uoaal laoolll ~ J•Utll4 

l&&l'llllft ,.._al l ...... all.lp oa4 \loe ...... loa ot , ..... 1 &0\lYUho I n 

rocnt 7NI'I. .,.. \lito aq .. \oa aoa4 ao\ h a\ \ho n,._ of .Ill 

Stat11 ..,. \M -sotpallUoo. fila MJor ooul41raUoa to bow lloo• \loo 

~Catoe _. ,.rUol .. \o ta \llh la]IIIUloa _. - Ml\ u.:, -
t acllUa\1 ra\Mr \!oAa ro'-"4 u. fbi itlawo oUll ouu ... •, ro\ala 

1ar11 roopoaol\UUJ' tor - co•• -\al Nrrtooo ol- • . \loo wltaro 

ot \be ct\1-. !bo ro4oral Cklvonua\ 11u a rt\al tat · ·••• ta 

..ta\alatac ... o\roac\llolllac llo\111 1\a\a..,. looal v .oraooa\o . "--I 

Yalualllo o .. r&7 11u 'Min_, .. ---nlJ' ta cparrollac ..,., \loo 

propor topbor11 ot \Ill ~ .....,_, arr4 \loo 1\a\ao ...... \lao _ .. 

ttl ooll4 aolltou ra\ lto ta t11a -UlJ' \11114 ttol4 of la\IJ'p.,.... 

aoo\al coe,era\loa ..,. OOIH.i•\1111. J7ocro•• la \llh tltl4 rocatroo 

- vtlllD&DOao \D . .. .,.... .. , to nrroa4or wo\14 lahroo\o, u4 \a 

t or,o\ Jlal-loo 111 tM ..,., ot N\11 \M h4ora1 Clo'r-•• _. \loo 

1\ator. 
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._,, 6Hlel- ot \M hderal Oooton.at.ot c:a...a ... Auualla 
to r•ralleo • lar• ,..., ot ouh taa 070'- tor \he pulo4 of \he war 

pl- propouah of - onr~liiC taa qoU. oa \be 4etouln, 
Coa4Uloaa la theN Wo f ... ral qo'-o 4lttor n•••t tree ov ova. 
!ball coutrlu, la ooatrut to - owa, ban a h~l.7 ...,_lopo4 

t ra4lUoa of all-• (f~ cnah) troa tile ooaUal coftra.eat to 
tM 41TioloM. ftah taa ratoo, parUcnalar1.7 la tllo lac- taa tlol4, t 
wro n'betaaUallT lalCMr tor at 1-t •- of tho t orolp oht11 tbaa 
tor ov owa. !llo tra41 Uoa of looal aa4 otah a1ltoaoq .,., proba'blT 
1111 hlclll.7 4nelopo4. Corhla coor4lMUoa llnlc11, ao'a'bl.7 lao- ._ 
clo411cU'bllU7 wore _.. hlpl7 4nolopo4 la thlo coUft\1'7 \baa la tho 

JlrUloh fo4oraUou, nt otllero, noll •• J olat a4e1Dll\raUoa, wore 
nell l oll ...,_lopoL ot ....,. .. , lfta l1 thoro wro ao 41ttoro...,. la 

coo4lUODI , lt 001114 DOt h OOKl ..... fr• tlleoo nMplll tbat \he lhtll 
ellolll4 'bo 01:cl'CI4e4, la otfoot, troa lllpOrtaat taz tlolclo lftD cllll'lDC tho 
war -rcoDOT. 7looal la4epoa4oaco h a larco ooc\ or of coaoral 
la4epoacloaoo, •4 tho latter a lor,. part of local ool t · coYormMat ..,lch, 

1a , .... , hao lllpOI'taat "-crauc •at..... It hlo ...... '""""' that 
aaothlr -.lor war atcM p•t aa •4 to tocloral 171toao oYoi')'Wboro. 
Whe\hlr or aot thlo 'bo ,..,.., lt appoaro that a l orp ctacr•• of ltato 
aa4 local fhcal ,....,...._. 4ooo OOJrrf ""l aoo of a "'1'7 hlch orclor, 
aa4 tha' t1117 ollo1ll4 aot k eacrltlco4 ut11 tbe aecouU7 h claorl.7 

cloaoao,rato4. U 11 .. , kUont tha' OIICb h 71t tho •••• · 

!hat ltato rllbto ohoulcl 7lolcl to al l ltii'J' necooolt7 will 'bo 

c••ra117 coaooa.t. !hat tho war otfort wo1ll4 'b• ''"'' 'b7 foclorallla· 
Uoa of lta\o rneau qot•o h , llownr, YII'J' clcu'bttul . !bo 7e4eral 
Con..-at bat oaoiiCII oa ito' baa4e t or t bo preua\ vUbout euualac 
tile roopoaol'bllltr tor Ita'- tt.....,.o 1lalou t bh couroo vo1llcl 7lelcl 
... ., l11p0rtut ....... ~. la orclorliiC l\o ova fl~W~clal prOCJ'... ! hAt 

\ hero woul4 'bo - ..,.aatac•• MT 'bo coacoclo4 , but "' prooont aa4 la 
tbo Dl&r tllturo tbloo ...... tiiCII oo• OU\Wilchlcl 'b7 t ho clloac!YaDt"c!IO, 

2. 1'ba J:ry-eUc Approt!l\ 

.t.a ~le ot tbl bhto1'7 of tbo tlocal ccor41Datloa ao-.•oat lD 

thl tlaltot ltatoo, ... ot tho oxportoaco la othlr cowotrl ll, •ucco•to 
that a p._u0 appro.ob t o tho pro'bloao of btorconr-•tal flocal 

rolaUoao h Ulto17 to 'N tllo .. ,, trutttlll . 'l!lo pr_..uc -roach 
4ou aot exc1'114o tho •-••tt7 of ••• ... 17111 of 'loJ~C-I'WI' prlnclplll 
aa4 la,orooto loweYOr ..,_. tor a oolut loa of t ho !local coor41a~~t1 oa 
pro'bl • , or t~r a ...,.r ... lYI ot.Clo plea tor 1-clla\o adop\loa , aro 
clc- to 41....,011taoat , a- ocholarl hAn roJoctocl tbo 14aa of 

' DlltltUac• •' tile pro'bl•, ltlt _, 'lltt , "' nttrol.7 laacll..,.to, 'but u 
h t hlo •~p~~'-lal' .. .._. that ,..-1••• aoot la tbo VD7 of pro.,-ou 

1a *"' _, 'bo a oooporaU•• ftD\1lN. Ia4oo4 tllo proocc-Uoa ot 
tho arl\loo wl\h craMi••• plaae tor tlloal coor41aatloa MT accoUDt 

for tha ratller lOOf ocoft of M)llOY-at to 4eto. 

A totoral qoU. laYolYoo at laaot ,.,. la71J'I of COft..-nt , Whi ch 

........ n~ ......... - - -- tor npport. a h alaoot 
laiTitaltlo &hot .., aoUor 1>ow oaroN17 cll'a• a Coao\lhtloa MT 'M, 
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1 0oo o•nlAipploc all& -'""' wUl ...... -... aa\Mrl\;r ._ ... \o -• 
1U ..,. ep~>ero ot ao\h'1\;r Jeal..,..l;r, all& \ o reooa\ o-u=-•' -.;r \llo 
otb.tr. 

lhl4n \1\ooo ooa41Uoao \llaro ooo 'llo ao 0011plotol;r loctoal M4 
oloa.r wt ooluUoa of flooal pro\l•o, !lao ul\14 u4 utfora tlocal 
171\• of wbloh - .-talotro\ore ..._ lo poool\lo oal;r ta 0 .ai.\Ol'7 
o\a\o. Tho 'boot \hot ooo '11o aohlo'Oot la a to...,al-o\o\o lo a wrll:loc 
co~proaho, """" oo \1\o toural-oto\e 1\oolf lo, la Uo or._.,, 0 
cowproaloo . 

1\ ..... ol-o \o 'bo "'-'llol'o4, aloo , tho\ all ....... ,. _, 
coor41u\loa ta•ol-.., \o - es.Wa\, a oboloe of •al••· Coort.S.aa\loa ., • • 
&lao a\ ulto ... u;r, all& fl ... •• of Uo prloolpol -· tor oc\loa 1a 
tbo ~lloaoo oooto .at 1rrl\otloao oooooloto4 wl\11. 41.,.rottloo ot 
nat o lawo aa4 proc\lo... IIU \hooo U'OOrtl\loo ooo 'bo 4ofoa414, too, 
ao oxporlooa\o la - _. Uttoroa\ \oohal••• or o48p\o\lou \o 4lftoroat 
coD41Uoao. 'fhoeo .._ UoUa ooatrollaa\loa .thlallt of ""ltofttt;r 00 
•1c1ou rothor \boa 'lloutloeat; \M;r -l;r \ho o4Jootl'OO 'too4lT' to 
what t ho ooatralhoro -k. •ro, oo la - othor aat\oro of ooolal 
pollq, 1\ lo 00\ poool\lo to haft OllOI I oaa u4 00\ 1\ too . I\ -
be pooolblo, ho,....r, to aohl..,. •- roolal\o without croot looo ot 
•olull. !lloro oro or- la *'oh U'OiroU;r ool'fto ao uotul parpoeo . 

.t. nr'rl:l' of torolp oxporloaoo 114lootoe that ao h4oral toN ot 
co .. ruoat boo 4nolopo4 oa oa tlrol;r oo\lotootor;r Mthof. tor coor41aa\loc 
l h fhcal •:r•t• - -'> loll a oloclo JIOBAOOO. .....,111 of olaoot all 
tho ooor41aotloa 41Ylooo ooa 'bo t oan4 la t orolp oxporloaoo , \be 
ool ootloa on4 pat\ora t.poa41oc ooael4orabl;r ~· hlo\or1oal aoct4oa t . 
Vbot boo wrto4 woU la oao oo..,.tr;r boo aot al..;re 'booa """eooetal la 
oaotber. .t.uatralla boo ~no4 a o\o'blo nooooo la o~ro\1'00 
a4a1ahtrotloa , - ot \ho loll .poo\oc\dor .,....caobol to tho pro'bloa, 
but \hno lo ao oortola\;r \ho\ We W01114 'bo o..,Ul;r nocoootul _,or 
otbor ooa41\loae. 

Ia thor\ , tho pro'bloeo oro pr oeoa\14 aa4 tho roe~a4a\1oao oro 
aa4o lD oiiCh .......,. \hat oa;r o• pa.rt h oal;r a lhort e\ep fo....,...4 oa 
tbe 1'004 of u--at; but tt procr .. • 1o Ual;r to "" ol"" aa4 
41ft1out, tt 11 ao\ oa tho\ aoco""t aoo .. oortl;r lo .. t11p0r\oat . 

J, fbo Coor4haUoe ..,._,., 

'l'ho hhtor;r of tho flooal ooor41Mtloa .... _., to ohoractorho4 
b7 auoh fruo\ro\loa, "'ahtUl tb1allttac, u4 raUoaalhaUoa, "'"' tho 
offor\e axpoa4o4 ho.,. 'brouch\ to pabllc a\\oatloa a eo\ of pro'bl .. 
tho\ oro roal u4 vcoat . !lao ....... , hoe ...... lot .Ual;r ":r 1\o\o 
oft1otale, wl\ll loll ao\1.,. porUotpaUoa 'b;r oohclorl aa4 buat11011 
Ma. It boo ao\ 'booa "'9J>>O'\e4 -.;r wq crou4owll of popel•• la\eroet, 
1M \ho lack ef par\lclpaUoa ot ta.ra _. lo'llor cro"P• h coooptouo•. 
'l'hlro boo 'bola ao or;ro\ollho\loa of oplalloa -ratoc \be pro'bloa• 
1a•el'rl4, .., .. _., \M oxpor\1. !1M .. _., boo ot\ea fo1lo4 to 
• - to crtpo wl\h ,._._.a\ole: o w et-r:r proooaro hoe 'booa \o 
l n4croo tho wor4 ·-tlMUoe, • IIM4 lt \o a -"'"· wblc:h aloo 
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eador••• t t , dal tnra a tw paeralt•atloae, aD4 reco-.D4a •ta.r t.her 

1 tud7. " (I t .uat be conce4o4 that aa t o oo .. of theoo llattatloao tho 

preoent repor t h no I XCIIJ)Uoa . ) !Mro hat alto beon a coMl ctlon that 

1 croup of 1p41Cll'l.ltto cov.l4 4raf\ a fonoo&la o r 11t of ~peolflcatlono t o 

oal lof7 aU J>IU'tlu Wllan, ao a -\tor of fact , - of tho toou. o 

tn•oln4 aro be7oad tba prorli!.Oe of tho export. It the u .. ohou14 """ 

arrl•e when Coacraoo would teal It DICIII&f7 tor the Po4oral OoTora.nt 

to t.Uco OTtr tho aaJ or otratoclo rlfta,. oourctt of tho 1\atoo ud put 

thet• &o•en-eat.l OD &D allO-.aGI , DO ez\ t n llYI 1tu41' V0\&14 be re qulrt4 

to tell U how or ~. 
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llu\ \hh h DO\ t o oq \bat \ba aoT.,.n\ bat fallod to accoiiJ)lhh 

• ~aot\11 purpo••· 1\ baa called a\\ontlol\ \o r .. l u4 urcont problnt . • 

crow1DC DOt oal.7 ""' Of tba o.,.rl.apptnc tu qotoa, but aloo otrt ot thl • 1 

1ocreu 1nc DAUo•l .• conoe1c tatecraUoa and tnhr411J)eodonco. !he 

dnelopont of h'llp corporaUoDI , oal7 a 11Ulo 1t ot all leoo ponrt\1 

than t bl Stat .. .e.tch charter thft , aD4 \ho crowth of 1nhrotate tra4n 

tra•el , c~1catloa, and e1crat1on, ba•• 1n\ono1f1o4 probleea of 

aulllplo ~\loa, alloci\Uon, t nhrotato c_.uuon, and cooh or 

a4aln1otrattoa &D4 COIIJ)llanco. ODe vrltor co•• oo fl\f •• to oxprtoo 

tho riw \bat • - r eo ronhro \ho aoro coort'Onhnco of 111>1tora1\7 (to 

lawo) an &lant\ l~~pertoua oeco11l\7. 1 !ondoncl11 tOWIU'4 lcotablll17 

aDd tnaocurlt7, co..,lo4 wtth lncroaalnc oco-lc -U7, ba•• 

dnoloped an 1nhraot Ill onr-all fhcal plannlnc. !hooo aro onl7 a 

few o! the -..zJ.7 na•o•• for coaoera a bout a renDu ·~t. .. that. baa 

dnolope4 ptoceaeal &D4 II larpl.7 ~acoor41 na tod. 

In tho couroo of tho hhto'7 ot tho coor41naUoa ac•nont, acot 

of the prt .. tpal 41Ttcoo t or coor4111Atlon haTo boon roco ... n4od tor 

a4optloa or atonoton. !Moo hol\141 oll))&raUon of oourcoo, Joint 

a4alnhn>atlon, l t oto npplo•nto \o 1o4erel taa11 , crodt h , oharlnc 

of r non11o1o, h4oral and ltato crante-ln-al4, u4 raallool\tloa of 

flll>cllono. .Ul \hoao dntc .. han bien trlo4 ol\her In thlo colll>\'7 

or abroa4. Jbperlnoe ._,to \hat 110 ono of tho• will acbton 

4ool rablo rooulh .a4or all coa41Uoao. !ht - .,..t bl adopted 

to the aahre of \he probln f or oiiCI> tu or txpea4ttvo , aad t or 

oacb """"''7· 

~. 0oDO!'!l hottloa of thh !!port 

!hlo report -ko a at441o cr~ h tba ooor dlaaUoa probl ... 

OD the •• .,.,.._ are u.. otroac -valhoro, w11o t .. l \hat ltato 

aa4 local tlacal ,...,_.._. hal _.... Uo uotllb .. o aa4 II ao 

lo- ooapatn1e wttll _..,. ••-•• tecto. !he &.port ot tba 

Canad1.,. 1o7111 o-looloa coe• ,., Ia U.ll 41r.ctlon. At tho other 

our- are \MM wbo are oeUofiH with What w han u4 'IIIIo &rC'IIol 

thAt \he trtotl•• ... -"• at .._or41•114 ~Uoa art tba 

• •ctoiU'7 prtoe *lclo- wh•17,., tor ov , ... ral •71t" wltb Ito 

larce _...,.. of looal ,,.....,., loth of thoH cro,.• are .,.. 

rt&llttlc thai tbo brbrl4 .clloel ~lab bopeo t or a co.,lott17 

Coord1,..te4 ftocal qotea with 110 obitt lA tho 41Thloa of COTtrlt­

•••1&1 poworo. 

• 

, 
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tM onualtaaUoa ot all \b. -.lor \u8o ta lba !wah of \be 

Poural Oo.,.~, ,..,.14 pronu a at-,h, lactoal, orcl.orlJ', """' wll­

coor4hate4 laX IIFI\-. !111 0111\l'altaaUoa of \ b. aaJor oontoo fllllc U oao 

wou14 on t4 \be oootutoa of uaaetoro of ..,...,. aacl. voul4 oul>l o \he 

oppllcoU oa of r oooiph ""~~'" \ba7 are ..,., llloUcl.. focet her tbooo 

otopo WOII14 ea'blo 'Ill \o 4hpollll larcolJ' wi ll> •- 161},000 'lllli\a of 

IOYti'DaiDt . !bq woulcl. ..... \be ro4oral Oo-ror•ont qui tt - 1• !local 

powro t o 4oal wi\b. o• -\able pl'iYa\o 100110110'. ht \bore lo 110 

otour&DCO tul lho noulltac .....,.ela;, ..cb.1111 "'l'll14 110t han woroo 

lahrul iacoor41aaUoao aa4 lllofflcloiiCllo llwa t ba ntoraAl onoo oo 

opparoa\ Ia our pr oooa\ .U.ob.ttl &rrAIIII- Ilh . Aa4 tho looo l a 

ID\AJ~Clblo nl'lllo IdeM bo IYoll .., ... ooriouo. 

ht w lhtlll< " '"' l horo to u otbor u cl. oou4or at441o cro..U, which 

accepto lho tr-""rt of \ ho AaeriCIIII COYor•eatol "'""" a ll4 o .. ko 110 

l ore• obit\ 111 lbo 41•hloa of power. !hto Yiow o\ ar\1 wllb t ho 

oboor-raUoa \bel r.ural-lh\o rolaUoao u YO booa llftrlto4 wl \ II coollltoo , 

dlolAliCo, oupicloa, """' J aalouq. l)oyo..,...nlal probl .. o Ia ov •4ora 

ora bOIYO bo- 10 l117CO aa4 w1 \al, ucl. p...-Uci poUon hi a UDtlo4 aUack 

upon \hoa h 110 IIIIDUal , lila\ a...., aUilu4o , foctll \o\e4 1>7 DOW 

lnoU\aU o111 , ohou14 bo lho ataiaua acooptablo procraa of ! local 

oocl.lticoUoa. Wbtlo ....:b. wlchl 111141 \o bo e i YOn \ o t ho Yaluoo 

IOOOCio\04 wilb. au\ ODO ... UI l ocal COYII'- a \ , \baoo baYO \o bo balaACOd 

oc~lno \ lbo a4Yutocoo, ouch ao ro4uoo4 oootuoloa """' w14or poropocUn, 

vblcb ol\oa4 ot a\ral oon\rol. A priori coaerallooliont ooacorn lac 

ct n\ralloa\loll aro of l t l \ l o uo, IACh opoclfio problt• bao t o bo 

coa•14ere4 oD l t e oWD .. rt•• · I D eo .. oa••• te4eral1aat t oD ot a 

fuaclioa -., (bp a balaiiCO of l ho i lllorooto) bo varraatt4; Ia ot htro, 

rthatloa of l b.o tllacUoa lip llat oo aa4 1IWIIc ipaUUoo IIA7 be c&llod 

for; &a4 ••' of\oa J ollll pAI'UcipaUoll, 1a oao w:t or u otbar , M'l 

be \be bot\ oolu\ioa . Deoo11lralioat l o11 wllhta t ho opblr o of Podtral 

oo\IYit ito .., aloo baYI a place 111 t ho pict ure . fM prttu.ptloa 

ob.ould proba'blJ' faYor 4ocoa lraltoo4 cont rol bu\ I\ It b7 no ••aa• • 

tical or coacluiYo proewopUoa . 

Thio -,proaob. to lbl problo• calli tor • bleb. , ....... of ctau1Dt 

wtual ll;r. Slate oupicioll \bal lah rconrnaoa \ol cooporaUoa wi ll 4 

bt oottlJ' PlUral 4oeiaAU011 ,...., be 41opollt4. A pracraa of fUll "" 

etDUtat a\-.11\p to -urel7 poooll>lo. 

'l'b.o .et b. haft OOUC)\\ \ o f ollow bat tOll clot• \ o 

accop\allc:'~:ba~rl:... "w:t. Aaorlcu boltot Ia \ ht cl.ltpo~:!oa ot 

hHia\IYO aa4 111 aate\7 of -boro to ••1'7 4aop. 'l'b.o pr.:""' la h 

approach a4apUac ~llloi'J' lo tho aeoeotiUtt of tiM P co, 

aloo -~~- 111 lone. rtllallp, \hi Yltwt boro llk•• - \bat priYa\t 
_......., , ~~a~~poro4 t a carr7iac ao larco 

t D\erpr l oe ob.ou14 bo ---· 
110 't .......,. will JutU t)' ; 

• tbaro of t ho t\1\111'1 e ooaostc loe4 aa 1\t par 0 

\ hft\ COYIMIII~nl DIYII'lhol ooo, ...,, bo r i Ue4 ..... l o lllouro all . 

t n4-pro411Cl ta ~ourt\7 aa4 wll-'beiac coorpaU'blo w1 \b. a 4oYolopiac 

ooclal ooiiiChaoe _ \hell t oo , are a par\ of tho Aaorioaa \ra41Uoa . 

• 

• . -
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n . PLAI P0a A ft!llln IU1'1 l lSCAl. AU'fi!ORl'f'f 

5. rodoral-lt~t• rtoeal Autborttr 

lt to reoo ... nded \hat a lo4eral-lt~t• l l ocal Authorit7 be cre~te4. 

Thlo to tn Uno with tho seneral "pproach here tal<on, aaael7 , thAt tho 
probloa to not llkol7 to bo oettlod all ~t once, but th~t coaotont otud7 
ot and rea4Juet•en\ la 1Dterco•ern•8n\al &rr&ftCeMente wtll be necetaary: 
aloo, t hAt t he teraot• ln lntersoTornaental rftlatlono ohould be 
cooper~ tloD rathftr ~ aubor4188tlon. 

A loderal-ltlltl lilcal Authorl tz could be Upeote4 t o per!or. the 
!ollovtnc tuDctloae l 

(1) Pro110t1 el~01 collaboration &110114 ""'- and Federal lldel nh ­
t rotoro with the obJectlTe o! Joi nt adalnlotr~tlon ot ool octed 
o• erlapplne tazee . A481n1etrator• hAYt aade ·~ procr••• t oward 
coor41DAted tax adalnhtratlon, notabll 1D llllkinc lodorAl lneo.., tu 
lnfora•tlon aTallAbll \ 0 tha St.too, A\10 ln tho liqUOr t&E !told, 
collAbor•t l on o! Stoto and loder~l o!!lcial o io hl'hll doYoloped and 
hat pro•e4 wutuall7 aatltfAct·o ry. Hove•er, etforta t o 4••1•• IU\4 
lnaucuz~t• a Joint return for Pe4n r~l and State t aco•• tax reportiac 
hA•t pro•td Abortl•e. Jlecent e~rlenct with the Fed.er,U auto•obllt 
uoo to% varr~to tho coneluolon that ottectlYo ledornl-St•t• 
cooperAtion l n ad.lnlatratlon cannot be laproYlte4, but requiree 
oxtonot•• necotiatton and prfPar•tlon. A lodo r~l-Str to lloeal 
Authorltr would be adalrabll oultod t or thh r ole. 

"nlo adalfthtr,.UYe appr oach to t ho probln ot coor4inotlon lo 
Ukol7 t o pro•• the 1101\ truittul one 1ft t ho cnoo ot "" t lnco .. tuoa , 
b~•tne•• taaea , eal•• \axe• (it t he re4er~\ OoYe~Dt «nterl thl• 
!iold), and poooibl7 do•th ta.oo . Jotot roturno, Joint oudito, and 
Jo int uoo ot adalnlotratlYI peroonnol otter pooolbill t loo t or tuturo 
4nolo,..at, 

Much could be oaid t or e Authorttr which would adalDiotor 
o•orlapptac tazoo d1reotl7. !he ozportonco ot Auotralla , which hao 
-do croatoot procrooo 1D tho adatnlotratlTI approach to tho coor41na­
tioo probln, potato ,...,, a Joint a4alntotratt•• aconc7. Jut 
Auotrolla' o probl .. to ol8pler \hAn that ot the Unttod l tetoo. "nlo 
Co .. onwodth hat o'lll7 olx ot~\ol and \holr ronaua 071\l&l are 80ro 
loportant rolaUnl7 than thooo ot our lla Statoo. (!bo latter !actor 
cro~too a a oro IYID bal&Mo ot powor than thAt which ozhto ta the 
Un ited Sta\oo,) .,.ontuall7 a lodoral-lt•to llooal Authorl\7 ot tho 
trpo horo rooo ... D4od •lcbt b4 ct•on power t o a4alntotor oo•• ta.oo 
ln l t o own rlcht. ~t at tho outoot ito rolo had boot be con!t nod 
to that ot 11odlaUoa botwooD h4eral an4 St•to otttct•lo. I\ ohould 
bo oboorYod , bovner, that JolDt a4aln.htr,.uon to not lodlral 
adalni ot r ntion; a lArco factor ot .utuall t7 io l~ltod, 

t 

• • • 

( 
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(2) Jacllltata latarata\a oooperatloa. l or a-..pla, ..rktac 
wl th oslotlac econclaa, tho aatborlty coa14 pr.-ota roclproclty 
loclolatloa, aa la tho llcoaalac ot oa-.at-lta'• tracka, 

fbo Coaacll at ltato Oonr.enta, -ac oth•ra, haa percoln4 tor 
10ao Ua that a IIBOh creator a-.r .. ot latll'lta'• coope.r ... uoa 11 
roqulro4 to aabtalD our lo41ral 171tea la a haaUh7 ooa4l Uoa. lo• 

121 

of tho ,raYOI' probl... la tho flol4 Of lDtii'COYorn.ental rolatlODI 
alght bo I OlY14 lt thoro .. ro a eattloloat Aacre• of latoroteta 
cooporaUoa. ot all the re•4lol tor thuo 11A117 problna , laterot,oto 
cooporoUoa ra111t1 tlrl' la 1t1 pi'080t,lon of tho pr11Uce aa4 la4epea4onco 
of tho l tAtoa . lilt J.Dhrabto OOO)IftrAUon, to tWictloa 801t ottlcloatly, 
audo a •trln4 at court• Old thla tho lo4oral Oon ..... at. AD4 u Ml4o 
on ... Y Ylblclo of traaaltloa troa tho flol4 of latorot.to to that of 
Jo4eral -ltsto cooperAtion. A le4era1-l\ato aconcy lhoal4 oupply tho 
factoro aoo4o4 to Utt lahratato cooperatloa t o a 11\lCh aoro ..,the an4 
• or• uaetul plaae. 

()) .t.o' aa a olo...rhc boaeo tor propou.la relAting t o Je4aral 
J>OT&IDto la lloa of prop..r'y taso1 oa lo4orall7 ownd property. Ia the 
paot, loclalatloa la thla flel4 hal tollowe4 ao oonolotont prlaclploo, 
an4 "" an41lly ooapUcah4 pe\tera ot prooodvo baa 4o.,..lopo4. !bo 
Authori ty ateht al1o 11m aa a 1 boar4 ot appoala" to hear coaplalato 
regiU'4lDC lo4oral PQ~~eah 1a Un of tu11, Aft4 tho 1111 of t•.utloa 
or othor laotruaentalltlll a1 tra4o barr~era. 

(4) Coa4uot r11oaroh. ~l4onoo of hl«b ooato of oscoool•• tax 
a&cblnery, both to COYoraaeata aa4 to tazp&Toro, lo outflclaat to 
warrant -b 801'0 latoaalYo atll47 than tho nbJoct h&o thua tar 
recol•od, It lo earprlalac thot alaoot ao OYldoaoo lo aYalloblo 
concornlac tho ooapllaaco coato ot our ooclal oocurltY oyotoa with lto 
oubotantlal roportlac reqQSroaaato. llallarly, oaly ocatterl4 aa4 
lnconclaoln oY14onco 11 ...-allabla ooacoralac tho oftoc to oa ftraa 
• ncaca4 la l a torateto lNala111 of 4lnrao apporUouoat toraulao 
appllo4 ua4or lao- aa4 baalaeao tazao. LlUla coaYlactac oYl4oaco 
lo anllablo ooaoaratac 41ftoroaUal tu bar4oao ao a f"ctor 1D 
lnduotrlal locauoa aa4 ro-looaUoa. !booo ttel4o colll4 bo cll1Uftto4 
to n colloat a4 .... tACO, o1thar 41NO'l7 b7, ar throuch tho aUIIGlatloa 
of. a Jo4oral-l\ato· lll0al Authoi'U~. 

(5) Create pUblic lateroot la lDtftrCOYor ... nt.l rtl~tloao. 
l'llbllo "P"th7 4otl aot 11¢17 thAt tho probloa h aalaport...nt. !bat 
tho public (oaooptlac oortela claeaoa ot taaparero aor1oual7 
lnooa•eDloaoo4 b7 taplloatioa) ba1 aeYer booa 8UOb latorooto4 la tho 
' frlotloDal oxpoaao• laYOlY14 lD t.aatloD (GOot of a4•ln1otrat1oa aa4 
COIIJillMCI) h m4oat IM'QCh tree tho peuclty of 4ate coacoratac 
thooo oooto, lllbllo coacora lD tbooo aattoro, bo-.Yor, can aa4 
t hou14 bo 4..,..lope4. 

(6) D1111•laata ..oac tho ltatta lnlora..ttoa oa lo4eral taso1 
&114 ocoaoa c trolllb ao tbe7 attoo\ tbo ltot 11. 

... • 
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(7) ProDO to bettor c on rnae ntal reportl~~~:, accountl nc , and 

suthUCt . · 

A1 to orcanlaatlon, It l e .ucceeted \h~\ the per i ODDi l ot tho 

Authorlt)' coaoh\ ot one .. aber - l nhd b7 \ ba Pr11ldan\ , 001 

oe locU4 b7 a coDterence ot dal opt11 -d b7 1\ato Oonraoro aad 

on• nMOd b7 t he11 t wo, all t o be OIIJ.tabl7 q\I&Utle4 I n t he tl~ld ot 

lnt orGonrn .. nt al thcal rtlAUona . 'ler.o lll.sM be etaccorod, and ot 
!our yoATt durs t l on: ott lceo ohoul4 be loca t ed In Va1hl ns t on. 

Thl a co .. taaton of expert e ahoul4 be aeel eted b7 a repreeent- tlYI 

counci l. Jnt erco• eru.ent al eooperntlon t e not ltke lT to 4e•elop Yl~ 
! nr u cept t!lro~ t ho proce11 ot a ... unc ot a larco nMbor ot alado. 

Reprte~ntatlon and confere nce are the eaae nce ot th1a procedure , AA4 

oith•r by leclel a tlon or worklns r ule , a lederal-Stat o aconcy pro~aa . • 

1hou\d Include an adYhor7 M d euper..loorr CoW>cll. Tho CoW>cll would 

pt OYlde a SI&DI of &ett ln& A CODI I DI UI . lt l hOuld afford direct 

repreaentAtlon of Concreee loaal co~tttee a . &D4 rec~ae4 or&&Di&atlODI 

of St~te and local a nd lodaral ot tl clalo. lrurther ropro11ntat1oa to r 

muni clpal ltlee a i G)>\ al eo b o oocurod 1>7 a proYio loa requlrl nc that 

one ot the \hroo oxper to bo oopoc l all7 1Dtom e4 on llllnl clpa l attalro . 

It It propoood \hat • 150,000 t o . 200.000 bo author h od u tba 

i nitial bu4&ot ot t ho Aut hori t y aad that hal t ot t hlo tund bo 
approprl~ted b7 t ba l eder al OoYernaent without &D7 cont lncont (aat chl nc) 

pro• l el on. the other bAlf to be ral ee4 f rom Stete l861e lat~•• throuch 

the CoYernore ao4 tbelr 4el e&atee . Jt i e recocni ••4 th~t the proc• •• 

of ral olnc tl nanclal oupport ~~ t ho St&teo wil l I~YolYo de lay and 
uncert~nt7. Tho l odora l aharo ohould be av.ttlclent t o enable t bo 

Authority t o .alto a ohcwlnc . 

It ao7 well be contended th~t t ho Counci l ot St &t o OoYornaonto 

11 the approprt at• actn.c'7 t o r epre eent the ltAtl l i D th1• new procrM . 

Dur1 QC the I ITin 7ear• ot t te ext etence , the Council bAa tcore4 

no t~ble eucee••• • i n the f ield of t nteret Atl cooperatio~. !he Counci l 

and tt e allied orcan1s atioDe have a r ecord ot tnterett an4 act lT1t7 

In t he tlocal coordi DAt l oa tlol d and haYe contlnuoual 7 t OUGPt lode ral 
cooptr~tton. 'h• Counci l otter• a .. chADt• • t or expe4ltioua eel eeti oe 

of " St l'l t·e repre tent at1Ye. h t the Council i t unottlc l"l l n ttatua . 

l 1 1uppor t od In conol dor ablo par\ b7 phi lanthropi c tuado, and bAa 

only no~lnal rococultlon and lnt luonco In a conol dorabl o Duabor ot 
St •too. On tho whcl o , It ,, .. , be ttor to co dlr octl7 to t ho l t a t o 

Oo• ernoro and ooll clt tholr cooperat ion In a now pl an ot Poderal-
Stnto orcaohatloa. ••o4looo to oq , tho Council woul4 bo u pocto4 

to &OIU.o tba aaJor raeponol bl l l t7 ID proeo t lnc and orcanl olnc t bl o 

procram t roa tho l tatoo' on4. Tho Council ltool f wi ll probabl 7 tool 

th• t Ito partlc l p. tlon can be aoot ottoctiYo If unottlc l al. 

'lho plan ot orpAh a tloD bar t propoood co~taaplaho that u 

l oon • • t bo Author u 7 hao be"' ..,tborhod 1>7 CoQCr eoo and t ba Podoral 

epoolnt oo hat boon .... d 1>7 t ho Prooldont , tho l Atter oboul4 call 

upon tho CoYornor o to naat del o,•t•• t o a t ton4 a conter onco. A\ t hi t 
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coattronco \bo 1\atoo• reproooa\aUYo ollould bo chooon, aad a pl.aa of 
Slott fhanci"' a4op\o4. .l fa.lr aothod of dlo\ri'buUJIC \he Shtoo• 
t bart of t ho J.uthorit7'o coot would bo ia propor\loa to tho aaouato 
of State aad local tAXtt raioed, !bit outline of pr ocedure io 
1ucgooti•o on}T. .ln altoraati•e aethod would be to pro•ido tor tbt 
ot l oct lon of tho Stateo• repreeentati•• 'b7 tho Oo•ernoro , the choico 
o! a aothod of oelooti"' btinc left to tho Oo•ernoro aad tho oelectee 
to becoae official ao oooa ao the Preoidoa t hao oatiofie4 hln.elt that 
tht oeltctoe tru}T roprooonh tho wiohoo ot tho OoYOrnoro. -Tho iaproooloa ollould aot be con•o71d \bat tho dnolopont ot . 
a4•inlttrati•• colla'bcratioa io iopoooible without a Po4oral-Stoto 
~ency. Much coop..ratlon could bo achh•od without ""7 lnotltutloaal 
c~oo . 1.., i nt oroot and a now cooporatln o.Uitu4o ""uld b• outtlciut. 
But a Po4oral-S\ato acenc7 ohoul4 holp t o donlop thlo a ew ou•looll: , 
and \ho l"U or a ia:ht aot 'bo for\bcoeina: w1 t hout oooo aow factor of tho 
kind ""'"'otod. 

Tho idaa of a Poderal-Stato Piocal J.uthorit7 io act new or 
original. lt hao 'booa oa4orood 'bp a larco ..,.'ber of orp nllatloao and 
lnd1Yldualo, aad aa aa aatidoto t o int~rotato trade b..rriero hao 
rocel•od otro"' ovpport froa hlp raall:i\lc Podoral oftlolalo. In our 
opini on It would c o far toward aoourina: that ooattnual procrooo ln 
\ blt flol4 ot i atorco•orliMatal tlooal rolatlonohlpo which, undor 
modern condl\lone, 1• becoa1QS -ore and •ore eeceaeary, 

111. llllliPIJDIII'r IOtlllCII OP LOCAL uniUI 

6. ln4opoa4ont Soureoo of Loca l a .. eauo 

It i o r oco ... D4od that aaJor 0 t toatioa 'bo cl•oo to a reorpaioattoa 
Of the I OW"CII Of lOC-al ri'YIAU , par\lcul.arl.T Cl\J riTIDUI , lD l u.c.b 

IMI'\.n.er at t o preeerYe &D4 reetore l ocal autooo~V. u4 t o eu.'ble loeal 
co•erft3tDte t o tax t heir ova reeourcee , accor41nc to their ova 41eerettoo. 
w1 thou\ tbt 4onl~Dt of acre onrlappiac ln taz.atloa. !bh, Ia our 
opinion, callo for a 'bold attack and oo• fuac~o~Mntal challl•o i a a 
tl•o-honorod iaotitutioa - tho conoral propert 7 taz. 

Thoro . ... be little doubt that local co••rnnonto, particular17 
city so•orn.onto, aro "in a bad vaT" fro• tho tiocal ot&lldpoint . Tho 
r ecent dtprtooioa CA\ICht \bn 1ll-preparo4: - woro obllcod to 'boJ'rOW 
heA•Ily to aoet current •KPenooo , an4 tho retuadiac ot aaturl ac 
oblitAUono wao co ... a. fhe epoctaDlo ot a Olt7 llll:o low Tort. b 
populnrl7 roa:&r4od ao tho •cold 00,.0t• ot " ri ch oouatry, coiaa: throuc 
one tl,...nolal pro41-a\ attor another, obllcod t o a4opt a aalto taz, 
which lto ~~qor ha4 oucceootul17 attaclcoA lD Ooncrooo, a nd traall:17. 
concedlnc lto futuro dapead..,ce on Poderal rnonuoo, io n i 4oiiU 
enoUC)I that ooaotblnc lo lacll:iac 1 n locAl r"o""" iutl tutloao. 
ll•w Tort• 0 tlaallClal pro'bloa lo aot ualquo. Moot oitloo han boon 
l i•IQG f r o• band to aouth ia tho hope t hAt ooootbiac would tura up. 

I 

.• 
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And u.o a~U tw!tl ot .,..lclpal ottlctala hat croWD t acroatl"ClJ' 
puolaloUc. OAt ot ,_ .... uee U..\ •ta \ be thl4 ot \azaUoa u.. 
cl\7 It pracUcallJ' ,-rlt .. • aD4 bu beta plactd. ta a •n...,etal 
....S adlolalo\r"Uft eU•aU-Jacltet• ; aaother deplor01 \ be tact lbl'\ 
' """lclpallUoo are tactnc a poet-_,. porlo4 - a local conr-a h 
wl\1 tlo4 lt atCfl&ar7 to 80rt M4 80rt co \o t he coa\ral pn..-a\ 
tor Jederol aaololaact vt~b Ito rooulll"C p laclac ot coat rol. ' 

Wo doub~ .uch ot \he bl&.e tor \heoo prodleoaon\o CAD be placed 
o\ the 4oor ot ~he •~•~•• la Wbooo lect ola~lYt coune llo cl~loo baYt 
tor 7earo beea W>4or-ropreo..,h4. Cltloo MYt othn obarod YOrJ 
lnadtq\ll\hl7 ta MVlJ' 4nolopo4 1\ato rneauu, parUcularl7 tn 
• ot-or•Yehlcl• taz renouee . More t.portant, \he S\at11 haft Wlderrdned. 
and o\rat l-Ja clcato4 caneral pr oportT '"" or;pa.noton, bot b vl tb 
ueapuo .. &n4 vltb celll~~j~ llalt..Uoao. 

fho ctt teo Ia t oaft tao~anceo haVe \belr ova alo~ .. at to 
bl ... t or part of tbelr thwoc tal troublff . Jut t ho caaerall 7 rlttac 
co~\enet of o!tl c lal o Ia poot o of .ualc lpal r oopoaolblll\7 bat beta 
oae ot the brlcbt apoto la t ho rocent eYolu\loa ot '-orl caD GoYeraaea\. 
It U7 w ll be that 0 \be btl\ -cad of ow- clUu are llbead o! ~be 
Ptdoral OoYerDaeD~ ta ~b. qualltr or ~heir adalalolrft\loa . • 

Tbo cl Uoo haYI cla1•4 ~bo prl'rlloca, &nd ooM ban touo4 U 
poetlble, to deTelop 10 .. 41Yerelttcat1on of r _.enuet , And to •• flad, 
tor e.z.urle, 8UDlclpal M llt t.azee la Rev York and Jfew Orleuti a 
flat e&rne4 lAcoM tu t D Pb_lla4alpb1a ; a llct ntt tu 'bAted OD • olue 
Of bu.Jii natl la Loui tYlllt aD4 llc.~D4; a OM-CI Ilt peoll ftt , ODe-CI Dt 

boule boor , and tvo-caa\ <tcarono \&& Ia II...S"Cbaa; ud ceocllae, 
autolOOblle-llcenea , an4 c tcare\\e """''" la lanau Cltr. ~~~~~ tb8 .. 
dOYtl opoeDh 1DYOlY1 plll&e """''' three 4aap lD a D .. ber Of C.OOI , 
an4 U\17 repreaen\ at beat a441 tloaal c~llca\lone lA a re•eGua 
17oh e alroaq btcblJ' coepllca~o4. 

A aa.Jor cauea of the taUure of 8Wllclpal ronDuoo oa ~ho ocore 
ot a4aqu&e7 11 ~be -..popular central proper\7 ~ax . AHboucb ~hll 
l ax pron4 tho a&tao~ar of l ocal ouppor~ tor - 7oaro , lt bralce 
dow ba4lr clurlac tbe recent 4epreoolon aad h under tnc10aaa~ 
political aUaclt b7 1\do u4 local leadore . . looldo a&n7 \ radHlonol 
t ault o, which Dead no~ 'be rooapUula\14 bore, \ be proport 7 hx , Ulco 
the lncoH t&&, l a a\t&ck•4 Mcaue l\a be.•• 1• too narrow. !lw 
proper tT ovatac l ovar at4411 claoo ...... , -~ ~her rocar4 ... the 
tax- free o \ a\wo of t he 'pr<tlotarla~. 0 !hit a\\aclc Ca1Da O~rODfStb 
becoueo of \be \ra41 Uoaal laloreo~ 1a vt4oeprea4 bo8l onor ohtp. 
7lnAllJ, ~be propor\ 7 \az to reooate4 'bocauoo ot Ito rocrooolYi~r. 
tho r,.., lhl'~ 1\ f&llo vUh cna\eot wlcb~ on rolaUYtl7 poor 
t<Ul>q oro, 

fhe narrow Jurlo4lc ttoa or ~be .unlctpall~7 &Akoo ~~ oooentiAl 
to depend oa a rela~t ... lJ' t ... 'bl l e \az 'bftoo tor the aa.Jor part of 
local roYoauoo, an4 lhlo potato t o ~h• contlnUAACt of tho l arceo\ 
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po o•l ~lll~ l • • of redl a trl but l06 
r enl ~ n tnt~ And th~lr t~n~nte. 

- ll -

~·~ :' 1 f!tt"te. But t h r re n.re l 'IIJ'>or tnr. t 
thlt burden ~~one l ndlvl j unl own~rt of 

'/hAt l a ceeded, ftp~rently. ia aoc e new • ource of loe~l r~ v~nue 
vhlch vlll ( 1) not o•erlftp ex latln& Federal ftnd Stnt• tftXea . (2) •r~~l• 
t~~ l,c~lltlea t o tl\p th eir own retourcet without runn l n~ hAt ln ~nd t o 
c ~ntrnl ~ov~r~~e nta, ()) cov~r a l l or~ •aat ~nJortty of ,,, t nt~ rtsted 
c tthenr)'. nnd ( h) not b,. r"tsre- eelve . Thl& l t no eaty '' l._:n:"e-r: t 'but 
thf followinG nu~e,tlon~ ftf~ reeomm~nded for cont l d~rnt1~n. 

The pr operty tiU mto ht ve l t be brol"en down int o ita ele:~~ente 1\nd 
t\. a uniform. nppllcAt l on to 1\l\ ownera on th,. bnt l t or ho l cHnc;o be 
nbnndoned. One way of reen t tl ng the fr~~~nt ~ would cont r~plnt~ a 
co ll •ctlon froo landlord • l n t he nnt 1tre of n a .-r•l e e ehnr&eo for locnl 
b~ne ftta t o property. nnd a f ur t h l'r coll~ct lon. more p .. r forA l ln 
chnr,.ct .. r. !rona occupnnt.a on t h l'lr rentnt vn l u .- o! occupMcy. Thl' 

occ, ~aney tnx could b~ ftdde d ftl ~l th~r e r eplAce~~nt or A aupp l .. -.-~~ 

to th e ge nsrlll p r op.- rt.y t .u: And 1 t a1 Ght b e l ntroduc~cS a t e:- c.:• ~ tep 

on " &rAdunl and expftrlm .. nt.Al b aela. 

The p ropert:1 t.I\X M e wf!'t>red from notorlout l Y Yentt n.d:d r,\ s tr:"! ~ t .. ~. 

But the bra t posalbl.- Alft~t •m~ nt would fall t o r eAch th_. thortco~lnu 

or mt'r k•t •nlue. na " mr nenre of tax pAYl flG nbll1 t~· . I t :"11'1:0' be cor.cr~e .! 
t hnt t h t o wner of reAl ft l tntft produci ng no currt" n t 1 ncome hnu sol':'lt 

tax pl\)'1 1\C a bill ty, Dut 1 t m.t\,Y 8 ti ll p r ovr 1\WlNnrd t.O Ob tn.i ft thr 
neceaanrJ c aah for tftX p~~nta: And more l~ort~nt , t h • expecttd 
tutur.- l ncom~ on wh ich t h e mnrket Talu~ t o bft~~d ~Y n.-v~r be 
r .. ll\lhed. 

tn vtev of t heae ll~ltr. t.l ons a good cAae cnn b• =nde f or s~t!tl nr. 
1\ pl' rf. Of t h e bu.rde n frOt!l refill f' P.t.t'te t O C\I Trto nt. \ n~0'"\1'• t~!>t 1P, 
U ot'" &r oae rentnl Yl'l~ of oc cupt ,-4 pr l''llh.e s. It n11y not b.- c!e st r ... b le 

to r e duce current l ev1ee , l n vleov o f t hf' r ... c t t hr- t t h,.st ~ bf' 
p~r tty cnp1 tal1:ed. a nd t h~ t t.h ~re ls no c~rtll1nty t h~ t th ~ ownrr 
would reduce r~ntft.ll t o hlf' t,. n,.n ta lf such n ehl"lfl{;.- w,.r,. -:~.nde . ~ut 
wh"r " t.hf"re 1& need f o r mor e nunlclpnl rf!vr- nuf" . " c ity ml :;ht welt 
,: tve eonn \d,.rl' t.lo n ton tAX on r~ ntnlt , colt,.cted troor. t hf' occupt•r . 
Ont nd'fMt ll.(;e o f ouch l\ ti\X t n thn t. be10(; l n p r opor ti on t o currt" nt 
t neo:n_. r n th er t.h M expftcte4 future lncooe, t t Y1 11 tpr ,.,.d t.ht burde n 
ovtr t h e v~rloua p.Arcela of r ,.nl e~trte in n dtff• r r nt ol"l !"':\~"T !roe 

t~- t.nx on enpltal vnluee . Unu s ed pr oprrt t f" l voul~ ~ .. t~e~t . Al ao. 
t h e dl atrlbu!lon b~ twe.- n tf'n~nta a nd lpndlorde vou\d Yft ty, •InC~' 
Uv•re la n h ra;.·n •o~~ rrlc t lon l n t h e pr oCfl l or •!.tfttn.:: . F\Mlly. 
ft r r ntal ti\X could M":"• ao:.• nllOWI\."'l.Ct!S f o r l n l:! lvl.tUAl ftb l\lty t o 
pn~. Th~ tnx on home r to n t l\11 ~l~t b r 1\djur.t .- d t o t AX .. nccour.t o ! 

t lse o ! !nmlly. nnd " pro1:r~aa 1ve rnt.f'! ml:.~h t b ~ \ r:rp\)t f"d . ':'ht· 
Wl)'1l ,t ter.(\ t o offe"'t t.h ,. r!"_; r .- er.tv ,. tru on C!\pH r\ vulut'e. A l,t:r~ 1 :-C"u• 
r~n tf'l t1~.J: would br~ tevl r d., o r coure_., n t " fl f' \. rnv . 

Anun,; \.h ,. obJ ,.cti unft to " nuppl~n,.· . tr-r:: r ,. r, tl'~ V"'l\',,. tM wou t.i 

b,. th~ ""'Cf' &fl 1 t.v !'or two vn lUI' tt one - rt' r.tPl Vl"lu• "'' ..,,. t 1 /"\~ 
.:r~ 1t.l'l Vnl \!""' . • ~· i.ft , .. no t 'f'\ l' l'"Tp \ 1"' r:·o' ~ •n , r\rcr ~l".!'ot 'lr l:·.~!'t\ t' B 

I 
' 
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~re 0ccuo1~4 by their ovne r1 , And 1n o t her Cftltl th~t ACtUAl re nt paid ~ 
b,. n1,Uwt ted to nllov tor apecle.l c:lrcu."l\et"ncea . 

':!'v•r" rr~ o t hrr o'bJectlone t o n rf"n t,. l. tnx. ror l nntMce i t would 
off" r no nnever (exc8p t ln 1 t a poe nl bl.e tontur e of c r,.dul' t.l on) to t ht­
c rlttc1tm t hnt much or t he v~l e;h t o f th,. locl'l t..-.x ey atem fl'\ll t on 
hou~~o t n1; , nn "r~A of eJ:Jlttndlt ur e l n which thn· nnt\on l~t tr)' l ng to impr ove 

1
tttndl\rdt. Sor.~e concettlonR to houo l tl(;. probnbly conftned t ·o t he 

pt.1lf'nt.\ r oplc e lem..,nt ln hou"tng. mN¥ be n~tcettAry . I t lt quite p 1-::c!bb 
t oo . thnt M occup&ncy tu olt;.ht lncr,.nee the cycllc.a l tluctUAtton• t n 
e1 ty r"•enue t . !'eYerthl"l1 eaa. thfll frequency vl t h vhlch euch t~U:el M"'• 
bern ut e4 by oth8r countrl,.a auggeata th~t they h~ve poael bl lltlr t thftt 
-w; voll bt ex:plored. 

Ot h" r Wl\i"l of r '!-e.chl nc;; t h e- proJ)'"rt y bAae M~ thr uae o f u.ne-prn,-d 

tnc:re~ent taxea Md the f'W"tht!r d eTelop.een\ o f epeclAl Ae•~••~nt a . 
:"~• bU~'~r h.n•e ao:~etl:lll!l been uaed t o eacsa a, Mel t hf' record. of 
edolnlntr~tton la not encour~ln&. but ~y cltlea hnv~ f nlle d to 
dev~lop th~ lr po ealtll l tlea Ade~uately . M~n¥ aunlclp~l •~rvteet ytf'ld 
t pecll\1 bt~ne flt.t, nnd t he cost 11lg ht Tf"'I\IOnnbly be covered lr. t h l t w-ay . 
So"\e nu.n lclptt.lltl,.a could revlee t hei r public utUlty chATte a, lllao , 
to cover coata, or even to contrlhu te to t h flll ()nn"r"l t.reatn:.ry. 

Yhl\o th ~ r a tall tnlea tAX ~• " locnl r~v,.nua aouree l & qult e 
obJectionAble becnute of lta o•erlAppl r~ of centr~l eouree e, lte 
r•creaelvlty nnd lta Jurl adlctl onAl eonpllc~tlona , nev~rthel eae l t 
~ be worth conelder tng a e a lsat re tort. Ex~mptl on of rood mi,h t 
r ~duc~ ro~r~e t 1vlty ~rtd tome city Ml ~ht te et thft prsctlc~blllty of ft 
peraofVJl exe!ft}t\ l on under thl t f orm o! t&.X. At "-'"l nat the etead:r 
ftr.d ~xtenelv~ eurrender of locAl tlacftl l ndep~ndence. the clty eal~• 
t~ 'l~t •~rl t turth~r conA ld~r~tlon. 

In An7 e•ertt . th~ munlctp~lt ty ehould be 4lven ,re~t~r rreedoc 
tn th~ ftppllCI\tl ~n or t he sen~rftl prop~rty t~. RAte lt~lt~tlODI 
offer no conatructl•e eo\utton to t h ft probl~• of !lr~clng locsl 
GO•~rn~~n t or l~ro• t ne t he prop~rty t~. Th1lr proponrnte ftre 
l ndl tf~r~nt t o t tecAl crt1e 1 &nd couneel ft re~ort t o An7 nctlon 
ot h•r thAn An l mM~dl ~te tncreaee l rt r~n\ ~~t~ t~ tnx~•. The rl &ht of 
t~~ clt l~t t o tn~ their own cl ttsena AI the1 p\ente vlthln the 
prop~rty t~ At~n. primarilY 1utted for l ocnl explolt ~ tlon . ehould 
be ' 1!"\"'tn\l:,r rl'tetore4. eubject only t o rul4!t eurpUed by tl".e Stt~te 
Rfl to thf'l e~~t nfl!rrol ttA.."'\,.WOtl<. Adnln\Rtr,. tlvf> 1\ IJ ~ l f'tnnce from t he 
c'" ntr~\ un\t e need not be prl'lcludl!td by rmch n d,v .. l opm-- nt . 

Proper ty tAX exemption• hi\Yft be~n too rr~e ly dr .. nt~d ~nd too 
t;40 n,.roudy 1 nt.-rpr

111
t ed.. !!!ff"Ct tve St11 t e .-upt>rT\ ,_\ on of property 

t~ ndetnl~t.r~ tlon, or st~t,.. ~•~eeeme nt tr tuch C4"n tr~ \ ~••ift tronce 
c~nnot be deTftlope4. l a needed t o otte- t the prreeure of wp,.c1"1 

loe:"\ lnt. erf'tte . 

n.
40 

vtd.e\y pr ~YIIlll l f\C noti o n t.}'.l" t t hf' G40n~"rl'l pr o p--rt)• tn.J, 

~xcept ror n~v ~xe~t.lon• Artd r~t~ ll ~ll~tlont. ' " ~ cryat~lli trd 

• 
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!not!tu t l on ~d !!xed ! or ~ 11 t im. ohould b• e xploded. 
t h,.Gt tof!ctflc propo el'll l n rft rect~ lv~d wi t h f f\vor t.hl'l 
l nll': n~tndent locAl rev,.nu~• thould btl g t ven freeh ""d 

Vh41> lhr r o r no t 
WhOlfl I UbJ ~e t of 
'bold recon• l d,.r ... u on. 

7ht Frder~l Oov~rnm~n t l t in t h e beat a t r l\te,lc •lti 
vlth cycl lc" l e~er~Ane lee ftnd ahould even wlth ~ ot po t~ on to cope 

r 1 l I 
• d ' r e n,; r. enlr~ o ! 

lOCftl lni\...,C " r.oe uen ftnce. cont i nue to ftr.ftnce e 1 ~ 1 h ~P oyaent-crefttt nc 
t~~ove~~nta Ql tr ng auc p41>rlo61. Hor jl>ovrr, "' tub•equ~ntly · 
.. l:~bor,.t ... d. t h e l edf" rA l Oov,.rnl"'.ent ahould enl,.r•e t ho ~ 

•1 h '"" · Q ft\l"lll uer of 
(UrH:ttor.fl tn v .. c • ""'"c""' " of 1t nAt l onnl lnt• r e flt 1 • 1 • e"' r r,. a upno rt t 11 

,:lv,.n t 11r oueh t,:r ,.nt.a- t n-Ald. , ,.d,.rAl J)I\.Vft'l,.ntt ln ll•u ' ' ~ 4 11 
4 

.., o. nrop,.rty 
t"xea on .r rTP Y own~ pro~rrty, euch n• hou~ l nd. 1houlrl be ~ore 
~~~~ roue nnd de orndAbl ~. A Fedr r Al mArkn t for munl c l• 1 • 4 1 

I 
• ,..I' Y01'1 I ~ ('h t 

b .. h"l ()ful ln t m~ of d epre11l on. but the 11\f\.jor nt'ed 1t t or ,.. •o~ce 
o! t~"V"nut' which v tll ~nl\ble t h e locnl i t l~e to t•• tl>· l ·- ...- r OW'n r eeow-ee• 
tnde·le ndently. Much o r th e Yit."llty of l OCL'IIl ·ov~rnw-n t I ·h 
" <dS ' • d c.:. r ... P 
~. t• t~ .. l"8 uep~n • ~pon th~ dev•lop~~nt. (dt~co•ery ~n~ ut11 1 L'lltl ) 

o! ttuc:h n nource . :l on 

IV. COORUI ~TI~ti OF SP! CIFIC TAXES 

7. I nco..,., Tue 1 

Coor(HMtion i n 1ed~'tl'l l "-1'14 StPt ~" inco.,.. ttulll tl on 11 of f1 r s t.­
rnt t hrpor t nnce f o r l t. 11 l n t.~. 1 1 ft~ld t hAt multlpl,. t.nx .... uon. 
t~rtnt~ned ("nd p,.r hnpt ~c tual) l r.ter~tn te ml6rnt.t on. nnd hlbh 
co-pUI'nce co ati are pnrt i cU\Arl;y promi nent . 

Sub~ t~nt1Pl coord l n...tlon t n the n,.t t~eome tftx fl ,. ld hna been 
ftChl~"ved t hroUdh t he device o f l'lllov1 r~ t he St,..te 1nco~ t~ ,... ~ 
deductible erpe n8e in c~tcul~t lnG t he ?ed ,. r l'l tAX. vi t~ ~Ul~l 
df"ductl b lllt:J tn • o•e St,_t,.e; •ore CA,n bto ,-.c:hl ~"ved by the dr•elor-~c\ 
o! coop,.r,. tlve tech.~l quee l n A.clJilnlatrntlon. wi tt t. t1~ St.r t e tM 
'beco.,l n.,; ""tore And more " euppleHnt to th~ r .. d""rr l t.tu. The Stnt~ • 
thould no t be ~eked t o ~urr~nde r the tn~ome tA,J: un\1"1\ tnt ~ rr a t. tn 
St~ t• ~n~ loc~l gov~rn~~ nt la t o b-. di lcourAged eome ~CC "" I' b7 the 
St~trt t o progr " e 1tve , pe r i OnAl, nnd dl rPc t levi ~• 11 e ~ceed1~17 
l 'ftf)or t nnt . But t h e Stn t,.t -.hould .urrl"nde r exclvlive cont rol of 
Jur1td1ctlon ( t hnt 11 . t he d~te rmi nAt lon of vh~t lt wi thin t hl" 
terrttorl~l p r ovince of ~ACh St rte to t~). And mut~l adJu• t~entt 
ahould be OAde t o Att~tn ~r .. unt ( ore St,tl" ~ nd r~dl"r~l l~YI, The 
f~Ar Of ~~~r~t t on of t~~A7~"T I , whi ch hnl lmpt ded the 4e• l"l0p2ent 
o! Stnte t ncose t~•• · • l Ght be checked by an l ncoo~ tr~ credit, 
(p•ral ttlng a pnrt ~~nt of te4~"rA1 tftXe t with Str t e t &X r ecet et a) 
but thlo lo hnrdl.Y. poUtl c~llJ' ! Mol b l • vith onlY ~bout t vo-thlrdo 
of the Stnte 1 \ l"yYlng t ncoMr t ftXel . The de4ue \ i b1llt y provt etona 
perform t h e 1~• ee~tce t o I OD~ d e&ree. Spott.J S\Ate ndoln1at ra­
t1 on could be etr e nct helle4 under t he coop"'r"ttve pro,·r"" outl1nt 4 

1\LO\'•, 

7h~ St rte n,.t t ncom~ t M encour.t~ra ee r t oua 111'tJit d l m"" nt t of 

con!Uc t l rtG Jurlldi c t1o n. :~ul tlpl~ tllxAtlon . h t 1;h conpttnnce coats. 

{ 

.• 
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ur.rconomicftl ~dmtnl ~ tr~tlon. ftnd l nt~r•t~te comp~tltlon. Th~re ar e 

rntldo t~• tor nll the~ t llmlt~ t lona nnd nont 1• ~o t~rtous At t o w~rr~nt 

" d~l'th ~~ ~n t,.nce vf"r~tct for th e SlAtft l nco::'ll'! tn.x. 1 t la true, o! 

cottr~e. th.nt U·.r Stntf! l r.Co!fte ta-J: t\OI" f' l f"l& to •corr~ct • ceo.;r"p~1 CA1 

-..&ldbtrt b,~ Uoc t t:An thr Frd •r~tl. Thf" 1rd" r"l tru coupled vith a well 

or t ,.ret e)'tU:s o f Pe4,..rl'l "lda vould be ~•t ,.f!'r c U •n• "' "' co rrectl vf' 

!'or , e ot:rftphl c"'l meld.l a trlbut.lon. Thle 4eYl c • le nov 'belDrt: 11ppU,.t 

to ao~,. ~x t,. nt. but l~,.rfectly; lt c~n b,. turth ~r deY,.loprd nnd 
t"T~nr ov .... d to Tf'lllevf'! th fl!' pre t "Hrf" f o r "'"" rev,.n\11" for Sl.l!t.l" nnd toc11l 

t"x ·~·" t,.-!1 . Rut th l t doe• not mor~ n thl"t. thr- St,.t.ea need to bt- ru l"4 

out o f t h,. i ncome ti\X fif"ld. 

7h,. rrr aent pro•l•lona , ~lch P'"~l t tr.co~ t~e• pAid t o Stftt~• 

to b~ d~ducted ln coanutl~ nrt i nco~~ t or ?~drr~l tAX purposee, ~nt 

t h '"' reCi f)r ?CA} prACtice, in !IOrf!" thl\n tvo- t ~lrc!1 Of U".e i nco""e tl'lX 

Strt. f" t, ftllO"' ln(, 1rd~"rAl tn..x pr;vmf'lnt t t o b .. deduct~"d in CO'n'•u tlnc. nrt 

lncol"'l" t or St,.,te tl'lx nurpo8eP. . exclude th., orttl Mry fiOtttl btlH~ o!' t hf' 

co~bl~~d Pr df'l rPl And Stnt~ tnx rP tea becoMi ng confl-cAtory exc f'p t i n 

c11.ae-e wheor,. l ncomfll o r trox r n t e1 hl'•e fluctUAte d t;rf"f'tly fro::. ;.· t-~r to 

;.·eM. ~rae pr,..ct l c ee have t h e furth ... r .. rrrct o: r r duclnc eubet,.r. tl,.lly 

t!:,. dlfferentl rl• ln bu.rde n e 1\::SO~ taJU'W\Y"'r• llvlr.._; in di fff'rr nt 
StP!,..~. Thl ~ Act• na " curb to tAX AYol~ncr by ~i~rntion. r fret 
vh lc!: hn1 receiv ed li ttle re co~nit. ion. Fo r f'!Xn...'"Yplf" , if ~"I'Ch 

t:o•ern,.,r n t Al low• t h e d.e4uc tion of ",.xe t pAid t r.r oth,. r. t h ,. co.,b1 n,.d 

l ollld of "'" 80 pr rcent fe4~~or"l ,._nd ,., 15 p~"rcent St.ntf' r nt.e h only 

r.n . 7 p•rce nt (77.3 percent .l'oder.l n nd 3.4 p-rcont St•te). <:v• n In 

t!i~ l'bl f" nCe or Strte proYl llll on f o r t h f" cle ducti b1l1ty o f P~drrt~l tli'.X 

f4\Y'"V•nt ll. the exi s tinG '•d~r" l provl•lon ~tll ovl~ th ~"' d t~uh:c tibllHy 

or Stnt t \ftXel aUbl tAntln lly reduce• t h f" ·~rlrtion in t nco'~ \~7rl 

!lr1d by t~Utpi\Y~r• l n income t .u Stfltee f'nd lr. non-tnco"''!!~ '"'~ St ., t~ a. 

"fh1le nt t h ,. lOYf"r l ~Vf'l l l of tnc:oOI"' t h t- ,.ff~ct o f dt 4uct1 b111ty h 

l l" ttt con•pl cuoue. t h e •~M t;fln ~"r"l rel nt t on eh t p~ nnf'l ly. At t l.t 

$5,000 i nco~fl l evel . the 4lf!rrentt~l in t.otnl t r.co~"" t,.xe• b• tw~"" " 
,., :lt-v Yo rk ""4 non-lnco!l~ t 11.x St ... te tAXJ'I'Yer (19h2 rn t ,.a) h 

1.1 P'"'rCf' nt of n~"' t tnc0,. f'nd t h. 7 P'"'reent or t hr t o t,.,l ,,.. o~ t '1r 

l11. tt• r t~~~"'r. 

Secnu'" of the deduc tl 'btl t ty fe~~tture of Ftood,.rt'l ,.nd St...,t~ 
l nco'flf'l tNt \nYt, the fftd,.rl't Gov,.rn:nrnt. cnn nnd ehoul" fe,.l !rf"r t.C\ 

ord .. r 1 tl wu - time a nd pott-vllr incoat~ tf\X ac h,.du l ,. t without much 

ret;.-rd t o t h f' pr r s ent. St..-te l~"Vlf"l or po e ll'ble chnn(S~"I ln thtoo ll'ttf"r , 

Thfl d~duc ttb111ty pro vlalon i n t.ht 'edf'tft l t~v not only 
pro t f"Ctl t hr t.n.xp"v" r• but 1'110 eivel 1\ I U'bl \t"tltirt.l AdYI'!I.tli't:~ t C t1 ll 
lnco'"l.t t.".x Stnt.e l in t "".l" t. t.h e 7edf"rllll Oo'f'ernr.tt nt coll,.ct a IU "tru: ,. 'Y 

l "" ' ' from t he tAX~v,.r~ of ~uch Stn t~"' l "h" n Cro~ tho• e vl t.h ~e~~l 
l nco~,., (bflfore t~~• ) t n other St.nte ,, Th,. ndv1 ~nb tlllY 0 • • 

• . -
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•oubo14T' ·~ be queo~loned, bu~ ~he deductibility feAture Appll•t 
eqUAlly t o mo- t tAZel ~nd SAT be eupnorte6 , tn ftddttlon, oa th~ 
gro~4 t h"t i t encourft&•• the StAtea to ~"t ntA ln proGr~t•l•e el em~ntt 
In their tiiJ< oyotn• . It h ~rue t lmt Stnto provhlon tor deduet!bllltv 
of ted.~trel tMet tend.t to IIUI.ke the Stste l nco•e t.u l ett progreeslve, . 
but t he rooult ftnt combined Peder~l a nd Stote t nx llobll1ty NAY more 
clo~ety repreee nt populnr i nt ent than would bft th~ c~•• v~re 
dedue tl bill ty dhallowed by tho Sht••· 

Yuch C ftft be .. td tor &n &~tndeent to tht r~4erAl lAW f@qUir1n& 
rec iproca tion b7 t he Stote• aa a condition of Pedero l deducti bi lity 
tor St ~ t~ tAxet. RoveTer. at p reetot l e•ele of t~~tton euch a 
procriJ'\ would. ln•ol•e th e rlak, vere StAtet to !I'l l to •e,.t th ~ 
contUt1on, of A contlecatory comb1Mtlon of r,.t@l . Por t h l t l}ftd 
oth~r r eAt ont , th~ reclproelty eon41tlon lt not reco~n4e4 for 
adoptlot.. I t la reeoa.ended th~t . ftl aoon AI re•enu~ neede p~~lt. 
Sbtf"e ..,h lch do 110\ now llllow r ectproc.U de4uctlb11tt,. ctu-n.g,. th~lr 
ttlltutat , to a llow 1 t . 

Vhllo doductlbll1t7 I a a f ftlrly e!!oct l•e prot•etlon ~•!no t 
~n exc~ttlve comb1~t1on o! St~te And 7e4n r~l rAt~•. it 1• b7 no 
mttant perfect. Jt gl••• l eet r@ll~t to corporPtion• t h111 n to 
lndl•lduoh. 1 t vorka qui to badly In th e cnee of lrre~lnr lneo'lle 
and ln year• when th~ tAX r Atee Are chAnged . to •ltlgAte th~ 
dlfttcult l et nrltl~ fro• theee ch~f"t, l t 1• reco~~nd~d t h111 t 
tnxpny~rt be Al lowed to report t~xet on nn ftCC~l b~tlt ~•en 
thoU(~ other exp~n•• • are on ~ Cftth batl t . Th ta vould •ean thA t 
the t~~~r t n hle te4erel rrturn could report hta St~te tnco~t 
tAxet due and p&¥ablft ~t the t1~ of r~ortlftd rAth~r thAn t he 
caeh outlq for i n co•• tax purpoeee dur1114 the pr• vloua yeAr. 

'nlf" 1a01t pro .. wlalf'll: epproseh t o rurthf"r coordtru-t.lon o f n,.t 
lncoae tAXea l t tn a~tnl•trAtlon. A aour.d pr•ced~nt for de l •er trd 
Ad•l nl etr At l on hfte ••ol•e4 t n bo th CAnnda And AustrAl!~. " ~d t~f" 
de•rlo~en t Of Joint &dalni etr Atlon hAt be f" ft l~e.ted AI ftn 
l:llpro•~,.en t UJ')on t heae aucceaatul erp.- rt~ntt . tlt lll tntlon b~ 
the StAtea ot Pe4er~tl t nco.e t~tx lntor.n tlon t• 11 \r,.Ad.Y de•,.lop•4 
to tO"'I!!l extent ""d: aomf' tnfo""'l coop.-rl'ltl o n b .. t ween l'ld~lnl 1l tr:• tl•~ 
atNfa now occu.re·. But t he t1el4 hl\a t cnreelr bPf! n s crA t ched. 
J oi nt return~. J oint ftudlta. Joint u~e of p~r1lonn,. l. And morf" 
unt fo, l 11v1 ft r~ ~ tew ot th~ poael bt llt lPP . ~· pre•toutlY 
~~~~lted ft ff"d~rAl-StAte Plaenl Authorl t~ cou\4 b.- of l~~~ntt 
u u t'uln"' ' tn 'PilY lng the wf4Y for t hle pro,;rM. 

The pooa lbl l lty ot S\ote ouppl•~en\a (or o4dltlonol to tn• 
7.-d~ rnl lnco~r t~z 1• on~ th~ t ~· rr~quentl7 bean proro•~ d. 
Th~ JU'PJ)l f1111entt nc proc:r"• conteapl"tea ft hlt;h 4f'ITtf' o f untfol"l!l ty 

( 
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"n4 Joint or delepted Adml.nla t rl"tlon. It 11 " 60Al tt.~vi\Ti Y!". 1 r:~ lt i t 
ponl 'bl e ~o vor1< b7 de&:reea. 

:J.u.ltlple tM.At1 on 1• e. aerloua probl em in the lnco11e t u tl eld. 
I t occur• ln the caae of the corpor~tlon tftX becAuae or 4lveratt1 tn 
StAt~•· pr ocedure• of Apportionment. Here telrlr vell recognl&ed 
1 t~ndnrd1 of t nlr practice hnve b~P.n YOrkftd out and th~ problem 11 t o 
secure wi der Stl'\tf'l "cc::eptnnce. In peraon.nl t.,.,;, ,..tS .. the problem l • not 
10 lf'ltlouo . but there la DO ,;enerAlly ACCe p ted bAill of p r oper prOCidW'I , 
Al,o~t An1 generAlly npplled at~dArd vou\4 be e. creAt l~ove~ent 

over !~e preaent altU#tl on and would l ,.r,elr r .. o•e .ultlple tAXAtion. 
J "JTI• dlctloDAl con! llc\o conoU tute a prob1" In which t!le 7ed .. r •1 
Gov,.rue!lt 11 aoet etrat~gtcally a ltUI\te4 t o JM)ce 4ecl alo=ta. 1h:e rulea 
lhot ohoul<l bo appll o<l and. the aoano of pro•otl~~t: t ho• 11uat reOA!D 
ao~evh3t •acue tor the pretent. But t he outllnet of ft detlrable 
procedure ttro !11lrl7 eleiU'. 'l'h•:r call t or (1) conterecce Md 
con•ultfttlon b~tween Peder~l ftnd StAte ottlcl•l• AI to •cceptebl• 
unl!or~ Juri•dietional rucleo; (2) Joint proootion of t ho lldOptiOD 
of th"'' ' rule a ; (J) accep tance ot fe4era.l arbl traUon l n cen11 ot 
dlop\lto; M d (I<) Pederal deYe1opolODt or ineonthoo tor St lltO 
coopll•nee . '!'he Ped•ra1 GoYernment ohou1d cr,.duo1ly <le•elop teehniquoo 
to purch~•• coapllAnce vlth euch rul~• re,~rdlnt Jurltdlctlon e• lt 
'"3 • otob11ob, in conou1t•tioD with tho St11too. Tho price might tako 
the fore of free acceaa to lntormAtlon Mdo1her admlnla tr~tt.ive 
t er•lcet f or St~tea th~t e.re vl lllnb t o coop~r~te . Perhept atroncer 
econo~lc lncentl••• would proYe nftceat~try ftnd could eYentUAlly be 
deuloped. 

There lt no eaay aolutlon of thlt dltft cult problem. but the 
Abo•• AVPTOAch hat t he "dYMt~t.ge t lvlt lt offer• a wq for &radual 
pro,reet toVIIU'4 t he deatred coala by t he ute of deaocratlc tool a; 
n~.;,Uat. lon. pertl.lation. ~tnd co:~proolaa . A ~ a t tack on t he 
probla• CAn be carried on without the bi ttern• •• whlch federal 
lapo altl on of atAndArdt al&bt entai l. More ~in t he lederAl- Stste 
f l t c"l Authority voul4 be al~oAt a coDdl tion pre cedent to worthwhile 
ACCO'OJ)li t Ment. 

8, Doa\h Taxao 

Podera1 ADd at .. to deAth t~tlon lo !roquont17 cited &O & 
fl•ld In whi ch oo~e coordln.tlon hAO a1roody boon ftchlo•od, par­
tl eul.r17 throueh • credit to tho toxpoyor f~SIIlnot hlo ledera1 tax 
for do•tb t~oo pacld tbo Statoo. IDAU(UrAt04 in t ho aldd1o twentlo o, 
thh do•lce conltete ot an a lloWI'nce up t o SO pftraent A&Aln" t the 
Poder•l till< 110 co11putod under tho 1926 Podor• l oot•t• t"". Tho 
7ederAl l aw ha l elDc• bee~ ~mended aeYeral tl•e • • And the r~t• • 

• . . 
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re•! ood upword and \be exosptioDo downward, but tho crodit 1o ot111 
tied t o t he now an\lquahd 1926 1av. 'l'ho crodlt dooo Dot "PPlT t o t ho 
Fedornl .s ift '"" · 1uut:ura\Od i n 1932; a o1 mllor tNt 1o nov 1ncludod 
ln t~e lnh,.rl tt'l.nce to eyeteme of 11 St"t•• · At the ••r:r leAat the 
credit ohould bo 11d11ptod to the aoot rocent • ot11to tftX ot 11t ute vith 
appl1c"bll1ty 1 ~ tftrme of the preeent retet. an4 exeaptione , ~d to the 
tuAUon of ,ttte . Better e ttll, tM entire eetatc tu t ye te11 ahoul4 
be oYerMule4: 7ederl\l exeaptloue ahould be r ec.tu.ced to a t t .. at the 
AYtrA6• le•tl of State exe~tlon• ( the pretent federal ee tAte ta% 
u eopt1on 1o $6o,OOO; t ho &1ft tax ouoopUo" $)0 ,000) tho eatoto and 
,1!\ tAXe o ohou1d bo 1nte11rat od , And tho crod1 t1oc pro~~taa ohould be 
broucht i nto accord vith curront Federa l pr11ct!coo. 0o1ftG f urther, 
the credlt at explained 11\ter , ehould be br oadened ln kft effor t t o 
el1n1Mto du..l a4Jo1.,1otr ll t1 on a nd 11\llUple t..x11Uon. 

On otr1Ctl7 lo;~1CIIl croundo " n ry otron~~ ceoo could be udo !or 
aoJ)IIrl' tlon of t ourcee at a coor d1M.tlon de•lct ln th e del\th t llX field. 
lf t hl t wftre ree~ended, t he 7ed~r~l Gov•r~nt would b@ the cholee •• 
lhP tAX1Djl un1 t : '!'he S\11te t"" 1o pl"4"8d b7 l ntoro\o\0 Conopo\l \lOll 
nn4 ~lt1p1e tax11tion, And eopecl~1 ly b7 tho !act t hAt e ot•leo nre 
h16hl7 conc•ntr11t od in" re1ot1vel7 !ow St11too, thouch the welllth 
represent ed ~ hAve been accumul~ ted over a ~h wider ar ea. On t he 
other hAnd, the St~tet, with one exception, baTt a proprietary tnteraet 
1n thh Hold Md An7 propooal f or ourrondor would r ou .. 1ntonu 
MtAgonlt•. Mor eoYer. &:117 •ethod of cettln& the Stlllttt out or the 
!1eld. t hort ot a cont t1tut1onAl ~endaent . voul4 involve a dlttri button 
of revenuet not very 41tf~rent tro• the pretent. Tht credit lt nov the 
•<<opted de•1ce f or coord1~tlon 1D t ho flo ld, IIDd it CM be rosodolod 
t o "cco.=,plitb auch v14ar obJect tn t tlutn wart conta.rpla t t 4 in the 
orl,1n~~l offort . 

?he c rt41t h 8t been t~irlY attect1Yt in t ht ellelnAtlon of lnter­
ol • to co~petlt1on, but it ~0 l&rcelT !slled t o •1 t1c•t• t he conop1cuouo 
problo~o ot dual a4a1 n1otrat 1on, .ult1p1o t..x•t1on, IIDd oxcooo1Yo 
dlvertlty that characterise our 0v erlepplnt 17 t t t a of 4tftth t~tloo. 

In •odorn1o1nc tho crod1 t, t h o l aw •1~ht bo change d to ellov tbo 
"""•lor " 50 percent cro41 t ( 1941 ttutl 1n c•IO o! oot11too up t o 
310() ,00() Md " 25 percent c redit for ootAtoO aboYI fl00 ,000. 'l'h1o 
vould enAble tht StAt e• to enact mlntmua tt t att t&a lawt to cover t htlr 
~~t ire tnhtrlt~nce tAZ t cht4ule. Moet of them wo~ld c~ln by auch a cti on 
In •11 oroclc• tl of \ho tax . ('l'h1o 1o on ~h• auusption tbllt th• ?ed~r~l Oo•~rn~~ nt voul4 a lto aubttAntl~llT ra4uce 1ta e xeeptlont.) 
Porhnp o tho ,roatoot voaknooo o! t ho pre oent crod1t 1o thnt it roqu1reo 
dul\l •cL~lnhtr,.UoD. Statoo ,.ro requ ired to build up t h• ta>rp~~Yor • o 
li•1>1 U t7 to tho st,.tl before the Pedoul credit 1o applicable . . 
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But the Feder~l Government could and ehould AI~ th~ taek of deter­
mini"' the taxpa¥or'o l l~blllty t o the Stftteo. Or better otlll. thl o 
mAttor could be hftn4lod by Jolnt adelnlotrfttlon. The mftln eoborraoo•ent 
In thlo procrn."' lo tho queatlon of St~t• Jurlodlctlon to tu. But t hll 
it n mntter which the 7eder nl Oovernnent oueht to Arbi trate t n the 
lnt•root of nll concerned . Tho rlcht to determine Jurlodlctlon might 
well be l~ottd at a condttton under vhich the leder~l Gover~nt would 
offer itt adalnlatrAtlve aervic8e to t he Stntet. Ool~ further. tt 
~l~Sht ftl t o 'bo lrapo ted aa a condition for t h e credit l t t elr. 

St~ttt de"th t~tton M e lone be en Mrft taed by Ut eput·• cone:e rnt116 
the t~er• e do~tcl le ftnd the courta hftve fftlled to Alt l a t la clearln6 
the field of" • double do~lcl le. • Oth~r Cfttta of wltlple te.uatlo::. 
p.uttcull\rly in the tA.X~a tlon of tntADCl blea. a r·e fftlrl7 CO.!EIIOD and 
dtatlned to beco•e. •ore ao. The S\ll)rte"~e CoW't, tn recent 4ec111ona. 
hat t hovn an t nel1Mi1on to r ·eJect the role of 11rbl trator t n th~ae 
dl oputoo. I t l o doubtfUl wboth•r t hlo •ultlplt t~o\lon It hel pful 
to ~one, and tt pro•tdea en todefenatblt pe~l\1 froa the point of 
•lev of t he cot •opol ttan taxpAYer. The J eder11 \ Vo• er~ent, thro~ 
the Ute of peraUAaton, aveetene4 vtth th~ AdYnnt~n t th~t tt can off~r 
the Stntet. ahould aeek to cle"r t htt field of theae •tct oua 11no~Al1ea. 
A llbernl tou< credlt could be \laed effoctlv•ly \ oword thlt end. 

Stnto ~c!JIII nlotrntlon o! the l nherl\~nce tox lo opoH :r, ~d In 
~oneral \he field h ono of neglect ,.nd confuolon. Lectll Al\d 111¥ 
~uthor tty, a n4 Sta t e and loc 11l reaponatbtltty, ~re mtxe4 1D & •nrir ty 
of p~t ternt. The admt niatrfti t on ta frequently rel~tl•ely expenalve 
nnd oth~rvtat unt11 tla tnctorY. ~~tntatrntt•e coll~bor~tlon vltb th~ 
1e4~r~l Oovern.en t would pr~b~bl1 tMproYe t he product considerably. 

It bAa lone been r ecoGnized thftt tn t plte of aoae • er1 atlff 
ratea And ocea•tonall7 onerou. bur~n• t~atd by the Federal estet~ 

tax lav, th~ reaulte ot the death tax ayates Ate tt acnlly dteappot nt lr~ 
ADd Ha t ncl4ence htch17 ea.prtctoua. For exiWJ)le. t he ovner ol 11::. 

•otnto of SlOO,OOO can otlll sake a 90.1 percent t~ .. •lng b:r dl o­
pool ng Of hftlf ot hlo oottlte throucb lnter •l•oo Gl!to. The do~th 
t&a ttel4 ntt4a a thorouc.h oYerhaultnc alo~e• pre•toual1 
·~eated. l t the Job i t doof! thoroUt;hl.y , d.t" \h ti\.Xrt eAn bco ~~~~~.de 
to 1\11\WH " pla ce of pr oalnence t n the ti\X a.yete• coerMnaurAt~ vt th 
th~tr inherent aort t.a. 

9. Tobacco Taxeo 

'l'h •· dual •- boco•• ho•vlly • taxat ion ot toba cco product• ,_. ere .., h.a 
1nvo1Yed l n our o•erl&ppin& tu ey at am. The 1e4erAl Oo•ernN~t • 
been In tho flold unlntorruptacll7 olnco tho Cl•ll War ""4 29 t•to• 
are IIOW lncludo4 lD t he to bacCO t ax f .. I\T, thO nabor haoing "oro 

• . . 
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thAn 4oublo4 i n t ho l a o\ •l•~•n 71ara. (Rowe~ar , it ahoul4 bo obaerYo4 
\Mil State t uea on t o bacco are "''1'7 lllrC•l1 clc are \tt \axte; t or 1 

1..-plo, onl7 9 St a \aa \ax oicara ,) In a441tion, a conal4erablo nuobar 
or IIUftiCipAllUe a \ax t obacco, 'rho \ax la bocoah& i ncroaa iD&l7 populor 
•• ~ aouree of St~t• r e•enu. , a n4 l t .... , but a SAtter of tla~ before 
th• t"" will be unlnraAll7 ~~pplle4 &t the S\11to l n ol. The t u Ia 

a4111r~bl7 ""'pto4 f or Fo4eral col lect ion "" ' St•t • •h•r inc, and vhilo 
thla 4oYico lo open to &lnoral obJection in i to cur tallee nt of St• to 
Independence , I t a a pplic At i on in thia inat~nce would ~~~~~• eo ~ 
AdYantAge t th~ t lt 11 reco ... n4e4 At l eaat at an exp8 r1M~nt. 

St•t• adminlotr~ti on of t he t obecco \az bAa i eport &nt inherent 
lt"tt"tlonR. In the tlr a t pla c e. ~ch a4N1nlatr~tl on l t neceaaar117 
4ocontral1•• 4 and conai4er abl7 ~re oxpo .. i~e thAn Federal a dllinl otra­
tlon. \'he uae of a t..-pa applied t o t ho outaido or ci care\to p•u:.l:~e o 

t t rel~tl••l7 expen•t••· fht st~t@a , l n a 441t1on, clTe dl acountt t o 
the tobft.CCO aerch.N\t a • • AD alloWlncl tor e.xpeue or a.tf h :loc a t.a-pa. 
the•• d.tacount a often rUD \o 10 percent or eore or th~ YAlue of the 
t tNapl . More l~rtant l t t he .ub atant lal ••old&nct or StAte tobacco 
taxee by ln\ era t a t • pure~•• · Thla leakA&e l t pr••~n ted onl7 t o a 
limited oxt ont b7 tho uoo \ax, IZ\onoive coopor•tion b7 Podoral 
pottal author1 t 1eo i n \ he caoo of pAr cel poot ohlpMonta dooo not 
appear r oaa l bl o a a a co r rectiYo. J oi n\ a dminlotr• t l on in t hlo 
lntt~CI it not pract loal, f or the two COYern~nt~l l tYtlt ~nl7 
lnYolvod ealco t heir colloctlon• from dUfer ent dlotributora. t ho 
federAl f'rora the u nuta c \ ur·e r e , the l t f'l t e l,.,r,el7 tro• the wholt t alere . 
'then a ll the leU. and coe\ 1 a re conelder ed, Ad.Jtlnle tr.-Uon of Stete 
t obacco taxea i a probab\7 onl7 froa 70 to SO p•rcon\ orf oct lve . \'hlo 
h wrel7 a a t tUAti on vbich calla to r ao.se kind o! action. 

Tho ahari ns dAYico i a vel\ odep\ed to applicAtion lc tho 
t obacco tAX f ield alto bec~u•• t he 41Yeralt7 1 ~ St~t• l awa . ~111 
I Ubt tnnt t nl, 1• not •• , ... ~, • • l n • oat other St~ \· \ AXI l . the st~t~ 
rfttt ot 2 c ent a per pAckac• on c t cnrett•• · tor tntt~nce, l t prepo8· 
derant , Moreo• ar, A to~ula of dia t rtbut l on ehould oot bft too 
dlr floul\ t o agroo UpOn. A per cApita dl at rlbutlon, wl\h per~pa 
" ono-bundrad-.and-tlf\7 poroon\ weighti"'S to urbon populotlon , would 
apr r oxim.to re l~\1~• aeounto of conoumption and could bo olopl7 
applied, \'he field i e not Oftft i n which tho a~~lnt•n• ncl o( St•to 
41acr~tl on AI to r~t~ and Adat nlttr~tton ahou14 b~ r•~~rde4 ~· of 
&root oi &Dificance . 

Aa i a uo~llY t he caeo in aharln& propoaala , the problea ar l oea 
'" to the loae or ' re•·fllnUf' l ot Stfltet 111nd su.ntct pl'll t lf'l now ewplo7lr,c 
I'At f't Above th~ a•~ rac•. To aee \ t h1 a , 1\ l • recoa~ended \hft\ ~ll 
St•teo be Allovod thoir pr•aont coll•ctiona (inc\udi~ aunlclpal 

• 
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collec\lonol or \ holr pro ra~ ohAro of tho dlotrlbutlon, Whicho•er lo 
hti.!h,.r. Provlalon mldht be made tor n ,rl\dUI\1 traneltton to gener "l 
1r."rl i'IQ on t he foriNlA b~tale . the trMeltlon to cover " period or perh"P' 
10 ye~rs. The entire progrnm would not involve a very dl!flcult 
AdJu't~ent tor tlthnr the Jftdernl Cov~rnmftnt or the Stnte1. 

~oro opecificallT. it io recoMmended th•t tho Pedor•l •~ on 
ciG~r~ttel b~ tncreeee4 to the ext~nt ot 2 cente per atnndftrd pAC~~e 
And t h" t the lhftre of Peder"l re•enUft l rftpree~tnte4 'b~ thia portion o! 
th~ t~ be dlatrlbuted to the St~tea on A per C8plt& bftal a (vl th due 
r~bftrd to t he urban !Actor aa 1nd1eated above.) The dtetrlbutlon would 
be condHioMl upon Sto.te o.nd 1111niciP"l vUhdrAWal fro" •he tleld, 
Stellar &rrftl\6e~enta ahould be M.de vt o-h re~nrd to othf'r tobacco prod.uct 1 • 

A •lnl!211., but -'r,.dwollT VMiohlnc: ~•ntoo ohould be i ncluded to 
t&! et:UArd. St.nte And loe"l reYenuee. It thl e prouM v e r e l~~~tugur~te4 

t.o " " erfi' o! d ecllnJ"t; Yederlll. tAX rntea. S tf\t ~ 4letrlbut1on al~!'lt be 
aubtU t u ted. tor nn oth•rv-lee eontet~pU.ted. r~tte d ecre"ee for the 1e4erlll 

'"" 0 

10. Ll2uor Taxoo 

::o nev IBI\,Jor coordlnl'tlon deYteee f\TI here reconrnonded. tor the 
111\uor ti\X t'ield except the continuntlon Md extenelon of t h.n t. gennrAl 
forbeArftnce And due regN"d tor etu:h othttr 1 1 tue t t.Mt the r ederal 
GoYeri'Wint """d the Stl\tee ehould pr~t.cU ce At ftll UMI. The liquor tax 
!!old io ch&ri'Ctorlaed by ouch diveroity of loglol,.tion And n~~iniotr&­
tlon, b11.tld upon ceocr8phlcal 41!ference e of opt nlon '" to propfltr 
toxA\Ion 1\nd ro~;uL..tion of liquor tr..tfie, tl\nt It would be wntioe t o 
etto~t n unltor~ nAtlonftl progr,.~. OUr e~nrlftnce vtth unltorotty 
Ullder M t1onal prohlbl tlon vae not a hAppY one. Morfto'fer. t h e 
oppor\u.nl \;y to eet&b lleh A UDlfora e7ete• v t t h l'ederl\1 collection Md 
Stnto olw'i n,: .,... oqUAJ'ol7 before th• cour.t rT in 193'• • ·nd VAl 'luHe 
te!l nltely reJec\e4. Jt CAn 'be aa14, hove•er. \ M t tt.e cona tderAble 
u.te b7 the l t fttea of their vida r,c:ulAtory povar a oYer Uqwn 
1.-porti\Uon, to lltftblieh 'bftZ'riere to 1ttteratntl \ r l\4&, h An un!or­
tur~te de•olopment . 7h1e phaJe o! the problea CAn ""d ehould be 
att~cke4 by S\~te reciprocAl le&'illfttl on. nnd by e4UCfttlon&l work 
oponoorod by tho propooo4 lederal-Stato Piocsl Author itY an4 the 
Counctl of Sts\ee . Abandonment ot Fe4erftl llctn•• t&all (1\e d1e­
t1r-cCUithl4 troa eacleee ) vould rel1••• to eome txtent the co"'])lexl\y 
ot t h e prttent pa\tern ot oTerlAppi~ leYlll And 1~ recommended. 
·~~ 11cenee lteelt te uaetul tor A4mlntetrAtive purpo••• nnd thould 
be retntne4. 

•• 

.• 
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11. Oaoollno ftnd Mot or Tahlclo Uoo T'!!! 

7or tho •otor •ohl c lo tax fl8l4 tho coordln8tlon de•lco hero 
rrcoMA~~~ n4e4 I a lepl\r,tlo n of eourc •• · \ he reder•l Oovernaent t o vt t b4rJIIW r 
tro• th8 flel4 •• .neb a n4 •• eoon ~· tte !lnancta l exl~~neltt will 
perat t. Whlle a pl aualble eaee cAn b~ OAde ! or 7e4eral tax~tloa of 
motor fuel to f1DABCI le4eral hi&h~ a l d. the conn~ctt on betwe8n t he 
tax 1114 tho ._ld II a loo11 ono and a lt;h t well bo 11Yir•4 to oll•lna\t 
t he o• orlap at thlo poi nt ~n4 to allow t ho Sto\oo tho oxcluo!Yo 
occupa t i on of t hlo tlol4. Tho baolo or t hlo rocoMm8n4•tlon lo t h•t t hl o 
tax field fora• a l ucrAtive and 'ba cll.7 ooede4 eow-ce of r evenue fo r t he 

St•t• • · an4 ono vhlch th17 oro oxplol t lns or a l,ht exploit a4oquotl l7 
and 11tlof a ctorl l7. Foder.J colle ction ftnd Strtt oh•rl~. on4 ot her 
coord1"' t loo devl cea . would c reA\1 .ore probleae th~n th17 would eolYt. ~· 
Th~ mot or Yehlcle tAXII ftt th e St~ te l evel are 4evl eed aatnl7 ~· benefi t 
u .xe• . and t he dlYerelt l@t l n r"tee M 4 other e·peclal fenturee whl ch 

occur Are ~ln17 •~ptfttlone to epeClftl need• end o~h~ r co ndtt lone t n 
each StAt e. The federAl aut omobi l e uee tax offer ed a n opportunl\T for 
JederA!-StD\ e a4al nltt r At l•e cooperAtion but the 18pedt•ent e, eud4tnl7 
confronted , pr o••4 t oo difficult , 1hl o lo an excellent exonple or 
the n@ca eei ty of daYelopinc t he l~le~n t~tion and cloee vork1cc 
rel,.tioneMpt vhlch are t h e con4it t oa pr ec edent to Joi nt • c.\.ei N t t rAU on. 
!Yen with preeent llml tPt l one . how-.er, t~ere •PP~"r t o b@ DO l nt uper­
• ble or ev~n tmpr eetive ditttcultiAI t n a progrea Whi ch would requi r e 
fl 1edf'irl\l. automobllft uee tu rflcetpt "' "' eor.dltlon for t hfl luruAnCI 
or a St• t e llc enoe . Th• loouo alght a l oo be 41opooo4 or by enfor cing 
a requtre•eat t~t evidence of p~ent of \ h@ 1e4er• l t.x be ott~r•4 
At ~ con41tlon t or r Ati onl nt pr t vt t ee•• · 

Looklns to t he t u t un It Ia ouuoote4 tl:•t Po4or.J ""4 St•U 
t epllrt\tlon of eourcet 1n the Jnotor tuel t ax fi el d • i th\ t ake th .. to N 

ot excluet ve f ederAl t ftXfttlon of tuel u te4 t n av i Ati on. 1\Ad esclutl•• 
St~te tAXAtio n of oth~r mo t or fuel . 1hte reco.men~tton pretup~otet 
t~t &Yl A\i OD CAIOllnt wi l l , .. ~AiD A prodUCt ·~rate f roa m:=or bl 

hi 1 . 11 I f t he two pr o4u.cte were t o bf!COM l cterc nc;ea •· 
Y t c • CAIO a e. t tt lJ pr,.ctlu blt 
te-p-r,ati oo of eourc•• a l c:ht not be act,.l olt r n t'u v~ 'rro• St ilt• t~ttoa, 
T'wo-thl r cte of t h• St l'tea now e.xe.pt avlfttton .e rorlalont or cto 
and the re-tM.lnder ei t hfl r have wp ecl"l aviAtl;: , ! : t:llT. howe'f'tr . the 

no t receive .uch r evenue froa t hl t t our:• · t he racte ral Oo•~rnae n t , 
field 1e pr omloii"IG. It II a pproprllltl 0~ ont exprl oe nnd tho 
tlnce AT lfttion l a eaeent lal lt An t nter :t• e f a t r tra••l ~· alr ea4t 
llc:enalnc o.f a irpl ane• ancS t he re~t o:e:tred, tt .t,bt uee th e 
nAtional . lt the Facter."'l Oover n~tent 10 • t he cona tructlon u ct u l o-
71•14 of thl aYi A\ion ! u.l t~ t o fl nAnC I Ut and mAJnttnAnCI of 
t•nanco or !roo publlc ai r porto . ~he l 17 ~~ r 0 

,...,.uon ""4 ~h· rotl"l• -
beacon eyttemt, th~ pro• l tlon of wefttber n ° • 
tlon or pilot llcenolnc. 

Regraded Unclassified



• 

-22-

A troubleeom~ Alpect ot t he •otor Yehlcle tax eyate• 11 tt1 appllca­

tlo~ t o truCkl, p&r\1Cul8rl7 the IXCIII lYI l l t en11 ftll required of t rucke 

bT StAte• outoldo of t he StAte o! t~o ovnor ' o doelcllo . Vbllo .ucb can 

be aftJd for '•der~l ~ctloo to ellal»Ate what l n ao~ c~••• .-ounte to a 

tr~de bftrrt ~ r. i t la b el ieved thAt StAte rectproct t7 ~nd prreu.etve 

~odlatlon b7 A Pe4orAl-St• t e Plocal Author! ty woul d conotUute th• boot 

oeAna of "tta cldrtrtS t he p r o bl ... 

17. Re tAi l SAleo TA%eo 

The retail aftlte t~x te not a n overlApping tax At preaent but tf 

tt becoaea auch. b7 •lrtUI'I or Feder l\l entrnnce int o the tleld . t he 

coordllll'tlon dOYleo to be hl;;hly roeo-nde4 la Jolnt aclalDlotrAtl on. 

1.ven vt th eo•e dl•erettt~• ln St~te lew. , du"l ~dmlnta trAtlon i n thta 

tt eld would be v"etetul And oth~rvtee undeatrable. The 7e4erftl Oovern­

~ent , e~ftClftl 17 l n wer-tt~~ . ehould draw upon the erp,rlence and 

p~r•onnftl 1~ re\ftl l ~·• \AZAt lon 4e•elope4 b7 \he St~te 1 . 

P~ctllt l•o ot S\Ato and •unlclpal oaloo \AK admlnlotrft t oro could 

bo utllt•od t o ob\Al n a llo\ or • endoro o! t•nslble poroo~l prop•rt~. 

M'utWIIl exChNl(;e of tntona.-tton in auch lll'ltterl &I the opening of new 

bu• i~~•••• · 4ia eontlnuance of old bualfte aael, And ch~nc•• ln ovn,rehl p 

voul4 pro•• helpful t n reducing ~az loaa. The 4e•elo~nt of ft Jol nt 

audltlrl(; prop-All, v lth sn • "•Alc,.....Uon of !told !oreoo, would Mount 

to al01oo t doublloo:; \ he tlold !oreeo or oacb orpnl..,tlon. A pool of 

tho hl~hl7 l~or\Ant oortlni And t ftbulA\l nG eqUipment would avold 

unneceeeary dupli c At i on a nd reduce co1t 1. !)ey~lo~nt of Jolnt return 

for.e would reduce adMlnlatr~ttve an4 cosplt~nce eo•t•. Goln& fur ther . 

It would • ••• doolr&ble tha\ sn opport unl t7 be left open for erporl­

:aentntton. elthf'f ln S\l'ltt Collection of t hf' feder11l tAXo federAl 

collection ot the ltftte t~. or eYen t he collect i on of bot h tAXII 

by ,. Jotot A~lnlatr,.tlve -oeDCT (AI reco.oende4 tn Auatr~ lta). 

Oth&r coordt~tlon deYlcea , euch at f edftflll collection and St .. te 

l hArtnc. ~e obJectionable becau.e \he7 would t n effect unt•eraallae , 

b7 fe4erftl cowpulaton, relt~nc• by t he StAtal upon ,. r e,reest •e t.z 

IOW'ee . 't'he uae of t he aalea tax b7 the St,.tel te none t oo eatld',.etory 

on the A~lnlltrftttve atde: 41ffl cultle1 8fltlftG tro~ the tnter•tAte 

nft ture ot .ucb trAde hATe boon onlT p•rt l•ll7 ol lmln.ted b7 the uoo 

t u an4 llb•r•l co\IZ't tn.terpr·PtAtlone of t ho l t ,.. tel' povf' r to ttu . 

But the re~lntnc dltttcul tlee are by no • cane lntol~rAble. 

l} . lluolnuo Tuu 

lluolnuo tft%10 probAbl7 otter \he 110ot dlftlcult probloe of 

coordt~tlon to be t ound l D th e o•erl Ap~ln& tAX eye te~. Rowe•~r . t he 

need tor correl~tlon ot bualntel t~•• t• •~r7 ~re~t . The eonfut loc 

4 
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tn t ht t tector of the ~ IYtt~~ 1• l~r~ttlve ~nd the po t alb111tte 1 of 
r,.preaetve efrecte upon t he eeonoll!y 1\re conttcl,.r"'bl~. The '•clerft l l)·atem 
of bud ne tt tAXAtion l t 1 taelf uncrye tell1afl4 and l t ftt pretent order~d { 
con•ldtr~bly by the txlgenctea of war ftnnnce . The abaence of a Federsl 
pol icy renclora the 4eYelop•ent of plant for 7ed~r~l-Stnte coor dlnatton 
4oubly difficult. UnfortunAtely, no gonora lly ~coopted obJec tlvoa of 
1ouncl but1n,.tt t~ntlon Are ftYr1lnble. Tht totlowl"b Are augceated tn 
t.hta roportl 

( 1) If lndetd th~re lt any vnlld reft t on for t~tne buetnett " ' 
auch At ftll, 1t •~e~t th ~t the r~lnttvr pl~ ce of buatneaa 
tax~tlon ln our t~ ayatem la t oo l Arte And th~ t thla fora 
of tAXAtion ahould be •cleesphl'tlae4. • .. • 

(Z) An i mportAnt preaent Ju~tttlcn\lon t or butl nett tAXet 11 
tMt contld.erable 1ncoar l a t~ort-otrcuJ. ted v ·t thin 
corpor~tlont and reAchet the atockhold,.r only Afttr 
conn tderA'ble delft) .. , 1f 1\t "11, " •w technt que t thould be 
c\evtae d f or aubJectl ng thla ahort-ctrcu~ te4 tn.coae t.o the 
an~~ ICAle of perao~l lncoae t~rtl on ftl 11 "pplle~ t o 
d.latrlbuted lnco~. 

(J) Th~ pre~ent co•bl~tlon of h~8yY tnxea on corporAte n~t 
lncofM': l'lnd 1\ddl tlonnl tMea on cUvtc\end a A t pn.rt of th~ 
bl'lae of the atockholder'e peraon~l tncom~ t~ plncee An 
unw,.,rrnnt ed d1tferenttnl etr~tn on equity ftnAnetng. 
r.tth~r the de duction of bond lnt~ rett t houlc\ b~ dt .. lloved 
(vHh "J>proprbte U,.lt~tlona) In t he co,.put•tlon o f th• 
corporAt@ tAZ bn•e or , b~ tter atlll, r pnrt1Al eredtt 
ohould be gl•en t he corparn t1on for dt v1denda Pftld out. 

(4) Th~re 11 conatd.er"ble eupnor t t or t h,. •1~• th~ t corpora­
tion• ahould ~ eoa@ tft~••· t n ftddt tto~ t o pro~rty 
t~•• · for the benefit• rec~lved fro~ ,ov~rn~~nta. ~te 
would ~el'ln the utlllaAtlon of bAaea Vhl ch woul~ r~Ach 
bu.atne aa ea with or vi t hont n~t t nco¥ . lncUci\Uona 
recardtnt t he p roper type of eorporft t~ t~fttton ~ 
perhl'lpl be 4er1ve4 from lnterpretnttont o! the relAtlon­
ahtp b,.tw.eD the GOT~rn~~nt "nd t he corporAte entity. 
On one HAnd, the goTern~ent m~ bP conet4ere4 • pnrtn~r 
in t he corporat e ent~rprt ee, to ehftre tn t he proflta 
throU&h a tftX on n~ t tncomft, On the ot h,.r. tt ~Y be 
cona ldered ~ coat t l'lctt r of production. to be compen­
tAted through ~ co1t t8X (on c roaa tnco~~. vnlue Added. 
or t he Ul<o ) re;~~trd.le .. of t he pr ofitAbility of n .• 
bue lnete . RoweTer. it atemt probnbl,. t hAt ft~plytnc 
tAXea to tncoae AboTe eot t 11 llke\y t o be \ e t a rrnr~at lve 
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t.M.n !"\1\kl n,.; t.uea " unlYf"'ta&l 'bua t ne 11 eo• t. YoreoYer. the 
lncldence of tA%ea on bua lne tt, b~••4 on fAet.o ra other thAn 
nf"'t tneo~e. '' uncer tAin and conf uted. 4 ret."ll '"lea t~. 
~lmed ~t the conauaer ftnd clotf"' to hl~ ln tt1 "t~ltc~tlon, 
11 more dBflf'mdAble ln ita ettecta . A t u ay ete" contleU·lg 
of " p~r1onat ~nd corpor&te lnco~~ t~ and " ret"ll a&lee 
t~ vould be preferAble t o one contl atl~ of th~ flrat two 
nnd tnulneea tt\Xet b"ted upon ~rott income , Yl'll\le added, 
or CAp1tftl ttock. Accord1nr,.;ly, l t 1• recolftmf"r:ded t h111 t ·no 
~tt ~mpt b• mAde by the 1ed~rnt Oov~rn~ent to extend tta 
b•Jtl ne aa tNt ayateo to cor·poro tlont oper"U"' 11t a loa1 , 
And t hAt the tendency of St8tee And clttea to te.y auch 
taxea be dt acour~ed. 

(5) Vho~~·r ~tnorobipo and 1n41• 14ual proprle ~orohlpo ohoul4 
be i ncluded to t he ecope of o butlna t t t ax eyetea ta a 
dtfftcul t queatlon. eaptclftll¥ tl nce th~re l t no cleArly 
dtflned proYinCI Eor the \ ·lr• •bu tl nttt • f'.nd lt CNl 1Aill7 
be ttretched t o include all productive acttvtty - e~en 
thnt of v~e e~rnert . ProbAbl7 onl y eore conlutlon would 
rotult from ftn attempt to t~ tn41~1~Uftl butl nP- ttea and 
occup" t lont eenerally. 

(6) Th~ excett pro!ltt t~, vh~th rr or not it it to be uaed 
beyond l~ftr.;ency pflrlode , requtree Feder111l p~rapecUve !or 
1 t a eucceeatu.l appltc::ntton nnd need not concern ut further 
hero. 

(7) Wh~th~r or not .pecl~l troat~~nt l t required for t he 
tAXAtion of tneura~c::e c::osp~nltt , bftnkt , ~n~ public utllltlet 
l t another troubleaoMe problem. ProbAbly an &ffort thould 
be s a de to t ntecrate t o far •• po t tlble all the~• apecltl 
claetlt l cntlone und er a ,enerAl buJlnt t t t~. An exception 
ln the c.a t e ot tnturAnce CO-PAnlet l t probAbl7 Vftrr~nt ed 
to tar " ' th.e St 1111te1 are concerned, 'but ••en here the 
Federal Oo•erneent ehould continue l t e exp,rl•~nt~tlon 
with \ he dttflcult taek of t ntecr,.tl~ lntur~~ce "nd net 
l nco• tAXation. 

A good. c"'' could be !lll\dt tor t he exclut l•• tuntton of 'buatne•• 
b7 the lftd.e ral OoYern."Hnt. wi t h t he Stl'te t l h,.,rln& in t he revenuet . 
Probnbty O\U' contpUc,.\14, ~1c;hl)' 4lnr .. , hlc;hl)' •rbltnry oyo\om of 
bu~\ ne tt ~~~~ton, with tte hl&h c::oe\ o! cowplt"nce . capr1ctoua nnd 
e~\rnterrltorial t ncldence, a nd unc@rtAt n eoono~lc e!tectt ; with itt 
4ouble nnd \ rlplo-deck appUc,.tlon; nn4 Ito penoHl•• ~rouQI unJuo\ 
''J'por tloru:utnt upon coe.apoll tM bUt lMtl . ehould bft repl.-ced by a new 
Atren.mun .. 4 UDltora c entra11ae4 ey a t••· 

• . . 
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~It Ml~h\ be ~ccompll ohe4 b7 41otr1butlon o! ~ portion o! the 

r~der~lly collected t~. on condl tlon thAt Stn tft l nnd munlclpnlltlee 
r~tlre trom tho uae ot CApital etock t~ftl, croee lncom~ t~ea, corpora t. 
n~t t ncom~ tnxee, l naurnnce tftXel , and oth~r t~•• on butlne••· Thl a 
pro~r~M would lnvol•l hea vy compllcntlone, lncludl~ the tepftrntlon 
of bua1ne • • ~~J•• from prop~rty tnxee , Peder~l ~pportton~ent , nnd the 
"dllpt ••tlOD ot the progt'~ to the nee4a of the St"te a . AG,nlnat t h eae 
•ur. t b~ bnlnnce4 co~llAnce coate raaultl~ tro~ dl•eral t l ot, 
tnJu, tlcee , nn4 lo•••• ot r e•enue ov lnb t o Jurl e4lc tlo~l conlu•lon, 
--~·\ the rllpreee l•en••• o! St111te r oraa or tl\xn tlon. A qUAntl t r+t.1Te 
"P .rl'\la.t\1 or wM t \heee cftu••• tor action 1\44 u:p to la not poa t~lble 
vl\lW>Ut r e toMCh t b"t cMnot be "tt·e!!lpte4 in "" e•ergrnc:y p~rlod l ike 
'~" preun t . Th.- reeulte 5i&ht eupport A recomfln4Atlon Cor co::rple te 
!edCrl\\liAtlOft Of bualnell tuea b1 ap pliC:I\\.l on o f I\ Je4eral t M riftG 
pro,r~tm. w.,re thl t rcco:~~.,en4,.t1on ande tor t he pre"ftnt lt would hllYe 
atAd~~lc et,n111cftncl only. tor public oplnlon 11 not pre?Ared for 
such dr"eUc " c Uon. In " ·ny eYent. pcnd.lfiG 1\ qW\nUt~~>U•• appraleal 
conc-"'rnlnc: t h fll Mttere nbo•e 41 ecue.-e4, t he pr~tctlcAl coordJrv>tlon 
prot:rnm t.hl" \ CIU\ now be reeo~ende4 auf' \ ba conllnod. t o the follo""n.gl 

1. 

, .. 

}. 

~ . 

&n tter lntogrn tlon of t he p~raonnl ~n4 corpornt.e l ncome 
tax nt the t~dornl leY~l AI explnln~d nbove. 

Stntc uae of a ayttem elmll"r t o t he Fed~rnl, vlth reeul t lnc 
po aslbil ltlee of Jo lnt "dml nl~trl"tl ~n ; mltlnntlon of multi ple 

tAXAtion, nnd St~t .. eup~lPmentl" tlon. 

Rftee,.rch And educl"t.ion in thll wholf' field. Pnrt.lc:ul l"r ly 
teportAnl ia ~ quantltfttl•• appr,.l aftl of t h e l~e4l~~nte to 
bu•t~••• re eultl~ t roa dtYer•• St"'' bua lne•• t~~tton 
pr t'lctlce e. 

ftd•rftl l ncorporpt. l on of corpo rPt.lonl ~~~ted lft tnterat~t~ 
butl !'leea . 

Th1a offer • one aolutlon for the problr~ ot lnter•t~te co~etltlon 
tor t h e corporate li'\X bnae. It 'tlou\~ not prevent the St"'te• Croo 
tl\.d"" 10''"' " rrnroprl"te ahnre of the bua tno al'l whftn t he eorpor11t.lon 
op~r~tot wlt.h1~ thelr border•. but lt would prev~nt. t hee fro• t&Xl~ 
the ~ntlre cnpltAl atocK of ,. corpor~t1on evtn when tta ~ct lvtt.l~• ld 
Are Alll\on t nxclu•lvely 1n oth~r Stl'lt"'• · ,., d,.rAl tncorporl"t.ton wou 
herdly oo Juot1!1•4 ~eroty to remo4Y \~ tnoq~lltl••· but tho 
leportMCI ot thl a 1111'11'\IUre tor the r~.;ulntton of tnteretl\te bualne•• 

1• t"'n~rnlly conceded. 

1 .., 
.. J 

.• 
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ConPld~rntlon ml&ht be ,tven to the propoattlon that l n the tntere1t 

of " br tter b"lftnCed Feder" \ \.A& t he ua~ o t eltttrMtlYil ba t h be tnauc­

urAted. t:,.t lnco!W would remAin the 51\Jor b8 a l a t or t he t#\1: but a l t ,.rna­

ttve 1~•1 ~1 would nl t o b~ pro¥1 4•4: 0~~. A tlftt • l nl.U• tAZ to COYif th. 

co at of nd-tlnlatr l' tlon or t o UAC\ A a rv..ll ctv-rce f o r the prh·tle&• of 

cor 1,or .nte el.l t tcnce: a eecond. bated on ei ther •.-1111\l,. a dde d.• or cAp HAl 

1to~~ . prefrrnb l y the tor~~r. to exact "pA~ent on t he benefit theory 
rrom eorvor ,.U t~na thowtng no p rofl t . The ti'IXJ)~"r would be Uftble for 

th,. ht,·:h l" tt o! t h eae ftlternt'tive tiiiJtf'tt t f t'\ tfllt vould. be t o e d,J uP. ted thl'lt 

t h,. A'tt"tftGe bualnett would norcu\lly pi\Y t he nrt lxol'\tt \1\X 1111 t~e hlc:,hto a t 

of t~f' thr.tt a l t,.r nl' ti'f'e l e•lee . But AYf" n the unprofl tll'bl e b\lllne a ae a 

woul d hAve ,o~r tnxea t o p~. ftftd i n tlnea of dep re ae lon t he ftltPr"'tlYe 

tevlea •lt:h t add at11blllty to the revenue a . HoveYer. for re:aaona 

"\re"d-7 at,.ted. we "re not preppred to rec.oe"'l~nd thla pr oaru n t thl a 

time. 

The a \ ock trftna!f"r \I'I.X l a unlque MO~ t h e oYrrlAp plnc: ta.xea l:l 

thA degree to whl eh t h e St f\ \e tax revenue lt concentrl'ted l n Onll St,. t~. 

!'ev Yor k. 1\nd the de~ree t o which t h e l ncldence ot the tu !~~tllt on t h e 

1'11\tlon out d d e ot t hfl! ti'I.X1 n.; Stnt,. . The l!e w York Stock T.xchrn.ee h 

;1ecult~rly a nf'l tlonal lnt~tltuUon. Accordlr'l(; to tnfortaed oplnlon. vel\ 

over hftlf of t he tr"nan ctlone on t he exch,.nc~ orl gl~te outs i de of 

~ :""" TIJrk. The ca.ee tor c.oordl~tlon tn t h l• !l,ld r ftttt m.nl nl7 upon 

t he co nte nUon thAt t h e Jed.rftl Md S t " te ""-""' M e lf!Vl f'd v P'-·· t 

~ueh rec:,lll'd t or eACh other , 1\nd thAt \hft conbl r..-tlon lt exc:ett 1 "~" · 

froposalt for coor411V'tlon M•• been con.tln,.d t...re;e \7 t o t he 1 !.,.,. ~ 
1'\PI)\ ;yt nc. " cre41 \ tor st,.te tftltea ~,.tnat t he federAl tiU. But 1. . .... 

c redit would t end t o ett•ulftte St"~" t".x11 tlon ot atock trMafere, :tr.~ 
ml t;ht leA4 to lftiU\¥ IWltlple tMAtton problem• now l llrtiely dor!tll' nt. 

Only !tve St~ tea other thM t:ew Yor k "tt.fl'mpt. t.o tftX atock t.rnnafC"r a 

nov. but oth rrt could aaeert • clAt, on th~ bft tl l o! t he domlcllt of 

t~e pnr tlea to the tran a!er, or o! t h e corporrtton who•• t tock 1• 

trAna!erred. Jt ~ be 4oub \ed th~t the pr~~~r.t l oA4 of co~b l ~~ 
etock traneter t~•• t • eace t t1Ye. but l f t hlt b~ 10 \he l oad ~ . ld 

be conalderAblT efteed by et1MlnPt1~ eo•~ or the crudtttr • l ~ th~ 
present a t ocK \ r Anefer \ax lava . The etock tr11nt!rr t~ . b~cnu~r o f 

lt t l ncldence, 1• be a\ aut ted !or nAti OnAl expl olt,tton. " "d o n th ta 

bround teparAtton ot eourcee . with the t AX to be le•tr4 b)' t hr r~d~r~l 
Oo• f"rn .. ·unt . •tcht bo reco~nded. But t!ew Tork hltl " tt ronG propr\l'tllr~~ 
lnt·• r@at ln it a e t ock \rueter ttU "-"d i t not llkr\7 t o eu.rr e r.d,.r lt 

" ~ fro" t htt \u 1• 
eacf'p t under cone ld,.r11ble preaeure. . he rev,.n 
r•l"U ve l )' nru.ch aore 1,.por\.-nt tor New Tor k st~t,. t tv-n tor the federAl 

tloYP.M\r!lent. Under \he otrcUMt tftnc••· th" bo•t tf"00""f'n4A~ton npp:" r : 

t o b~ t h" t o f torbe"r"nc•. wt th ..oet of t he rr tt.rtd nt t.o e exrrc t e 

by !iew Yo rk StAte . 

• . . 
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15. ~·ll T IUtOO 

CoordinAtion proble~ • aa to PAYTOl\ t~c• cent er pr inclp~lly 
arou~d efforta to reduce cotta ot a dm 1nl8trnt1on nnd t~ eo~pl l~nce. 
Vh 1l~ compll~nce cotta here &a c \ eewhPre hAve be~n l~ !t l nr6elf to 
,uettlftd. the vl~v rreYAi la th~t the~ ArC ·~ry tUbR t8~t 1Rl . However. 
exctt t1ve report ing And other 1nconvenlance t reault at much !rom the 
tvo FederAl AI fro~ the o•erlap o! the 7o4eral And Stnte t axea . VPry 
11 \ \lo cnn be done In t he VA¥ of coordlnn \ lon unt il the 7e4erft l 
~,e~lOY"~nt coepenafttton lAw i a Amended t o co•er e~loyera o! one or 
~ore. thua OAklnG the co•er AGe a1,1l~r to that under old-~e and 
aurvlvora l r. eurnnce . Zf forta to coordl nnte th~ two 7eder~l tAXes ~nd 
the coord lnrtlon or Stnte f orma M4 procedurea tor unetrplo~nt coo­
per.ant l on with PederAl !or.a And procedurea for old-ace and aurTi•~r• 
l neuz~nce would be erpedlted. Twelve st~tel ~d Alr~ady ~n thi a 
a \•p on \h•lr ovn lnltl,.tlve b;v 1941, It lo \Ne \h•t If \he 5tn\e 
tAX were ell~lnnt~d. the l ntebr~tl on or 7e4~r"l tftx~• would be ~de 
!Aitt.r And Adl!lt nl"trtttlve Nld corapl l"nce coeta •1t:ht 'be con.eidersbl.y 
roclucecl. Thle, however, vould lnvol•e complete Cl'ntrnli s r-tlo n of t hf" 
u.n~mplo:rmttnt compent ft t1on eywtem, 1\nd many 1r.tp l1cllltlont br olld.Pr t.Mn 
th~ l asuo relntln6 to tnxe e. 

Tho r n la a aubat~nt lnl c~w e for t h o trnneter of ~vroll t ax 
~dQ1n1 r trnt1on f rom the !urttnu o! lnt~ rn~ t Rovenu,. t o the Soc t ~l 
Security BoArd. Thia would be in th~ l ntereet of brttrr coordln~tlon 
n.t t ho Frtd Prnl leYel. The c:oordl nl' tlon or b ... no!l t IUl.d ti\X rAill ro<: 
fUnc:tlone h Al n\r~"dy bee n adopted by t ho St n tre ~ ncl la thr ="' t~~cl 
ua ecl by prnctlcl\lly "11 tor el-'n coWltrlt t. la"u,.t of br::eflt ri;..hta 
An, hue Unblli ty ehould be eettl ed ehtultAneouely br on,. AG~ncy, ~>n~ 
SociAl Security tft%e e cnnnot be tho~ht of in th~ cott-ae-~~1nat­
r•turno aenae a ore npproprlAte to ordlnnr7 t AX ftdni nl ~ tr~tlon. ?hi t 
chnno~ 1a not nov roco~nded be~u~e th~ proap~etlve i nAU&~ntlon 
o f colloctlon-"t-the-eouree i n lncom~ t.u.,.tlon :Aft:Y ch.lll'\t;e th8 b.l ,l'lnce 
ot Adv~ntn~ft a l n f~Yor ot coll~ctlon of l nco~ nnd ~yroll tftXea by 
th1111 8MO "eiftnC7 "' 111t present. Thtt Mtter " " rlt• reeontld,..r:\tlon 
lnter. 

{ 
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'1'-t.-re only pnr t of t he St,. t ea " dopt mnrlt r"U "' a n ftleme nt o f unfair 
conp~ tt t 1 on npp~~ re , nnd lf m~r1t rntl~ it Utld (At nl t .. 6ed) ~• n 
prott-x t for csener n l under·m1n1 n.& ot l t MC'!.nrdt , t he comp~ tltl on be~tna 
t o i nvolve Stt~ tf" t At woll ne f irma . Impo" l t l on of J'ederl'l l 11'11n1mu 
1t M.dl\rda , '" to tflx r f' t e t , bon efl t a , or ret,rvea , prefn r nh ly t hfl 
lrtt•r , mi~ht ~l tlGftte t hlt problem. But it would ~0 f~r t OYftZd 
und~~lnlnG St~t~ r e eponelblllty nnd i ndepe ndence . Pendl"' a fur ther 
opportu~1t.Y for Stl'tCt t o dcmonatr l\tO their CO"'Pf'tftnC~ l n t he field 
of uJv•.,plo)"'"'ent coopena..-tlon, no c!1JU'Id:O 11 r:ecoa·•~endt4 except thllt 
t he Soclnl Seeurlty Bol'tl'd fttiU.'!te An e dUCI' tlonal role, prl Yntely nnd. 
publicly l nfor•l~ Stntea when rea.-rYe a or b~n~flt t ar~ tho~h t to be 
IUbltl\"':di\Td.. 

'(AI\)' e~ettlona Mve been u d.e for Y~trlout chl'l\(!8 1 ln t he pretent 
credit ~r~~t co~blnn tlon vhtch cont tltutftt the coord.l~tton acheoe ot 
u~-~lo~nt co~na~t lo~. Inc r~Aalne the 7ed.erftl cred.l t ! roe 90 to 
100 pt'rc,.nt l a n. poa atbl,. l nnoYI.Ltlon tMt m,.rl t a l'lttt'n tton. Thla 
WOUld dO !nr t oward. the el l minn t i on of the 7eder ftl t~ And. the a dmt nlt­
trf': tive nnd coopl l11nce costs whi ch ntt ~nd 1 t. "n\tt Chflln.:;e- woul d, ot 
cour"e• involve eooe l oas of r evenue t or tho J'edfl r l' l Oovl"'rnmttnt. ThfJ 
100 ~rcent urAnt t or collection o f Stn te p~yroll tnxet ~nd t h~ 

~d~l nt ~ tr~tlon ot St nte un~mploymcnt co~pensnt lon eyet e~• hftt wo rked. 
vel\ in r.1011t reay1ee t a (pArttculr r ly l n i t a t nlut,.ry effec t on S t.nte 
p~r~onn~\ ~ tnndrrd e) but it hna enc rlflced the en!~g~rdt AG~ l n~t vnat e 
which ~ttend Stnte bu~rtar.7 au~rYiAlon. Some recn"tl ng of the proernm 
t o c;;lve t hl! St n.tee M e ttu1 t7 i n t hl'l- Adrllni ntrf! tlVft outl,.yt , p • rhnpe 
•nri~b\ft l n deere e , depending on the tl~nc l"l a bl llty of the St r t e a , 
h vorth tur th~"r com~lder,..tlou. 

V. TAX l !!!!UlllTl f!S 

l 'l. Pl\,l?tt•nt e l n Ll eu of Tu e• 

Pedtr~ l p~yment e i n l l ftU o f \ AXe l on 1 ederal prop~rtltt locr t~d 
v lth l n the bound.Arte t o f l ocal goT,..rnJMnt t prcte n.te onfl ot th- acre 
dl!f t cu\t. 1\nd. 1,.1 1 l f\tletnct oril)" M ndled problel'l• t n lnt-rco• er n'l\f!ntal 
r alatlona. Th~ prebl e• hat bee n ~~ftY~te4 by the 1ederAl acqui al t t ons 
of lnr,~ tr~ctt of l~d for ree ~rYrtion a. cnn ton~~nt • . atr tt~lde, 
Ar5e~lt , t rn nnrort tnci l lttaa . am~un lt t on depo t e . nnd oth~r detent e 
f~c11 1 t l" ' · The ee a cqui s it l one oft,.n cr ente dltftcutt l ocnl flnnncinl 
probl t'llt 'bec"uae t h e)" depl e te t h e } :)CAl t ax bn ae, l'lnc! boc,.\l.tP. l r. tv•:~t 
1 n~tnnee t 7~der~l pr oper tl ft l mnkft i t nccot t nrY t or loc~l ~over~ent t to 
expnnd fiOYern~e ntAl 1 erv1cea. The 7e4errl Oov~rnm~nt R8: ndopted th~ 
.rr•ct.tca ot 1'\N:: l ftcS pn.,ymcnte l n lieu o! ""xe t t o locnl unlts. Jlo-'e• er. 
t~,. pr,,ct.tce h~• been opportu nlet l c Md un t :tt \ fi"":V'tl &f'd.. The nrrtu\Gfl'ftfl' nt t 
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knvr vnrlf'd vi t h dtfferent Feder"l proJectt. Sam,. p ublic houelr..g 
proJ•e t o p~ noth1nc to th• sun1c1p• llty which provldeo t hea o•rolee · 
o th~r• mAke moder~tel~ •ubatnntlal pnym~nta. Loc1l dl tt Atlef~ctlon ' 
with J)/\ymttntt lfl l ie u of tPxee le V~~try c r1.1nt, Md t h ,. rtuul.tlro«; lM' ltl\• 
t l on l r. !ed~~trfll-locAl !l tcal tl!l~ t lone lmpt'rll t wor thvhll e Fedt.-ral 
proJ,.ctt nnd eneour~e• rt~tl"t"nce to t he Oovtorn"'.-nt '" ef!ort 1 t o 
1-:.F'r,vc t h ft tax t y t t eo. Tho•• opposl nt: t h e dlPcont.trml'n Cft of t.~.x 
ex~~tlon for the lnt~re~t on St~t " And loc~l ,ov~"rn~~n t bon'• hn•e 
~t,. n ~Jor polr.t of the q_uant it7 of t u -exearpt. 7Ad.f'rn1 p r oJ>"'rty. 
':""1~:1 •J\1 nt. l'ir: t.hf't. the coe t of local tunct. l one n.nd de b t aerv1ce 11 
l :.Crfl'f' l ed n t. J.b !' 11\.'tl~ tioe t. hl\t. r ed.ftr"l propf'Tt.7 pu.rChfolel r educe the 

1oc"1 ti\X ':>"*'· 
A le&Al ~•pect of t h l• problem, not ueURlly un4~rr t ood. 1• t~t 

~ 1ed~rftl prop~rtiea involve 1eder~l J ur l edl ctl on. ~nd thl a ~ ~e~ 
t~- 3~tftncc of Stpte ftnd locftl oblt~~tl on to pr ovti.e ar rvlcea. 

·•or f' i mportant b)' fAT thn.n any al nc;l~ eet of rul e' l ""d prlnc:lplee 
!or ~id.t\nce in 4etl!nn1n1r..e; pe.,y:nnnta i n li e u i t the d.e•elop..."'114>nt o f eomP 
~~chin~ry whftreby auch rul~• cnn b ~ eat"b\ i~ hftd, revited, nnd used 
ef:ectlvety. In other worda , what 1• nnede4 l a " cltl'\rin& houae for 
pnym:or.t a in lit~u propoao.la. An ~f!:ncy of tho aort a~<'et.ed could • l •o 
plftY a uaeful role in heA.rine compln.l r. t e - prrUculMb' locl'l cooplair.u -
Cotlcarni r.f) P"Y"ftOnte ln lieu of ti\Xe l . A Fed,. rul-St.flte 1iacl'll Authorl ty 

could runc tion moet effec t ively i n t hete two rot~ • . 

A bett.flr correlation of progr&~l f or p~ftnt • l n 11~u o~ t ftxes 
si,t,ht ftl t o bft p r or.1ote-d v e r & Cor~re•• t o eatt~.bUah a speell'll J o i nt 
co"'-1 u .ee (p.,rh ,.p e t.~oporay) t.o cona ldftf t.h A l~Gf! volW!If" o: nev 

leglol•tl .. propooalo vhlcl> !All 1n t h lo !1el4. 

I t vould be pree~tuoue !or a QY p~r eon or aroup of per1on1 vlth 
lt~lted ~~~ri~nc~ t o atteopt t o atr t~ A art of prl ~ciplee ~polte~ble 
t o "11 th~ ~18d eltUAt lone v hlch c All tor J~nta •• to P~~rnt• t~ 
ll~u. !:,.yerthclett , a !ev (;ene r "llznt lont CM be offered. 

(l) 

( 2) 

It 1o 10ore deolrnble to promote 4 eponill\b111tY nnd 1r.tell1,1-
blltty in t h t t fl,td thnn to lntur~ thft mo at perfect bAl&nee 
of l nterfl.lete in e-pcclflc tl tuf\t. l one . 

Somft recognition thould bn &iv~n to thft b~neflt bettoved 
OD a co~nlty by the loc~tlon o C • Fftder~l function. The 
locAtion of atl !unction• . prt vftt~ And publ i c . 1• ut U81ly 
'bencflclnl. but 1 t do e t not. follow t hn t t.h ft func tion • ahould 
be tax-exe~t. Thnr8 ~Y be except. t ont, howeYer , where 
Pt4erAl program• AIIU~ft runet lon• v h t ch ei,ht. ot herwt • • ~~·· 

.· 
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to be pe r!ormf'd by St" te or loe" l public f\C'"ncle a auch 
pub lic vorka proJ~cta tlnaneed from ~en"r~l tnx !unda, 
w pec l~ l lmprove~enta fl nftnced by apecl~l na~e ••~cnta . 
contro l And recli.V'\Pt1on ectlvl tl na nr~ exM·pl!~!a. 

... 
or na 
Flood 

Prow•rty t hAt hila lo~ bee n ownftd by thl! Oovernmttnt. tt.nd nt"v 
proprrtl fta of t he anme cl"'' • ahould ord.lnnrlly be ex~ont 
vlth no co~p~naatlon from lederal !unda. Th,. af!nlre o~ ~11 
concern~4 hftve lonG al nce be~n 1'\djuated. to th~ exr~lt1on 
r\ t f'tUI. t:o uaeful pW'poae vould be aerv,.d . tor lnatMce bv 
eubJ~ctl~ t he United St,t~ a Pos t Offi ce property ~nd b~~er~l 
,.d,lr.l l' t r ... tlve bu!ldlng:a to locl"l t"xa a. Th,. e x ter.d•e 
holdlr~• of public do~r. hA•e nftvrr beftn t AX"d 11nd probebly 
fthould nltQ bt" plfllc ed ln thla cntr,~ory. "lthouch re•enu.e· 
a~rt~ de•tee1 or lo~ 1t~ndtnc nre l n oper~tton nnd vlll 
•)robnbl7 hAve t o be ret,.lnf'ld. A\ao vt\f"rf' proprrtir t recently 
Acquired, not~bly ~t lltary ~reAl , ~ve CftUI~d eudden ~ ~d 
tPrloul loct\1 t .u: 1011, Pf\VT"''~rtt l covcrlJ\6 ActuAl l o11 1thould 
probf'bly be provided ~tltho\l&h t hf't propnrtlet nre o! tht" 
enot order n1 thos e long owned nnd cxft~pt . 

(h) ~'h,.re t" rvlcett Are eold by t,;oYern::K":"'t.nl nc;f'nc l t~l on n 11or e 
or leta eonnf'r e l~l bnela nnd l n compf'Utton wlt h d":''ll:'\r 
pr l vnto actlvl t l~r.. Re tn t he povor ~nd houtlnc proJrcta, 
th" comerclAl element o! the profif'lr t :: involved ehould 
ordln,J• lly 'be YA lued 'by t he Ffldttrnl ~ov~rn,.,f"nt vltll p rl:r11 ry 
contid~rrtlon to n cap ltnll Jntlon of the rrnt r l or ot her 
i nco,,.. The lcdP.rA~ Govrrr .. ..,nt ahould th~n ')'>I'IY t u.,a or:. 
t he Ynlue dertved cor rf'lepondlr~ to th~ tnxe• th" t woult bt 
pn id 1! the prop~rty w~re prl•r.t~ly owned. 

15) Oth~r l'od~r,.l prop~r ty ttu.t 1o u tlll••d or41Mrll7 by o r 
dati dned ! or IAle to prlYAt·• l ndh'ldUI\1• . auch :..• fi\T:l n.·u! 
roaet tleaent propPrtlea or addi tionAl Ind iAn l~n4a. ·~~~ld 
~ t he e~uJ•~l ent of levle a on alotl~r pr i v~ te\7 ovnPd 
p r op,. rty. 1or t h la ~nd ot h,.r 7edrrAll!' o"'nt-d prop!!rt:: or. 
v~leh l n-lleu p~vmenta Rre mAde •~l~t1on ahould rr~A1n 
aubJ~ ct t o 7edft rAl control . 

(6) PropC'Irt y ftCqulred f or eona f! r'IAtl on purpo•• • < "ueh •• 
aub~nrglnal 8 nd cutover toreat lftnda) ~lcht vel l PftY s 
lov flftt ~creage r"te on •~luA "' of t~ft ttme of ~equ1a1tl on . 
Thl a would cona tltut e a mlnl.um ~1JrJ'rl"ntat , pendl ft(; 11'\J't;er 
loce l r ecel pta from " dtatrtbut lon of rft••n~ when the 
llrOpf'r ty beco"ftea r evenuA-produclnt;. ':'hr: fl~t rll.tfl would 
repreaent a ro~h "dJust MCn t t o "vr rAG• effective tAX r~t~ • 

.· 
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on t ht a type of p r operty. The prrcent~Ge o! revenue thAred 
vou\4 fftt~ble a tev~rftnce tax. Thl a plan lt contldered !t&tlblt ( 
not only tor eaae of ftdmlnlatratl on in the CILtt o! lt'lrge ' \ 
holdlnt;l Of lOW T&lUe, 'but Alt O ILl ftft ft.JJJ)TOXilZI'ItlOn to Vh/l t 1a 
con814~red to be good prop~rty tnx pr~ctlce on d~ple ted l~nde. 

(7) Al~hOU6h In ~he a.ln full locAl oarvlceo ohould be ouppl!cd 
th~ redftrAl p r operty end ita r etldenta, th~rn Are cat et 1~ 
vh!ch ~he Peder&l ~·ney !o obliG•d t o our~l7 directly public 
aorvlcea And t~~.ctlltlea cuato~lly fln~nced out o! loc~l 
proporty tAX tundt. The FederAl ftCency ·~ even ~e the 
fnclll tlca AYnllAble to loe"l r-.et4enta. l n the at- C,f\aea th•re 
t a roo• tor AdJust~ent of t he P'\~nt t o local unltt, 
pArttculArl7 vhen t he amount o t hervl t e ~ftble ta t~e full 
equl•Alent of locftl taxea on lftnd ~n4 18prov~~entt. 

!'ho " bOVe }le t repretent a l\J\ oYer ti oplt rt~tlon of tt.e proble:s, a r.d 
h t Ub!dtte4 in the hope of focualne attention on tunda-:aenta l htue t. 

lt 11 recommended th~t the Federal Co•rrr~rnt provide th~ fnc111tt ~t 
tor ft cont.lnuint: tn•entory of public prop!'r t :t. 'l'h1fl ta desirable not 
only !or 1 ta o vn aake but a l ao to f'~tc11U"te t ho <h~•~lop'nf!nt of bf'lla.~ce 
aheot accountll'l(;, for the GoTernment . 

Unleaa aomothl~ 11 done to 1mpro•e 7e 4eral-local rel~tlona 
eoncern1n.; PA¥"!1enta i n lt.,u of ti\XIt Yttl\11\ble pro.,;r~~u euch ~· t~.OJt f' 
In •he tlol4 of houalnc ""'Y bo I mperiled. It h hoped th"t oto~dy 
loprove•Mnt m1ttht be made under & pro.;rM auch '" thrt outllnt'4 111bo .. ·~. 

17. St~te and Locftl Tax.att on of Oo.-~rn.~l'lnt Contr,.~t t 

':'hr controv,.ray tln'olved lD t he t.u.ablUt;y o f Co•ernaent contrl!.cts 
undf'r Stft\0 and loc~l tAl e• and u.e taxea hat be-n ~~•nted b7 t hf' 
Vftt pro,ru. The United St11tea S'uprel!lif'l Court rrct>nt\7 hf'ld t Mt l~ t h f' 
AbaPnce of ConGrtae lonal declarnt lon to \ he contr.r;y, purehA••• br 
eoat-plua-f lxed- fee contr~ctora eng~e4 on Oo•~rr~nt eontr~ct t nre 
tubJt~ct to StAt& 1\nd local '"lea tue 1 . Th,. ""tt~r la now bf'llnt; 
reeont1de re4 b7 Congreea. 

Sevl'lra l factor• eUGgeat the dealrAblltty o! p~~tttt~ thf' Stnt- • 
to t u thfttl purchaaea. StAte a ftl"e 1 ntt tltd to eome co~ent&Uon for 
aor ... teea ren4f'lred to defenee 1n4natr1" ' · TI'XIt unde-r euch etrcwnatl'nCf! l 
are , to ropll\t th~ wr4a ot the Court, • but " nor"\fll l r:ctdon t of t hr 
orCAnt aA tton vt thtn· the a iUfte t~rrttory o( two t r.4f' J'I .. n4e nt tutf\b 
•o•erftt~~ttea . • ' A 41attnet1on b~tve rn eAlee t~•• nnd ot~~r tAXe• 
*pPltcAble t o c,;OYf'rn!ltent con\rt~etor·a AJ'IJW'Ar t unWlllrrnnted. 1e4tr~l 

.. 
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con•ent t o St~t• taxation of de!en"e contrActa la " c0ep,.rttU•el.7 
dettrable tor. ot 7edernl Aid to StAtea. Mor,o•~r . A liberal 7e4er~~ol 
poli CY in t h1 1 f'ftlpeCt WOuld t tre n&then t he 0oYtrnmen\ 1 t CAtt nc~tntt 
the cont l nun tt on of tax-exempt tecurtttt~ta . 

I!_ the Oo•ern~e nt were to ataume own~rehlp of t he r~tlro~d• few 
vould contend t M t the Stntee tbould t;o uncomp~ne~ted f or the loe1 of 
auch n lucr~tlYe tf'X bftte . It tte"'''lt 4oub t t ul tf the preemption of the 
bud M il: .. ot t he automobile tnduetry t or war purpoae t c11ff,. r t in 
pr lnclvt~. 

It l o Ar gued th• t penolttln& the Stat oo t o tax purchAooo b7 
:lo•~~nt contr111ctor a createe s:reAt ee.b.-.rrlllewnt l n r ed.er,.l ~thlnlt- , • 
t r•Uon M4 • lnrce add l U o!llll loAd f o r tho redor•l bl.t~t;ot. ,.,. 

eow~llAnce, vheth~r bT public or p rlYAte pnrtlee, l e alva71 troubleeo .. 
but not 1~•• nec11aaJ7 on t !-,.,.t account . Cone t der l "G t he !~~oc tt t hlt t the 
totAl )llol d of St ota uleo tueo I n 1!)41 wao o n\7 $671 a UUono and of 
t he '"' ol l no tAX $SOO •llllono, ~he co ot of t heoo p~nto l o not llkel7 
to loo~ "'rf l111rce acaintt the enormoua '~'' expe nded. on t he VAr effort . 
Cost determt anttone ftre difficult but ~ t t he current rn tft of expenditure 
on cont r~~octe, t he annUAl coa t on " Y&ry c enerout 81tlmate doe• not 
• xooed· $162 llllllono. It Ia prob,.bly oubotpntlally lou. 

It ia concluded thAt a t the vory l eAtt Congrott thould concede 
the tAIAbillty ot i ndependent ftnd coa t-plut- tl xed-f ce con tr~~:ctort. 
Cotne f ur th er. tt mlt;ht allow taxea on All detente pur chnaeR. It: 1t 
p-.hopo too ~uch t o expect t ru. t It wi ll GO ~he Whole Wft¥, ottnmptln& 
to el 1 ~1nate &11 lmaunity on all Go•~rn~~nt purch~••• · But even thit 
vou_l d., t n our opinion. bf! wel l w1th1n t h fl bou.nd t or eo~d publi c. pol1cy. 

IS. Tu-ho•pt Securl tleo 

Vh~ttYor DAT bft concl uded 8 , t o the eerltt of the Ar~nt con­
cernt nc taa exe~t lon of co•ern~n t bor~ t. t~~r• cAn b~ no doub t thft t 
th~ et tort to el ial nate \hl a f eature ot our tAK lava hAt met vith 
cona t~~:nt . Gt r.eral. an4 b itter oppot l tlon tro• OAny St~ t• nnd a unl etpal 
o!!t ct ~~:l t . It it t he propotal to t nc: lu4e t he t nt e rett on St.n te end 
locAl bondt t n the b~ee of the l ed.erftl lnco~ t~x vhl ch lt moat l n 
contltc: t. 

Th~ t St~tftt ftnd munic1~11t1e t would fi nd thl t ft !~tal l~~dl•~nt 
to credit op~rntton1 or other StAte nn4 mun t ct~l ftecal t nt~r~lt t 
•••~• quito unllknl7 Theoe unlt o m&ftOGOd Yory well wit hout t h:• 

1 nctv,.ntn.r(o bef or e .th; income tax wae deYoloped . Stf'l te Nld. IIUniC P" 
bonda co~ndftd an excelle nt ~ket ftD4 " contld~rftble •4•ant~• 

• 
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onr 0,n,.r bond.t in t h l t enrllor pC"rlod. lforeo•er. ,0,.,.r~ntlll 

~n~e qui to t UCCt ttfully t o ob tAin credit i n ~ut trftllft, Cnn"da, 
uny ot~er countrl,.t v l thout lm"!t\Lnl t l f't . 

unl tt 
nr.d 

~e blllftnco o t ~~ln ftnd lo tt from the l nt~rGo1'ftrn~~ n tA1 e xch~"G• of 
t~ltlea lt very obacure ftnd depen4t upon mAn7 of the notorloua ·~~rl ~• 

ar.4 Wtctor t lll:tt lftt l n. ciU.culrtl nc; t h e effecta of ti'\X ea,.-.ptt on. Wl-:l le 
the r.dYrnt~ue t o Stl'\tet And teunlcl p.t"l ltle t ln redcced lr.t,.r ea t coatt a t 

a ruult ot tnx 1&,.un1 tl,.. a f o r t he l r 'bondt lt not t ubJ ect t o clear 

dtnont trntlon and hAt been categorlcft\ly de:tled t o exl t t b7 oo~~ crltlca . 

lt h&• been ~~te ,~nerAllY conceded t hnt the exemption nl~ht cAuse a . • 
4t!r~r~nce ln l nt crett rntet rnn6l~ up to on~-hAlf of one p~r cent . 
Du~l n& recent Yft"rt, St~te ~nd loc ~l bond 1sauea hAve ~mounted t o $1 
bltllon pf"r y e N" 11nd if t h e vo lU!'!'I(" ahould c ontl :'lue , e xtrA ir.Vreet 

,-;~nta mi~ht .aount t o $5 11illton t in the !1rat Yt:Plr 11nci f.lver. tunlly 

t o ~• wet. per h11pa •• $100 :dllton l J'"r yct~r. ~"ina t t h h loaa, of 
co~ae. would h#•e t o be offa~t Any 'ni ne w~lch t he St~ tea 51~t 
renll•e lf t he Stftt ea An4 their a ub4J v1a1out were a llowed to t~ 

?~tdt~r~l bo~t. 

The Ar&um~nt th~ t the e l tmt~tton of tnx r.xemptlon would tr.volve 
11 d.nnverout ahlf t ot power t o t h e f e 4 e rn l Oov .-r:"l~r. t lt r .-bu t.t.~d by 
t he propotltton thrt no nuthortty 11 aou.:ht t o levy n 41t~cr1'ft1r .. "tory 

t u . But lt if' t al d t hl' t tt C·orL_trfltl hl\t the pow.-r t o tnx Sttot e l'lnd 
loc~~ol aecurttie t 1 t could tu ao-,e 11nd ex,.:wpt oth.-r• . Of co,tr!.-, 

c..,n,;rftaa ~t.lr~Ad,y M e t l"..P pover to aubaldl se tO~ lOCI'l t u nctlont And 

not oth~r a thro~ tta aub•entlon ayate~. But 1! 11 ahlft of po~~ !a 

... ~ !u·:,., t hf'l Supreme Cour t could tAke c.ftre o r the IMttt'r b:· decl,.r1l"'C 
the pover t o tAX ,o•~r~ntAl tna trun~n trlltiet (wltho~t 4lacr tnl~tlon) 
to be reciprocAl. It t a 1\l to o ll.,ts:tc1 t hl\ t 1f the door 1a ope r.ed. to 

tnx the tntP.reet on Stn tc nnd locAl a ecur U1ftt, tht a wlll !N'ke 
.,un1elpnl1t1et lin'blft to ti\XAtlon oo t helr pu~Uc ~ n tfttJlrUea. But 

tl·.lt doet not 108111 to follow. 1'h.-r" lfl " vtde d1ff e rtnce between 

t~~tton of privAt e lndlvidunlt vho ovn govorc~~nt aecurltt~• and t he 
t~tlon of GOTer~ent ent erprl tet where no pr1v~te pnrttea are t ~volved. 
Ce~tr~ll sAtlon ot power l t not pnr t or the purpotl or tho~e Vho aeek 

to el t~tnnte e ze l!lpt lone !roa the t n.come ti'I.X · 

It 1• q,utte unfortunnt~ t ht\ t t he t wo taan ea l :'!volve4 1n t h e 
~ 1 1~ t r~t1?n ot tax-oxaopt aecur1t1st hAve become t o bndlr con!uA ed. 

':'hf" J~roponontt ot exemption el1n11V't1on Ar e no t • out to c1apr11'fl t he 

~untc:t~llt1ea of wch 111'lll t ed tl a c l'\l 1\dTAr,t n.ge t •• t h e l ~~tttt"r now 
poaaeaa • Uor do ~ot t St Ate a nd loca l o!f1C1Al• t~e ~ny ple~~taure 
l n . ,.rvi:'lob " • " • tront• t o pro tect t h e P"trntlt u.r.!alr pr t•tlrt:• • of 

ric~ t~~rt. So~~ hope 1a entertAlnr 4 thrt t h e a e t wo ,ro~~· ~lbht 
6et t,

1
t:f"t hf!r on 

1 0141 
kind of 6 pr oQI\M vhteh vould ~ee t t he o'bJeettvea 

!)! bo t h . 
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l'nn)' t uuetUont toward thlt end. hATe been ud.e. On~ propot al 
vorih terlou~ con.tderatlon lt thAt the FederAl Gov~rn~ent nllht et tab­
lleh • F•4ot•l bnnk tor Stnteo An4 IIIWllclpAlHleo, 'l'he lendln;: opera­
t1oot o! the R~tconetructton Pl nttnce Corpor111tlon tn t f!lcent ye.t\.rt Mve 
be~n or &Ubttanti,l &IG1stnnce t o de'btor St nt., . li nd. ftiU!\lClJ')f'lit1et. 
• n4 auch Art"f\l: ~'~e .. nta alt:ht be conti nued on a pf'lrfi'V'nfllnt bAtlt. 
J..noth"r propo tal vorth conatd.ert~ it " cre tU tint; arr11n.;ement whereby 
t)".f" dll f,.tfllr.\1 1'1 1 ed.YAntl\fie tn t,x e xeopt ton o r lar&e 1:-.co•e rectptentt 
voul4 bo wlpecl ou\ , !~oro pro,1o1"« poll\lcally, p<"rhapo, lo the 
t U(;Ge•Uon t hn t the f e4ttfll GoYern:-,ent 6r,.n t A direct t ub lldy to untt1 
vl'.tch borrow l n t he tuture. Th.e e qui•Aler.t or one•hAlt or or.e ~r cent 
on the outatnnc!l nG prl!'\Cl J)I'l ot new bond laenee could be pAld. to t~e 
t u ulnc u..,u . MnUAl\.1. Thi • would ba•e the effect ot e11~tr ... t1at; 
the tnequtll ea i n t ht: l:tco!ne t.llll: er·eated by t.IUI: oxe2ptl on . end would 
con•~rt ~ hidd~n AA4 i ndirect eubeidl into An op~n And direct on@. 
1! A con~ro"i•e 1• neceaaary to aecure ACtion 11nd prooote b~tter 
,o•~rn~~nt~l rnl"tiona, Rnd. auch aeea a to be th~ CAll, t hia aotutlon 
1a reconf" nc!ed. 

VI. 1\XPE:IDITUI<l:l, i'UIIC'l' I OU~ Al:"J AIDS 

19. ~--_ltOCIItlon or _function• and Power • 

1~4 thi1 r~por t been wrtt t en 1n 19)0 mor~ nttention would have 
been r.oc t ttarl· t o the inade quacy and lntlexl bl U t y or the con a tltu­
tloMl nnd U'lt\ltor1 dl•1 e1on of r\U\Ctlont and povera. At th.n t tl:~-e 
lt n~nred thnt ~~~ Peder81 Go•~r~nt wnl quite l~deqUfttl11 endowed 
wit~ pow~r o•er lntarat.~t• corpor11 t l ona And to cope vlth thP. bual~ •• 
cycle, povert vhtch 1 t. a.loDfl had the perapecU vto and t l ae t.o ezercl M 

e!!ectl•ely. Since 19}0, reYolutlo.....ry chAnc:• • 1\AYO \alten place v1\h 
r~G~rd to 7ed~r~l t unct1ona ~d powera. Tbf' 1~'•1 bound~lra of 
· t~t~rttftte co~~rce• haYe been and are etll1 b~l~ br oadened; a 
nev eleoen\ ot flexibility I n \ h e 1n torpr o\ •t1on o! t ho federal 
Conttltutlon hat appeM ed; and prec•dentl for \.." fl uae of t he Co•ern­
~ent na an lnntr~ent for deAl l~ vith depre1alone and une~lo,.,ent 
havt been et\Abllehe4. 

tlevf'rt heleee l t vould be raeh to lea•e the lnrpre••i on thrl.t. the 
preoen\ d1Yio1on ot tunctlonal reoponoiblllty le In any oonoo 
cr:·otolllud or boyon4 crHleloll. 'l'he c!IYioion lo Ancl prob•b l7 
should re~ln ln a et A\1 of flua and conatAn~ n4Apt ~ tlon to chAnge• 
1n condltlone. In aome l ne t,ance• lnerfii'A.-ed 7e4f' ral p1'rtlc: lfW\t1on la 
vorr~n\e4, an4 whe\ hftr thl o ohould be 4lre ct or \hroUCh the grant-ln­
ald aech~n\ te l e t o bA wet,hed in ea ch CAl l ln t • r•• ot the • 4• •ntnoe• 

tf 
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8n4 dt t~dYAnt~ea. To choo•• • f ew examplee , the 7e4eral Oo•ern~nt 
~lmott cftrtnlnly ahould provide • l~cer port ion or t he coat of 
educ•tlon. Moot or thlo l ncreaoe d oupport ohould probobly toke t he 
for'n of n re.,.le ed and f!lore~ goneroue 4r~t.nt.-1n-atd eyttee. But direct 
provlalon ot achol~rehlpa to lnaure thft !Ull de• ftlop•nnt o! tal ent• 
(on t he order of t he national Yout h Ad~lnl o tr• tlon nllovanceo) ~ 
d t o hAYI " place l n the pro&rn.m. The 1ed~ral Go•f'rn"ent a hould 
probnbly extend Ito piU'tlcl !>"tlon In outlaya !or direct rollo!. 'l'he 
pretent pro,;r.-.-n. under which 7eder.U tu:pport l a conftned to • llrllte4 
n~~ber or vork r elief proJecte, 11 properly crltlclaed on t he ground 
thAt I t tendo t o dlotor t t he welfare bu~et of t he aunlclpalltleo. 
Yh• th~r vork relief should t ake t h e ! ora of &rAntt or 4lrect pArtlcl ­
~tlon 11 Al t o a ~ot point, nlthoUbh t h e evidence aeemt to vazTant 
no ~· t ro2 the preaent prftctlce. Orenter Federal outl~t for 
publle he~lth eeea to be oYerdue; howe•~r. th~re l t eonlllct here 
b~tvt en t he proponent • of health lnturAnce, a dt reet r.der~ heftlth 
pro~ram, and dr&ntt-ln-ald. Probably t he lfttter are pre!~r~ble . 
Y.ueh the tam. proble• arlaea tn th e eate of nutrition, in whleh 
aone p&rtlel~tlon hftt occurred t hrouch " di rect Pederal proernn 
(food otonpo) approachlac the problem froD the oupply olde. 

At the Stnte and l ocft! levelo , dlYiol on of finAnC IAl and 
II'IAM.fSf"'rl"l reRpontl b l ll ty f or achoolt, hl &hVft..Vt, ~t-nd welfue h 
~leo ln flux with to~~ trend toward centrAlliAtlon . utUAlly qut te 
JHnt1tle4, Un!ortUMtel)- th,.re lt A .srent t cftrel ty of e..-lde nee 
eone,.rnl~ thft relntlYe ettlclenc l et of dlffer~nt 1~..-el t l n ~~e 
provl tl on of ter•lcet , a tc,~c l ty Vhlch ~~~e t tt ~nother pioneer 
field for re tenrch. 

Cont ro•~rty contl nuee o•~r th~ St~ te eroneorthlp of t he 
un~~lo~nt cospeneAtion tytt@~. Rer~ th~ re4~rnl Co•~rn~~~t hAa 
nt re&47 aa t erted " • ery l Arge '-\f"l'llt W"·t of cont rol. but the exl t tlne; 
arra~;e~t nt l e crltlclaed becAute of the llalt~d •cope or St nte 
protrft&t . Uneop\oy,ent i t A n~tio~l proble,. And l eport,nnt 
tu:\YAntA(;et would r e ault troll chlu\t;"' vhloh wou.14 put. t he 1~df!ral 
~l•,.rnn,.nt l n " poa ltlon to 4e·•elop tta aoct•l aecurlty a:;att"a "' 
ft whole, On the othf'r aide , the i nteret t t i n exp~rt~e nt•tio n. 
pnrttclP"t l ~n, a nd a4Ju~tment of proaraAt t o lOCill d1 Yera1t1ea 
m~ b8 c ited. A l ftw euited fo r New York mny be b~dly A4Apt ~4 
t o ::,.brftekA. Vere t hfl progrM t o bfl! tn~UGUTnted now, 1 t l t 
probllblt t h,t " MtioMl evattm would Mve t he prfl!no ndf!r nnee of 
Ad.vnnt "GI I . Since the St r-ie t hAve been t:rl"ntfi'd th~ ltadlf\6 role 
1n tht ayt \ell, t heT ahould. b~ t::1Yfl!n t l mfll nnd Ft df"rl'll llll1ttAnCe t o 
demonatrate whether t he)' can h.nndlt 1 t eucc eaeful \;1 . Conat.-nt 
t hrea t • t o te4~rftl 1•• t h e tunctlon will on\y 1~t ,.rf,.re vlth 
cor41"1 7e4erl!l l-Stnt e rel,.t l ona . 
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A vt'JtY a tron,g c••• !or a tunc tlonal trMt!er Cl'n b e 1111\de to 
r,.n•.t1rfl eorporntlonfl 401ft& an tnt c rat111tt bul1nett t o ••cure ,.. FP.deral 
chnr ter. St,tt incorporation hAt bee n pl~u~d by the t~ctor of 
t nt~r"L~te comprtltlon reault1~ in the St111tea with t he weakeat 
r~,.;ul,.t l on c.:e tt.lnt: mot t of the buatneat. D"t" g111thered br the 
Secur'l tl et nnd lxch~e Coemiaeton thow t hnt ont St,te haa l ttued 
ch~rt~ r• t o 2? perce nt of t he corporl'ltlont whoat teeurltlea kre 
l1 11 Ud wl\h th e Co~t:nlttl on. Thit M t t ax At well "' rebul111t1oo 
at?ectt, for the St~te of lncorporntlon hnt wldt powa r t or ex tra­
t~rrttorlal tAXnt lon ov~r the corporl'tl ont it ~~"r t~rt . Al t hough 
tl-.e Sr cur hlf" l ~~t nd ! xchl'lnge Colnllllon h.ft t eUmll\l"ted I OIH or the 
bto~r.~t for " ehtft of t he l~rtl\nt t ncorporfttlon !unctlon, and 
"l:ho,~h a ahtft would c~uae consld~rAble t~mpor~y but lne•• 
coaplt,.r.ce coat, l t l a ttrong.l,. reco~nded th~ t a t aoon e a th e 
ti-:1" h p ropl tloua, the i'ederal OoY~rrwl! nt e-aerclte it t power to 
r~1u~re corporntlona engaged in lnteretnt e co~rca to aecure a 
?e4"'r ,.l ch111rt,.r. Thtt ll'ltpllet , of courae , thAt the conc.Htlont for 
the lttu,.nce of auch chllrtera vi l\ be come a utter f o r t he Pederal 
Go•,.ri'VM'nt to dateretne. Thi t lt Moth,.r chnn.u., th,.t lt lof\4 
oY~rdue . 

20. Peder•l Oranh-in-~id and 11at1oMl ~ i n~ 

llednrcU J"'b improveme nt• tn the a ld ay t t em. lt lt o'b terYfl4 flrat 
t hA t vhtle the acope of leder~l a ld deYeloped Yory r Apidly under 
th~ preatu.re t o! the recent depr·e ttlon, lt lt n mhtl'.ke t o c111 ll t he 
ex h t1 1\tj practice• a ay ateea. In manY Stntea , certa in 1ec1er l'llly 
t upported tunc tlona . w ch aa old-•6• atal at111nce •..n4 Yocnt ion.el 
educ111tt on. haYe tended to cet the lion'• ah~o of leder111l. Stnte. 
An~ loc111l eupport a \ the expente of auch l OCAlly t upported function• 
At r elief An4 c e neral educa tion. The aya te• t hould be reYlted an4 
broU6h! i nto balance b7 an ext e nsi on of t t l ecopa to lnelude 
~dd1t lonA l func tion• l n Which th~re 1• A c lear nAtlo~l lnt~rea t. 

':'he t\14 eyatea hat deYeloped no concept of • l\.llltlonAl •lnliNI!I, 
th11 t ltt , of fu.nctl oot ot 1uch s trong n~~~ttonAl int eres t that the 
?ed"r"l Oo.,,.rn.meot ahoul4 underwrl te A e l nlfti\UJI pro&J'd and tneure 
thA t the mlnlnUM 1t~dard be eYerrvhere p r ov l da c1 wi thout ~n undue 
ltrftln upon loc"l r esourcet . I t aeeet th,.t tho a tro~es t clal~\ 
tor prefe rred po t itlon tn t hlt retp~c t l t a l tMantarT educ~tl on. 
rol lowod by a id \o depec4en\ children . Al\hou&h ~1\o\ i on tor 
dltferent lAl a14t tor ol4-ac• aaait\anc• hAt been perait t ent . 
~l nlmum ttan4ard t here are not 10 clearlT of n111tlo~l lnterett 
An~ ~11 velfAre outlAYS • r• ~ore or l ett r e l Atl'f't to t he st~dar4t 
Of V8Alth and income ~DJOJed b7 thl centra \ popul~tloft in pnr tl cular 
St~tet . The concluaton t a thAt ditt~rontlal Ald t t hould 'be 
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1 ~~ur~te4, and th"\ t hey ahould at ftrt wtth elementAry educfttion. 
( ft. II I • dilcu .. ed fur ther In Section 21 !ollowl lljl.) 

! doolra ble technique tor Rid dlotrlbutlon In t he we lfare tl• l d 
th~ t ~uld otter eo~ Advnnt~e t o the poorer Strtea 1• t hft t 1ugtcated 
tn t'l~ Connally Mendelent, " ~rAduated bracknt ayetom of dlatrlbution. 
ror exaople. tor the old-a&• pro~A~. t he federal Covern~ent miGht 
-~tch on a 66-2/3 percent baolo up to t~ e !trot Sl5 per month of aid 
~l•on elldlblo r oclplento ; 50 p•rcont froM Sl5 to S25; and 33-l/3 
pr rcent fro~ $25 to $40 . By thl o oort ot A pro&r .. I n t ho volfnre 
!teld. " a t.ro:'\,. i'edt!rAl tr.ttoreat l r. b Ar e alnlmu.a at ~~~ondarch " ould be 
At trrted. d1!!1cult oeAaur~enta of ftaCAl CAPftclty would be avoided. 
~r.d t ntr~at"t e eqUAllz~tl on proer•~• vould be e~our~ed. 

~~r control festurea or An Aid pro~rn~ CAn be " ••rr ealut~y 
i nfluence nnd oU,c;h t t o rece1•• oore r~~.ther t~n 111 1 emph~tal a in U: e 
! u t.urfl:, In ad.ditlon t o t t.e t.rAdi t.ioMl contr ol devlcee . 1uch ct 
nudi t. nnd lnepeetton. ~nd approTal of St "tl plnn1. e ducnt.l onnl Aida 
1h0~ld QiVO Attention tO i nternAl eqUAllll\ti on. rcd1 Rt.t ict1~, ~nd 
div1 e1on ot fund• be t ween ~hltea And nebroe a. All t h e nl dt ahould 
aee'< t o improve at.Andnrdl of loc"l goverruncn t p(lraonnel. I t la 
pr o'onble t h flt. more Cl\n ))e done l n mo1t c:a1e1 vlth ptor eu,tlon the.n 
CollrC: ion . SomP. out. el de crl t. l ci ao hAl a aal u tllf)' etf ec t on 1\l:noat 
R~Y GOv~rnment, nnd it 1P unfo rt.u~te t hnt t.h l l ederftl ~ov~rn~~nt 
h not. in a poGlt.ton to 6f't. t h e 'bonefH of et ml ll"r cr1 t. te1sm frolll 
t~e Stnt.~ a nnd munlc l pnl l tlea. 

7h" laat word M e b)• no !'11'1\::a been wri t te n on t hf" techni 'luel 
Of COAt thAJ"int,; a ppl i ed i n Ai d prO~TftSII. Loca l l nt.f"'rer; t in IT.P!'". ~I'rda 
r~ t.'V'r thfl n expe ndl tun~. due co ncer n tor econoay, r~aaor.nble but not 
ezc:eeetve lOCAl o!fort - t heae ~re t nt t""reat a t o be cona t d~red. If 
co- t ahftr l~ i a a neceatArY !eAtur~ of ·~uall s~ tl on ~ida . tt aho~d 
be on t t e baai a of an l nver ae rAti o t o ~bllttr. t he l~ttrr ~uged 
"'Alnly 'by pfll:r c"pita lnco.:ae. 

21, !rp.ndtturu for Zducatlon 

P4ucft\1on to A tunc \1on v nlch I • \rftdltlo~llY ""~ let•llY • 
r~t~onalblllty of Stnte ~nd loenl ~overn~~nt. In c~ n"4e t hl e loc~l 
re-ponP l b lllt.y la included na A eon tt.l t u tlonll.l LoruA.tnnt.ee . AlthoUt;ht 
the F~4nr~l Govrrn~ent hAa ~d on~ rt nerr l n t~e edue~tl onal 'i"~' on 
! or " lor\(; tlme . t.ta preaent tl nAr.Cl"l contri bution r un• to ~n Yded 
? P"rcent of the to tal co1t 1\ftd locPl control la J"alouel.:Y guar ·! 
•h ' u red,.r nl n1d 11 not o 
· ~ aove,.nt for more ,eneral And more ~e r.~ro • Th 
r ec, nt or l~ln but it t e becominG more An4 mort lna1ato nt. 

1 
move-

"\,.nt hAt been" r eatratned t hua f nr 'by t~t !l"a _r of r e4f!lral control. 

1!:1 

• . -

I 

Regraded Unclassified



( 

( 

- 38 -

1ect1on4l di1pute1 oYer t he equali&~t lon principle , oppoal t i on of 
rfll1~1oue Groupe , tmd t he cond1 tlon of n:\ tlonAl fir~nce 1 • 

A etro~ eoae for nnt i onn l ir.t~reat ond eupport hat been buil t 
up by the proponrnte of f~dnrRl ftid. With elAbor~te et r- t1tt1ce vile 
dlfterftnCel in p('r c"pi t& e xpend! ture and educational opportuni ty 
A.'!IOn.t; the Stlltee hftye been der.\ODfltrl'ted, '11 th r ev e zcept1 ona, the 
St~tea loweot ln financi Al •blllty are mnkl~ t ho &re~teet re l~ttve 
e ffo rt to eupport public educati on. Tt-.e poorer areal u eW\lly 1hov 
t ho hlt;heet birth rl\tee And the underprlvilPged 1nd1vidw.l a 
fre~uently olgr~te ln l At Ar life to ar~•• of ~re~ tfr econo~lc 
opportunl ty. The i!!tportPnce ot public edueP.tion in rt~ialn& t he 
le•t-1 of conaumpt lon l"'nd production in aub-aYerAt;e ar~a• and. t ts 
pose t ble effect i n reduclnt future outln,.ve for reu .. r. h .. ,.lth, 
wel fAre , and r el'-.ab11·1tAtion are 1\lao atrAaaed. C1t1t.ensh1p t r.ter­
eatt 1~ ~tntmum etAnd~d• f o r educAtion are obvious. Co nPt d~rrtto~ 
of locAl tAX r elie f nl•o ent ~ra the prguaent. 

Any progr Am of leder~tl ftid for edttcAtton contront1 ta.f\Jor 
119114'1 of the degree N\d Mnn"' r ot ce!"'trAl controll vhich t hou\C 
be included. Dlvtalon be tvePn wh1 teA 1'1\d ne,roea ca n hnr dl:· be 
nt"'glected. For 17 Stl"tel nnd t he Dtetrtc t. of ColU."'Ibis , 1'\'U•rA(;e 
expenditure por pupil i n av•r~e dally attendance (1935-36) vaa 
$20 for ne6roea And $50 fo r vhltee. ?he extat ~nce of t.he1e 
d1ffercn t1All rAiaea aerioua queet tona a a to t 1: t> effect henet a or 
Fed!' r l"l f1N'.nc1Al n id alone 1 n equal1ti ll6 educnttonl'l opportun lly. 
L~tttude tor Jed~rAl-St~ t e coneult r ti on nnd Advi ce on t~i • subject 
t~lOU\d be pro•lded. 

LAck of prope r equalltntlon procedt~e i n StP.tC-Ai d lAVI it 
nr.othrr nepec t of t h e educntlon.U et tuatton ... it~. v htch " lederal -Ald 
pr obram mu~ t b~ concerned , p~rtt culnr ly if l t ta to tnvol•e 
eqWllhAtlon ten.turea. St Atea dl f !Pr "' il!ely in th e de, reea o ! St:ote 
1\lpport. for educl\tion. And t he a aa iatAnce i n ml'l_n,.v C:llte a inYolvtoa 
tittle equnll&fttlon. Ob tol e t e st~te-locsl ftdnl~i ~ tr~t.tve or,~nl &A· 
tton, l r.cludlng amall achool unlt t. 11 nleo i nvo lved. FederAl nid 
for tchool conatruction vlth ~ •lew to dlt t.rlct reorgAn la~tl on 
L'libht p l ft.Y An hrpor t M t role 1n the tnt ttal a tnue • of Pedcr~~ol 
1upport tor g ener"l educat i on. Whilfl t eder11l cent r ol of 1choo l 
currt culum ln t he direction o! unl f or:al ty la to bo a•o lded. t hl"re 
11 need of n 'flneral reYlew of edueotionAl obJ ec ttYe a. ~nd c:loaer 
lnteb't'nti on o f •ocntlo Nl-1 tr~~olninG nnd 6Uldnnce w1 \ h ott.rr I Chool 
progr&:na. lt vould be a aertou t ml fltn.ke mt"'rely to r"l"P t~. f" level 
ot IChool expenditure without tAngi bl e tmpr o•eoflnt ln the qualitY 
llnd uaetulntota ot the ed.ucA.t tonl\l oft" or!~ . J utt how :nuch 
coerci on. "' contrAated wi th perauaeton . ehould b~ i nvolved. lr. 
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Fe4~r~l con trol 11 • debatable point, but lt l a aucc~tt e d th~t the 
l Rttor l r. moat enttet vould pr ove mor~ effective. 

~'uch vol t,;ht nttede to be g1 ven to the view ho ld b,- llliUl)' people th.nt 
e4uc~tl on it n pnrt of their way of life. nnd t h"t nnt lonnl pnrt lclpe­
tt on m.oRnt tftt:leentl'tion f'nd t h e loatt of 11'11}\0 ttl'lnt mi nority rt 6~ta l'nd 
l nt ~r~t tt . Conceetlone cnn ~nd should be ~de t o t~ t t feP ! l nG . bu t 
confl.~d .. rl f\6: nl eo t h e OYf'! t whelml n& nntlonnl l r.t t~r,.ata i n t h,. n"i::t.rr:ft~ce 

of ·dnhi'IWit fl t~d..-r ch of educAti onAl opportunl t :.r, t.Le c:oncetliona ahou l ~ 
not extend t o n ve to of Fed~rpl ~l d f or t,;enr rrl ~duc•~lon with eqUAl t­
tfttlon fonturea. 11or a!lou ld 1 t b l ock n control pr our .. ~ nece aaary to 
aecur~ the Yed~r&l obJ ectlvee. It l a r.ot ~n nccent .. bl~ frAtur~ o~ our 
V~ 0~ \if~ \0 k~Pp l~rge &eCtlOnl Of \t~ populnt lon in l6ftOT~nCe. 

Of 1\ll t~.~ tunct l ont of goT~r~nt whi ch ~:~lG!'lt be CAnclld~t h• for 
n~tlon~ l ~lnl oum ttfttua gener~l ~ducAt lon hAl the atronGeat cl a lo. 

I n t htt fl e lcl o f aecond.ary ft t1d h 1t:ht>r edu.c:,.\1• ,., cont p1cuoul! 
f ftc t l a the Mou.nt o! latent t al en t 1r. t '1e population vh1c:h i a nc • f' r 
de• el op•d. Mn.n)" o f t h e !!lost prorat e t~ yout hl dltcontlnue educ Pt1 or. 
lo~ before tht opport unttlee t or proflt~ b l , l nvettmt nt. bo th from 
thft p~reoru\l l\ncl toclnl pointe of vlew, ht\V e 'beon exhllutted. Betttr 
ftXplolt~t1o n of t~lftnt would h~lp to 1r.creete th~ nntlon~l lr.co~e ftnd 

to dl~l nloh dltt nrenceo In Ito dlatrlbutlon. 

At to hl~hfllr edUCAtion, t he pro~r""' lMd 'beat br conf11"1f'd to 11ld 
t o lndlvld.u.l a rf\ther th.-.n t na tltutlont . Tht l ml e:h t tNte t he fol'l'!l o! 
7ftderAlly supported tchol~rahtpa of TArloue aorta . lnclud l~ lo~n 
e chol~•hl pt and vork acholarahtpa on the ordf'r o! t ho•• offer ed by 
the ~fttlon~t Youth AdnlntatrAtton Seholrr~h lp lOA n• t o br r~pP14 
throuch the r t turn or a JU!T·CentftG~ or the beneflc tary ' I t r:eo.oe (ll '<r 
• •ntclAl t nco•~ tax) o•er ~ c e rtAin ~rlod of tl~~ l r. t~~ pott­
•chool ~~rlod ~l Ght a l ao be conatd~red . Th~ ADOun t &r~nted on t~~•• 
condt tlona ahoul4 be generou• . but t he aeloct t on ahould f ollow 
rt&oroua at~nclAr4a of fttneea . 

Wt aft feder a l lea4 - r ah1p vt t h r~'nrd t o educ~tto~ l dev~lo~nt 
1n the Un ited St r te e can Mke An tmprealive contri bution to t hf' 
economic, poltt l cal. end culturAl llfe ot t~ e country. 
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nx. nsc.u. POLl et 

zz . PlicAl Polle y And Public lnvutmon t 1] 

71ecal poltcy 1• ft new phr~ae l n the vocAbUlAr y of eAnY pnople. 
~ut l t ~· rapidly •••~~ed a centr~l pl•c• l n ,ov~rnment• l plnnntnc 
i l ,cal pol tcy ta concerned vlth both publ i c txp~ndt ture ~nd taaA tl o~ 
:'~e t u n tlon aepec t v111 be dt acue t ed ln the next tltct l on. · 

~~ r eeur&enc e of prlv~te buatneaa an4 t he rel eaae of deferred 
con•=•r • • del'I.And r:ut:¥ leave DO oroblea ot un!laplOYf"ent ~t fhr th40 "Wr. 
Prh'Att buetneel ehould b e ctven ~tvery rtatoM'ble encoura,;nen\ to 
pro•lde Abund ant opportunt \.1'. !ut tak-l f\b t hft ''""ral\.7 accepted 
• l ,.v that w:ecrploY"!lent and 14le plant CApacl t7 v tll beco~ " p roble!t. 
vMt ahould be conte~1Ate4 ae a p r oa:r• to see t auc::h a contlf\Genctt 
~l thout ~ tte~t l ng to outli ne tha . protr~ t n dfttnt l. one cAn o&ke 
" fev co!ll"'\ent e concerninc; the proper approa ch•• · 

The OoTern~nt wtll a nd thould underwrlt~ t he ~lr.t~nAnce of 
a hlGh level of economic oppor t unity and full ut e of re eourc~• and 
plnn\ CI\J'AC1t7 1n t h e United Stntu. H ohoul4 4o oo b7 public 
l ftY8t\mOftt l, t i\ICtld And bUd~eted , 8 1 f~r ~~ pottl blto 10 thnt 
thf'IY ~1 11 pny tor themtftlVel duri ng thotr P"rlod of u te!ul nett . 
Tht ~ ~~ant t hA t the erpendt turet suet be h lahly cr e~tlve ln the 
econo"nl C tttnte . Thro~h direct collect.tont fro• the benet1e1art,.• 
ot t l".e ln•e etmenta. Md t ndtrect collection• t hrouch the tax eyat e111. 
tac~ 1 tell o f out l &7 ahould cont emplate a clottd circle of out6o a nd 
l ntnl<e. 

One ot t he bt~ p r oblee a of t he poet- war era will be th~t of 
'28lntftinlf16 con!tdence wi thin t he prlTot e eector or t he econo::a. 
thl t eanno\ be done with elo.-n• euch AI • L~t ua t pend ouraelve t 
lnto pro~orlty. • Such alo6an• •tght create sore uneaplo~nt 
than t hey all~•ia te. The p aycholocr and accountl~ of eoun4 publlc 
l nveet.:af!:n t at a ncceeaar1' and eene lble proc:r,.:!l to cope wl th 
une~loyment t hould be .uch more accept ~ble to pr i va te buatneat . 

'l'wo Y1ewo of t h e pul>Uc 4obt MYO •"6•1114 otten tlon 4url"' 
t.he lAt\ decade . One view 1• t hn t lar ae • nd mounti ng d eb t. 
unt upport.ed by p roduc tive aeeett. lt t hft eure ro• d t.o b"nkrupt.cy. 

lfhtt aec tl on dea l e with the oYer-all ttnanc lal proble• 111ore 
than vit.h l nt.~rco~ernMent~ l tlecal r el,.t. ion• . ThA former t • 
con•tdered ae i ncluded to t oM extant. w1 thln th~ provi nce of 
t.hi t a \H4Y. " nd. of couree . it. hal t~~por t."nt i"J>Uclltlon• for 
tnt.er~overn~ent.al ft ac•l ret~t.lont . 
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The ot. h"r 11 t.l'ult .,. detlc l t ln ltru::lt 11 " beneficent lnflu~Jnc;e 

creptl~ n~plo~ent And tnhAncl~ ~tto~l tnco~. It 11 hoped tr~ t 
t~..- 1 e: hto Ylewa ~b.ht be AAAlt;l"maled ln n f'Ht\lrf" pub l i c l n•e~t-r.ent 

p rO()'TIC! . 

A • eour.d.• public t nv ea t:oent proc:ra..,. con tel!IJ)l"t•• " t pl1 t b\1\'!cet 
vlth ~~ o~~rntlng porti on rodUl~Ily bnl11 nced, or At leatt brl,.nced 

0v,.r t !':e budnt'tt cycle. Th f'l oth~r portlon - t he Cl'\pU~l bud.;et .. 

nred .'lt'T r r b" bf!l"nced., but fJJIICh 1 tem l n t h e bud.~f"t w et 1 tee\t be 

ae l f-ll ~ultntl~ o•er " dlTe r. P"rlod. A precedent tor t hl a procedur• 
hAt be rn f!'lit,.b llahe4 t n Sveden . The detl\1\e llr e no t ,.., ,. t o ~I'J\•t:• 

r·u' r ettn lre =uch pollttc"t dlectpl l r:e - p- rh.Apa '8ore t hl'm c111.n be 

e~ected. The dual b~f'lt aye tf"~ it Y('~ ,..,.ally abu•ed . But 
~lt,.r~- ttvea t o a pro,r~m ot the c~r~ct~r r~co~~nded ~re not v~ry 
nttr::•ctlvfL A p~rpP-tn~~olly mo\~Une; dead-velght publi c debt Md 

t.~e 1Rl''tt\nce of non- l nt~tre tt-bel'rln« obl1.;n t1ont ln•ol'f'l ,reAt er 
prob\e~• nnd n tar cr~ater depArture !rom patt trad ltlont thAn the 
pro~r~~ here reco~ended. Of course, lf no pro&raa a t All l t 
r.ecete:tr;:. ao auch th~ b~U.tr . But the t ltuntlon l• not t o 
r~Ra~ar 1~ t~~ t ve cAn a fford not t o b~ rea4y. 

I t 1o not d ifficult to find !1cldo well o.clll;>t•d for r ul> llc 
1nvetl.t'l'l,.nt of t hf! kiM hf're propoeed. P\tbUc he,.\ t h, r,.t. lonftl 
devetop.,,. nt, public houtl "<) , l'ftd nutrl tlon 82"1! fl'l~lll ar AXIIIIJ,l f'la. 
?h~ re vll l b,. 'f'fttted lnt~r~t tt t~t would pre!~r t o aee publ ic 
~oneJ tnv eated l n l t nea th~t ~re atrlctl7 • r.on-co~-tltl'f'e . • 

~~eae Y~t ted i r.t - r e ata ~•t be etth,.r dl tt~ded or puahPd AaldP. 
lt l a Jl"rtty t o r,.t,.tn " lnr.;e J)I!Tt of our t rAtUtlonal prlvtttc: 
~co~~~ t hr t pl ftnt llkA t h e "bove ar~ propot ed, And t hPY t hould 
htwe t h r. unl t ed t Upport Of t hole who Art lnt f"Tf'ltt td ln l'l'lnl' Md 
ord,.rly !)r oarf' et " nd 1n tJTft aervlf\; trAdi tloM.l 'f'f'luet. 

~~ l~l~aent~tlon or n public t n•~t tnf'!r.t procr•~ invol•~ · 
~~Y ?r~ble~• o f 1ntrrGov-rn~nt~l rel~tlon~ . Bea\loc~ tlon of 

~o•-rn~n\Al tunc tione. t he u ee of 60'f',.rn~ntal corpor~tlon•, the 

App llc::ntlon ot red.• ral lo• n• or e-r"nta a1.;h t be cho~e n. Th e 
proper chol co will 4epen4 UpOn \ ho opoclflc o l\~tloD bvt I \ 
aeeee prob~ble t hat a coabl~tion ot lo• n• and ,rant• vlll be 
, ost pr opl \ loua- par\1culA11Y t! St"t" ""4 local tiov~rn~~nt c•n 
be •oa~v~t tn•tcoratad tn t he proce••· ApportioR~~nt t hould 
~lYe ~Jor wet &ht t o t he rel"tt._ productl'f'er.etl of altrrn~~.ti•e 
pr oJcc:tt. 

Ill hii.Ye a cont lderabl• 
Locftl &o~•r~nta , llko 1n41Y1duAlo, v W Bu\ thOJ 

i nvent ory ot 4etarre4 conatructton needa afte r the A~. They 
~-. not haYo the tleanclol copacl\7 to aaet \ he oo noo 1

' 

• 

• . ~ 

( 
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c an t ? .. o~~ ex tent l naure thl~ c a p" cl t y by flft¥ 11".,: oft deb t a end 
bul ldl ~ reacrv~• durl~ t he var. Poat l bl o Fe4~ r-l encour~eoer.t 
of t '".h policy v l l l b e conald.ftred litter . 

It ' " a"ld that our ov~r-a ll tnx eyotem l t r~,reat lv~ for the 
low l nco~e , r oup t r nd t hr t t "t lt l" nd l r.f'1U'flc:ltnt pr o, reaa t on f or t he 
~1,h t nc:o.,e ,;r ol.q)l JMi:ee 1 t 111-adllp ted t o th~ r~t'eda o f an eeonov 
v'l t h chroni c t r n.de nc1ee t ovard unde r-conttu nr tt on 11 nd OYt r-ae•t r.,.. 
Attu,l~ t hl t dl~notlt o! modern econo~ le tendenct r a t o be corrrct, 
vh"t ahould be d on e e bout lt 1 :~ oodl ftc,.Uona of t he \..rx •.>·•t~el 

7 1 ra t , 1 t r!ll4;l b,. a a ked 1 f h 1a nece ttl'ry t il c e r. tra l he t h e 
t.o.x ey att.s lD o rder t o a c h t.-ve l't workable fltc lll ;.10 U cyl T:'1e ar.av ... r, 
1t llf' "\1 t o Ut , lt l n t he n,.~:-ot lve . 'l"hr f e drrl' 1 t/IX t )' ttf'1'1. o ACCo r dt ne; 
to t~t nv~ 1 \Pble dntP , la only ~ l itt l e 1~ •• r re~r~atve for t~r 

l ow i ncome ~roupa than ~h"t of t he St ~ t~• ~ nd munlc l p•li t l~a. !/ 
If t~o federa l Oo• ernmnnt vleh ea to ~Aki!J t he tu ayat eo leu 
re,re ae lv ~ . l n t he intereet of more deBlrablr econo~lc cfrecta. 
lt ~1 (1h t beGi n b y worki ng on lt a own ae,mrn t of the ayattm. 
!~oreov ~ r. At prov1oualy e~l111l nfid, th~r,. t~re pot~db llltll"a of 
deYeloplnt; i ndepend en t loc•l aourcea o f r cv,.nuc vhlch Are l ea• 
re~rettlve thAn t hote noY employed. It wll l b,. neeea t~ry for t he 
1ed,rtl\ Oov,. rnl:'len t to aaeumtt the MJor rn , ,lor.tl ~ lllty for eo:~f'r&rr.c;,r 

une'lll-p\oyment, hut it l t not necetaMY for 1 t t o encro11C:h f'U"\~('r 
upon local flnnncl~ l i ndependence . Thr re~e4¥ for r re~r~ selvr tp~ 

ayat~ lf l ncr~aee4 re liance upon pr~br~ta l ve tnxea, ftr.d the 
Pedr ral Oov" r n3ent ~~ plenty o! ecope tor t he • ppl icr tlo n o~ th i s 
rened¥ 1n itt own tAX ay a teo. 

It i t a l eo a llec e4 th~ t t he tAX eya te~ 1• r~pre a•i•~ - t~~ t 
it t hrove too aA..tV wet bl• nltf"tl on the •econoai c 1 1\c~ntt•e e . ·~ 
th1 • conten tion to aoM ~f'l&r•• contra dt ctt the tlr•t, but pt"r m •;t& 

soanhil\b •1~ht bt~ done to relteve r epret t 1venett wlthout P4t! lnc; 
to r eg etd"f'1ty. Sose relief tor • qut ty t 1n.ancl~ un4~r t:l~ 
eorpor " t e 1ncolfte t..ax: , t he elt:et 1'1J' t. 1on ot tu- exe.-pt aec.ur1t.lee, • 
~ore or4nrty ~4 lo61cal ~nd • 4ee~at1at4' eyatea ot bua1 ne•• 
tax~tion - problema pre•t out l7 cona1 4ere4 - thould help to 
mit1,ftto t~ repreeetve neaa. 

1J The~t" r epreatn \ cond~blt'Oro t hn recen;-;;.·;prni .-(Pandor. 
1n CO"f'~r"Ce t n t he 7e4eral i ncon~ t.nx. Sootl re,reaaivi ty 

1 
due t o 

Ft4flra l cont \USnttoD t...xea ) continut l llt the bottom o! ~he nc:oflle 
acal e . howe•er: a nd the pre- war t1,~tion ~ be lAr&r 7 
roo\oro4 Al\or \ho -.r. 

1.- --c 

.· .. 
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VJll . COST or ADU!IISTIAfiOJI A.'ll) COICPLIAIICI 

z4. Admlnlatrftt~nd Coat of Compllftftct 

The fr1ct1oftftl coato of t he tAX ayotoa - coot of adm1n1•trot1on 
nnd t~ co~pl1Ance - deaerTe tar more Attentloa And atud¥ th~ they 
hA•t h1th~rto received. A pioneer atu41 of tAX eompll~c• coa t vaa 
und•rt..Y.on a nd co!!lpleted 1n 19311 , but Umlt•tlono 1n tho ocope &Dd 
m~ thod of t he atudy made tba reaulta ao•ewhr.~ t nconcl~•l~• tTtn tor 
l9Jh. Si nce th• t clllte the ooclftl oec:urlty oyote10 hat 4o•elope4. 
lnrl~ In th• de•elopmont of tho proaent otwlv, the Uni ted Sto teo 
DepMt'Sent of Con·Mrce ""reed to aponaor " I W"YI7 or t.a.x COII])ltanc::e 
COt t a but beCAUII Of the war .. ergency tht proJect hA4 to be 
abftndone4. The Co~rce D.pArt~ent1 a propoeed atudy conte~1Ate4 
a vlde co•~r~e or t~era and enretul aQp~r•lalon or tb e coet 
accountl~ procedure by which dAtA could be obtAi ned . ~e•e con41-
tlona Af·t e eee ntlAl to tna\IZ't reltebtltty tn t he reault a. A.a aoor. 
"' ctrcUDt t~c•• permit, t hl • eurTey ahou14 be undertaken And ltt 
reault t Cftre!ull7 etudled. 

lncro~ae4 ~ttentton to compll~nce co tt a l n tr~~~ "6 ~11 tAX 
leGl •l~t lon CAn b~ reco~ended. The elmpllf1e4 7edrral lnco~r 
tl\ll: r~turn Wtu " atep ln thle direction. Thtt recent re111.ovnl of 
th~ ra~ulrftmer.t thAt Pedcrel r nturna mutt be not~rl a ed le enothPr, 

T11ble l present• eatl~tet concftrnl~ t he co~t ot admlnl•trA­
tl on of P~~tdt'rAl toea for fitt~CAl Yf!Ar 19h1 prr"1t~.rt4 for t h l a a tudy 
by t he BureAu ot InternAl ReYenue. The BurtAU do~• not ~1ntft1n 
~ coat nccountl"d ·~•te~ by wh lch accur~ te tl cure• could ba obtPlned. 
'(OWI''f"l' r, ever7 effort vaa I:U\dt to a l locl'l tl pr oper}¥ the t ot11l coat 
of the Bur e.-u to the ntrloua cl.-•••• o f collection• . 

The ettl~t•• followa 
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S'l'ATIIIOtMT I IIOWI IG rl CL.LI$&1 OP TAX '1'111 TOTAl. liii'ZU.U. U'fDU! UCII P!'I 
Till 'l'O'l'.t.L AMOUII'r IXJ'DIJW) 411D OBI.IO.UID, Allll !!II COH ~ ' 

COI.UIC'l'IIG IACH $100 OP U'fDlll 

lbrpendod aA4 
Jn\ernAl ReYtn~ ob1lcotod , Co o' of 

Cl"•• or taz Rocelph, Plocal Ploca1 leu CollecUoc 
Tou 12!!1 12!!1 1100 ol \&au 

( ~ouaand dol laro) ( \houoMd dollaro) 

1. lncoi'M M 4 
pr of! \I \ UII I 

ln41'•ldlal 1,41S, 333 23,175 ' 1.61 
CorporaUoD l,SEio, 356 13,2}} 0. 71 
ll<eooo profl h 192. \(5 l.I§Q 1.00 

Tota l lnco•• AD4 
} ,471, 124 protl h \aaoo }1.918 ' 1. 12 

z. lmp107110ft' ,..,. •• 925.156 6,}29 o.6a 

). Capl t al otock tax 166 , 653 142 0. 51 

4. l ot at 1 ADd ~lft t&ZII 4o7 .051 2,100 0. 52 

5. Alcoho1l c b••••ac• 
820,056 1), 641 1.66 taxee 

6. tobacco tuee 691,077 1,2111 0.11 

7. 1\allp \aall 39.057 245 o.6} 

I. Marna.tao\ urere• aa4 
r·tta t l ere• a ol ae -·· 617. J5ll 590 0. 10 

9. ~locou ..... .,.. 
1 , ~~~~ 0.51 

~· 2zii,S711 

toTAL, all ...... 7. )70 ,101 65.290 • 0.19 
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AYolloblo 4&\a on tho coo\ of ~lnlo\rA\lon of lt•to toxoo aro 
notorloual¥ trac-on\ar)', 111-dottnod, and unrollablo, but ouch oY14onco 
8 1 l o AYAlloblo (.uch of 1\ collected dtroo\17 tn \ ht o o\u47) tn41cotoo 
thAt In tow tt • 07 c aooo oan \ho S\Ateo coUoo\ tuoo oo oconoat cau 7 oo can tho Podor•l OoYern...,n\ ; th11\ tho Stoh toxoo vblch ton4 to bo 
1 rpentl•• to collect are t he tobacco taa, ~uto.abllt llcenae taz , and 
Alcoholic be.erage tazea; that coe t e of ad~lnl ttr~tlon •••n ~t the 
St•t• l oYol rarol7 Amount to moro \han J pe rcent of tho tax 7lold, 
The picture preteate4 lt one tn which mArclnt of cot\ per.lt t ub­
otantlAl oaYIJICo, tho~ h&rcll)' CJ'U\Or \MD in MD7 other pi'AOOO of 
toYerna.nt. Rove.er, a4a1aletr~t1Yt tfftcle ne,r 11 aot onl7 a .. tter 
of ratl ot of coat • \ o collection• but alto of the etfectt•• ne•• of 
colltctlont . 

It l t eo .. oDl7 obt~rYt4 .-oac tax a~lnlttr~tort tbAt the !lrtt 
90 percent of &ft7 tax to ltkal7 to bo forthcoalnc to tho public 
trtatury with little out l &T tor a 481nl ttrAtlon. MortoYer, ~ 
a4alnlotr•tlon l o a pollctnc Job ao woll •• a ..... cf colloctlnc 
re•enue. An4 \ be Juetlce of effectl•• ~ collection hat ••lue to 
hrmo of publlc aorale and ~ "''" bo OD o rwl tn !holt. 

Adlolnlotr• tln otaffo, both Podor•l •nd 1\11\0 lhOuld be on a 
mar l t eyate"' fro" top to bot to•. The ra4erf'l OoYIUIV!Iflnt Me not 
ll'lWil)"l 1111\ the ltl't ea A ~ood ex.-ple tn thl a r eeptct. The Collector• 
ol Int ern~ \ laYtnue and, until recently, thelr atatt a hA•e been 
out eld~ t he o1Y1\ aervtce ey at••· Aa to the Collector• - appolate4 
by the Prfttldtnt - thl a tn•ol••• probl•~• of coordln.tlon ~ 
lntecrntton vithla t h e Bureau, aa well •• t he u.ual conalder~tlona 
of p~raonntl a~lntatrntlon. Jotb the Jtd@r"l Oo••r~nt and eo .. 
of thA St~toa are ~~~ pro~•••• ln thlo flold. 

11 the ttacal tn4~ndence of the l t• t ta ta t o be aatnt~tne4 
at eTen itt preaent lWYel, tbe propo at t ton •taz -'-lnlatr•tlon liKe 
azrr other t UActlon of t he c:o•l'rnJHnt ehou\4 M aellpe4 on th e baall 
of et!lc lone>)' of porto,_,.,•• cannot bo accoptod wl t hout qualltlca­
tloD. t~ortoYer, colleetlon t e tne• t t a 'bl7 aeeocb te4 wl t h u.pt~n41 ture 
or 41otrlbutlon and 4ueetlono of 8fflalona7 ta t ho latter proc••••• 
suot a l oo bo coaal 4orod Jut r ol11tlYO adalalotr•\IYe offlelftncT 
ohoul d bo a n t~r\an\ ;onotdor~tl on tn wol~lnc a ll coor4~~~~;:tloa 
propooalo. Ao proYlouol7 atftted , crea tor Po4er~l-S\AtOt~: oftoctlYo­
CM do IIIICh \o roduco adlltnh\r~tln coata ADd lii)II'OYe \ roY1do4 
nett of portor~ance. The tranecrlp\ eer•tce now ,enerou: ~ Pwblch 
b7 \he Co~~t eelonar of Internal leYen~ provldtt ~ •e:bo a~l\a 
Statoa '"' al•oot the full bonofl\ of Pod•rll\ !nco~ ~ot of 20 
Xen\uc~, tor tnttanct, ce\t eo .. \hlftC llkt \hi 14! ::. toYtt\ a\or 
a\ld.l \ ore• work a\ a coat repr etentl,_ the :~l:f'7 r0 

col bor11tton te 
for lett \hAD a .on\h. Much .ore o! \ bl t n ° 
po aolblo an4 Yor,r daelrablo. 

• • 
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IX. PIIOBI.II!I OJ' I lfT9..UTATI IILATIOQ 

25. Multiple Taxation 

Mul\lple \~\lon ln \be f ora ot \ wo collateral Jurlo4!ctlono 
hrpod"' the I M'II tax on the , ... tu bAll 11 a phtno•non ot 
con•ld~r~blt And crowtnc t~ortance tn our ~dtrn ~ and acono•Jc 
ty• t•~ •. Thla ft•l4, too, deaerYt l auch mort atu4y. the problem 
h e"Jlbaohe4 bJ' rocont court 4eclelona whi ch ln4lcate thAt Ju41cl&l 
11"'11\,.tlona on • ult l ple t.asatton are ..,,,., t \\bt tl'ntl.-117 re4ucad. 
''utt lplt t~tton l a e ertoua l n the tlel4t or J>f'raonal ud corporate 
l nco~ tU:Atlon, de,. th t.uee , r.Ulroa4 tuea, a.n4 upUal a t.ock 
'""'' · Vhl le \ he It"' " ' c.a ""4 ahoul4 4o oowthl~~C throuch 
recl proc11l lechl•'Hon to re4uee the - UDt ot wltlple t..ntloo, 
the ~ln l~fttua tor lspro••~nt vtll probabl7 hA•• to co~• tr~ 
t he Ftder•l Oov~rn.ent. . ~hi a •e.n• eo•• l nterf,.rt~c• vtth St,.te 
M4 loc•l thcal 11>4epen4ence but ln t ho l one ""' lt wlll oupport 
euch lndtpt ndenct. I t 11 a CAll of L~~t " tlng • ttncer to preaerYe 
t he Arm, 'h• 7edftrA1 OoYP-rnment ehould •• ~k t o ~c~ulre the rlcht 
of det~rmtnt~ St~t• Juzl edictton to t ax br ••AD• or ta•ore and 
eubl14tee extended to the StA.tell. It mN'I 'be flUt ttlo~ed. t hll t 
Cof\6rett e.nd admtnlt trAtore are wlee en ouch to pert or• eucceeetull)• 
a role which it now crMually bfti~ sbruldonect 'by t he Supreme 
Cour t . Hu\ t her8 11 rai r acreement concerning a.ny ~ttftrl ot 
Jurladlctlon - a proper a~locAtlon formula !or corpor~ tlon lnco~~. 
tor l net ance- ~n4 t he StAtee, vlth onr or two exceptlont. ha•• 
no ••rT htc h a t ake ln Jurl a4lctlonal Tooted l nt•r eot . So•• 
Jurl o4lc\lon.l probl•~• wlll hATe to be oat\lo4 by Co"Pro~l oe. 
lnc:reaetnc 11\ll t lple taxrtlon Act1 •• " " \Ulfortu.nAt ,t pe~l ty Upor. 
coeaopolltan ovner ahip an4 buttneea, a eort o! trA41 b•rrter. 
which tt l t the ru.tural role of the ,Ped.ll'!ral Oo~rn'!l~nt to preYent. 
It t houl4 not ah1rk l h proper \aalt l n \h1 t ..,.uor. 

26. Oth•r Problest of lnttrltAtl a.t~tlont 

The It,. tee fll'l .uch concer ne4 v1 t h the ~ocraph.lc ~M-ldlttrl­
butloo ot we•lth A.nd t nco .. of Whlcb eubtt"ntl~ e•t dence l e 
eubaltted to our MAin report. fftrlRtlont a re t o «rea t th~t the 
••~r~e l nco•• tn one St"te i t not 891n an accept"ble relief 
ot•n4ard ln anothor . To llluot r •te, the ••• rae• old-ace penal .. 
ln C• llfor nl a ln 19'9 waa .,~5. Thlo axceede4 the por C"Pl:• 
income ln ten StAtet t n th1• year ; lt exceeded \he p~r c-pi • 
!nco .. ot the pooreo\ lt•te bT 70 poroen\. In ,ener•l, tho 
repor t ehow1 thftt -..1\h an4 t ncowe t~n4• t o ,r-• l':':h to 1~~: 
c:l\lee. paz\lcul"rl7 certain r eeldentlal cent ~r• :n ltt:: •e ~ 14 opocl&llae ln tlM~~Clal tUDcUona. The S\•••• an c 1141 C 
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In ~he production of raw mftt "rlol o oooM t o foro ba417 Ia tho dlotrlbutlon. 
Both on phllnn~hroplc groundo and bOCAUoo tho dlotrlbutlon oyo~•~ mAY 
no~ refloat rolrt l •• r eal contribution• to tho n•t l onnl product t ho 
tnct o o! c eocr&phlc aaldlotrtbutlon Are of nntl onol concern. The Fodr r•l 
~"" oyoto" Md tho 7e4oral grAnto to tho Stoloo •t,ht b• uoed ~0 :niU­
gote gooarophlc l nequ.ll~leo. Studloo of t ho ceocrophlc Incidence 
of ~ho preoon~ Federal taz 071toN and of t ho dlotrlbutlon of Federal 
• tde l~a4e to the conc\uelo~ th~t a t the preaent tl•e neither lnstruaent 
runc tlono •er7 offoctiToly toward thlo ond ond ~he aida In 00 .. 
t net•nc•• are e o dlatrlbute4 AI to a&~rAYAt a t he ~ldletrtbutton. 

!tocently -n7 c r t tlc o blon boco,. 1\UHo Alor, e4 by t ho q ovtb of 
t rade b&rrt~r1 . Stnte lectalatt on. t uch ftl th e epeCl8l l o• i ea on 
oleo~carlne, taxee an4 roetrtctlona on lt~~ t~rtot lon. and 
r~~latrn tlon t••• and reL~ttone vhich ftPP17 to \ rQcke And bu•••• 
aovt n.:; tn lntor t t~tt e co.,.e.rce ATe exa:aplee . Cloee l,y rel,.t ed ~re the 
pr obl ome ,rovi ng out ot 8])ect"l tnduce"en t e ottcred t o t nduetry t o 
loc•t~ tn A c ert81n city or Stftte. The latter pr~c~ lee ~~ been 

erowl~ and haa aerloua potent1Alltlea. Vhlle ••••r~l Nl nor eugge e­
U ont have bee c. r.vtdo tor d..eal l nt; wt th thttt problelllit , 1.hey .-re beat 
handlod b7 l ntorotato coopero\1oa vorkiDC throucn educa tion and, In 
ao•t t nttanc••• r eciprocal leg1tlnt 1on. 

An i deal red.er~ IYitl~ i n Out ~dtrn era COnte•plA\81 • croup 
ot teml-tnde pendent d .. ocractea held to&other by a eont~itutlon PAd 
• COO"\On tradition, and tunctlonlft4 uoothly ~hro\\&,h a a b teera!t 
~h~t lncludee a lar,e f•ctor of cooperDtlon. Thte coop~r~tlon =ut t 

bo pArtlY In \ho f1114 of lntorotate ancl portlY I D t!l• ~ of 7ocloral­
Stfttt relAtione . The tru. ~lrlt of the Federal eyetee 11 auatAl ned 
by et't1ctea.\ YOlW\t&IZ r ·tlatlonahtpe. vh lcb liMo the co•pu.ldona of 
t he \lnltary a t "te UILDt~eeary . The h deral Go'f'ernaent w.at be 3 

partner to t hla cooperative t ntarpl _, l n eore w~a t han one. I~ su.t 

be a direct partner, of courae, l n re4eral-lt~te coo~rr tl oo, which 
• ue t 10 baft4-te-han4 with interet ~~ • cooptrtltlon; lt can aaa! at the 
StAtee iD. t heir etfor'• to work tocether ; an4 lt ahoul d a••~• t he 
role of arbitrator hi l nterot•te connie'• (ao In tu Jurhdlc<lon) , 
vbtrt tt t e tn a atrateeic po• ltlon to balaace oppoalQG lntereet a. 
(Tho 4oublo-4omlclle flaoco In t ho lnhorlt•n•• taa field l llu~trotoo 
the w14e OJHtn cap• tUt DOW exlet l n thf! preaen\ opf'r nUon of ow-
7ocloro1 171toe.) The tochnlquoo and .. ohlnor7 of ,o•ornaont which 
we ha'YI lnher lte4 fro• t he paet were adapted \ o a n econo~ and a 
fl ocal oye\oa i n which cooparAtlon could be ~lnlmlaod wlt hou~ 
cr1Uoa1 dou&• lu\ oooporoUon to ~he l ubrlcan\ ~ha\ , under 

moclora con41tlo~o , aakoo • to4eral oyoto• 4•· Toh~•~lo~h•n:~lof 
thlo l ubriO&IIt u lcoep \ba MChi Mr7 moTlriC .... ~ :. 

0
; chollon,:o. 

~ore ln\or4epon4en\ aconoelc era that lloo • hood II o J 

• . . 
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21. Co""WIHr- PTopertz 

t. w>lque plla .. of tho probl .. of i ntercOY•rMental tl ocal 

relftt tone Arl••• from the 41Tera1ty of lt8tl lAWI ooncerntnc propert7 

ovnerthip, whi ch proclwlao t ho 111\ifora appllcetlon of tho pruont 

notlon-wi do oyot .. of tax~tion. Thi o i o t ho problo~ of co~ltr­

prop•rty Arlo!~ bec~uoo of t ho levo of 9 8toteo Wider Vhlch huobAnd 

• nd vl!o lla•e Joint ownerohip rlcbto I n t ho •~l~o ot either, or 

tro• the property reoulti~ fro• t he oorninco of either, •ftor thol r 

.,.,.rl .. ;e. At death one-hlllt ot t ho co..,lll\1 tz-propor t:r boco!lloo t ho 

n pl'rAte propert y of t he IIUI"Yt • 1.1'14 epoue• vt thout tra.nater • n4 ••c•P•• 

th• Stnte de~th taxoo and until t bio loophole wao oloood b;r the 1942 

Ro•onue Act, a l oo eocapod t ho Fodor al ootate tax . ln the CAoo ot the 

t r.co-,e tu u.eh apouae M3 report hAlf of the incoM from co.uot t7-

prop•rty or lUlU •tty tor bot h l t10to Md Federal lnco.o \aJt purpoou. 

71l1o reaulto I n d~lorable dh C"Tioolnntlon ll&lll net t ho tdp..yero ot 

r.on- coiii:OWIH;r-property Stotoo. '!/ At leaot one ot the 9 Stetoo hllo 

dell borAtely ~ended ttl 1 t~tut11 ln an att~t to c t•• t tl cl t l aen• 

the ad•M tnco ot t hl o dh c.ri a l Mtlon but tho lure10u of l ntern•l 

~~Y~ftU~ hAl refu.e4 t o recocntse the ... nd,ent for federAl l nco .. 

t~ purpo• • • · The incoMe t~x dlaortml~tlon coul4 be r~eo~ed b1 

eondaont ot tho hdoral law to roquiro Joi nt retun o. Thlo 

ruult Dlt!ht a l oo bft acco!llplloho4 lly roqulrlnc all ..,aboro of tho 

f&e111 to IU. their l nCOBi t dJYl de b7 t he number of •eebert, 

co~utt t hn tAX , And eultlply by \be aUMber of .e•bert . territorial 

dlocrl~ln.' Uon 1D tho i ncoao t u law could bo lArctly ellalftlltod by 

pro• ldiJ1> thot I tate coaalll\i tr-proporty modltlc~tlono ot the co..,on 

law oball no\ apply i n the operati on of Fod•r&l taxoo. Vhlle It l o 

not tnt1rtl7 cer\Ai n, \ he p r obAbtlt tte t Are tbnt Co"tirett ~· th~ 

pover to do \ hi e. l\ t e reco~en4e4, ~cor4tncly, thnt Congreta 

O .. C\ furth•r lochlAtlOn which VOuld dloro~4 thooe aaJor 

dl tferencoo I n lta\a propor\r-ownorohl p t..vo for purpoooo ot Federal 

taxati on and thuo o .. k t o ootablioh t ho unl fora application ot llo 

tu: 111\n. 

!/ Thl o dloorlaiMUoa Ia bor ... od 11y t.he proYioioDI of l~o flctor:r 

taa which cran\t a fixed a-tlon of t 62il . to ooch lftco• recipient. 

Since all aarrie4 oouplao iD coaaunitr-propor\y ''"'"" auto .. tlcall7 

ohllro their i nco• \hoT 1a ottoct recoin a t l.2111 ez,.ptlon Vhilo 

... t .arriad oouplat in other ltaloo rocol•• only t 62k • 

• 

• 
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25. I"'J!"ct ot th .. liar 

Tho tlnAnCII or .,.,. co•ernoente haYI \ hue r~r l~rOYid 
conal dor•bly ~• a r .. uu ot h.lch econoal c opponunl\7 I ncident to 

163 

the 4oton•• •nd var procr~o . The !local attalro ot local co••r.-onto 
al oo appear to be l~ro•lng, but l he ollualloa l o opoll7 ond oo .. 
cHieo hAn been adYeroelY attecled , lion• ot lhe St.h and local 
tiOYor~anto h.Ao ao 7tl fxpnrlence4 l ho full o!facl ot dl!enoe taxoo 
and ratlootng ~· Ito reTenue o, The pooo lble et! oclo ot l ntlollon 
and pool-dltlnll readJ\MIIMnll ar• alto l~ortMt. 

':'he ottocl of the wr ~· a ut o .. bllo lrat!lc II cortoln to 
tu·ol•e a ••rr liiJ>Orta.Dt loa• ot r·ne D.ue tro.11 -otor Yehlcle \u:ee 
(pAl'Ucu1arl7 ~aoollaa taJtto) t o S~to and local ,o.-.r...,nto. Yhllo 
tho looo ...,. not be QO&t lD 194;! (lYon In tbh 7o.r It wi ll be oub­
t tMtlal Ia tho ... uona4 Slat .. ) ... .. u .... or • }5 percent 
reduction tor 194} lo pro~bl7 coaoer.atl•• · !/ Motor •ohlclo taxe o 
are t he aoet t~rtAnt atncle aouroe of reYenue t or ltatee. fta4 of 
con•l4trable hrportiU\.CI t or local co•errutente. On. the otMr bAnd, 
h1Jh""7 o:rpondlturu ~r• b•lnc: and ( oxcept vhoro ouch expenditure 
l o tor ••r.lclnc deb t ) can be further aurto11o4. St• t•• dt•ort lnc 
~otor \AXI l to , eneral go•ern~Antftl expAndlturee (15 pftrcent 
dh•r tod) canno t "t huo oocapo t he loopact. 

Propoeala t o r l'e4fl! r"l reilllbtU"anent of StAte 11otor fuel t .x 
louee are cone14ere4 preMAture. lwprove~Rentt i n ot her re•enuee, 
reduction in hl&m.:t' erpen41 turee , rate l ncr••••• 1D eo•• ltn.tee 
And diYer elflc~tlon of taz 1yet~• ln o t her• hol4 ~roml•• of 
ottee\tln« web ot U\1 a4Yerae eff ect. lt~pf'irMnt of debt ••"let 
on hl!lh""¥ bond o 1o not conol~ ~red 1...,1nont , - llhou,d> hlc:ltw.T 

111d 
to loclll &onrruoonto will undoubtedly be cur\olle4 . 

Much or the fiDADCial r eoponoibl l lt7 tor ·dotono•-••••t •d 
netl•ltlee nuat of neceeeity fall to the feder~\ Oo•~rn•ent beCA~•• 

l t p....-1;\,. tlon And. the con-or t."-e e:a:tenelYe l nterat"tit alc,r•t one o ..,,_ ' ult of Ft4er•\ 
cent rntlon of war actlYi tiea i n to .. ,_real •• the r•: 4 ••"leta 
declt lone. ~n4 beceuae a dequate loc8l publlc f - clltt •• ~ncr••• 
Are ••••ntl~l to t he eftectlve proeecutlon of th~t~it• b1 .&kine 
h"' recoplstd a l11rp MAaure of fe4eral ' '':0"' b e a~porUontd 
•••eral appropri~tion. tor 4eten•• publi c wor 1 

'
0 

ftmO"d lOCAl unite t o ... , \hill nttdl. 

!/ Wr l\ \ on 1n the oumner of 1942. 

{ 

• . ' 
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The r.dtrAl Oo•e~nt ' • effort t o pre•~nt ln!l A\ lon l t of •t~ 

taportAnce t o St nte ~4 local GOYftrnm~ntt. Sxpertence 4url"G the laat 

war lr.dlcoto4 \ hi\\ AD lnt i.J! U oa can oertouol7 4h\1U'b \ h o oquillbriWI 

of Stnte And loe~l ftnAnct e. To~ the tea re tourcee of thtte co• erv,­

•~ntt ~re ~ore tul17 utlllltd thAn l n 1917, And th~r• 1• lett ecope 

tor t a. lncrt•••• · eepect~l l7 ln t he 11•14 o! property t~Atlon. 

1 ... ere tnflflltlon ,., t h e p re tent t lM •taht r..-nder l t e·x tr~e l.:f 

dlfttcul t to euetAl n StAte and local go•~rn~entAl l fttYlcee . 

A• a r~ault ot taproYe4 econo•tc ~nd flecal condltlone. ao~ 

Strt~ ~nd locAl ~oYer~ente are aceumulat lng aurplua re•• nuet . It l• 

prob~bl• th~t thete eurplu.tt v1 ll be l ncreatlQSlY reou lred aa a 

cushi on for re•en~ decl l net and to finance enercency St~te And loc"l 

··~ndttur~•. JUr\h~r dlepo al t lon or t hel l aurpluall h81 ~n lmportnnt 

bt~rl"' on t~ e Go•~r~~nt'a ettor\ \o ~re•ent An ln!l~tlor~ price 

r l te . Theee ettorte would b~ f•clltt~t•d tt St~te ~ nd loe~l goYern­

~•nta uaed t heee eurpluaee \ o r educe t ndebtedneee or to build up 

re terYee. the latter •l~h\ be u.ed to pure~•• United St~ ttl W.z 

!ond1. the deYelopft~nt of a non-necot tnble bond aubJ rct t o rea«t 

llq~dntton Aftd oth@rviee adApted t o t he neede of Stn tt ftftd loc~l 

r tterYr t unde would etlwulete t he u.e of aucb tu£4• ~ n4 t hr tr 

invettm~n\ ln 7eder~l eecurltlee. !f Con••reel7. 11 tsoroYtd St~te 

~nd locAl f lnAnclAl con4tttone ret ulted ei ther tn t~ reduction or 

~~er.diture t ncre••• • • the Pedr~l Oo•~rn~ent•a entt-tn!l~tton 

pro,rnm would be hAndtcappe&. St~t~ •o•~rnatnte e&D tecl lltntr th• 

v•r effor t &leo b7 proTldl"' ••• tatnnce t o det~n .. alt ected c1t1 ~t . 

Whlch are required to pro•tde • ••• ntlAl 1o•erA~nc.l t~rY1Ctt to 

det en•• lnduet r lee and th~tr vorkere . Unreaeonable requett l tor 

1ed~r~l • 14 ehould b~ a Yolde4; St~t ~• ~~4 munt ctp#l ltt • • n~ vell 

At the 7@4erAl Oo•~rn.~n\ t hould t hov ftn l nt~re et t n loc~l t ndepend­

enct. The ltft tea• poe1\lon wl\h rr~d t o thetr ovr. clAl~ to 

exclua t•• u.e ot motor •ehtcle t~ea will b~ a tronger lf r~~'~•t 

tor 1e4era\ aee t etuc.e on acc:oW'I\ of rft.•~nu.c l o•••• ln•olv•d l n 

' "'oltne raUon1ftd, 1t 4elATt4 unttl ,.nuJn~ nflt4 1• ••·td• nt . 

1t All loCAl ~o••~n\e were to cut t&al l tl~lt~neou• ly. 
I t \ftSII by •t ~ .. ~• 

and th~ Pe4era\ OoYern•flnt v.re \ o t nc:r~ •• • •· 1 
areo,lftt hcau.ee ot the l oeal tu re4uoUon. tnfll' tlOD woul d be ln.rgt 7 
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una!!ecto4 •nd the roYenuo would a ccrue to tho Jurlodlctlon vltb the 

6re~t~•t current nee4. Thla would ftlto enAbl e the 7ederAl Oo• rrnment 
to \ceftp it a debt "t 111 llllnhrua. T'he wen>:nt'l tl l n \.hl a aollltlon la th~tt 
not nll the St8ttt are l i kely to act e lmult~~t neouely, nor t 3 ConGrtaa 
Ul<nl.y to take thftlr action into ~ccount. Conafl'lquentl;y, the leaa 
Stnt~• 41tturb their t~ ayat eme, the brtter tor the co~nt er­
infl~tlon pro~rAm. 

St111tet ~n4 .unlclpAllt l ea can ~eat three obJect1vee by aurpl~ 
fl..nclnG. f hl o proce dure not only v lll f•cl\lt•t• th• antl-lrSl~tlon 
progrftm l n Which theae GO• e rnmentt have" direct lnt~reat. It wi ll 
alto bu114 " re eerve to cope wtth poat-var contt~enctea. tncl~d lng 
dt tlAtlon. ln th .. t h ird place the reaerv~ alt;ht b tt Uttr!ul tc t!le 
••~nt t hft t federel t ax ~nd control pro,raaa le~4 t o a drrtr~ up of 
present reven~c t ourcet. The aecond obJective needa furt~~r 
1-Ploooat• tlon ln tho doYolopaent o! plano (lncludl~ ~lu• ~rl " to ) 
for poet-var public work. . Moreover, t urplua flnAncl~ 11 A nev 
e:l'p,.rlrnce t or IIAJl,J" st ... tee ftnd cltlee nnd needt le:~lal,.tl on to 
eale~~r4 rot erve tunde ~"lnet ateappllc~tlon. Thl t lt no almple 
problem, Term t of StAte And munlclpAl ot!lclalt nre often ao a~ort 

~hnt aurpluo flnnnclng lo reeoonably te..re4 oo " po11lble boon to 
po \itlcnl riva l • of tho ee tn power. On the othrr hAnd fund• mu~t 
no t ba to Ued thAt t hey could not be ueed in •• senulne ••~r&ency. 
Sevorftl Statet and cltle e have patted leglalntlon lmplementl~ n 
t urplua f lnMclnt: p r o,;r1111 eu.cce ettully. 7hlt experience mlo;ht ..,ell 
be wtudled ~tnd. copl ed. I n adell tlon, lf locAl lntareat ftnd nVfl llftbl e 
turplute t ftte euttl clent to ~r8nt. the Jed~rftl Govrrn~ent o1~h t 
I"'Pltoont tho pr ogr- quito oucceootully b7 o!forlnc! the Stoteo nr.d 
auntclpnlltle t A non-necot18ble bond, redeeoftble ftft,r t he •~r,e~cy 
or upon ~ ahowtnc ot " ~ creAted need . Thf' proc;rl\.'2 ol Ght p ro•lt e 
U•.A t tr tho bond• wor e retAined ftnd tht> twuSt u.ed for l'ppr ovfld 
poat -YM J)'l))llc worb , the .Ptd@tlll Go• ernaent vould ar.tch the t AVl!'l(.. 

Probnbl,y the e l~~pleet ~tnd lllOit prActlclll eolut1on of the 
turpl~a proble• l t the uee of "Y~tilAblf' tun~• to r ·flduce t ndebtedneaa . 
I n Cftae ot' non-oall~t'ble eerl~tl bond• IU\ e ttort C-llln be M41 to 1:\duc.­
exlltln.c:c ovnore to tend.fll r the ir hold1"6 • · V~ry often. too. 1t lt 
poeai ble to re duce the lAg in Strtf! .-nd toc~tl tlNtnclntt 11nd thua 
ellmlnl'\to ahor t ten borrovinc. )f,w lndebtedn••• CAn b,. 11•olded by 
f1Mnclng curre nt t -.rovemente out or c~rr~nt revenut'. 

29. Oo~nrn10nn\Al l eportl lll! 

ln th l t 4A1 ot l nter4opon4enco " "4 
P\lbllc lnteroo t ln adoquAtO l n!or'ftl"tlon 
led.,r"-1. Stftt e , A.nd loc"l e.•·ovfllrnlftf!nt a. 

' 

plAnnl~ th~r• la ft etrong 
conc,.,rnlng thf>' ttnnncet of 
Oov~rn~nt~l reportinG 1t 

. ' 
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bn41Y no,;ltcte4 1" .aey parh ot the coW>\r y. Co"JJl•t• reporu,.. an4 
acceptable accov.ntlnc prtl-cttcee are t he exception rather than the rule, 
and auch · t oport a •• are c•there4 Are often not e trictty compnr~ble. 
A cooper~ttve ~t~ck on the problem, l nlt late4 by ~e Cenaut Bureau 
ond with th• p~r\ICIP"tlo" ot S\n\o ottlcl~l o , ~. b•~· Furthnr pro­
~ot ton in thit dire ction it definitely ln order . Thft 1t4~rat Governme nt 
could vel\ alford &D approprl•tloa to enabl~ t he Cenaue Bureau to attU3e 
hAlf o! the cot t ot lnttAll lnc 8pprove4 accounttnc And reportlnc eyate•• 
ln the Statc t . Sueh ·~nditure ml~ht be a coo4 lnve ataent troa the 
federAl viewpoint; it would eave tho Oovernmont conel d~rable euae 
required becauee of the neceeelt7 of ,ol"' directlY to tubdlvl t lone 
tor tn/oraatlon. A prece4eDt tor federAl exp.ndlture or t hl a 1ort CAD 
be !ound i n the outlaye to facilltl\te Sll\le And eunlelpAl r~porlln& 
Of Yit&l lt" tiatiCI . 

~e 7e4eral Covftr~ent leAYc e taportAnt 'API ln ita own reporttnc 
ar.d colleetl~ o! !1nanC1ftl dAta. For inet~ce, it doea not reiUl~rly 
conplle dAtk on tho total public re•enuee and expen41turea. Surely ln 
thlt 4AT o! lwport~nt covftrnmentftl oprrAtlou authorlt~ttve public 
ln!or.Atlon ot thlo kind ohoul4 be ~ •nnual product. 

A re4er•l-St•to 11oc•l Authority could ploY a v!tol 
t11provlnt; our knowlt44;t o! lntftrgoverrunent.lll rel~tlon~o. 
ttl~ulete r e eearch concerning StAte And locnl government 
:nuntclpAl unl veralt lcu . It could 1Mlnt 111n " librArY And 
urvlce l n the !1el4 o! lnt.ergo•nrMent".l AI!J~tlrt. 1'h1 t 
to counterAct the crowing i dea thAt onlY whAt ~ppent ln 
hJ~tt nn1 laportJ~~nce. 

role in 
11 could 
by Stnte and 
lntor:rl.l\tlon 
llllght help 
Vaahtnc~1.on. 
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Xl . ' IIHIAn or DC(MCUDATlOII 11 '!'IIIII or 111 
.t.C'flOI PBOOLUI roR MOB LITilo 1:. OOTIIIDCD'l' 

A. Por immediAt e .ctlon. 

1 . llet;:otlote with St a t e r«preaentl'ltivee ""4 P"' ' lc,1al A­
tlon to cr ea te " 7e 4eral- State Jt~cal Authority. 

2. Amend t he 1ncoee t ax l aw to .. xe StAte lnco~• t~e• 
deductible on an acc~l ba ala even t houch other expent • • 
arc roport·e4 on a c~tah b11 1l t . 

} . Re•lae. n.oc!e rnlse . And bronden the cSe• th tax cre41 t. 

4 , Olve the f ederftl ea t nt ee tax " thorouch overhAullnc. 
lnte&rlltl~ dea th And ~ltt tAXIt , tubtt~nt1Al l7 rad~cl nc 
exemption• And coordl~tl~ the Ped8r111l And Stet8 tAXIt . 

5· :EU.mlnt~te t AJt- exettpt tecurl \.le t i n " nu.nner t ·o ee curt 
St~tet ~nd munlclp~lltllt ~~lnat lOl l .rla l ng from the 
t~Ablllty of thel r oo~1t1oo. 

6. I>e!eat dltcrlmlMtlon ra eult ' "' trona Stt~tl com'ftunl ty­
pro~•rtr l •v• by pro•1 41111! th•t tho;r ohol\ not appl;r 
ln the op~r~tlon or Pe4er~l t~ lAVI . 

7. 

8 , 

g. 

Provide ~ clenrlnc hoUAI ~n4 • board ot ftppe~la• 
( 7e4erel-S\ ete f ·tac:.Al Aut hority) tor eore c:.re tul 111nd 
c:ona l e\ent treat•e nt of pftteent a ln lteu of property 
t ftX I I on fe4ere l\1 ovne4 propert1 . Such p111yaent e 
t houl4 be ce n,.roue , e epec:t"llY 4\J,rh'IC thl!l val'. 

Provl4e ~ I QeClAl Joint c:o .. ttt• • or Contrell to 
eonet dar lec telAtl•• propo aal • tor ~•nt• ln lteu 
of tAXIIf pt OYlde f~cllltle l tor mAlnt ~l nlnG . 
per~ent lDYP.ntory Of 0oTOt~eft\ property. 

Allow l t 111te enle a t~ ~pp\lc,..tton to contr~ctor t 
workt~ on CoT~rn•ent or4~rt. 

167 
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10. ilo4l!y ""4 hopro•e tho coor4lzo,.Uon an4 of!lc1eac1 
In unomp1o~en\ co~onoatlon b7 lncr .. olne t he 7o4or"l 
cro41\ f r om 90 to 100 perce nt and requlr lne tho st,.too 
to turnloh p&r\ of tho coot of "4•1nlotr•tl on. 

11. Dltallow •Alee tAXee AI A deduction i n Fedrr~l tncoee t.z 
nr actlee: u· the deduction 11 retl'loed, 1!\Ake lt cener&l 
And not conditioned upon c~rtl'ln technl~lttle e ln the 
tAX 11\W. 

12. Po7 100ro h .. 4 to coot of co~llonc• Ia fr..,lne tu low . 

1}. Extend the CI Yil SorYi co COYI'fft&O \o Include oll poroonnel 
•n&abo4 1n 7oderal \ax ft~lnlotr•tloa. 

Conetder the pr oTi alon or A aultablt bond lnltr~ntAllty 
Cor the tuvee t•ent ot StAte And local aurplue tUnda 
durin,; t ho w..r, 'l'hh alght tlll<e the f ora of • non­
ne&otl~ble bond redeeaable att~r the emercency or upon 
A ahow'lng of Vlll'-created nee4, ~nd to be Ill/Itched by the 
Po4ero1 Oo• ornocnt If ueo4 for npproYo4 public worko. !f 

Continue nnd enhance coopcrAtl•• ettortt to laprov~ Stfttl 
~n4 loc~l account!~ a nd reportlr~; provide annual compll~­
t l on of coat of joYernment end tot~l t~•• · 

16. !xpoDd aore effort on re4"r~l-St~\o col~bor~tlon ln the 
admlnl•trAtlon of overl8ppl~ t~x•• · 

17. 

1&. 

RepeAl the auto•obtl• u ae tax, or. tr lt ta retftlned. 
re~utre receipt •• A con41tlon for obt~ lnl"' ft lt~te 
llcenae . 

Further pro~ote better unltora bo••r~~ntftl ftCcountlnc 
and repor U ftC• 

Aea~ the re~onelblllty of ftnn~l c~lcul,tlon ~d 
- r , o•~rnment ~nd oth~r 

pu.bllc11tlon of the oYer-all coat o~. C 
fundamen'ol flacol data, 

!I Wr t t t en before recent dnf'llol)llftntl which co•nr, to 1 00
' 

••tent, t he aaed• of the St~tea. 
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20. Cultivate an a ttitude which rec~rd e Stntea And loeallttea 
~• p~rtnera ln ~ Joint ent~rprlee. 

n. 7or ht.t'ltdinte or future action. 

21. DeYtlop in conault~tlon with th~ Stfttee. •tAnd~d rulea 
tor income ftnd death tAX Jurladlctton; de•elop auitable 
rewArd• tor st~t• compll~ nc e wi th thft ee rule• and oth•r 
ault"ble proce4uree 10 t hnt t he f eeler"\ Cover n.""'ent J:U\Y 
eerve •• an unplre i n ~tlpl@ t~~tton dl eputea. 

22. Do•elop i n con.ultaUon v1 t h t h e Sbtee r\1-1@ 1 of unl!ora 
l ncone tu pr ocedure: prol!IOte the adoption ot euc~ rule • 
looking t oward alngl e e~in le tr,tlon ot a r e l atl•ely 
unlton St111te M4 7edor ·".l t:c.coof! tax. 

23. Adopt A 7ederal-Collectlon-st~ te-s~,rlng probraa tor the 
t obacco tax . 

24. !nact lectalat lon proYldin6 tor 7ederal l ncorpor~tlon ot 
corporatlona dolnc a n lnt~rat8tt buaine aa. 

25. Provtde 4iatrlbution of velfAre GrAnta to t hft St"tea 
thro~h ~ ~rad~ted bracket ay~tem AI '~'cated i n the 
ConnAlly ~ndment. 

C. For f u ture ACtion. 

26. AbAndon •otor vehicle ~ea to t he St~tea reaerv1~ the 
rt~ht t o tax aotor tue l ueed l n avi Atton . 

27. 

211. 

29. 

Jnaucur•te " thorou,g.~ atud)' o f Uta c o at o! \tu co!'rpllttnce 
And t he burden ot aulttp\e t~a tton on tnt~r• t ~te 
co~iea; r e ae.r?e ACti on on cen\r"lh• tton o! but lN" aa 
t~e• until thta evidence t a av,tl~ble. 

Uee a public lnYee tmen.t tech.D..lct~ (lf nece aaary) to 
cope vtth poat-v"r defl,. t t on M4 unellp\OY!ftt'i nt : dU#l 
bud&ot ; cra~ ttva public worka (hta\th. houet r~ . nutrition, 
a nd regional doYolopment): full 11qu14•t1on or outl,vo. 

Reduce repreeetveneae of t he t~ eyate~ b7 deemph•atslnG 
buetneaa tAXII an4 by equaltsl nd burden upon equtty­
tt~nced CO"PAnlea eomprrod vtt h tho•• ttnance~ b7 mrana 
o! 1n4ob\e4nooo (thro"ooh 11 l,.,.u.l cro41\ to \he 
corpor•tlon !or 41v1donda pald ou\ ) . 
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)0. groa4an Federel ald to include relief nnd elem~ntAry 
ed.uc._t.ton. 

Jl. Uro~d• n the Social Security pro~r~m to include unco•ered 
, roupa under old-Age tnturAnce ftnd un~mploym~nt co~enea­
~lon. Thla vould not only provide more equttftble co•~r~1 
but vould Allo ~nke po~alble •o~e al~llflcntlon of p~roll 
tAXI I. 

32. Recogr.t ae a ~tionA \ •1nteu. etAtua tor elene~ tary 
educ~tton by pro•t alon of ft dltferentlAl (eqUAlla-tton) 
"r~tr.t. 

J}. Pro•tde controla wh t~h vtll tnaure t~ro•~"ent tn t he 
dtvtalon of educAtional revnnuee. loc~tl dla trlctt~. and 
t h e qualt t7 of the edUCiltlon~~l product , l't the u.ne t1u 
tnaurtnc ~Alnat coercive inter ference vl th local autono~ 
And ~lnortty vteva coneern1"6 educAti on. 

)4. Provide tor ?ederAl echolarahtpa to ln•ure t he n~equate 
d.evelopoent ot trllent t hrOlJdh hl&h" r education. 

35· In the tntereet ot e1mpl1flcntlon, repeal 7od~r~l 
lice nte teee r ctnlntnc: llceneea wh~tre needed for 
ad.mlnl• t rfttlon. 

liquor 

D. Contln£ent a ction. 

)6. Jt n FederAl retnll •~let tAX lt eN~r.ted. provide 
lecl tlAtlve 1•pleae n~A~lon nn4 odolntttrAtlve nctlon ~o 
lnture t h" t'ulleet cooperntlve uee ot Stl'te pertonnel 
and aAchln.ery. 

11 . Stnte ~ver~~nte 

1. 

z. 

J. 

tle&otl"te with Fe4erel r•prt t tntf't.lYe t An4 collaborl'te 
in the development of " 7e4trAl-St~tl Fl•c-1 Authority. 

He~otlate with 7e4f'lrAl oftlclnlt ftnd Co~rttl to ~~~:t• 
a pro~r~ tor the eliminAtion ot \8~-·~••:' 11~~pl'l~tlee 
euch mann"r ae not to e~bArraea St•tf'lt ftft mun c 
thclllly. 

I I nol relax celllft6 •nd Tl~h,en property •~emption pro• 1 ~ ~rty tn~ levlee : 
unltormlty requtremente •• to locn pro t tea 
develop .or~ AdtqUAtt e~rvlelon ot pr opf'lr Y 
ac!Jilnl•\r,.Uon. 
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,, , In collaborntion vith IIIU.nlclpallt.ie t , r e trai n fro~ 
demAndinG unrea•onable war time atd !roM the 7edPrAl 
OoY~rn~n\, t hut reeo~ntztnc t he tmport~nce of local 
1 ndep~ndence. 

lj. Apply turplue reYP.nW"t, where poe lible. to t he elll':'l l n-r-t. l on 
or debt And t he deTelopment of A r~t,rve AGftln~t war time 
lott of re•enue And po Rt•war nrftd tor public vorkt . 

~. Vhen reYenU~I will pr.r~tt, allow 7ed~rAl t ncozr t~Xtl &I 
A dt4.UC~ 1 cn ln CA1CU!At.1t~c; St,.~e ltiCOI"tP \. n.ar t . 

1. Redouble ~ttftck on trAde barriere, aulttpl e taa•tlon, nnd 
t pectPl l r.duce,er.t t tor th~ l ocAtion of ~ ~~u atr/; u&~ or 
t dttCntlon, rect pr oc fl l 3GT•e.,ente , And t r:. tf"rtt ,. t,. c~-,p~cta 

toward th~ee ende: pAll l ~~l alnt lon allovl~ credit ! ~ 
new reald~n t e !or AUto~oot le \tee n•~ tAxee ~ld l n ~hP 
·~=e y~nr to oth~r St~te e . 

8. Collnbo rAte w1 th th~ 1 edornl Oo.-~rn.,~nt l ook l n.; t ownrd 
11d~rnl ftrbl\r&tlOft Of JurltdlCtl onA\ dl lpU\ftR nnd J oi nt 
d~t~r~innt l on nnd pro~otlon ot unifo~ pr1 ct ic ~ a i n 
i ncon~ ~nd but1ne a o tnx~tion ftftpeci~lly vith re,~rd t o 
queetlontt or Juriedlctlon. 

') . 

10. 

n. 

!2. 

lJ, 

~~th~r coll~bor~t~ with the 7ed~rftl ~ov~rnoen t in t h~ 
JOint ~d~ini ~ tTPilon Of OV~tlnppl~ i~X81o 

Adopt let:l ~l,.tlon on t heir own inttirtlvr thr t voult! 
~ke ~~v~~nt o f ?ed~r~l ~uto~ob lle u•~ tAX A condi ti on 
for the receipt of A St~te l icena~ . 

M1U t:~tf' t h f! rotten borolJ&h ayat~" 'by prov ldlr-c: ::20re 
Adeq~t~ r~pr~Rent~tl on for c i t l~l i n Str t e l~~l•l~tur~ a. 

Ol•e ..,orf'l cona ld~r~tlon t o c1tl" • in t h,. d htrl b1::tlon of 
•h~red t~Aea. pnrtlculArl~ .otor veh icle t Pxe a . 

Adop t enAbll r.,g \e6l • l ntlon t h,.. t would P"'r:nlt c tttf"a t o 
a uppltnent t h,. 6,.n~rAl prop,•rt:t t1•X v U h " r e"ltr l t iU 

on occupl r.r e . 

14. Adopt ennblln6 legi alrtlon thrt would t•cllitrte 
l lU"pl UI {lnAnClr'ld durl~ WAT tifMI. 

15. 

• 
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16. Culttvnte An a ttitude thA t rr&nrde • 11 ~·~rn~~ta aa 
p~rtnrr t ln n J oint ent erprlte . 

11. Collnbor •te with t he 7cdcr~l llov,.rrun .. r. t or: ,. t roader """ 
~or~ g~n~roua ~ro~r~ of Fed~rAl ~1dt, nccrptl r~ con~ rolt, 
'but lr.a l a Urtt; t h at th~y br coopnr,.th·ft \ y I'Jlnti ed rl'lther 
t .. nn dlct,.t~d. 

1. ''rc,:ottnte v lt': Fedt'"r• l r~pretrntnthcot "-"'~ collr~rAte ln 
t h e de••lop""~en t of " ?~der•l-S t,.t• 1'hcnl A:.at'1ort \-:.r. 

l. · r,. ;oUI"t~ vi t h Ped~ral o!'t'tclnlt ~tr.d Cone;:-••• :.o lr:.~'~~r:otto 
"pro~~·~ for the ell~l ~~ tlon o~ t1t~-ex~~pt ••~~lt!,.a t~'t 
v lll not fl~cnlly e~b~rra aa S~l" ~r t nnd mL,lcl~rl l tlr t . 

}. Ir. col1n'bor,.t t on with st,..lt'·•· refr~tlr. fro., C'!.f'-vtr.cU:"'t: 
\UU" t'\a aonttble v nr t i me ~ti t fro:n t he Fed~"rn' ~ov('rr:":)('r,t. t~1u1 

ri'COGnlzlt\; t i:P l mportt>!'Ce o:' l oc11 t lnderu·! ~dence. 

h , Ar pl;t tu.rplne revenueoe. wh~"t4" pout\.11.-. t o t "",r .. u~tr.rt t or. 
of debt rnd thr dev elop~'""" of ~ r~•.-rv .. AUr l ~~t var tl~~ 
lot i o~ revttnu,. And pou-vnr n~ed !'or pa.., ltc ~orka . 

~ . Hro~tden the prop~rty t.nx pro0 r n"' b)' a upple"',.:: ttr"- ~~,.. 
l'ropr rty t eJt wtth ,. rentrl t.rx on oecuptf'r a . 

h. Strictly l nt•rpret proprrt:: ti\X eJ;t"'pl.lor.e. 

7. 

R. 

~ . 

lO. 

u. 

l rJHl.t,;u.tll!te a t.horolltiht;:ol no: at· .. dy of po ttl ble 
or l ndependen\ loc" l r••,.nueo, 

St•l4)t aucc:e ta tul nroceduret for '"f•t)UI'Tdll~ 
lunda. ,.nd e:-.. c t iebl•l"tlo"t ~ftldtd for u~s · 

D.Yelop oore ~etropollt~ n COO" '"rrt l on rnt t~• us~ o~ 
lnrce ~\ropolltAn dtatrlc:tt t or ftr~ Ac: t~: Cu~ctt or.a of 
CO'B"'10n lntP.rt:" t t . 

lmpht~~tlae r •w 'l'lll\l'•rl:!l produclt't(; dhtrtc u ' cl"l'"' upon 
11 141 Md lhlll"ed t llJtfllt btoe.ftutfll t h,.t r \1\X b" ''" c1oot not 
r~prP tfllnt t h flllr con tr \butt on tu th r ~ttonn\ r roduc t. 

De"""nd morr et~u1 t~bll1 r•prtofl '""' "''"'on tr. St,. l " 
'li!tc;l e \,-tur•• · 

172 

• . . 

Regraded Unclassified



- 51-

12. llft.nd •re equi table 4hlrlln1Uon of olt.,..d re••-•· 
parUcularlT 110tor m lclo tuee. 

1). Pro•l4e for sore adequate co•ern.ontal accountlnc and 
raporll IIIC· 

14, Cult 1Yate an att1tu4e which recorda all ,oYornsento ao 
parhloro In a Jolnt enterpr 1ao. 

15. Prepare f or col laboration v1 th the Pedar~l Go•ernoeat In 
a poet...,... public 111'toohent proq ... 

16. Collaborat e with the Pa4aral OoYornoont on o broa4or and 
110ra generc1111 procr• of Pe4erol oldo, accept!~ c~ntrolo , 
but 1nalat1"" \bot t ba7 h cooporothel7 applied rather 
thaD 41ctato4. 

.. 
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~410\rllr.~ 

I ban ,._. letter at Dee•'- )Oth ~alnc a ~ 
at an I!Xtnct f'loao: a cable which 7011 r-iftd fNB ~.-1 zs. • -
eonoert~lJI« the 1111bject at the rate at ICIIDbeJip !Mot.e the ~ · 
lUll! the doll u Me! ti-c franc 1D llcrth aDd ee t Mrica. 

At a cont-~ IICII'II1ac ~ J'ajhstmt.ati.,.. al 
the State, 'Lr ml YnaaJ17 l!eputoecta it na ~ that a cable 
oboul4 be pi"'OpU'e4 11)' tile ,........,. ci~ to a-.1 IS ' a 
tla1l Jut1ttoaUaD ffllr tile 75 rate. !tWo bu loee ..,. ..S a cow 
al thAt a.lo1a Sa _, sd h.-ttll. 1he ~ hae bMD ..t te 
a-.1 Carter tor daspatell "'a.-J. E1=h ••• 

I heft callo4 a -t.!Jij; tar t11o thf.rt.7 tl ie an- at 
wbitll ... 110tu!t ~ ..C:JoT aM a.n.n1 Carter ct 7t1I1Z ~ 
-' a1ll be pruet, u •11 u '*'* nnta\l.,.. rz- the State 
&Dol frtuU7 .,..,_.'taoata &Dol :111" Jro4er 1ek l'II.Wll"' ot t he Britl.tb 
rr__,.. 

loro• •J• ~ r.. s~ 
........ , oiWar. 

..,la ••• 

on, .. 

P S On account or Cnblnot t~ is meat lng h~d to ~ 1 k 
• . postponed until noxt (Jon. 1) yo•.r nt ton o c o< • 
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~ --.. NM el , ~ M U. dellar - 8ft &tW -.1111 

n.q e1 .u u. tiMM - .,.,. u. ~ 4i-erl· 'r s.aw_... , ., 
NM Uln ~ M l.a U. l.a-..M el U. .-,le e1 ,.,_.. 1- -

'-' un., _, ~ • t.a u "-"-...,. nau.. s.a u.. 

_, - U.\ ..U .. ...,.._ M M al.a\a~. 1\ l.a - -llid .... 

~' tlla' U. reu el " ,.._ \a \lie deller 1e -• like\J w 

••......,.. u..e MjM\1.,.. ....., .., r• .. U.\ M\a a bl,_ ftlM • \lie 

bMt, p111'\1nw~ \lie ... - NM ot 0•90 ,.._ te U. cteu.r • 
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,_
1 

U. 'e .... I• Ull• N\a ... e\ln~ 4t 6 2 ... ,..... 

......... ,.._ 2 .. ftM ........ ~ -··h'\e. ., -

-'- _ .. .,. ........ CSJA'I•-tal ~r-. ell ., - - ., ....... 

._.._,'liN\ Aht• ........ aiW a, U. -·- l.allaU WJ 

,._ .,.,.uq 111 -u-\&1 r-. ~ ep~.eua\Sa •I u. -• _,..., 
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*' 11 • ,.., ... ~ ., u. ,._ .... --· ... _ •• _,, .,_ 

• nw et., ,._ w u.. Milar •~ 1-. ds.w-.. \11M,... • nw 

., 4).90 .... .. u. ..u. • 

...... •18a1al- _,.. ~. ~ .... ,, u. l8eel .... 

la _ ........... ., ~ w u.. ..u. ... - .. Nil' ... 

lat__. • ~ ,.S.\ \e 2 - • ~w .sa. · sa, u t.. ~ 

lift~ U..\ ... lac \be pu\ ... - •• ,.,, ,... ·--- - ... 

.... ,...... w ... -~t. ..... , w , .. latla"-7 , __ ..... us .. 

&. a..r- _,.,s. et -u..wl rr-. s.. •t - --. -

b-. •owed It' \be ....U.\ Uld tsuM1a1 .,, m\o wl\11 0...\ lriWt.. 

*ieb ............. \be •'"'-lUI ., \loftP -...-. ._,.,... ., a­

n..., u.. nw ., -= .. 1a .,... .-lat..l ... -' >e • a.sn­
_, ,.._ 1a u.. dMw '""- et • enr.,..tata nw ,, ,._.. •~ 

Atrt. Sa u.. 0111 • at \be '"-* ....,.., U te at U. noeo.\ 1 5 • I 

WM\be ' pnwt•U..,.._.•U..lleiUol eiii•-
UWr .-.u- Sa ~ ..wet - "~ \bm • .-su- s. 

• 1-1•1 -- el .all I I sd• Ia; I rt•M• 

-=•=, .. .-u.-J. ,.._ .,_.., u.. ""* ..u ,. ·•~ wt• 
w _.._ t.e \bet 1\ _,.. .. ....u, ., ... w _.._ ...... n.u ... 

te ,._.., ~- "-'Atrl•'-,....sn -w~•• -•'-l 

( 
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...... -· ... MtChU a I ftte ... ""-'- ,_ - pc 1hJe the 

nel 'fll81 el tM W =• JJ Sa ft!.eh \her- ..W 1M wUh 1lldeh 

\lilt' -- ..... twr .. 9 -· 1t ...... -. ., '-'•90 .... \e the 

..ucr -- Sa etten, .. t ··- .. ua.r -lftlll - ,.. ., .... 
,., s. , ,.... ... ~ au toen .All'tAic -w "' ,_ n u..a. .... u.. 
._u or 1\41 .... 1 nl-. 1\ ..W ... heJ-. ..,_.the .a..s.. 
M14t• .-111 .._ - ., the\ ..... lllot ..w !~eel ...,, ht -

~ •t'aJ>'lr -..- llr lllc - O.u -'- - he ..U - " ~ 
_ n._ a - " a wt•\c rw .-wr ,. \eo Zht .S.tn..utee 

c: en onnd- _....._., U.. hu'l nllllle I 1 PIG • "-1ea .....,. 

• 1aa nell • ewa....,,.,., ..._ 111.4111 .,... , .... --...., .sr-

etan- .,.. •._.lr .n .. , Sa •- -\rUno ,.... ""' et..,u • 
..--1\c. 

'lllot ~ '•U• el the B a .. 1'8\e IW ........... - ~ ... 

A.tP1• - ..,.. wt.u. u. t1111Nt ~..,..._ tw the wu 1 ••• er 

-..~ .......... .......- ....... ------­
..,.... • ftad 1\ IUttal\ \e • ' c•=t ... ._. - ~ ,..._, 

et .u -. ,..._ s. -. • ._._ ..w ,...... • - cr .,.,., ,.._ 

\e the .u., - .... ..,._ "" the\ ,.,._ • ~ .s. - thc 

,..., ,..., ... "' \e \he .... ., " ,_ .. the ..u.. 
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~,....... », 1942 

rr..a 1lcien 

!oa .&OlWt • _,. C...tt.) 

.. '~ n..u.r 30 1~ 

An.r c'onaid-blo 4'-eol.cll tM ,..._. an 
i...W., tollow1Dc IIOUoo (te .&OWAI\ tw C:O.biMd cu.ta 
or Sto.tr " lid to ~ tw lrttta Cltlota ot at.tr lUI 
-v • to n-1 Dl..s.ta ,.._ -' tr..~ 
dclood ct. b ·= hca ... -' Bn•toda ,_ 

heoll .. ), - tbfto \!ls'M tiw - ot • ~­
tbne ._.. tllno s, "l'a ....ut'taUGD ot tho Ana .. 
Mlio flit loo I 11 tUut • -111M t_. t.> a4 
aat.U turtbU' Botioa all '-1- cotn. om! be brloe 
~ tho ,.U. .-1 ca tM ~ r1c11t hull ld4o 
aad all lr1.tia oe1M -s .,..tal b '• - ~ 
u.o s-~,.u.- 1r1. ua lllli'-7 Aatbcriv IMll 
"""'"- te-. ., ... ill~ ill b'tb llr1• 
alld -.t .ursa. fM7 wUl bo ~ at tho otr1-
flll tits 'b'.a-,. ..S - ttl tM I - do L1~ 
tW lqq.a D'Jnat. olll ~ tho ...... do L'~ 
OooWutalo aad at aU a'lltharitaoe! lluU ca tho t­
f'Uat ill tM .WS. u l'labl1a fill leu I t-t- -
u.. r- -.• ~ 1a wtU. ,.,,,... 1-"-
te o.u.l u 0 "Je - ...,_ DaVe .~w .... 
4~ u -.2ft 4• - do .....,. dollar Uon truo 
ts- • lo4 5 c. Scou" ttw huoole clo1lAr at 
a t~~re; , 5 o4 ttuoo la Uwe J_..'• ~ •'• 
- __.. ~e e '? ~t ""'• --u-
.. -- Wi I eMW ~U. ...... .-..ur ·~ 
oo1.ua ..n.ttlw .. -· 11 ... oquitahle .. - -
la ,_ .., - 11--u- nlau-
,._ t tnt r • t~ :.. ; .. 
-·--·-- • •J r- •- _ •. .. ... u.,. fill ,__ ·- ) I bUS ,.._ 

,........, - .. --fill ... .... s 
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SECRET 

WAR DEPARTMENT 

WASHINGTON 

l>ecoaber 30, 1942. 

Honorable Heory llorgenthan, 

Secretary or the Treaauzy. ~~~ -i..-nt. 
Dear llr. Secretary• (\.. . ~~'il, ~. lf1\ '!'\.').. ~ 

I aa inclo ing herewith a paraphraeo or au 
extract tr001 a cable wttl.eb we han roceivo<l frca Eisen­
hower. As I told you tttl.s aorn1ng oYir tho telephone, 
I hopo your intervention with the Britieh can afford us 
some relief in this mat ter for it is very omborraaoing, 
aa you can aae . 

Very oincerely yours, 

Secretary or liar. 

Inel. 

SECRFrr 

,. -

( 
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SECRET 
183 

Algiers 
Deceaber 28, 1942. 

***** 
Giraud inaista that in the econoaic field •• should giTo 

hia !.mediate support in a otud;y end reconsideration of the rate of 
pound and dollar exchange ao against North and lest African franc 
currency. He aaid that tho buoinooo world bore ie in ao uproar oTor 
tho nna todaJo- that tho British authoritiu ban vanted to tbo DeG&ulle 
odaioiatratioo in lladagascar official rate or 176 trance tor tbo pound 
and 43 tor the dollar. He auerta thoro 1a no juetitieation that can 
be found tor ouch d1acr1.8inato17 treataent, neither in tba political 
ncr econ.-ic field. Giraud recall& that oiailar diocriaination exists 
in favor of French F.quatorial Atriea. Hia adnnt to ciTil authoril;T, 
he •inteina, should be coupled with 10111 action on our part which rlU 
inspire confidence in his adJ01nistration. He then aaid that be has 
never aveed that the rate of .300 traoes tor the pound, nor 75 tor tho 
dollo.r was justified in North or West Africa. In the hope that we u;r 
give hia some enoourageaent and support, I urge that iaaediete stu~ be 
given to this feature. 

Altho~ Bernstein io being requested to make a thorcugjl re­
view ot this problaa troa this end, I would like a clear state:aont of 
tho reasons actuating the decision to ineiat on tho rate of .300 franco 
for tho pound and 75 for tho dollar in this area. It is rOJII.,.bored that 
thia question no tho oubject of long diacuslion in tho noka precodinc 
Torch. It 1e becOiling an issue hero which n .. st be prepared to aeot, 
and I reel that it should be roMJ~bered that North African oconOIQ', ro­
u .. ed of the EUropean drain which hao oxiated ainco tho araistico' 
juat1ti01 a 80ra favorable rate fr<lra tho French point of rlew than .300 
franca to tba pound end 75 to tho dollar. 

Groat appreciation woo expr11oed b)" Giraud of the Praeidont' • 
courtoq in aondlng to h1a tho uoeogo tranllllitted b7 the State Depart­
.. nt on O.euber 24. He rociprocatoo tulllr tho Prao1dont'• good riaboo 
and ~preaaea farTent desire to prosecute the war to a Yictorioua eon­
clueion . 

**** * 

~ @aOA (k_ ~">aS\ , 

~O('_Jp t Q'"- ';).'f, \It\\-~ 

SECRET 
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!o: Dat01 Docoabu 31, 1942 

rro• : Jo uph O..or 

Valtor JToao ot Baatinga Bouoo came in to too •• about a book 011 

""" and poet- war tinanciac. ~at ho ha4 in mind vat a cloar and authorl­
totin book wbich would aban4oD the cener11litioo of •a people'• war• and 
• a Jleople't peace•, and would be t\evote4 to a lu,c14 41 acuat1on on hov 
tho fou.n4ationo of a l&atiD& po~~eo cu bo built. Such a work would lD­
•oht tho appraiaal of ex:htiDC natural reoourcu, population, an4 aldlla, 
e d b.ow the7 are dhtrlbuted 1D the vorld; tho pl.aco of aolence &D4 
e.Q&lneerlnc 14 po et-war planni..J1&; the eqlneerlna d.e•elop=t!nts needed 
to brin& al<lllt &Dd aateriale t ogether towvd tho railing of llrtac 
otan4ar4o onrywbore; and how vo ou<!bt to tiD&Dct tho war aa4 the la­
Dtdlato poot- war period to aake ouch a plaa or -plADo realizable. 

l!oo&UOO or ito ~ illpllCI\tlono, Nr. JTooo Celt that such a book 
ohoul d be prepared b;r aogoono hi~ in the Adalalot retlon . Val lace ' a """e 
""' Cirat ougceoted . !ut the book we rtouali .. would hue to deal with 
apecl!lc facto IIDd coacrete recoamen4ationa to which Mr . Wallace &AT not 
treol:r oubocribe. It aeeaed to uo that tho one peroon to 4o thlo book 
ln a tor thrill> t a~~D~~or tl!lieh would co,....d reapoot end attention would 
be your oelt. 

I have tried to find out how groat a took it would be to gather up 
the needed d.at• on natural r ·etourcea, po~ulatloD, t kllll, etc . , a.nd I u 
Allured th~t the se can be r oadl\T aeaeable4. Mr . Alexander Taub. Chief 
lllglaoer ot tho :SOard of !coDO<>ic Vartara, and ••• llke hl>l will be vofT 
helpful ill COUiDI tho date and iD outliz>.ln& the place Of the engineer 
In a poat-wu ""rl4. I - DOt ..., .. u autflc1tntl7 convoraent with 
flD&DCto to 'bo or creat help in ouch a ual< &114, aloo, I u at preaent 
pr ooccuphd v1 tb the work I aa 4o1nc tor tho o4acat1oD pren &114 the 
TOI1th orpn1raUona. But if tho idea apponlo to 10u ud 70u ahould vtoh 
to cone14er to do 1-u.cb a book, I aa certain 70U cu tl.tul able &1.-11\&ZlCI 

to 4o tho reaoerch tor you and to hel-p 70u wip tho bo~lt into ob."Pe· 

I ohould. aloo .. nUo11 that ohould ouch 1 book be written, it vill 
J:Ot ~teauoar111 havo to bear the Haatin&• Houao iaprlnt. Mr. JTooo would, 
ot courao, lik~ to be the publiahor but, ao 1 Wow Deal liberal, he it 
priaar1l7 i11torootod 111 ooeiDC '""" a book prlatod. 1D a ""~' that it vlll 
receive tho vidoot atte11tio11 and tho larcoot a~dionoo. 
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l!!.nutes of the ~eting of ~~~SLCREj 
l!eld Deeecber '31. l9~~ At l O. !l!l.A.m, 

A meeting of the Board of Economic l:arfo.re wao hel~ in the Vice Presi­
dent ' • eftice in t he capitol Bui lding at lOioo a .m. on December ' Jl, 
19421 

Those prggpnt: 

Tho Vice Prea~dent, Chairman of the Board 
llr . Dean Acheson, representing t he Secretary of State 
The Secretary of ~he .'l'l:eaaury 
~. Robert Patterson, representing the Secretary of l'ar 
&~ Char2eo tab,y, represent~ the Attorney General 
: he Secretary of t he Navy 
lr . Leslie 'II heeler , representing the Secretary of Agr>eulture 
The Secretary of Ca=erce ' 
~. llelDon Roelcafeller, Coord1netor of ' Inter.AJoeriC4!1 Aff&irs 
ltr . l.illiaa Batt , representing the Chsirmn, 1 lUI Production board 
l!r. LornMrd Knollenberg, representing the Lend Loose Administration 

I n adqitigp ,"\hf! followiM persons were present: 

ltr, I!. L. Clayton, Depo.rtment of Commerce 
Mr. Harry t!hito, 'l'roasury Dcpo.rtment 
llr 1 Herber t i'ois, Stat e Depo.rtcent 
Ill' • J . D, LoCron, Offico of CQorqinator of lntor-Ancricnn Affairs 
fill~ . Millo GQllo.do , Depo.rtlllent· Of s&.to 
Ill' . Lawrence T. DugiJ&.Il, Depo.rtment of State 
~. John E, Lockwood, Of .£ice o( Coordinator of lnter- Amer:l.con AffailS 
l l!' • Adlai Stevonaon, Navy Dcpo.rtment I I 

1:r. <.arold H. lleff, t:ar Depo.rtment 
Ll!' . John Clark, Off:l.ce of the Coordinator ot Int er- AI:Ier:l.can Affa:l.rs 
l.r . I.IU.o Perkl.na, Board of J:;conomic !.art are 
~ •• Arthur Paul, Board of Economic I arfare 
I:r. Fl'anlc Coo, Board of Economic r:arfare 
Ur . t . I • Gau=n:l.tz , Board of Economic I arfare 

The ....,tin,', waa op<med by the Vice Preoident vho indicated the firat 
subject wao Bolivian tin. He SWlli:IU'iZed the United States . t1n pos.it;on 
briefly, indicating thst there \'IllS on hand approxil:latoly a two years 
BUJ'Ply of tin and thsi while previously a largo percentage of our tin 
had· come from tho F\:.1· East at t he present time our supplies were coo­
ing from Bolivia and Afri .,;, \'l:l.th approx:l.mntely 20, 000 tons or half 
o! our importations coming from Bolivia. lith a limited t in supply 
and reduced importations every effort ha<l been mndo to decr ease do~:~­
ootic uaoao through such eff orts as substitution of J lasa for tin, 
and to docroaso t he quantity of t in used for canned goods for dooestio 
conaw::ption, there being approx:l.cately 40 per cant of usual ca.'1lled 
goodo supplies availnblc for dooestic con""""'tion. Tl.eso f!'cts 1,11~ 
dicete that conaW>O!'S are goin;! to beCOI:IO moro intereat.ec l.ll tin and 
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the Viet PrNideo"t a~ud tt.at !.e ~uoipat.od t.he.t 1.1n 1IOUl4 be ono' or 
01.4 Zfl'8" ~ probleos. n. t..otal bolln.n product.1on 11 aJ'OUn4 
LO,()(I) !Str.WiP!._r •~ ~JIM recct et.ril:e at. Uo-.e_ PatJ.Do ~ _, ~ 
tore of"'ti'"por.(.lpc.. ~ .. fat.!na US.DOI pr«htd ~~~.al! or \.he 
!ollY1an to...:i Jirod'~eti<li>. tM O'oitod £1nFI>a ucurco lG, OCO tone 
ot tin f"r"''l r.ourtc, all or 1L h'oa the Pat.lno Ui.n<~ . lt 1a unl..1MJ.7 
t hat t.M Un1t.t4 Statca will lt<:W'* ant tin hac Ut111 Patino l~a in 
194f • ue t.o the st.T,ik,e . 

Tho Vi¢0 Preeidcnt indicat.od. that lio had bocn goin! over ear. ot t.'bo 
docWlOnttl on tin. fie roCCJ'rocl t.o o lot.tor to llr . Bridpo.n o.t Jlotall 
fla.orvo WTitt.en by tho aooond larsut. bolivian d..nc O'!Mar ' in tlh16h 
t.11cre ,... rottrcnco ao.clo to • llbor clau.ao 'i1b1eh tho nrit..or u~·!.Sht. 

lnlldvbablo. T~e kt.tu &lao inUo&tod t.hat miners eo~· chmtod 
0001. bcoauso t~~ro v;.s insut'tio.iont. tood a.n4 t.brat labor waa pcrbtpl • 
about. ~•lxt.b as ett'l.cient. u ~t. be upected. Upon quol\.1on tho 
Vleo Prc.idart. !Dd!~ted U.t Cool b a lm.f 'l!hi-eh upon cbcllinC a~­
cntlJ dqdma teelilt,g &D4 thC:rG!ore pn the c.rteet or D) lau:Ccr &n4 
or lncro&loi! «'Jduranco. Tbuc.to:rc, worku• ftl"C-, lll.~ t.o wort un\.11 
ut.u.e:tc4 atld tho. woul6 ltaYO tho ldnca, a:» g> back t.o t~ tv.. 
wbor<l t.bc)' got tooct and r;9tt.. HI po-1ntoc1 wt. that t:t• 1&;pcr1.&noO ~ 
\.ho atriko wu 1te dteet. on t..ln prod\lot.lon_, but U:a~ 1n ad41t1on 
tho Pr"ddmt. had u.Feaaed cone~ ovor a lituation or thie lc1nd ' 
4Civoloping •h1oh wculd bo rq>ertt4 •• oVi~tnco or Unitod Statea ox,. 
rloitation, thflroby ai4.!.ne: Alc1-1 p~~· tho Vico Proaidont. 
at.ot.od that oth<r corr oipon4tnoo i n4J.oatod that tho Board oY Economic 
t 'arfaro et.arr haci )cncmlcdgo ot t.ho lAbor DltuatJ.on, o.n4 should ~vo 
brouaht. it. t.o tho attention or tho Soard ee.rll~T or · t&kon corr'oct1voo 
action. · ' · 

2 

J C• 

tht OOIId.t.to., t .o ., \0 d~ T'ho\.bc..r U. aa pouiblo ~ 
doeiooftt. •t.&nda.rd or livi:lg, _u:e dt•irabUit.7 ot )abo:- cla: to • o • 
vtduw.b the 1-itw.Ucm. His Wcrat.qnclb&:-.. U.t. CSCS.•.;; lato 
orcra 1'Cl"CC pa.U t.aa CGDt.a a da3, .,. t..hc7 W"Cr'o pa14 ~ b.-

tho 'Vlco Pr .. idwt kid that he auuao4 t.tat. Bollrla -.zld. llkc t.o 
J.OO •~ ot llritlo railod: o 11o dr<w at.\.cln~on to t.bc. {aet. ttat. 
~o 1Jnitod St.at.OI hid ta.leod the. prioo ot t.1n la.t Jtmo fro~~ 48f 
o..nt.1 1-0 62- ,/4 oont.e pOt pound, t!\o lncro11o bo!na rot.roact.ivo to 

Ja.nUU')' 1 . It \ltll allc:gc.<., hovcnocr, tlill.t. or t.h1e ineroaac in price 
loan than 2 oonte pc.t' pouncl had ~reno to t.ho uork<~re. So ~'Od no 1n­
tonnat1on ae t.o hou Woh ot tho incrl*IO •• nooca11.tatcd by ta.xoe 
c.t.o . Ho 1nd1catod that IODC .available Wta lod hl.ll to bdiovc. thni 
t.h' \oU dt.uation was rtlthct' ba4o Othc.t' rc.portt Sndico.t.c.d u-.at 
Po.Uno prof1t.a bad. il'lel'COSod tllt.cr1al.ly. It- •• qUit.o pos.aiblo ot 
00\U'Ite,.. t.:•\. t.bo Pctino Jdno 'l"hicb wu J"'f''r-c.oe. to bo 4l'i d'fl.e1c.ntJ.7 
opc.l"'t.ocl ll1nt. \.-ould b::l'I'O a p:-ot1t..oblo o;uauoo \.~ ot!:u aiDes 1.t.u 
'-'t'. o.i\oftt ala:J:''- ahcn' lbaaa. The 1nc:rouc. 1D prtou t~orc. nllbt 
a rd.r "no.blc unprotitablt.. Dinc.s to op._rat.c. at t.bc. ICI-:lC tJ.::at: ruvlt.­
in..;. 1ft lDzco protit.a fu Patino lli.&s, 

Ir . Cla,J1.on • id thllt t..':c 20 cent. 1lal" •t.atc.Dtnt -.. cODtrary to 
hia Wo:n:w:LUon. 1t1ni.n( pooplo 2nd intoJ -.d hla that ~;~ wrc; 
oround a clollar Q dny and 1\u tl14r t.hot e:inoo t.tx. tnc:roo.et. 1A tliO 
prico o r tin thQt. mgca had bo..n in~c.o·\.4 )0 pc..r ec.ttt . Ho abo 
i:ndioo.tod thclt. t t1o Bolivian toJI:(,O vtrc. on t.ho ptoduet not. iMorlo 
and thorotoro boro heavily on 0\?nert or inott._olont. ainca . 'l'hero' 
\10.11 no qucation but that 0111<.r1 or tho Po.t.ii'IO Jdnc.e and pc.;rllopa t\10 
or l.hroo ot.hur lllinoe licr u mk11)8 Wac. J'llfO!it.a. lt 

0 

uno h1l UICUgbt 
t.h!lt t..h(l 8oliY1Ana could oorNO:t, t !o dtUCLt:&.on tJ~Olvc!S . lk 
St4t.od \.t.t tho 11oU•ia:l ZO'YcrnJIICilt oould SOCW"O tool. , a.!ld it. wa 
olul.r t.b:l.t t.hoso \lbo control t.bc Di..'lU probabb' 4lao contzol t.~ 
p~t.. 

l:!r. Clc.,y1.on a.1ao IQid tJo.at the lO'I'Cl or Lln p:I"'di..cUon h::d ~ 
!OJ.rl.J cood uat.ll t.bO strike, o.lt-~ pooru .:iDe• ..-ere bchC 
'orkc4. Aot.\lllalb pi"'duction U,.ie 7c.ar vwld be a UUJ.e lA::N Uctl 
lalt. 7'Ql". tho\q)J :ott.cr thAn 1n 19)6. ttc 1tld10a.t<.d. !.hat. the p-ice. w 
bean iM:z'OCLiod lAst atml:IO'r bcc:c.uao or &n 1ncroc.eo in costa \ltl!ch. ,., 
t.c.ka.n plo.oc o!t.or tho orieinol prtoo M4 boon nccot14tod:. 

Air. Rooko!ollor at.otcd t.Mt ho hod vo:ry r01' foote , but. hls Worm,.. 
tion \"JQI \.hot T.IQICS ro..nsoc1. t rap lS oonts f..O 6S ocnto a &y in t.bo 
lll1nc1, t.houab o. caaro atot.clllllnt ot QOn(.)' 

0

\nLI(II vn• not aigniticont. b7 
it.l~o.l.t . 

lb-. \.'hit.o ooi4 \.bot \be o:~rltt.TI 1ft JV1kS.n$ apparently mod tor 
a tamd:rod pc;r ecnt. s.nc:rcc.so 1D ~ o.n4 \:c.ro obJOO'tizl; to t.th. -w:r 
t.ho ~ tt.orca vwc bc.1nC blndlo4-~ t.bo wrtcr• 
\11.\.n\.cd better oonditiCIICS. lt ,.. bH f..bcluCb1. that t.bC thlitcd St.aU:. 

-.!AI bo bluod tor il» 1obor .,..,.u~ . 

ll!r. RocWollCJ" atat.GO t.mt bO t..~ t.t.c. CIU" e,piMt. t::-c Ordkd 
Sldoe ,., oot "'J'1 cood and tl'-.at. tho aU'iko \'U part.l:r poUUcal. 
Jtr. Aohoeon tboucb-t. that to dct.craino tho tact. lt. caul'- be DOCotiOJ'J 
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t.o aQW! pi..OJ)l.. t.o BoU'Ii&l He. 1n4ioo.t.td: t.lnt :UV u.ou··u U.t OOQl4 
rc;at4.1l7 be, ~ vc:;n. probobl: no\. t . )J.abh •• 

.... Pukt..M atetui ..tat bia WorK~ iD£1~~ t:z.t: the tro,.,..port.e. .. 
tion aU.uaUon Q.$ 1n oc..c:d of :OI!pl'OVoAK.d.. Rccont~ t'l'O l oco.r.ivc.a 
' '" "' lleCiNic.d to tto ahi~ to A.rcc-nt.inn, but. o( cot:rao t!1l.r<1 '""' no 
cc.rt.aint7 t:-.nt the locoiXItiv~o~a 1J01.tl4 tk. uaod on ttx. :tt: ll·cod• ~t.Tr~n 
Arc(lntinn or.d Solivin. The COI"iJXU\Y at.orc. d.<.ol h4 t •• ~ aboulc! al•o 

bo che.okt.d n~.th<.r QOT<-tull.)' . hcl at.qt.c.d. rurtr...:r t~!4t. t ;.c. yxuusi b111ty or 
\:ot kintl 41rt.etly t:ith tl~ mine. OP\orAt.ors nnd Wt';~a should. be c.xplor<.d. 
!k ol"o pointe' C\.'t. t.l'~t :.~.o Unit4A St.ctca oxport.t of foo-t to Dol1v1o. 
' 'UO un1nportc..ot i:l.od tha.t t.von thouSh \<'n~ ntu 1.-tCro inpor1C.nt, n mt.ro 
inOUilUh• in t:ogC ro.t-U uouldn' t (l\a:Lro.ntc.e; !NppUU of fools • Ho Jo.v­
Ot't<\ U~ aS.aQ.otl id.Ul. Appo.rc.:~~tly 1\. ma noots~ for t l:o Wiant t.o 
-, bft.ok t.o t.l"K. far-_s 1n ordgo ·~ J C.\> ICID(.'\.h1nl to '-4t , t~c. rt.wlt bta­
~ t.o &.e:"QSG t.:· .. ~bor ~·ps:q . t:C. 8V..)6o.•"-" t.:..o::.t t~.c. aianon at.Y47 
pa.rtl.Nl:lr~ t..,.. fooC. a."l4 OO:""JICLQ)' ~ a1W:.t.1on . It t..'x. aitlst.:..OD 
"~ not. 11;prov44, ;.t. co.s eltor c..~t \,.. '-~ act. rt.ducc-L wohl&• or 
both t.ln. and. tUDp'kn. 

l tr. Pcrl:::iJu dso point« oct hot. llin... ouncra t--ao G.wr~: ot t.h4 tact 
t.hot. 1n notu:l tioc.s it t:aa pooa1blc. \.0 produeu tin ~K>ri ct caplJ' 1n 
l.hc. }'nr t.rst. Undoubtod]Jt llln<o 01. n ... r• \Xtrt. C!frnid of tuah lcbor ao•t.• . 
llo ~l"~M· thc.ro lld.eht. 4, ~ p01nt in Uw.. llnitd. S..at.-co wb11cL.a1na food 
and in J'fJlc.ting rood pri~• to '11.8<.1 . 

l tr. 1\o~~(>.foUc:r st.Qt.ct: t.:(l.t in Oct.ob4..r of 1941 n nint- mn ni.oa1on ~d. 
bc. ... n o~.ont. t.o hO>livin. \1"1Clt. Xi.U1on' 1 J'<.port indico.t.t.d Ulo.t. loo<i 
vnlut4 at. :u'O\U'Id C-6, 000, 000 t!AI iq>ar1.1..d into aollvi.o. nncl roo0l':IM.nd.t4 
o.n inct<.c.~<. 1n (,oal(,.otl.C food produ.ot1on . ln Jul,y 1-:1.,2 rc:pr...ec.nt.o.ti<r~.ol 
of I.J I(. CooM.1ncto:r-1 s O!'tic~o lnL c.pin t\ooo=tnd<-4 tJ.c.t. st4po by t4lcun 
~ 1nc:J UL84> ~COI..ltJ.C food produr-tion. IRl:t."t'tr, in t.hN. l4t.t.c..r pc.rt. of 
l<'a rq•ort.a troc the J.a:.riccn ~~or 1ndie:1tc.d t.ho.t t.:L food ait.­
ue.t.~on l:l8 eo.ti:::.tce~m7. 

l!r . HcdctoU~ ~ tbc ncc ... ••ii.r of an etet.!on progrma tor in­
cr...uinc toed produ.;t.ioc. H.. atctc4 t.ho.t. t.:x:t Bollvi.cln n._.yc;.l,oJ*.o"l1. 
Corporo.t.ioa hns c.bc !\&nell t.o do tho JOb. lie thought th:l.t t.\.'o at.ope 
a1&ht. bo t.clc:on; firat , tl/1 et.t.CIIpt. to cc.t food produet.icm atcrt.«t w.Sar 
tho ~volopmont Corporct.ion nnd ec.oODI.:l.l:, ho.vc. n cd38ion atud:r t.hc. 
14bot lituot.ion. · 

In t'tllponq;o to n q\l4:st1on by Ill". Knox, I~. Clnyton ::acid \1.0 Bol1 vietn 
D¢-volo,_mt Corporo.Uon tunda oa.nc. f'r'o111 t..ho l:ixport.-lmport. Bo.nk Gnd. 

tbat R4oonatn:tct1cm Fi.rv:lncc. Corpo1"4t.1on cont.r-oll<.d. a.:~ lona at tho 
loo.n \JOe out.a~, cxpcrdtt.\ll"C.I ~ ~Jo:ct to M.cot)lt.r•c\.101'1 l'i· 
ncncc. Corporntion epprovU. 

.... P<.rkiDI stct.od t.h:kt 1M:rca.IICCl QCI"ie\al~ureJ. prod.uct..icD \rt G 1onCU 
t.c:ro. procto.a GOd it \.'0 \Xll'C to '"' ~d t.1D ~Uon, it wuld 
b<. n<.C<.UIU"J' t.o ~c diet \'tl.l noc:~a.J')' at tt-.i.s t.iDc, U U-010 

ttcpe in'f'Ol'IC!d bc:t.t<.r ll'liftc att.ndcu-'da, t.U prop....r st.c.po 1hould b<; 
tAll on. 

Hr . Rooko:tolle- ISQJ.d. t.Mt hl• o!tioc.. \UI prcJICU"od \!'ith it>~ h(..o.).th, IICIILi· 
t.o.tlon, JGtc.ty, end d.iaooao control pro(,Tne l:hic:h could be. -.x-t.t.nC:c;d t.o 

4 

) (• 

~o nco Prui\knt aQrln nuKd \he quut.ioa u to t.::K. ~ t...._., 
tmt 1t orkc.ra vcrc. too wll pUd t.bc.: ucu.lAtrl'~ &o c.rq wri:. Ur. Jocc.• 
1.n41CCLt<4 t.mt tho tbQcry uae FO~blt t!K. IUO ea 'lrlt."- cw SwUK.ra • 

nUCJ'(!Ui o 

t~ . Rock<.t.._Uor eta. ted t.bct 1t tbc problUD t.ma tbo.t of utillai."'l food 10 
41 t.o aCt.. inor<.eae;d pro<b:tlon, pou.ibl:r tho IIC.rving of hmcbl..• c~ tht. 
m.n~,~s mi3ht. be. conaidcr od. 

~. \ h1Wl otc.tod. that ho t.l:¢'1.\Qht t.ho nhol' probl<.G \l'M ouch bro:.d\.t, 

o.nd rofC;rrod '1..0 t.ho Vice Prca14cnt1t ltc.l.<iQCnt. l.c point ed out ttnt ~ 
\:ho,tc.vcr harpt.n.l in Boll vic 11 und.oubtodl)' coinS to bo kno'.:n in ot.hu' 
:lJ'!,.O.J . U t.bo a!tuo.tion vw-c bcd11 bcndlo4 in Bohrl.o, U.o Un1t44 
St.at.a \Wl4 'eM. tu:.ld rc;.spondblc Q.nd o.ct.1on t.l'lt..rc '---oul.d. be tok'-"l e.• Ul 
i,.JCI)J'c:laion ot t.t\0 tlnitod SUt411 c.tttt.utc. t.o'.lllr( kbo:r. Il r.c p...raitt.<;.d 
b14 lAbor ooo41UOft8 \o cont.!ml~ hi i:oll-d.c., '-"' '-wld be. JX.Z!d.U·"'- o 
U.illl t1hich uo \ 'CJ'C: not. Rbtcribinc to publlcl:r. ~ ~k.cr• 
1 '0\ll.Q rcJio t.bo ~cation C8 to t.11tlt. \.'0 \IU'CI r~.a tor. hrktn in 
Bollvb o.ppGrCint.~ cere.. caklng !or t.H 1tpt. t.o OJ'I'>~..U. It tr.l ll1l 
thouahf. t.b:Lt 4n1 report t!";Qt me mt'c •~4 ~ el\.Gl"l.J' d':~ toM 
Un1t.c4 8t4t.eo Ot.Mda vlth rotW'cnec. \0 ccncn:U aocial ed~cta. 

Tho Vico Prc:e14ent t.houe:ht t.lnt ttr. \ 'hit"' ' point lnd aait , 1'hc. United 
SUI.i(:• ohould o.tt~pt to ace thO.t J\1etlc~.~ \11'-'.o obt.ninod, so faT ae it. \101 

potdblo \llthout at.irring up intoM'I.'ll &ol1v14n otfairo. lb\rovcr , it 
BoliviA 11 o.oking for Unit t.d Stc.t.u oooptra.tion, thon 1t mul4 a~X~~~ 
t.t..ro trould be no dift1culty in tCLkinc tct.ion. 

1:r. \ihit.o t.hOUCbt. tho co=dt.t.oo ahoul4 b:r'lna out. the. rncts of t.i.o au .• 
uctlon cl~.C~.J")1 o.nd etc ted that it t hou J ' port 1n41e:1tod :1 llb<.rt-1 . ll<bor 

poU07 on tho part of t.bo Un1t.ed St..t.tcl it. \o'Wld ~ !n'lv C 

coocl c.t!4ct. vit.bi.D t..ho l!nitcd. St.c.t." cleo. 

Tbo Vico P:r-c.tidC%\t. &;J.id alao th:.t. 1a t.ho OCJ"'J'UJIOOI!c:neo ddcb bo teA· 

r~viwod. it u:ta 1ndlcot,t4 t.bct one or tho rt:xiCCU!l lt'.bo:r ~·· nouthc. 
the C.'t.A. hocld , LcMbordo T6lcdMo1 ted in41Cdtod hie «tn«Tn O'Mr 

Bol1v1cn a1t\lllt1on. 

Mr. Jont.a e\4tcd thllt he. thou:fht t.he coccit.t.oc. i •:l.4 be.: :'""~ !"t-!t.ift.. 
otruot.iona to tho col!lilitt.oc ohould bCI clltor. ltn:cG~ tho f (;(lc.rd 

rGpro•entativca of Stnto, Coordinn~~' o ofti~<. t.f r:etG very quickly 
Dw-co.u ot lnvtrtiez:!.tion ahoul4 be "- " to cc . to turt~a thet it 1 t 
prior t.o tho tending of nny miaal.on. Hr.. ~r!a!W prior. t.o tlKI dcopcrt· 
vcrc. poa1 1blo t.o accuro a fdr l't.Qt.ca.n~~~ b¢ :a.• ·poaition w tn-
Uf'O or GZ\7 aiuioo, tho tdaaiot'\ a.S&bt t~ 0. 

atitut.cl ou-to.in actio::.s wbilo in !loU viA • 
• , . Uoa. 1.1'1 pohlt daec S! 

~. Pald.M Wd be ~t. ~ • Jor.u alii...., t at&ht be go~U>l" 
tho p:ropt..r poop1G \.'Cl"' .c~c.ctod for tho ld-.lca~eioc iz;t'll,Jkd. r<:~ 
to ~eeu:ro a.otion e.t. once . 7o:r c.~lo, ~ \her tl'\::etlcc tin;.~ Corflo­
ootn.t.ct..l.,OI ot U" CoordinCI.tor'• o! ~ S ceca thc.n t a:lcht be pt»o 
o~tion, 8o(U"d bt l.ecnocic L<U"fCJ"Ct ••- \4~• .,:rc:r' th4 tdt~ion 
aibl" to ho,.vl) t.ho•c;. ogcnoi ... s av.:rt cc ...... n ,... - .... -
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M.d. ..St. U.a eoapl ... to r-~.porl. . He J)Oint<.d ou.1. e&Oin t.b=.t. t-ho t.~lc. 1n 
Boll"ISA \0' o.lJI;)IIIt. ct.rt.a.i.ft \.0 IJZ'UU\ ~ub""- 1n tJ_.c; Sout.hc.m HA1a­

plllloi'C.o 

""· Jona ~ &~wl thct ht t.~t- it g;:,a o. f o.ir.IJ' Ck.Ucct.~ CS.t\10..• 
t1on and b.. thougtt the r c.dc.ral llw''-4\l or hr«stizr;:.t.ion oucht. to inYoet.i­
sntc. Tho Vteo Prc.sidcnt. at.o.t~ t hot ho t.~ t t~t it th' rt4"ro.l. 
llw'to.u or Invo:tU.gnti on 1.nvc.•t.i !fAto4 it llli:Jbt. possibly f1n4 tho.t. IOOC.body 
oonn04:t.od tl'! th tho at.rilu .• be.d tl'lo 1~C4 tlf a. Boll;.'iA.t rt".volut.:_on . t hilo 
OOIIII.Ithin& or tba\. sort llisht bo <liecov"rocS dn t hl. pci.J"t of a. P<oTIOn or 
t.vo, b<. thought tMt und.oubtc.dl)' t.h1,. r i.Al o:tuso or the. etrilco uno livina 
oont1t.iona. 

lr. F .. ia stated that h<t t.hoU&hi. t.hnt. t i 140 lU3 til l"Gdl l¢bor problColll t 

t.~t \!Moubt.odl.y UK.ro ooult ~ 100... l.tlprovw:~c.."\t in oonc:.itionl • • liot;­
t.•~, hu po1nt.Q4 out Uc\. t.t...l" ccr .. bvolv<:O prl.t:';ll'ily four ~<.t.. or 
ai."'.illc l.n\.Gr(;I:U ~ 8Uii~lt.r.4 t.bc.t c:.n a.U.a;pt. bG md.:.. to bQv(. c. -.c.tJ..nc 
vUJa \bo. ~~t.o.tlyc.l ot 0..." tour P'O'"P' tor t he. ~o of IOCUZ'inc 
U..lr OOGP'f'At-iotl . U tb<..ir ooopu'CltlOC CQUl,d be. s.:.c:urod, tbl.. O!c.nc..l 
ot t.llc. td.tsi«l bci.n& sue~••.tUl 1o;ould tx. 1apov .. d . iic. '-hou8ht. tbtn. un. 
no quc.a tloo thot BoUTicn a1nce C<.OtJ'fll.l.r t;c..rt. b:igh-co•t. a1nc-1 o.nd tho 
on.l¥ f(.C.M)D t.io bed bcot.o Jdn.;.d in U.. ptlt. co.a bc.co.two tbo pr-1«. ot t.1n 
1\Qd. bt.u1 mint.:Uncd unc!<..r nn 1nt.crnc.t.1onol t.1n ngrc.c;CUlt . 

Tho Vloo PrcaidCin~ GUMc;:at-<.4 tlnt t he lnlu1on aight wbnd.t c r'-''POI't. 
covo.rins t'l.'o phnuc:~ . Firat., t.hoeo to.ct.ora \lhiob might r ooult i n inoo 
cr~.oC.oiA tin produetiqn nt. once. o.nd o~o.cond those £c.ot0l's nhloh might. in~ 
volvo A lOI'l,JU' U r:.c. coqnomlc FOI"'-111 po.aeibly includina narloult.Urcl ) 
produouon. 

It. \ua pointf.Ai out. \.:Ot t tx. a1 .. 1on •hou.ld L.mudet rt.)l1"'11(..ft\4t.iv<.• o1 
W...t..o.l• ~nc., S~t..._ , Bo.V'd ot i.oonoaic \ (),T!::.r<,.. Q.nd t.ho Coord1M~r• a 

ottieo 10 t.~t. d.cs!r&blL ~etJ.on~ ~ bt. 1nst1tcttd et. one..., l".lld abould 
rll.10 Ue~" sp...culiat.a m ~~ lc:.bcr, QDd cgrieulturc. 

..-. j.cbc.aoo .tr..t.«. t.bc.t. ec.. -..;.Unp Md bcc..A b ... ld \."ith t·tr ... Xlf\OO to 
o. .s. .. l oo, ~ t«ot. he.. 1·o\\l.d unckrtcJ e t.o c:omot.nc. the.. c.cc.nc1u 1ho-
volvc.4 tor t.r.e purf!OS' or c.lq)C41t.1n:r Aet..lon. • 

-'7 Qg)]pr Hplgpsc: 

I The; Vlco Pr'aidcnt at.nt cd t1..ot. nt t.IICJ l:tet lfltut.ing it \ ro.D cl.oo.t.dc.4, t.o c.etablisb 
b. oomrdt.t0t1 to r oVl.ert: c.nd r coomond covunr.:...ntAl policy on tl'"' dollar 
rodt i on or the ..BrJ.t :.sh L.ap.t.rc. Qnc\ rcltltc;d preble=. After t.hel rM.c.t.lng 
tw h::W fowxl tbc.t t.~o Tro!li UI')' l:k.J)IU"\.Illtnt bc.d ccl.lcd A ....c..tina tor t.h.o 
tol.lo\IJ..rli 4o¥ -and it. a.p.~ t.;..1-u a.blo t.o I!IOdli'y t ho Bc:lar4 oor.itt.uc. 
1n viw ot \b).\ tc.ot. Tblo t.cehnicol w~comittoc. bed 'bol.l.n r~n•Utu.toa 
tor t.ho dollnr at.u4J \11t.b Ur. , b1 t..o na Cboiraon nnd Utc.ro Q:.ll o1ao Q 

.oot..t..iat ol ~ coblnci\. ortiocr1 \.."1 t.b 1)-• Stctt.iniu..:J cn4 t,.bo. Vico 
Prfie1dt..at. t.o look at ~ act.t....r holt o broGd a~po1nt.. 

tho Vico Proaidcnt t hen .ulcol Uct ~ !r. r h1t.c. f'nla. br1etl1 * report. 
·ot tbc. c:o.d.tt.cc on (.olJ.u' bc.lAncu, Ill" . l blti.o :-wor-tcd t.Mt. tho .ub- _ ,\ 

oocraitt.oo b:l.d d.1rcctcd ita o.t.tontion 1.0 t.hrco q!1Ut.lon.a f'il'ot .., 
crit.w14 tor ck.tond.n:l.n& ttc l c;v"'l Qt. ub!cb rinltcxl ~oa &:~u!r 

6 

• 

bcl4nOOI lhould bo held. The •ub.eoaait.t.'-4 ln6 r~o.oot:;;::;K._.,.,o4 t..:c. t. thoa.o 
bAlADCCI ahou.ld bo hc.ld ..... , bc.To bc;t.\o·oc.a (.600, CXICI :md :,.) ,(0)

1
000, 

1coon4, t.'KI 1~ at l:b1ch t.bo South .f.h icon dol.l.'U' bcl.laDoc. ... ~ be 
bC-14. Tl:10 wb-co:cl.tt(l(.. dct.and.nt.d t.b)t. U"A. SouU Atrlco~ doll.c.r t:clc.nou 
"U'Co ~ro Unn cdcqooto ot. tbc llf"Mat U.r.J~. ~ ~:a:k.d nad1nl oe-­
tlon . Thir4, vbctbcr too Erltilb ll:lfiro dol..l.::&r po~n.Uor. •bwld be ('CQ­

aid~rtld u a. lin,clo unit , ord.t.t ir.c Cc.Mdo.. 'hi.Q eoa.itt«. b:.d rccorn.ndc.d 
t.ho. t. Sout.h. Atrica., .lustrnli& , and N'cv Zc;alo.nd, oa \:ell aa ~dQ ~ con-. 
t!d.c.r(;d ecpn.ro.t.ol)' a nd thot t he. rc•t ot tho llri.t.iah Ez:pin:. be tt.k"n AI 
n. unit., \11th Q r caorva tion vitb rct(;r(;nco to lnd.i.A, t ho .lnd.1.on •itue~ 
t.ion Mv1ng cartain polit.icttl tllp<;Ct.o . Tho lr.&Ao qucotion M.d. U~ro· 
tor <- 'bo<.n roro.rr o<l t.o Stat o ror oone14c.rot1on \d.th r cpNS(.nt.(l.tiv"t ot 
the.~ Drit.!.lh OovornoOnt.. l!a· . 'fib1~ 1fl41ontCAl thl\t. colord.~o.s r:CII'o not. to 
b(; l!l.1tttii\IU111u,d f'rom 1.ho Br1t.bh h.mpirt~ . h~.< oleo otatod tho.t tho fi_ .. 

nol c1c.c11ion uwld bo uc.dc b)' \.ho oc.blnc.t oo.d.t.""" '~c:h roeS not. 7"''­
oi..anod Uo.u r~port. 

,_.. C).c.y\.on ~id ho \i:Ul conOCJ"n<o4 OYuo "'" rv-c:~~ '\.11ld! t.:X.. r r.1u.ct 
.:.:.atc.o \11.1 ~ 1n t.!J.. Rrtt.!a~ l.a:plr... . W\. y .... -.J tc.:"" ~~~ UKt 
r.~tntct.icn Jo"in;mc,_ CorporoUon tc4 pc-eMud £0Qda 1D L-:c. BriUa.'l 
&.a~pl.ro uount.in& to QJ'"'CU'M! ~.ooo,ooo. He. t"tclt.c.d. t!Gt. ~ qw.$t1oc 
or ~nt. FOliCT l..'Ocl.d be n11cd '""" S.t bc.eoa ~\. ~ .....,t. uo 
\o<lr<. ll\IPJ'>~r\6 t.h4; Brit.!ah Erzr1:C rlt.h mtc..ric..b unckr Lc.n4 Ue.a<. end 
a \. t.tw to.llko time. pnyinS e;:~.ah tor thl.. produot.a bC1tl6 purol:x;.s~ rr. t.be 

:.r-.pi.ro . 

:tr. 1 h1t4J et.o.t.od. thlt tho sub-codt.tC~~.. rocoNi<.n .o.ttoru~ eovw-cd the 
point Ta.bod by J!r . ClAyton nod 1'\lao inolud.c.d r<.co.llftl.!'ldclt.ior.s 1u1 t..o 
t.hv nt11pt1 t.~t :dght bu toke:\ 1ft t ho ... vont tMt bnltmcx.:o bcc:::lllO hishw' 
t.lw\ "thole.. oto.t<A . Those at<.pl uc.r o r~oocluot.1on in 1.400 Ltcl.sc. cxporta, 
p:rOCW"c..::a..nt or wpplics .:l.B roClrf'O<=l aid, :m1 rcedpt or-sturl.in: ru~ 
rc.d Jn"' OCll c1d. 

~. Ac~aon del he ~crst.ood t.t-.c.\. tbc. poli¢1 UUJ t~.:tt lL::d Lc.e.a\ 
a.u.ld bo kqtt. •'"it.hln t..:x. li&lta l\4to4 br t. ~ ~t.U..... ~"''d. W,t. ~~ 
queet.1on ot bof· ~ut.:.:o"ta .. ~~be.. rr.4.. -e• kit opc.n. 

I.lr lhi"t..4.. 1 ta.t.c.d thct lot ·..aa un4U"ttood W.t. t• '- oc;adttc.o;. rccorn.nl!c. .. 
t!.~nD r~r" m.do unt:cr pn.o .... nt concbt.ion.a Gn4 t.!IAt i t td&J<t tx. po.ae!blt 
t.hat. tho 11\uc.tion t 'Ould c~c. l\l!tic1 ~ontl.r to \ll,l"f:.\ll't fca.t;on 
of t h1,1 Uaite propoood . tb\rO'f'cr, Clll t.1<1 g(.C)b(d"l Md c.grt(. on t,; c,. 

00:\0luaiona ot tho cer:oi tt¢<Co 

Ur. Clo.yt.on 1tnt.od tho.t some. oth(;r lfii.Anl of i ncreasing c1ou..e; be'·~~ 
uhoul4 bo dovc.lopc.4 ro.t ber thtl.n our rx·.)'ine t or nrtlol4D pu.rc.1011<. 

\.b(l ~o. 

ln \.hh c.onn(ICt.ioc, tx. lnoUcnb<.rl ato.t.c.d ~\lO~~bc.~C\11\. 
\lU"C. ~'0 1 t.<lDI t.b~ p.!T-c:~c or \.'hiob on a CIO.I 

L...o.Ut- \.13..1 4J.tcU~ ~ it U::.J 
The qu.c eUOft ot Brl\.U h sc.eurit)' ....,__..,o bt-1.l. ... lt'.J"&'. JU\. 
cL.."f'Olopod tt¥1\. Rt.ooostrvct.ioo finMC(I' CorpOtGt.i~-·4~~ n:c. ~, .... 
or IUOh bold.i.Dct 

1 
'\o1lie!:, ho\.'C'KJ' t tr..d ftl)\. bc.oD ~ .... c.n3\-~ 

t.ion or torcod UqW.tetion o! auch ho~ \011 no.. • 
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QuonUgpe gt,hq tJs J&n4 l+l'& • 

Jt ~ .lDdJ.cct.cd tbc.t c ~ ot quut.iooa ndM4 nt t.l"" lut lk4Unc 

M4 001. f'\.\ bt.ul o.m\..-cro4. l!rr. C<f1 bed !IJ68ut.u.i that ~Q'107 r~pruc.n~ 
Uwc.• bo &..1ip:U:d t.o ~rk on cc.r-t.dn quc.atJ.ona not ccn.:s14c.n4 b)' t.h(. 

\.cochniecU eub-coaittoc. hcc.dt.d b7 i.lr . \ hitc.. lt. \..";11 the. CONIOI\Iua t.h=t 
tlr. Cor' • 8\lb-eocmitto.. td~ht t-c.U cttnck euch problwo 011 the. •Cl'it~ 
tol' Ud.na Cash Rd:~but aoblo Lond 1..1..4ac.," ~ub"idy Policy on Fenian 
Pw-ellUI.I t~.I'Jd Du\'clopoc.nt. • 

It vna rc.oognir.od that thu oub--doMitt.oc. bca.d ... c1 bo; 1~. Coy niaht. vioh 
to n1lt tor f\u't.h...r 1nat.ruct1on1 01 t.o the. Cit1ld \Thich it noa t.o oovw. 

~14 roua in lAtin J..,s.riAAt 

! At Ill'. J.ockt.!c.llt.r1a ~nlon t..~ Vloo Prtaidcnt raiM t.~ quc..1i1on 
or poll.OJ tita r~tu(.llQQ to t.bc.. .:u,..nt. 0: auppl.i(,a !'or sold 111n1rtc in 
tct.1.ft Aa...ri.eo.. 

J~. hoctd'dl""" stAted tlnt t."-.o Coo~t.o•'• om~ ~hod Uk. lAtOf"C-· 
Uon .o \tot it coWcl wt.lift\. plo.M !or it.a \.ork, ~Uon:S.nc ~h.~ 
epccitictU.l,r, stctJ.na: ttct 1t no cold a1n1ne "l~pcocnt vcr" a:Uppc.d 
t'ro• th~ Unit~ St4t<.o t.o :ac:nrOJW' tb....ro \10\..ld be. c. ac.rioua gaplo)'D(ltlt 
pl"'blt.-.. 

14·. Porklnu at.atc.d tlnt t ho Bocu·d or t..eonooic '· crto.rc• s r".t'Utudu on t.IUo 
qut..at.lon \fn• clc.u--gold ll'lininc \lUI uoc.lc.a:J u:oda \JAr eond.1t.1one . lkn:­
c..vu-, ho w.icrut.ood thnt lr. c..ll"~.D in ttK. cnac. of Nioe.l"C..fi'UI\ had 1nd1-
0..,t.t.d t.bnt gold ~ LqU.irnac.nt. ahoulcl be. alJ.l'fl'l.d !or. politlool 
t"(.."'IOt\J 0 

Ltr. l hit c.. ate1-td thr:!t it t:'la h1o uno'c..ra~ t.:~t. rar Product.ion 
~· · poli.ey ~quite; cl...:l.r-·r.o cold~ t.qllipa!it wa t.o be. t\.n\. 
cxc"p\. oa ahlpa...nt.s u1sh1- b.. diot.o.\c...d b7 coa.l-.rotl.ooa ot.. .. c.r \ho: U.ou 
im'olwin; c:n.Ueol ltl':.t.c..r.Lda.!l.o-'ld &b.!Pf=inl• 

'It. bctt. la.icl tbnt. hr fr.oeo.action &ocud Mt n.c:d.~ c lc.t\.l.t' !r011 t.l"\4. 
Sto.~ D..~t t:bich a.ccorcU:tc to .bia rc.ccll<.ction r...quc.atc.d tar 
Pl'od\&Ction Soard t.O b<. guidul in 1t.1 COld policy a.a toll011o: tor 
l.ondwao, bold tbc. prc..8<.nt 11..'1141; tor Sout~. Ar:ricn, out clovn• tor 
tlouth AII'M.I'icn, ol.iJ:dMto, cxc,pt tor Colenb1G and l:t~. 

In l'(llponac. ton qut.otion. b)' 1~ . Pa1.t.c...raon e.n to ·.:bo r:rJ:~..~ t.!1c.. d41-
o1dona ne t.o t.Xl>Ot-tc.tlon of sold Qi.n1na c.qui~nt. n."W. 1ctc.rioll, 
fir. J\ir)r,;il'LI uta. tOO t.het tbo Boc.rd or &oononie : o.rro.r-. hnnd.lc.a t.lu.,. 
110\.nlina of gold cl:rl.QC c;qui))lll..n\. W1C.W" ooi:I.":N.re1.el :ah1px.nta, tMt. 
\he~ 8o:u'd or Econome ' o.r1CLrc. DI.U\. 1n turn &<..CLr'\.. cr.tt.;.ca.l or 
1\.rct.ccic mtcrl.c.l; for lMJJ ~ troa t:c.r ProduotiOtt SocK 

1 
end 

ttc\. polit.!col CCIIlSid.Cl"tlt!ont imooh';,.cS \.OUl4 orisi=t4 •"lt."l S\e.t-<.. 

UF'Oft \be;. ~VC~c..cst1oa ot t!:.c Vioc Pr ... aJ.4'-ftt. tb::t.t. 0 x.pc:rt. b..~ p:-o­
~ tor tU next a...rtlna, .~ . Pc..rt:ln.a We! tbctt. be tlOUld mlco 
l~lJ a. rt.lport. but he. dr01.: ettUI.Uon to t.IIG ta.ct. t.ba.t ouo~ r'port M4 
bcoon Dl'l.4o to tho Bc¢J'd ·.:it.h rotu,nc ... to Sout..": Urlcn, action dc.cid«< 

8 

) 1 ' 

_, (t 

ll:r. Sctt tt.c\o4 ~let data. 1n t.hG hcMa ot tho Co=bin<d F."!l!' n~tcriell 
!!lo:lrd 1ndi1011t4 thct. i.mpcrtation.a ot bauxite 1ron. tho Cu1:ltl:1a \.'OU.ld 
p:robtl.bl)- «on1c.. 1n l t)4). Up to the p:rce.cnt U.& \:Ci I'~ bc.an brin(ins 
1.n 250, 000 too 300,000 tona per month. tb:cva, lnr Pr«Nction Boc.rcl 
hc.d b60n o. ttcmpt.J.na to ee.kc; the Unit.t.d Stet.co indc.pcncknt of 1Dport4t1ona 
n.nd or1S1Mll,y it hcd b«.n nnt.lcipatod tht\ t. t.ho Unit<:d St.o.tc.a :.rould be 
on n tiOlt-IJ\!!Cicit..nt bnsie in Junt~ or Ju.}¥ or 194). It :o.lso .c.p~t.va 
1.11\t bawd. to ou.ppl1c..a in Jom.ioc nt~u o!tu a poaaib1l1ty \lit~ eh1PJ•1nc 
dJ at..c.ncvo nov being grD:ltl,y 1n 1t..t to.vcr. It vao his Wormticm tMt 
\hC; CanadiAnl vcro ron<!y to bccin Opl.f'.Gt.ion• 1n Jnmieo. lncUc:ct:.on• 
tU' thot tbo Un1\.tcl St.at..ca mia:ht. S\-'L AI ~cb Ql G llill.ion toM A 7t.U' 
r,.. t.tiCLt IOUr'Oc.. 

Jl. h f.iCIQtocl \h~t bt l:cd Dro .. •'lUonc4 thll C\t.u" to t.JC. Brlt!.e.."l 1 1\ 
rtlot.od to \.h(l, lb-1\.1111 Guiom tc.rnt.or)'. 

Hr , Bntt e\4\.cc! tbc.t ):(,; \.CO brlnc1nl it \lP in Boar4 p.:r~oq ~• c 
n1ttc..r ot Wonntion .. 

Th' mc.~tlns c~Journod et 12:1S ~.c. 

? 
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TREASURY DEPARTMENT 

INTER Ol'l"'CE COMMUNICATION 

o•T•December 31 ,1942 

To Secretary Morgenthau 

••o" Ferdinand Kuhn, Jr. 

Her e is • copy of my telegram authorizing 
Mr . Murray to go ahead with the Treasury Star 
Parade recordings last Januory. 

:? K · 

Attachment 

• . . 

Regraded Unclassified



TELEGRAM 
OFFICIAL BUIIN-.--NioUENT RATa 

Vr. Wil11aa Murr&J, 
338 Eaat ftfth Street, 
Ne• York Cit7. 

--193 

TREAsuRY DEPAIITMEHT 
......... Oi>C 

c:.tMec ~ DvMntwr, ~TDf ,.. 

O.tenae SaTinga - Expeneea ot Loena 

Jenuar1 16, 1942 

TALXED WITH VIliCE WHO IS EliTHUSUSTIC ABOOT YOUR IDEAS. ~· • 
DELIGHTED IF YOU WILL TllE FULL RESFOIISIBILITY FOR '!'IiESE 
PROPOSED TRAliSCRIPTIOKS. BEST REGARDS. 

Ferd~ luhn, Jr. 

FK/ cgk 

' 

I • Regraded Unclassified



TO 

TREASU RY DEPARTMENT 

INTE .. OFl'ICE COMMUNICATION 

OAT&December 31 , 1942 
Secretary Morgenthau 

Ferdinand Kuhn, Jr. 

Here is Mr. Tickton's chart on the relative 
popularity of Mr. Bacher' s Camel Caravan and other 
leading one-hour raaio shows . There was no Camel 
show before Mr . Bacher began it in July, so this 
char t does not go ahead of that date. 

f. /c . 

A tte.chl'lent 

• 

• . . 

Regraded Unclassified
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HOOPER RATINGS OF LEADING ONE HOUR RADIO PROGRAMS 
July- December 1942 
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DECEMBER 10 17 2 4 31 • 13 20 27 3 
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TREASURY DEPARTMENT 

INTER Ol"l''CII: COMMUNICA TION 

OATil 

to Nre. nou Doc. 31 , 1942 

I u attaching a 11emoranclW11 to the Secreta.r1 &nd • c.arbon CO'Pi" of 
•Touro !or Victory•. !bit bulletin will be printed in gravure 
and illuotrated and will be diotributo4 to about ~ aill1on Jun!or 
blch ocbool and bigh t ehccl otudonto ~•rolled ic tbe Jaortcan 
J~lor Rod Crooo • 

• 

> 

• , 

196 
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EXECUTIVE OFFICE OF THE PRESIDENT 

BUREAU OF THE BUDGET 

WASHINGTON., O. C. 

Declllllber 31, 1942 

• '!otY dear Wr. Secret.aeys 

I t1ncl that I have not aekn.,.1edsed 

receipt of the reeord of the eons written 

Treaallll')' in connect.l.on 111 th the 'liar Bond 

cupaian . I apprecia~ the record .,..,. 1111ch . 

The children ~ it trequentl,y and get a 

great dHl of enjOJMllt out of it. 

Beet wiehee tor a good n.., year. 

The Konoreble 

~ •Tbe Secret.all')' ot the Treaeurr 
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DIO n lMa 

Dear Kr, Wa\1,.1 

l liMe 70IU' lo\\er ot IIMoa'Mr al, 11142, a41'1oi.IIC 
~• rou are r.tuA1ac ~ prloo ot ·~ &eooabl1•• tor 
11a1\e4 1\e\eo 8&1'111Co :loado troa ... DO \o $1. ?J por ~ .. , 
aa4 alii U\ulliJIC a o1'14U II' l'lhM ot .300,000 oa Qlp­
... \1 all'la4J -.. 

Wo 411pl.J 11ppr10la\e \Ida nl,.,...., ae1 ·ru7 p.­

orou 110\ '1117 70IU' a ; v. ""' ~ *- U rill -~ 
uo \O lllow • n'M\aaU&l oartac 1& W&r lloa4 pro4uUoa coo\1, 
IN\ 'Mow• 1\ .. ...,., \o \Jpl~ \Joe II:1A4 of oooparaUoa ov 
Oofl..-e&\ h noolrtac tl'oa Uo llo4u\rlal laa4on 4V111C U.. 
proooa\ -14 ooatUo\. J\ 1o tbo II:1A4 ot oooporaUoa lila\ 
h 110\ha\ed. '1117 a apii'U vhUio will .. ..,.. u \llo 1'1o\o1'7. 

l llafl r oquo\14 ~ 0-'ooloaor ot \Ill 1\lUlo 
Debt •• 41\eral .. ,..."*' w ao\ w ab-..- -uoaed. $200,000 
allould. 'M 11&114114 &e a o1'14U or a nt\&&4 aa4 \0 laton 7ft 
ot 1111 41\eralaaUoa. II 11&0 alae 'Moa roq<uo\14 \o \eloo 
vlla\oflr aoUoa lo aeoo•OII'J \o rofioo\ \llo '11&1\ prloo ro4uo­

' U oa la \llo rooor41 of \llo Depart• at ud \Ill lloaoral 
Aoo..,.u"' Otttoo. 

lliiOII'olr rour•. 
(llpo4.) J, llorpll.-, lr. 

loon\II'J ot \Ill ll'lart.I'J, 

Kr, !Me. 1. ••-. Jru14oa\, 
la\on&U-.1 ... 1M•• IIMIIlaoo OorporaU•, 

15110 Ka4llft ·-· IIW Torlr:, IIY Torll. 
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CONFIDENTIAL 

( 
Ulllfill Si'l.!'ES SAVU:GS JOIIDS - S!IUIS i 224 

Co""arhon of Doco::>bor a&leo to bte vi th oalto durlng tho 
oamo number of buolneoo de¥• In lovecbor and October , 1942 

(At iooue price In tbouoando of do11aro) 

December Cumulat1Ye l~e' bv bue1neta dftYI 
D~te daily December Uovember I October December AI 

aal•• I 'Eercent ot Novembe~ 

1942 
1 $ 4 ,116 $ 4,116 $ 5 ,164 79."' 
2 4 , 4~9 s.6o5 9.?72 92.8 

~ 
10,o42 18,6h7 20,460 $ 5 ,045 91.1 
}9,690 5S,}}7 }1.309 h2,28~ 186.} 

5 t6 ,6hs 74.9S4 5},076 52.98 141.} • • • 

7 46 ,424 121,4()8 62,)26 7} ,919 194.8 
8 11,887 13}.295 96,}66 9t,49o 138,} 

9 17,857 151,152 111,002 117,077 1}6.2 
10 13,6o7 16h,759 146,494 1gl,593 112.5 
11 }8,66h 20},42} 161,929 1 9 .859 125.6 
12 17,4So 220,903 181,120 179.232 122.0 

14 52 .056 272.959 188,497 194,811 144.8 

15 15 .530 288,488 2~0 , 08~ 222,24} 125.11 
16 22,764 }11, 252 2 1,62 2}~ ,891 128.8 

17 24 ,8118 }}6,10(' 262 ,274 25 ,201 , 128.1 
18 25 .260 361,359 287,4o9 290,282 125.7 

19 l7 .907 }79,266 314,568 312,386 120.6 

21 45 . 716 424,982 327 ,418 }27 .928 129.8 

22 18,o:g 44}.o65 371,750 355.719 119.2 

;~ 16.6 459. 751 390.176 382.}}2 117.8 

18,942 478,69} 410,47} 396,1158 116.6 

26 54,198 5}2,891 429,168 4}4 ,661 124.2 

28 48 ,0}4 580,925 J;s6,1S4 445.071 127.3 

29 2}.554 6o4,479 482,8}0 467,612 125.2 

30 60,109 664.588 541,573 502,512 122.7 

of 
Dh ltlon of Rtoearcb &ad Sta tio tico. 

All flcureo are depooito with tbe troAourer of tho Uni ted Steteo on scccunt 
of procoedo of oaleo of Unit ed Statoo oavln~• bondo. Theoe f!gureo bavo been 
ttclJuotod oo the baolo of vlre report • and t horofare v111 not agree wltb tbo 
Treaaurer•t accounte. 

ne: flcuree hA.,e been row4ed to nea.reat thoutan4 and v1ll not neceaaaril.J ad4 

to totalo. 
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Date 

1 
2 

~ 
5 

7 
8 
9 

10 
11 
12 

14 
15 
16 
17 
18 
19 

21 
22 
2} 
24 

26 

2a 
29 
30 

CONFIDENTIAL 

UJUID S'l'AfiS SAVIIGS 1!0111)5 - SIRJIS r .um G COKBIDD 225 
0oii])&J'hOn Of O.co .. ber 1&100 to d&h vHb Ialii dur1D& tho 
oaao nuabor of buo1nooo daT• 1n JoYtabo• and Octobo•, 1942 

(At 1oouo price In thouoando of do11aro) 

December Octob•r 

1942 
$ 197 $ 197 $ }0} 65.~ 

2 .l~ 527 1,115 47.} 
},214 7,s46 * 2,218 41.0 

1},947 17,161 14,720 20,}22 116.6 
12,}0} 29 ,464 }1,425 24,}25 93.8 

17,522 46,986 }4,0~ }1,922 1}8.1 
2,872 49,851! 4},9 46 ,695 113.5 
9.576 59.4}4 49,}26 55.998 120.g 
,.651 65,085 58,842 59.711 uo. 

1 ,274 79.}59 64,157 74,275 12}.7 
7,1}5 86,495 71,}52 76,4}0 121.2 

15 ,430 101,924 73.989 8},857 1}7.8 
7,719 109,644 8},246 91 ,884 131. 7 
5,146 114,789 88,888 98.457 129.1 

11,654 126,44} 97.154 101,252 130.1 
6 ,466 1}2,909 1o4,487 110,052 127.2 

7.992 140,901 11},191 115,757 124.5 

1},451 154,}52 116.880 1.24,610 1}2.1 
12,077 166,429 1J1,o41 1a3.767 127.0 

8.25a 1711.682 136,7911 1 2,141 127.7 

7.85 1.82,536 145,126 146,525 125.8 

20,516 203,052 151,824 159.97} 1}}.7 

19,576 222,629 161,542 165,364 137,8 

11,179 23},807 172,o44 180,250 135·9 

22, 732 256.539 192.976 196.322 1}2.9 

All fi(uroo are doooo1to v1t b ~. Troaouror of tho United State• on account 
of proooodo of o&l~o ot United Stotoo oa•lng• bondo. Tbeoo t l gureo h&vo been 
a4Juoto4 on tho baolo of v1ro report• and therefore v111 not agree v!tb tho 
freaeur·er' 1 accOUDtt . 
hcuru ban be., rounded to noaroot t bouoand oDd v!l1 not noceuar1l7 e4d 

to totala. 

• • • 
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OFFICE OF LEND-LEASE ADMINISTRATION 
FIVU"IFiEEN 22d STREET NW. 

W ASHJNCTON, 0. C. 

Decomber )1, 1942. 

Dear Wr. Wor genthau: 

Thank ;vou very auch iodeed for r-berl..ng 
t.o aond "" so proapt.l.7 tbe state•ent concerning recent 
olvulges 1n food prices snd livina: coeta 1n t.be United 
Klfli>"dOD, Canada e.nd t he United St.at.ea. 1 bl<ve Ju.st 
r oad thJ.a ••i.tb interest, and 1 u t>""'int it on t.o 
lb- . Stettinius . 

Sincorol,y f OU.I"s 1 

(j';, .... Q. ..... .l )<....~ . 

Bernhard Knollonberg, 
Senior Deputr Ad=1n1s trat.or. 

The Honorable Henry !!orgentb&u, Jr., 
Secre t.ery of the Treaeury 1 

~tshina:ton, D. C • 
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TREASURY DEPARTMENT 227 
INT&III O I"'"'C:. COMMUNICATION 

DATa DEC s 11942 

TO 5 ,c•·~ tu•·; .. or ... entc.au 

"'o" '·' .ulolph Paul 

cl. ... l·~~s .• Cle.r·: . . ,J( r. . Loo l I>Cl't in_ l-ith t!.e .·Oroi n 
'I~ ~ ContJ•ol :1eld I. ve5tl_ctnc :;t~l'f for r.-~ro::ii:Jatel 9. 

., ~"! t.. t~ ~ llUb.l"ter . ;n ViE=•• v~ \..1e &lut•e c{· ;_tis Quties• 
.tz .. ore1_n rWlds Co'ltrol, 1·.c do :.ot Joel co:. .. ete:Jt to 

0\ldl<ute his t.oili t ; .:or r:or.: ot..er t .an t .!.t oi a field 
i "c~ti~c.toJ• . 0\lr ooservr.tio .. s to ~ate lead us to believe 
• .l:t in tnc i:westi.:,ative Iiel d r.e b L person o1 definite 
ll!.i tat ions . 

Clarl.:• s " cnoral b~.c :,!..rounu is ar. follo;·:s : :.c 11E.s 

Lo1· .. .:ul. lv , l :.v3 , and t;raduatc<l ;;it, c. deLJ•ee of i)achelor 
u1 Lt1.s i ro •• S;· r1.cuse lmi versi t~ ir l~l't . After worki r.t. in 
"' s •. ~oll b;..nk in Dundee , z.e.J 1 crl , for al•!! roxiJ.,ntelv· a year , 
l,e ente1•ed tz.c ar'"y and sel'ved overseas as a clerk in the 
c, i'ioe of tHe Jllld i tor ioJ• Lr.c ,,at• De_,urh.ent . I . ~rch 
1\1. 110 acco.!!ted a posi tiou c.s uutlitot• J:o•· tile h:1erican 
,I'd ~•·oc~ Co1.>Lli.ssion to ·,.ar,.w,J 1·.it" ''"OM ho v:orked until 

•• 1·u .. 1 ~r l\>20, ut r1hicn th.e l•c r etur .. ed to the \:nit eO. Stc.tez . 

• .J.it.""!. .. , 
;:. L1·ie1' 
.. eli ei' . 
of lh.l,. 
~:~·" for 
r .ecial 

I.e r1as tl.en eL _>lo~·e·' L. Stwulard Oil Co!:!?lm; at 
.,el. \or k , U.'ltil : l<l'Cl 1&24, \,t,en r.o ;;orke" abrOM for 
per ioO. with ti.e Caucasus _l'WlCh of tne . ear .o..ast 
\ipoa his ret;uon to the United States in tr.e S\lll!l:'.er 

t.e 1.orked for a si ort tir.e 11i. tn tne '/eterans Bureau 
about n year with be De_?r.r t ' ent o:: Justice as a 
accou.'ltant in t i'le :ankr u •. tc. ,ccour.ts 3ureau. 

Clark bec•an to M r k fo r t he it•cc;.sur, j)epartrr.ent in 
:a, l~~G , when he was hi r ed cs c.n j,ssistant Customs Attache 
c.t u salo.t•y oi' 32, 500 per yea1• 1'or sei'Vice in ierlin. In 
ovember of that year his salary VJO.S incJ•eo.sed ~o. :;;3, 000 and 

by Octo Lot• 19<:9 he bad been promo t ed to the posl hon oi' 
•,•reasury representative in Berlin ut a salerJ of ;;;t.:. , OOO. 
In 'arch 1931 he was transferred f rom erlin to the position 

• . . 
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of ,.ssistant Customs Attache in London , at which time ni s 
~cltit·. wns increased to :;;5, 800. Clark served i n London 
w1 t il October 1936, v1hen he was r et ur ned to ber lin as Treas­
ut·~ t•e pr esentati ve worki nt; under Erv:in G. J .a, , t hen 1'reasury 
;,tt"che i n i:erlin. Clar k r emained i n t his posi tion unt i l 
Septettber 1939, when be returned to the Uni t ed States and 
1-.tlS assi~;ned t o Customs work i n !iew York. In the S= er of 
1~~1 he \IllS l oaned to the neld I nvestit,ative Staff, t hen 
l.ei•~ estublisned under : r . j ay b~· Forei~.n Funds Control. 

228 

Inasmuch as Clnr k has worl.eci i n t f.e ])ureau of 
~~·to:~ since 1926, I have as~ed Gaston to pr e_ ere a r-e~oran­

dUJ. as t o Clar~ • s abilit~ , whic~.;l ~ forwarded to you 

. ,,..u, . /IJf-
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llee.U.r !U1 1Q42 

Dear Jtr. Chlalli& 

Tour tolograa of greeting wae oa. 
of tho beet Chrlet.aa pra .. Dte that 
I reoolYed, aDd I appreelate lt Yery .ach. 

Ploaaa OOIIYe1 to TOur readera iD 
Cbl .. _, aeaae o! gratltuae for the 
berole quelltl•• thaT baYa ab~a la the 
war aitlut MP •-• •--r• TMlr 
eovai' baa 'be .. aa u aaple to all t he 
world aad to all future geoerat lou. 

I abal l appraclata lt l l you wlll 
and thoa _, beat wlal1" for a Ylotorloua 
low Year. 

llr. lOMpla ChlaJ111 
~oedalde Apart.eata, 
1100 1 st ... t. "·• ·· 
.. nlJICtH1 D. C. 

FK/cgk 

Sl1111eraly • 

(8i.,.ed) a. Mo,..othao. Jr. 

/ 
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TREASURY DEPARTMENT 231 

INTER OFFICE COMMUNICATION 

DATC 

To Secretary Morgenthau 

••o" Frances McCathran 

December 31, 1942 

AFTERNOON SUMMARY OF THE WAR NEWS 
(3:00 P. M.) 

The Pacific Area 
American planes aade additional attacks on enemy instal­
lations in the Solomons, a Navy coamunique said today. 
In one attack on Vangunu leland (120 mi. northwest of 
Guadalcanal) yester day, 5 eneay barges were destroyed. 
Bui ldings and planes were also bombed in the Rekata Bay 
area of Santa Isabel leland. 

North Africa 
1. German High Command claimed their long-range bombers 

made a surprise raid on Casablanca. Allied Atlantic 
port in Morocco, causing fires which could be seen for 
mil es . 

2. Hope for an early and easy settlement of the French 
situation diminished today as De Gaulle ' s visits to 
Giraud and to this country were indefinitely postponed. 

Europe 
1. In a naval engageaent still pr ogressing "in northern 

waters" 2 Axis warships were daaaged, the British 
Admiralty announced today. 

2. Part ial figures on the American raid on Lorient. france 
Wednesday revealed that at least 19 German planes were 
downed. · 

3. With the downing of 2 Axis planes over northern France 
today, Polish pilots with the R.A.F. brought their total 
of Geraan planes destroyed to 500, the Polish Center 
or Information in New York said. They have dropped, 
too, 10,000 tone of bombs on German targets. 

• . . 
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Frances McCathran 
December 31, 1942 

HIGH-LIGHTS 0!<' 1'HE WAR NEWS 
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Russia 
1. The entire German front south and southwest of Stalin­

grad was in danger of collapse, as the Red !ray, 
advancing even faster than had the Nazis, captured 
t housands of squar e miles and drove to within 9 miles 
of Elieta (110 mi . southeast of Kotelnikovski) capi-
tal of the Kalmyk Republic. 

• . -

2. Reds smashed lines between Kotelnikoveki, the Stalingrad­
Caucaeus rai l r oad. and the Volga-Caspian Sea area. By 
occupying Semichnaya station on the Stalingr ad-Caucaeus 
railroad (15 mi . southwest of Kotelnikovski) Russians 
were within 90 miles of Salak, important juncture point 
where the Rostov rai l road JOins the Caucasus l i ne. 

3. In the Caucasus southeast of Nalchik ths Russi an armies 
drove acrose the Terek River. 

4. In the rich industrial and mi ning district of Voroshilov­
grad in the Ukraine (50 mi. west of Rostov-Moecow R.R. 
and lbO mi. southeast of Kharkov) the Russians liberated 
many inhabited districts in the northeast part . 

5. ln all these operations, heading toward Rost ov. the 
Russians took huge war spoils including tanks, heavy 
guns, rifles, cows. horses, ana even some railroad care . 

~orth Africa 
1. Giraud - General Giraud arrest ed 12 prominent french­

men to prevent attempts which he believed might be made 
to assassinate himself and American minister Robert 
Murphy. Some of the Frenchmen were accused of not 
reporting their previous knowledge of the plot to assas­
sinate Darlan. Among them were also some who had aided 
the Allies in landing in North Africa. The Bri t ish, 
who had never recognized Darlan, tacitly recognized 
Giraud by appointing Harold MacMillan to North Africa 
with the r ank of cabinet minister . 

( 
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2. Libya-Tripolitania - A long •issing Fighting French 
force !rom the Lake Chad area o! French interior Africa 
now has reached a point about 450 miles south of Tripoli 
in southern Libya. Germane admit Al lied armored patrols 
(which they claim they destroyed) are operating south of 
Tripoli indicating Montgomery is planning to outflank 
the Afrika Korpe in Tripolitania before It can reach 
Tunisia. Ground activity in the Libyan area still cen­
ters around Vadi Bei El Chebir (185 mi. from Tripoli), 
the first of the 3 dried river beds which cross the 
British line of advance. In the air the Allies shot 
down 8 German Meaeerec~itte without loss. 

3. Tunisia- American forces have driven to within 40 •ile~·. 
of the port o! Ge.bee as another preventive measure to 
keep Rommel's troops in Libya from JOining Nehring in 
Tunisia. Since the Afrika Korps would have to pass 
along the coastal road running through Gabee in order 
to reach General Nehring. capture of this port by the 
Allies would force Rommel to ei ther cut hie way through or 
make a sea escape at Tripoli. 

The Pacific Area 
1. Using light tanks, the right arm of the Allied pincer 

movement against the Jap beachhead near Buna was rolling 
the enemy back toward Gairopa Point. On the left the 
American forces expanded their wedge to control 100 
yards of the beach between Gairopa Point and Buna Mission. 

2 . Guadalcanal - The Jap poei t1on is believed hopeless, as 
American marines, soldiers, and planes pound them un­
ceasingly. Meanwhile Allied aerial patrols are on the 
constant look-out to prevent the Jape from landing rein­
forcements by sea or air. 

3. New Britain - Allied planes again damaged shipping in 
Rabaul harbor. 

4. Timor Island - Australian commandos and Dutch guerillas. 
refusing Jap demands to surrender, continued their sniping 
at the enemy, blowing up bridges, etc. 

Bur ope 
U.S. heavy bombers flew 60o miles to attack the French port 
of Lorient, Jlazi eub•arine base on the Bay of Biscay yester­
day afternoon. Hundreds o! Allied fighters also made 
sveepa over the Boulougne-Abbeville area along the Channel 
coast without encountering oppoai tion. 

-2-
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9!'HI...iH '()Sf S+lCRt.'1' 
u :;, ~~::c~r 

Q?r;.L !!o . 4'2 

COPY flO. 

Infol'llloat.ton receivod UJl to 7 A. M., Jlot. Uoce.mbor, l?~Z . 

lo'.:.Dit.:.Rr\J'Ufr..AIL Ono or H. t.l . Sut:m.nlnoa onnk u 6 ,000 t.on troop 

•r nt11l0rt 'O:Jt. of SlCll.Y on f!Otb. l.tt.acks on Sht. eln;r. No ftrt.hcr at.t.nclc.n b·.vo 

-cr. r .JporCbll on th('l out.nrd .. Qound convoy retc;rred t.n tn yoolos'Clay• a OPT:J.. 

• . -
JJLi:1 . 

.Y .G~• l'.ot.d t.nd do::t.royed soce vchlc1es, re4ehln.- ·• no:aUlon on t.hln rot;.d l5 o.ilcs 

~o·:Jt.h or ~ t.H.:.VD .• HU o.~ ndlou li"CSt.- sou'.h"CSt or "'V 'RAT). k rea of EUfJI.A'i' r-~t'Ortod 

C'\or.r or cne~. \dv·mcoo-1 armoured ratroltl r cnort.OO d 1Si:1.ng, bhutln~ nnd cener4l 

~.et.tvLty ln 11. tr1nntlv runni nr; froa tt JIOlnt 2!i m1lcu north ... north"'eut. ot' nm a. 

I W.\.~ (60 r.ttloo woot.-no~thweat of SIRTZ) to r.L OHt.UUi.HU! t.o o t.IO:tnt. J.2 mllos :;01tth 

or £!. t:H . .JJDAHI/,. 

RUCSI/.. In tho !alrldle Don nr•CIJ 1 t.hCr•1 hi'IO bonn ,,. usc 1n Russit.n 

:i·.llti'U:e, nd it. ir. i10:mi:llo th.-" t Gotonn5 . .ro ON killf rrorto.~ t.o NJfo.in .,0:110 of 

>· ,.Jf 'lPk& tiO.IS 

t :.!;.fUi! FFA·f. )Ot~ . 1.0 e::seort .. ! rort.reenere drojJpt.-d 78 l , OCIO lb. 

hl!#t ex,loalve bombo on U-boa.t. ~,."!fl= "'I L lt.lei..\:: (Wi'l..lf'l') . U ·rv hlt.G clniDLod on 

tArcot. Provlolon•l onea,y M5ut.lt.ie:; b7 hoobora ;"S, 9 , 1. . 7 OnOIIV a lrer:.ft 

crosaod :;outh coe.ct., s omo dao.:tgc to rea1tlont.W nro"i of.. r.x:-;r&t. 

f1t.iCH ,lo?.I'H J..f'fUC:.. . 21>th . bOU:S~ o t.t.uckod by :'18 honvy bomber s , 

em~, mocllum uh.od ohlp )llt. .·n~ firos at,4 .. rt.od ln doel<o. 6 Mnoooraahmlclt.o l()CJ 

raJ •roc.chod '"'O:l .., loatnf; 1 , o , 2 . 

~. c.nvmy cet.lvlty inct~.~cd on ,"C)t.h. Our f(IJ"'"brd t.roops 

•bout .1..Jk .:J. 7IDAI• ._u. eked . 

~· 26th/.17t.b. Unitoo St>I.Oa • lrcnU"t '-b~d •• IGitOY.. A 

l 

( 

Regraded Unclassified



235 

COPY bO. / .f 
!nllol! tQ.;r S...CR:.'7 
J.>. ,,.cR.r 
o~r..l. ,lo. 6 

P'ollO'I•int iB oul> .lcmont&r)' reeu.c" or oporo t..iond oven t.~ covcr l nu t.he ( 
c.o )lot December, 1942 . 

OERMANY nnd ITALY. ALr roconnt\lonanco 2,lrd ahovte<l 1\ ship ,,robobly 
G~ F Zl1'PELU~ ln noat.lns: dock at. Xlf.L rnd ::a.tOt irZ at BRtlJcll w1.th oost of hor po 
r"';!!oved. '"'' bt:tt.losh\p U.WU:O s.t 'rRIE:E"·tl: rrom Y · ~liCZ. Recent photographic rccon­
n ~h::1. nceoot Ci.:.NOA ehow hull or R..:.COLO cl.!Jeo cruiser buJ ldlnc thoro being r..dapt.ed 
~~ ~ Lrcr1ft corrlor. 

BLACK SEA . Ru&c.i an surfcco rorcon tJ..nd eutrarinoc have r e.IQrt.ed tho 
::l.n'<lnc of ;t onuy morchsn~ ships ~d one cacort ln t.ho BLACK su. • 

During tl>a week 26tll Do<:•mbcr to lst Jon®l"l 
~ne.my submflr1non , 6 o·r t.hOfiO were bcl.4t.od r"c­

por·t.o . 15 were in an outwnl'd bound convoy for Nlt.l.IC~\ In tho control north I>Tt.IJ;I'f!l~. 
1~ Lrlt.lnh, l Belgium , i rlorv:eginn f\nd 1 Dutch . /1 Drlt11Jh nn<t 1 tgyptir1n ships 
"oro 1!\ t.t.cackod orr t.ho coas t. or BRAZIL . Ono u.s . ahLt• in t.ho llort.h Atknt:.ie. Ono 
SJ)Imich ohlp r hlch has rc.u.ched ,)()r t. off t.ht~ coa.ct. or !lPAOI , and one '3r1t1sh and 
ono ~olLoh uhlp in the \'lf.S'l' ! rtDI ES arOb. . In 11ddltton t.o tho:so ono Brti.i:lh :::hip wna 
mtnOd ln hom.o 'fl'tl.t.ortl , ono Dutch s hlp 'fl'&tl dnmagod by ntrrra.t't orr tho oout.h coast 
of lli:.U GUlHt.:A 11.nd :.! British ships !>rtviously ret)Ort.od ov•rduo arc no• prooW!Ied 
loot. On• Brltlnh ehip at.l:.aci<6d on 16 Decemb<lr hAD arr1vod aa.fol,y. rhe out.ward 
A.:lot-ic~ convoy •.tul hoovil7 e:tt.acked and ta bcltevod t.o havo lost. noarly on&-t.hlrd 
or ltu co:a.,lment. agsrctpt.in.g about. 60,000 tona. 1'~ ftt.U.cic:l'l .-oro .aade ,.bon it 
no ou.t of ran,o ot boeo-bo.ud aircratt. and cont.roat. u.nlortunatol:.f • ith t.ho ox­
perl~.~;neea or 2 other convoys ~:Umt.ionocf roccntJ.t. txcludlna coWtt.or attacks by 
.l'llCort.o ot abovo convoy 2 lf'OalsL'2g at.t.Acxa b'; a.ircrett. and on-o 111 au,rfacc craft 
•cro ~portAd durlnc woek Wi.o6 JOt.h. 

2 . MILITAfiX 

.L.lm.· EnOJay movocont. wooward cont..inuiMi nzul our r•trols oaint.Uned. 
1nt.ora1tt.ont. c.ont.Aot wit-h rcurgunrd. Ra.ilway 1-orkin;: t.o Oflt.bftlot.ory capacity ae 
tar a& l'OBmiK . Tonnago handlod thl"()Us,h MiGHAZJ ar;dn 1ncrouod but resul ts SOCIO­
~h•t dependent on weather . 

~. Aot.lvi ty mainly confinod to petrolllng t~nd even thP.t. NS­
t.r1ct.od by bo;.gy ground, vohlcles bOing tdmoGt. un1~blo t.o lO&tvo roada. Main o~ ... -
t.lou wu1 utrueglo t'or DJln...L AKM:;PA roaturo uhl oh oh..U1god h1mda eovora.l timoo bo· 
t.weon 2)rd o.nd 26th whon our troo,c c.lthou.:h thon tn t.asooaolon woro "it.hdral!n r'urinc 
tho nl,,ht owing t.o enemy bo2 b&rc:bont.. Somo act.1v1t:t ulao ln oouth in euct.or hold 
by F'ro~ch who r opulaed aovom1 attAcks on PICHON Mel n.bo th(II:IJlClvoo at..t&cked oucc••••~ 
!\Illy . tat..laat.od one~ etNnsth noi\ 29 ,000 C-ormcuo Md 14 ,000 ItG.lln.ns rlth atout 
UO ar~rvlcoable C•nMn t.c.nks and 50 t tc.l1M, Jorv1cMbilicy W\known. Reinforcceent 
Jf rtrot anry c:ontlnutng ot.c:.d..il,y, evory fftort belne mado t.o laprove OUT c.c:c=unica.­
•?na, rendtroci ovtn 1!10~ lll&ldoquat.e by de.-).oreblo wOAt.hor. 

f A.C f.AST. I:()'Jt.L\ , Our ro:rward t..roopa; frn.C.ountorod «\eQ1 roslstAnce 1n 
1!.rJl.•Wte Aroe . D\_, ou=;,;-gt.b north or 1'\JC.W oot.l.Mted .. t. ono bat.t&llon. tncrcaaed 
~ nor• p!t. \rol act.tvltJ 1n CJim HILLS~ . 
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\" • .:ST!IRN FRON'r. Our nigh~ opor,.Uono on Sll\nll scale owi.nL to bod 
""""Mr . nUogethor onl y 71 aircraft opcra t.od, of which 10 over DUS::t.LOORF on 
)lotilst , roCII.lil'ldor sea mining and othar activities. Loor.cs 2 aircraft. By day 
40 oscortod U.: . Fortresses dropped 78 2,000 lb. bombs on U-boat pens LQRIENT, 
"'ny hits claimed. 

23 

• LIBYA. Weather again Nstricto<l operations. Our fighters IO&intaill_. 
roconnaiasance and offensive petrols over tho bottle arc~ and ~rovided prot~ct!on 
for shi11Jlins off tho coest. 

FRUICH clORfH AFF.ICA . In I'UliiSIA our min effort was ag:.inst enemy 
port: . Attacks nightly by aircrnft from WLTA •.nd by d!l)' by O. S. heavy bombers 
•nd once b)' ai rcraft fr.om LIBYA . 1:umbor of onoll)f nh1pa sunk or dlle3£ed in Ml'OO''' 
nnd much damage caused. 

~· German aircruft mndo iisht raido on MURUANSK. No damnge 
to shim>ine reported. Russian a ircraft usod in s up1.or t of Middle Don advance. 
In SfALINGRJ.D u·rou they cont inued to inflict hov.vy lossoa on t ransport nircrsft 
attempting to supply German Sixt h Army. 

ROloiiLLY SUR S.i.INE. l)(lylieht U.S. heevy bocbor attack 20th . Photo­
er•oha ~hOTo lerge hangar eat on fire and pertly d .. olisbed , another partly 
wrecked by noar aiss, serious damage to bor reck buildings by direct bito end bleat . 
138 crntera on landing ground . 

D<N Hc:LDid\. ~hotographs durin& da¥l1:;ht R. A. F. Ventura B-)4 o.t1.4cked 
2Jrd oho~ marked concentration in doeke , direct hits on naval barracks a nd torpo<lo 
workshopo. 

5. HOIAS S...CURI'I'Y 

Estimated civilinn casuolti oa to 6 A.IA. JOth - killed 1 , ser iously 
wounded 17. 
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DEcmtBEll 24-31, 1942 

THE WAR THIS WEEK 
The 'fliUI year lwu tvilnused a prof<1Und improve­

ment in the fortunes a•ld prospects of 1M United 
Nations. T ho War This Week is devoti.-.q the greater 
part of the currt~~l special issue to a series of critirol 
arw.lyses of 1/Jt..developTMIIIs of 1M '{HUt year alld to 
wtain probuim trends for the comi.-.q year. A general 
analytktll eummary, " The War This Year, 194t in 
Relrorpect," (btginm.-.qonpage 10),/wubunprepared 
brt a mem«r of 1M etaff of 1M Ojjia of StraUgic 
s-icu wha lwu bun ormJintUnaly concerned witll 
bolla broad alld ddiJiled aepects of Aria capa/liJitiet. 
Tlaie eummart~ ie followed brt a stria of appmdiua 
'J}repared in the Re-rch and Analysia Branch: 

APPEKDrx: I. TM &•tef'lt FI'Ont ______ ___________ _ 
II. Til• Mtdittrro~~<an From •••••••• •••• 

fJI. Tile Jlir Ojf<Nicc in U.. IVut.. .•••••• 
IV. Ot"""" &.nomic Pro1pect8 •••••••••• 
V. Th• Outlook for Rt>i.tianu in Occupi<tl 

l!Urope •••••••......... . .....••.. 
VI. ne J>acifio Front .•••••••••••••••• ••• 

VII. Th• C..P>O<p<ritv Sphm.-.........• 

Pop 
22 
29 
36 
40 

48 
62 
68 

This week, Russian offensives in the Don loop developed 
fresh vitality and may eoon imperil the whole German posi­
tion east of Rostov. The offensive southwest of Stalingrad 
captured the important supply center of Kotelnikov. The 
dtive from Boguchar baa swept around both sides of Mme-
10\-o, and from this point to the Volga, the Rostov offensive 
and the Stalingrad pincers now form a continuous front. 
Meanwhile, the Soviets have launched a new offensive in the 

1 
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Cauca.'us with the recapture of Alagir and the lifting of the 
Nazi menace to the Georgian and Ossetian Military High. 
ways. Although it is too early for prediction, this recently 
evidenced Soviet offensive power is considered to have in­
jected a new element of prime importance into tho picture of 
Allied military prospects. 

While relative quiet hilS persisted on the two North African 
fronts, the IISSnssination of Admiral Dnrlnn and his succession 
by General Giraud have been generally greeted as having 
solved a problem which WIIS becoming inOrCIISingly embarrass. 
ing for the United Nations. 

The Far Eastern theater, too, hilS been relatively inscti,•e 
during the past week, although certain indications suggest 
that the Japanese are preparing for new offensive moves. 

TM Fall of Kolelnikov 

The Soviet capture of Kotelnikov hilS further reduced the 
chances of escape for the 22 Axis divisions between the Don 
lllld tho Volga. After pushing the Nazis back from the Aksai 
River, the Rul!l!ians closed in on Kotelnikov from three sides 
before breaking through to take the town itself. It wa.s 
from this rnilhead that the Germans launched their counter­
offensive to relieve the Sixth Army entrapped to the ea.st, and 
its fall will rob the invaders of their chief remaining supply 
base within striking distance of Stalingrnd. As the Russians 
continue to broaden their bold over the l(almyk steppe area 
south of the lower Don, the German supply Jines to the west 
are likely to run increasing danger of interdiction by Red 
Army mobile attacks. To the north, with the prnctical 
fusion of the northern pincers offensive around Sta!iogrnd and 
the more recent attack directed toward Rostov, the Russians 
have further consolidated their position in the Don bend. 
The capture of Tatsinskaya on the Rostov-Stalingrad railway 
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sbout 50 miles CI\St of its junction with the Moseow-Roetov 
line suggests that the Red Army is gradually eli1ninating 
effective communication between the German forces west of 
1be Do nets and those in the Don-Volga area. 

Although the Russians have again cut the Moscow-Rostov 
railroad south of Millerovo and have penetrated to the west 
into the Ukraine, the Germans have made a strong stand at 
Millerovo itself. Even should the Red Army isolate this 
city, the enemy will probably make a determined effort to 
hold Voroshilovgrad and Kamensk-the line of the Donets, 
where two lateral railroads favor the defense. The loss of 
the Don-Volga area-although extremely damaging in pres­
tige and manpower-would be one that the Nazis might 
aeeept. The loss of the Donets and lli>stov, however, would 
threaten the enemy forces in the North CauciiSUs with an 
encirclement still more costly than that around Sta!ingrad, 
and the virtual elimination of all German gains in a year of 
unparalleled sacrifice. 

In the Cauci\Sus, the recapture of Alagir and the elimination 
of the German threat to the Georgian and Ossetian Military 
Highways has launched the fourth of the expected Soviet 
offensives. The new operation not only indicates that the 
Red Army hilS sufficient offensive power to conduct large­
sesle attacks in three sectors at once. It also suggests that 
the Soviet winter drive will not confine itself to infiltration, 
but may aim to liquidate the net German gains of 1942 (see 
Appendix I and map). The new offensive is at present 
mopping up valley towns on its way northwest toward 
Nalchik. To the north, around Morook, while rain hilS 
temporarily reduced the tempo of o~tions, the R~ns 
11ill probably soon resume the attack m an effort to pmch 
off the tip of the Cauci\SUS salient from two directio~ ~t once: 

The remaining Soviet offensive, in the Rzhev-V eliki~ Luki 
sector, hilS alone made no substantial progress. And m the 
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far north, the Germans have stepped up their bombing or 
Munnaosk, Kandalaksha, and the Munnan.sk railway. 

The N urlh Ajricon Fr()Tl/.8 

No important change has t-aken place in the situation 
00 

either of the North African fronts, according to the meager 
reports that have come from the front. 

In Tunisia heavy rains limited operations, and ground 
conditions remain boggy even though the weather has im. 
proved. The principal fighting of the week came in a series 
of severe attacks and counterattacks for control of a hill &re8 

just northeast of Medje~ el Bah. At some cost the Axis has 
now retaken the hill. Other ground operations were largely 
confined to patrols and consolidation, and to minor actions 
to the south. Allied aircraft attacked shipping and harbor 
facilities at Solll!Se and Sfa.x with success. Reports continue 
of German materiel and personnel movements southwards 
through the Alps, and events in Tunis are clearly building up 
toward the opening of large-scale fighting. 

In Tripolitania Axis forces halted in tho Bouerat el Soun 
area, apparently taking up positions in wadis running to the 
cast and southwest of the great Tauorga salt depression. 
Their supply situation is llllSUmed to be difficult and there are 
ind.ications that the enemy lacks the motor' transport to 
withdraw all his forces simultaneously. The British occupied 
Syrte on December 25, and established contact with the 
enemy. They may shortly overcome the delays occssioned 
by enemy mines and their own supply problems sufficiently 
to be ~blc to renew the attack. The Egyptian railway is in 
o~t1on to ~obruk, and the capacity of Benghazi has been 
co~dersbly mcreased. Meanwhile light British raiding 
parties have harassed the enemy's communications as far 
west as the city of Tripoli. 
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:tjtmooth of Dorlan'8 Auauination 

The death of Admiral Darlan and the designation of 
General Giraud as his successor by an imperial council that 
included Governors Doisson, Chatel, and Nogu~s. has brought 
expressions of relief from the British and the Fighting French, 
and has evoked attempts on the part of the Axis to split the 
United Nations by attributing the crime to English machina­
tions. The appointment of General Juin to succeed Giraud 
as military conunnnder in French North Africa has aroused 
little comment. (Juin is an able officer, conservative, but 
believed to be strongly anti-German, despite any "pledges" 
he may have made to the Nazis after his imprisonment in 
1940). 

In commenting on the assassination, British official spokes­
men have indicated in confidence their gratification that the 
murderer had no apparent connection with De Gaulle 
(before his execution, the young man confessed that he acted 
only becauso he hated the Vichy regime and for the honor of 
France). Darlan's death, they feel, bas wiped the slate clean, 
and improved the outlook for French unity. General 
Catroux, they add, would be a satisfactory representative for 
Fight ing France in North Africa, but any effort to use the 
Comte de Paris (pretender to the French throne) in a provi­
sional French government would be most inappropriate. 
When the 1\mis campaign is over, one of these spokesmen 
concludes, the Fighting French might very well receive the 
civilian control of North Africa, while making available for 
the common causo as many of their troops as General Giraud 
might desire. 

On Christmas day, the Brazzaville radio spoke out with 
utter frankness: "WI1atever the nationality or the exact 
motives of the man responsible for this execution, his action 
expresses the indignation and rage of the great majority of 
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French people before the changed tactics of this traitor lllld 
the indulgence he found with Allied authorities . . . The 
man who shares such a large part of the responsibility for a 
shameful armistice in 1940, for criminal collaboration with 
the enemy, for Vichy, ... for the sufferings of the French 
people ... could not and should not "remain unpunished." 
Fighting French leaders in Cairo have echoed these 
sentiments. 

While deploring the assassination as an evil Preceden~ 
General de Gaulle has declared his intention of cooperating 
with Giraud, since no further obstruction to French unity 
exists. From Air Marshal d' Astier de Ia Vigerie, recently 
returned from a mission to North Africa, the General has 
appa,rently received a favorable report on Fighting Frencb 
prospects there. Before his death (according to D'Astier), 
even Darl110 had recognized the importance of the De 
Gaullists in Metropolitan France. With the future position 
of Fighting France in the balance, De Gaulle's talks with 
President Roosevelt will assume an unusual significance. 

A new accretion of power for Fighting France has come 
with the capitulation of French Somaliland to De Gaullist 
forces. In resuming Fighting French broadcasts from 
London, Andr6 Philip, Commissioner for Interior and Labor, 
has explained the De Gaullist position that replacement of 
Darlan by Giraud does not solve the problem of cresting a 
"provisional direction of French interests and allowing the 
voice of the nation to be heard at the conference tables of the 
United Nations." Thus far, the United States has receg· 
nized both tho Vichy succession administrations in Mriea 
and the Fighting French on a purely local basis, while Presi· 
dent Roosevelt has declared that the choice of a future 
government rests with tho French people alone. 

6 

Aris I nntundou 
B oadcasting to Corsica, the Rome radio has called Darlan's 

r ·0 "an agent of the British police." The Nazis have 
8SSIISSJ • h .. • th t e)abo a ted on this theme by suggesting t at smce e secre 

· r of the House of Commons . . . a radical solution was sessJOn . din" h be expected." Stressing the mystery surroun g t. e 
:me, nationality, and political antecedents of the •ss•:sm, 
Berlin has drawn attention to the c~eavage betw~ Amencan 
:IDd British views on the Darlan ISSue, and ascnbed to ~e 
Admiral "last words" in which he foreshadowed an English 
attempt on his life. The Japanese have limited the~lves 
to the assertion that "The United States was ha~d h1t ~y 
D I • ••••••ination but nevertheless the AmerJcans wdl ar an s ...,.....,., • . . d ·

11 k 
never give up their imperia.list amb1h0n ~ ":" rna e 
strenuous etJorts to maintain a puppet regtme m North 
Afri " I t was "Anglo-American imperialism," accord­
ing : D~, which "brought about the fall of France." 

Spain'• Policy 
The Spanish Foreign Minister has again emphasized t~at 

the recent announcement of an Iberia~ bloc on the occa8lon 
of his visit to Lisbon was intended to mform the world t~at 
Spain and Portugal would henceforth adopt t~e same. po~cy 
. r . affairs He admitted difficulties LD ehmmatlng 
m oreJgn · . b t rted that be A.'Cis sentiments from radio and press, u asse. etJ to 
had the support of Franco and the Government m orts. 
reorient Falangist elements of the press to the ner r~:~ 
policy. There has apparently been ?O transfru: 0 ~ e 
Spanish Morocco or southern Splllll m connection. With th 
recent partial mobilization. Nor are t?ere .an§ ~gns that 
the Germans intend to undertake operatJons m pam. 
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New JapaTUJU OffenBive ()peratUm.at 
Japanese air activity bas increased somewhat both i 

Asia and i? New ~uinea, b~t the Pacific front as a ~hole 4: 
been relatively qutet-a qutet, however, which may soon be 
interrupted, according to some military observers. Evi­
den~es of ~rge-scale enemy preparatiolU! for the offensive 
are mcreasmg, these sources say, although the direction an 
offensive might take still is uncertain. The most notable 
evidence pointing to a new offensive~mes from China 
where since early December the Japanese have been with: 
drawing their veteran troops. Throughout Central China 
and some parts of North China these men are being replaced 
by puppet forces and Koreans, while in the Wuhan area 
they are being withdrawn and shipped to the embarkation 
center at Shanghai. 

Presumably some of these troops will be sent to the PhiliJ>o 
pine Islands for tropical training, replacing men already for­
warded to the Southwest Pacific, the theater which still seems 
the most likely choice for renewed operatiolU!. Our local 
superiority in the waters around Guadalcanal now apparently 
has forced the enemy to attempt to supply his troops by 
parachute---ilvidence of a supply situation the Japanese can 
not allow to continue indefinitely, unless they intend to sac­
rifice these stranded troops. On New Guinea the Japanese 
cling perilously but tenaciously to their B~ beachhead. 
Despite losses, they have evidently not yet given up hope of 
challenging our air supremacy in the Melanesian ares, where 
Japanese construction of strategic airfields continues. 

In Burma, where advance British units have now reached 
a point 25 miles from Akyab (still without meeting significant 
enemy opposition), British activity may have aroused the 
Japanese High Command to strengthen defenses, and some 
troops may be destined for this fl'ont. But as yet there are 
no reports of large-scale movements in this direction, and 
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little evidence of Japanese offensive intentions. Japanese 
patrols have clashed with the British . neathr. Kalemyo in 
northern Burma, but enemy movements m 1s area appesr 
to be for purposes of defensive reconnaissance. In India, 
further Japanese air attacks on Calcutta have occasioned a 
considerable exodus of stevedores, burlap workers, and jute 
balers, and a notable weakening of tho morale of the laboring 
population. 

In sum while the Japanese arc thoroughly capable of a 
surprise blow anywhere from India to Hawaii, the evidence 
as yet points only to an attempt to complete ~he conquest of 
the Mclancsio.n "barrier," as o. bulwark aga•nst a. counter-
attack from Australia. With this in hand, Jo.pan mtght hope 

II I " h' h p . to secure the time to prepare for the rea war w tc remter 
Tojo hilS warned his people is just starting. 

Death of the Premier of the Punjab 
The death of Str Sikandcr Hyat Khan has robbed India of 

perhaps the most statesmanlike of _its Mo~e,m leaders. As 
Premier of the Punjab, Sir Sikander, m o.pposttlon to the Mos­
lem League's no.rrow insistence on Pnki~tan, had followed a 
broad policy of compromise among Hmdus, Moslem,. ~nd 
Sikhs. His death can scarcely fail to strengthen the posttton 
of Jinnah and other Moslem extremists. 

Striku in Boliuia 
End of the Catavi strike leaves labor tcnsi~n in Bolivia's 

tin mines unchanged as the Government contmues to delay 
application of a new, ameliorative labor C:OOe. Twelve 
hundred workers in the Patiflo mines at Buan_un• now threaten 
to lay down their tools. Instead of meetmg demands for 
wage adjustments to offset soaring prices, the Govem~ent 
has decided to reply with further measu:es of repr~10n, 
arresting "agitators" and cutting off suppb_cs ~ the st~ikers. 
Meanwhile, desperately needed tin production IS droppmg. 
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THE WAR THIS YEAR 
I 94.2 in Retrospect 

1_942 '~as, for both ends of the Axis, a year of large terri­
tonal gnt~s. accompan~ed, bowevc_r, by proportionately ex­
panded nuhtary corrurutments. Smce ucither the hr East­
en_l nor. tho Eu~ope~n Axis partners proved capable dlllinE 
thts portod of dtSposlllg of major opponents, the problem for 
both had become by the end of 1942, one of (a) developing 
the resources ~f vast.-but as yet unassimilatcd-empires to 
sup!'?rt a nuoom~m war effort, and (b) achieving a strategie 
posttton from whtch efforts to dislodge them would be fruit­
less. Tho position of both has become, then, in a funda­
mc~tal sense, defensive. While it is too early to say that the 
pert~ of A~~pansion is over, it is becoming clear tbatsucb 
offenstvo obJectives as may be within their capabilities ·­
limited. ~· 

Europeat~ Axis 

Tho past year has, in absolute terms witnessed little 
decline in the military strength of Gcrma~y or its satellite 
pow~. In ~~umbers of combat divisions tho German Army 
has _shg_htly mcreased. This bas been accompanied by a 
dechne m ave~c divisional strength, sufficient probably to 
cause a. numcrtcal reduction in total armed strength. Dis­
proportionate casualties have, no doubt, been inflicted upon 
the spear-head divisions, manned by the choicest troops. 
But all these losses are, to some extent balanced by increased 
combat · ' CXJ)enence. Armament supplies e:~Ccept for planes, 
have been _well maintained, though tbe;c is some evidence 
of. cumulative obsolescence in plane and tank design. The 
fatlure of plane production, however, to keep pace witb 
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,.-astage bas brought about a substantial decline in Germany's 
first-line strength. The plane position-with particular re­
spect to combat planes- is undoubtedly tho weakest point 
in Germany's military fa~e. 

The over-all limiting factor to German military effort is 
clearly the shortage of ma.npower rather than a shortage of 
plunt and equipment or of industrial materials. But there 
is nothing in Germa11y's manpower position to suggest that, 
in the absence of unexpectedly high casualties, tho scale of 
her military effort must be reduced in the ncar future. 
There has been an uodcniable decline in the quality of the 
Gennan labor force which has made it impo..osible to sustain 
total output, but to date this has not seriously affected arma­
ment production. The food situation in Germany and her 
satellit~ powers has been well maintained, and it is within 
the range of possibility that sufficient tonnage may be im­
ported through the blockade to relieve an otherwise danger­
ous position with respect to fats and oils. Although the 
supplies of civilian articles other than foods are pinched, 
tliere is not much evidence that the standard of living is 
sufficiently low to cause a decline in worker stamina and 
efficiency. 

Oil stocks are lower than at the end of last year but 
prospective increases in production must be judged sufficient 
to permit a scale of military effort probably somewhat higher 
tban in 1942. Transport conditions grew slightly worse dur­
ing the yea.r, but the program of new cons~uction now under 
way will repair any deficiencies by the nuddle of 1943. ~o 
shortage of industrial materials will limit German output tn 
the coming year, though it is pro~abl? that t~e process of 
substitution necessary to eke outdwrndling supplies of copper, 
antimony and a few other materials will increase ind~trial 
labor requirements. Although, in a long ~ew, the ~ war 
economy is "running down", the prooe:s IS .~ot suffictent!Y 
advanced to lower appreciably the A,'(!S mihtary effort m 
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1943. On the contrary, except in the air, the scale of military 
effort mighlr-for a short period-be substantially inc~ 
though at the expense of long-run capabilities. ' 

The few cracks only now becoming visible in the Gei1Ilall 
edifice are still too slight to impair the short-run soundn~!$! 
of the structure. Differences between the army and the 
party may develop into an important limitation on Axis 
military action, but there is no evidence that the cleavage has 
as yet gone this far. Nazi administration has proved in. 
capable of winning the mass of the population of occupied 
countries to support of the New Order, but increasing acts or 
insubordination and sabotage are still in the nature of pin 
pricks. The most important of the growing fissures in the 
A.xis structure is probably the crumbling resistance of the 
Italian ally. The thesis favored in some QUArters that, when 
Gennany cracks, the process of dissolution will be rapid, may 
be a sound one, but to date there is little evidence that the 
beginning of the process is in sight. On the contrary, in 
terms of the scale of military effort which the European Axis 
can sustain in 1943, there is no reason to expect a substantial 
diminution. 

Although there has been no substantial dim.inution in 
Connan military strength in absolu te tenus, the change in 
Axis strength in relation to commitments has been remark· 
able. At the end of 1941 it appeared altogether possible that 
the Axis might eliminate effective Russian resistance before 
England and the United States could bring substantial forces 
to bear. At the end of 1942 Germany is faced w:ith the war 
on two or more fronts that she has always feared and has 
striven to avoid. Not only in Russia, but in Southern 
Europe and in the West the Axis is vastly weaker in relation 
to the strength of her enemies than at the end of 1941. While 
A.xis strength was substantially maintained in 1942, the 
totality of opposing forces has been greatly augmented. 
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~en Germany turned on Russia in June 1941 after the 
fail e of two attempts to knock England out of the wa~ 
rail:e in the air "Battle of England" and in the less pub­
li · ed but equally important, battle of the sea lanes-the 
~~;~ :Oade military sense only on the assumption that 
Russian resistance could be crushed befo.re her western 
opponents were ready to engage <?ermany m fu! l strength. 
The attempt to crush Russian resiStance bad failed by th.e 

d f 1941 though this failure did not become clear until eno, ut· 
the campaign of 1942 unfolded. Among the many urrung 
points" of the war, it now seems probable that the German 
1\ithdrawol from l\•[oscow in December, 1941 "~ the m~t 
important. The development of the 1942 cam~gn ~ad~ 1t 
ob . that Germanv was abandoning her earlier ob)celive, 

\10US • · · f d 
the crushing of the main Russian military orce, an was 
pursuing a war of attrition. Whi:le. in 1941 the G~~ 
army sought to encircle and anmhdate the enemy m hia 
strongest concentrations, the neA-t year saw the sam.e anny 
attacking only in the southern .sector and neglectmg the 
main enemy force in central RuSSia. 

The Axis objectives in 1942, as they develope~, ~e~e no: 
so much the pursuit of economic gains as the mRictlon. ~ 
economic loss upon Russia. While it is t~ue that the ~c~~~~ 
tion by the Axis of surplus grain-produc~g a~ a~ · 

I · the Axis pos1 t1on m grsm n!SOurces represents a rea gam, ... 
and oils was not suffici~ntly critical. to make such ~~u=:;: 
a prime military objectwe. More unportant was . e f 
to the R ussian war effort which the complete attammRent ? 

. h tailed The loss to USSI8 the 1942 objcetavee would ave en · r . 
. . . and the manu acturmg 

of extcnsave gram producmg .areasd d · terference with 
facilities of Rostov and Stalingrs ' 8

.
0 us U:,ut not critical. 

transport on the Volga have been s:erao . h North 
If however the A.-ds had succeeded m occupymg t e 

' I 
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and South Caucasus, the damage to RIIS8ia's war potentia) 
might well have been vital. 

The 1942 Axil~ campaign of attrition must then be regarded 
as a partial failure. In. ~943 German.y has the choice or 
rencwmg the war of attnt1.on (atte.mpt~g agnin to conquer 
~he Caucasus) ~r of shortenmg h.er lmes m Russia and nssum. 
mg the defens1ve. (The crushmg of Russian resistance in 
1943 seems definitely out of tho question). Whatever tbe 
choice,. the ~xis would appear ~ be faced by a Russian war 
potential wluch the 1942 campmgn has not decisively reduced. 
Whether a renewed German offensive can sustain the scale 
of 1942 depends largely on how actively the United Nations 
push the attack in Southern and Western Europe. 

The Mtditmanean 

The European Axil~, in the war to date, bas possessed two 
enormous advantages over its western opponents. The fact 
that the United Nations lines of communication have been 
extended sea lines, peculiarly vulnerable to submarine attack, 
~as meant that the Axis could, with a relatively small expend· 
1ture of res?urces, inflict tremendous damage on its enemies. 
Secondly, smce the only area in which the United Nations 
could bring ground forces into contact with the Axis was 
E&?'pt and Libya. at the end of a. 12,000.rnile supply line, the 
Ax1s po~ an enormous logistical advantage. Four 
German divwons and a half-dozen Italian divisions have 
been able to divert continuously from 2)! to 3 million tons of 
shipping into the supplying of United Nations forces in the 
Nea.r East. As long as the United Nations were denied 
~orthwest Mrica and their forces were held in Eastern 
L1bya or Egypt, this advantage persisted and Germany was 
well content with this type of "second front". The events 
of the last ~~ee months have completely changed the position 
of the A.'Cls m the Mediterranean. The almost bloodless 
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conquest of Northwest Africa has lopped 8,000 to 9,000 miles 
off the length of United Nations supply lines. The scan~y 
por~ capacities still left to the Axis in North Mrica will not 
permi~ a long continued resistance to United Nations attack 
in this area, unless diversion of United Nations forces is 
within the capabilities of the Axil~. Tbe most promising 
avenue for a limited Axis counter-offensive is probably 
Spain, but without the cooperation of the Spanish Govern­
ment, which seems unlikely, this approach is beset with 
danger. 

Possession of the whole North Mrican coast by its enemies 
would oonfront the Axis with a second front of major potenti­
ality. It would not only give the United Nations a. supply 
line protected by land-based aircraft to the Near and Far 
E&st. and would deny to the Axil~ in large part the use of this 
sea, but it would immediately entail ex-tensive redistribution 
of Axis ground and air forces. These changes are real and 
inescapable. What is involved for the Axil~ in the Medi­
terranean over and above this is contingent on the forces 
which the United Nations devote to this area. There can 
be no doubt, however, that 1942 bas witnessed a major 
decline in Axis capabilities in the Mediterranean. 

The West 
When Germany threw 200 divisions into the attack on 

Russia in June 1941, it was a gesture of supreme contempt 
for the offensive capabiliti.es of her British opponent. The 
arc facing England from Trondheim to Bordeaux was garri­
soned by a handful of divisions and protected by less than a 
quarter or German plane strength. During 1942 this arc 
continued to be held by not more than 45 divisions. In the 
meantime however the air situation has completely changed. 

' ' '--- . 
German plane losses in Russia and elsewhere have """" m 
excess of production rates and her effective combat plane 
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strength has declined from around 10,000 at the beginning of 
the Russian war «> a present figure of not over 5,000. In the 
meantime an air offensive mounted from England has in­
Bicted increasing damage on the Axis economy and war 
potential. 

The decline in the number of combat planes is, of course 
to a certain extent seasonal, and ordinarily the winter month~ 
would witness some recuperation of German air strength. 
The recuperation of last winter, however, was insuffici~Jil 
permit the replacement of losses of the previous summ~P;and 
the pressure this winter promises «> be far heavier. It is 
within the power of the United Natiolll! «> continue and to 
accelerate the downward spiral of Axis plane strength. 

Appendix III point~ out that during the first eleven months 
of 1942 the RAF under«>ok bombing missiolll! agsilll!t Axis 
Europe on 135 nights with an average of 100 planes per night. 
This weight of air attack was augmented by high and low 
level daylight attacks and from August on by the precision 
bombing missions of the American Army Air Force. The 
German air effort in the west during the same period was 
essentially defensive. There is every reason to believe that 
the weight of air attack on Germany in 1943 will be greatly 
increased and no reason to believe that German air capabilities 
011 this front will be augmented. 

At the same time that Germany's air position in the West 
has become progressively worse, the United Nations have 
been building up ground forces based on England. To the 
Axis th.is represents a potentiality of attack which must be 
taken in«> account in its military commitments. 

ln ~ummary, the capabilities of A.'<is Europe, vi,s.A-vis its 
enenues, have declined in the following principal respects: 

I. There bas been an absolute decline of colll!iderable magni· 
tude in air strength. The relative decline is even greater. 

2. The probable Axis loss of North Africa will provide the 
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United Natioll8 with an effective base for operations agsilll!t 
Southern Europe. . . 

a. The growing strength of opposmg forces m the ~est 
and South has not been compensated by an apprecrable 
decline in the capabilities of Russia. 

4. There is some evidence of widening fissures in the struc­
ture of the Axis New Order in Europe. 

5. The war economy on which t he military effectiveness of 
the Axis is based is in decline in the sense that labor replace­
ments are of illl!uflicient quality «> mnintain «>tal output 
and that replaClement of capital eqnipment is inadequate. 

Tbe relative decrease in European Axis capabilities, how­
ever should not be interpreted to mean that the scale of Axis 
military effort must be less in 1943 than in 1942. Germany 
will no doubt wish to keep it less if she decides to pursue a 
def~ve war 'or attrition. It is, however, within the capa­
bilities of the Axis to increase substantially the scale of 
activity, though at the expense of a later, more rapid, decline 
in military strength. 

T/w Far East 
The rapid and striking gains of the Japanese against weak 

opposition in the first five months of 1942 .at~ned for ~he 
Far Eastern Axis an empire the full explortat1on of which 
would make Japan one of the strongest powers on ~th .. I t 
early became evident that immediate Japanese obJeCt~ves 
embraced nothing less than the exclusion of the Uruted 
Xatiolll! from the area bounded by the great arc from Burma 
and the East Indies through the Melanesian barrier ~ the 
Solomons and beyond. With the exception of New Gwnea, 
these objectives were quickly attained. Since June, bowev_er, 
further Japanese efforts have been abortive and accomparued 
by very considerable losses. . 

Already in April a naval reconnaisssnce in the lndran Ocean 
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hAd met with unexpected opposition from British planes based 
on Ceylon, leading to a retirement of the Japanese force. 
On May 7 a Japanese approach toward Australia was routed 
in the Coral Sea. In June came the smashing defeat t 
Midw~y an~ with it the cessation of further attempts :t 
offenSive action by the Far Eastern Axis. Although Japan 
strengthened her already sizeable Manchurian forces during 
tho summer, the oppor tunity to attack Siberia while Russia 
was fully engaged was not seized. In August American forces 
landed in the Solomons and during tho last four months of 
the year Japan's major military effort has been devoted to 
~he unsuccessful attempt to dislodge her enemies from these 
ISlands and from New Guinea. This lack of success culmi­
nated in the naval battles of November 12-15 off the Sol~ 
mons, resulting in Japan's worst defeat of the war to date. 

Japanese offensive capabilities in the near future must he 
judg~ with he! naval, merchAnt marine, and aircraft position 
m mmd. While this position is not such as to preclude a 
major offensive, it is sufficiently tight to deter tho Nipponese 
from incurring further heavy losses unless the probable gains 
are of decisive importance. 
Japan~ naval losses have been especially heavy in air­

?raft oame.rs, heavy and light cruisers, and destroyers, that is, 
m tho~ ships ~hich are particularly useful in the amphibious 
operations wh1ch have characterized the war in the Pacific. 
As of the en~ of November, 6 out of 12 aircraft carriers had 
~ sunk.With an additional2 damaged; 12 out of 19 hesvy 
crwsers With 4 damaged; 5 out of 20 light cruisers with 6 
da~aged, and 45 out of 124 destroyers with 15 dalll8pl. 
Whdc these losses still leave the Japanese navy much stronger 
than any naval force likely to be brought against it in the West 
or Sout~w~ Pacific in the near future, they represent a rate 
of deeline m strength which can not be long sustained. 
J apan can not, at this juncture, afford to trade loss for loss 
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with an enemy who can so overwhelmingly'outbuild her, unlesa 
this trading process brings with it a decisive improvement in 
her strategic position. 

&timates of Japanese plane strength remain highly 
uncertain. While it is thought that a strength of around 5,000 
combat planes at the beginning of the war had been reduced 
tc about 3,600 by the end of November, both the estim.atee 
of initial strength and subsequent loss rates are conjectural. 
H seems clear from recent operations, however, that the 
Japanese are unwilling to risk plane losses of more than 
500-600 a month which argues, perhaps, that their produc­
tion rate is not in excess of that figure and that first line 
strength is low in relat ion to existing commitments. It 
seems probable that inability to undergo a marked increase 
in air losses was one of the principal deterrents to action 
against Siberia during the late summer and autumn. 

Nor does the Japanese merchant marine position-although 
iiB weakness is much exaggerated-appear favorable for a major 
offensive involving ground operations in areas distant from 
Japan. The Far Eastern Axis member started the war with a 
highly modern merchant marine of 6.7 million tons. Despite 
the capture of a few hundred thousand tons of neutral and 
enemy shipping, Japanese losses have been sufficient to reduce 
the present merchant marine tonnage to not more than 5.7 
millions. After allowance is made for existing economic and 
military requirements, it is thought that some 600,000 to~s 
would be available for a new military venture (see Appendix 
VIII). If the present estimated high rate of sinkings and 
low rate of new construction are accurate, even this small 
surplus would be wiped out by June 1943. There is reason 
to believe, however, that the now commonly accepted rate of 
400,000 tons of merchant ship construction per year-baaed 
as it is on a pre-war estimate of Japanese shipbuilding 
capacity-is considerably short of present Japanese cape.-
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bilities. AB our own experience shows, shipways can be 
rapidly constructed and it seems unlikely tbat a shcrtap 
of ship plates, propulsion machinery, other material& and 
equipment, or m.anpower. would limit our Far Eastern enemy 
for any long penod to thJ.S rate. Furthermore, it is probable 
tbat the Japanese are substituting rapidly-built wooden shill' 
for steel cargo carriers on every possible route. While the 
shipping position probably limits to some extent not only 
military operations but the economic exploitation of 000• 
quered territory, it would be wishful thinking to suppose that 
a continuation of ship sinkings at their present rate will­
either in the near or distant future-have decisive effects. 

\'\'bile it can not be asserted with confidence that Japanese 
naval and air losses and lack of merchant shipping condemn the 
Far Eastern Axis partner to a fundamentally defensive position, 
it appears unlikely that it will undertake any one of the four 
major offensives which, if successful, might decisively impro,·e 
its strategic position, i. e., offensive against India, Australia, 
the United Nations' South Pacific supply lines, or Siberia. 
Action against India or Australia would involve the trans­
portation of large ground forces as well as the use of extensive 
air and naval strength. Cutting our South Pacific supply 
lines appears a task too large for present Japanese naval and 
air strength. As against Siberia the circumstances are now 
less propitious than four months ago. 

But, if Japanese offensive capabilities do not appesr t.o 
be major, her defensive position and capabilities, on the other 
hand, have been scarcely called in question. Four months 
of fighting on the periphery of the newly acquired Japanese 
empire have yielded a few square miles of territory and, if 
the~ and sea I~ in1licted have been heavy, it is rather in 
relat1on to the IIDmediate objectives and to the foroes in· 
volved: than in ~lation to total Japanese strength. In the 
meantune, the N1pponese have been fortifying and strength· 
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ning island bases further north in such fashion as to make the 
Wand-by-ialand approach to the citadel of Far Eastern power 
an extremely tough one. The engagement of Japanese 
forces in China and the effective use of Chinese territory for 
aerial bombardment will require the reconq~est of B~a 
and the reopening of the Burma. Road, a. difficul~ task m 
view of the logistical problems mvolved m mo~g large 
forces from India. From the north, Japan remams prac­
tically impregnable as long as Russian terri~ry is not 
available for United Natioii.S' use. There rellllUDS the sea 
route to Japan proper from Pearl Harbor, an approach re­
quiring overwhelming naval strength not at present at the 
disposal of the United Natioii.S. . . . 

Within the area occupied by Japan are mdustnal matenals 
adequate, with the principal exception of cotton and copper, 
for a self-sufficient military power of great s_tre~b. T~e 
fact~rs which mainly limit the rate of exploitation of t~ 
empire are shortages of skilled labor, various.t_YPCS of eqwp­
ment and shipping. The principal vulnerability of th~ area 
lies ~ its long lines of sea communicatioii.S. . Informs!ion on 
the speed and efficiency with which Japan IS developmg the 
potentialities of its newly acquired empire is almo~ wholly 
lacking. It is probable, however, that Japan has mcreased 
her peacetime rate of industrial advance; and. that ~he present 
scale of Unitoo Nations activity in the Pacific will not ~re­
vent the Japanese from consolidating their gains nnd adding 
to their power to wage sustained war. 
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APPENDIX I 

THE EASTER N FRONT: FROJ\1 THE REUEF OF MOSCOW 
TO THE RELIEF OF STALJNCRAD 

r. The llu88ian Winter OjJ~Dt 

Tho wi~tc~ of!ensi~e of 1941-42 was undoubtedly tho product of 
oxccllcnt Wm111g and Judgment of tho enemy's capabilities on the pan 
o~ tho Russi.ttn High Commttnd, Alter a summer and autumn of 
~13nstcrs, "'!llcll had cost tho Sov1et Union about tbrco and a ball ruil­
hon cuunlt1cs, and the 1088 in combat of at least 7,000 planes and 8,000 
ta~ka, tho ddcndcrs of Moscow choac exacUy tho right moment to 
stnko bac~. Tb~ ~ult was .the relief of the Soviet capital, tbo """P­
turo of Kim, Kahrun, :\iozbaisk, and Volkbovttroi, and the creatioo of 
a aalicnt in the Valdai Hi.Jls.Vdikie Luki aoctor tcriously threalaiog 
the flank of tho Ocrman central anmes. (See map facing page 28.} 

'111cro aro those who assert that the final attack on Moscow ns 
novtr seriously intended, and that tho major part of tho Wthr1114<Al 
was already going into winter quarters lato in November o! 1941. 
'l'ho narrow sweep of the December Panzer encirclement, and the fact 
thnt tho O~rmans ~nnounccd their withdrawal tho day alter their 
Jupnncso nlhcs hnd <rrovocnbly committed thcmll<llvoe by tho attack 
on f'cnrl llnrbor, have suggested to some that tho last of!cnsivo wss 
psreholo~icnl nud political rather tban military in inspira~ion . 

rlwrr 1s probnbly on element of truth in theso assertions. The 
nU~ck of lnw N~vembrr was a desperate vcnWrc, undortaken perhaps 
n~o1n•~ tho ~dv1ee of lfitlcr's most reliable advill<lro and conducted 
With Prt'dOIJ\Jnnntly mcchaniZ«! forces. It ia doubtiC811 true that a 
Iorge port of the German armies had already retired toward the winw 
~~cks Prt'parcd i~ the ,.jcinity of Smolensk, Vyazma, and other 
Clllrs tO the ""'r-Wltness the comparatively &mall number o! ltoops 
C"lptul't'<l by tbo Russians in their successful counter-advance and tbe 
lac~ !hu once the Germans had reached their proviously ~repared 
po8tt1ona they were able to bring their withdrawal to a bait. 
01~ balance, however, it appears that tho final attack wa.s probably 

a scnous effort to reduce Moscow. '!'be collapse of lim drive oct the 
s~l. on the strategic lailuro of 1he whole Oermon campaign of 1941. 
Similarly the Russian winter offensive was of profound moral sig· 
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nificance. U not only diaproved Nui claims about the deatruction 
o! the Red Army: it abo helped to convince tho doubLing TbomOMO 
in the Anglo-AJnerican camp that Russia wa.s a good risk, wbich in 
return lor assistsnco in planes, trucks, and tsnks served to tie down 
three-quarters o! Hitler's anny. 

The Rusaian olronsivo aclluilly lasted loss than two months. By 
early February, tho rocnpturo of Mozbaisk had completed tho relief 
o! Moscow; the succC881ul landings in the Crimea had onaed tho 
p....suro on Sovastopol; and the estoblishmant of tho Rusaian salient 
toward Lozovnyn had created a constant threat against Kbarkov, tho 
most important city in Ocrmoo bonds. At this point, however, tho 
Soviet advooco came up ogoinst the Nazi winter line. In on irregular 
arc from ScW(lsll(llburg on Lake Ledoga to Taganrog on tl.1o Soa o! 
Azov, tJ1e invaders had estsblished a serica of almost impregoablo 
hedgehog lorll'<lM<l8- including such advance bastiona u Staray& 
Russa, R1bev, Vyazma, and OreL Thcae strong pointa were pre­
~ to bold out lor weeks at a stretch without contact with the 
out.t;ido world and aupplied only by air (a.s actually happened in 
Ftbruary and March at Staraya Russa, where tbo Russians claimed 
tho encirclement of tho whole Sixteenth Army). To garrison tb­
lortr""""' and tho lonely villnge outposts between thorn, tho Ger­
mans may hove used no more tbon 40 divisions; pcrbape 76-100 
more wore in reserve in such oreos os Wbite Russia and tlte wcetorn 
Ukraine. Tho rost o! llitlcr's anny wos resting and rc~quipping in 
Poland, Fronc6 ond Central Ocrmany. 

At tho sarno limo, wiU1 the coming of thccxtrcmo cold, tho 'Rusaions 
began to restrict tbomsclvos to isolated, semi-guerrilla nctivitieo, tho 
establishment o! sweeping salients through lightly-held areas, nnd tlw 
cutting of strategic railroads a.round Rzbcv and Kborkov. In an 
appnront cflort to keep up the morale of a home front and of Allica 
disappointed at the RuSAian failure to capture these two cit!CI or. to 
liquidate the Oerman resistance at Staraya Russa, tho Sov1ct H'l!h 
Command rooorted to "victory by cornmuniqu6" and took refuge m 
generalities. In brief the •<'inter offensive was unable to break tho 
German line; it rocap~urcd areu of comparatively minor agricultural 
and industrial oignificnncc. . 

The winter fighting imposed ghastly hardships on the Nazi oold1cro 
who garrisoned tho forward &i'\'OS, and may bn-•e forced ~he Oem~an 
High Commond to bring back from France eight o_r teo d1Vl810ll& wh08<> 
rost period had boon curttilled. Tbese bardsh1ps, however, oover 

23 

• 
1 
I 

Regraded Unclassified



sl!(lRBl' 
broke the Nazi armies on the Eastern Fron~; typbua never 
more than mildly epidemic proportions. The winw ofl'··-~ 

.... . pi . b ·-·· .... eeeentoauy an wcom ete VICWry, u~ one which ueured R · 
participation in the war for a~ least ano~her year. 11111"' 

U. Tht Omnan Spring-Hou .. cleaning 

Aa tho thaws of April turned tho Russian front inw fields of d 
in wltich all action was impossible,. interest centered on the 00~~y 
route w Munnansk. By early Apnl, Ambassador Standley was abl 
to announce that American deliveries at last oq uallcd our oonuni: 
mente, an.d tho steady arrival of convoys from Britain- as yet with 

1 
oomparatovely low percentage or losses-marked tho faint beginning, 
of ~n o~ootive coop~t.ion b~t":een Ru88ia and tbo Aroglo-Americaoa. 
~Ius haoon w":" to mcrease m omport.anco until early Juno .,b.., the 
81m.ultaneoua sognaturo of the master lend-lease agrooment with the 
U~o~ States and the 20-~ear mutual aasittanco pact with Greot 
Bntam marked the boginning of the protracWd confiict over "the 
urgent taab of creating a second front in Europe in 1942." 

Ever since February, the German unita ~bat bad been reeling in the 
W~t had beal steadily returning w tho Rueaian front. By latt 
April~ tho ground was presumably dry enough around Kharkov to 
permo~ tho reeumptoon of major operations. But theexpoot.edapring 
ofl'cnsovo faill'd to materialize. Until Juno 28, Hitler restricted him· 
eel! to local attacks~ aiming to straighten his lines by destroying lbe 
sahonts croat<ld dunng the Soviet winter offonsivo. 

To explain this Fabian strategy some ob8orvers have conl<lnded 
that tho Nn•ia wore so confident of ~ rapid vic wry that they felt they 
could. afford to wait until the B<l880n was far ooougb advanced t.o 
permot or an attack all along the line. But tho fact that the IVthr· 
macht eventually waged its campaign on tho southern (ront alone would 
appear w rule out this hypothesis. Others havo etaW that Timo­
~enko'a Kharkov ?fl'ensiv~ of law May disorganir.ed the Oemwo 
um,.~blo. Yet this ofJcnsove proved w be a moat costly operalloa, 
10 wbich the Rueaian advance became overextended, and in whido 
~moahenko loat per~aps 30 percent or tho three annil!e originally com­
molted. Tho moat likely explanation is that tho Germans were actu­
ally we~.Ol'-i!e~ally in air power-than competent American mill· 
tary o.pmo?n believed. With the beginning or a large-.cale British a.ir 
o~enso~e m the West, the Nazis were obliged w leave aoout t,OOO 
panes 10 Ibis theater. As a result the Germane bad only aoout 2,400 
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lin"line planN, with very low reserves, for the Eastern Float as op­
posed to aoout 2,500 in tbe initial establishment, plua adequate r&o 
,..vee, in tho previoua year. With allowances for routine activity in 
comparatively quiet areas, tho invaders bad available sufficient planea 
ror major activities in only one or two scewrs at a time. h wu not 
until the Jut days of lho month-long siege of Sevutopol, in wbich tbe 
Germans may havo used 900 planes, tbat tbe great summer ofl'eneive 
!regan. 

Meantime, tho Nuzis had proceeded in workmanlike fashion to 
eliminate tho Soviet salients. By May 1, all the major dente in tho 
Qewwn Unes had disnppcored except for tho one south of Lnko Tlmen, 
wl!leh rem a incd in reduced size all through the aummor. On May 
19, tho last Ru88iana evacuated the Kerch Peninsula. On June 31, 
Sevsatopol fell. 

m. 1M Don.-O..I@IIU O.lltromt 
The asme faciAlrs which bad limited German spring opera tiona to 

'-I attacks probably dictated the organization of the great eummer 
olfeosive on a relatively narrow fron~. Consequently, Oeneral von 
Bock was ablo w concentrate about 65 divisioll9-11 of them Panzer 
units, with aoout an equal number of motorized and SS division­
for a three-pronged attack from Kursk to the Sea of A.zov. Tho 
result was n heavier concentration of mecbanitod unite tbnn had 
participated in any Ocrman attack in 1941. The Russiana, whose 
mnjor forces remained around Moscow, had no altc.m.ativc but rctr~ot. 

As l,o t.ho skill or Timoshonko's withdrawal, Op1010n8 have varood. 
Some claim that his delay in ovncunting tho Hostov p~ition forced 
the bulk of his army to retreat into the Caucasus whc_ro II w•• of no 
usc in defending tho main line of resistance at Stnhngrad. These 
critics concede however that fcwrr units wore trapped 1n Rostov than 
those who rem~mbercd ~he Kiev encirclement of 1941 had anticipated, 
and thn the 000 major battle of annihilation that Timoshenko ouffered 
was in the Don bend. And even in this latter area, the defenders of 
Kletskaya met defeat only after postponing for two w..,ka the auack 
on Stalingrad. •'urtbermore, the divisio~ wbich escaped south from 
Rostov far from being reduced tAl a d180rderly mob, were able to 
ooopera'to with the Army of the Caucasus in awruning the German 
advance at Mozdok and soutb of Novorossiisk. By ".'id.$ep~mber, 
boob in tho Caucasus and around Stalingrad, the Naz, offenoovo bad 
substantially hall<ld. 
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1a ~~ooo.- lloiolool<wu ....... tho ..W<oroopp~y-...._ 
A< .- tool or • - Mlieo~ tho o.-.. ba4 bthlool .-. , 
-., ... ~or .. ,......ooty-cli- ,.__ 
11oo .....- o1 .-o.- loo<l>l1la r • .....s tho a.,._ ..,. ,._ 
~ t.a.or ol .. ,....,. ... . I"Mllamit&tioo ill 11ft.,... ....... 
Nuio Mol e...U.Wt ooly ..._, ball theawohe< ol pt.,. U..,u.i 
CIOOCIIILV.MCI .....-d SwJiq.nd. ' 

At tM Volp R.i•trrit1, LbeC~WMtollheOennaof.uur.,..._.. 
coa~pka. Un alto ~~appi,J clil5eultW were of prime illlPGft~.oet, 
.me. t.b.t ia-..cltn eouW ... ool.1 Got ~ nilwa.r. Mod 1.M 
dirt U.Cb lbt -..td U I"'6dd OTtr ~ DoD lteppa Wft'e J'ldtlftd 1G 
qaapdrw b7 • few d&.f" of raiD. 1M air aituat~o wu ~ ritlu, 
for lhe Off"D''&DD dltco•trtd iD mid-Sepw,mbtr t.h'-t. lbey could a.ot 
keep up • '*' of 1,600 .ortle~a day. Fun.bmoore, Pamer aad bli\1 
t~oell(t wtr. lnetreoll•• ..-.irm an t':nemy t.hat cbOM to m~t. from llfttt 

to 11.100~ 1.11d from l~oCHI" to hou.o. Tho Ruai&M, of rourt .. f~ 
equal 1upply d illlcntltl81 Jl.l)(!e tbe ro.d1 along the Volp aod the 
por1toon brldlfl' for tho rfin!ortml!tl.t. of the city were (I(W.liii\!J 
~>title lnterdlc~ by ent'0\1 air auatk. But by dt.riJ:Ia ml.ke.hi.U• 
ud rfin.fOftlema~t OJMII"'.tioM by tlij;bt, 1lme&heako .... abt. toO 

wppl1 tbt ci1.7 and 1.0 kl!tp eoataet. with lhe RUIIia.ft I'MCIM'e ooaocmtn.­
tloa Ia \be Sut.t.o•· Tambo• ..,.... A.boot. Oet.ober 1 the anini ol 
10 (l'fllh cliriliool from ••t.era &~ b~ptd \0 aWnWD fli"MMM" 011 * Otnou ~..... M:iliw:r ~. bowe..-•• do 11M 

laD,y loOOMa' foe u.. epio el &.Dqnd. 11M dd'tDM ol \.1M v• 
m"' a.., ..., .. -~Wd u;umpa. of popa1u ~ 

0.. tuiiOil CUP tMIMpit_.. o1 Hi~• W!ure wilboul tu.l. 
irlc$M,...,._.., ..... .,.., ....... olltu. Same~"*' 
~ .. -a.LaiDM *' \'• BoO;, dri•e -. ~cially • C'OPOi~ ......-..I«,.. .... til • hlo ............ plo .. ~eM 
Bah ........ ,....lfd .. ndal ~ (tQm ,....... 

o.n.. wawv, •bid. bAd .a •• ,. aimed as. the annlhtlalioa. Gt ~ 
..,..,... ~~~t.Jor fOfUI. 11•\ltt' bimetU hM p,.en: thit iturpn.~ 
hi. i•plW ~ On IN 0\bw hud. eompeteM ......,... ol 
0Hma.a eapabilltiM hnt re•ealed no IUch cryiag oeed for oil u Lht 
Amfric:llA P'"' hM IUpj)Oied. ln 11M2, oll production in Nul-con-­
Ln:IIJIII &rtUIIoMIV b&luic:td c:oMwnptJoo, &nd a alipt. Ne lD produe­
tiGa, u:d·u•l" of tbt~ NorU. CaiiCMill, il us.ieip.ud for 1043. 

•\anbtrmcM"tt th1 A.S. t.imetablo produ«d by SWin io bil aooj.. 
• ......., &~lilrtMian No,osab« c&lll'd rw a vu~ t.ncird.it~J mGvfliDIUI~ 
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on Moooow, coupled with a tbna~ toward the Trans.Caucaau., which 
was to have brougM tho Germt.ns to Stalingrad by July 2~ to Arumu 
(250 mil eo·~~~~ Moow:ow) by Sept:=~ 10, and to Bale~ by Septem· 
ber u. Tbia tune~ble largely comCJdea with the plt.n which ma111 
American mili~ry obaervera were attributing to the Germans ulate 
as las~ June, deopi~ the faet that the delay in launching a "apring" 
offensive bad already suggested that Hitler might be intending aome­
thing less than a victory of annihilation. 

On the bosis of evidence now available, it is impossible to judge tho 
.xtent of tho Gcrmllll objectives for 1942. It seems obvious, however, 
that a battle of nnnihilation around Moscow-where porhnpa 40 per­
cent of the RuMian forces remained concentrated las~ September-­
represented the only way the Gcnnans could have eliminated tho 
Soviet Union from tho war bofore the power of the United States 
became a major factor on the European continent. And it it clifficuh 
1<> see how undu any more limited plan the Nui leadera hoped to 
bring the war aa a wbolo to a victorious conclusion. Stalin'• hypothe­
sis, then, appears the more logical. On tho other band, the bypotheaia 
of a limited objective repreacnts t.n estimate of German wealcnesa 
pregnant with poesibilitles for 1943. 

Even on this narrower baaio, Bitler's achievements in 1942 fell far 
shor~ of his goal. In tho months of July, August, and September, the 
Germano may have lost 2,100 tanks, 3,565 planes, and 450,000 men 
(killed, miBSing, and pennanently disabled). St.aliograd and Baku 
remain in Soviet banda. Tbe Volga will probably bo open to Ruaaian 
traffic next spring. While the Germano have denied to tbo Soviet 
Union tho etcol capnci~y of Rostov and St.alingrad (with a 1937 
production of 4,000 tona of finiabed steel daily in one plan~ alone), lobo 
complete destrue~ion of plant, at least at Stalingrad, haololt the invad­
enlittlo aggregate gain. Neither the Germans nor the Ru!!8ians for 
the pr.,..nt can usc the crude oil output and crude relining capacity 
of the Maikop area, which represent approximately 9 and II percent 
""'pectively of the Soviet Union's total resources. Tho grain of tho 
Kuban is perhapa the m.oat serious loss which the Rutaians have euf­
fercd in 1942. Yet the aummer harvest was almost complete when the 
in'•adel'8 arrived, and with the evacuation of most of the tractol'8, draft 
animw, and able-bodied men, the 1943 crop will probably fall no~bly 
below tltat of pNvioua years. 
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IV. Aft# SltJJingrod 
By mid-November, the number of Axis divisions in and UOUnd 

Stalingrad, which in Sep~ber had totalled perhaps 30 had falltn 
?If a~ ';'Ply. All?ough Hitler did no~ publicly admit it, be'had &!rudy 
·~pilca~y r~ognu~d the failure of his 1942 campaign, and by sendinr 
hia aoldim mto wmtcr quarters somewhat earlier than in 1941 " 
aeeking to aven the calamities that bad befallen them during th ~ 
first winter in Russia. And as in 1941, the Rod Army atruok b.: 
at the vory moment when its enemies had begun to waver. The reault 
was the relief offensive north and south of Stalingrad, and the develo 
ment of the aooondary offensive which had been in progreaa 011 ~ 
Kalinin !root ever since August into a conaiderable effon threaiening 
the security of the German anchor at Rzhev. 

The original pincers attack on the aouthern !root apparently aimed 
aim~ to relieve Stalingrad and the Volga. The two more l't<l<lll 

off~v~ne aouth al.ong the Voronezb-Roatov railway, and one 
ag&llllt the tip of the German Caucasus aalient.-are more e.rtonsin in 
1100pe, atroJll!y ~uggeeting that the Red Army will at~pt to redu .. 
Roa~?v and liqwdate tbe whole Caucasus poeition thia winter. If the 
RWIIlana could virtually &nnihilate the 2~d Axia division• arowul 
Stalingra~, and tho 60-odd divisions in the North Caucasus, they 
would cnpple tho Wthnnaclil'• offenaive power. In this area the 
weather will be suitable for larg&-sealo Soviet operations all winter. 
!n ~o center and north, however, the experience of last year would 
mdicate that from February on, tho Russians will probably concentrate 
on haroaaing and infiltration, and that tho Germans may be able to 
bold aubataotially the 88llle winter line as in 1042. 

Whatever the Soviet High Command decides will depend to a great 
oxteot oo the attitude of its Allies and on the requirements of coalilion 
warfare. Tho "crisia of tho United Nationa" last aummer shook .. 
~aliens between R uaia and the Anglo-Americana to their depths, .-d 
1ts effects b~va not yet completely diasppeared. Alter the clit­
astrous oxpenence of t~e ~une-July convoy to Archangel, no fwther 
convoys went through until Sep~ber. And the preas campaign for 
a ~od fron1.-.. bich reached a c:reaceodo in October long alter tbe 
So.:"'e~ leaden had learned of the Anglo-American plana for Novem~ 
o~d~tl:r reJlected Stalin•a dissatialaction with what ChurchiU bad told 
him m Augua1.-that tbe ssoond front for 1942 would be in Africa and 
not . on the European continent. 

Smce the African invasion, the Rusaian attitude toward Britain 
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and the United States baa been aomewhat wanner, and oommeol on 
the Da:lan question waa notably restrained. Yet the Kremlin can 
bardl:r fail to remember that the appeasers of the put were frequently 
advocates of conaervati'l'e oooperation against the "Commuoiat 
menace." While the Ruaiana are apparently prepared to commit 
their ultimate reserves in the moat far-reaching military and political 
offenaive of tbe United Nationa eflon, the mutual acepticiam and in­
complete underatanding between the Soviet Union and itA! Allies may 
well romain tho major problem of tho w&l'-and of the poaoo to 
follow. 

APPENDIX II 

TUB MBDITD RANEAN FRONT: liD 

The Ana ~itioo in the MediWreneao baa now fallen to its lowest 
point ainu the war began. Despite various reveraala of the pendulum 
in Libya, the total Ana pceition in the Meditern.neao had grown 
atoadi.ly stronger aince Italy'a entrance into the war, reaching its 
peak last July when Rommel threatened the Middle East. Today 
Hitler is &truggling not to control North Africa or the Middle East, 
but to maintain a foothold acroee the Sicilian oarrowa in order to deny 
tbe Allies uso of the Mediterranean for aseault on the continent of 
Europe. 

At no timo, however, has the Axis made a total effort to develop 
its potential pceitiou in tho Mediterrsneao-Middle Eastero theater. 
SpeciJlcally, German commillnenta in t.hia arena have never bee,n 
large, and at each critical juncture German strategy bas t.reated thil 
as a theater of eeoondary imparLance. 

Mad 4nd Gl>v~ i" Libr4 
The yeara 1~0, 1~1, and IW have aU closed with Bri~ oountu­

attacb driving the enem,y from Egypt ..,._ the Oyren&lcan bump 
to El Agbeila. Oeoerai Wavell'a offensive of December, 1~0,. re­
pelled the firat Italian advance into Egypt; but, foUowiog tbe amval 
in Tripoli of the German Afrika Korps in Feb~ary, 1~1. and ~e 
diversion of Allied forces for the Balkan eamp&JgD, the enemy ap1n 
drove to the Egyptian frontier one week before Germany opeoed her 
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attack on Rllllia. Here Rommel halted until forced bade by 0ener.1 
Auchioleck'a offensive of November, 1941, which ffiieved Tobna 
after eix mont.ba of siege. This, the "Fourth Libyan Campaign," 
e&rried tbe British to tbe El Agheila region in Januuy, 1G42, befo,. 
la.ee, tactical errors, and problems of aupply eauaed their wilhdrawli 
to tbo Oazala-Bir Hachoim line from which Rommel ev~ntual!y 
launched bJa summer offensive. 

This pattom of attack and counterattack in Libya waa possible 
bocauao-gi von tho few divisions involved and tho mobile conditions 
of desert warfare-a slight advantage of strength or aupply, or a single 
tactical judgm~nt could result in a spectacular advance. Yet none 
of th010 campaigns produced decisive result&, boeauae oono anniliilaW 
tbo cn=y's forces. Botb sides, however, were slowly but st.eadily 
raising tho anta. The baUles and tbe stakes bad grown apace by lbe 
time the campaigns of 1942 began. 

AN MtdiltmJ1tt41i Pt4/c 

All during lut "inter Allied capitals were apprehensive l1111t the 
Axis uae the period of reduced activity on tho RUMian front to under­
take major operations in tho Mec!Jtorranean. Fears were wid1111pmd 
of either an Axis movement into French North Mrica or a drive on the 
Suez Canal to clear the Mediterranean and posaibly tho Middle East. 
Tho Axis concentrated in tbe i.6laods of Crete and tho Aegean a tot.&! 
of about 90,000 men, and stepped up its propaganda to the Arab 
world. Tho Italian Navy, having repaired much of tho damagosutJored 
at Toran to, came to enjoy a relatively better position than at any t.ime 
since Italy's entrance into the war. Britain, although sending men 
and planes to Libya, was forced to dJvert strongUt to the Far Easl 
at thia time. Tho Britiah naval position in tho Mediterranean, which 
had novor fully recovered from tbe Bat~le of Crete, had deteriorated 
sharply, and Malta wu virtually neutn.lized by in-t air nUds. 
In F~bruary only five to ten peroent of Axis shipping en rout& to 
North Africa wu being sunk. 

But the Axis made no move to use tbe winter mont.ba for operati0111 
in tho Mec!Jterraoean. German strategy apparently called for COD· 

aervation and concentration on the coming campaign in aoutbem 
Rllllia- ratber than exploitation of its Mec!Jterraoean potential. A 
limited flow of supplies and reinforcements to Rommel wu tbo only 
exception. 

By May the latter bad aecumulsted sufficient atrengtb to reopen 
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the Battle of Libya. When the Afrika Korpe awept around the 
southern end of tbe Allied line at Bir Hacheim ?n May 26~ ita ~.,. 
diata objectives were probably only the reduction of grGWlDg Bnliab 
uiking power and the capture of Tobruk u a baaia for future oper­

:tiona. However, after narrowly averting entrapment ~~ or.~· 
minefields, Rommel achieved such spectacular eu~ agawt Bntiab 
armor on Juno 12- 18 that tho way wu open to Egypt. Tobruk fell 
by etcrm on Juno 20, with heavy !oases in men and stores. Faced 
with encirclement at tho frontier and again at Matru.h, tho rcmnanta 
of the Eighth Army finally fell back at the end of Juno to the El 
AJamein lino. Only tho coverage provided by the RAF m&c!o. po11i~le 
this withdrawal. Hero fatigue, supply problema, and Bntab .rew­
foreemonte halted Rommel's advance at t.be gateway to tbo Mtddle 

~~ woa the high tide of Axis suCCOSil in the Mec!Jte~eatl. The 
Eighth Army bad dwindled from 12.5,000 men to COillldenbly !­
than half that numbor, and !oases in tanks and gnna bad boen even 
more aevere. This lituation made necessary a transfer of _for<;"' ~t 
seriously reduced the already weak Ninth ~~ Tenth ~ea ID Syna 
and Iraq-Iran. All heavy unite of the Bntiab Medtte~~an fteel 
bad to be withdrawn, and Alexandria and the French ahi~ ·~terned 
th · ril The Arab world appeared ready to recetve tbe ero were tn pc . . . . 
Axis in the Middle East. Turkey assorted h~ ~eterminat.lon . tc 
resist any attack, but abe was threatened by AxlS p~eera ad van~ 
through tho Caueaaua and Egypt. In t~o west Italian war. mo e 
skyrocketed, and collaborationist groups m Franco and Spam wero 
notably strengthened. 

Berlin'• HiqMr Str4Ugv , 

Yet even a~ this juncture Berlin neither gave Rommel ~be r:;,n­
forcement& needed for a break-through, nor attempted any o or 

. "ddl "'-·t Observers eetim&te t.bat two 
operation agamat the llfi e ......, · . , L. ve been 

red d. . . together with adequate atr power, mtgbt na . . 
armo ,.,..oM, y "lher in July nor 1ga11110 

::ugt to~~~= :C~t;,ad:\:\ast abortive attac~) ilid 
Y P th · I trengtb needed for nctory. 

the .uia make available • marpn ° • tb fact that both in 
Primuy in tbia turn of Oermao atra~ :-: ....:. week that Oer-

1941 and 1942 Rommel _reached. ~h Soviet. Tbe magnitude of 
many opened her offOilllvee ag&lll8t 8 ed · ulta­
commitmente on the RU88ian front probably preclud any ttm 
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neoua operationa again~~ Turkey or Cypru. and Syria, and may hna 
weighed againat diveraion of air or armored strength to Afriet.. Some 
obeervera augeet ilia~ ample forc81 and air power for operations ;,. 
Egyp~ were a~ hand, bu~ that supply and torrain were t.bo limitinc 
factora. Tho Axis situation in supply and in fuel and aervicing 
facilitioa for aircraft was continually tight; but an ample margin of 
Italian (and if needed Viohy) sbipping was always available, if the 
Axis bad over decided on major operations in tbo eastern Modi. 
torrancan. 

Tbo enemy's decision was rather part of itA! total plan of operations, 
and indicates that tho Gorman High Command-whatever mipt be 
Italy's stake in tbia theater-did not feel the war could bo won here. 
Accordingly, boaet by the two-front "leeaon" of tbe last war and antici­
pating tbo nlqUiromeniB of 1943, Germany never committed more than 
four divilions in Africa, prior w tbe Allied landing in the West. Her 
comrnilrnento in air power have been larger, hut still secondary. Sho 
has been content to maintain a foree sufficient to dany tbo UniWJcl 
Nations the use of tho North African littoral aa a bridgehead for att.ek 
on Europa; and sufficien~ to force the Allies w eeod men, materiel, 
and shipping 12,000 miles around Africa w oheck Romm@l'e army, 
supplied by inurior linea only 1,500 miles from Germany. 

In the last analysis the strategists in Berlin perhaps made two buic 
errors in judgment. First, they may have failed to appreciate the 
long range importancoof driving the Umted Nations from tho Mediter­
ranean and Middle Eaat. Second, they apparently did not &88088 
aceurately tho latest growth in tbe power of tho Eighth Army, both 
in material resources and in ita command of the tactioa and problema 
of deaort warfare. 

TM Brilill> O.f!enme 
In the months from July to Oewber the Eighth Army increased 

from 10111 tban 50,000 men to more than tan combat divisions and 
received aigoi6cant reinforcemento of new equipmant, including 
Ammean M-3 and M-4 t&nb. The RAF and Ninth Air Foree 
were greatly upanded in aiu and range of operationa. At tho aamo 
limo roinforcem@nto brought the Tenth Army in Iraq-Iran from a 
"blueprint" Army w very subetantial fighting stungt.h. In August 
Churohill effected a ohange in command tbat turned over tho forcee 
in Egypt to Generala Alexander and Montgomery, men who bad 
learned tho leesons of Libya. · 
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During tho ewnmer bot.b aidee awaited reinforcement. Tho British 
nnce felt out enemy poait.iona, but neither aide po llt!eeed •ufticient 
ad.-antago for a major olfensive. The eoopo of Allied air war mounted 
aJwply, and wid heaYily on enemy supply linea. Three thousand 
U>os of bombs were dropped on Tobruk alone in the t.broe mont.ba 
&ftor ito fall. In early September Rommel made a final effort to ro­
duco Britain's growing striking power. His foreee had increased to 
70,ooo-86,000 combat troops, over half of them German, and he prob­
ably bad 4Q0-500 tanka. Ho was domed any large seale air reinforce­
ment, however, and tho British won a tactical victory. 

It waa thil fo.-~:o that General Montgomery routed in tho offensive 
that began oo Oetober 23. Taking full advantego of the anelllJ''I 
failure w coneantrate hil foreea in the northern eoctor, the British 
wotked their way through the fixed defensee at El Alamein, defeatod 
the enemy'a armor, and then advanced almoet 800 mile. in 29 days. 
The Axis left on tbo Alamein battlefield seven or eight much reduced 
Italian diviaiona that bad been in tho front line, several German Battle 
Groupe, and moat of the !64th German Infantry DiYiaion. The 
British, however, were never able to encircle tba depleted Afrika Korpe 
and other remnanto which retreated to El Agheila. Axis foreea at tbia 
peint, augmented by two fresh Italian divisions and other urut., wore 
estimated at 35,000 combat troops and 100 tanka. 

When Berlin apparently decided w concantrate reinforeemento in 
Tunisia, Rommel was obliged w withdraw from tho strong natural 
defllDICS of tbe El AghoUa region. Although he thereby longthaned 
British linee of commumcation another 2SO miles while OMing his 
own fuel, supply, and transport problems, his proaant .P_OOitioos arc 
vulnerable w outflanking movements whenever tho Bnt.iah are able 
to renew the attack. H therefore seems doubtful tbat the anomy will 
be able to hold Tripoli indefinitely; but a delaying de!enae to tho 
eMt of tbil port may bo upeeted, for with Tripoli u a forw&rd buo, 
the Allies could e1- tho pinoora oo Tunisia, moving forw&rd by Na 
the extensive auppliee accumulated in Egypt. 

Alli..t ~" NorlAVJUl AjrW 
On the heela of the British break-through in Egyp~ American land, 

soa and air foreee-aided by the RAF and tho Royal Na..y- mado 
muit.iple landing& in Frenoh North Africa at 3:00 a. m. on Nov@ID· 
ber s. Reeiotanco wu olfored chielly by French naval foreee ~d 
ceaatol artillery, and by troops under NoguM' command. Algin 
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Smmr 
capit.ulat.ed tha~ evening, and three days lat.er Admiral Darian P•• 
the general order w ceaae tiring. 

Elcmenw of the British Fin~ Army and an American armored fon. 
promptly pushed eutwerd inw Tunisia in an efror\ w forett.all 148 
es~bli.abmen~ of a major Axis bridgehead. Although lacking fonrard 
air ba&M amall AUied forces advancOO. aa Car aa Makur and Djedeida 
by Novc:Obcr 30. Here they were halted. During December 1-6 the 
Djedoida column wu drive~ back alo~g the Medjorda Valley west 
o! Tobcurba with aubs~t1al 108808 m armor, trucks, and guM. 
This closed tho initial ph88e of tho Tuni8i1Ul campaign. With the 
enemy eetablished in relative Ioree in _strong positions, the Allies 
paused w bring !orw":"' over ~nuoua linea the rcm~orcementa and 
suppliee, and to organtzO the atr b~ and Cerry..erv•ce& needed lor 
large-ecalo opera~ions. 

Apparently no~ abaolutely cert~ of just where and when ~he Allies 
were going to land, tho Axis bad sbift.ed no large forcee to ¥nca before 
Novmber 8. It bad previously concentrated submt.nn .. for the 
at~k and enlarged i~ air forces and air facilitiea in Sicily and ItAly. 
Not until Novmber 10, it appears, did the airborne m~vement to 
Tuniaia begin. Since that time, in addition to st~tberung ~·d .. 
r.,_ of eouthem Europe, tho Axis bu moved to 1mpoeo a mamnum 
delay on tho Allied conquost of TuniBia, for the inlmediate purpose of 
denying us beth p88t.t.go through the Mediterranean and air b.- lor 
auatained attt.eks on Sicily, Italy, and 110uthem Europe. 

Enomy !orcee in Tunisia, ostimated at 8,000-10,000 combat troope 
on November 18 bad increased to almoa~ 40,000 a month later. Moot 
of this forco w;, coneenlrat<Jd in northeastern Tunisia, with am&ll 
forces at atrat.egie points southward along tho cou~ a?~ the ~t­
weet roado. Gorman combat air power in the Italy.S•etly-Sardima 
region baa been iner688ed by several hundred plt.n08 aine~ ea~ly fall, 
though this transfer hu been partly cancelled by loeaea m Lib~t.. 

lf tbe Germans coDBidor that the objective justifies the exp<lllditure 
of atrengtb, t.mple !oreee abould be available. Tho limiting l&e;torl 
are tranaport and supply, especially the omall capacity of lhe Alrieao 
porta at the dispoeition o! tho Axis. 

A.o&uming tha~ RU88ia oontinu66 to con~ the m- of Ge~ 
atreogth, and that Allied tonnage oontinuea to Oow. to. North ~n~ 
tho United Nationa ahould be able to isolak &nd eliminate this~ 
toehold. But oven should the enemy maint.ain a foothold in Tu~a 
into Ute apring, it may be posaible from baaea all along Norlb Alnea 

to imposo a diversion o! atrengtb and t. rak o! air attrition that Ute 
.uis can not afford in the lace of 19-ia'a demand&. 

7T1e Mtdilurantan SuM Ill 1M &4 of 19~ 

This rcveraal of tho Axia position (rom the high tido of July bad 
impo~t effeota on all tho watching, wavering countrloe of tho 
Mediterranean, &!though only in France did spee~ular con~uencea 
follow. Horu Germany bad maintained Laval in power eineo April 
because be olfcroo them more in tho way of ••..:urity and supply at 
less cost than any other nltcrnative. With tho Allied landings in 
North Arriee, Germany was compelled to occupy and fortify sou them 
Franco. Tho ecut~ing of Toulon denied tbe Axis an impor~nl 
potential addition to ita naval power. Our friend& in Franco were 
enormously encouraged by the American landing, and a more united 
Flueh front should follow tho re68tablisbment o! Giraud. 

Upon Ualy baa ft.Uen the full impact o! the Allied offensive& in 
Alrica. Alter 30 months of war, Italy baa loet her Empire and now 
ft.ee8 a grim winter under heavy air at~. High Italian officiala are 
undoubtedly bitter over Hitler's policy of playing with France, which 
prevented lhe delen~~e of Nor'.h Africa against the preseol develop­
menta. General morale in I~ly ia low, but that of the t.rmed Jorcea 
is apparently bettor. Tho Italian Navy is strong in numben (except 
in cruisers) but ita strategic position baa been weakened by incroaaod 
threat of air attack. Ita commanders will probably be no more 
anxious than in the pas~ to lt.ke the offensive, but in defensive opera­
tions, tho Italian Navy ia expected to fight vigorouely. Although ita 
conservative officer corps is traditionally tied to Ute monarchy, the 
modem Navy ia a Faeciat creation both in ships and function, and 
obocrvcrs feci that it considers ita fak identified with that of the 
prosen~ Government. I n general, there ia no reason to believe ~at 
Mussolini'a regime is in danger, eapeeially aa long u Gorman "ID· 

ftuence" is preeeot.. . 
Oermt.DY baa waged a war of nerves ~t S~ ~ agamat the 

Allies with regan! to Spain'a lata and Spam ~ J1081UOD lD the :rar; but 
t4e Franco Government, relie,•ed by Prosident Roooev~t • -n: 
t.oceo bu cautiously trimmed it.e aaiia away from nonbeliJgoreOey lD 
the cfu.oetion of atrie~ neutrality-a trend that baa been under "'.ay 
oince the eclipse of Serrano Sulier in September; The S~~ 
Foreign Minittor baa aMUred ua "direct from Franco' that Spain Will 
resiot GermiUl preeauro. Observeno who even two month• ago were 
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queetioning whether Germany would diapene her ttreogth by uodor. 
t.aklng opert.tiooa through Spain (in the face of the lcnowu ditlieulbe& 
of logiat.iee, teiTILin, and guenilla oppoeition) now foal that develop. 
mente on tho Ru.eian front make any such action highly improbable. 

In the Near Eut, our au~ in North Africa halted the progr.. 
sive decline of Allied preetige in the Arab world. The change of for­
tune hu not, however, resulted in any flocking to the Allied cause. 
Long sttodiog nationalist iaaues remain to tho foro, and the wheat 
problem throughout tho Middle East is of mounting gravity. Turkey 
hu boon elated at our auooess and there aro indications that, if the 
trend of oventAI continues, Turkey might in 1943 deviate from her past 
policy of absolute neutrality. Such a devolopmoot might create l 
serious challongo to the difficult Axis poeition in tho Balkana. 

Tho not A.tia poeition in the MediWrr&nean, then, ia not.ably welku 
tbtn six months ago. Its enormou. logistical advantage hu been 
reduced with the eatabliahment of an Allied front whoee supply !ins 
are about 8,000 miles shorter than the vulnerable route around 
Africa to Egypt. Furthermore, during the winter -.on, which 
Gennany bu in the past devoted to building up her war pota>tial, 
the Axis mmt now conatruct defenaea and divert strength to the long 
southern European front. Germany baa had to increase hor pl111e 
commitmontt in this theater, for example, by about 500 additional 
combat and 200 tranoport aircraft. At the oame timo loan t.hat the 
N azie would a trike through Turkey or Spain have been eubatantially 
aUaycd by tho ahaonce of German proparatioo.e. It now appoan, 
therefore, that tho Axio will limit ito countor-moasu.roe in the Mediter­
ranean to a dotorrnined stand in Tuniaia, conoorving itA! forcea for the 
land and air battles of 1943 on the continent of Europe. 

APPENDIX Dl 

THE AIR OFFENSIVE IN THE WEST 

Throughout 1942 the RAF maintained a strong night and day 
offensive against German-<X>Cupied Europe. With tho L'4.ftwaf!• re­
stricted le.rgoly to defensive operationa, the British metropolitan a1t 
force, later joined by ~be USAAF, conducted extoneive bomber and 
fighter foraye against enemy objectives ranging from Norway to Itely. 
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Nigltl{)peratiDM 
In the fint eleven months of the year, the Bomber Command of the 

RAF deepatebed eome 26,000 aircraft on night raids of which ~be vut 
majority were directed against cities in Germany proper (excluded 
from this summary are those raids in which fewer than 25 planee par· 
ticipated). During this period, bombing miaaione were undertaken 
on 135 nigh14; an average of 190 planes was engaged on each of theee 
nigbtAI. More than 30,000 tons of bombo, divided about equally be­
tween high exploeivoe and incondiaries, were released on Gorman objoo· 
tivos in tbeae night aortiee. French, Belgian, and Duteh targel.a 
received 3,600 tone of bombs, while 1,900 toDB wore released over 
lta!J> (Table I). 

Increasing in scope and int.enaity, the bombar offensive reaebed ita 
peak in June, when an average of more than 300 planes ~u deepatched 
on operational nighta. In lbe final months of the pened the acale of 
night operatione declined sharply owing, in part, to unfavorable 
wealbor conditione. 

While shipping inetallations and German naval v.....Je in Ooeupied 
Franoe were attacked lraquent.ly in the initial months, major night 
raids were aubaoquently directed against o.biec~vea ~ Germany. 
Systematic bombing of Italy, planned to comode Wlth Dl:ihtary ~venl.l 
in North Africa and designed to exploit tho lenglhenmg penod of 
darkneaa, began in late October. . • , . . 

An outst.anding feature of night oporatl~ns was th~ m111&\1on of 
1 OOO·plano raids throo of which wore doreetod agamst Cologne, 
Essen and Bremo~ during May and June. Two raida on DOaaoldorf 
and one each on Hamburg and Bremen, involving 639, 476, 4~6, and 
446 planes, respectively, took place in the three month& followong the 
1,000.plane raids. Theao, and the earlier attacks u~n L~bcck and 
Rost.ock woro reported to have been the moot effeet1ve ra1d1 of the 
1942 off;naive. Eaaen, Bremen, and Cologne, in ~~~t order, were the 
moot frequently and moat heavily raided Oerman ClUes. Eaaen '!one 
was favored with 17 night altaeka, while Cologne, on .May 30, ,_1•ed 
the heavieet weight of alt&ek on a single night when 1,500 tona of 
bomb• were released over the city. 

Bombing Policv . 
Area bombing, u contraotod with precision bom~iog, continued to 

eb •• .:. .~ R .,,,1 night bombing policy. W1th but few excep· 
arac-~e we "" . . · d 'a! b'ec­

tiona, no effort wu made to hit specific military or lD uatll o l 
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lives. The heaviest weight of attack waa generally le.,.lled oga;,.1 
oompMI rceidentinl areas with tho intention of maximizing indirect 

industrial damage through tho deetruotion of housing, tranaport.ation 

and communication facilities, etc. In oome inatanoes, however addi: 

tiona! bomben were directed aaainat important planta in or n~ar the 

target city, eueh ae the Beinkol works at Roatock or the Fiat faetoriet 

in Turin. 
. This adherence to an area-bombing policy ...,u)ted in the employ. 

men\ of heavier bombe, larger bombera, and a greater proportion of 

incendiary bombs. Tho use of 4,000-pound B . E. "block buaten," 

_.J>articularly effective against residential areas, increased nin&- or 

-ten-fold between January and October. Eight thousand-pound H. E. 

and 4,000-pound incendiary bombs wore introduced on a limited 

aeale lal<l in the year. 
The typo ol plane used by the RAF Bomber Command changsd 

markedly during the year. Four-engine Lancaatera, Stirliop, and 

Halillll<CB rapidly replaced tho two-engine Manchesl<lra, WhiUeyo, 

Md Hampdeos, which had cooslilul<ld tho RAF'a early equipment. 

ln January only 4 percent of the planes despatd>ed were four-mot<>r 

bomben; by October this fiaure had been railed to 68 percent and 

by November to 84 percent. 

ln a similar manner, the average bomb load of planes participating 

in night nidt on Germany inereaeed from 1.4 ton• in January to 2.2 

tons in October and November. The more extenaive use of the four­

ongino planes with larger bomb-<:arrying capacitios, the emplo.flllenl 

ol heavier bombs, and an inereaae in the size of the bomb bay ol 

individual planes, all contributed to the inereaeed bomb-load. 

Approximately 4){ percent ol the planoe despatched againat Ger­

many lailod to return to their b&808, but casually ratoe among plane• 

..,nl over Fnnce, tho Low Countries, and Italy were conaidcrably 

lower. There is some evidence of a gradual trend upward in casualty 

rates ol planet raiding Germany. This may be attributable to quanli· 

tat.ive and qualitative improvcmenta in German antiaircraft dllfens.e. 

The laying o.f ..,. mines and sowing of propqanda leallet.e oon­

tinued to play an important role in nigh~ opontions. More than 

4,200 planet were deepatchod on min&-laying ftighta on 160 night. 

during tho first eleven montlu of 1942. They (IXI;)oded over a wide 

area from tho Bay ol Biscay to tho North and Balt.ic Seas the Helgo­

land Bight, and the Skagarnk and Katt.egat.. Silt hundred planet 

dcspatehcd on 95 night.& dropped leallet.e on Germany, Occupiod and 
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Unoocupied Flance, Belgium, tho NcthWanda, and Scandinavia. 

Jn July, 33 million were dropped, in Augutl, 23 million, and in Novem­

ber, the month of the Allied invaeion of North Africa, 42 million. 

Dav/ig/IJ 0~ 
More varied but 1- intellliYe were the RAF Bomber Command's 

daylight activities which, unlike the night operations, comprised low 

or high level precision bombing. 
Objectives in Occupied Flanoe and the Low CountriCII were mainly 

induetrial tatS"Ia aueh ae power alatioos, docks, obipping inttallations, 

rnomy naval vessela, anJ airdromCII. Tbirl<len hundred planes, mostly 

Boston and Mosquito Bomben, frequent.ly accon>paniod by figbwr 

e100rl, were despatched on 100 attacks in tbia aru; but less than 1,000 

toot ol bombe were dropped on the t.argec.. The moet striking day· 

light raid was tho long-ditlanee attack by 8S Lancasten! on the 

Scbneider-Creusot Works. 
Daylight raids on Oennan,y and Italy were)..,. frequent, and aeldom 

involved lorcee of any ooasequonce. Fewer \ban 600 planes were aenl 

over Gonnany in 70 daylight bomber operations, during which not 

more than 600 tona of bombs were releaoed. 
On Augutl 17, the 8th Bomber Command ol the USAAF joined in 

the daylight eorties against Weetern Europe. Bylhe end of November 

more tban 1,000 B-17'& and B-24's, usunlly with flgblor escort, hnd 

been despatd>ed on 21 high..ttitudo, precision bombing mi .. ioot 

against. hnrbor inata.Jlalions. 1ubmarinc pens, airdromes, and power 

tlations in occupied territory. Greateel ol the raids was thai ol 

October 9, when 115 bombera were dirccl<ld agoinol the Fivot Lillo 

Steel and Engineering Works. . 
Opentioos of the RAF F"1ghter Command were manifold. They 

rnnged I rom frequent eaoort ol RAF and USAAF bombers to regular 

offensive swoops of • reat in wbieh enemy figbwrs wore eonCI'nt~led 
bu~ where oerioUJ oppoeit.ion was rarelr encountered: Amo~can 
P-38's and Eogle Spitfires joined in theee activitiee. Uruted Nations 

fighter pl~<nce also ongoged in diversionary owee~ to d~w ofT on.emy 

fighters and in bombing operations aimed at ro1lrond mstollat10ns, 

locomoti• .. , and military centers. 
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APPENDIX IV 

GERMAN ECONOMIC PROSPECTS 

Any oatimaw of tho productive potential of the Ocnnan economy 
during 1943 must bo framed in wnns of corWin aaaumptions concerning 
tho size of tho forthcoming Nazi military effort. Tho only gonerati­
zat.iona that appear feasible within this contoxt aro very broad ones: 
nnmcly, that ii tho Natia remain largely on tho dcfonsivo and if they 
are not severely preased in Europe itself, they should be able to 
etrengtbon considerably their productive position, wherooa, if they 
attack in Russia or ebowhera on a scale comparable to that of t 942, 
or if tho AUiee open a continental front in Europe, tho efi'ectiven .. of 
their fon:ea wiU be pereeptibly impaired by deficiencies in the output 
of certain military items. Moreover, mllit.ary operatio1111 of tbeoe 
dimeruions would in tum reduce Germany' s economic capadty 10 

wage wu on a comparable eeale in the succeeding year. 

Manpo~«r 

Our first aeaumption of Gennan defensive operations in tbe Eut 
and of no Allied offensive on the continent carrioa with it the estimate 

y 

S!Cilllf 

that the Oermana would tbua be able to reduce aa!ely tbe oiu of their 
umed foreea by eome I ,600,000 men in 1943: permanent 1-, which 
might be expected to amount to aomel,OOO,OOO men in 1943 under tbia 
assumption, could be aJiowed to go unreplaood, and 500,000 eoldien 
could be given "industrial furloughs." This would permit the 
disposition of 130 divisions to hold the Eutem Front, 45 diviaiona 
to man tho Weet and tho Mediterranean littoral, and 75 division• for 
garrison and lintHlf~mmunicat.iollll duty. Table I indioatce tho 
German labor position under thoae aaaumpt.ions: 

1'4BL!t 1-Lobor Forti in Oumon11, Nowmber 1941-Nooemkr 1948 (AflumpllOft: 
• Otrmonll on Dt/tntiH, no Major Altocb bv United Notion.) 

[In t~ouB&Dchl 

Tolal Male Fe.W. 

A. POiilloo u ot Noftml>er 1042: 
1. Germano, liOmiA1 worklns populatloo •••••• 28,280 13,610 
2. lnwoal romdiO.-•• ··········- · ---····· · 040 m 
3. Oioab*l•e~<ranL.-•• --············----- 710 

••• 770 
6$0 

••••• 6.iO 
4. Porelp elvUI&Aa ••••• -·····---··········- 2, Q20 2, 270 
5. Pti.tooen of wu ............................ .. .......... ........ l-1.:_•_600_1-1-, 600=+-:-::--.::: 

Tolal- .• ·-·········-· ······-··-·--·-· · 34,350 18,280 1<1, 070 B. Net. ohaoge, November 1042-November 1943: 
1. Furloughed from armed to"""'···· ··-···--- + 600 +~ .... +u 
2. NaiUrtJ growth •••• ·-··-···--·-··-······· + 124 + 1 

00 3. lnwntJ racrull•···--··········· · · ······· +~~ + MO + I 
4. Dllabled vetA>rant ••• -•• · ··········----··· + 300 +201! ... +ioo 
5. Foreli;n elvlllano •• -········· ··-·····----· + 6. Prlaonort of war ....... ..................................... ...... .... ............. ...................... .. 

Tolal.·-·-·-···-··-···-···· ··········· +1,665 + 1,440 + 226 

U, on the other band, Germany renews her offensive or ia aubjeeted 
to severo Allied prtlllure, abe may require anywhere !rom 160 to ZOO 
divisions in the Eaal, 45 to 95 divisions in the. Weal an~ along tbe 
Mediterranean and aome 76 divisions for gamaon and lino-ofo()Om· 
municat.iona d~ty. Moreover, adivity on such a ecalo aboul.d ~~ 
penn&nent 1- to perbape 1,500,000, and, contrary to tho 11tuauon 
envisaged under our fonnor ,..umption, th_l_.. would bavo to be 
currently replaced. Witbdnlwah !rom the civilian labor force, rather 
than industrial furlougba for the w~ wo.uld ~naequently be 
neeesaary. Tho eAtimated net numerical docline m the German 
working foi'C6, after allowing for new entrants, would be no more 
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than abou~ one pereeo~; bu~ in lama of "effective ~plaeellloat 
nlue " the decline migM total 2.5 peroen~. lin~ the induction of 
1 500 'ooo abl&obodied laboren into the armed forcee would lower by a 
~ 'u pereeo~ the qualiw.&ive average of the remaining &ggregatioo 
of German workers, cliubled veterans, foreign civilian., and priaonera 
of war. AUemp~ by the German. to eompen.ato for thet6 1-
by increaaod rooruilmont of non-German workers from Axis Europe 
would undoubtedly meet with even moro stubborn roeistonce if tbo 
Wehrm4cht appeared to be hard-pressed on ono or more major front. 
and if tho Reich i~olf came under heavy and peraiaten~ attack from 
tho air. In Table II, ~he position of ~he German labor force under 
this second ac~ of "offensive" 888umptiona is oetimatod: 

TULII 11.- Lo .... /- i• G'""""Vt N-ml><r 194._N .... IIIi>u 1948 (A.,.•JIIioo: 
0ff'M4-"fl em o§fNiN t1r MO.s1v oUM.W br UniUd Nod<nu) 

liD lboU&&Dda} 

Tot&! Male ,_. 

A. PooiUoo u ol Nov..,.oo 1GU: 
I. Oenlwlo, nonn&lworking population ••••••• Z8. 280 13,610 H, rnl 
2. lnlonlol ....,1 .... ------------------.---- 1140 ::go 6lO a. Dilabl«<veW............................ 710 710 
4. ForoJcu clvllll.nl........................ . 2, 020 2, 270 6lO 
6. Prloonero ol war ......................... 1-1.:., .:.600:.:...!1-1.:..' 600;_-f---

Tot&l ................................. 34,860 18,280 !&,Oro 
B. Net change, November 1942-November 1943: 

1. Repl&ccmentolpermanentl ............... - 11600 - 1,600 ...... .. 
2. Naluralsrowth.......................... ..- 126 + 100 +~ 
3. Internal rcorult.t......................... + 100 

0 
t l 

•. Dlaablcct •• ~............ . .. ...... .... .. . + 1140 + 114 ---+ioo 
6. Foreign dvllll.nl...... . .................. + 300 + 200 
6. P'rllonm of w&r .. ....... ...................................... .......... .................... . - . ....... • 

Tol.al ......... ______ ______ ________ __ __ - aaa - 660 +:IU 

StroUgic MaltriGU 
Apart. !rom the unpredictable eft'oe~ of UH3'a bombing raida on 

Axil Europe, Germany's supplies of stralq!ic raw mat.eriala would 
appear, on the whole, to be su.fficien~ for her eaaeot.ial militory and 
industrial needs. The eopper poeition eao be daeeribod u "e:rtr~ely 
tight and a till deteriorating''; chromita supplioe depend to a en tical 
degroo on tho Clodiua Agreement with Turkey; wngaten roquir<uoenla 
must bo mo~ in part by bloekad&-running. But there seem to be 
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s ..... 
sufficient auppliee of rubber, ootJ and ooke ('d the o~ in the Buhr­
Rbineland area are not too aeverely damaged by bombe), iron, alael, 
JD&ngan-, magooeium, aluminum, load, and zioe. Chemical pro­
duction will ap~tJy be adequato in 1943. H tho Nuia can ex­
ploi~ aucoooafuUy Finland'• Po~o minee, enough nickel cao be ao­
quirod to moe~ ~ho war eeonomy'a reduced requiremon~. The 
German position in antimony ia strained but not apt to be critical in 
!943; t.hore will probably bo enough tin to meo~ basic requiromen~ 
through 1943, but after that only by bloekad<>-runniog. Preacn~ and 
expected aupplioe of molybdenum will suffice; but if the Caucaaua 
were los~, the situation would become noticeably tighter, and if both 
Caucasian and Norwegian eourcee were out off, Germany would be 
let~ with supplioe adequato to meet only 20 percent of her requir&o 
menta. 

Aa for oil, the Axis poeilion appears to bo in a tenable balance. 
Although stocks are low, new supplies of petroleum and its aubeti1ull!8 
are in lac~ upeetod to be larger in 19431han in 194.2. More motor . ' . vehicles will bo adapted to run on solid and gaaeoua IUbetitulee, 
freeing liquid fuel for other UIM. Full operation of the new hydro­
genation plan~ a~ Bruox, BJ..,hhammer, and perhaps el.eewbere 
shculd bring a considerable rise in the output of aynthet.io ~il-u 
!hould the oponing in the eourae or tho year of moro plan~ Ullllg the 
Fis<:ber-Tropacb pi'OOOIIII. Moreover, exploitation of tho. ~ptured 
fields at Maikop may yield anywhere from one to two million toot 
next year. 

As " result uniC88 Allied bombing interferes, the Axis can look 
forward to an' inoreaao of 2,500,000 to 3,500,000 tons in ita supply of 
petroleum produo~ and aubetitutes . . Since 194_2 sa~ n~ aignifica~t 
withdrawals from AJiia oil stocks, this prospective nac m output m 
1943 should provide a large margin for expanded militory operalioot. 

Tra~alilm 
The inland traoapon poeilion of Axis Europe bi.ngeo to a oigoiBcant 

degree upon the extent of German militory operationa in the Eut.. 
The task of supplying the Euwo Fron~ in 1942 ~ed about 13 
percent of all Axil Jocomotivee, and 10 ~t.of a!! freight C&l'l. U, 
After withdrawing from their advanced po81tlo~ ~ the oouth, the 
Nazia should merely maintain a ahortaned defeos•ve?no lbrougb 1943, 
only about half u much rolling atook would be required to oupply the 
front. Even t.ho opening of a "Western Fron~" in Europe by the 
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Allies migM not offset auch a gain, since the auppl,y of a divlaioo on 
1 

west.em front would eall for only a third of the locomotiYes and fniabt 
eara nooded to supply an equally active di..Wo.n facing the Rueoiana. 

Under tb- aaaumptiona, the 200,000 freight cara and 6,000 loco. 
motivea ll()beduled to be built in 1943 would, after the lint ball of the 
year, roloaao tho Axis rail-transport poeition from tho worst of ill 
strain. A smoU reserve capacity in tho transport facilitioe of inland 
waterways would probably bo offset by reductions in Meditomnean 
coastal shipping. 

If, however, Oorman military activity incro88od in 1948 above the 
acalo of 1942, without any compensating shift of that activity to 
nearer front.s, tho burden placed on inland transport would necoesil&t. 
roductiona in tho volume of industrial and civilian freight hauled. 
Thia reduction might be fUither accentuated if Allied air attacks took 
on greater proportiona than the present "locomotive bunts." 

Milil41'fl Suppliu: Aircraft 
An acute shortage of skilled labor-aggravated by the llwjlwffl• 

nood for trained maintenance and repair men in the newly-extsnd.ed 
Mediterranean air theatr&-will probably prevent tho Oermans from 
expanding their output of combat planes in 1943 much beyond their 
present production rate of about I ,300 per montb. Moreover, bomJ>. 
ing raids by tho Allies, which hitherto have bad but a limited cf!oet 
on Oorman plano output, may increase sufficiently in weight and in 
prooision during tbo coming year to chock any rise in production, il 
not actually to lower it. 

To these factors may be added the effoot.s on output of & poesible 
largo-seale ehaog(>o()ver in plane models. Basic models for tho !Aift­
w.fl•'• present aircraft wore, with a few oxcopliona, developed in 
194()-41, and many of them may now bo regt.rded u obii()Jesceut in 
relation to recent United Nations designa. If Oermany in 1943 
au~mpta to put new models into production on a ma,jor aeale, the 
labor and machine tools available to turn out present modela will bs 
reduced, and output will, for a time, decline. On the other bt.od, • 
chango in empbuis from bombers to fighters-in line with a policy 
of dele,_migbt eventually allow a higher number of planes to bs 
produced each month, since fighters call for fewer man-boun of labor 
tbt.n do heavy bombers. 

Dcepite tbe t.doption of a policy of plano conservation and the 
grant of "high priority" to tho plane industry, the Lt.ifiiiXJjJ•'• rocenl 
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rates of loae have somewhat exceeded ita rates of production. On 
balance, it would eeem likely that, with inereuing p..-ure from tho 
Allied air forces, Germao air operations will ba limited by the dearth 
of reserve strength and by the diflieulty of expanding production. 

Submarim• 
Steady oxpe.naion. of Germany's submarine construction capacity 

from oarly 1940 unt•l tho autumn of 1941 made poesiblo a rise in tho 
reto of completions in 1942, so that tho monthly rate now BuctuMAlll 
around 25. During tho lato spring and summer of 1942, however, 
failure to keep tho rate of crows trained up to tho rate of submarine. 
completed reeulted in a corrceponding incroase in the baeklog of un­
commissioned boats. Recent efforts to break this bottleneck may 
prevent ~>ny &etual dooreue over the year in tho rata of aubmarino 
acc.retions. 

Prospects for 1943 launching& depend primarily on incrM~e~ in 
shipyt.rd capacity eBected in 1942, balanced against lan aummer'a 
bombing of submarino waya. Batween March and June of 1942, tbo 
number of waya apparentl,y roae 10 peroenlr-which would norma!J.y 
..... ult in an eni&Jged number of aubmt.rine launchings early in 1943. 
But, while an exact appraisal of bomb damage wrougM Jut year ia 
impoesible, it teema quite poesible that the Allied r&ids may have 
prevented that aolicipated rise in the rate of launchings. 

Tanka 
If Germany eonfinea her militery operations to defensive efforts or 

to limited off(Ul8ivoe on tho acalo of last summer's campaign, tbo 
w.hT171(!<:ht'• prcacnt tank strength-eome 17,ooo-plus current out­
put, should be &ufficient. But if Germany anticipates either launch­
ing or having to resist a fuU-ecalo offensive, she v.·ould have difficulty 
in revamping bor obll()loocent tank models, without curtailment of 
even current ratoa of output. FUrther improvements in armor and 
armament can no longer ba readily auperimpoaed on those b~e tank 
desi&na developed in 1988-39. But a thorough chango-over 10 pro­
duction would ea11 for aubstantial quantitiM of skilled labo.--.t a 
time when aubmarine, aireralt, and locomotive conatruc~on are 
preaumably to ba stepped up. If, to take only one competitor, the 
locomotive program of eomo 6,000 unite a year were to ba pushed, 
it would rondor out of the queet.ion a significant output of newly­
designed tanka. 
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o,,.., Ammvnili<m, ~ 

Although the lack of satisfactory dat& on holdings, -~ '-. 
and produet.ion makes any estimate of the German annament ~tioo 
extremely huardoua, eertaio new demands on the Nazis' gun produt>­
tion that may appear in 1943 can he noted. Large quantitioe of all 
types of anti-aircraft and anti-lank guns will be needed to meet Pl'eeenl 
st.ratogio requir~ment.s. Moroover, Germany industry will have to 
moot i.nerooaod requirements for new and improved anti-aircraft bat­
torioe for ueo not only within the Reich but in tho Balkans and Italy. 
II may bo nooeaaary, too, to produce more heavy guns for fixed forti-
6c~tiona in halloo and elsew.here. 

At for ammunition, it a~ears that the Wthr~ ia aaeurod of an 
adequate supply in 1943. Germany's engineering induatriee are under 
inereuing st.rain, and d~ficienciee may develop in lead, antimony, or 
bigb-grade atoel; but apart from some technical diflicultiea attending 
the substitution of gilded or lacquered steel for braae, and tho repla<:o­
monl of oopper by eoft iron or bimetallic driving banda, theae factors 
are not e.xpected aignificaotly to affect tho output of projoetilea Ibis 
year. 

Trudtl 
Should Germany be allowed to remain during the coming year on the 

"stationary defensive," her supply of lorriee wiU probably prove 
entirely adoquato. 1!, however, Germany eitbor eboo1101, or is forced, 
to enpgo in military operations in 1943 on tho scale of 1942, her 
deficit of motor trucks will become serious enough to affect markedly 
tho mobility of her armies. 

lnoroaa.od t.ruck production is no longer possible except at the 
direct oxponae of other essential military items. The number ol 
lorriee in civilian use within the Reich has already been whittled down 
to it.s minimum, nor would it he poesihle to withdraw any sizeable 
numbor of t.rucka from civil use in occupied oountriea withoutseriouol.f 
impairing the • fficioncy of those statoe in producing for the Alii&. 

Oit:ili4n Svppliu 
Though food auppliee in the ~nd hall of 1943 will he largely 

detonnined by the unpredict&hle size of that year's crope, it would 
seem reuonable to eetimato that even a subnormal barveet will lean 
the Germans wilh sufficient food supplieo for a diet adequate in energy 
oontont, though perhaps dcficient in relation to long-run nutritiooal 
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needs· At all aventa, the Nazis have themeelvee empbuiud that aa 
long as there is food in Europe, it will go lint to the Germans; and 
among the Gormana, soldiers and munitiona workua will be the laat 
to go without. Rationa aa eet&bliahed on October 19, 1942 apparent.ly 

888ured an average intako of approximately 2,450 ealoriee per capita 
per day. At tho rationa allotted to the German population in 1917- 18 
allowed only about 1,600 calories, the Germans would aoom to have 
a considerable margin as yet before a critical situation appsars. 

The quality of Gorman toxt.ilea will doubtless continue to deterio­
rate, but tho quantity allotted to consumers still appeara well n!Yivo 
minimum physical noeda. In leather, however, the Gennan poeit.ioo 
may he even worse in 1943 than during the past year, While there 
may be enough heavy leathu for the most important military neoda, 
industrial and agricultural ooosumption will have to he pared to the 
bone, and civiliana will receive none at all. Solee for civilian foot­
wear will he fashioned largely ofaubstituto materiala 

An increasing housing ahortago in certain areas of Germany m&J> 
bo e.xpected in 1943 if Allied air raids oontinue at the same or a bigber 
!&vel. Already the British eotirnate that these raids have required the 
oontinuouslabor of eome 100,000 men for repair work on homes alone. 
However , tbe fact that Gormany has only now begun to oonaider 
measures for rationing dwelling space tends to indicate that no eriaia 
in housing has yot been reached. More aout.e may be tho persilting 
shortage of household equipment. 

In genoral, civilian supplies in Germany appear to be short, b.ut not 
critically so. It may indeed be IUI8elted that furthor cuts m tho 
civilian sector could be and probably are being made to the advao­
tsgo of purely war production. Rationalization has already boon 
pushed far; it can s till bo pushed a little further. Quito poaibl,y, a 
huge inereasa in bomb damage inllie~ by the Alii"'! on Gennao 
civilian areas might produos a progreowve and cumulative encroach­
ment on militory output to auataio minimum civilian supplies. But 
there is no oonvincing evideooe that this stage has yat been approached. 
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APPENDIX V 

THE OUTLOOK FOR RESISTANCE IN OCCUPIED EUBOPII 

Perhapt no other upoot of the war ia 1- eu10eptible to aocun~ 
prognoaia than tho question of resiatanee to the Axia in oc:eupied 
Europe. Tho weighting of scanty, contradictory data on current 
activities ie au operation hazardous enough; but eetimation of what the 
coming year will bring in the way of anti-Nazi oppoeition dopenda w 
an almoet prohibitive degree upon factors beyond our knowledge­
particularly tho extent and success of our military ventures, and the 
cumulative eJJoots of near-starvation on tho aubjoot peoples. 

G~neraluatiollll upon European resistance confront a further diJli. 
culty in tho diversity of conditions that exist on tho continent. Wbat 
might apply to Poland would be irrelevant to Denmark. SaboUge in 
Yugoelavia occurs on quite a different aeale and in quite a differont 
context from that in Belgium; and atlitudee toward the Allilll vary 
sharply even within ono country-as in Oueboalovakia. 

Yet occupied E urope does present a picture of aubatanlial unity in 
its hatred of tho Nazia; and it is poasible to draw certain conclll!ions 
about resistance in 1943 which will fit at leaat a majority of tho .u;.. 
dominated countries. Aa a basic datum it can certainly be laid down 
that "morsl" opposition to the Now Order will ehow little eign of 
slackening in lho coming year, barring any catastrophic revorsea for 
Allied arma. In Upper Silesia large numbers of Poloa have accepted 
Volhdeulteh etatus, but their defection from tho ranks of tho opposi· 
lion ie and will undoubtedly remain a striking exception. 

On the other band, it can probably bo eaid with aa much safoty thai 
even if nutritional standards in the occupied cou.ntrioa fall no lower 
than their current levels, the progroaaivo ell'oots of preeont dietary 
deficiencies will seriously reduce the capacity, if not tho will, to reaisl. 
In Greece, active opposition to the Axis forcoa ;. largely confined to 
mountainous areas, near sources of food ina~ible to the weakened, 
starving city-<lwellers. In what was "Ooeupied France," the caloric 
average of tho population's diet was clearly below tho amount necee­
ury for eolllistent, normal activity, and it ia doubtful whether oondi­
tiona in wbat is now fully~upied Franco will be any better. In 
Poland, where oven in poaeolime a large sector of the populatio.n lived 
under tho almoat perennial threat of famine, malnutrition ia now • 
commonplace of existence. In Belgium, too, and Yugoslavia, resist.-

anee is being widoly undermined by the enervating oonaoquenclll of 
semi..,tarvatioo. 

foed end 14bol<lgt 
In nearly every occupied country in Europe in fact (with the exeop­

tion of Denmark and porhaps Norway), malnutrilion is tending to 
confine tho cbilitvto resist to two sections of the populaco: lhoao who 
can afford to patronize the black markol, and those who live close to 
the source of food supply. The urban proletariat, in short, on whoso 
revolutionary capacity eome observere have relied, ia gradually being 
reduced to a point of political ineffectiveness, a point where tho cJJort 
required for largO«:ale, ~elivo revolt will be beyond its phyaieal 
resoureee. 

That sabotago of industrial and communications facilities will con­
tinue in every country through 1943 seems assured ; but that it ia now 
or will be then on a ecale aullieient to affect the Axis economy aig­
oiJieanOy ia extremely dubious. Direct sabotage by workers within 
fa.cl<lrilll ;. difficult a t beet and baa become more so under tbe Nazia' 
inereaaingly cl0110 surveillance. The slow-<lown ca~ be .-rted to 
with more safety, but ita overall ell' eel in most eountnee does not seem 
to bave been very disturbing to tho Germans. In tho Czec~ "Pro­
tectorate " for instance sporadic sabotage and slow-down taet1C11 have 
been mucl. more than' oJJeot by enlargement of productive facilitil'l 
and the labor-rocruitment of tho entire Czech younger gencrstion, no 
longer liablo to military service. . . 

Where sabotage can bo carried on by guerrilla banda, 118 10 Grecco 
and Yugoslavia, it is not so likely to diminis~; but claowhoro thoro 
appears te boa diaeemiblo tendency for oppos1t•on ~upe I<> eo~crvo 
their strength and perfect their org~zation~ awa1tmg the ulllmate 
hour of rebellion rather than exbaustmg thelf forces on day-to-day 
exploits. It may bo aignifi~nt !t' thie. connection t_hat ro~rta ~ 
roaistaneo in ooeupied count.nes tDereaaingly emphsa1ze ogMJI. 
sabot~orts by tbe poaaanta to withhold crops, slaughW l.•v~ 
stock illegally, damage Gorman-owned farm machine'!, etc. ThiS,. 
not to s.ay that industrial sabotage baa ceased or ..,u eeaee; 10 .the 
Netherlands alone, during June and July of 1942, aome 48 freJ~t 
trains on route to Germany are reported to bave been dee~y · 
But it doee aeem true that such acta of sabotage are no., eoru,•de~ed 
even by their perpetrators aa being primarily important for mamtatn· 
ing anti-Axis morale rather than crippling tho German war economy· 
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Riju .llm<>~~g 1M Qpporition: Pol4nd 
In mos~ of the occupied countries, hatred of the Nuia 10 dollli­

nata tho thinking of all political groups tha~ operational unity it 
largely &88urod. In four nations, however, divisive element& hue 
either appeared in virulen~ form or threa~o to do 10 in the near 
futuro. 

Poland, for ono, is showing now the effoota of the N uia' policy of 
"divido and rulo." T ho more task of keeping alive in Poland tends 
to genorAte bittorucss and mutual distrust. Tho tbouaands of de­
portcos quarl<>red upon peasant villagos scarc.lly able to aupport 
themselves have met with and have returned an~onism aplenty. 
Provioua iU-feeling between peasanta and landlords, and between poor 
peaeanta and rich peasanta, festers anew under Nazi encouragement. 
Beeauae their functions mako them seem par~ of tho ruling Germu 
machine, Polish engineers and foremen in industry are suspected by 
the workers of being" coUaborators." Such suspicions uiae the lllOI10 

easily because a grea~ many Poles, for ven&l or other reasons, hne 
in rae~ "10ld out" to the Germans, accepting Vol*~ atatus. 

Moreover, the Nuis' calculated policy of preaerring many of the 
outward forma of private propeny righta, even while purauing u 
actual proceae of exploitation, has effectively prevented largo element& 
of the "owning" el8.18C8 from allying themselves with the rebellious 
mlll!8oe. While grea~ sections of the poorer peaaantry and factory 
laborers are riper than over for a radical economic revolution, the 
landlords, richer peasanta, and buainoss propriotora (including tome 
J ewish ones) would appllrontly in a showdown prefer Hitler to Stalin. 

BuJgari4 
lo Bulgaria, too, resistance to the Nuis is considerably qualified by 

tho contradictory aiJm of dif!eren~ el88S<l8. Much of the opposition 
which the workers and peaaante are providing i.a Communist.-inspired, 
and certain ddeaU.~ middle class groupe who otherwise migb~ hope 
for an Allied victory to "save Bulgaria" from th.o New Order are still 
confuaed by the fear of Sovie~ domination. More oerioua aa a drag oo 
whole-hearted Mistanee to the Nazis is a fear abared by nearly Ill 
groupe in 10me degree tha~ defeat of Ge:many would mean the 1- to 
Bulgaria of her newly acquired Dobrud,ja, Macedonia, and Thrace· 
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y~ 
DiTision in Yugoalavia has been dramatically underlined by the 

armed quarrel be~"'een General Druha Michailovich'a forces and the 
Partisan&, a quarrel which baa taken on aapeeta of the "claaa struggle." 
Miehailovich, figh~ under the aegis of the Y ugosla• Govmuoeot.­
io·E<ile, has boon orientated primarily toward the Britieh, tho Puli­
"'ns toward Ru11ia. Since effort. by the Yugoslav Government to 
stop this atrife through appeals to Rueaia have failed, the Axis can 
apparenUy look forward in 1943 to the advantagoa of fighting a 
divided foe. 

Czeclw•lor:a/ria 
In Czeeh011lovakia also i~ is ealutary to ao&e that though the Sudel<ln 

Germans are aomowha~ disillusioned over the joy• of being par~ of 
the Greater Rcich, the Ozecha have not whoUy recovered from their 
own dWlluaion over their &lliee at Munich. Their 1e4plicism may 
weU have been kept alive by the continuing output of anli-~net 
propaganda since that lime. They are no~ prepared to go back Wl~h­
oul change to the pre-war aet.-up. This wait.-6nd...., attitude rem· 
foreee an understandable undeocy to make t~e bes~ of thinga as they 
are; and though tho opening of a continental front_ in Euro_pe by the 
Allies would undoubtedly electrify them mto action, thelf present 
urge to commit overt &eta of resistaneo_has been somewhat weaken"'!· 

Nor can report. of recon~ Bftbotage on Slovakia be taken too opll· 
mistically. Violence here seems to have been directed more agamst 
the corruption of tbe "independent" government, the IIXccBSOI of.tho 
Hlinka Guards, •nd tho economic distress of the eo~lry than •f!!'mst 
the Germllll8 Moreover the Slovaks have contmued to cult1vato 
their resentm~nl of the C~ecba; they know tha~ their "indcpcndcneo" 
is due eolely to German help and exists solely on Germa~ sufferance. 
This acte as a quite effective brake on any larg~e ret1.1tanee.r 

1 
lo Summation it can be repeated vrith some safety and not a 111 • 

' · · · "ed Europe lri~ess tha~ tho queetion of eff..,live t$115taDCO '"-occupl .. 
· bo d · -~ .... .,-~ Allied invasion and mtem&l attnt1on. os uo up m a ·~ .,.,. - . . . 
No one outaide of Europe and few wtthin ~~ are compe~l 10 aay 
whether JlO!IIponement of the opening of a second lf~front :.:u:: 
during 1943 would reault in a general coUapse 0 e ~. 
movemen~. Bu~ i~ would IIBCDl undeniaifbl.~ ~:!"~ :·~:~m~~.; 

"ed t " auch a """tponemcn~ '" ap~""".-occupl na 1ono · -- . f N · element& markedly 
by German atrongth-would find actiVO ~ 1·. llZI 

weaker at tho eod of 1943 than at the begmrung· 61 
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THE PACIFIC FRONT 

T~o contru~ bet":oon ~o calcula_t.od boldnoaa which marked the 
openlllg Japanese dnvcs m th.e Paeifio and the Nlltraint hieh h 
cbaractcriuld Japanesa military operations since the co:qu t ~ 
Burma, baa made it increasingly clear that tho strategic planca · ~ 
wbich Japan began hostilities in December , 1941 waa limitod in .::

1 

Japan bopod w ooke a grMt step toward tho lulliUmon~ of her 1 1'6· 
sto!1ding ambitions; sho did not plan to attain bor final una! a•oog. 
stndo. a· • one 

Japan has long and openly aspired to the achievement of a domi. 
nanl, uncluulcngod, and sell-euffieicnt poeition in East Aaia. The 
Ja~anl'!o, howovor, have never defined this ambition in precise terri. 
tonal term~. They. have ':"rlainly regarded China, Southeut Asia, 
a_n~ the lndu1a u ~o?S which must come under their control. Acqui­
Sition or Eutern Slbena has also been a conatan~ objective. Australia 
and probably India have been within the sphere of th~ir ambition, 
and ?'~Y Japanoae have poetulated still wider boundaries of emp~ 
Teml<lnally, long-term Japanese aspirations b&ve been intentionally 
vague. 
_Tho spceific strategic plan which the Japanese began to implement 

"1th tho attack on Pearl Harbor, however, was dirootod toward the 
conqueet of a well defined ge-ographical area. Ita content was dio­
Uite~ to somo extent by immediate circumstances. Japan faced tbe 
unmmcnt .danger of a r&\v materials blockade, with oil already on t.be 
rmbargo l~at. Lcnd_-lenso supplies and American piloted pianos were 
?nth~ pomt ~l.addmg_ lurth~r difficulties to the Japanese campoign 
lD Ch!na. Br~us_h enp1tal ships and Australian troops at Singapore, 
Amcncan planes 10 tbe Indies, Canadians at Hongkong and American 
heavy bombon i~ lhe Philippines were evidences of a ~athering mill­
lory strength wh1eh tbreat.ened to multiply the eoet and hazard ol 
any future aouthv.•ard drive. 

The immediate Japanese problem was IAl seize the aoUI'CCIII of 
Ja~an'a ~w material requirements, tAl occupy tho territory through 
wh1eh m~~tary supplies could reach China, and tAl capture the .,..... 
where nuhtary strength w th · 0cc · a1 h PhiU i . aa ga enng. upal10n of M aya, t e 

PP nM, the LnduJS, rtnd Burma would achiovo tbeao enda. For 
tb~ ~nqucst of Lhcso regions Japan formulated her atratogio plan. 
W1thm a few months th.o plan bad been lulfilled (aee map !~A>in& 
page 66). 
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7\e Japanac Ojft'l~Ne 
The Japan~ _au.acb on Pearl Harbor, Hongkong, the PhilippinN 

~d Malaya 1Dl~t.ed: o?o of the most brilliant esmpaigns in military 
history. ~urp~se,. t.urung, conecn~tion, coordination, aar-ive­
oess, and unagmat1on were outstanding characteristics of the Japa­
nese offensive. 

The occupation of French Indochina and astute political maneuver­
ing in Tha.iland had UBurod the Japanesa of baaes lor Lbo aouthward 
push. In a low hours, at Poor! Harbor, the Japanese aank or damogod 
eigM battleships of tho Paoifio Fleet, crippled the American air force 
in Hawaii, and ba.nisbod tho possibility ol an immodiato American 
advance into tho Aaiatio theater. Assurance was mado doubly suro 
with the occupation of Quam, Wake and the Northern Gilberta. 

Meanwhile coneentra.ted Japancso air attacks, by both land-based 
and carrier-based aircraf~, secured considerable surprise and uni­
formly excellent reeulta in the Philippines and Malaya.. The Japan.,.. 
rapidly achieved oomplete local air superiority. With the &inking of 
the lhpvJu and the Pri"" of W<llu and tbe desllllctioo ol Cavite, the 
Japaneeo were asaurod of & minimum of local naval opposition. 
Supreme in the air and at sea, they were lree to develop their land 
campaigns. 

Til. Ph.ilippinu 
The Japanose loft wing pushed down through ~be Philippinoa. 

Here the Japo.noso exhibited bold strategy and perloct timing. Tho 
preliminary landings in ~ho north and tho south of Luzon held tho 
main American army in tho center of the island. When tho southern 
landing bad engaged tho attention ol local .American forces, tho Jopa­
nose landed in atrongth, without covering forces, on tho eoat coaat. 
Before this throat could bo countered, another strong landing foreo 
put in at Lings yon Gull on the west coast. Our stroogOl!t opposition 
developed here, but despit<l this, the Japanese, with belp from tho 
forces which previously had been landed in the north, oecurod their 
beachhead. Tbre&~&~ed from north and east, the Americana and 
Filipinos bad tAl evacuate Manila. TbeJapsnoae..Ued thekoy pointa 
in the other ialandt, and, 6Xeept for the gallant defense of Bataan and 
Corregidor, tho Philippine eampsign was over. 
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Ma/4JIG 
The Japaneee rigM wing, in MalAya, gan an expert demonstrat.ion 

of the favorito Japaneae tactics of infiltration and outdanking. Strik. 
ing aoutb in two columns, with the stronger force foUowing the 
wCJ&tem coaailine, the Japanese were frequently stopped in their 
frontal aaeaulta by determined British resistance. But time and 
again, particularly in the west, the Japanoso by infiltration, aurpriJe 
river crouinga at lightly defended spot&, or well rehearsed coaat. 
bopping, eamo up on the flank or appeared in the rear of the Briti!h 
positions, forcing retreat. By the end of January tho Japan084! 
bad occupied tho entire Malayan mainland. Battered by siege 
artillery and raked by bombing, Singapore was doon!JJ . The 
weary and demoralized defendera surrendered February 16, after aiJI 
daya of doaperate and confused fighting. 

Tile l ndill 
The Japan- then closed in on the Indies. Preliminary landinp 

in December bad already given them air bases in British North Borneo 
and Sarawak. When the Philippine and Malayan campaigns were 
wcll und~r way, and naval forces were free for other t.aab, the Jap­
aneao organized a aeries of strong landing parties with powerful naval 
eecorta. By concentrating preponderant forces against relatively 
weak defenses, the Japanese were able to reduce tho key pointa in 
tho outer ialaod defenses of Java as wcll as to ding a barrier eastward 
through tho Biamnreks, New Ireland, and tho Solomons. Tho faD of 
Singapore released ground forces for tho assault on Java. Heavy 
ooncentrntioll8 of air and naval power destroyed or dispersed tho looal 
remnanta of United Nations strength at sea and in tho air. The 
enemy pineera met in Java, and by mid-Mareh tho Japanese had won 
tho Indies. 

Burma 
Of the original Japanese plan, only the oeeupation of Burma 

remained to be achieved. Japaneae fo.n:4!1J, atriking - the 
Thailand-Burma border, bad made steady p~, and by the time 
of tho faD of Java tho Japanese were entering Rangoon. With this 
largo port at which to land reinforoemente, t.bo Japanoee aet off in 
a two-pronged northward drive along tho Sittang and Irrawaddy 
Rivera. Heavy fighting slowed their advance, but by the end of 
April tho Japanese wore converging on Mandalay, and aborlly after· 

54 

SIIQ!!ET 

wards tho Britiab and Cbineae defenders were forced to retreat 
toward India and China. 

Re~inOhiM 
The J apanoso may have believed that the oocupation of Burma 

might bring immediate ceasation of organized roaiatance in China. 
If so, they woro not alone in tboir belief. At least ono high Ohinoso 
official confided to friends, in tho early days of tho Pacifio War, that 
cutting of tho Burma Road would mean coUapse at Chungking. 
China, however, managed to weather tho crisis, and, enrionaly, tho 
very pace and magnitude of tho Japanese victori.ee wero in part 
responsible for continued Cbineeo rosistance. 

In China, aa in aU the Oriental world, tho faD of Hongkong and 
Singapore brought a virtual coUapae of British proatige and a ril<l of 
anti·Britisb feeling. The Chinese chose to ignore the insllnceo of 
native loyalty to British arms, and judged fifth column ael.ivities in 
Malaya and Burma to be just retribution for imperialialio opp.-ion. 
American proatige alAo dropped sharply. The long stand aL Bataan 
and Corregidor, Filipino participation in armed roaial&ll()O to t.be 
Japanese, and t.bo o.-ploite of American plan08 ~n China, ~rved .aom.,.. 
what to aoftcn tho blow to America's reputation. But tn Aaia the 
while man was humbled. 

Tho prestige of tho yellow man rose correspondingly,, and tho 
Chin08e, as Orientals, took new pride in tbeir own long rc•ustaneo. to 
the Japanese. Tho Shanghai of 1037 was frcquon~y contraa~ wttb 
Hongkong, Manila, and Singapore. Tho new pr08tigo of tho Onental 
seemed to promill6 greater importance in tho post-war world. Tho 
Chinese felt assured that, if they hung on, China would emo~o •~r?ng 
and indopendont in a now A!io.. D08pit., t~e sb~ of ,..,lotion, 
Japanese oeeupation of Burma did not end Chinese rOBIBI&nco. 

'I'M &areA for &q Vidorit• . 
With t.bo conquest of t.be Pbilippinoa, Malo.ya, t.bo lmhos, and 

Burma, Japan compttled bor initial strategic plan-probably ?'ore 
quickly than she bad anticipated. The coste bad been relatov~ly 
light and Japo.nese eapabilil.ioa were stiU ad~uate for further m&JOr 
tash. Yet Japaneeo opcrationa in tho foUowtng mont.be.w.ero ten~ 
tivo and even cautious. Japan displayed little of

1
tho ~~~~~The 

accept major rieka which had marked bor eary o on~~vo. 
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Jap&n- teoted and probed, sen\ out atrong lon1e1 in reconnail!oaDct, 
but withdrew when important enemy strength wu eneoun~. 

The explanation undoubtedly lay in the wealth of the ._""* 
Japan bad already seized, the abeence of an agre<ld atra~ lor furthu 
expansion, and an over-abundance of likely opportunities. Jap.,. 
had soourod her immediat.e raw mat.erial roquiremoot.e and in theeoun. 
of her campaign bad opened aeveral immediatcly promising ~­
bilitice. Tho swift campaign in Malaya and tho British 1088os at let 

nnd in tho air seemed to leaven potentially rebellious India relatively 
d~lcn~loaa. Auetrali& and the Ameriean-Auat1'111iau line of com­
munication• were near at hand and lightly protociA.-d. The major 
pllrt of Hawaii's guardian fleet waa still lum rh combat from the blow 
at Pearl lfnrbor. An imminent German offensive in Ruaaia might 
bring Japan the ooe opportunity she oould not afford t.e .ru-aehaneo 
to seize Eastern Siberia without the risk of indtfinitcly prolonq! 
hostilities. To agree upon any one venture, and to preM it home lo• 
the exclusion of other moves which migM prove even more feasible, 
waa a difficult tuk for Japan's leaders. 

Japan, therefore, engaged io a species of opportunistic extemporiz. 
ing, but undertook no all-out offODBivo. Tho Jap&neso fleet temd 
tho defenses of Ceylon in April, during the latter part of the Burma 
Mmpaign, Nln into unexpected British fighter strength, and withdrew. 
In May, a Japanese t.aak Ioree probed the outer Auat1'11lisn defensee, 
encountered punishment in tbe Battle of tho Coral Sea, and re~ired. 
In Juoe, a Japaneae naval force, eomplote with transportAl, struck 
tow~rd Midway nnd Hawaii, ready to seize the American b~ and 
disloonto American supply linea in tbo PaeiJlc. The Japanose mel 
formidable American strength and in losing four carriers suffered a 
l!(lvero aolbaek. Significantly, bowovcr, moat of tho 1.- were 
incurred while the Japaneae were retiring. Even at Midway lbe 
Japan(ll!(l were oot ready to press homo their attack again&t alloog 
ro~iatance. In the Aleutians they gained an outpost for poesible use 
in easo of an attack on Siberia , and all during tbe aummer they ooo­
eentrated stnngth in Manchuria. But the Oennan olfeosi•• in 
Ruasia slowed, and the great opportunity did not matarializo. 

Tht Amtri<an lniti<U~ and tho Beginning• of Altrition 
Tho American surprise landing at Guadaleanal, in August, marked 

tho lirat important United Nations' initiative in tbe Pacifio War. 
It also marked the end of the Japao08e search for ouy victoriOL 
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s. 
Balked in their att.empt.e to aecu.re great pint at little ooat the 
~apaneoe oott~ed down to tho problem of expelling the American 
mtrudera. M1alod, porhaps, as to tho extent of their naval victory 
off Ss.vo, August 8, the Japaneso underrated American etrength and 
committed inauffloiont forces to the taek. The AmoriOADB held their 
own, and the IH!&chhead at Guadaloanal gradually developed into 
the foul centu of a campaign of attrition . 
. The ilaue w~ aupremacy on the sea and. in tho air aloug the supply 

lines to A111tral.ia. Near Cape Eep6ranoe, m October, American naval 
forces avenged tho earlier disuter off Savo laland, when four Allied 
crui.sel'a were aunk. An engagement off Santa Cruz, October 30, wu 
indecisive, but in it wo loo~.>urth carrier. Tben, in the naval 
battles of November 12- 15 in the Southern Solomons, the Amerie&D8 
established & clear lo&d by sinking 9 enemy orui&ers with a Ices ol 
only 2 of our own, and destroying at tho same time our first enexey 
battloshipa. In tho tho air tho attrition rato favored the Amerioana 
from the Mgioning-on the average, about 4-6 to I. Japanese air 
looaes, particularly of naval ple.oes, have ... umed reapectable propor­
tions. 

On le.od, in New Guine6 and the Solomona, Americans and Au. 
tl'alians have diaplayed a grim efficiency in jungle warfare. But bare 
it is too soon to aay that theJap8JU!Oe warrior baa been outdiltanoed­
his fanaticiam atill makes him a most formidable foe. Indeed, the 
war of attrition on land aa well as in the air and on the sea is only in 
it.e beginnings. 

With tho clCN!o of tbo fll'llt year of the Pacifio War, tho early J apane&O 
successes etill dwarf tho gains of the United Nationa. The Japan­
achieved what tboy aot out to achieve-the oonqueet ol the Philip­
pine&, Malaya, the Indies and Burmr.. They &Mured themselves of 
rich reeolll'Cal and they isolated China. Latar Japanese venturee 
proved abortive and d times coeUy, part.ieularl.r in the cue of Mid­
way. But non~ of th- oould be characterized aa a determined 
offensive. 

The United Nations have gained amall t.oeholda in the outer f.ringee 
of the Japaneao dofcDIOI and have m&do a beeioning in the develop­
ment of attrition. They have not been able to mount a large acalo 
offensive. T ho Unitod Nations have yet to moet and atop ~ J apane&O 
drive launched with all the foroo of wbieh tho enemy 18 capable. 
Despi to onemy air e.od shipping looses, there a no convincing. evideoee 
that the J apan- yo~ ban been ao weakened ~·~ they are mcapable 
of auch a major offenaiv-if they abould ao dOCide. 
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THE JAPANESE CO-PROSPERITY SPHERE 

The chief objective& of the Japaneoe military campaigns of the pee~ 
year have been the acquisition both of strategic b&8<la and of mat.erial 
reoou.reee adequa~ oo support modern warlaro on a heavy and aus­
t.ained eoalo. H is ~hie latw objective which moe~ reoponsible Japa­
nose loaders hove had in mind wbon speaking of Orea~er East Asia, or 
tho Oroeter Eas~ Asia Co-prosperity Sphere. By ~heir rocon~ con­
quceta, ~bo Japancso may be co:..idered oo have filled in ~he tcrrit<>rial 
ouUinos of Oroater Eae~ Asia. Jepanese loadero claim tha~ ~hey are 
well on the way oowud achievemcn~ of their economic objecUvos and 
tha~ Japan willooon be in a position to eust.ain indt finitcly her preoent 
ecale of warluo, or evtn to expand her war-making capacity. n is 
vital oo Japan's enemies to know wba~ baais there may be for those 
claims. 

IniiW .ilud4 
Japan began the Pacific War with aubatant.ial reoourceo ~tial to 

modern military operations already within her conuol: a steel cepac­
ity of eome 8)! million metric tens (ingota and cee~ingw); an adequate 
coal supply relatively neu at band (coking coal in occupied North 
China and Kuafuoo and poorer grades in Japan proper, Korea, snd 
Manchuria); an electric power capacity of more than 11 million kilo­
walla in Japan proper alone; e. large and expanding production of 
light metals. Japan bad a meroban~ marine of approximately 6 .7 
miUion tons and adequately manned industries experienced in the 
production of ships, ordnance, aireraf~, and obcmioals. She bad largo 
soockpiles of tboao strategic mat.eriala no~ produced in adequate 
quanUtiee within her boundaries. 

Japan a1ao bad tha~ most important militery a~~et, reaaonable 
aeaurance of aolf .. uJiicioney in food. Eighty-five percent of her ootal 
requirementa of appro.timately 13.6 million metric ton.1 of the principal 
~rice, wheat., and barley~uld be met from production within 
Japan proper. The remaining fiftAlon percent wae covered by export­
able aupplilll from Korea and Formosa. Importa from Indochina and 
Thailand permitted her oo enw the wu with sooekpilee much larger 
than t.be uaual you-end earry~vera. With Korea and Formosa, her 
food position wu ouy. 

On tho other hand, Japan began her campaign.~ in Southeastern 

a..... 
Aaia a year ogo withou~ control over an adequate pnlducUon of DW11 
important commoditie.. She wae partially dependon~ upon importa 
from outaide the yen bloc ft>r iron or&, mangan-, ~ton, molyb­
denum, aluminum o,.,., copper, zinc, and phospbatlll; abe wee very 
hoavily dependent On such importa for petroleum, tin, lead, menlury, 
cobalt, nickel, chromium, anUmony, cotton, wool, cordage, and potash. 

Firt!"1/<4r GaiM 
The effect of Japan's 6r&t-ycar conquests on her pre-war shortogee 

has boon apectnoular. As long as abe holds her present gains and 
maintains sea communicatiollll with them, Japan is assured of auppliee 
to meet an,y conceivable roquirementa o.f tin (Netherlanda Enat lndilll 
and Malaya: 76 percent of world supply), rubber (NEI and Malaya: 
90 percent of world aupply), quinine (NEI: 95 percent of world tup­
ply), abaca (Philippine Ialanda: 95 percent of world aupply), kapok 
(NEI: 70 percent of world supply), and petroleum (NEI: former 
production eight miUion tcn.1). In Malaya, French Indochina, and 
the Philippinee, Japan bee won sources of iron ore which, cccothor 
with th.oao in China, Korea, Manchuria, and Japan proper, .,... 
suJiicient to supply oven oxpanded requirements. From t.bo fant.u­
tically rich Badwin mines in t~e northern Shan St.&tlll of Burma, 
Japan can moo~ her neoda in lead, and cobalt, and complete her re­
quiremcnta in zinc. 

AA a result t>f bor territorial gains of the pas~ year, Japan baa alao 
become scll-Bufficien~potentially, il not inunodiately- wlth respee~ 
to many t>tber materials. Nickel deposita in the Celeboa and Burma 
will supply ~he bulk of Japan's annual wartime roq~"!en~ of 10~0,00 
tons. Manganeao and chrome reserves, lOO&t~ ch•eOy m the P~bp· 
pine Ialanda, ean aatisfy all Japanese reqwremcnts. Ind~a, 
Thailand, Malaya, and especially China and Burma, can contnbuf:6 
tungsten in adequate quantities. Antimony can be ~ured from ;an· 
0111 minor aolll'(lM, or by weli-8Stabliahed "'?uggling routlll . rom 
unoccupied China. Ample bauxite is available m Malaya and Bmtan 

~!, .. food pocition bee aleo been still further atrongthoned. 
Thailand, Indochina, and Burma are ~ ~jor wt>rld eourcea of trade 
rice. Subjoc~ only to limitations on ahipp~ space, Japan can °~.:; 
supply reaaonable quantiti,. of rice to defiCI~ areae she bee oocup• 
and still build up atccka at home against the future. 
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1Um4ming •llorl4gu 
No~ all Jap&n'a requirements have been me~ by hill' oonqueats, 

however. Jap&n doeo not now mine enough oopper to mee~ her ,.,. 
quiremonts wilhou~ far-,.cbing &nd inoonvonlon~ aubltitutiona. 
The newly won areu give her little relief. Cotton and wool remain 
deflcion~ in Japanose-oontrolled territory, u do me.rcury, potash, 
mica, ubestos, quartz crystals, and diamonds. 

Tho oxistonces of these shortages, howovcr
1 
d~ not primarily altar 

tho obvious conclusion which eannow be drairm with regard to Japan­
namely, that tho Japanese have acquired a sufficient complement of 
natural rcsouroes to support a substantially increased military eftort, 
provided thceo resources can be efteetively developed, transported and 
proce.ed. 

Sllipping 
Tbo moe~ p.--ing problem Japan races in developing 01"tlatsr Ean 

.Mia ia that or shipping. Her vital linea of oommunicaliona run by 
aea, and tho greater part. of ber raw ma~ala oomo from abroad. 
Coal, iron oro, and aaltare imported from China, ooal, food , chemicals, 
and a boet of miscellaneous products from Manchuria and Korea, 
and bauxite, oil, and raw materi81s of many different kind a from South­
cutsrn Aaia and the Indies. In return, manufactured goode flow back 
to t•hO occupied areu. An adequate supply of bo~toma, therefore, is a 
prerequisite to the maintsnance and expausion of tho Japanosc 
ooonomy. 

Japanese shipping losses have been severo, and it is estimated that 
.. or December I, 1942 the 6,700,000-ton morobant marino with 
which abo began tho war had been whittled down, deapite Japanese 
captures and now COW!truction, to 5,685,000 tona. Oeoorous estimates 
or Japanceo requirements are: 3,100,000 tons for tho China and the 
ooasting trade; 700,000 tons for military and economic requirements 
in southern areas; 500,000 tons of naval auxiliarieo. If, in addition, 
allowaneoe are made for 700,000 tons or lay-ups for repairs, and 
tOO,OOO tons of captured veasels which were already used in essen­
tialtradea, the total of 5,100,000 tons stillloavea albooretioal surplus 
of 685,000 toos available for other purpoeoa, ouch as for new military 
campaigns. 

Japan'• abipping position is therefore tight, but not yet dangerous. 
Sho atill bas auffieient shipping to maintain her economy, but her 
"aurplua" for military adventures ia dwindling. If the estimated 
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preaent ra~ of high 1inkinga &nd limited new conatructioo., correct 
10d remain unchanged, this surplus will be wiped out by June 1943. 

Japan ia making great eft"orta, however, to aolve this ahipping 
problem by incroaaed oonatruetion, and there il reason for thinking 
that abe will be oueceaaful. The above shipping eotimatoa are baaed 
on a new-conatruction rate of 800,000 tons a year up to November 1, 
!9>12, and thereafter, 400,000 tooa a year. Japaneao preoccupation 
with naval building and repairs, 11 well 11 shortsgee of material and 
labor, are thought to contribute to this estimated low rate of pro­
duction of merchant shipping. Tho Japanese, however, bad in 1941 
a shipyard capacity or some 800,000 tons; and in 1937 and 1938they 
wero building opproximately 450,000 toos of merchant abipping a 
year. They havo already given one demooslralioo of their ability to 
expand construction ala rapid rate: in 1917 the Japanese buillttoel, 
steam veaacls totalling 837,716 tons (approximat.ely the preaent eati­
mated rate). The nut year, 19t8, under the incentive of American 
bonuses, they built 688,659 teos. 

Aa a suboidiary means of easing their oommunications difficultiea, 
the Japanosc have begun the construction of wooden abipa. indica­
tions of tbe importAnce which this variety of shipping miglol at~ 
can a1ao bo found in the World War period. Japanese production of 
wooden ahipe roae from 26,024 toW! in 1915, to 45,431 tona in 1916, 
to 126 773 tons in 1917, and reached 186,580 tons in 1918. The 
Japan~e regard ahipping All a problem of utmost urgency, and it 
seems vory probable that they will expand their role of production, 
perhaps very notably . 

Manpowtr 
Japan's manpower tiluatioo is not easy, bul it i~ far from critical. 

One basic rci&On for this is that a larger proporiiOD Of ~apa0'1 75 
million people are in the age group between 20 and 39 ~~an •• tbe ease 
with moot other nationa. Thus, in terms of men or military ~e or or 
age ouitable for employment in munitions industriea, Japan ,. rela­
tively better olf than ber total population would indicate. At proa­
en~ aomo 3,000,000 men are in tho armed .ro.-- and _aome 4,~,000 
men in munitions production (metals, ebeDllcals, machinery, ODIPDoer­
. h" building) I tis eatimatod that eaeb of theae figurea could be mg, s lp . . • . b "thd ala 
increased by at least a million within a year • tune Y ':" raw 
from leaa easeotial oocupatioos (building, woodw~rk,_ toxtilea, profea­
aions, commerce) and through the normal population mcreuo. Moro-
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over, i f tho need for manpower became grut enougb, Japan could 
draw more or her food from occupied territorie. and roleaae addi­
tional agricultural labor in Japan proper. 

Alt.hougb the general manpower situation ia aatiafactory, t.he Japa­
neae are abort or highly skilled labor. Strict and reuonably efficient 
occupational controls, t()gether with a well eatablished official program 
of mechanic&! training in elementary and middle schools, have 
helped t.ho J apanese to meet their requirement& in scmi .. killod labor. 
Tcchnioiana and highly skilled laborers, however, are at a premium 
and the Japanoeo undoubtedly suffer from this scarcity. ' 

TtchniiJILU 
Related to tho Japanese shortage or toohniciana ia tho OC<lasional 

lack of"know bow" in sucb industrial techniques aa advanced metal­
lurgy and t.ho production of certain machine tools and heavy ma.. 
cbinery. Japanese backwardness, however, docs not rile out or any 
general lack of ability. The "Zero" is only one of many proofa of 
Japaneoe akill and capacity. It is a fact., however, that alarse part or 
J apan'• machine tools and heavy machinery were purcbaaed abroad, 
and Japaneae producera are corre&pondingly in&Xperienced. 

The fact that the Japanese have bcrctoloro not produced certain 
tllin,"S is not, however, a guarantee that they are incapable or doing 
1(). Tho Japanese had never built a battlcabip before the Russo­
Japant'80 War; but during the war, when they could not buy ships 
abroad, Lhey laid the keels ol two battleships and in duo course 
completed them succcss!uUy. At the present timoJnpan Clln benefit from 
German technical IUlSistance, and the Japanese ha-•e always loUowod 
scicotillc developments in the Western countries with assiduous care. 
Given tha need, and the necessary time, they probably can produce 
anything for which they have the raw materials. 

IMbililitt Acquired bv Oonquut 
Japan'a conquests bave presented her with cert.t.in now problems, 

all of economic significance, hut of varying importance in their relation 
to tho immediate economic proapoots or Japan. Japan ia faced, for 
"".ample, with the necessity of making readjustments in export indllll­
tr~es aucb aa rubber, tin, sugar, and copra which have ~o cut orr 
from their cuatcmary markets. Japan muat all() meet the demand for 
consumers' goods on the piU't of the populations in occupied territories. 
Japan can, however, defer the settlement or both of these problems, 
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despite tho hardabipa which delayed solutions will entail for th• 
inhabitant• of the "Co-proaperity Spheze." 

More important is the fact that Japan bu inherited the taak of 
policing tho newly occupied territories, and ol eetablishing t.he political 
machinery required for effective economic exploitation. Tho material 
costs of an actively hostile population have already been demon­
strated I() the Japaneao by crop boarding in Manchuria and by rail­
road aaootago and cotton growers' strikes in North Chinn. As yet, 
however, tho Jnp~tncso appear to have met only negligible economic 
losses from either acUve or passive resistance on the part of tho peoploa 
in Southeast Asia. I n tho regions ol OC<lupied China such 108801 have 
apparently slackened. 

The maint<mance of effective machinery for economic development 
makea severo dMlanda upon Japan's limited pool or trained admini.­
trative peraonncl. The actual policing of OC<lupied areu, bowe•or, 
bas as ye~ required bu~ few more Japanese troops than tboae n...-ry 
for garmon duty alone. The Japanese have been able to rootAiro a 
semblance of ordor within moderately brief periods art .. eecb of 
their su"""""ive conquests, and the burden of petty police work it 
largely carried by nativea of the OC<lUpied areas. For the preeent tbe 
economio losae. and the drain on manpower which might arise out or 
hostile activitiea from tho inhabitants of Japan ..... beld region• are 
poLential rather than actual problema. 

Tim. 
In tho last analyaia, Japan's only urgent need is time. Tho preaont 

production ol "Orca lor EMt Asia" is adequate t<> sustain J11ponose 
military action on ita present scala and, in addition, to oupport J&pnn '1 

recent high raLe o( capital formation. But "Greater Eut Alia'a" 
as yet. undeveloped roaourcos and as yet untrained mnnpowor are 
sufficient for tho croation and maintenance ol a far greater and mom 
dangerous military and industrial power. The deficienciee are thoso 
wh.ich time can aupply. With time, new mines wiU btl OJl<!ned, !"o"' 
blast fumacca and rolling mills will btl built, and more keels will bo 
laid. With time, Japan will find mea and tools to co~ vert her mush­
rooming production ol aluminum and magnesJum ~to m~a:e . and 
better "Zeroa." Wit.h time, increasing thousands of Ch•n-, Fihpmos, 

and J avanese will work for Japan. . . 
The rate at which Japan can develop new ind~at~al power "'II 

depend wholly upon the "excess" resources of abipp•ng, plant ca-

63 

( 

• . -

Regraded Unclassified



pacity, and pen!Onncl akills she can devote to Ulia tuk after meeting 
immodia~ly pressing mil,itary needs. During 1943 Japan eanoo~ 
hope to grow in strength as wo will grow, bu~ she may well entnneh 
her~~df 1!0 that effective action agains~ her will beeomo very mueh 
moro difficult IUld costly. She will beyond aU doubt do so, unleos 
tho rate of attrition imposod upon her iJI sufficient to aboorb in cur­
rent operations all ber industrial capacity. Sho cannot do so i! 
relentlessly lutrn.qscd by air and submarinu atlacl<s ngainst her ship­
ping, by orgn nizMion o! sabotage and sedition in tho areM she has 
oe<:UJ>icd, and by bombing o! her indus trial ctntcra. 
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