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WHATS THIS WAR ABQUT, DADDY? 

Hoa«y, iD a plate caUed Cbi.oa, cbHdrm 

c:ao anu pl•J as you cao • •. becawc 

men in airplanes toa.t overhud aad shoot 

them, and burn thclr bomtJ. 

Ia othu placu ••• io Norway a.od Fn.occ, 

io Poland a.od Grttec aod Russia ••• 

cbUdno ha•e their mother• a.od daddlu 

ralce:a awa1 (rom them ••• led off co • 

prboo called a eon<u~.tntioo camp. Tbftr 

dlldrco ts:df oever see their parents • 1-&ta. 

l!otaoy o( theN dlUd.ren-boy• aod s:lrlt 

iu.M Ulcc you-do.a'c ~~ c:~gb to nt. 

Wa.o1 ol them b u-t' .sca.r.-ed U) dutb. 

Wby tJ all thi1 happcolns? Bca.uu then 

are pi.J ptople in the world, wbo call 

c.bccueho the Ani. who do thew thiop. 

A.od i(a OcU' job to au.kc thaD alOp"'""(O 1ft 

&hat the, oc•cr trouble the world •aUG. 
T .. l'l what thb wa.r is all a.bou&. 

To do our tob we've got to kDOdc ouc the 

A,xi,.,. Aod a kM o( u.s O.ddiu would like 

co do it with our own 6.su , , • or our own 

guos. We ea.o't aU do lhat. Tbue'a Other 

work lb.ac Uacle Sam -~u: u.s to do. 

So Itt• a help koodt out cbe Axb with t:h.a.c 

work. Let's cake a clime out o( ncb dolh.r 

we: urn while working a_nd buy War 

8oocb and $u.mps &0 tu.t'ft OW" 4olbn iACO 

Am•riea's tou,Sb ocw caoJu and pbtle:t. 

So •• , cell your employer to K'l aside 

10 pt-rftDC O( w'l\ac )'OU UI"D eotety payday 

iD c!IC' Wat Bood PaJTOU Sawiop Pba. 

Tbt:n, ca.ch time it adds up co S18.,, 

you'U 1« a bond. 

YOUI' Go't'U'ftlbl'OC will UH thai UlOIMf CO 

smuh the- Az4. Enry dol.l&r b a nail 1o 

Hidtt'a coffin. li•c.ry bond a bomb to 

blow the Jap ott this eanh. And JOUI' 

mon•y ft an iannmtot •!•lnJC that time 

wb<t:a p«« .tdlilroJ aod you will oo looJu 

ba"re tO answer th•c qu.utiODJ 

.. Daddy, wbar's this war •.boutl" 

- -1-
WHY U. S. WAR BONOS AR£ TH£ SAft.ST 

PI.AC£ YOU CAN PUT YOUR MONEY I 

1. n..,. _ .................. U..... ....._ UAL 

............... he 

2. ,_ ... , J )..OO ,o. • - r. Ww ao..b ,_ •• 

bad t •.AIO eo~ t.M ..ca of to ,eu .. 

).. TIMor .. - 111!(1- i• 4oU.u nl__.. .... 

....... t.u. .... ,..,..,. ......... 

.e.v .. c---~ ....... -­
ot .. -...~..- -·,_~,.,,...,_ 

). v..,-r. .. r.wueo..&Jc-..,IM&o.•-c... 
~:ac• hod h ,.,..,., ~~ • r-., ~,...... 
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Men you've never even met 
Jre litntintlor flU HOlY I 
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h t V JN G B &llLJ N 

December 31 0 1942 

~ty door J,!r . Uorgenthtlu 1 

I r eooivecl :your note with a copy ot tho Auet~ 
liM yoroion ot "An:y Bonde Today" . Uany thMb tor 
oendl.ns it to me . I think it • o 8\foll, and I need 
not toll you how happy it J:Bkeo ms to know thtlt 
Auotrolla thought it good 0110ue;lt to uoe u t heir 
ocng, too . I think their nrsion io tino , 

':to keep going on our merry ,.y with tho lhow, 
and w'dle it i o 11 toue;lt Job, the lliOOIIIt ot good we 
aro doinc llnd tho olltiataotion I ..., setting poroon~ 
ally out ot it , more thlln m .teo up tor it. 'O'o play 
Ch.ioago tor two wooke attor wo loan Detroit on 
Sunday, and t hen go to tho Cout to mke the pio• 
t ure . Our road tour 11nd t ho twoln woeke in !lew 
York will roaul t in about $10750 0000,00 tor our 
tund 1 o.nd with the motion picutre , wo ohculd oo.oily 
oo.rn tin million dol lArs . I roalbo with the kind 
ot tiguroo that you deal in , tin million io Juot a 
drop in the bucket , but i t' • prett:y s cod tor a ohow, 
All thio 0 ot oourae , is omll oompo.red to the Job ot 
ohilio.n morale which everyone •••""' to th ink wo are 
doing . 

I havo volunteered all tho r.l>ovo l>ooaueo I knw 
how intor ooted :you a"' in t hia work. 

'llith r:J:1 boot viohea to you and your tnmly tor 
a llllppy 11817 Yeo.r 0 I am 
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TREASURY DEPARTMENT 126 

I NT'Dt Ol"f''CE COMMUNICATION 
COllFIDF:::TIAL 

Secret~rY. r gent hnu 

lit• . He. 

I>AT& J anuary 11 , 194 3 

TO 

~ 
~ubjpot : The Bu s Situation , 

:leekj endi ng J anuary 9 , 194 3 . 

Summary 

.. : 101 eor.le nrices : Featured by strength i n farm Ol'Oduc t e and 
f')O(~ , brsic CO!Uodi ty prices COntinued to tiOVe hi Fher l ast 
l'ee': . The BLS i ndex of ba sic COlllllOd1 ty priceo advanced 
'> . ~ '>erccnt to r.nother new pea..lt , 11h1le !!oody' e i ndex or 
r'>Ot .,ricee rer.ched t h e higheot level oi nce !!arch 1929 . 

::· t1~nr.l inco::~e : Pcyments i n !love:nber , a ccordinc to dr.t c. 
Juet rri ensed , rose to an annual rnte or ~12'1-.9 billions 
r• oo.~!)('red \:ith 'Sl21 . 2 (revi sed) i n October ana. ~98 . 3 b1l­
l1onr in 11ovember 1941. Pnymenta for ol'.lr.r i ea " nd wa~es 
1 e~·e :- t n neH high, 32 percent nbovo the corresponding period 
lret yenr . 

J1v1<1ond nr tmonta : Cash dividend nnytl!ent a i n 19J'2 drotmed 
12 TlAl'ccn bel o\1 19'+1 levels to ~3 . 6 billi on&. The decline 
\'1 o u1rtly due t o aubst ant1nl pa,yu~ents on pref erred stoclc 
"l'l'N~·o in the earl i er peri od . 

. :etrn rood nrices : The BLS index or retnil rood l>l'ices ro re 
1.2 n rcPnt f urther in t he month ended Dececber i 5. Si nce 
:.u :urt 1339 the U. 5 . index or retnil rood prices has risen 
• l." nercent >:hlle the Canadian rood nrice index in <>n,ro:r.-
1c~tely the arune peri od ros e 33 . 7 percent . 

;1vil1rn ~~ods : Producti on or civilian goods i n 19~3 is 
e>.pecte by IIPB to d ecline f rom 15 percent to 20 percent 
llthou~h the drop in goods availnble i a likely to r un&e 
f1•o:n 10 nercent to 15 nercent due to exiot i ng inventories . 
S1les of consumers • durabl e goode are expec ted to sho>I a 
:u1•ther decline of about 35 pl'rcen t no ooiDpnred l:i th a droo 
or nbout 15 percent in non- durnble ~oodo . 

3teel production : Output i n 19'+2 rea ched c. new l'ecord high 
of "b ill!iii on net t ona--nn i ncrenee of more tllr.n 3 mi lli on 
net tone nbove 19~1 level s . St eel 1ncrot producti on in 
~eo~. 1'crr fell about 125 coo tons short of ~:eel<ly oper a tine: 
ro:' lluleo due to tloode ' and holi day i nt t>rrupti ons · 

•• • 
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Accelerated price r1ee oont1nuee 

Under the oontinued leaderehip or farm and food product• 
wholesale oo~odity prices last week again rose to new high ' 
l evels . Hoody's index of spot prioee ron 1.2 percent to 
a new peak, and the Dow-Jones futures index aleo made a nov 
high, exoeed1ng ita earlier highest point reached in January 
1942. (See Chart l.) Prices or ataple oommod1 ties moud 
•hArply upward. An abrupt riee in the BLS index or 9 un­
controlled oo~odit1es lifted thla index to a new high for 
the e1xth consecutive week. 

The advance apparently is due to: 

(1) Continuous reports or an aggreuive congressional 
program to ensure greater returns to the faraer; 

(2) Public recogniti on that food and f uel pri ces 
are being allowed to rise; 

(J) A widespread Opinion that controls over prion 
in many categories vlll be relaxed further 
1 in order to encourage production• ; and 

(4) Heavy Government purchases for current domestic 
and foreign needs, attended by a growing belief 
that post-war requirements tor both will be in 
great volume. 

National income payments at new high 

!lati onal incoae payments, attar allowance tor seasonal 
factors, shoved another sharp gain in November and attained 
an annual rate or $124.9 bU11ona, aooord1ng to data Just 
made avail able. This record figure comparee v1 th an annual 
rate or $121.2 (revised) in October, and $98.3 billions in 
November 1941 Just betore our entry into the war. (See Chart 2. ) 

Coincident with the release ot income data tor November, 
the Depar tment ot Commerce also disclosed a revision ot monthly 
income payment figures back to the beginning or 1941, principally 
to allow tor recent revisions ot emoloyment and payrolls indexes 
by the But•eau or Labor Statistics. The etteot ot this revieion 
1a to raise monthly income oayments einoe last •~rch to even 
higher levele. Thus the October annual rate ot pa~ents as 
revised ie $3. 3 billions higher than previously reported. 
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Pnymenta tor salaries and wages continued to expand in 
november end were 32 percent larger than o. year eal'lier . 
uoreo•·N•, they comprised 71 percent ot total income payments 
durin~ the month , as compared with 69 percent in llovember las t 
ye~r . Due to seasonal factors , agricultural payments receded 
rroc t he October peale However, cash income from tarm market­
! nee nnd Government payments wa s 43 percent above tha t of 
llovember 1941 . 

Dividend oayments decline 

I n contra st to the gains ehown by other maJor income 
r-roupe , interest nnd dividend payment s continued to l ag behind 
191.1 levels . Prelicinary data tor the entire 1942 year reveal 
teet i nt erest and dividend payments tell 5 percent below the 
'>revious yec.r. Cash dividend payments nlone l ast year droooed 
12 per cent below 1941 levels, and totaled about 9 3 . 6 billions. 

This decline i n divi dends, however, does not represent a 
reduction in net income after taxes. The heavi er dividend 
oaycent s in the previous year were partly due to substantial 
clenrin~ Uf- in arrearages, ~rhile some dividend reductions in 
1942 r eflected provisions tor ttar plant expansi on and contin­
e;encies, nc ~1ell as the r etarding ettects of convereion to 
war >~orlt. Thus in the aut omotive t i eld General Hotors oaid 
'2 per ehnre in 1942 as compared W1 th e3 0 75 in 1941 ' t;hile 

Chryal er paid only \i3 . 50 as compared with $6 in the earlier 
peri od . The Genere.l Hotors reduction alone out dividend pay­
ment s by 376 mi llions . 

Alt hough the continued riee in the annual ra te of i ncome 
~lQPnte wns accompanied by a turther increase in the cost of 
l iv1n: in November, reference to Chart z will disclose that 
inoo~e payaents continued to climb a t r core rapid pace than 
11v1ng coat s . Thus if income paycente are expressed in 
Ausuet 1939 dollars , by dividi ng by the BLS cost-ot- l1v1ng 
in~ex (Ausuet 1939.100), to allow roughlY tor the decline in 
the domestic purchasing power ot the dollar , income payments 
1n llovember were still about one-sixt h l art;er than a year 
enrl1er . 

United States food costs in sharper rise than Canadian 

Aa foreshadowed by s t eepl y rising t arm prices 
ce1l1ng pr i ce increases a llowed by the OPA, retail 
in the United Stntes continue t o increa se steeply. 

and by 
tood orices 
In the 
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aonth ended Dece~ber 15, according to the BLS index, retail 
rood prioea rose 1.2 percent, the same large inorease ae in 
~he previous month. This indicates another eubatant1al ad­
vance in the oomposite cost-cf-living index which Will be 
released later. (See Chart 3 , lc~er section.) In contrast 
the rise in Canadian food coste during November slackened t~ 
o.) percent trom a rate ot 2.0·peroent in October. 

The Canadian food i ndex as of December 1 has risen 
33. 7 percent oince Augus t 1939, as compared with a rise of 
41. 9 percent in the United States rood index. As usual, the 
canadian cost-or-living index ohietly retlected the change in 
rood costa, hence the rise in tot al l iving coats tapered ott 
trOll an advance ot 0 . 7 percent in October to o. 2 percent in 
Nove::aber. 

Despite passage of the emergenoJ prl oe control act earl7 
i n 19~2 and subsequent price measurea, which put toOd prices 
~~der partial control, the net rise in t he BLS food index in 
1942 (troll December to December) was greater t.han tn 1941, 
amounting to 17. 3 percent as compared with 16 . 2 percent in 
1941. The riae i n the Canadian food index in 1942 waa only a 
little ~ore than halt as great as in 1941. 

The BLS cost-ot-living index advanced p rac t ically as 
much during 1942 as during 1941, rieing approximately 
9.3 per cent a s compared wi th 9. g percent in 1941. The 
Canadian coet-ot- living index (based on December 1 figures ) 
rose only 2. 6 percent i n the 1942 period, as against 7.2 per­
cen t in 1941. 

Large pri ce inoreaaes tor uncontrolled roods 

Although retail toed oricee on the average rose 4.g per­
cent i n the 3-~onth period- between September and Dece:nber, 
prices ot many toods in common use advanced a great deal core. 
'!!h ie waa particularly true ot trash vegetables and truits, 
which are largelJ exempt trom orioe control. Part ot t he price 
1ncreaaea t or t hese items have doubtless been due to aeas?nal 
taotora. 

Retail price changes in the 3-month period September to 
Deoeober are ehown in the attached f able 1, covering the 
i ndividual roods in the BLS rood price index. In t he second 
col umn (as a rough measure ot the normal price movement due to 
seasonal f actora) price changes are shown tor the same three 
months ln 194o, when the rood index aa a whole showed practically 
no movement. The large price inoraaeee recently tor various 
trul ts and vegetables , in comparison with the aeaaonal tendency • 
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will be orrticularly noted. On the other hand, price control 
has evidentlY operated to stabili~e prices ot certai n important 
roodo , such as butter . 

Basic commodi ty nrioes continue uoword 

The BLS price i ndex of 2g basic commodities continued 
to ri ne l ast >~eek , >r1 t h the index on Saturday ehoui ng a gai n 
of 0. 5 percent over the previous Saturday, despi te the fact 
that wo-thirds or the commodities in the i ndex ere under 
~rice control. (See Chart 4, upper section.) 

~e index of 9 uncontrolled con~odities ( actually S, 
slnoe but ter 1s now el.so under control) oade nn especially 
•~? ~c~n, ~~til 7 ot the co~od1tiee etronsly higher . (Lower 
tecti on ot Chnrt 4 . ) 

OPA ac t s to standardize ret~. il food pricing 

A oove to>~ard accomplishment ot the recently- e.nnotmced 
OPA oolicy of standardizing tood pr1o1ng nt the r etail level 
has been trJ~en ~1i t h the est abll shment ot nelt end un1forl!1 
ar.r~·ins noon to be put int o eff ect on nine food com.-nod1 ties 
fol' Hholesnler s and ret ailers . Each denier .:111 appl y the 
unifor:n Mrltups to hi s net cost to calculat e his dollt>.r and 
cents mnximume. Little i t any di fference in the cost of 
11vinr; >•i ll be made by this act1on, according to the OPA, 
becPuse of or reett ing phanbes. 

In ad~tion, new maximum price ceilings have been ordered 
ef~ective Januar y 14 on retail sales ot butter, fresh citrus 
truita , brnanas, cheese, and ,aultry . The regula tion setting 
t~eae new ceilin&s also subst itutes fixed oar- inal aarkups 
for the ceilings previously based upon t he highest prices 
cha:'_;ed in a specified oeri od . In thla instance t be OPA has 
st ~ted that the new ceiiings will result i n so~e~hat lo~er 
'rices t or •ananas , practically unchanged prices tor butter and 
c~ee ee, but alight advances tor poultry and tor citrus fruita . 

Another increase in the pr i ce of tuel was nut hor i ted by 
the CPA 1:hen an advance of anproxlmntely 50 cents a ton was 
nllowed on Pennsylvania antaracite coal . The new price 
i ncreases, effective Januar y 9 nt both mine and retai l level s, 
1111 IWOl·age about 5 oercent . According to the announcement • 
the increase •reflected higher oroduc t i on ooets involving the 
ext ensi on or the 35- hour ~eeh to si.x days• (7 hours bei n& 
ad(ed a t overtime rates), and other coat i ncreases to the 
1nl.uatr~· . 
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A preaa report states that t he OPA plana to publish in 
each totm the prioe t hat can be charged by the hi ghest price 
outlet !or eaoh food itec. This ~ould be an important step 
to help the consumer t ell whether or not he is beins charged 
prices above or belo~I ceilinge . 

Developments in prices of s t aple cocmoditiea 

Further complaints or the inadequacy of recent OPA 
~ot1on in ra10int; :flour price s arn lle•.1·'CI""rPPm both millers 
and bakers. !Ullere say that the OPA apparently took no 
account or an aver age advance or 15 oente a buchel in soft 
u1nter wheat prices between the base period and the present. 
~~en the abort crop this year in central atatea left cillers 
of soft ~neat in many areas with little or no tree wheat to 
,urchase, the CCC promised to make ao!t wheat available 
rro~ their stocks . Apparent ly, however , the CCC baa no great 
~ount of whea t or this variety. 

Evidently in an a ttempt to allevi ate the situation, the 
AAA haa a~ted local commi ttees to point out to :farmers t hat 
loan wheat may nov be marketed at a substantial profit. This 
np9lioa to resealed 1941 farm-stored >meat and to the 1942 
crop. The AAA suggests :further thnt moving ot fe~m-stored 
tiher.t notr lli ll avert a t i ght storage situation next spring . 
l!ernllhlle , 11heat prices advanced more than 3 cent's lest >Ieek 
to ne11 5-Yenr highs . 

As the OPA began >~despread invectigation into reported 
evnslons on meat and poultry, evidences ot :further disparity 
bet~:een meat ceilings and livestock prices became apparent . 
'l'he Merican I! eat Inst1 tute charged that abnormal demand !or 
beer cattle, With present inadequate supplies of cattle, have 
raised cattle prices to a point hiGher than Justified by 
ceilins prices tor dressed beet . SlaU&hter or cattle and 
calvee laot \llek, tor the s ixth successive week, was below 
that in the corresponding peri od a year aco . 

Another soueeze in pork pr1oea 

A reourrenoe or last sucmer 1 s squeeze bett~een hog and 
Pork ~rioee may be indicated by a oontinuance ot less th~ 
anticipated hog receipts. In t he last t liO t:eeks, packers 
cross mara ins (as i ndicated by t he Department of Agriculture) 
fiL~ee) have been a t an unprot1table level. (See Chart 5· 
The lo~er level ot pork prices s i noe early November re!iecte 
revised ceilings placed on pork products. 
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In only two lteeks s ince September have hog receipts been 
co~~eneurnte with supplies on farms, and in the l as t three 
wee!ts t hey have been ta:r below. Although unfavorable tteather 
recently has contri buted to the fai lure t o marke t More hogs , 
the ohief f actor has been a desire or termers to reed their 
hoc;o to heavier >reights . Prices for hogs lnst week advanced 
to their highest levels since early October. 

Milk Drices raised 

The PenneyJ.venia !!ilk Control Commission, with OPA 
n~9rovnl, l aat week, increased the price or home- delivered milk 
rro:o 1); cent a to 151 cents a quart. Store milk >:as increaeed 
to 15 cent a . 

In conaent upon Secretary Wickard ' s request tor •eli aination · 
o~ frills • , the President or the Dairyoen •s League Cooperative 
Association in Hew York called tor an overho.ullng or !lew York 
C1t;r ' e extr-avagant delivery system. He ste.ted t hat little or 
noth1ns hne been done to wipe out duplica tion o.nd waste, con­
tendln& tlu!t ~!e11: York City' s 47 milk plo.nte heve e. capacity 
25 9ercent greo.ter than necessa ry , o.nd tha t flui d milk is 
J:auled 300 to 4oo mlles to t he city Hhlle r.11lk t/1 thin 250 mile a 
1G t1~ nu1'aotured . · 

Continued heavy demand tor butter by t he Government was 
di ooloaed by Secretary lfickard ' G recent order t hat manufactur ers 
or creecery butter must set aside 30 percent or t heir monthly 
nroduot1on tor direct ~1ar req,uirements beginning February 1. 
I t is expected that more than t.:o-thit•de of t he butter set 
ll&1de ll1ll go to our oil1 tary forces, and the be.lance rtll go 
~oot entirely t o Russi a . The announcement pointed out that 
O?er nt1on o! the order becomes effective at t he ttoe production 
usually bes ina ita rise to't'ard t he seasonal l!ay-June peek. 

l!ar-nrine production in !lovember, it has just been 
announced , was the largest tor any month on record. Colored 
narbrrine amounted t o 17 oercent of the tota l , in contrast to 
less t han l percent i n the lfovember 5-yenr averae;e . A ceasure 
to increase the suooly or edible oils and tats Has taken by 
the IIPB l ast lleek in an order complet ely prohibiting t he use 
or edible tats a nd oils 1n the manufacture ot inedible products 
fot• civilian use . 

Fnrm orcrr.n1za t1ons call tor longer inc1ustr1cl \IOrk-~leek 

I n a Jo1nt statement or term policy, leaders or tour 
nnt1ona1 farm organizati ons have callPd upon the new Cons ressi 1 
to rai se rarm product prices and increase t he present 1.odustr e. 
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prelimi nary est1mates ot actual steel ingot capaci ty 
at the end ot the year center around 91 million net tons. 
Tho consi derable progress made by the industry in meeting 
the e~tremely critical need tor steel plates is demonstrated 
b•: the 1'Mt that plate production in 1942 \la s stepped uu to 
1i..S million net tons tr.om 6 million -in 1941 . · 

Need tor railroad material s stressed 

\11th t he gasoline shortage in the ·Eastern states t hrow­
ln.:; ~urther burdens on the r a ilroads, additional attention is 
focused on their mat erial end equipment needs . In ite annual 
re?Ort to Congress last week the I nterstate Co~erce Cocoissi on 
stated that •unless t here can be allocations ot sutf 1cient 
2&terial to the railroad transportation agenoies to perQit them 
to ::sai:lt~.1n , renev and oper a te their plant s , so t hat t hey any 
continue their present standards ot servioe, more r estrictive 
~ver~ent control or the use or t ransportat ion services will 
!'ollow• . 

Total transportation volume of all catenories in 1942 i s 
cc.lculnt ed to have ri sen 2S percent above 1941 l evels , >rith 
comoodity traffic eaining 25 percent and passenger traffic 
45 percent. Further freight t r atfio Bains of from 10 to 15 per­
cent (11'8 beine forecast f or 1943 , and nenr1y all indications 
)oint to>mrd f urther extreoe pressure on passenner transportation 
fnc1l1 ties. 

Some n0precia tion of t he greatly increased freight traffic 
bu~en or the railroads and the more ett ect1ve utilization or 
ec.uinoent 11111 be seen by referring t o Olw.rt 6 . It will be 
noted t hat 1n October, the latest month t or which ton-mile 
ti(;W'ee are avai l able, freight tratfio JUDped to a new high 
29 ?ercent above the 1941 peak, d~apite the tact t hat car­
loadin0a vere down modera tely from t he previous month e~d were 
only 4 percent above the correspondinG month in 1941 . 

• 
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Table l 

Price changes tor ind1Yidual food pro4uote 
in BLS retail toed price index 

Oommod1t1 

Carrots 
Beane, green 
Lettuce 
Cabbage 
SJ>inaoh 

ApJ>le• 
Orange a 
Onione 
Lard 
Sutter 

Prunes 
Potatoes 
Eggs 
PaMut butter 
Bananaa 

Peaches, canned 
Cheese 
Corn meal 
Corn, oMned 
Milk, evaporated 

'i'oma toea, canned 
Pineapple, canned 
Bacon, alioed 
Flour, wheat 
Lamb, leg 

Salmon, p inlt 
ChiokelliJ roaat1~ 
Chuck roaat 
R1b roast 
Soda oraokere 

Percent change 
December I942 

over 
September '1942 

53.6 
4~.6 
2s.o 
17. 9 
16.3 

14.5 
12. 5 
ll.l 
3.7 
8.3 

S. l 
7. 5 
7.4 
7.2 
6.s 
5. 4 
5.2 
4.0 
3.8 
3.4 

3. 4 
2.8 
2.4 
2. 4 
2.4 

2. 3 
1.4 
1. 3 
1. 2 
1. 2 

Percent ohange 
December 1940 

~er 
September l91io 

9. 8 
23.4 
2.4 
0.0 

-11.4 

&.4 
- 7.9 
- 2. 8 
- l.l 
21.9 

- 1.0 
0.3 
7.0 

- 0.6 
3.1 

- 1. 2 
3. 5 
2. 1j. 
1.0 
o.o 

- 1.2 
'o.o 
4. 7 
3.0 
g.& 

o.o 
- 3. 5 

l.l> 
- 2. 2 
- l.J 

135 

llelg&t 
in 

food 
index 1/ 

.g 

. 6 
1.7 

·1 
.g 

1.5 
3-7 
·9 . g 

5-l 

.6 
3.2 
5· 9 

. 2 
1.4 

· 5 
1.5 
. 3 
. 6 

l.O 

l:a 
1.6 
1.7 
1.3 

. 6 
J.2 
1.8 
4.8 

.6 
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Price ohangea for 1nd1Tidual food produote 
1n BLS reta11 food ~r~oe 1ndex 

(continued 

Percent change Percent o!iinge 
December 1942 December 1940 

Commodity over over 
September 194-2 Sentember 1940 

Bea.ne, navy 1.1 - 1.5 
Bread., whole wheat 1.1 - 2.2 
Cutlets 0. 7 - 4.2 
Macaroni 0.7 o.o 
!!1lk, freah, 

delivered 0.7 2. 4-

Peaa, canned 0.7 - o.l 
Hll!ll, whole 0. 5 1. 
Shortening, other 

thM l ard o.~ - 2.1 
Oleomargarine o. - 1.4 Rib ohopa 0.2 -11. 

Round steak 0.2 - 6.5 
Bread, rye o.o - ) .2 
Bread, white o.o - 3·4 C6rn tlakea o.o 1. 
Pork ohopa 0.0 -19.1 

Sugar o.o - 0. 2 
Salad dreaeing - o.!!l - 2.1!-
Cottee - 0. 3 - 1.4 
Salt pork - 1.3 9·l Cookie a , vanilla 3. 0 o. 
Tea - ).6 0. 6 
Sweet potatoes 9.4 7. 0 

!/ Weigbte change eomewhat from month to month. 

Source: Bureau of Labor Stat1at1oa. 
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Weight 
1n 

food 
index 1/ 

.4 

.!!l 
2.0 
.9 

11.5 

.s 
2. 2 

.7 
·3 

1. 5 

4.1 
1.1 
6. 5 
1.1 
3. 
4.1 

.9 
2.5 
·3 

l.S 

.s 

.3 
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' • loanS of a:-io ~arJa1.3 
Q Caolatbe D1r.otor•a Ottioe 

_,..,MDIII 

JAml&lT u , 1943 

'%'be llonor&ble 
'%'be S.C...t&ey or the Tr.&n17 
'l'ubillctcm, D. C. 

Dear llr. Secnt&rJ• 

!be Vioe Prui dM!t. aakecl ua t.o 

bad ~proftd the NOO-.xlat.iOM 

Napeot.inc the dollar poeition. 

1 pbot.oet.at.ic oop:r or th1a 

~rmdlll 11 encloeecl tor 

I 
• 
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144 

Report t o tha Praaidant on Pol i cy Declaiona 
Relating t o Dollar Poaition of 

Lend-Leaaa Countriaa 

'· 
A committe e conaiatin~ or r epresentatives or the Depart­

monte of Sta te , Treasury and =ar , the Office of Lend- Lease 
Adminiatration and the 3oard or Bconomic .7arfare, undertook 
t o consider the following four problemas 

1. 

2 . 

~ · 

n1e appropriate level ot t~e 0 old and dollar 
balance s of the Unit e d Kinodom. Should thes e 
balances bo allowed to incr~~se turther or 
should an effort be !llllde to hold them ut 
ap; roxlmately the ?resent level or should they 
be reduced? 

'!'he desirability of con tinuing lend-lease exports 
to Sout..l ..ll'rica in view or t i\O ;resent ·~ze and 
rattl or inc!'easo or the _old holdi n_,s of that 
country. 

To e extent to which in the fol':llul:.t1on or lend­
lease policy for sterlin~ area countries the 30ld 
and dollar pos1 t1on ot ee1eb of t heao countries 
ahould b e considered aa separate f ro:n tho.t ot the 

United ;: i n.,dom. 

In ~-ranting lend-·lesse as- Utance to countries 
ou teide' t.'le 5ritish &ropire, should their noldino;s 
or ~old and dollar b&lancoa btl tAken i nto consid-

era tion? 

lteoom•uendati ons made in this re,1ort are based on the 
reco611i t i on th&t t he purpose o!' the Land- Lease ;,c t 1a to pr o­
vida our Allie a wi th the ooda and servi ces that they need for 
thb moat vi orous prosecution of the war. They are bosed on 
l:lo uaawnption th&t our arra.n"'ementa with lond-lease countrlea 
or:ould be e o conducted na to maintain thei r "old and dollar 
OLl~ncea a t ~level consistent wi th tho above objective . 
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1. The lll'll ted Xln&domc 

'!he On1ted :lln_,dc. held, aa ot lioYa.bn ~. 1942 m 
ewegate or $928 a1ll1oo ot gold and dollar 'b&lanou 'aa 
tollowa1 

(:C. m1ll1ona) 

0014. • • • . • • • • . • • . • . • • • . . • • • . . • • • • *1026. 
Dollar balano•• ···· • ••• • •• • • •• • •• -22 

Total t928 

Thia total ot 1928 a1ll1on repreaenta an lncreaae ot 
$770 million trom the l ow point ot MaT 1941 and an 1Dcreaae 
ot $4}0 m1ll1on a1Doa Januar;r 1942. 'lbethJr or not the .. 
bold.inge will 1Dcreaae 1D the n ear fUture dependa on a nu.'ber 
ot tactore within the control ot the united Stat ea GoYern.&nt 
aucb aa the Yoluae ot land-laue aid, the Yolu.e ot ontted 
Statea puroba .. a and the dollar expenditure• ot and t or our 
troopa. It a l ao depend• on c ertain t aotora largel;r be7ond 
our control, ot whloh an example 1a the propoaed aubstant1al 
pa;rment by the tlnited XintldOIIl to Canada. 

JUdging the total Britiah poa1t1on at Ulh ttae, we ooo­
clude that the b&lanou now h eld b:f tJD1ted Jtin3d- are adequa te . 
In thla oonne oUoo, it wW 'be reoall e4 tha t 1n the Spring ot 
1941 the Brttiah euggee)*l that tbe;r ahould han a ·~ 
worki ng balanoe ot J600 a1ll1on r equired to meet contingenohe 
everywb.ere•. 

Rec.,.,.,.nda t1on 

It 1a reo-ended, in the light or present o11'01&8tanou, 
that the ontted Kingdoll '• gold and dollar balanoea ahould not 
be permitted t o be leu than about $600 a1ll1on nor abo .... 
about $1 billion. 

2. The Union ot $o!lth .t.trtoa 

Gold hold1Dga ot South .t.trtoa han riaan rr- approz,lA&telT 
~20 million 1n Sept.-bar 19}9 to .or~ than $600 a11Uon 1D 
: oveo;ber 1942. In ad41t10D, South A,trioa baa repuroh&ae4 about 
,160 million or goYernaent aeouritiea to~rl;r h eld 1n tbe 

1Jn1 ted Kingdom, aa nll aa aubatant1al IIJIOUDta ot gold a1D1n& 
aecurtttea. 

•• -
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South .&t'rica• a aol4 pl'oda&O~Oil h not ~otad to 4ia1Dlab 

breatly below tho pl'&&eDt &11 t ~ or t500 aillloa par 
year. Bnn 1t gol4 prodaloUOil ware to be 4l'uUcally cvta1lod 
south .t.trica would aoareol7 be h1D4ered 111 bar proaeout101l ot ' 
the war becauao or &DJ ahortaa• ot roreian o·a:oh•ngo. 

Lend-Louo export& to South .&t'rica wore unlllportut until 
lllay 1942· Since tbon they han 111croa .. 4 atoadllJ. Ill October 
76 percent ct lli11 tad Statu a~orta to Swth Africa were on ' 
len~leaee account and 4' percent ot tha non-alllt&I'J tt ... 
exported under lend-loaao . ~••• gooda are l~loaae4 to 
Gr eat Brltaill tor tho l1n1C111 or South Atrloa, but tilq are 
ahipped dlroctlJ to tile latter o01mtr{. In the oaaa ot -­
•1l1t&I'J goode, a large part h dla tl' 'butod by Swth .&trioan 
oovernaent through nor-&1 oomaoroial oh•nnola. 

I n view or tho large gold balanc .. of South Atrioa, lond.­
leaae aid to that oounti'J, oonaidered by ltaalt, o&aDOt be 
Juat1tled on roralgn exoh&llgo srounda. It baa been ur&e4 tbat 
political conaiderationa aake it import ant that lond-loaaa aid 
ehould be extended. Ther e 1a, however, evidence to indicate 
the t the Union Government ia willing and eager to finance the 
purchaaa of war material a w1 th 1 ta own reaourcea. 

RecOlllmendatlODa 

a. It i a r e cc.aande4, aa long aa South African balanoaa 
remain a t or near th a i .r praaont high levela , l and-leas e non­
.,1li tary export a to South Africa on a credit bad a, e1 thar 
directly or indirectly through tbo Brltlab, be dwcontinued 
and that negot1at1ona to t;hia and be atar t ad at once. 

b. It ia furth er recommended tha t a Lenci-Leaae Abraemant 
With Sout h Africa be negotiated provldlnb for land-lea•• 
military aid to that country and reciprocal aiel to the United 
States in the f or m ot a tra t e0 1c materia,l.a. 

}. The Britiab Empire and ita Par te 

The present financ ial arran;;;ementa with the !'r i t1ah appear 
to b< rather 1nconaiatant. When tho sritiab requeat that 
' ---it i on&l l end-loaae aid be _.ranted and that they be relined 
or the neceaa1ty ot m&Jcln~ var i ous dollar paymenta, they coun; 
only the United K i~ dom• a 0old and dollar Lol~coa and moa t o 
tlob dollar receipt&~ of the a terlin~ ar e._ aa be in., ava ilable. 
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Ibe)' exclude the gold aD4 dollar holcliJiga ot South 4trioa 
A\lltralia, v .. Ztal.AD4 aD4 ID41a 11h1oh together are at ' 
1eut u lara• aa thoae ot the UDitecl Z:1JI&~. Wb&D, howner 
the' ooapute the dollar upeDdi turea whioh auat be .. de the • 
Britilh oount not Cl'll:f the paJileDta whioh the United Ki~oaa 
11111at JUke, but alao the paJilent& whioh their Doa1n1ona and 
p0aae11iona, 1nolud1ng south Atr ioa auat aaka. 

"lt would ••- that the oorreot procedure 11 to make lend­
laue arrena•enta either wi th &IV part, or with the whole or 
the 1ta1'1ing area, and to "f&.r'J tb.a arrena•enta ao aa to tit 
tha ability ot the part, or the whole, t o pa)' tor goode and 
aar•ioaa. It areat Britain ia to aot t or the whole ~ire, 
the an eta ot all the m..t>era ot the Dlpira ahould, it ..... . 
be conaidared aa wall aa their aggregate nat need tor toraisn 
exchena•. 'ftla aama would hold tor aD)' part ot the l!llllpira tor 
which Britain aakaa lend-lea•• arrenaeaenta. 

Rac~endatlon 

I t ia rac~anded that the United St atal Traaaury initiate 
and continue diacusaiona with the Fi nancial repralantati•ee or 
South Atrica, Australia and New zealand concerning their 
reapactiva 0old and dollar politiona. Whether or not e1m1lar 
procedure should be adopted wi th British India resta upon the 
deciaion of the State Department concerning the expedienc)' of 
such procedure wi th India at tbia time, 

4. Non-Britiah Countries Receiving Land- Leaae Aid 

Th1rt7-six non-Briti sh Empi re countries r eceived ~1.5 -
~ b i l lion of lend-lease assistance througb November 1942· 
A:non;, t hem are countries wi th s ubstantial gold and dollar 
bold ln:~s . 

:\~co=enda tlon 

I t ia recommended that cona1dera t i on in the determina­
tio~ or l end- l ease policy should be ~iven to the ~old and 
dol lar position as wel l a s to all or tho r elevant f actors. 

5· Continuing Revi ew 

. n order to implement the pol i cy deci ded u~on concer~i~ 
U'l " •~propr ia te amount of old and dollar balances to be e 
b;: vari CU9 countrioa recei~in<J lenu-leaae aid , 1t ls nocesaar:r 
~0 I. avo a c loser de.,ree of coor dinated effor~ bJ the r~~~u~r 
dopart~onts maki n - decisions arrec tl~ the dollar poa. ln wblcb 
t:.eao COun t rieS and to give consideration to t be •Mays b 
tnkt policy shall be implemented . I t 1S al

1
ao ~e~e•::r!1~0 18 e 

1:\.1 c ra:ed concern1n the countr ies to wb tch en - ea 
~t · r.~ ranted, ei ther directly or i ndi rectl y. 
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It the balaDCe rhea abo•• the up par Uai t decided v.poo 
cy the pol1o7 c~ ttae, the -oat raaaibla aatbod ot raduoins 
tne contributi on or the United Stataa ae ... to ba the rollow-
1n~ : 

( a) 

(b) 

( c) 

Reduction 1n lend-leaaa axporta or non-ailitar1 goode. 

Pr ocureman t or atrata~ic mater ial• and other non­
military auppliea aa reciprocal aid. 

~eceipt aa reciprocal aid or atarling to r inanca 
expandi turea ot American sraad Porcaa abroad. 

:leco:m::encletion 

I t ia ther erora recommended that the Cabinet group 
appoint a permanent subcommittee under the chairsanahip or 
the !'r eaaur:y charaed with the r .. pona1ltil1 t:y or aalc1ng 
r ecommendation• to thia cabi net group wi th raapect to the 
1~~lementation or policies rela ting to the abo•e probl ema, 
a~d that the Secretar:y or the Treaaur7 take the neoeaaar:y 
steps to obtain rrom each or the Oni ted Na t 1ona the intoraa­
t1on on the i r foreign exchange reaourcea needed tor tbf work 
or tho aubco111111i t tae . 

o.~ 

· r .....,aeltdo•tions we shall be • JOU approve ot these r ec • 
• l•~ 1f ;ou will ao indicate belLow 

~e White ?• 
ApproTed:f"b., 
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Supr1er entinc my rer ort to , ou of •anuar> 4, 1943, 

tl e urc'ases e..._ainst t ne .enaLilitr.tion . ro re.. frCl:ll 

.r. .u~:-. 4, 1943 to Janua~ lC., 1.,43, lola1ed ~2'J, 21!5 . ,:;, 

or 11 total of ::'lirchases for tr e :>ro ... ram t us far of 

' 14, 350.72 . 

Since st•bMittin.., Frevi.oue re:orte • e ave t een 

r • , d "IJ to ruaount export c.nd a' .orl, t.ic .. 

· .. ·1 oled 3u4. • 75 tons ex. orte 1 u d '/' 7 tons o.. .u.d 

t or•t. , hese ho.ve been o.educhd ha .. Ill .ot s. :ear 
I 

f •tre rerorts . , 
I 

e cotittee, heade<i b. over:tor u' ar, i~ 

• vrKinv ver. close1. wit! t:.e • .er.d-Le86e AIL in:s•rction 

and o.ll el'forts are bein., coord ' nated thro ...... t •. e .• ar 

rod.tcti on oe.rd and Smaller ,,ar .1ants CorroraUon for 

talzi.1e all available facilities and for t be eli. ination 

stra•e~ic nteria1s . 

v 
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N s .l'i'?l .. .!::PC' ,T AS .. Jt.. .lA ' . ' 1343 
II") 
M Shipped '£0 Date Under Load o.r1d At :;yc lln •,oule l.o~• 
Commodit~ 'r orot I . S. A. At Port .taitinG Vessels To Port 

New & used clothing 1~3 . 5 tons 075 tons 247 tons 93 tons 
Cotton piece goods 203 " 1710 " 1500 " 4l;~·J " 
Shoes - - 220 " 
Refined Sur;ar ·-01. !. " 2733 " ol2 " 
Ra" sugar 1377 " <!45 " 
Powdered milk 113 . 5 " ci " 
Tea 171.5 n 

Latches 127 .5 " 143 " 9ci • 
,;,\_ ;"ails 4 .3 • 

Drugs C:: .Ou7 n 

Cop~er sulphete 1925 " 675 " l SVO " 
Boo s & bookl ets 2 " 
Lamp chimneys - - 17 n 

Phonograph records - - - 1000 ee.cb 
Newsprint - 39 " - 300 tone 
Printers ink - . Ob9 " 
. ach. finished book paper - 2 II 

230 " 70 " Corda~e ;: twine -
Threa - 31 " 81 n 

Lactose - 2 " 
Cotton hose - - 25 • 

7ota1s 4v;,4 .3t.7 tio9l .uJ\J 4418 4522 
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111 th tho compllaont<l ot 1111. tith .Ur Coooaiafion 

.. ho enclose Stateaant No. fn - AJ.rero.tt lleapetehe<l 

- for week ended J anUJiry S, 1943. 

'!be Honourable Henry llorgentha.'fl, Jr. 
Secretary of the Treei!UI"J' 
liASIIIIIGto~, D. C. 

J 81'1\UIJ'T u, 194.3. 
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I. UrtiCid States Aid and Cooperation 

1. susar PurGhaaes -- u . s . Defense Suppliea Corporation. 

llegotiationa for purchase of the 194~ Cuban sugar crop 

began in waah i ng ton last November and a t the latest report 

wore at1ll continuing. On January 1}, after a five- hour 

meeting in the Pres1d!'nt1al Palace in Habana, a ttended b;y 

President Bat1ata, leading Cabinet mlllllbere , and members or 

~e Cuban Economic Mission which had been negotiating with 

~e United State s, .J.t was ~nounced that the augar . gr inding 

season would be postponed to Fe bruary 1 5. This was inter-

pro ted as indiGatin& a crisis in the negotiations. Ord1nar1ly 

~e offiGial opening of the g rindin& aeaaon is in the middle 

ol' January; the February 15 date will be tha latest for 

be.;inn1n0 the .,rind1Il6 season in the hiator;y ot the crop. 

It ia repor ted that the United States Gover nment offered 

to purchase 2.6 or 2 . 8 million tons (long tona? ) at a price 

ot 2.65 cents per pound, t . o .b. Cuba, with producers covering 

atoraoe coa t s . The Cuban producers have been disappointed, 

bowever, and after a six-hour meeting on January 15 deGided 

to continuo negotiations, with the hopes of obtaining a be tter 

price which will include f~elght and storage coats. Because 

~o ehlppi ng shortage and submarine danger have made impossible 

the export of all Cuba's 1942 crop, tho various u.s . Government 
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a&enGlea concerned agreed that considerably l e as s ugar should 

be bougll t in 1943 , and apparently our nego t iator s have 

1na1ated upon thi s r eduction. 

During the past year the failure . of the u.s. to c ommit 

1tself on 194~ sugar purch asee cau aed concern to the Cubans. 

Leadera in the Cuban sugar indus try urged President Batist a 

last lolay to place a b an on 1'urther planting of cane until the 

u.s. r equirement• wer e det'ini tely known and in June the CUban 

,overn:nent apparently a c ceded to this request . 

The Defense Suppli es Corpora t ion, acting aa purchaser 

not onl y f or this country bu t indi rectly tor both Great Brita.in 

and Russia , purch ased Cuba's entire 1942 sugar crop (es timated 

at 4.5 million short tons) , except for smal l wnounta needed 

locally and to cover pr e vious con tracts . A subs t antial part 

ot the 1942 harvest i s still in CUba.n warehous es awa.iting 

shipment. 'lbe baa1c m1D1.mum price under the 1942 contrac t 

was 2 . 65 cents per pound r . o . b . CUban port, wbicb was almos t 

a cent a.bove the aver age 1941 pri ces , but len than one- fourth 

ot the 1920 price . The contract included the sugar cont ent 

ot both bh.oks t rap and h i gh- tes t molasses at 2 . 50 cents per 

pound. I n JUly 1942, the Defense supplies Corporation entered 

into an addi t i onal purch ase a greement with the Cuban sugar 

Institute tor ~4 milli on gallons of bi t!ll- t ea t molasses to b e 

used in alcohol produc t ion. 
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ouring early 1942 the United Statea and Cuba discuased 

tho poaaibil1 ty of buying CUban indue trial alcohol. CUba •a 

capacity for distilling alcohol ia about 20 million gallons 

a year. Because of the shipping shortage , eome agencies ot 

• tho United States Government were anxioua to concentrate 

shipping on the mov-:men t ot alcohol ra ther than molasses. 

AJ>parently this contract was not completed, although CUba waa 

enxious to go through w1 th 1t. 'lbe Board ot Economic wart are 

regarded the prioe the CUban monopoly was demanding as 

"bl aclaoa11 and unreasonable•. 

2. Gold Aareement ot J\lly 6, 1942 

Under this agreement , the Uni t ed States Treasury under­

takes to sell 0ol d to Cuba to be held on earmark in New York. 

Payment f or such gold is to be made in dollars at the Federal 

Heserve Bank of New York w1 t.~ 1n 120 days af t er dat e ot sale. 

'!be e oun t ot g old f or which payment 1a still to be made shall 

not exceed $5 million at any one t ime . 'lbe obli0ati on of the 

Uni ted States Treasury to sell gold under these terms expires 

~e 30 , 1943 , sub ject to earlier t ermination at any t~e. 

The purpose or this agreement 1a to parmi t the CUban 

Government to aoquire gold as a reserve for silver certificates 

(a r eserve of 98 percent in gold or dollars 1a required a~sinst 

such notes) • I n practice, the Cuban Government acquires u.s . 

curr ency for pesos in Havana and then holds aueh currency as 

• reserve a,a1nst peso silver certiticatea, or uaes such 
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curreno7 to purchase gold for earme.rk i n New York. .lt the 

request of the Cuban M1111a ter of Finance, the u.s . Treasury 

sold ~20 million 1n gold f or earme.rk in New Yo~k aa a1nst 

1mmed1& te payment 1n dol l ar currency a t Havana branches of 

united States banks . The advan tage of auch an arrangement to 

cuba ia that 1t avoids the coat to the Cuban Government of 

sbipptns such currency to New York. The advan t age to the 

~eaaury is that we receive immediate paym•nt for 60ld sold, 

and .. o can uae the dollar currency 1n Havana for payments 

by the Government or for sale to United. States oanka . 

The Cuban Government has i ssued 20 .4 million pesos of 

silver certificates backed by the $20 million or gold sold by 

the u.s . 'l'l•easury . An additional 5 . 1 million of peso .certifi­

cates bas been issued b acked by $5 mi.ll1on 1n dollar currency. 

·•• have been requested by the Cuban ~!inhter of F1n111 ce to 

sell Sl.O million additional 1n gold tor immediate payment 1n 

dollar currency at a Havana branch of the United States cank . 

':'nla aold will be sold 1n lots of $5 million when the CUban 

vovernment is prepared to make payment 1n United States 

tUl•rency in Havana. 

; . PrinUn$ of Cuban Peso Notes by the United States Treasury. 

Following the suggestion of the American Technical M18-

s1on, the Cuban Government requested the United States Treasury 

to utilhe the f acil1 ties of our Bureau of Engraving o.nd 

-
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printinc. to provi1.e peso silver eert1f 1eates to a total of 

10o million pesos . on Mareh 25, 1942 , the Treaeury agreed to 

execu te the order on a eost basis. 'lbe first part ot this 

ordei' for a total of 48 million pesos has been eompleted and 

delivered to the Cuban Government in Havana. 'lbe aeeo~d part 

ot the order t or 58 million pesos ia to be exeeuted when the 

reque st is received f rom the Cuban Government , 'lhis will 

depend upon the progress made 1n r e plae1ng United States 

dollar currency w1 th Cuban currency, and on the set tin;; up of 

the central Bank recommended by the American Technical ll.ission. 

'!'he pe so 1a now approx1ma t ely at par. If Cuban currency 

remains at par or at a premium no teehnical difficulties 

should be experienced in furth er substituting Cuban currency 

for dollar eurrency . 

4, American Teehnical Mission to Cuba . 

At the request of the Cub8ll Government, the American 

7ecnn1cal Wiaai on was organized 1n 1941 to study and make 

recommendations on Cuba's banking and mone tary system with 

special r eference to the ere a tion ot a Central Bank · ·J'he 

1l1saion was composed of H. D. White , Chief ot lo!ies1on, and 

G. A. Eddy, F . A. Southard, Jr . , and H. R. Speigel (of the 

Tl•eaau.r y Department) , W, R. Gardner and o. B. vea t (of the 

Boord of Governor• of the Federal Reserve System) 8lld 

A. T. Esc,ate (of the Farm credit Administration). After 

spendin~ several weeks 1n CUba, the lo!i s aion eompleted its 
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first r eport on November 26. 'l'bia report dealt only with 

certain immediate problema , recommending tnat CUba build up 

an official dollar or gold reserve and acquire dollars tor 

thiS purpose by the issuance of peao currency. '!be currency 

would be backed to almost ita entire face amount by the 

reserves of dollars or gold thus acquired. The ~1saion•s 

Second Report, dated April 22, 1942 , contained ita principal 

rec=endat1ona regardins a Central Banlc tor Cuba. A copy ot 

this report 1S appended hereto, along w1 th two subsequent 

reports commenting on proposed monet&rJ and b anking legislation 

which had been drafted in Cuba. 

The only major report not yet tranem1tted is that on the 

Ae;ricultural Bank , and a draft of that has been evolved which 

is satisfactory to all members of the Mission. Nevertheless , 

the !Aiasion reels that presentation of the report at this time 

might lead to creation or a b ank which might be used 1n risky­

war- tiJ;e emergency financing, thereby endanger1ns the lon;;-run 

succus ot the ins titution. Senores Lopez Castro an<i Garcia 

l1ontea, when they were in washington last month , discussed 

the me.tter with ua but as yet no agre ement bas been reached 

~bother it would be desirable to postpone submission of the 

report . V/e are waiting to bear from the Cube.ns • 

Bills on the central Bank and banking and monet&l"Y legisla­

tion were presented to the Cuban Congress last JUne by 

President Batieta, and b earings were hold 1n Habana, beginning 
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Noveznber 5 and eontinuing through the !irat part o! December • 

.uthout::h proo9'eas on the Central Bank enterprise baa eeemed 

extremely slow, both Lopez castro and Garcia Montee stated 

that in their opinion the legiBlation will be passed in the 

near ruture . The Cuban Congress adjourned on December 11 

wi thout having taken definitive action on the subject, but it 

has b een reported that an extraordinary aeaeion will soon be 

hel d ll'ith the centreJ. Bank legislation one o! its topics tor 

consideration. 

During the course of preparation of thia report, the 

Visa ion diacuaaed 1 ts propos ala with banker a both 1n Cuba and 

in the United States and weighed very caref ully the augge ationa 

of the banking groupe. Nevertheless , tho bankers nave expreaed 

considerable opposition to the report and have influenced 

Ambassador Braden to the adoption of their views. Their chief 

objec t ion ia that the CUban Government ia unreliable and 

unt rus tworthy and that the creation o! a Central Bank which 

wou1<1 place mone tery control 1n the banda of the Government 

is not to be recommended. ':the !l!iaaion, on the other hand, 

al thout;b recognizing these dangers, advia!ld the creation of 

a bank which will place eontrol over the mone tery system of 

Cuba in the banda of a Government bank· In eonnection with 

the oppoa.i tion to the project ~xpreeaed by .Ambassador Braden , 

ll.r . Frank A. Southard went to Habana on behalf of the Tre asury 
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oepe.rtment to make a further investig ation into hia objeC>tiona 

and it baa been the conclusion of the l.tiaaion, after re­

exwnination of the objeC>tiona tbat its recommendation should 

be mdntained. 

An exGhange of le tters between some New York bank officials 

and the ~i1Ss1on discuss the ch ief pointe at iaeue. 

5· JJ1litary Cooperation end Lend- Lease Aid . 

cuba deC>lared war on the Axis l..mmediately af'ter the united 

States declaration, and the island has been selected as the 

United States base of supply for the whole Caribbean area. 

The United Sta tea has enlarged ita naval bases at Guantsnamo 

and Bahia Honda as well as on the I ale ot' Pines, and a modern 

airfield bas be&n built at Cmnaguey. on September 7 , 1942, 

a military and naval agreement was signed with Cuba which 

turther coordinated the forces of the two countries. 

A Lend- Lease Agreement was signed with CUba on November 7, 

1941, with a total commitment of $7 .2 million. CUba has asked 

tor an additional commitment but this baa not been t,rantad yet 

since total shipments to date amount to leas than $600,000 -­

$2,000 during the first halt of 1942, $~28 ,000 1n the third 

quarter , 3~99 ,000 in october and ~,000 in November. The 

terms of the agreement cal l for a maximum total repayment by 

Cuba of $4. 2 million ( 58-1/~ percent) and this 1a to be spread 

over aix years , with the required annual installment limited 

to ~700 ,000 . The distribution of Lend-tease shipments t9 
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cu'ba thrOugh November 1942 was aa follows : 

Or4nanoe and ordnance stor es 
Airoratt and a eronautical mater1ala 
Tanka and other vehicles 
Indus trial and other commodi t ies 

(Highly Confidential) 

$ 14,895 
na. 519 

9,434 
10, 530 

Total ... $7n, 378 
6. Expor t-Import Bank. 

'lbere are at present two Export-Import loan authorizations 

out s t anding to CUba. A $25 million collllllitment to the Republic 

ot Cuba, authorized on May 1 , 1941, is to be used for a wide 

~ariety ot public works and measures directed toward expanding 

industry and a QI" icul ture 1n Cuba. '!!lie l oan i s scheduled to 

expire on J\me 30 , 1946. Another commi tment ot $15 million 

to the City of Habana was authorized in April 1942 for pur­

poses ot ina talling and improving the city 1 a waterworks system. 

So f ar there have been no disbursement& under either of these 

eooomitments , largely b ecause of the inability to .obtain needed 

materials from the United States. 

In the past few years , the Export- Import Bank has, however , 

at ~ally disbursed and been r epaid some $38 · 5 mJ.ll1on in 

connection with Cuban loans. $27 . 2 million of these arose out 

of agreemente in the mJ.ddle 1930 I a under Which the Bank bought 

silver bullion, h ad it minted in Philadelphia, and waa then paid 

1n dollars on delivery ot the pe aos to the Cuban Government . 

Regraded Unclassified



172 
- 10 -

In 1941 the Bank also disbursed $11.3 million for pur­

poses ot helping Cuba store and .,rind part of her sugar crop. 

ibis permitted Cuba to bold he r crop and 0 et substantially 

hiBher prices than would otherwise have been possible . In 

Au~~st of 1942, the Sugar S t abilization Institute turned over 

to the Cuban National Treasury $2.4 .million, representing 

about one- fourth of the profits from this augar transaction, 

to be used as a retirement and social ueis tance fund for 

susar employees. 

7, lie tala Reserve Corporation. 

The U. S •. lle tals Reserve Corporation baa signed a ser~es 

of contracts with individual producers in ~ba for the pur­

chase of manganese ore , cbrom1wn and copper , Some or these 

cont r acts are with local producers but the majority are with 

fore ign- owned c~mpanies . Statistics on shipments to date 

are not available but it is reported that substantial amounts 

have be on reaching the United s ta tea. However , shipping 

di f ficulties are p resenting s erious problema. 'lbe llletela 

Reaerve Corporation hopes to get manganese ore ab1pm~nts up 

to 400, 000 ton a per year ll.nd chromium del iveries up to some 

300, 000 tona per year in the near future . 

B. Reciprocal Trade .Agreements. 

The trade a greement signed with cuba in August 1934 was 

the f irst concluded under the Bull Trade Agreement Program. 

lhia agreement baa b ean modified and supplemented by two other 
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e,veementa aisned in 19;9 anu. 1941. '!he CUban agreements 

differ from otber r eciprocal trade agreements or the United 

states 1n specifically providing for preferential tar11'f 

rates, and 1n fact by incr easing the preferences enjoyed by 

the united States and Cuba in each other •a markets . 

The major economic sisni f icance of the Cuban trade agree­

ments has been a r eduction in the duty on eugar impcr ta into 

the United States fro: 1.50 cents per pound to 0 .75 cents 

per pound, tbe last rate being finally reached in the 1941 

supplementary agreement. '!he r eduction in sugar duty was, 

however, coupled w1 ttl quantitative rea trio tiona on the importa­

tion o1' sugar into the United states under various sugar con· 

trol acta, so that Cuba has benefitted not ao muoh from in· 

creased quanti ties shipped to the United States as from a mora 

remunera t ive price obtained from the shipments to this market . 

In addition to the sugar concession, the United States made 

illportant r eductions 1n duties on tobacco, fresh fruits, and 

winter vegetables, while Cuba has improved the tariff position 

of numerous United States products, including lard, petroleuo, 

and automobi le products . 

9· Cuban Laborers for Work in united States. 

Negotiat~ona between the Unlted States and CUba for the 

ernployment or Cuban workers in United Statea war industries 

are reported to be progressing aatta taotorily. '!he Cuban 

Government baa 1ne1ated tba_; the labor contr act include a 
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611
arantee that wages will not be interior to those earned 

in cu:oa and for the return of workers to Cuba 1f they are 

not satisfied. Approximately 10 , 000 skilled Cuban workers 

are said to be available for work in the United States. 

10. Asricultural Aaaistance and Advice. 

To offset Cuban disappoi ntment at prospects for an 

unfavorable 194~ sugar contract, the State Department is 

seeking to negotiate purchase contracts for critical ~i­

cultural commodities which Cuba can produce . 'lha Defense 

su~plies corporation is expected to conclude these purchase 

agreements, covering such articles ae castor beane, peanuts , 

and jute eubetitutes. The contraota are expected to extend 

into two or three post- war years and to involve total sums 

aa higb as several million dollars a year . Development of 

these fields of production will be aided by technical experts 

loaned b:y this Government . 

In Pebruary-llarch 1941, a five- man commission from the 

Uni ted States Department of Agricluture went to Cuba to stuey 

the C01,11ltry•a agricultural potent1alit1ea, and 1n Ayr11 1941 

it presented a leng thy report . J,!uch of the subsequent agri­

cultural c ooperation has been based on this report . Partly 

as an outgrowth of this technical a tudy, the two Government• 

ai~ed an agreement 1n April 1942 regarding use of ':he $25 

tnlllion Export- Import Bank l oan a a it arte o ta agricul tural 

developmental programs . 
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'l!le atudiea and recommendations ot the Agricultural 

Technical Commission covered crop d1voraifioation, rural 

r ehabilitation, irr.1gat1on, Xi ce .Production, refrigerat ion 

and atorage facilities, l'eforestation, agricultural research, 

tick eradication, and other mat tera, 'lhe PI:incipal 

rec~endationa were: 

(a) Diversification of asricultural production. With 

good land abundant 1n Cuba, both toodatuffa snd 

additional export crops can be l>l'Own there read1ll"• 

'lbe Commission commented 1'avorably upon the posai­

b1litiea o1' developing the following crops: rice , 

bananas , peanuts, African oil palm, onions, cacao 

and kudzu, and advocated further experimenta t ion 

with numerous other commodities. 

(b) Rural rehabilitation. 'l!lh 1e urgently needed as 

a result ot years ot relatively low sugar produc­

tion and the consequent extension of the dead 

aeaaon to eight months or mo.·o in aome :years . 

Government land and lands to be acquired by purchase 

should be distributed among low-income term families 

under a program somewhat aillilar to the Farm Security 

Administration. 

(c) Irrigation. Five irriga tion projects were inspected 

and approved by the Commieaion. Bi ght other 
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irrigation projects which bad been drawn up 

abould be studied !'urther and beg1nn1n.>a made 1n 

this field immedia tely. 

(d) Increased X' ice pro due tion. Rice is one of the 

mainstays of the Cuban diet, w1 th a per oapita 

consump tion of over 100 pounds per year . Cuban 

needs, however, have 1n the paat been met by imports 

even though there 1a suttieient land to grow about 

one-halt of her requirements. 'lhis recommendation 

is related to the ir: i gation projects mentioned 

above. 

(e) Refrigeration and storage facilities. ~ese would 

enable Cuba to become much more aelt- autf1c1ent 

with respect to beans and corn, both of which are 

produced abundantly 1n Cuba but deteriorate 

rapidly under present conditions of poor storage 

protection . 
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II. Current &oonoalo llUuat1on 

1. 8upol1ea M4 Prioea 

Aa a r .. ult or al1ipp1ng and pr1or1tr d1rhoult1ee Cuba 18 
ro.olng an economic aluap. There are not enougll ahlpa t o moYe 

the eugar Grop , and the warehoueee probabl7 Gannet hold a large 

aoouMu1at1ng eurplue. I11ported r oodaturt a are 11111 ted and 

prlorit1ee r.atriot the 111portati.on ot materiala neoeuary tor 

dooeat 1c produotion ot tooda. The lack or lron and oil t.porta 

1e seriously curtailing the conatruotlon lndu1try wlth a re­

aultant lnoraa1a 1n unemplo)'ment . The oaeaat1on ot tourist 

trade 11 a eer1oua blow to liabana. 

'l'he coat ot l1Y1ng in" Cuba hal 1noreaaed about 21 percent 

1n the paet year and nearly 50 percent e1nc1 l9J9· 'l'he food 

prlGe index, howeYer, haa 1noreaeed by ao11e JS perGent 1n the 

P.aet 1 2 montha. 'l'he rising prices are due both to increased 

lncomae reault1ng !rom a large augar or op sold at high price s 

nnd aeYerel)' r11tricted imports ot many oonaumera' gOods. 

I ndex of Retail Food Prlcea 

{Jul)'- Dec.l9J7 = 1 00) 

1939 ..... 
19110 AY, 
191>1 Karoh 

93· 7 
92. 0 
94.1> 
98. 9 

1942 Jan. 

June 
Sept. 
De o. 

101. 6 
l08.J 

Karch 
Ka:r 
J uly 
Sept. 

112.1> 
12J . O 
lJ2.S 
1J5.9 
139·6 

I n M,y the Cuban GoYarnment aet up an Ott1ce or Price 

Regulation and Supply with broad powera to fix p r1c ee and 

preYent 1peoulat1on. This ageno)' hal decreed general whole-
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sale and retail pr1oe oe111nge tor nearly all 1nduatr1al and 

agri cultural p roduoh ot both domeat1o and tore1gn origin. 

The ce1l1nga are baeed or pricee prevailing 1n Karch 19~2. 

but pr1cea have oont1nued to rhe daap1ta these regulat1ona. 

Some rationing controls have been instituted tor gasoline and 

u r ea. It ia planned 1n the future to ration alao many ot 

the necessary toodatutta. 

2. Fore1!!1) Exchange Situation. 

£xohange R&teo. During 1936-1941 the p eao was below par, 

w1th a~erage d1acounta ot arClUl\d 10..12 percent during the 

f irst war year, 1939-19~. Alter • uguat 1940 there waa rapid 

st rengthening ot the rate. Recent yearly average quotations 

P.re aa tollowe: 

1937 
19~ 19 9 
19 
1941 
19~2 

99.1 
98.1 
92. 11 
90.1 
97·3 

100.2 

cent a per peso 
• • • 
• • • 
• • • • • • 
• • • 

Since September 1941 t .he peso has been at par or at a 

prea1um with respect to the dollar. Small premia during moat 

or 19~2 tao1litated the 1eeuanoe ot $20 m1ll1on addit 1<lnal 

;>eec currency and the aoquie1tion ot dollar and gold reeervea 

to the aame amount. (~ additional *5 million waa i s sued in 

J anuary 19q.3) , Recently, however, the premia have diaappea.red 

and an exact parity ie being maintained. 

llonetary Roeervu. '!'he monetary reaervee or Cuba total 

$53 lllillion at market values, and represent an average ot 52 -

Percent reaerve against the outstanding paper currency. 
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ruerne are made up ot ell nr p .. oa held againet t he original 

1asuee ot ailvcr oet't1tioatee, and gold or dollars held against 

the ' e1lver certit1cat ee• • blob were iaeued under the law ot 

~ay 2, 19~2. requiring a backing ot 98 p ercent. The change in 

oompoe1t1on ot theee reeervee tcllow1ng the law or l aet 11ay 

and reco~endatione or the American Technical Mission are . 

aho~rn in the following table: 

Table 1.-- Jioneta.rr Reeenee ot Cuba 

( I n aillione ot dollara) 

Dec. Jl .1941 Oot,Jl .l942 

Gold bare 1n •ew Yorlt 1!. 0 Gold coin in Habana 1.2 · 2 
United Statu dollars 

21:~ 811 ver peace z.1 ZL..!L 
Total re'eervee 22. 6 ~. 6 

Cuban paper currency out-
standing 78. 2 97.0 

Ratio ot reeervee to 

Jan.l5.194J 

20.0 
1.2 
5· 0 

...zz..! 
53-6 

102.0 

p11per currency 29. 0 percent 50.1 percent 52·5 

!I ~etimated on the basis ot earlier tiguree and the recent 
gold purobaee. 

'V Valued at 35 cents an ounce on December 31, 1941 and 45 
cente an ounce on October 31, 1942; monetary values were 
74, 9 and 78. 7 lllllliOQ peace, respectively. 

J. Cuban Government Finance. 

Al though the regular budgetary accounts ot the Cuban 

Oovern111ent ehcw a eh.eab1e detio1t, whi ch 1e expected t o grow 

to about tlo mill i on by the end ot 19~2. extra- budgete;y 
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account s ban produced a eubatant1al aurplua which ro•.~ghlr 

offae t a t he deficit in the regular budget. 
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The 19~3 budget, ccnoerning which verr little information 

ht.a been received in Washington, wna aa1d to provide $22 

ml l llon tor the Armed Forces according to a newepaper report 

1n early November. According to thie information, the National 

Defe nee expenditures were to be the l argeat s ingle item out 

of the $90 ao.1ll1on total budget . 

Comparison of Cuban publi c finance tiguree over a periOd 

ot rears ia almoet iapoaeible beoauae or varying utilization 

o f extrc..-bu4getar)' aooounta. In 19~2 , tor example, 11W'17 

aocounta which formerly had been outa1de were brought into 

the regular bu4get . However, there are apec1al new 19~2 

accounts outside the budget wh1oh draw upon earmarked aouroee 

or revenue tor apeoitio expenditure purpoase. The following 

table ;~reeente a general picture ot Cuban public t1nanoe 

during the laet two years, i nsof ar aa data are available in 

laah1ngton. 

Table 2. - -Cuban Public Finance , 19~1-19~2 

(1,000 ~eace) 

Rece1pta 

Regular 75.779 95, 421> 
Speci al 2.000 !I 10 . 73 

77,779 lOb,l97 

E!ll1n~1 tyre1 77 .5~9 lOII.,SlO 

... 

Zl 
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Table 2--Cuban Publio Pinanoe, 19~1-19~2 (cont 'd.) 

(\,000 peeoe) 

Budsetarr BAlance 

Extra:Budsetarr Iteme 

Receipt a .!V 
Expcnd1 turea .!V 

Apgrent Balance on 
1 Item• 

Burplua 
~ 

2)0 
illz 

Burplua 1 , )!!7 .ll 

9,£00 
L.lli 

Surplus 21154 

Burplua ), !)41 

1/ Revenues oolleoted during 1941 tor rep&T=ent or the Standard 
011 adYanoea to the Govern.aaent made in December 19~. 

Z/ Funde traneterred to t he regular budget trom proceeds or 
the a~ccial tax eurcbargea • 

.i/ Despatch No, )!!4 or January 7, 194), trom Habana, gina 
the t1gurea stated above and reporta a aurplus or l,ll!6,ooo 
pesos; the d1eorepancy or about 200,000 peaoa 1s not ao­
oounted for. 

!/ Oompr1aae (a) t~x eurchargea created September !!, 19~1 
(minus portion allocated to regular budget), (b) taxes 
t or detenae and other emergency purpoaee ore~ted Deo,.ber 
)1, 19~1 and February 16 , 1942, and (o) taxes tor Export­
Import loan aarYioe, eatabliahed November 22, 1941. BX­
penditurea under these oategoriea do not include euma used 
to retire abort-term Government debt. 

Evan though the extra-budgetary aurplueea are available 

tor meeting regular budget expenaea, they ha•e in practice 

been accumulated separately, and only to a relatively small 

extent have they been allocated to the regular budget. The 

Governaent baa even reeorted to borrowing with abort-term 

Treaaury notea to t1nanoe ita budgetary detioit while there 

•ere extra-budgetary eurpluaaa. However, theae ahort-tera 
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borrowing• have been retired out ot the proceede ot extr._ 

budgetary receipts, thus 1n etteot tapping those receipts tor 

the regular budget V1a a devious r oute, while other Government 

cash aesete were immobilized voluntarily in the extr~budgetary 

cccounte. 

The princi pal sourcea ot governme~tal revenue are im9ort 

ru1tiee and ealee taxea. Unfortunately, the current reporte ot 

revenue• do not clearly indicate the natura ot all acurcea ot 

runda. During the laat year, ouato~a revenues have declined 

slightly, beoauee o t the decreaee in quantity ot imports . 

I nternal tL~ee (chiefly aalea exciaee ) have on the other band 

become more important. 

4. Foreign Trade. 

Deepi te shipping ditticultiee and priority regulation a, 

t he value ot Cuban imports, under the influence ot higher 

prices, waa 26 percent higher during January-July 1942 than 

during the corresponding period ot 1941. Cuban exports, on 

tbe other hand, inoreaaed only 1 . 9 per cent over t he first 

seven ~ontha ot 1941, Aa a reault , Cuba ' • favorable belence 

on commodi ty trade tell trom $46. 5 mill ion in the first seven 

months ot 1941 to $29.! million in the eame period or this 

year. The export surplus during 1941, however, wee the 

largest in reoent•years. 
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Table 5·--Cuban Foreign Trade, 1937-1942 

(in mlll1ona or dol bra) 

Imnort1 !xporta Balance 

19j7 1~. 6 186 .1 .. 56·5 
19 s 10 .o 142. 4 • 36·7 
19~ 98- 5 1?7· .. 38.9 
19 93 · ~ 1 4. 6 .. 21.1 
1941 130, 206.2 .. 75.6 

1941 - Jan.-July p·l 11~ .6 .. 46.g 
1942 - Jan.-July 2.1 12 ·9 .. 29 • 

Though no 1942 data are ava1lcble aa to the com.od1tJ 

composition ot Cuba ' s foreign trade her seven major exporta 

are sugar and ita by- products (70-SO percent); tobacco (7-10 

percent) , tru1te, vegetables, and other toodetutte (4-7 per­

cent), m1neral a (J-5 percent), meat (2 percent) . Her major 

import commodities in past years hnve been roodsturts (25-30 

percent), textUea (ll!-20 percent), machinery (12-15 percent), 

and chem1oala (10-12 percent), 

The United States supplied 1!4 percent or the Cuban imports 

during the firat seven monthe ot tb1a year, as OOC9&red with 1!7 

percent ot t ha total 1n the same period laet year end 71! per­

cent 1n 194o. The value ot iJBporte trom the United States wu, 

however, 21. 2 percent greater than in 1941. Receipts from the 

other Amerioaa ware 127 percent greater 1n the 1942 period than 

in 1941. Tb1e waa pr1mar1l;r the reeu.lt or increased imports 

184 

ot rice t~om Mexico, Ecuador, and tbe Dominican Republic; fuel 

on,. ohiolt peae and cotton text1lee trom lolexioo; crude rubber 

troa Ecuador, and tallow; cork products, quabracho, and l1neee4 

011 trom Argentina. Importa troaa Spa~n, 81riturlan4, Auatral1a 
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Table 4--Cuban I mporte During F1ret Seven Kontbe 

(1n m1111one ot dollare) 

~ m4 
United Statu 6J. 6 77.1 
llexico . ! g·1 
Other Amer1oo.e 3· 6 .J 

Un1 ted IC1ngc1om 1.7 l . S 
Other £-~rope 1.5 · 5 

Ae1a 1 . 8 2·7 
Other --al. -

Total 7J.l 92·1 

Notwithotanc11ng the increaeed value ot importations, 

Cuba 1s sutterlng severely from lack ct certain imports . The 

shortage or petroleum derivatives ls very acute. The lack 

of steel and 1ron imports 1a threatening to paralyze com­

pletely the construction 1nduatry w1th a coniequent increase 

in unemployment. The stocks ot many baelc tood 1 tees ere 

also nearl y depleted and contr ibute to the rap1dl7 r1a1ng 

cost ot l1v1ng. 

Cuban exports to the t1n1tec1 Statu conet1tuted almost 

93 percent or the total. dur1ng the t1rst eeven month& or 19~2 

u against 90 percent 1n the comparable 19~1 period and 82 

percent 1n 194o. The t1n1tec1 JC1ngdom and Ruee1a accounted 

tor the bulk ot Cuban export• to Europe th1e year . Cuban 

exporta to the other AJ;ter1oae declined trom $~.~ ml.ll1on 

during the t1ret eeven aonthe or 19~1 to tJ.J a1ll1on 1.n the 

aame pe~1oc1 ot 19~2 • Tb1e deoreaee wae pr1a&r117 due to the 
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ract t hat ealea or refined augar to lllezioo ha•e been pre.oticallr 

nil t h1a yur. 

Table 5·--0uban Exporta <luring the Firat 8enn Kontha 

(in milliona or dollare) 

l2!.1.. ~ 
Uni t ed Statee 101!.0 113· 3 
l!~x ioo 1. 2 -Ot:ber Amerioaa 3·2 3·3 
Ruaaia - 1.4 
Uni ted Ungdoo lq 3· 2 
Other Qlrope 1.7 ·3 
A al a · 5 -
Other ~ ~ 

Total 119.6 121.9 

Exports or fruita and vegetables have been out verr draa­

t1oslly duo to transportation difficulties and the exportation 

or beer has been prohibited by the GOvernment on the ground that 

ell available cattle were needed ror domeeti o consumption. The 

loa prioea paid in Cuba, however, have made the cattle s rowera 

r eluct ant to aell on the domestic aarket . 

5. C\tl,;'• Public Debt 

Ouba ' a external and internal funded debt totaled $121 

million aa or June 30, 1942, and all ia being earTioed. Thla 

total doaa not include (a) Cuba ' • floating debt, recent eati­

mates or '!'hioh are not available, but which waa eetilnated at 

~~~5 million u or June 30, 1941, or (b) two recent isauea or 
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ehort-term oovemmsnt note a, totaling f2. 2 alll1on, which 

were floated to oover current expendituree. An earlier 6o-

day note iesue of $1. 4 llillion was retired out of available 

extro.-blldgetary funds, and 1t appeare that the two subsequent 

1ssuea oe.n e1m1lar1y be retired. 

Amortization ot Cuba'e tunded debt wae '5 million during 

a r ooent twelve-month period, The oompoaition ot the debt 

1a ehown below: 

Table 6 .--Cuban Government Debt, 1941 - 1942 

(in o~llions or dollare) 

ExterMl 

~35 million 5• ot 1904 

1
16. 5 million liis of 1909 
10 mil lion 5• or 1914 
50 million ~· . or l92t !15 million e of 19J 
8.1 million is ot 19 1' 

Internal 

$11. 2 million 5s or 1905 

Total bonded indebte4ne•• 

Floating debt 

-
V Only $50,000 reduction. 

V Eet1mated. 

June JO, 
1941 

z.aa. 
126 . 0 

45.0 v 

June JO 
1942 

J,O 
5·8 
2. J 

14.7 
79· 2 
~ 

11).6 

7.4 
121. 0 

n.a. 

Decreaee 

1.0 

:4 
1. 5 
l . J 

__:.1 

s.o 

n.a. 
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lloat or the tunda derived troca thtu •moua bond iuuu 

•ere uee4 to tund f loating dtbta &n4 t or publ1o 1 orka. 

The Speyer loane or 1904 and 1909 were ueed to•pay obl1ga~ 

t 1ons ariaing from the war or independence and tor public worka 

1n Havana and Oientuegos. 

The llorgan loan ot 1914 waa uaed tor retiring the t~ing 
~ --

debt and t he completion or sewers and pavi ng in Havana. 

The Jlo rgan loan or 1923 was used principally tor clearing 

up rloat in.g i ndebtedness and a amall part went tor publlc worka. 

The J.torgo.n l oan or 19 27, whloh wu p raotl oally an extension 

o! t he 1923 loan, was used to liquidate the floating debt which 

had not been taken care or by the 1923 financing. 

The Sugar Stablli.zation loan was used to finance Ouban 

part1o1pat1on 1n the Chadbourne Plan or sugar control. 

Interest on Ouba 1 s funded M bt 1s being paid regularly. 

Sinking fund payments have been ln arrear• in several 1netancea, 

but matur1tiee have bsen met none the l e••· 

The Internal l'unded Debt oonahts ot one iuue o! 5 per cent 

bonds floated 1n 1905 to pq obligation• ariling t ro;o the war 

ot independence. Bonda bavlng a value or $11,174,000 were 

originally iuued, ot whloh $7,467,000 was out a tanding as or 

Januo.ry 31, 1940. Interest has been regularly pe.1d. There 

are no stip ulated sinking tund requirement• and no maturity 

date is epeoiriad but the Ouban Oongreae bo.• trorn t ime to t ime 

~p~ropr1ated tunds tor redeaption or the bonda . 
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The Floating Debt ooneith ltrJr!ll ot unppd Judpeph 

;Ltd ola1me againat the Cuban gOTtmttnt. 
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Ita groat amount is eet1mated at between ·~ million and 

$55 million. No interest ia being paid on thit 1ndebtedneee, 

8114 i te exact amount is not capable ot deteNination~ owing in 

considerable part to the tact that some ot the olaime, in the 

opinion ot governmental ottio1ale, can and ehollld be eettled 

t or considerably less than the •aunt auerted. On the other 

h8114 , acme ot the olaills are baaed upon Judgtalnte ot CO'H' te ot 

record and represent overpayment e ot taxe a; t<lllle represent ~ 

paid ealariu and pensions; these olaue ahould be paid in tull, 

GOvernmental ottioiale have expreaaed a d11ire to adJust theae 

clal.ma, to convert them into a part ot the tunded 'debt , and to 

provide tor a a inking tund tor the gradual retirement ot the 

obl1gat1ona. 

Tho Public !orke Debt was 00ntraoted br the Haohado govern-

ment • 

.Uthough he wae elected on a pleds• not to increase the 

public debt, he entered into a huge publio worlta progru certain 

to i nvolve expenditures 1n exoeee ot normal Cuban revenuea. The 

financing or the program waa the moat involved in the history or 

Cuba ainoe the plan had to evade the dootriJII or the Platt Aaend.­

men t prohibiting tha notation or loans in axOIIR ot Cube's cap­

acity to pay -- this capacity to be decided and per:~1asion ob­

tained tram the United Statea government. The plan adopted 

•aa euooeutul and the Jlaohado ada1nhtrat1on contracted a 

pubUo worlta debt tote11llg tlOO .Ul1on. 
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'fbAI 9h&te !tt1ontl. Buk a4• Mce4 l6o e1Uion bJ 1930 

'!'he t1nanoial plan adopted worked ae follow,: '!'he 

Cuban gove rnment issued •deferred payment work certifieatea• 

to tho contractora executing the public worka plan (of wh1ch 

the principal tirm waa Warren Broa. Co. ot Kasaachuaet te, who 

had chnrge or conatruction of the Central H1ghw&Y). The Chase 

National Bank then purchased theae certificatea at par and waa 

to rece1 ve 6 percent on the amount advanced. 

'!'he t1ret agreement signed by the Ohaae llat1onal Be.n!t and 

the Cuban government (Febru&rJ 1927) provided for a credit of 

$10 mill ion to ba extended in thie taehlon and to mature bot~een 

September 1930 and June 1, 1931. I t aeon became evident that 

thi s credit waa 1nauffio1ent eo 1n June 19?11 a new agree,.ent 

wa s drawn up increasing the total credit which the Chase National 

Bcnk was to place at the dispoaal or the Oubcn government to $60 

million. This credit waa to be repaid witb in t1ve yeara, hence 

requiring annual payments aa high as ~2 million. '!'he entire 

credit of 860 allUon waa uaed up by March 1930. or tbeae 

amounts , 820 million 1n aerial cert1t1catea ba4 been aold to the 

public and $40 mlll1on ( $30 m1111on 1n aerial certificates and 

$10 million in deferred work certificates) were being beld by 

the bank. 

In 1910 part of this debt wa1 tunded and tlle Ohue Nationfl 

Bank extended 120 ;1llion mort• 

lb' 1930 it became eddent that the Cuban government would 

be unable to meet the large maturitie• 10 a new contract was 

.... 
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a1gned .d th the Chase llational Bank on Febr ii&J')' 26, 19)0, 

<1e•1gl"ed to plaoe the financial arrange~~ente on a more pel'­

~anent basi s . Under this agreement 840 mill i on i n aerial and 

work certificat es held by the bank were funded into 52 percent 

gold bonds maturing in 1945 and the bank extended an additional 

$20 million one-year or edit (the term of which wa a continually 

extended until 1937 ) for the purohaae of work eert1fioatea, thue 

ra1e1ng t he totol advanced to $80 m.Ulion. The agreement al to 

provided for the i aeue of an additional 8~ million in long­

term bonds but thoy were never i ssued. 

euba there&fter issued to the oontraotore 120 million more 

1n TreaiUrY obl1gat1ona. 

Thh represented additional tunde over to t he eontr aotore 

tor the completion of t he work. Inasmuch ae no further credits 

were granted by t he Chase National Bank, the oontraot or a (pri­

marily Warren Bro thers) were forced to hold theee obligations 

themeelvea. 

S1noe the first $20 m1ll i on 1n aerial oertlfi oatea (which 

had been eold t o the public) matured early in 19JO and wert 

pai d oft, the total of this debt amounted to. $&> m1111en which 

•ae used i n the following manner: 

Oonetruotion of central highway 
Oonetruot1on or new capitol . 
Kleoellaneoue projecte 

Total 

(In millions of dollars) 

$66.? 
10. 0 

J,§ 

$80. 0 

'"he after 19"" were held a e t ollowe: • amounts outstanding ·"' 

Regraded Unclassified



(In m.Ul1ona 
' of dollar•) 

$110.0 
, 2() .0 

$20.0 

II-15. 

Public works g<>ld bonde (1911?) eold to public 
Short-term credit or 1930; due to Chase Natio~al 

Bank. 
Treasury obligations held by contractors 

(Warren Brothers and a Ouban company) 

The Mendieta governsent oh£llenged the leg&litY or the 

cr"'"' lotna. 
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In April 193~, it appointed a Commisa1on to examine the 

Chua loans and to recollllllend action to be takenA In June 193~, 

the Commission reported that insofar ae the Chase National Bank 

was concerned, the right or repudiation was 1nd1aputable; that 

as te.r. as the bon<lliolders are concerned, from a legal atand­

, o1nt1 the government has good reason alec to decide tor repud­

intion, but suggested that on ethical grounds the government 

ehould make aolll8 settlement with the public who held the bonds 

bought in good faith. The Commission's finding that the loana 

were illegal were baaed on the auppoaed illegality or acta or 

the dictatorial Maclu.do government and the contention that the 

Chase Bank knew that the money wa s not being apent honestly. 

In 19Jg p.n ts5 m1111on low wag floated to readJust fbe 

Public !Ofkt Debt. 

These bonds were i ssued in Apr.U 193~ in exoh!!!lge ror 

lndebtedneee as ind1oaJed below: 
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oold bonds ?-1/2~ - 19~5 
In teres 

Short-term credit held bJ 
Chu e and associates 

lntereet 
Oollllll1se ion a 

Serial certitioatee - held 
by Chase 

Interest 

II-15. 

(Onita or "" ooo) ., ... , 
Olai11ed Stttlel!lent: 

llew llonde 

1110' 000 
8,800 

$110,000 
~.ooo 

20,000 
~.~o 

750 

20,000 

867 
i?J.S 

867 
u 

175,032 $6~.955 

In addition to the above public work obligations, bonda 

or thie iasue were assigned to settle long standing railroad 

~~11gat1ona , none or whioh had ever been considered ae part 

or t he public works debt • 

Total new bonds .1 a sued 

• • • • • • • 0 • . 10.163 

175,llg 

Held by approXimately 17,000 bondholders i n the United 

Statea and Cuba, mostly in the United States. 

193 

Thh leave& about 110 million in uniuued bonds tor the 

settlement or the remainder or t he ott1cial public worke debt . 

The pending ola1ms, the meet i.llportant or which are shown below, 

aaount t o $30. 8 llillion. 

Treasury obligations held br: 
(Unite or $l , ooo,OOO ) 

Warren Broe. (American) and the 
Cuban contraotore (Cuban) 

Intereat -
Cuban Treaaury promieaory notea - held 

ae above 
lntereet 

Obligationo on account or oonetruction ot 
the n~tional o~itol held by PurdY 
and RendereoD {Aaer1oan) 

Intereet 
Other i tne 

Tots! 

f2Q. O 
6. 7 

1.6 
.~ 

1· 5 
·5 
. 1 

,;o.il 
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III. ODBilAL AliD POLI'l'IOAL RII'l'<Zr 

1. Ool!!bU 41foonred C!!ba 1JI 14.112 

Oil h.1l t1rat 't'OJ&ge, Ooluabua 1JI October lt92 't'1aite4 the 

Uland ttlioh waa called CUba liT the Abor1&1Jie• llllt whiob be uae4 

Jll&lle or .Taae. Uter exploriJig it tor ao• diatuoa on tb.a -th 

bt oonohl4!d that it wu part ot the .Uiatio 9ont1Dant ad wu 

ao eartaiD that ba wu olo., to Catbq that be aant two ••t• to 

aearoh tor the oourt ~ the Oraat Khan to pra.,nt b1a with ooa­

plialnta ot P!MiDmd &Dd Iaab!lla. 

It n• aettl!d 1!7 8R&Diard! in 1616 

Settl••nt ot 1 elmde wu tar aaaiar th&D HttlaaDt ot the 

•1Dlan4 11Doa the Dllaber ot nati't'ea whioh ooul.d reeiat wu a&ll 

and oould be eaa1l7 o...erpowre4. 1111 1608 Sabutian de OoUIP 

oaU&d aro1UI4 C!!ba tor the ts.r.t tim! •tabliabing thjt tact tblt 

1t wu Ill ialmd, aDd oonquat aDd oocv,pation b!gan s.-41at•17• 

87 1616 there Wl'! e!'nlll Mttle..,ta on the ialllllll, Cilia ot ftiob 

... aa ..... na. 

Cube wu •• ot tJp la at ot the Sl!!l!ieb IO! .. uione to break 

!broupcnat th! niJieteenth oentur7, bownr, Cube hiatoFT 

ia obaraotari&ed. b'7 oonapiraoiu, 1Jinrraot1ona, and ware on 

bthalt ot traa4ca tl'Oa the ~th!r oo11Dtl7• .Ui4a troa aaladainia­

traUon, the Pria&F'J' reason tor Cuba '• 4adra tor traadoa wu the 

to.ot that otiler natiOII& wre 1Jit!raat!d 1JI Ov.ba baoa\18! ot ita 

11aa 1114 ita atrat!gio looatioD. Jloat C11111D re...ol•Uonlll'iea 
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cieeired &me.x.atiOD b7 e1 tbllr Colllllbia, .. Z1oo, or ... , ...... 
'"' -..t.cl, Stilt .. , 0 

nth a al S4!ht pret'areno~ t'or the U.Uted stataa. .. -- ' ... --h plottara 
aga~t Spanieh ftl.a .. nt -santa to the UDite4 Stat .. u MrlT aa 

182:2: to learn C.tber CW>a wCIIlld he adai tted to t21e UDion u H 
• 0 

treed itlelt' without .&.rioan help, the UD1ta4 Stat .. oow~t 

r .. al.Dad aloot' aDd aoted Mrel7 to prennt the aoqu1a1tioa ot' Claba 

b)' au,r other nation. 

In 1886 • N'IOlution ~ainat Spain -• beaded b7 Jo .. • JIUoU, 

a poet, IID4 !hollaa lratrada Palaa, 'lbo later beo- tile t'irat 

prtlident ot' tile Npubllo. !be U.Uted Statea Oow-nt prot .. t.cl 

to SpaiD egainat -••urea taken to quell the NYOlt and •clt1nle7'• 

annual 11eaeage ot 1886 hinted at internntion. rh1a attitude on 

our part wae ruentad b7 Spaniard• 1n Ollba alld led to mti•Uni ted 

States demonstration, ' and the .Aiaarioan Oonaul- GCeral 1n Cuba 

requested that a war Teasel be e ent tor proteotion. 'lhen tha 

Teesel ~rrind (the Jla1DI) it wu blown UP 1n the B&Tana Harbor 

&114 tbe Spanlah •ar eDa"~Wd. '!be Aaarioan T10to1'7 treed Claba trca 

Span1eh rille, 

2: , All Aarioan yl1tarz sonrnar na 1B oharsa ot' Cuba troa 'Yt!!t 

1898 to lla7 1802 

Daring the t.o &114 one halt 7Mr1 that General Leonard 1Jo04 

•aa in oharga ot the Cuban OoTarn.nt, reoGDatruotion worll: waa 

being carried on. ()r<ler •• reatore4, unitation •aaurea were 

ellbarkad upon and -a.r'ia 'llu brou&tlt lUI4er control. Ill 1801 

a connntion -• held and a Ouban oonat itution na <trawn UP 

betora turnlnc onr the IP)Tenman t to the n•l7 elaoted Claban 
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otrlciale, the UDited State• reqai~ Oaba to 1Daert ~ PrDYl­

aiona ot the Platt .&.andaent 1n thia ooaet1t1at1oa. After -

preaeure waa ezerted upon the Cuban oonet1 tutlOD.al. au ~ • - .... 
. ~- ~· 

Platt AJundllleot wae aooeptad end ~ Oul>an ortloiale took onr 

the gonl'DIMnt 1n k7 1~2. 

The Pl att Aaendlllent wu deeplr re,.nta4 1p Q!!ba 

It~ l.JI,pOrtant pl"'rteiona were the tollow1zlsl 

a. that the Cuban goYel'llllent wu to aake no 

treatiee with foreign powere t.pair~ i~e 

illdependenoe; 

b. that it contract no debt wbich could not be 

Mt ·b7 the o1'41nar7 rnenuu ot the oount1'7; 

c. that i t conaent to the 1Dter-rtntion ·or ~ 

UDittd. Statee tor the preeentatlon ct inde­

pendence end ol'derq gonraeot 1D Oul>a; 

d . that it l .. ae or eell to the UDited State• 

land& tor coaling o r ne-ral. eta tiona . 

It waa r.lt that acceptance ot the .. F1no1pal.e pl~ed ~ 

Cuba gonmaent under the contl"'l ot the united Statu, tnu•mh 

u that govtl'DMnt .,uld dllcide when 1ntenent1on n• neceU81'7• 

Deepite the tact that it ne a oonetaot eouroe ot irritation to 

Cubane , the Pl att AJModlllent wu not repealed UDt11 .. 7 1936. 

'fhe npihd Stat u QOnl'DMnt h .. aotuallr 1Dtunned 1D tile 

internal. attaya ot Cuba on n-81'09! ooouiOP' 

the .ore t.portant inetano•• of .soh 1Dteneot1CIIl priOr to 

1~32 &No tohe toUowSII&I 
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a . :Pollow1q d1tt'icult1 .. arlaiiiC out ot pr .. f.deJa­

t1~ eleotione 1:o 1~11, tbe 1JIIIih4 stat .. l&lldecl 

a111tar,r toroea. AD '-erioan so?ernor e4a1Dia­

tere4 the so?era.ent troa l~Oij till 1~~. 

b. Ill Ul2 troopa were lalldecl and ata~1o»4 1n Cuba 

to protect copper ainea and aqar aUla 4ur111C 

the Dlgl'O 1Juv.neot1oza. 

o. 011 ae?eral oooaaio~~a dUrill& 1~11 &114 1~12 the 

1Jilite4 Stat .. proteatecl thecrantinc ot coDCaa­

aiozaa ll7 the Oubaza Oonl'IIMnt to both .t..r1ce 

and Buropaan oaapanl ... 

4 . Ill 1~16 the 1J'n1te4 Stataa Oo?arDMnt aent war-

abipa &114 landed tl'oopa 1n Cuba wbeza a rebellion . . 
broke out asainat Xenooal. 'l'be tlll1te4 Stat .. ' 

1aeue4 atate.ezata 1n41cat1ns ita oppcaitioD to 

e. Ill 1~17 the 1JIIIJ.ta4 statea asaill aent troop• to 

pra?ent po .. ibla daatnotioD ot ausar b)' rnolu­

tloza asainat .. _cal. 'l'be troop• were 110 t wHb-

4raWD -til 1~2. 

t • Ill .Jamar,r 1~2-l JTeaidant WilaOil aent Oceral 

Crowder to Cuba u bia peraooal rapr .. azatatift. 

Cro.r, 'lbo' 1:o l~Bll beo- Aabuaador, r••1ne4 

1:o CUba -til l~ll'l' .i4 4UJ'inc tbia t1a1 110tiftl7 

partio!patacl 1:o tbe tp)n~t edeloUtl'ation ot 

CUba. tll»za m 1JF1•1D& oCICIIII'J'e4 1n leh, tbt 

V.Uacl Stat .. Oow~t JIQt liD ellbarp on aalM 
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s. !!acbado wu eleoted Preddent ot Cuba b7 a l&rl! po!!!!Jar 

.. Jor1tt 1n l~t 

Be oa.paigned on a liberal plattora and wae un~eation&blr 

the popular oboi oe. .UtbDugh bl ~ toi'IMrlJ been the lUllager 

or tbe CUban branoh ot ~neral :&leotr1o, he at t1rat oppoaed 

foreign inter .. h md worked to aake CUba eoonoaioallJ inde­

pendent of the 11n1ted stat... !hou.gh h e l'llled T1rtuall7 u a 

dictator • oontrolliDs the :pre a a Ul4 l'llthleul J pv.ttiDs down all 

oppoa1 tion, oorl'llpt1on ...,.. le .. I'UQ~ant t ban Ullder zaru. hi.a 

prtdto .. aor, and JIOft tntereat waa abown 1n tha general weltara. 

!lew e~haa1e wu pleoed on aan1tat1on and health and a central 

h1ghwa7 n e oonatrueted trora one end ot the ialand to the other. 

In order to ooaplete the project he na t oroed to borrow $80 

llll.llion troa the Ohaae !!ational Bank ot ••• York. 

!!acbado wu ouated b7 toroe 1n l~~ 

'1'he 110at general reaent.ent aroused aga1nat llaobado .mrtns 

Ilia t i rat aaain1.atrat1on wu oauaed bJ hi.• atteap t to poatpone 

eleotiona until 11130. ~· JDO W tailed bllt m ... no:taent exttD4-

1ng the pr.a1dent1a.l. tera to au rear• wu ratified and b7 tbl 

aut~~~m ot 1~28 he h811 thinga euttioientlr well 1n hmd to NOVa 

unoppoaed r.eleot1nn to thil long tars. Oppoa1Uon to -.bat 

••ned l1lce an. att~ at aainiD& •p-ent• oontrol wu tn­

oreued b7 taw -zu..~.o c111pre111on. Peelin& ecainlt the F"rn­

Mtlt .lqll'e .. ed 1t .. lt 1A 4-•trati- b7 hi.&h-1011001 -
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UD1nra1t)' otwt.nte and pol1t1oa1 taotiono. Ploto and uprio~o 

tollOYed. Jlaoha4o r.oo:rtecl to .a:rt1a1 law and olooed tho aohoolo. 

Both the goTel"JJMnt and tlw oppoo1 t1on :resorted to te:r:rorloa and 

open t1ght1ng between oppoa1JI& toroea occurred ~or oc.e 110ntbo. 

In •a:r 1933 Sumle~lea na aent to JI&Tana aa .a.bauador to -
CUba with 1natruot1ona to tl7 t.o ODd tho political d1ttloult1u • 

.Utbough tlghth\s ceased tor a tiae, a general ant1-.. ohado 

atr1ke occurred in .t.uguat. On August 11 the lllilit&:rJ toroea 

turoed aga1nat b.1a and on August 12 be lett b:r plane tor ••••au. 
l!p&rtia1 obaernra contend that .. ohado was able to z-edg 

1n power aa lo¥ aa he did onlz beoauae ot aupport ot .t..er1cc 

lntereata 

'l'he ••w York balllka aeea oertalnl:r to have contributed to 

h1a power b;r extondh\s o:redlta and tloathl& bonds tor tbe euben 

Oo'ftrmtent wbloh waa UDder h1o peracma1 oont:rol . B:r axt•ndinl 

up to $80 a1llion to be u .. d tor public worka, the (lhaao •atlODOJ. 

Balik placed at Jlaohado •a 41.opooal tullllo to be uoed t? keep hia­

aelt in power, 

'• Cupedea wao J'!OOgpSud l!J tl!! tl!p1 tad Statu QOTOI'!!I!Ct lnlt 

hUed to obt!lp aeneral ouppo:rt • 

BetoN tl .. ~ troa Cu!la, JlaohadO coopted the rellpation 

ot all Cablnot .. uo:ro tate~ept hlo Soor.ta:r:r ot war, Alberto 

llerrera, wbo took ott1oe u Prodoiona1 Preo1dent. Barrera Ulllll 

appointed Carlo• Jlamel de Ceopedeo Seor.ta:r:r ot State and 

l'Oilped, tbu • .., .. eea~• -. Preo1dent 1a aooordanOe wUa 
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tile CUbm conat1tut1on. On the -e da7 Preaidant Rooanelt 

announced that •the change or gonr~~Mnt now taking place 1n 

cuba 11 in entire accord with the recognized oonat1tut1on 8Dd 

laws ot that oountr,r. • .•, tDua recognising Oeapedea aa bead ot 

tbe Cuban gonl'lllMnt. Bowenr , a1nce Oupedea was generall:r 

tbought ot u a supporter ot llaoh..so, he was widely oppoaed b:r 

powartul political. eleMDta 1n Cuba. On the night ot Septnber 

4, 19:5~, Sergeant PllJ.8eno1o Batista lead a revolt ot the ..., 

a&ainat ita ottioera end ua-ed control ot the eraed torcea. 

Batista was ballked by the lmiveraity atudente lllld othera wbo hlld 

opposed the llaohado lda1n1atrat1on, ao Cupedea illmlediately 

reaignad. 

Orau San Martin waa opposed l!z the tln1tac1 Statu 

.... 

'1'ba o ... r throw ot the Ceeped" regime wu followed b7 tbe 

satabliahMnt ot a government headed b7 Prnident Grau Sm llart1n, 

proteaaor ot aed.icine at the lmiveraity, who wu mpported b7 

aan:r ot the ele.enta which hlld opposed llachedo and Aaerican 1nter­

Yention 1n Cuban attaira. '1'he orau ada1n1atrat1on "-ec1iatal7 

Pl'OIWlgated a 8 Statute tor tbol Provisional QO ... rDIIItnt• d et1n1ng 

general principle• which would guide it. '1'be tirat • • that the 

governaant would above all. •aatntain tbe abaoluta independence 

and national 10vereignt7• ot Cuba while reapecting exiet1ng 

treatiu. The IIP"l'IIMnt praaieed to bold election• tor a Conat1• 

tutional Oouvantion the tb-Uowing April and c aotec1 a great 

nUIIber ot deere .. , am.ng 'llldch wer e tboae .. tabliahing m 8-bour 

da;r, requiring a.pl07~r• to hire at leaat 60 percent n ative-born 
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CU})a,n worlatra, .. tabliabin& a at~ wage ror Clltti.ng augar cane, 

'creating a l)epartaent or Labor, and re<iuirins oa.p\l).a01'7 arbi­

tration or 18bor dispute a. .A.l. tbough the Grau goveMII!lent wu 

widelT aupported bT the CUban maaaea, it waa not ravored br 

bu51neae 1ntereata and Kr. Su.ner Wellee wea etronglT oppoaed 

to the administration. The ret'uaal on tb,e part or tbe l!Di ted 

Statea to aooord recogn1ti.on to this SPYernMnt deprind it or an 

1Jid1apenaable condition ror aucceu and Arter rour .:>ntba 1n 

o trice Or au round 1 t deairable to rea1tplo 

5 . ! endieta re-ined 1n power tbr t wo year., with the !UJ)port 

ot Batista and tba 'O'n1 ted Stat .. Oowl'lUIImt 

••• 

Carlos ! endieta, leader or the llat1onaliat Partr 'llhicb hlld 

opposed ! aohado, aoonbeoame Proviaional Prea1dent and waa 

promptlr recognized bT the Un1 ted Statee Government . J.JJ aoon aa 

be took otrice R ooaevelt prohibited tba export or anu aJ4 

wnitlona to Cuba except on IIPPlication ror a lioenae and ap­

proval bT tbe Cubm govermuot. !endieta succeeded 1n obtaining 

• $4 •1111on dl.ar loan rr .. the .blerican J:ilpOrt- Bxport Bad< 

and aho neaotiated a reciprocal trade agre-nt lOwering cllt1 .. 

on Cuban ausar aDd abrogating tb8 obnox1ou.e Platt .blendamt. 

Despite tbe ract that econoatc conditione begm to 1aprove arter 

1Q34, political ocnditiona within Cuba were diaturbed throughOut 

tbe latter part or lllM and lll36. Agitation againat both !endieta 

and Batista wu a oco,.pmied bT atri,kea, aabotag• and reaorta 

to Yiolence so Mendie t a prepared to hOld a delaJed prea1doentia l 

election at the begs-sng or 111:111. 
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'fbe t wo obi.r oazad14at .. ranizlc tor tale pna14no7 1D l~lll 

were u - P1'ea14ent .. D)Oal &Dc1 •111ad -.r:1mo OoMa. Ooa.a 1lbo 

••• baclr:.d bf tu •at1onal1eh mel IJ.beral& waa ahot.d P1' .. 1ct.nt 

.n4 wu 1Da\18uratec1 aoa kT 3), l~M. It 1a ot 1nwr .. t to ob­

ltrYe that h e wu the t1nt OW»an Pl' .. 14ent to be e lected ai:Aoe 

1m. 1'boQ&h he wu an able llllll &114 .S.a11'ec1 to better the c01141-

tiOD Ot the OOUDtJ:T, 1t &OOD beo- Ob'f10U& that he &lao plann.d 

t o reduce the alae ot tbe ~ &Dc1 tbe 1Dtluence ot &t1ata. 

Bat1ata reapoDded b1 aetttac consre•• to t.peaoh ao..a aDd to 

r•on h1a traa ott1ce 1D Deoa.ber 1888. l'ec1er1Go Laredo lint, 

the V1ce P1'ea14ent, thaD beo... Prea14ent ot cuba cmd ael"fed aa 

thl puppet exeo.ut1'fe UDder Bat1ata 1111t1l lulT l~O. 

Bat1eta 'f1e1t!4 the UD1te4 8tat ea 1p tb! aprspg ot 19§8, 

whlre he reoe1'fed a ftf:J' ool'ClUl neept1on troa Aae1ce ott1• 

c1ah aDd wu Ill~ to 1Dapeot Aa..Uu a1l1t&rT pnparec~Deae. 

He bu a tall' 4epoee ot popU&l' aUPpol't 1D Cuba .-4 hu t&Da 

certam etepa to better tbe ooD41t10D ot the l ower ola..... ot 

llllable or1pla hlaaelt, he h rep~~te4l.T liberal 1D h1a OGtlooll: 

1114 h recarded bf aaae obael'ftl'a aa ha'fiD& Lettht tea.o1•• 

He u1nta1Da b1a 1Dtlucoe bT rll'tue ot the tact that b.e 1a 

lllJ>pol'ted bf the arliT aDd heDOe h 1Dtereatec1 1D atl'e11Cth•1 DI 

1tl 1Dtlllcoe w1 tii1D tbe ocnmtl'T• C.e ot the aa1D 41a..,-.-t• 

between Batbta a114 o...s colloel'Dod the 1Dtlucoe ot the 11111• 

t&l'J' 1D OWtu &l ... ntu7 aolloola, o...a oont:R41DI that Bat1ata. 
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wu trr1D8 to a11.ltiU'iao the ~at1n ihl'oQCb oontrol 0~ iM oda­

caUooal ~tltut1ne. .La 10118 u be rooo1wa tha a1111port: 0~ 
the &1'1104 ~orooa aDd the ll'JUtod ltatoa 00WI'Dilll1t tta.h Ia 11 ttl a 

doubt but wbat b1a poa1t1on 1a ~alrl7 aoour.. 

6. Meno1o Bat1ata elootod Pl'oa1dollt o~ CVa July U, 1~0 

fll8 eleotlon was or1g1Da~ aoboduled to be bold 1D ... ,. am 
wu poatponod. Bat1ata waa oppoaed b)' tbo Orau San Kart1D ~ao­

tora . 8oth omdidatoa pled&od olo .. oollaboJ'at1on w1 tll tho 

1Jll1ted Statoa, aDd pal'&Dtooa to ~ore1p olq)ital. Bat1ata hu 

•1rt1lall7 ruled Cuba u Chio~ o~ 8taU o~ tho ArliT• Dttrs.q tb1a 

••••o·Joar period, o1Sbt Pl'oa1donta bold o~1oo oD17 at ~ oon­

.oolonoo, Bathta•a OoToraaont boa been oorrupt and dlotatorlal·­

pol1t1oal 110ralit7 1a at a d&llsorO\lel)' low leTOl aod there 1a 

no S...edlato proapoot ~or iJIIproTnent. 'On~r a n• oonai1tuUo 

prOIIulgatod 1D October 11140 tho OoTO-nt h d...,araUo 1D tora 

ntb prorta1ona ~or ld.u1ator1al roapou1b111t)' to the Leg1datllr0 

oou1at1ng o~ a Bouao o~ JlOproaontat1TOa and a Senate. 

!he 00TO:rDaaDt la -.do up o~ tbo ~ollowinlt 

'fwo-Pl'oaidoat 

PriM .IU.tUator 

State 

Proaidano7 

P1Dmoo 

IDtor1or 

hat1oo 

... 

Dr. OUtaTO cUorTO Rubio 

Dr. aa.>n Zqd1a 

Dr. Joao ADguat1a •art1Doa 

IDa• Aaadoo I.opoa Outro 

Dr· lo .. JU.guol trlaarr1 

J)r, ADtoaiO BraTO Aooata 

Jll', Podorioo Laredo Bra 

JW • a.ra1o •· 'faldo& Allla 
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nr. RWien Daria llo4ricua 

J)r. llar1Do X.Opea Blqoo 

Dr. ~ Jliaual l'ortalado na..uoll 

Dr. Ar1at1dea Sou de ~eaada 

Dr. W111'redo .Ubaua 

Dr • .&Adrea Doe1Dp .,~lea del 
CuUUo, Dr&. Jlaria a-s 
Carb011ell, nr. OUten Clllt1arras 
"'' Dr. Jlatael Santoa Jia1Jlas 

Batiata 1D 18~ lad the J.ra7 1D ranlt asatnat de o .. pedea, 

provie1otlll1' Preaident aDd a'IIOoeuor to tbe deapotio Kaobado dio• 

tatorabip ot 1825-19~~. Batieta gaiud oootrol ot tM ~ 1D 

September, 1114 ouat.cl hie auperior otrioera. J'rc. lV:I.'l Calla wu 

gonrned 1110nu1 .... 17-.., a J'lmta &Dd aiabt pr .. idaota each ot Wbaa 

I'Dled at the will ot Batiata. Be aede D4 -4• pr .. idanta Oil 

tbe prtnoiple 121at he wu ~ atronc aao ot Cuba aDd thet DD otblr 

iDdhidual -..t be allwecl to mare tat Cuban Oo .... rnamt with hia. 

O!lce the J.ra, '8'U UDder hU tbaab, he can tbe ~ control over 

tbe aolloo.la, tM o.&atoaa llo'Wiea, l'ublio Worlra, &altll, Lallor • aa1 

Interior Dapa..-..ota. Batiata to~ated a !brae-Year Plan 1D 

Jlll:r 1~7 and 1811aed it throuah Ilia JlllPpet Preaidant 81'11 uder the 

alogao "Cuba tor Ollbma.• !hie procr- na aiaed at torei&D 1D­

natora &D4 8W&ht to ap.ant dvUi&D Ute. Bllt taw pl&D aa 

•uaPIIIdad 1D .. ., 18S8. 
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B&Uata, tbDilP 4• facto ftlor of Ollila a!aoe l8llll, d14 DOt 

aooept tbt ProoidoDo7 of b .. pabl1o before 1e.o boollllOo lie 

teared tiW '01Uto4 8tatoa 1IOUl4 DOt reoop1ao hia reas-. 'l'b.o 18.0 

elect1ou ••• oarotu117 t11n4 oo that Bathta would aooure tho 

support ot b atro~~& 8oo1al1at-»-oratio ooaUtioa 1104o liP u 

"! t ollon 1 'l'bo Labor, tile UD1oa Xao1oaal1a ta, tbe Coajmto Xao1caaJ. 

J)n0Crat1eo, tho ~rata .. pabl1o111a0, tho PoPI&lar Oab&DO, tile 

Jacional Rno1uo1cmar1o (Roaliatu) &D4 tbe UB1oa Ro..oluo1oaar1o 

Oc.m.tata. '!b.la hia aupport ran tbe aaut trc. utroM ri&ht w 

order to aoouro 1 to aupport 1n tbe ol0ot1cm. !be oppoe1t1CID bloc, 

cc.~P<>IId of tho Partido .. 'nlluo1onar1o Oubmo, tile ABO, md tllo 

Partido .t.oo1on Ropabl1c&DO, noa1nato4 :or. a..on Grau 8Ul llart1n 

tor Proa14ont. 

8, Raoent Pol1t1o!l :lnntf• 

(a) A nft oonat1tut1on wu pr '&•ted in OGtobor 1840 but 

1t hla nanr boon Pllt tull7 into ottoot. up to that t1ao 1M 

Oonl'Daent '-t1cno4 11111Sor oonat1ttt1onal dooroo lawa 1&-4 b7 

the Bxoout1w 1n 1eM &D4 18~. '!be uw oonet1tut1e, 4ratto4 

b:r a Conatituct uanibl,-i p~rtdo4 , tor a rov-,..ar prea1dmt1al 

tera of otrioo, aloot10D b7 dtroot poPI&J.ar IUlo 1114 t-1• 't'Oto, 

COiq)\l].aor,- 't'Otq, and a roeponaiblo 81a1atr,- f:7PO Of Clonr-to 

Social l'Ofo!'llll noh u ·w!nl- w&l•• •·z1- bour, IIDI1 'IIZWIIIP10,.• 

•ant inauranoo wro aloo 1nolu4o4 in tile .oaat1tut1oD. 

(b l OD Doonibor 1'7, 18&1, Ooai"U p-anted bl'oo4 war powre 

in........ o tu1co of lD to 1M Cabinet tor 615 d.qa 1114 a~po - • 

0oQsreu101lal 8allboro to koep 1n touob with tbe Cabinet. OD 
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Peb1'11&1'7 ll, CoJ!Cre .. aHII'Ond the dloreea tlaat Batieta alii! hs. 

oab1Dit ha4 1-ad. Uld CNDtad. h1a lll'Oad powre onr taz.1 , 

Ufl7 H orauiaat101l, o n1 oat101ll Uld t:l'anlpol'tat1GD, 0 -l'Oe, 

tnduati'J and aarioul.tve, md &leo pn h1a ~ ponr to llake 

treat1ea with otblr natione. 

(o ) Late%'" 1D ~ebl'U&J'7 1~2 eGa wu talreatenad. liJ a l'ln­

lution led ll7 ~ ~Mdera who were d1.,atief1ad. wUh S.tbta 

u a reeult of hia att..pt to :remw the cGDil'Ol 'lllbi* the ~ 

had onr c h i lian depazot.mte. Bat ieta intenenld blfOl'l tM 

re"tOlut ion could •t 1Uider WT• exUid tbl Ohiefa of tM ~. 

I&YJ, end police f ol'Oe, md IIOUIL'Id m oath of 1oJ&liJ tJooa tM 

ll'IQ'• 

(d) In tbl aprina and •-r of 1114.1! there wre .. .,.raJ. 

political. cr11ee. !be Leaielatul'l waa d1eeat1ef1e4 with the 

Cabinet '• h mdliDc of patronaa• ad att-.;ptad to re110•e the 

" Cabinet , bu.t wu tbrc ed to pan l•a which l1Jdted 1 tl poWH 

on r t he Cabinet. •IT•Z'tblle .. , t he Lea1*tul'l adopt ed obat:rae­

t 1oD11t tactic• and to~cad. Bat~ata to :reoll'&m11e thl Cab1Det. 

Wtdupl'lad 41aooatent arilq ou t o f -.rt1ae har4ah1pa led 

Batilia to atte.pt to aa1a tbl _,port of the two Oppoa1t1on part1a.ll 

but hi WU UIIIUOOIIIful. 1D tb.il ltfOIL'io 

Recent nport1 indicate tlaat Bat1ata hu ~&aiD attaptld to . ' 
br1Da the oppo•1tioa p&l'tiel into the Cabinet'. "Ren1uo1onar1o 

Cuba~• headed liJ ex•P1'1a1clnt Dr. a-n Qrau San Jlart1D, hu 

heretofore :retu.ad. to cooperate with tbl Glnenact on ~ of i t1 

PG11c1ea . t .. _ •ABC•, ua ccoperatad. 
Dr. J oaquin llartt.M&, hH4 of -
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with the OoTel'DI*lt 'lnlt ret'uaed to ent.r taM lloft~t liP to 

tbi• !;1M . '!'lw tirat actual 81pa ot ~rtbo•'Dc Cabillet abitta 

t ook place on .TUII18rT 6, 186a, When t~ Kill1at.r ot Jicluatton . . . 
R•on Vaeoonoeloe, rea1gned troa the Cabinet ~ tha 11Dder 

Seoretarr waa appo1Dted to the poet. It 1a ell' eo ted 121at tbo ABC 

0 ppoe1t1on w111 acre• to enter ~ QOYUDIIIant ill the neu ru.tare. 

(e ) OW>a 1a :re1at1ona with SpaiD hue beoOM atratud u 

a r eault ot tbo reorcmtsatloD ot a atrcmc, pol1t1oaU7 aothe 

Palan&1at ao-ent 1t7 the Spaiah CoDMll General. Cllba threatened 

to break rel at ione with SpaiD on .t.ugu.at 111, 11162, 1t SpaiD aided 

the .t.x1a oountrlea and. Spmleh 4.1p1oaata nre prob.1b1t e4 trca 

ua1ng oode ill oab1 .. md poatal oo..mtoat1ona or trca uSDa 

the d1plout1o pouch. 

(t) Bar17 ill 11161, a reeo1ution wu illtroduced ill tbo 

'0111ted Stat .. OOD81'8U wbich would han enabled CUba to 'beocae 

a atate ill tbo United Stat... 'fh11 reaulted ill dolent ct.on­

atrat1ont eaaillat the UJllted Stat .. ill OW>a. 'fhe aeoretar1aa ot 

Stat e ot both the UJllted 8tat ee IDd CUba denounced the reaolution. 

(g ) Bathta'a att .. pt to oontrol tbol radio wu de-oed 

b7 tbo 0ppoa1t1on and reaul. ted ill at reat brawl • b7 ae.'bera ot tbo 

1Ag1alature. 

(b) In IoYnb.r tbo CUbe oonl'lllllent .. tabl1ahed d1plout1o 

and oo-ro1a1 relation• with the Sodet Un1on. 'l'bua Cuba wu 

the t1rat ot tbo Latin ~rice oonr auata to take tb.1• aouon. 
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IV. Natural Reaourcea and Foreign Inveatmenta 

1. Area aud Population 

210 

cuba i a abou"'the aize of the State of Virginia, totaling 

44, 000 square miles . '!be climate ia mUd and tropical, and 

the t errain consists of much fertile farm land, some mountains , 

fores ts and u pland grazing land . Cub a has 2,200 miles of road 

(60" mil ea of which are in first-class condi tion) and 9, 000 

m1loa of railroad, more than half of which are O'lmed by and 

run for private industrial con cerns. Both highway and rail­

road transpor t ation are hindered by shor tagsa ot f uel at 

l)reaent . 

'!be population of Cuba is 4 mi lli on, moat ot wbom are 

eneaged in agr i cultural pursuits . The language spoken is 

Spani sh o.l though English 1s wi dely unders tood. The modal in-

come f or lower cl ass fami lies ranges between $350 and $400 per 

year . The popula t ion consis ts chiefly of 'Obi t e Cubans (2 million ) , 

col ored or mi xed Cubans, and Spaniards . 'lbere are approximately 

1;, 000 Americana in Cuba excluding the armed forces. 'lhe 

countr y ia chiefly Ca tholic. 

2. Economic Resources 

CUba's economic wel fare depends upon the production of 

•u<!ar Ybi oh, in its various forms , constitutes approximately 

Bo parcent of the value of total llxporte. Tobacco 1a the 

nsxt moat important agricultural product, accounting before 

t bo war for about 8 percent of tot&l exports. D1vera11'1cation 
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ot cuban agricultural. production and exportation 1a Clle ot 

the Island 1 a greatest probl ema. 

211 

Mineral production includee manganes e ore , chromite, 

copper nod iron oro. Ninety percent ot the large iron ore 

reserves are owned by American oil i nterea ta . Cuba lacks co~l,.. 

oil and wa terpower , however, Cuba is dependent on imports tor 

most manufactured goods as well as many fo.oda, including the 

staple rice . · 

Tourists• expenditures were an important source ot income 

bet ore the war , amounting to between $8 and $15 million per 

year , 

; . Foreign Investment in Cuba 

Cuba 1s economic develo];lllen t haa been based primarily upon 
' foreign investment which, in the earl y thir ties, were estimated 

at ~>1 . 25 billion . The present value ot these investments is 

probably ap,, r eciably l .e ss than thi a. 

American investments are e stimated at about $650 million, 

as compared with about $150 m.1ll1on ot Brlthb and Spanish in­

vestments. ot the $650 m.1llion, $560 lllilUcn are direct and 

the r emainder portfolio investments, i n Cuban Oovemment bonds. 

About $240 million of the u.s . total h&a been invested 

in t he augar indus try and roughly $100 million each 1n public 

ut111t1e a and pubU o railroads . 

• .. 
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C04l!!MS BI 

.tiiEIUCAII 'ID:IINICAL UISSION TO CUB.t. 

Ql IOOl!J!ANDUU SUillU'M1!:D BI 

~. 11. R, BU!lGESS 

NATIONAL CI TY BANK OP 1£11 YatK 

Tile ..,..rican Teclmical W.ssion to Cuba in the tollO'Id.ng J?8PS 

has c..-nt.<t brietl)' on tJie object.ives to it.s Second Re;>ort wbich 

"""' raiSed in a DIIIOr&ndWl presented to Jlr, S\=lor llellcs ~ )tessrs, 

r:. R. Burueas and a. li . Lancaster of the National Cit;y Bank of !leW York. 

TIMise cot1011nta are presented in t.ho same order and under tile ...,. head­

ings as in t he Burgess memor andum, 

I . Soundness or the IIW1k 

l. Tak1ng over Cuban peso currency. 

Tho Burgoaa 1118COren:IUIII urges that the silv~r certificates outatsn<I­

Lng in Cuba w~n tbo Central BaM be;:inc. oporet1on should be lett u 

obUpt1ona of t.he OoYilmcent. 'i'be w.ss.l.on attacnes Uttle illj>ort.ance 

to the quostJ.on of llbetber the Oovarn:oont should r<~tain t.be Uabillt)' 

tor outstandins silver cert.l.ficatas or should transfer this Uabilltr, 

together tr1th the corresponding asset in sold or silver co1.o, t o the 

Central Banl< . Tho Burgess me1110randum, hawovur, SIISilOSts that t he sol­

v~ncy of tho Contral Bank 11ould be on:langerod U thu tronst•r Tlor e 

lllado . Th1s dofinitul)' "ould not be tho caso. Silvvr ool'tilicatos are 

roduUC~&blo onl)' in s1lvvr coin. Tho Bank uould obtain s1lvor coin or 

••• 
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gold tro~r~ tho Oovornoont oxact:~¥ oqual in monot.arr valuo to tho SilYor 

1:4r tit1cat.as !or which it a sSllllllld liabillty: It would be in position 

t.o mot all demands tor redemption, 

Since tho Cuban public, however , ti..Sa peoo nota a mora conVenient 

to use than 1-peeo coins, there i s lit tle reason to ant icipate IIUcb 

redem~tion ot s U vor certificates . I t is oooro like!¥ that the cer Wi-

cates .,j.ll diS&Jlll"ar !rom circulat ion by tho proceu or exchanging worn ~· .. 

cert.1t1catea tor trash Central Bank notes. This, as tho Burgess .,.,.,_ 

rnndum pointe out , uould involve an isouo ot banlmotea without specific 

roservoa , tor tho ltl.ssion has roc""""'nded that no gol d or foreign ex­

chonae rosurves bu requi rod a gainst tho dlver cortifioatus and 1- poao 

coin outstanding rlhun the sank begins buSinooo and this ~rinciple applios 

also t.o Uto bo.nknotus 1ssuod to r epbco thom. Onl,y increases i n Cuban 

currency outstanding (and Central Bank dspooits) are to bo l.1l:li ted b)r 

reserve roquirements . 

Thsre is, of course, no d~er to t!te s olvency of the Bank in 

iasuinll reserve-free notes to r eplace oUvor c"rtiticatea. '!1ley are 

t\111 le&al te..Ser in t hemselves. Hence they cannot poaaibl,y create a 

Uab1l1ty ~'hich the Bank will bo unable to •at. 

This fact t hat t ho Bank '• sol,ency •oould in no WD:J be endangered 

by the 1uuu of ih leaal- tendsr notes should not, bovrovor, bo misunder­

stOOd . I t doua not t~ean that continuous and oxcueuivu isou•• ot cur­

rency would bo aata tor Cuba. On t he contrarr, oxcoao1 vo iuuuo vrould 
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bo intlat10n&l:"/ and n danger to the countty • e eCOIICIIIY. But the intla­

tionaty offocte of bank-note i ssues or thU sort will be precisel,y the 

811100 whether tho ailvor certificates outotandins are a liability of the 

Qovernmont or ot the Bank. There 1'1111 be the 841118 amount of currency 

214 

in circulation and tho same amount of gold and foreign exchange resorvoe 

1n Cuba in oithor case. Leaving tho liability \'lith the Cuban Govorncent 

does not losaen in &IV tray tho danger of inflation in Cuba, 

In euggosting that tho Bam teko over tho liability for siher 

cortificatos, tho 111ssion .-:as coved by sovoral conaidorations . It folt 

that it would bo dosirablo to r eplace thuso cortificates with Central 

Bari: notes "" rnpl.dl,y as pcssible so that CU"bo vroul.d have a uniform cur­

rency. It seamed likel,y that if the responsibility t'or silver certifi­

coteo \tore tronst'ern~d to the Central Bonk with n view to their gradual 

replacement by Central Bank notes, the Government would bo under less 

temptation to issue additional silver certi.ficntas to moot futuro budget 

deficits. Tburo would also be gre:>ter oconcey if onl,y one fol'lll of cur­

rency had to be uncraved and kept in suppl,y. Fllrthen:ooro, ratire;oent 

ot the silvor cortificates would Sdt free tho silver bold for their 

re<lc'Cption Ani! ;>orllit it to be put to I!V>rf1 constr\ICtive usa. 

llono of thosu considorations nrc, hO\'Iilvor, compulling; and if those 

vrl1o hovu hod longer oxperlenco 1rl.th the psychology of tho Cuban public 

beUove thnt eoniidence in the !lank would bo mntorinll¥ strengthened by 

nointninins the existing 1osuo of sUvor certiticntoo no o liability 
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or tho Qovornmont, the !.ll.ssion would not be dir.posod to contest this 

point . 

It Ghoul<! be noted, hO'IIevor, that retention of tho s ilver ossets 

ond l1obil1tiuo by thll Oovornoent would sharply roduco tho totol assets 

nnd l1abillt1ee originally conto.mpl.Dtod tor tho Bonk and might, thoro­

foro, involvo ll rood,justoent upward of tho porcuntago limitation on loons 

~o tho Jli"Opoood AV!eultural Bank. At proa;,nt ouch l OOM by tho Central 

Bonk C<lllnot oxco..d lS p..rcent of its total aaoots, 

2. Reservo requirements . 

'!'he Buraess JOOCOr ond= recommends thAt the central IIOnlc shoul<l be 

required to hold reserves agninst both notes and dopoeits, nncl that t he 

roquirod reserves bo no less than is cuatomllry rtl.th bnnk• of issue. In 

the dr3!t ln11 propnred by the Cuban outhorHios after rocoiving the l.!is­

Sion1 s report, provision is mdo for rosorws aaoinst both notes and 

deposits . This ia one of the t\10 possibili tiea Sug&oetod by the !Jission, 

Md the !Jios1on has accepted t.ba Cuban drnft o:t thie point without cOCI:IIInt. 

'l'hore ~. of course, tride differences OJ:IO"G legol requirs:Jent.s of 

cantr:J.l banks "" re~jards chllr<>cter of tho reserve , li<lbil1t1os subject 

tc l'eserve, <>rd the r ntio required, One of tho resolutions adopted by 

~he London llonetary and t:conocd.c Conference in 19)) proposed 2S p>rcent 

•• on ap).'G'oprinte minimlm reserve ratio for contrd bonks . Leading cen­

tral bonkore helped J.'ormuln te the resolution. The centr<>l bonks estab­

lished aubsoquontly in Argentina, Ct111nda , and Nu>: Zoal.Dnd "ere lil 

roquired to e~.1intuin this ratio 4go1nat both notaa ond doposits . In tho 

•• • 
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proeont Cuban d.ra!t. or the Central Blink l.nw 25 porc~nt is required 

oaninst nll nota ~nd deposit l1nbd.l1t1aa o! tho llMk oxoept not.os iSSIWd 

to r opJ.nco oilvor cortificatas a nd 1-poeo coins nlronc~¥ outotn!XIing at 

tho t1mo tho Bnnk begins business. Rensons for the W.asion•s recOilllleiXIa-

tion respoctins Control Bank reserve requir.,.,nte are presented in the 

Second Report. 

) . •overd.ra!ta• for Stab1llint1on Fund. 

Tile Burgess t>et10rnndw:1 advises agninst use ot tho taro •overd.rntt" 

tor Fund obligations, "hich 'till cons~itute tho reserves or the Central 

Bank, nnd urc•• tb.~t tho gold and foreign exchall{lo bnck:1ng of these 

oblig.,tlons bo redo clear. On page SS ot the 111ssion1 s Second Roport, 

in tho section on Contrnl Blink r osorvos, thoro is tho !ollorling stnto­

nont o "Tho 1!1Ss1on roco!'1Xlnds that tho onl,y tognl rosorvos of the 

Contrnl Bllnk be obligations of the Stnbili~ation Fund .. curod 100 per­

cent by sold or foreign oxchan~ ." The position of the Burgess oeoo­

randwa and that or the U1ss1on do not dil"!er on this point. 

In the section on Fund F1Mllcing the !11ss icn used w wrd •over­

drntt• in describing the Fund •s bol"!'OI'ting nt the Central Bonk bocr.use 

1t indicated the genernl nature of the operntion. The Fund is expected 

to drnw upon tho Central Bank ns ..., cessary t o purchase sold and foreign 

exehtln110, puttine theso up ne eollr.t.eral ! or tho overdratt. It is 

ditfioult to J.'il'kl Q single word or tom \lh10h io ccr•plet<>l,y doeeriptive 

ot the oporuti on. Tho operation cannot properl,y b8 dosoribed by tho 

\lOrd •cor t ificot.o• . The Fund is not omp<Merod t o issuo 1110.noy . It c=t 

. .. • 
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iSS\l8 gold eortilicatos a s can our e<m Truasury t~r de;x.ait nt tho cont rol 

!l<lri<. Tho Cubon CQntral Ba.nk can re.t'uao t v p.Jrmit turth&r OVQrdrc.t'ts 

by tho Fund nnd can even require the Fund to repay overdrafts already 

mode. This 1a nn important feature of the Centrnl Bank ' s control over -U1e dcmostic credit situation and it io eosent1a l·to keep it clear t.lult 

tho Fund'• obligation is not itself !!lOney. 

'ft>e lliosicn agrees that the won! •overdnu'V !nils t.o convey tbe .• • 

risllt 1cpreasl.on as applied to reserves in tho &'*'• balllnce •'-t • 

Scao ouch teno 111 °Qold di!J:lalld obligations ot the Stnbilizntion Fund" 

would be botter since it would call attention to tho fnct r.hat these obll-

get1ons are sacure<l 100 percent. b;y gold, or b;y foreign exchange that is 

virtunlly tho oqui vnlont of gold. 

4. Qovornmont subscription to cnpiU>l ourplus . 

Tho Burauss mamoranduo ap;rovas the Uieoion•s reccnnendation of a 

capitol surplus of J , OOO, OOO pesos tc bo contr ibuted by the GoVernment 

but suagoste that this contribution be ..ndo i n cash rather t.ban ill oovem· 

oont securities or, ii securities ...,... used, thnt t hey bo inteT~:st--bearing 

so tMt thuy can bo aold nthout diScount. Tlw !ASSion re"""""nllcd that 

tho OOwmmont contribution of J , OOO, OOO peaoa t.O cn)Jltal surplus ot the 

Blink should bo 1n 1ntorest--free aecurltioa in order to nvc1d nn imllediate 

burden on tho budgot. It wna fult thnt tho Qovornmont•a subscription c.!' 

~PJ)roximntuly 2,000, 000 posos 1.n cash to tho Bank •e uhares, which "Kould 

yiold no di vidonds , was oo great a burdon as could ruaeonably be placed 

upon the blclget a t this time--aspeciclly aa oovorn:nont capital ><ould also 
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lle ro~cde<l tor the proposed Agricultural BMk. Tho toot t hat the Qovem­

mcnt la tho roaldiUll beneficiary of ttw> Cen trol Bonk ' • earnings ,.-oul cl 

not componooto the bu<lset i n t ile earl,y ronrs tor cneh or 1.nterest-bearing 

socurltioa poid into the Bonk ' s capital oncl surplus , 

Tho 1ntorost-!roe eecuriti ee contributed b,y t he Government to capt­

~ Gllrplus can be utill~ed b)' tile Bank for opon IIW'ket JM'poses if 

nccesslll)' ord, in event of liquidntion, tllo)' o.!!or<l ~otect.ion to tbe 

en;-ditors and stockholders of the Bank. AJJ to the Gl3tt<or of selling such 

securities nt n discount, the 1!1oeion rccOCD3rde<l th<lt the Qovel'lll:lellt's 

contribu t1on to aurplUII I\IIIOunt to 3,0301000 I>OSOa to take account ot n 

possiblo l p<rrcont discount (i . o., nn nnnu:U r ote of 4 porcent) in tllo 

ovont tho oocuritios or o sol d, Tho lnw drafted b,y tho Cuban officials 

hoe follo11od this rocammcndntion, 

If tile Qovornrent cwld poy 1ntorost on tho eocurit1os without undul,y 

burclonina ita budget, it would, of coureu, essiot tho Contral. Bor.k to 

ovoid n deficit, :.a tho Burgess IDCI:IOrnndum suggosts . l'lb3thur tho Cuban 

Oovunu>.>nt cnn rooscnnbl,y be expecte<l to a••""'" tllis oddition:>l burden 

or -.hether it 1:1.1at limit its contribution to the basis rsuggnte<l b:f the 

llisalon 1a n 11111ttor tr!lich can best be judged b)' Cub.."lll o!Cicial.s "ho are 

tboroughl)' f01:1il1or With the present Md prospective budgetlll)' situation, 

In n letter to the •'innnce lll.nis ter the W.salon irdicntod thnt interost­

beoring securities 1111ght be used provided tho bu<lget•cy problem coul d be 

aolved, 
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n . Protection of tho Bank from Undue 1'011t1oAl Influence 

1. llnnngoaent . 

The Burneav ooomor:mdw:~ suggests !1vo chonao• in tho llission• s recan­

mendations conc erning tho ContrA! Bali< 1s manogcmont. The suggested 

changes o.ro sur:mrizod below w1 th brief ""J)lanationa of th~ r~nsons for 

tho J.tiuion's rocoronundnt1ons in vnch cnsoa 

(a) Tho aCX>orandw:~ IZ"OJ>OSCS thnt tho oovornor o£ t.ho B<>li< should . • • 

be roqul.rod t.o be a mn of t.ost.od financial exporieneo :>lid capcc1ty. 

Tho ldas ion una of course not >nli..UUl or t ho C..s1r:>b1Uty th.;.t the 

Oovornor should ()Oeacss fi.nanci:ll uxpori~nco and cllpclcity, acong other 

cqW>ll,y or purhnps aoru iaport.:lnt <;u~litios, Honovor, tho L!ission f elt. 

that it could lunvo t.ho raat tcr t.o t he discretion of tho Cubnn spccialista 

who nould drai't tho lug1s1at.1on. ·n10 drAft lA\1 boeod upon tho W.ssion• s 

report, Titlu II, Chapter B, Article )6, providus na follOIJSo •Tho 

Oov•mor • • , ah!lll nccossrui.l,)• be one uf ncknOitlodgod coopetoncy i n 

t.he bnnJc1.n(: fi~ld.• The llission bcli,vou thut t his provisiun coVilrS the 

sunost1on 1n the Burgoss mJ>Orand~e. 

(b) ?he aenorandua !Z"Oposes that the head ot the AgrlculturAl Bonk 

should be lett ot'1' the Board . CUba is nn ogriculturol country :md the 

field of nnricultural credit is one in IIIlich e.xtsnsive future develop­

aont aeet.IS desirable. Accoroi.njJl,y, t.he J.tlsoion expected t hot the pro­

posocl Agricult\lrol &lnl: would proporl,y be one of the institut ions for 

<~boso \lelfnre the Centr <ll Bru1l< should t'eel o gre~t decl of concern. In 

its fort.bcomil'lfl rel'Ort. on a n agriculturnl bali<, the Uission plane t o 
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recor.nor¥1 thnt both the Governor of the Centrnl BMk nnd the Ul.nister of 

J'innnce be on the Agricultural Bank•s BOlll'd of Directors , To 0 con­

sidorablo extent, the true wel!nre o! tho Asriculturul Bank will be 

eynoi\)'IJOUS with tho public wel!nr o of Cuba . 

It is trua that the Agriculturnl Banl< tillY becom nn extensi vo ' user 

of Centr11l Blll'k credit. This fact, howovar, soomad no core a rollson for 

axcludl.ng tho Governor of the Agriculturnl Bank frao tho Boord of Direc­

tors of the Central Bank than was the fact that c-rcial banks ...,uld 

also be prospective users of Central Banl< cre<li t a reason for excluding 

coontrcial bnnkora frao the Board of Directors of the Central Bank. Tbe 

Mi ssion made "hat soons to be the fair assumption that the head of the 

Agricultural Bank, as well as collllll)rcinl bllllke~·e vrhc becamo directors of 

the Contral Danl< , could choose policies \"lhiCh woro to the long- run advan­

tDga of Cuba rather thnn to the temporaty odvontago of their respective 

insti tuticns, 

TI"MI closo nssociat.ion beween the hand of the Agricultural Bozic and 

me ot.bor c11roctora was locked upon as o potential source of considerable 

boneCit both to the Agricultural 8llnk and to t he otlwr directors ot the 

Central Bnnk. :ltututory p-oviaions placing tho hoad or the Agricultural 

BAnk on t ho Central Bank'S directorship, and vice vorsn, soeaod an 

npproprioto nothod of brincing togothor poroons jointly responsible for 

mooting n ~-siuud crodit problem. 

(c) Tho m<.lllornndum propoS<>s tbat Closs A diroctoro should bo in­

eronsod to throo or four so as to provido for thu continuous place on 

•• • 
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too aoo.rd Of (l roprosont ntl. vo o! tho tJnitod St.::tue branch bnnlcs i n Cuba, 

:.nd !urthur rucomcnds that t ho Claas A din~ctore be o:Wcted by t ile 

•tcckholdina bnnl<o . 

Too IIUoion recOIIIlleroed thnt the bnnks in Cube hllvo an I.Qportnnt 

voice in chcoaina tno out of tile sewn members of tho Bonn! ot Directors . 

It \IllS f olt thllt throe or more members eng~(;Od directl,y in c"""'ercilll 

bnnkiua on n aoven-aon Bonn! of Directors ot tho Central B:mJ: would aive , . • 

nn urooeirobl,y bea"Y ue iglrt. to tho c01:111orcinl b<.rke. On tho other hand, 

it was thou.a)lt uroosirnbla to onlarao tho Bo.'U"d ot tile Cub311 Central il'lnlc 

to nino, ol !lvun, or moro membors . 

The UU oion did not consider it awoprinte to i n3i s t th:tt a'if spe­

cial roprooontotion be ""'de on the Board of Diroctoro for tile thUt ed Statee 

bori<s na ngllinet the Cnn:>dian bnnke . It VIne f olt important to assure thot 

Cub.'n banks bo given SOllie plnce on the Bonrd of Directors of the Cubo.n 

Central Bnnl<. Further developoent ot cuban blinking una resurded as one 

ot tho important objectives of the central llank. A number of foreign 

beri<ers in Cubo, in interviews with the llission, oxpressod their opinion 

th:lt ouch dovolopr:oent fttlS strongl,y desirnble not onl,y froa t.no point of 

viw ot CubQ but ulso froo thn point of vie>l of the foreign bnnks in CUba . 

It will bo I'OiiiUmbcnld that in the Uni tod State• nnd Crn.,do bali< a 

no ouch huvo no voico in elacting memoors of tho Board of Oovornors of tho 

Fodor nl lloaurvo :;ystom r.nd directors of tho Bonk o£ Cnnadn rospactivel,y_. 

It is tho Boord ot Oovornors, ratllor than tho boards of dl.nlctor s of the 

•epnrato Fodor nl Resorvo Banks, which is ooro n011rl,y to bo compared with 
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tho Bo:IJ'(l of Oiroctors of the Cub<ln Ccntrcl Bank, Bwn on tho bocrds of 

directors or tho Fodoro.l Reeorvo s.:>nl<S on:cy OliO-third tirO \)Orsons ongnged 

directly in bnnkins. The Bonrd of Oowrnora of tho Fodorul Rosorvo. S)•stem 

lS t•ppointod oow:cy by t ho Presi dent, vtith tho opprov:1l or tho Sennto. 

Tho llie:ll.on•e reco~~DBndation r egarding the selection of banking repre­

sentatives """ thnt the President of the Republic ehwld llllr.l8 c lass A 

directors tr<ll'l pGJIOle nominated by the banlce in Cub&. It """ believed th<:t 

this would help to etlphasize the national chllr:octer of tho director's 

1\lnction; Md would dil:lin1sh the dnngcr that boN<ing representatives llli sht 

regard theMSelves os primar1:cy Ute spokesmen 01' private bonld.ng into.rests , 

'!!lAl Cuban dro.ft of tho Centr~l B:>nkinc loll l'oll""" the reco....,ndation 

o! t h<l Buraees r.IDmornndum in :=t in that it hno c lass A directors c00$en 

direct:cy by the bonlc3 holding stock in t he Control llank. Though prefer­

ring ito ori(linol recommendation, the J~asion raised no objection. 

(d) Tho me"""nndum proposes that t he Clnso B directors should be 

rsquired t o be soleeted for CO!Opotoncy and experience in buoimss and 

agrieult.~tro. This io si:ll.lnr to the w.ssion•s roeot:Dlndation and the pro­

vioion in tho Cubnn draft low (Title II, Chopt.<>r 5, .v-t.icle 22) that Class 

B C\lunooloro shllll bo chooen by •the President ot tho> Republic froc """'ng 

peroons or ncknorllodaod oxporicnce in tho sevcrnl oconaoic octi vi tics of 

Cu'oo.". Thu !U.ssion \IOuld be reluctant, htn?ovt.tr, to aoo this provision 

intorprutod oo Mrr011l.y as to cxcludo, aoy, M ueonomst or la·.vor uho had 

gOirod a brood undorstnnc:ling of agriculture nnd buOimGO uithout directly 

onang1ng in thom. 

• • 
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(o) Tho ..,oorandum SUllgeSta that a Deput:r Governor or General Jiannger 

of tested bdnking experience might well be included in the Charter 08 

in r:lllllY othor central banks . The Ul.aeion did not conaidor 1t approprinte 

to include m~~ttors ot this degree ot det.tlil in ito roport but relied -upon Cuban specialists ·ontrustod w1 th drliJ'tina tho law project t.n eupp]¥ 

these provisions when necesso.ry, Tho dratt la\f provides (1'1tle n, 

Cht>pt.or 8, Article 37) that, "The Vica Oowrnor shall • , necessaril:r 

be , or oclcnowled{;ed coctpotoncy in the banki"C field, • 

2. Advisory Council. 

Tho Burcoao mDOrondum recO!llll<)llds that Cobinot officers be debarrod 

froc 1110mborship in thu Adv1Soty Council. Tho conooption of tho functions 

ot tho Advieoty council inhoront in tho chungo roc011111tinded by tho coco-

rAndWil doos not comend itself to tho lll.oeion no proi'erublo to its 01m 

eoncoj>t.ion or t ho Jropor functions of this Council. Tho recommendation 

IIBdo in tho Bur goss momorandur> sooos to copy t ho composi tioo and !unc­

tion ot t ho l'odoral Advisory Council in tho united St.tltos. This ~riCM 

Council 1o intonclod to bring tho vi01fll ot bueinvss !rca tho videl;y scat.­

torod and dJ.J'foront re3ions ct tho 1)>1 tod Stowe to tho ottontion of the 

Board or Oowrnore of the Federal Rosorvu Syet.J11, who nrc !ull-ticc offi­

cers etotionod in Tlnshington. Tho Board of Directors of tho Cubon Control 

Bank, hO'fhlVVr, includoo two banking roprceontotivos 11ho vtill prosum<>bl,y 

bo currant]¥ ungoged in bonki~g and tvro roproeontotivoe fnr.d. lio.r ftitb tho 

probluoa or bueinosa and ngriculturo. thlllku th~ Boord of Govornora in 

tho United Statue those !our roprc~onbtivoe ot bllnld.na, business, and 

( 

~· • 
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agrlculturu \till not be f'Ull- t 1na B.llcricd o!ticors vt thu Bank. 'lbo 

functions o! tho Advisory Council as rucor.Dflndod by thJ <>Jmornndw:! t hus 

"""""' t o bo !urn1ol\od directly to t ho Contrnl Dunk in tho persons of 

~ho Class A unci Class B cOWICillors. To COl\poso tho Advisory Council in 

tho sano \Icy \lould ooroly bo to duplic11to tho roprosont!ltion of bonld.ng, 

businoss, !lnd ncriculturo. 

Aa rocotn:mdod by tho W.ssion, tho l.dvisury Cow>eil would g1vo tho •• • 

CentrAl Bllnlc tho beoo!it o! consultot1on end odvico troa iJ:Iportont 

Cnbinot officors 1lnd l anding ~:~<:n froo prlv11to lito . It '"'" thought that 

~ Cab11\1t OUI:Ibors would be vdunblo euvisors to tho Cont.r4l. BMk be-

cnuso o! thoir closo nosocintion with tho nouds o! tho Cublln p-.Wlic in 

gurwrlll . It was d~sirud thnt tho Council ahould aupply a f l'JQuont intol'­

chengo o! vio\ls botweon tl'e Contrnl Bank nnd 1~1\ding Cobinot DCDbcrS, 

ns woU na \Tith tho o thur UCl:!bors o! t ho Cvuncil. Both tho Bllnk nnd tho 

Advisory Council "'""' CXJX>Ctod t o booofit !rem this intorch!ln~. Pw"tbor­

""'"" • 1t ""s dusirod to have a Ccuncil thot 'W\Iuld provnil.l.n&l¥ ropresunt 

tho Go\lllnli.>Unt tc CWll'Cise t bo f or. U~Drgoncy pootors which tho J.lission 

rvcotzlolndod thnt thu COW>C1l should hnvu . It was dofin1 toly nut tho in­

tontiun ot thu l.liaaion that the Council should rvpros~nt thu odviS<I 

oxcluaivvl,y ~ •oun ot businoss and bMking axj>Jrlunco• . !II\~r i t was 

i ntandod thot tho C<>uncil sh~ld l"J}Jl'08J nt thu brondoat possible crass­

aaction ~f tho I>Ublic 1.\0 n rnwl o and tho boat possibla Npro&•ntati on 

ot tho l>Ublio \!Ulfnra. 
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), Advances to Gworna:nt or Oovol'IIQ(jJ\t ngoncioa , 

Tho an!ogunrdo proposed i n tho Secon:l Report to l1m1 t advnnces to 

the Govomront nra npprovod by tho Burgues rnomor4ndutl. Aa t o tho llm1-

tut1ons racomondod on l oons t o offioinl crodit institutions tho Burgess 

noll>Cll'andua ~baorvos that auch l oans nra •proper)¥ li.a11tad• to 15 percent 

of tho 84nk'a asaots , but states thAt thoro should also bo a llmt on 

tho total l onna mdo by t ho Bank t u all such crodit institutions of 

perhaps 3' porc<~nt. The U!.ssion l<ld n<.t th~uaht it nocoosruy to rce~ 

aond D1'G' nd<ll. tiunnl safeguard at this tiro when no such agencies oxist, 

Ho""vor, thoru 11ould bo oo objoction and ~ro m1sht pusaib]¥ be """"' 

odvnnt.,soa to n limit on t o t nl ndvnnoos or l oans t.o nll oftic13l credit 

institutions . Thirty percent mo.y be SOI:l:l•ihnt l U'It f or such a llm1tnt1on; 

possib]¥ 40 porcont vmuld batter fit tho !l'•cticnl noo<ls of tho sitW>tion 

os it mo,y dovol op in tho futuro. 

Tho Burgos• oo""T:mdun nl,so st.ote• th:.t, in curu>Jetion 11ith loans 

t o al'ficio.l crocl1t i nstitutions t~ pbrnso • short-turl1' ohuuld be defined. 

I t doos n.>t SO<l<l vise t<. ttrito l.nw tho Contrt•l llMl< """ N1lf speci!'ie 

!l'oviaions na to a>turi ty tor advo.ncea or lonna to <fficial crodit insti­

tutivna ainco "" such instit utions exist nnd Since, th~rotor~, it i s 

i"'p.>asiblo to !oruouo oxact ,)¥ what the cppropr1oto :J:>turitios shculd bo. 

In its t or thcooina rup...rt on an Gllriculturnl blink, t ho w.ssi on •till cako 

spoc1£1c roeumondations ns t o tho Jllllturity uf tho odvonoos nnd l oans 

>lhich tho Cuntr3l Bunk roll. ght unku t <> t !10 J\8r1culturol Bonk. 

• • 
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Tho Buraoos rocorMduo further prop..eoo t!~:~t all ndvances tr; the 

contrnl B:lnk to tho Oovernc.Jnt should bo in the tora ot nag<.t1nbl o secu­

r i ties which would give the Bank better cont rol c:.ver ouch ndwnces in 

occvr d:mce \11th recognized Centr4l Bankinc practice, Tho W.ssion believes 

th4t it wuuld be helptul to have extensions of Central ilank credit t o 

the ()OvOI'Ill,ont larcoly take the f orm of short-ton:> securities suitable 

! or open rnrlcet operotions. 

4. Profits . 

'!bs llurgoeo reoor:mdUil """"' thnt peruitting the Oovorn:'l!nt to 

shore in tho pruf1ts u! the Central ll<lnk noy couoe the Qovernnent to 

bring proosure on the Bnnk to use ito rescurcoo so ns t o oointnin profits . 

To nwi<.l this , tho n mornndum proposes n roqui ro11ent that profi t s be 

ullUd for tho rut1re10ent of silver cort11'icHtoo or tho cnpital surplus, 

~ r to pny int erest on Stabilization Fund notoo when and it thdy llr8 sold 

to the public. 

Inasnueb na tbe Oover1rrent !.8 n principal al\nrohuldor iO the Bank 

and aust cxurtributo :. cunsi.derable portion ot the ll<lnk ' s capital, it 

did not seen appropria te to tho w.soion to provont residual profits to 

tho Government nfter dividends have been paid to the bnnka and liberal 

truns1'ord to specinl reserves and surplus hevo baen mde . Nor did it 

aeo111 na cossnr:t to restrict the uso to which the Government llll.ght put such 

fllndo, It is not ronsomble to nsowne thut 01\Y reaponaible Government 

would imperil the credit policy which tho ccntr·u'L bank """ endeavoring 

to E>!liOtnin in the interest of the entire cOW'Itry by putting pressure 

•• • 
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on the centrlll blink .to operate so ns to increase tile annUI\l earn1n(:s 

ll!Lich the govomment "ould receive from the bank, SUch n contingency 

1S !X'rtieulnrl,y unlikol,y when ~ccount is taken of the fnct t hat the 

Central Donk•s oumings could never llr.lount to r.>ora thun on oxtreliiUl,y siMll 

JrOportion or the Governr.>ent • s totul revenues . 

A• to tho mcorandUJ> 's proposal that the Contrnl Bank ohould receive 

JrOpor rolnbursorent froo the Govornront !or tho performance of various 

fiscal IIG'Incy opur-.ttions, the W.ssl.on of COUTSO usumd tll4t this >fould 

bo t he cas• . 'lbo ln" dr~tcd by the C\lb<ln Oowrnaont provides fo" such 

r.!Jobursomnt in Title II, Ch:lptu.r 81 Artl.cln 41. 

III. &rrocts on the u. s. arc nch B4nl<o 

2. Diroct loans !>;' t ho Cc ntrnl !lllnk. 

Tho llurgoss rxmoranduo arguos that diroct loans ey tho Contr>l Bank 

to 1nd1 viclulll borrcmurs eight subject t he comcrci:>l banks to ruinous 

ccnJ)ltition, The Al:lurienn Technical llission to Cub~ point...d out in its 

Secorri Rovort th.>t Jriv~to lcrding "l:~ncioa should not bs subjected to 

direct coaputi t ion fro:> n central bank b.icwso :> control bank nomall,y 

possosaos eort:>in ndvtJ.ntoges such ns 100nopol,y ot notu issue, possession 

ot othiJr bcnk •s r~sorves , and pertial t.u """"ption. Tl1f.l Tcchnicnl 

lliosion """ nl so Clt pnins to point out that a oentrnl bank should bs 

pomi t tod to riiD.ko diruct lo.1ns to the public onl,y in oxtrooe orergenci es 

whun c~roicl b-1Dks oro baing subjoctud to drnins ond nr o, thorcforo , 

rorc...d to cull in old loans rux1 r oruso now onos oaClinst thuir wishos, 

During such " P>~riod, i t m,y bo tnvortcnt to b.>va 11 bonld.llll a gency in ° 

( 
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position to uake loans to prevent ruino\111 cre<IH contraction in the 

business OOI':IlUni ty. TI1B Uis~'ion therefore recorDende<l Utat in ouch 

enereencios the Central ilank be vonlitte<l to uake direct loans but 

u!eaunrdou the cort~ercial banks by re~uirina a proclal:llltion of the 

President ot t he Republic (possibl,y with the consent ot the Senate) 

expl1c1 tly recogn1t.1Jlll such an energeney to exiot &nd by ru~ui.ring an 

atfimative wte o! five Directors on all oiiCh loans, 

11\e tluraeas ceuoranduo SUSJGSts, tirot, that the safeguards pro­

posed by the W. s sion should be m-itten into law. Thio accords with the 

l.ll.saion•s report, Second, the ::~enoranllu.-, propooos that the ati'imative 

vote ot s ix rather than five directors be re~uired !or the approval or 

direct loans. Tho J.lission i s still of tho opinion that requ1r1ne tho 

apll'oval of tivo out of seven directors constitutes a11~b safe3W'rd of 

tho ccJJlOrcial banks ' interests (in conjunction olith tho othor safo­

auardo )roposod) . Rcqui.rine tha aftinl&tivo veto or Six directors 

l«>uld a ive ve to powvr to the ClaSD _\ diructora in carryinc out tho Con­

tral Bank Is Crodit policy durin& a poriod o! oaor &&nc-J - a policy >thicb 

'IIOuld bo o! vital concern to tho entire country . Undor tho 111saioR0S 

raco,'Jounllstion, thu nocative voto ot only ons diructor 11\ addition to 

tho Clsso A directors can block a proposed diroct l®n, 

Third, the. Dursess LI8QOranUUIJ DUf!JOSte that diroct loans be cado 

Only at Deroo r ote subetontially abovo tho Contrallltlnk08 rofl\llar diO• 

count ruto. Tho l\1ssion originnlly f olt thot tho question or tho rate 

could eaf~ly bu l oft to tho Dank' s discretion, U t ho coc::oercial ba~ 

• 
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oporntinc in Cuba ru(l&rd the specification ot o Clinl.nw interust rate 

on diroct lonna as o substantial j:t'Otoction to tlloir intorosts, the 

Uission porcuivos no objection to t ho ifJposition or n r oosona;lc Clinil:luui 

obovo tllo Dank'• rouiscount rate • 
• 

), 1/0\lur to cllanco rosorvs r cquiNnonto ot r.10abor oanJ.:s , 

The Durao•• uouoraooun states tllat the Uioai on•• roport (lives the 

Cont.ral Dank powr to chanGe rcscrva roquirononta or banlal but doos not 

!IUs;:ost wl.tllin wllnt l111its; that tho Fodoral Ro:.orve i.ct fixes a n.u1rwm 

o! 26 purcunt, llllilc Cuba is to bocin at 20 porcont in tho central Dank; 

and tlvlt 4 roquirullunt nucll lli;jlcr t llnn tlll.s >:auld uoko profi tabl a opera­

tion llL.,ost i:lpoasihlo , 

Thio otntonont ot tho uottor 4?J.o>nro to ovurlook tho ""r:f t-"lturiol 

Unl. to tiona t<hich tho lliosion rocoruooood bo> ,:>lccod upon tho ponor ot 

tho Control IJMk to raise r osarvo roquiro:~.Jnts. Tho .,..st i npor tant of 

tllosu was thet tho hij:hor r oservo ruc,uil'OnJnt rutio should "'ply only 

to dunllnd dopooita in excess of thoso hold bf n ell bod< at the tino tho 

incrouo 1a ardol'lld. Undor tho FO<klral Rosorvo :,ct arv incN<>ae 1n 

rasorvo roquiroronts applies thorenftor to all deposita or aonbcr banks, 

N(lordleas of •11lon received, 1lhcrons in Cubo undur tllo roCOJ:I.Xtndcd 11n1-

tation tho incronsod requirccants ttould opornto only in co.so o! n 8J"(II'tb 

o! duposits obovo tho nuount held nt t ho tiro o! th<l incroasod rcquiro­

mnta onu tllon only tlitll r cspoct to tho oxcose . Since tile two ootlloda 

oro so oasontiully diC!orent, the Q4XillUD porcontnso in thu United States 

-
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11ould aw n to hr>vo Uttlo siwn!ieunco in eona14orinJ tho uerits or tho 

roeonn:> rontion !or Cubn. 

In vi~rt ot this lir.ll.tntion roeotmndod by thu l.lio&ion, it i s bo• 

Uov"u thnt tho otruct or i ncronsod rosorvo roquiro..,nta upon oM~< 

~rotits 10 r,runt~ owr-cophasizocl. Further, the roport o£ tho lll.ssion 

su~tustocl in tbio connection that tho b:mka be pemitt.acl to levy 

ch.'<~gs on bnnk depositors su!ficl.cnt to covor the costa or ....Untoini.ng 

check~ sorvicus, incluclins neon;: tho coste n to.ir protit on tile banks' 

c"pitcl in Cu'.ln; nnd it is bdll.cvcd thnt by rr.Jcin3 s uch chnreos (..tlich 

1\:.vo bocor\1 cuaton.uy in tho Unit.lcl s t.-.tco tvith tho cloclino in oc.rninas 

tr<D invoctrxmts) tho han!<s could l.ar(;o~ ntfaot aey doer•a•• i n onm­

in.es rooultinc rroc. increased reserve r~quir\u.JOnts. ltorcover, it is to 

t>u oxpoctod tlu•t tho Contnl l3ank in tJ!kinz ney notion with rcspoet to 

roacrvo roquirorunto \rould consid.or nll factors involved, 1nclud1ne 

u v dccrunso in unminea or tho b::nks. 

It is tho opinion o£ tho UiSSion thAt t.h.l Contrnl ll:mk 1n cuba 

shuuld hnv_ tllia nutJKTit;y 1n c.rdcr tJI<.t th~ oxpc.naion or bank loans 

:llld inv••t •.klnt.a lll\Y bo rostrict...'CI •mon circ1.110~-<.nccc :laku this >dvisnblc . 
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AMIItiCAN TICHN ICAL MINION 

TO CU8A 

Dt1r Mr. Minisltr: 

April 22, 1942· 

Tht Amtrkm T<cbniclll Mission to Cub. w~ 

organitttl by tht Uffil<tl Stotts G011trtrmml ol lh< 

rtqNtll of tiN Cubon G011<mment in SeptrmfHr 

1941 to st,.tly Cub•n monetory and crttiit probl•mt. 

anti to makt SIICh rtcommtntlations as Sttm<tl •PPro· 

Prl•tt. Thr Mission, 111 )'01< hww, sPtnt • num/Nr 

of wttks in Cub. sttulying mffrrilll motlt wail1blt 

to it anti inltntkwing GOII<rnmtnt olficiols, bonk· 

m , bwdnt llmln, represtlllt~livts of lr4tlt •ssodtltiom 
-' othtr P.,so..s fomilin with Cub.n bttnling .,,tl 

em/it nutls. Th< Missio>t s11bmifl~tl ih fine rtporl 

in Nowmhtr 1941. 

/ IWI Mrtwilh s11bmitti>tg to )1011 /or tht cor~siJ<r• 

Ilion of )IOJir GOII<rnmmt th< srcond rtport of tho 

-J-
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Mission, luling with tiN estJJlishmn1 of 11 CAf11N 

&nk. tml tiN reconstilwlio~J of the C'Mbtnt St.u;. 
lion Fund. TIN completio~J of this re~l ~ bmo 
delttyed owing to tiN f•ct tb.t the owtbre./t of -
b.s m.de it impossible for tiN members of the Mif. 
sion to dwole ISS much lin1e to the report ., thty 

b.d expected. The Mission PreP•red its rePort ;,. 
111Ullytictd form bect~~~se it felt thllt this form wo11U 
be more helpfwl to the Cub11n Gwmnnent Ibn 

would a drll/t 111111. 

The Mission would like to cJI •llentio, to tbt 
ctmtrlbution which m~~ny CubtlnS bllvt mtlde to this 
re ~I. M•ny orgllniz•lions 1111d individwtds gnm­

owsly ronlributed inform~~lion nd 11dvice while tbt 
Mission was in Cub•. TIN MJssiqn hiSS Jso hll4 Ill 
its dispostd studies which of/ici4ls of the C•btm 
Gwernment hwe m.de qn montl11ry nd credit pro­
blt'ms which were found to be very he/ p ful· 

Sincerely yowrs, 

H. D. WHrrE, Chief 
AJDo.- Toc:halool ICJoloo 10 c.bo. 

Honor11ble Osc11r Gncl• Montes, 
Minister of Finllnce, 
Hw~~n~~, Cub •. 

-6 -
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INTRODUCTION 

The Miuion began its work with the realization 
that Cuban monetary and credit problems differ 
materially from those in the Uniud States and that 
it is essential to devise and recommend a program 
suiud to Cuba's spec:ial conditions. The MUsion there­
fore has studied the existing Cuban monetary and 
credit organization and practice in order to provide 
a factual background against which to formulate its 
recommendations. What seem to be among Cuba's 
principal problems in the fields of money, foreign 
exchange, and bank credit are summarized briefly 
below so that the recommendations contained in the 
body of the report may appear in their proper setc'ing. 

CVIA .. DBPia. 
Dlacs u•o• 
DOU.U C1JUIII. 
CY AJID I'OUJQJI 
IIAIID 

For ever 40 yean the United Statet 
doUar has been legal tender in Cuba. 
Until recendy doUar currency and 
doUar deposits have been the prin­

cipal medium of exchange. Since the dosing of th.ree 
large Cuban banks in the depression foUowing the 

-7-
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AMElllCAN TECHNICAL MustON, IN CUBA 

last wu, branch offices of United States and Cana. 
dian banks have handled most of Cuba's banking 

business. Cuba has been to a large extent an append­
~ge of the United States dollar monetary system. 

This status had some undoubted advantages. The 
money of Cuba, being dollars, could not depreciatt 
in terms of the money of the United States, with 
which most of Cuba's trade took place. Tbe brancht$ 
of the United States and Canadian banks were excep­
tionally strong· Moreover, additional bank credit 
could be made available from the bead offices when­
ever th.e branches felt that there was a good op­
portunity for additional loans. 

Against these advanuges, however, 
there have been several disadvan-

DIIAI>VANtAOEI 
Or All ALL·DOJ.. 
LAB an'IDI 

cages, the importance of which may 

have increased considerably since 1929. 

1. tAa or em. 
T I A L COMTIOL 
ova l AB euz>. 

Since a Cuban bank of issue could 
not have issued United States dol· 

n Iars, Cuba's retention of dolbn as 
its chief form of money made the establishment of 
a Cuban Central Bank virtually impossible. No Cu· 
ban authority could be charged with responsabilicy 
for the adequacy of, or given remedial powers over, 

-8 -
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the volume of currency and bank credit Ill Cuba. 

The total quantity of currency, deposits, and bank 

Joaru in Cuba tended to be the resultant of the bal­

ance of internuional payments and the foreign banks' 

judgment of the risks of potential bank loans. These 

are sometimes (though not always} undesirable reg­

ulators of a nation's supply of money and credit 

and could hudly prove a satisfactory arungement 

for o moture country. Many of the bankers them­

selves have regtetted the situation, since, while they 

were interested primarily in certain types of banking 

bwiness, almost all the country's credit needs devolv­

ed upon the foreign banks. 

J. ABIEIICE 0 F 
UDIBCOUNT 
FACD.mES 

There have likewise been no Cen­

tral Bank rediscounting focilities in 

Cuba to which banks could turn 

when in need of additional currency or lending ca­

pacity ofter their own loanable funds we.re fully 

utilized. Although the foreign branch banks could 

draw upon their home offices when they wished to, 

Cuban-owned ba.nks have had to rely upon their own 

resources or borrow either from competitors or from 

bonks abroad. 

-9-
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1. ur.uD~D oz. 
YII.OPXIIft 01 
CVIAJI.()WJIJI) 

This lack of rediscounting facilltia 

ha.s doubtless been one of the 
IAIIII factors retarding the development 

of Cuban-owned banks. There are today only four 

such banks, of which three are relatively small, and 

of which the combined deposits are less than 20 per­

cent of the total deposits in Cuba. 

4. ICO"OMIC 
COlt 01 1)()1.. 

L.U CVUIIICT 

Use of any fore.ign currency as a 

domestic medium of exchange 
involves a substantial cost to a 

onion's economy. For Cuba the use of dollar curren­

cy is fully as costly as if its entire srock of domestic 

hand-to-hand currency consi&ted of gold coin pur­

chased abroad at its full monetary value. In modern 

monctory systems it has become accepted practice 

to use :u domestic means of payment (in addition 

to bank deposits) notes or coins the intrinsic value 

o£ which is far below their monetary value. They 

may, however, be secured in part by valuable met­

allic or foreign exchange reserves. If the dollar 

currency in Cuban circulation were replaced by an 

i&sue of Cuban currency, the dollars could enter an 

official exchange reserve which, to the extent that 

they were not required as a reserve for the newly 

i&sued Cuban currency, would be available to the 

Cuban economy for financing imports, repaying 

-10-

foreign indebtedness, and the like.. By using dollar 
currency internally, Cu~a has postponed use of (but 

11ot lost) the opportunity to import more machinery, 
other productive equipment, or consumption goods, 

to liquidate foreign debts, or to m•ke investments 
.broad. 

During certain periods, futhermore, a loss to the 

Cuban economy may hove been involved in some 
(but by no means all) of the dollar deposits in banks 
in Cuba against which the banks hold dollar balanc~ 
abroad or other foreign assets. 

It may be remarked, however, that the economic 

cost of using dollan in Cuba does not mean that 

foreign nations or foreign banks h2ve been taking 

unfair advantage of Cuba. The foreign investmentS 

m•de in Cuba exceed the total imports of dollan 

many times over. Cuba on babnce has received from 

abroad far more than she has sacrificed by using 
dollars as domestic money. 

n.uosmo" 10 n. 
10 CIIIIEIICY 
AIID DEPOIIn 

Several acts and decree bws in 

the years 1932-38 ordered the coin­

age of specified quantities of silver 

pesos. This marked the first important breach in 

the use of dollars in Cuba. The purchase of wver 

at tho market price and its issuance as money (al­

most entirely as silver certificates secured peso for 

- 11-
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AMEPJCAN TECHNICAL MtmoN IN CUBA 

peso by coins) at the same monetary value as the 
United States silver dollar gave rise tO important 

1eigniorage profiu, which covered part o£ the Gov­
ernment's experues during those troubled years of 

Cuban history. As early as 1939 peso silver certifi­

cates had almost entirely replaced dollar curre.ncy in 

public circulation, and about half of the bank de­

posits were denominated in pesos. 

Banks maintain almost fully covered positions in 
both currencies at all times. That is, they maintain 

their peso asseu equal to their peso liabilities and th<ir 

dollar asseu equal to their dollor liabilities. To do 

otherwise would expose them to rislu of fluctuations 

in the rate of exchange between dollars ond pesos. 

JnaAI)VANTAO.n Cuba has made considerable pro­
or coMtiNED gress away from the dollar •ystem 
PEIO.OOUA8 

IYS'IDC which formerly prevailed, never-

theless, the present mixed system also contains sev­

eral pronounced shortcomin8'• 

J, AISIIICI or I'Eo 
10 IEDI8· 
COIJNTINO 
AND CI1U£N. 
CY IS$VDIG 

MZCKAIIUM 

when needed. 

There being still no Central Bank, 
there is still no "lender of last 

resort" or bank of issue whue 

banks can obtain additional peso 
currency or peso lending power 

At times there has been considerable 

-12-
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stringency of peso lending power. Since certain 

rypes of loans are now normally made only in pea 

(as a result of the law of July 8, 1939, for which 

see Section VI), this has been an added difficulty 

for cert;~in types of pote.ntial borrowers. -
The development of peso currency 

and deposiu bas not included the 

acq..Uition of an official srore of 

t. DIADEQIJAft 
POUIOM ZX· 

CMANOE ITA· 
IIIUlAnox or 
TIIZHIO 

international monetary reserves by 

use of which the value of the peso in foreign exchange 

markers can be supported. The principal type of such 

reserves which the Cuban Government now holds and 

could employ for this purpose is iu store of silver, 

which might be sold abroad at the muket price for 

silver buiiLon, far below its statutory peso value. 

Thi' silver can be made available for export, however, 

only by retiring the peso 1ilver certificate5 against 

which the coined 1ilver is held as secur!ty. 

For some time after the appearance of the first 

issues of peso currency, the Cuban balance of pay­

ments (supplemented by some export of dollars re­

placed by the new pesos) sufficed to keep the peso 

close to parity with the dollu. In 1938 and still 

more in 19 3 9, howenr, the balance turned against 

the peso. As alrudy stated, Cuba had no official 

-I)-
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agency with resources acceptable in the 1ttt1emem 
of international balances. Consequendy the •aluc 
of the peso declined in terms of other curreocia 

until the lower rate w~ su.fficient to restore balance 

between the paymenu into ~ and payments out 
of pesos. Transfers out of pesos were no doubt 
increased by fears of still further depreciation. 

Since then the balance of inter-currency paymenu 
has carried the peso exchange rate back ro par with 
the dollar and even above. Only the legal tender 

equality of dollars and ~ in Cuba has prevented 
the peso from going to a considerable premiUJJL 
The right to impon dolla.rs to make peso payments 

bas kept the rate down. In the process many millions 
of dollars have again gone into general Cuban cir­

culation. Were they acquired instead by an official 
agency charged with the responsability of stabiliz­

ing the foreign exchange value of the peso, this •sen­
ey could give far more effect.ive support to the peso, 
when necess•ry, than would a subsequent priv•te re­
export of the dollars. 

Acquisition of a stock of imported gold or foreign 

exchange represents the same economic cost to Cub. 
as the impon of dollars described •bove. To the 

extent necessary ro build up • srock sufficient to 
give reasonable support to the peso during any furure 

periods of adverse inter-currency payments, this 
cost is fully justified. Moreover, during the present 

-1-4-

war, wMn many types of imports are not available 

and wMn iu exporu promise ro be exceptionally 
large, Cuba may inevitably acquire a srock of gold 
or dollars representing the postponement of a gre.ater 
amount of pote.ntial imports than has ever been i.n­

volved in Cuba's use of dollar currency. Never­
theless, the fact remains that Cuba does not have an 
effective aru.ngement for stabilizing the foreign 
exchange value of the peso when the current balance 
of inter-currency payments t urns against it. 

The.re is a strong tendency on the 
pan of Cubans ro keep savings and 
investments in dollars. Although 

in part these dollar savings may be invested in Cub.t, 
they tend in part to become capital exports to the 
United States. This is, under ordinary circumst•nces, 
a severe drain upon the Cub.n economy. Cuban 

prosperity under normal conditions will require ex­
tensive local investment of pesos annually. 

WLUDII!II DE­
NARD P Ol 
womaca 

The public's willingness to inv .. t 
in Cuban mortgages is reported to 
have been shaken by morarorium 

legislation during the 1930's. The Mission was un­
able to explore this question extensively but testi­
mony which it received pointed to the conclusion 

tha1 this legislation has given rise to fear of .similar 
legislation in subsequent periods of economic dif-

-If-
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ficulty ond in consequence -.ns to have restricted 
the rupply of funds seelcing invatmenc in Cuban 
mortgoges. 

rAVCITT or FA. The Government has faced almost 
CtLmD ro• aov. 
18 " N 1 "T aoa. insurmountable di££icultia in bor-
I OWJNO rowing money in Cuba. Inability 

to engage in irresponsible or uneconomic borrowing 
should not, of course, be reguded as • difficulty. 

There are, however, some circumstanca under whic:h 
a nnional Govrrnrnent .and official credit age.ncies 
should be :tble to borrow. Moreover, domatic bor­

rowing is frequently strongly preferable to incurring 
debts in a foreign currency. It stems de.ar that Cu­
ba's potential well-being will be hampered unless on 

the one hand investors' confidence in obligations of 
the Cuban Government is thoroughly justified and 
unless on the other the Government and its ogcncies 

h~vc facilities in Cuba for floating economically 
desirable loans. 

AIUNCE or 
IPECIAJ. LENI). 

INO INI'mV· 

There are almost no lending agen­

cies in Cuba other chon banks, and 
nOMa only a limited market for corporate 

securities. Other nations have developed spec.ial insti­

tutions to meet particular cypes of credit needs, 
such as agricultunl loans, home loans, industrial 

loons, etc. Some of these institutions hove required 
considerable Government support. 

-16-

RECOMMENDATIONS 

The American T ecbnical Mission to Cuba recom­

mends the esublishment of a central b:tnk and the 

reconstitution of the Cuban Exclunge Stabilization 

Fund. A well-managed cent ral bank and a stabiliz­

ation fund with more adequate resources would be 

oble to ameliorate a number of the condjcions now 

prevailing in Cuba which were cited in the intro­
duction. 

The Mission, however, does not wish to encourage 

e.xpectations that • c.entral bank .and a ftabi!iza­

tion fund will accomplish more than is actually 

within tllei.r powers. The solution of many economic 

and financial difficulties far exceeds their capacity, 

no matter how skill£ull the management. Such insti­

tutions have not been able to shield other countries 

-17 -
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from severe economic maladjustments. Cuban con­
ditions present special difficulties, and future events 
are sure to create new ones. Moreover, a poorly •d­
ministered central bank or stabilization fund could 
add greatly to the difficulties that already exist. 

Nevertheless, properly constituted and expertly 
man•ged, these institutions con provide thot pooling 
ond utilization of resources and that strong determi­
nuion of policy which can furnish essential help tO 

meet emergencies and be of important assistance in 
fostering economic development. Moreover, a good 
central bank is a prerequisite to many further meu­
ures to promote economic welfare· In the follow­
ing recommendations the Mission has endeavored to 

set forth the ch•racteristics of a central bank and 
stabilization fund which seem to it best colculated 
to meet the situation in Cuba. Superior management 
alone can assure the successful evolut.ion of the insti· 
tutions. 

The detailed recommendations relating to the es­
tablishment of a central bank and reconstitution of 
the Cub2n Stabilization Fund are presented on the 
following pages. 

-18-

I. CAPITAL 

The needs of the proposed Central 
Bank for capital would appear to 

be met satisfactorily by an original subscription of 
I million pesos of paid-in cash subscriptions •nd l 
million pesos to be credited to capital surplus and 
w be paid for by Cuban Government securities. 
Additional shues should be authorized for subsequent 
cash sole to allow for future growth. 

11'11 ADtoi1ACT 

at the OUtset 

Eight miUion pesos of capital funds 
seems well within the means of the 

Government and the b•nks. At the same time it is 
a sufficient sum to serve the Central Bank's need for 
capital. The ratio between this C2pital and surplus and 
the Banks' prospective li2bilicies compares favorably 
with similar ratios found in other central banh. The 

-19-
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ratio between this capital and surplus and the Bank's 
prospective assets subject to possible depreciation is 
also hvorable. This total of capital funds should give 
the Cuban public confidence in the solvency and 
soundness of their Central Bank while on the other 
hand avoiding over-capitalization. It should be possible 
for the Bank, under reasonably favorable circum­
stances, to earn enough Co pay a fair return to its 
shareholders. 

A». equitable means of raising this 
capital appears to be as follows: 
Each bank conducting a cbeck-

ing-account business in the Republic of Cuba will 
be required to subscribe an amount equal tO 2 per· 
cent of its total deposits (both demand and savings) 
in some designated base period for shares designated 
as Clm A, and the Government of the Republic will 
subscribe for enough additional shares designated as 
Class B to bring the total paid-in cash capital to 
! million pesos. In the event of any impairment of 
capital, Clm A shares should be given preference 
over the Class B shares. At current deposit levels, 
the banks would subscribe about 3 million pesos and 
the Government about 2 million. As set forth ill 
greater detail below, the Government will provide 
the capital surplus in its entirety. 

- 20-

Ttll! CENTIIAL BAN It AND STABILIZATlON FVND 

na: JAIII r o 1 A word of explanation is perhaps 
MI'OittOfiDIO b · b JAKD IO'IscaiP· necessary on asong ank's sub-
nolls scriptions on their deposi~ rather 
than on their capital as is the method in mony other 
countries. A majority of the banks opera tina-in Cu­
ba are branches of brge foreign banks and have in 
Cuba oither • toke.n capital or no separate capital 
whotever. Required bonk subscriptions to stock of 
the Cvttral Bank cannot appropriately be deter· 
mined on the basis of such capitalizations. It would 
not appear to be to Cuba's interest to require that se­
parate capital be provided for the Cuban branches of 
well-established, sound foreign banks. This is dis­
cu.ssed further in a later section. There is obviously 
no need to require each bank to alter its present cap­
italization merely to provide a basis for compulsory 
subscriptions to Cent ral Bank stock. 

The deposits of a commercial bank are a fair meas· 
ure of its si7.e and importance. The Mission has 
therdorc recommended that they be u~d as the basis 
for determining the subscription of each bank to 

shores of the Central Bank. It is reason•ble that a 
bank'• participation in the Centr..l Bank should be 
roughly in proportion to its size and importance in 
the banking community. 

-21 -
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Subscriptions oqual to 2 p~rctnt of deposits are 

not an onerous burden on the b2nlu; a lower nte 

would not yield a sufficiently subsuntial sum. 

IVJIIQU'EJIY AI). As their deposiu increase banks 
JUIIMIJh OP 
IAJQ[ BOI.DIIIOI 

should periodically -probably once 

a year- be required ro increase 

their holdings of the Central Bank's stock to equal 

2 percent of their deposits averoged over the · preced­

ing year or some other practical period. Similarly, 

should there be a decrease in the deposits of a bank, 

there should be a corresponding reduction in its re­

quirement to hold Central Bank shores, although it 

might well be provided that a bank would not be 
compelled to sell shores back to the Central Bank 

under these circumstances in case it wished to retain 

them. 

Whenever commercial banks arc required to pur­

chase odditional shares, it seems appropriot-: that the 

Government be permitted, at its discretion, to resell 

to the Central Bank a like number of its shues, which 

it had purchased for cash. In this way th~ paid-in 

capital stock would be maintained at l~t at S mil· 

lion pesos and the Government would continue to 

furniJb all the capital funds subject~d to greatest 

risk, namely, the capital surplus. In case the Govern· 

-22-

THE CJ!N'Tf.AL .BANx AND STABILIZATION FuND 

ment did not wish to sell its shares, or i! all the 

Government's shares bod been redistributed among 

the bonks, the Central Bank would sell additionol, 

hitherto unissued, shares as required. An initial au­

thorization of 10 million pesos of stock should pro­

vide adequotely for growth for a number of yeon. 

Purchases of odditionol shares as well as redemp­

tion of shares held by commercial banlu should be at 

par. It might be provided that transfer of sham 

should take p lace just after dividend dates, in orde.r 

to avoid adjustments in price for unpaid dividends. 

Provision should be made for the 
Bank ro redeem upon rC2JOnable 

notice any of its shares held by 

banks which desired to liquidate their Cuban business. 

Care should be taken to protect the IW'ITT or IAIID' 
IUUCAIP110NI 

banks against loss of principal on 

their subscriptions, since this would impair the assets 

covering their dcpo,sit liabilities ro the public. It will 
be noted that no recommendation has been made for 

double liability of shueholden in the Central Bank, 

and there is no provwon for unpaid subscriptions 

which could be called for payment at times which 

might be ~mborrassing. More important still, the 

Government is supplying a protective cushion upon 

which ony losses will fall before impairing tbe shues 

-23 -
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o£ the commercial banks. Initially this cushion will 
be approximately S million pesos, one and two-thirds 
times luger than the aggregate subscription o£ the 
banks. In fact, this initial amount of Government 
funds is larger than seems desirable once the Bank 
has been firmly establishecl.. It is made as large as it 
is only in order to furnish the Central Bank an ample 
initial amount o£ cash capital without burdening the 
commercial banks. As the deposits of the latter grow, 
it seems appropriate, as recommended above, tbu 
they should purchase some of the shores which the 
Government paid for in cash. 

PAJD.III sovun It seems desirable that there should 
be a substontial surplus, in addition to paid-in capital, 
at the time the Central Bank begins business. This 
surplus would serve several uses. First, it would 
contribute to the confidence of the public in the Cen· 
tral Bank in the early period of the Bank's existence. 
Second, it would, within the limit of its amount, 
permit the absorption of losses without impairment 
to the paid-in-capital of S million pesos. The Mission 
is th<refore recommending a capit.al surplus of ) 

million pesos. 

In view of the role which the Government should 
play in the management of the Bank and in the dis· 

-2-4-

tribution of the Bank's urning1, it iJ felt that the 
Government, rather than the commercial banks, 
should contribute the capiul surplus. Further, the 
Mission recommends that if the capiul surplus is 
reduced to I million pesos, the Government should 
restore it to ) million pesos. 

MEtHOD or PAY· 
ICENt 

The initial and any subsequent con­
ttibution to capital surplus should 

be made by the Government's issuing special T reasuty 
securities to the Cenrral Bank. This method o£ con· 
tribution iJ well designed to meet the special circum­
stances in Cuba. It would reduce to a minimum the 
actual cash payment that the Government would have 
to make to rile Central Bank and, at the same time, 
the Central Bank could have the full advanuges of 
a capital surplus. It is not necessary thor the surplus 
be paid in to the Central Bank in the form of cash. 

The securities which the Government would turn 
over to the Central Bank as capital surplus could be 
used by the Central Bank in two ways. First, they 
would constitute sound assets able to make up any 
possible loss suffered on the Bank's other assets up 
to the e.xtent of ) million pesos without the impair­
ment of the Bank's capital. Second, the Central 
Bank could use some of these securities for open· 
market operations if nt'CesSaty. 
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The Mission recommends that these 
securities be Treasury bills bear-
ing no interest and having no 

specified maturity but payable 90 days after sale by 

the Central Bank. The Bank would be able to sell 
these obligation,; when neces.sary at a discount whith 
should be les.s than 1 percent. Upon their sale they 
would automatically become Treasury bills, payable 
in 90 days, sold on a discount basi$ as are Treasury 
bills in the United States and England. In order that 

the securities contributed by the Government for 
the «pita) surplus of the Bank may be adequate to 

produce 3 million pesos when and if sold on the 
market os indicated, it is recommended that the 
Government turn over to the Bank initially for this 
purpose securities with a face value of 3,030,000 
pesos. With this amount of such securities on hand, 
a pos.sible discount of 1 percent will be provided 
for, and the Bank may then show a capital surplw 
on its balance sheet of 3 million pesos. 

Formal acknowledgment on the Bank's bal2noe 
sheet of the Government's contribution of the cap­

itol surplw seems desiroble. 

IAYIIIGI IWID The existence of well-managed sav­

ings banks might be of consideuble benefit to Cuba. 

-26-

Should such banks develop or should savings banks be 

1pecially provided for in legislation, consideration 
should be given to making membership in the Central 
Bank available to them. Their growth and soundness 
would be enha.nced if they were permitted, when 
occosion demanded, to obtain liquidity of sound assets 

at the Centul Bank rather than by forced liquidation. 

oMDEJ<DS It seems wi$e that the first claim 
upon the earnings of the Bank after providing for 
minimum rese.rves should be a moderate dividend for 
the shareholding banks. The rote might be limited to 
J or 4 percent, cumulative· Although this rate is lower 
than the maximum rate on Federal Reserve Bank 
stock in the United StateS, the latter rate wos select­
ed in 1913, when interest rates in the United States 
generally were much higher than today. Moreover, 
the United States Government did not subscribe to 
Federal Reserve Bank stock. 

f'VITHZII DIIPC). 
lltlOII Of' I.UJC. 
lllCI 

After dividends to member banks, 
the Central Bank s h o u I d pay 
residual earnings to the Treasury 

of the Republic. Such payments would be an •P· 
propriate method of compensating the Government 
for giving the Bank the monopoly of issuing cu.r· 
rency notes and of holding bank's legal reserves, both 

-27-
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of which are properly privileges or resporuibilitia 

of the State, and also for the Government's sub­
scription Jto capital and capital surplus. Residual 

earnings should be paid to the Govern.ment, how­
ever, only after building up some earned surplus out 
of which to meet expenses, losses, and dividends dur­

ing adverse periods. Statement in the law of a for­

mula for the disposition of surplus is therefore sug­

gested, somewh2t as follows: 

FOIICVL A FOI 
IVII.DlltO VP 10'1· 
PLVI 

At the discretion of the directon 
the Bank may build up earned 
surplus and reserves against antici­

pated losses without paying dividends, but dividendJ 
shal.l be cumulative and no earnings shal.l be paid to 

the Government so long as there are any dividend 
•rreors. After payment of full dividends, the Bank's 
earnings shal.l be divided as follows: 

S 0 percent to the Government and S 0 percent 

to surplus til.l an earned surplus of ).S million 

pesos has been accumulated; n percent to the 

Government and 2S percent to surpl us till an 

earned surplus of 7.0 million pesos has been 
accumulated; thereafur 100 percent tO the Gov· 

ernment. 

-28-

TKE CENTII.AL BANil AND STABJL1%AnoN FliNn 

In the eve.nt of liquidation of the Central Bank, 
;ny surplus after retiring stock held by banh at 
par plus dividends accrued and earned shall revert· 
to the Government. 

ptOI'm JIOT A 
JI IAIVII OF 
IJU!rl y ALO'I 

The Central Bank should not ~ 
operated primarily to obtain profits 
nor wil.l its record c-f profits 

be an adequate measure either of the Bank's useful-
ness to Cuba or of its soundness as a financial in­
stitution. In its capacity as a bank of issue, as a 
regulator of credit, as a cenual reserve for banking 

fundJ and as a public: depository, the benefits "'"" 
derod by the Central Bank will be maniftstod in many 
direct and indirect ways quite apart from its annual 
distribution of dividends and profits· For this reason 
there is in the mind of the Mission a dear argument 
in favor of confining the Government's participation 
in the Bank's earnings to that of a "'ceiver of those 
profits which remain after dividends have been paid 
to member banks and after adequate provision has 
been made for surplus and special reserves. 

-29-
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II. MANAGEMENT 

The Mission bas studied with par­
ticular care the problem of the 

composition and method of ~elec­

tion of the management. On the one hand, it il the 
conviction of the Mission that the responsibility for 

the country's monetary and banking system and 

policies mwt rest primarily with the Government and 

that therefore at least a majority of the management 

should be selected by or approved by the Govern­

ment. On the other hand, it is equaUy dear that 

there must be a satisfactory balance of represento­

tion, that members should have a suf ficient tenure 

of office to provide for some continuity of experi­

ence, and that precautions should be taken to obtain 

competent and independent management. Above nil, 

-31 -
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it i.J of the utmost importance to emblisb a method 

likely to lead to the selection of the best available 

persom for management of the Bank. 

nm aoA!ID or Dl· Accordingly, the Mission recom­

uetoaa mends that control of the Central 

Bank should he placed in a board of directors com­

posed and selected as follows: 

The Governor of the Bank, to be selected by the 

President of the Republic:. 

The Minister of Finance, ex officio, or, at his 

discretion, an alternate designated by the Min­

i.Jter to serve for so long a time as the Minister 

may wish. 

0 

The head of the Agricultural Bank, ex officio, if 
such a Bank is created and is designed to have 
an officer appropriate to serve as director of the 
Central Bank. Until he shall be oppointed, the 
place may be filled by a third Class B director 

(see below). 

Two Class A directors, to be selected by the Pra· 

ident of the Republic for their competence and 
experience in the field of banking, one from • 

panel nominated by the Cuban banks and one 

from a panel nominated by the foreign banks 

in Cuba. 

-32-

Two Class B directors, to be selected by the Pres­

ident, in the light of their business or agricul­
tur:tl experience. 

All directors should be chosen, not simply 05 repre· 

sentatives of special groups with which they may 

hove been associated, but because of their compe­

tence and devotion to the general welfore, and in 

the light of their training and experience. The sev­

eral directors should be selected with a view to ob­

tain a board with broad experience in Cuba's various 

economic pursuitS. 

The Class A and Class B directors might be given 

staggered terrJU of two yean each. Directors should 

be eligible for reappointment. 

The Governor of the Bank should have a term 

of three to five years ond should be eligible for re­

appointment. 

It is recommended that the directors be paid only 

a modest compensation, per meeting, plus direct ex­

penses. The salary of the Governor of the B•nk 

should be stipulated by law. The Governor, the Fi­

n•nce Minister, and the bead of the Agricultural 

Bank should receive no extra compensation for act­

ing as members of the board except for any direct 

expenses incurred. 

-H-
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I'O'fnD or 
IOAIID or 
DIIIECIOU 

'1111 The duties of the board of dincton 

should be stated in the bro.adat 

possible t e r m s Jince the board 

is ultimately responsible for the management of the 

Bank. The boud should be given responsibility for 

all major policy decisions. It should also be given 

powers to delegate authority to committees or offi­

cers of the B.ank. 

PI.Aifl roa A w. 
PDIOII a.umxo 
covwcu. 

In the several studies of Cuban 

banking needs which have beeo 
made by the Cuban Government, 

there bas been provision for a Superior Bankin& 
Council. It was proposed in these studies to provid• 

this Council with pow<r over the Central Bank in 

all major policy matters and evtn in many matt<rs 

of detail concerning Central Bank operations. 

The Mission has given careful consideration to the 

desirability of providing for a C.ouncil of this sort 

and is in sympathy with the objectives which it is 

hoped to reach through the function of a Superior 

Banking Council. However, to establish a Council 

with powers superior in all imporunt respects to 

those of the Central Bank and staffed with full. 
time officers and employees, ~ both undesirabk 

and unnecessary, in conjunction with a Central Bank 

-H-

such as is recommended in this repon. It is u.nde­

"rable first because it would place the Bank's board 

of directors in such a position of inferiority as to 

make it doubtful that well-qualified persons would 

accept membership on the board, and second because 

there would be uneconomical duplication of func­

tion and personnel between the Council and the 

Bank. The principal objectives sought through the 

Council are believed to be attained in the Mission's 

recommendations by other means. 

t BE A.DVIIOI.Y 
COV1fQI. ()If MOll· 
n.\IT POLICY 

Nevertheless, functions of consid­

erable usefulness could be per· 

formed by a small advisory council 

of Govtrnment officials and others, acting mainly 

through occasional meeting and with indirect rather 

than direct powers over the Central Bank. The Mis· 

sion therefore recommends the establishment of an 

Advisory Council on Monetary Policy, made up of 

the Ministers of Fi.nance, Agriculture, Commtrce, 

and Labor, and three others appointed by the Presi­

dent. Of the President's appointees, one might be 

~lected from the faculty of the University of H~­

vana, and one might be a man, either in Cuba or 

from abroad, who is experienced in central bank-

ing problems. 

-H-
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rviiCTIOIII or 
tiD ADYIIOI'f 
COVIICIL 

The duties of the Council should 
primarily be to consult and advite 
with both the Government and 

the Bank on major matters of credit policy which 
particularly affect the public welfare. Ultimate re­
sponsibility for policies of the Central Bank should 
be left with the Bank's board of directors, but the 
Council would have the prerogative of making ia 
views on policy known to th.e boud whenever the 
Council desired, of requesting explanations from the 
Bank on its actions, and of calling attention to neg­
lected problems, and would have certain duties in­
dicated i.n a later section in regard to deficiencies in 
the Central Bank's required reserves. 

At any time the Council should have the right 
to request that the Bank make an explanation in 
writing of any current policy. In addition, the Bank 
1hould be required to make an annual report to the 
President, with a copy to the Council, explaining 
all major policies carried out during the year and 
giving the reasons therefor. 

MBI'Dia& 011 In view of the recommendations 
ltOCZJIOU)EitS made above for selecting the man· 

•gement of the Bank, the functions remaining for 
action by the stockholders of the Bank :as such •re 

-36-

relatively few. Meetings of the Central Banlr.'s shore· 
holders may be provided for to receive the annual 
report of earnings, discuss matters relating to the · 
Bank, ond attend to other technical requirements of 
the Bank's corporate existence. Furthermore, th• "% 
panels for the selection of Cl:ass A directors might 
be selected by rhe member banks on the occasion 
of the annual meeting of shareholders. 

-37-
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liJ. LOANS AND INVESTMENTS 

The making of loans and invest-
ments is probably the mott impor­

tant single function of a central bank. It includes 
refwing unsafe, improper, or excessive loans and 
investments as well as making positive commitmenu 
with courage ~nd discrimination; influence upon 
borrowers to improve the character of obligations 
which may be acquired by the bank; skillful timing 
of operations; and enlightened management of the 
total volume of its credit outstanding. The Cuban 
C.nual Bank will survive or fall, will benefit Cuba 
or leave it worse off than if the Bank had never been 
created, depending on the quality of the Bank'• 
policies in this vital field. 

-39-
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The Central Bank will normally confine its loam 
to (or make its investments in the obligations of) 
banks, tbe Central Government itself, tbe Stabiliza­
tion Fund, and any governmenul credit institutions 
wbicb may be created. Recommendations concern­
ing these uses of central bank credit will be dis­
cussed in that order. 

ACCONMODAnoll R e g a r d i n g accommodotion to 
10 

IAJIU banks, it bas been customary in 

central bank laws to define in considtroble detail 
the credit innruments eligible for rediscount. Never­
theless, in the opinion of qualified observers the results 
of such detailed notutory definition in the United 
Statt's have not been altogether satisfactory and have 
resulted in significont inflexibility of rediscounting 
operations, with few compensating advantages. The 
Mission therefore recommends that a broad and 
simple formula be written into the Cuban law to 

govern the Bank's selection of the credit instruments 
which it may consider for rediscount. 

Until the banks in Cuba shall have 
obtained some experience with central bank opera­
tions, it seenu advisable to confine normal rediscount­
ing to the better recognized types of self-liquid2fing, 
short-term credit instruments. To this end it should be 

-40 -

provided that the Central Bank may at its discretion 
rediscount self-liquidating obligations of • quolity 
recognized os sound by the best banking standordl 
bearing the mme of at leost one person or firm of 
proven responsibility and endorsed by a stockholding 
bank, with a maturity of not more than 120 days 
from the date of discount, or 180 days in the case 
of obligocions issued for agricultural purpodeS. 

ADVAIICD The Bank should also have the 
pow<r to make advances to stockholding banks se­
cured by assets eligible f.,r rediscount or purchase by 
the Central Bonk, provided the advances have a 
maturity of not more than 90 days. 

DIDOEIICY 
ADVAIIctl 

Howeve.r, in order to give the Bonk 
scope and flexibility to meet special 

unforsecable conditions, the Mission recommends that, 
in addition to the rediscount powers enumerated 
above, the Central Bank be authorized to moke 
odvances to stockholding banks with o maturity of 
not more than 90 days on the security of any assets 
mi.sfactory to the Central Bank (whether or not 
eligible for rediscount or purchase) upon the alfirm-
ative vote of five directors. 

The Bank should be authorized to 
issue regulations concerning obligations it wiU accept 
for rediscou.nt or os coUateral for advances-

-41-
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IOI.'fDCT or 
OIIIOOD 

For example, before it acquires any 

obligations dependent for t heir 

value in whole or in part upon the endoC1Cment 

of a shareholding bank, the Cenml Bank might 

desire to have on file a recent proven statemeiu 

of the adequacy and soundness of the bank's assets. 

The proof might consist of an audit by public 

accountants acceptable to the Central Bank or 

certification by qualified bank examiners, includ­

ing if necessary, examiners employed by the Cen­

tral Bank. Concerning the Cuban branches of 

foreign banks authoritative st3tements as to the condi­

tion of either the Cuban branches alone or the bank as 

a whole may be acceptable, provided the full credit 

of the entire institution sunds 3S security for all li­
abilities of Cuban branches. Further, before being 

accepted for rediscount, .all obligations bearing the 

names of business firms or individuals (in addition 

to the endorsement of a bank) should be supported 

by authenticated financial statements of the princi­

pal parties to such paper. 

iCiOhMt or The Bank should regulate its redis­
counts not only by the rediscount 

rates charged the borrowing banks, but also by 

scrutiny of individual documents presented for redis­

count and by diiect refusals to rediscount when this 

-42-

I«J1lS desirable or necessary. The right and the du 

of the Bank to discrimin2te between desirable an~ 
undesirable loans $hould be clearly stated in the law. 

JIEIP()NIDD.ITY During periods of threatened un-
roa OllllaA"L 
cliDIT COli · desirable credit contraction the 

DIJIOIIS Central Bank should not necessarily 

confine itsdf tO rediscounting self-liquidating obli­

gations of prime quality. The Bank should feel respon· 

sibility for the credit structure as a whole, for 

the general level of business activity and employ­

men<, and for the market for obligations of the Cu­

ban Government and Government agencies. U 
measures with respect to normally rediscount3ble 

p3per are inadequate, more aggressive steps should 

be adopud at the me»t effective time, with due rec­

ognition of the Bank's limitations. 

The (".entr31 Bank should be em-lOAMI TO tiUl 
OOVDIINZIIT powered to give reasonable assin­

ance to the Central Government. Although there is an 

inclination in tome quarters to regard any centnl 

bank accommodation to government as dangerous, 

it seems 3bundantly clear that 3 moderate amount 

of such accommodation is not only desirable under 

certain conditions but much less dangerow than 

a strict prohibition against it. The Cuban Govern-
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ment should not, of course, rely upon Central Bank 
credit as a substitute for taxation or borrowing 
from the public. Caution and wisdom should be 
applied in determining the appropriate amount of 
Central Bank credit. Under ordinary circumsunca 
and especially during unusually prosperous yurt, 
it is questionable whether the Bank should make any 
advances to the Government, unless short- term 
financing to meet sea.sonal fluctuations in the Gov. 
ernment's revenues cannot be obtained at reasonable 
rates from other sources. However greater Cenual 
Bank assistance during pe.riods of trade depression 
may be essential to the financial and economic welfare 
of the country. Tbe funds should, of couNe, be 
scrupulously guarded from uses involving political 

fnvoritism or waste. 

UMITATIOIII 0 " 
tOAIII tO GOV-

Tbe Mission recommends thn the 
B a n k be authorized to make 

loans to the Government with a 
maturity of one year or less, on the affirmative vote 
of five members of the board of directOrs, provided 
that the net total of the loans made during any one 
year (excluding refunding) does not exceed five 
percent of the Government's budgeted expenditUICS 
during the then-current fiscal year. An amount in 

-44-

excess of five percent Can be advanced only on the 
affirmative vote of six members of the board of 
directors. 

It should be clearly understood, however, that any 
loans tn the Government are at the discretion of the 
Bank, and that the Bank may reject the Govern­
ment's requests for advances either for reasons of 
general credit policy or for other considerations of 
the public welfare. At the same time, the Bank 

should always be mindful of its SPCcial responsibili­

ties concerning the credit of the Government. 

When, as the result of such advances made over 

the course of two years or more, the total of such 
direct loans outStanding on the books of the Bank 

has reached an amount equal to I 0 percent of the 
annual average budgeted expenditures during the 

current and next preceding fiscal years, no further 

advances should be made to the Government except 

on the affirmative vote of six directors. 

Furthermore, the law should SPCcify that in no 

case may an excess over the I 0 percent referred to 

above continue to be outstanding for more than two 

years in any four-year period. 

-4S-
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The Central Bank should help fj. 

nance the Stabilization Fund's accu. 

mulations of gold or foreign ez. 
change. This is discussed in detail in Section VTI. 

ASSIST ANCB TO 
omciAt CJIEDIT 
AOEIICtZII 

Another important use of central 
bank credit is loans to (or invest· 
ments in the securities of) official 

lending agencies. The American ~ion is Strongly 
of the opinion that the Cuban economy is in need of 
~n official or semi-official agency to extend credit for 
agricultural purposes and that consideration should 
be given to the advisability of establishing agencies 
for industrial, public works and mortgage purposes· 
The Mission hopes shortly to submit a report on an 
agricultunl lending institution. The Central B•nk 
i.n turn should be authorized to give reasonable :wist· 
ance to such agencies and should be directed to foster 
their sound devdopment so far as is consistent with 
ics general credit policy. 

It is a distinct possibility, as well as a dtSirable 
one, that a good share of future credit expansion in 
Cuba will occur through such lending institutions. 

More specifically, the Bank should be authorized 
at its discretion to acquire obligations of these 
agencies subject to some general protective limitations. 

- 46-

The limitations might take the form of a provision 
that the obligations must be short-term and possibly 
bear the guuantee of tbe Government a.nd that not 
more than some moderate proportion, perhaps U 

percent, of the Central Bank's assets may consist of 

the obligations of any one of these agencies. It is 
not possible nt this time to foresee with accuracy 
the maximum extent to which the Central Bank 
may advisably fina.nce the agricultural and other 
Government credit agencies. The Mission therefore 
recommends that at the end of two years the Bank, 
with the approval of the President of the Republic, 
may increase the above proportion to not more than 
20 percent. Any further increase in the percentage 
.hould be legidatively determined. Obligations of 
such agencies rediscounted with the endorsement of 
a shoreholding b•nk are to be regarded as coming 
outside of the percentage limitation just mentioned. 

EMEIICENCY With the possible exception of ex· 
LOAIIS TO creme emergencies the Central Bank 
PVIUC 

should not make loans directly to 

the public. Private lending agencies cannot be 
expected to stay in business in direct competition 
with a central bank wich is given monopolies of 
note issue and holding other banks' reserves. The 
Bank has the further advantages of parcial<xemption 

--47-

... • 

Regraded Unclassified



AMv.ICAN TECHNICAL M.wJON IN CIJBA 

from tues and services of management paid in pan 

from other sources. Furthermore, there ue important 

advantages to a central bank i.n having bu.sintSs loans 

and most bank investmentS made by independent, 

privately-managed banks. The pressure upon a semi­

governmental bank to make particulu loam or 

investments which may be undesirable can readily 

become intolerable. 

Only, therefore, in special emergencies of credit 

contraction when normal banking facilities are seri­

ously disrupted and when banks against their wish ;are 

forced to call in old loans and to refuse new onts, 

should the Central Bank be authorized to lend 

directly to the public. Such emergenc.ies should be 

recogniled to exist only upon proclamation by the 

President of the Republic (possibly with the consent 

of the Senate) , and all loans to the public by the 

Central Bank might properly require an affirmative 

vote of five directors. 

C»Eif MAUEr 
orrv.non 

be given the 

open - market 

Quite apart from itS direct loans 
and advances, the Bank should 

powers nec=ary to implement its 

policy. The B•nk should have the 

authority to buy and sdl securities in the open 

market at times when it wishes e.ither to increase 

-48-

or to decrease the funds available to the bankinr 
system. In this connection the Bank should be 

authorized to purchase direct obligations of the 

Republic of Cuba which have been outstanding in 

the open market for one year or more, short-rum 

debentures or notes of Government credit agencies, 

and interest-bearing obligations of the Stabili:r.ation 

Fund (for which see Section Vll below), whenever 

such purchases are requited to carry out the Bank's 

open-market policy. Obligations of the Govern­

ment issued within the preceding year may also be 
purchased in the open market, but all such purchases, 

as well as purchases of obligations of official credit 

agencies, should come within the respective percentage 

limimions recommended above. It should be required 

that all securities for the open-market portfolio 

>hould be purchased in the open market at prevailing 

prices. If the av•ilable supply of the obligations 

named above is too small to permit effective open· 

market policy, the purchase should be permitted of 

other seasoned, first-grade bonds which have been 

outstanding for two years or more. 

The Bank should, of COilrS<', be empowered at its 

discrotion to sell any assets which it is authoriud ro 

acquire. 

-49-
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When .a market for Government securities has 
developed to the point where the Central Bank 
would be junified in undertaking limited stabilizing 
operatioru in the market for new issues of Cuban 
Government securities for brief periods, consideration 
can be given to adding to the powers of the Central 
Bank in this respect. The Mission recognizes that 
if and when an .agricultural bank is enablished, its 
long-term, mortgage-secured bonds will in due time 
be offered in the investment market. Considenrion 
of the relationship of the Central Ban.k tc those 
securities may well be postponed until plans for the 
agricultural bank are more fully determined. 

toAD roa The statute might include a pro-
DZCVLAnon vision prohibiti.ng purchase of or 

lending upon assets issued to finance speculation in 
stocks, real estate, or commodities. 

-..I'I' LIN- It may be desirable at this point 
ttAnons 0 " CEJI. t o call attention to the bet that a 
tL\1. un cuo. 
tt central bank cannot be reguded 
as a source of unlimited financing for aU desirable 

purposes. Loans and investments made by the 

central bank increase (in the absence of offsetting 

changes) either the currency held by the public or 

the legal reserves of the banks· Increases in their 

-so-

THE CENTllAL BAN&. AND Su.:&JLIZATlON FUND 

reserves give the banks the means with which to 

expand their own loans and investments. For aU com­
mercial banks taken colectively, additional reserves 
permit an aggregate expa.nsion of their loans and 
investments several times the amount of the increase 
in reserves. 

One of tbe basic duties of a central 
bank is to maintain the volume 
of the m e m b e r banks' reserves 

at a level consistent with and conducive to the best 
interests of Cuba. The volume of reserves must not 
be permitted to stimulate the banks to expand their 
loans and investments to excess. Consequently the 
Central Bank must regulate the total of its own loans 
and investments so as not to cause a damaging over­
expansion of member bank credit. 

One aspect of this responsibility is that the Central 
Bank must not extend an excessive amount of credit 
to official lending agencies. Such agencies must be 
prepared to obtain much and at times aU of their 
loanable fund from sources other than the Ce.ntral 
Bank. 

IIDD FOI COtm. 
DDCII m aeon. 
GAGEl JUO) g. 
cvmta 

One of th~ conditions in Cuba re· 
peatedly described to tbe Mission 
during its investigations was the im· 

paired public confidence in mortgages and other 
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secured obligations. Much of this lack of confidence 
was attributed to the mortgage moratorium law1 of 
recent years. 

The effectiveness of a Central Bank will be con­

siderably reduced in Cuba unlm it is possible to 

develop willingness on the part of investors to 

purchase well-secured obligations of official credit 
agencies and of the Government. In order to help 
develop such confidence, it is essential that the pubUc 
have f:tith in the fair and impartial trt2tment of 
creditors by the Government. Any opportunities 
utilized to demonstrate the Cuban Government'• 
resolve to treat creditors with complete fairness 
should be of distinct benefit to the long-run develop­
ment of Cuba's economic welfare. The Mission 
urges that careful and prompt consideration be given 
tO a review of the entire mortgage montorium 
situation i.n Cuba in order that the Central Bank 
and any agricultural bank which may be emblished 
may carry out their operations under re2sonably 
favorable conditions. 

- S2-

IV. NOTE ISSUE A\'ID THE RESERVE 

REQUIREMENTS OF THE CENTRAL BANK 

The Mission recommends that the 
Central Bank be given the exclu-
sive power to issue paper currency 

in Cuba and thRt the Bank's notes be given legal 
tender status. 

TIIAftlnll or an.. The Bank should take over the 
VD CEitnPICA1D I b I f .ia i ity or outstonding issues of 
silver certificates and the gold and silver coin held 
as cover against them. 

IIOID ACAIJIST 
WHICH IAn: 

The Mission suggests, further, that 
these issu.. should be regarded u 

X1IST 801.11 u. 
IDVD volume of currency to which Cuba 
has already become adjusted~ Accordingly the Ba.nk 

-n-
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should be r~uired tO m:Untain legal reserves only 
against its notes which constitute a net increase in 
Cuba's total issues of currency outstanding at the 

time the Central Bank begins operations. These issues 
should include silver certificates and one-peso coins 
held by the banks and the public but not coins held 

as cover for silver certificates. 

The replacement of silver certificates by Central 
Bank notes would thus not affect the reserve require­
Olents of the Central Bank in any way. For example, 

if silver certificates outstanding .are 100 million 
pesos when the Bank starts business (assuming 
approximately 20 million to have been issued under 
pending legislation), only the Bank's notes which, 
when added to the amount of silver certificateS and 
one-peso coins still outstanding, are in excess of 100 
million, would be subject to reserve requirement!. 
The Bank's notes that replace the silver certificates 
and represent no net increase in peso currency or 

coin outstand;ng would require no reserve. 

DIUOIITIOII O P 
mvn coot e.. 
navE AGAD<St 

c:atiPICA'ID 

by the ooined 

certificates are 

The silver pesos received by the 
Bank need be retained only so 

long as silver certificates covered 
pesos remain outstanding. As the 
replaced by bank notes, either be-
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couse they are worn out or because the Bank wishes 
to retire them, the silver ooin need no longer be 
held as cover for silver certificates. Some asset, how­
ever, equal to the monetary value of the silver coins 
will be needed to keep rhe Bank's assets equal to its 
liabilities. Therefore, if at some time it should 
appear opportune to the Bank to dispose of its silver 
coin at bullion value, it would be necessary for the 
Bank to obtain some asset equal to the difference 
betw«n the coin's monetary and bullion valu.,. The 
Mission recommends that in this event the Govern­
ment turn to the Bank special Govtrnment cert­
ificates with a face value equal to this difference, 
bearing no interest and having no maturity. 

IDDVZ IIEOU1U­
X£"T AQADn't 
nii!IMrt"Otn 

The reserve requirement against 
the Bank's notes which the Mission 
recommends is the moderate ratio 

of 25 percent. This ratio, as stated above, would 
apply to all note issues of the Bank in excess of the 
amount of Cuban currency (indud;ng one-peso 
coins) ouuunding when the Bank begim business. 

u.o.u aaavza The Mission recommends that the 
only legol reserves of the Central Bank be obligatioru 
of the Stabilization Fund secured I 00 percent by 
gold or foreign exchange. These obligatioru are 
described in full Section VIL 
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raOCIDilllE on. 
litO A DEnCim· 
CY lit m:uBVEI 

Whroever the legal reserves of the 
Bank fall below the required level, 
the Bank's policies &hould become 

subject to consunt review by the Advoory Council. 

Unless authorized to the contrary by the Council, 
the B~nk should inmediately underuke measures to 

restore the required reserve ratio. If the Council is 
not satisfied with the measures adopted by the Banlr. 
it should have the authority to require the Banlr. 
to alter its program. This authority &hould continue 
in force until the legal reserves are once again at or 
•hove the minimum requiremrots. 

The question of whether the 2S percent reserve 
requirement, with a similar flexibility os regards 
reserve deficiencies, should apply to Central Banlr. 
deposits has produced two viewpoints within the 
Mission. The entire Mission is agreed that dollar 
deposits of the Bank should be re~rded as outside 
the peso system and should be fully covered by dollar 
assets in accordance with the best practice of the com­
mercial banks. This is discussed further in Section Vl. 

MAJOIITY'S au. Against the Bank's peso deposits, 
IONS roa KOMJ. Mis 
MAL CE N t t A L however, the mayority of the • 
1 A" x IU:SE&VJ: sion recommrods that no reserves 
UQ1111lEN!NTS 

be required· The principal reasons 
for this view are the belief that the Bank's starutory 
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reserve requircmrots &hould be as l.ow as public 
opinion will allow and that as litue prestige as possible 
should be given to the desirability of maintaining a.ny 
fixed percentage of reserves. The Mission regards as 
fallacious the view sometimes held that high Central 
Bank reserve requirements of gold or foreign exchange 
are .a useful means of assuring the foreign exchange 
stabaity of a currency. At times large official holdinss 
of gold or foreign exchange may be desirable, but at all 
times they should be avoibble for nport. Immobi­
lized reserves ue of no direct utility in maintaining 
the value of a currrocy. Only reserves which may 
be exported, that is which may be used to finance 
poyments abrood, are of value for this purpose. 
Reserves required to be held against the Centnl 
B~nk's liabilities can be f'!IJY mobilized only by 
elimination of those liabilities: unless there is some 
such flexible arrangement as is envisaged in both the 
majority and minority vi~wpoints in this sect.ion. 
Such dnstic credit contnction may be so domaging 
to the national wei fore that it becomes a proctical im­
pooibility. As already stated, the Mission believes that 
Centnl Bank credit policies should be guided by more 
discrintinating criteria than rigid reserve formulas. 

The Mission is well aware that it has been custom­
ary for central banks to maintain reserves not only 

-S7-
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1g:1irut their notes but also against their depooi(S. 

In the preceding paragraph is set forth the conviction 

that Cuba should, so fu as ~ible, maintain 

its stock of gold and f o r e i g n exchange for 

stabilization purposes. Even though the Bank's 

agg.regate reserve requirements would be low on the 

basis of immediately prospective liabilities, the 

majority do not wish to require large reserves to be 

held when the Bank's liabilities shall have grown 

substantially. In order to avoid this, the majority 

recommends that every practicable measure be taken 

to prevent the banking structure of the country from 

being linked so closely to gold or foreign exchange as 

to subject that structure tO shocks of a deflationaty 

sort at time of balance of payments maladjustment. 

Furthermore, it is desired to avoid popular al:um due 

to the common misconception of the significance 

of Central Bank reserve requirements. 

It probably must be recognized thot lay opinion 

will not be fully content with a centra.! banking 

system in which neither notes nor deposits have some 

sort of gold or foreign exchange reserve. For this 

reason the majority recommends a statutory reserve 

requirement of gold and foreign exchange against 

the notes issued by the Central Bank. As to the peso 

-f8-
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depo$its of the Central Bank, however, the majority 

believes that there need be no required reserves of 
international money. 

MllfOJUTY UCOM· 
Mll!IDATIOH 0 r 
USOYE UQI1JBZ. 
MZHn IIDAIHIT 
Dt:rOSnl 

Some members of the Mission, 

however, believe that the Bank 

should be required to hold reserves 

against both peso notes and depo$its. 

They consider that deposits, fully as much as notes, 

represent Central Bank credit, the volume of which 

should be li.mited in some measure with relation to 

the gold and foreign exchange resources of the coun­

try. They are further nf the opinion thot Cuba's gold 

and foreign exchange resources will be ample to 

provide the necessary reserves against depo$its without 

any restriction nf the legitimate credit activities of 

the Central Bank. On the basis nf the January figures 

(shown in the oppendix at the end of this report) 

2f perce.nt reserves against peso depo$its of the 

Central Bank would amount to 4 million pesos. A 

doubling of the peso depo$its in the hands of the 

Cuban public would raise these required reserves of 

the Central Bank to only 8 million pesos. Owing 

t'> the l.rge fiduciory issue of note> for which 

provision is made in this report, required reserves of 

the Central Bank against notes are likely to be 

-f9-
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negligible when the Bank begins busin~ Virtually 

the only merves required would be those against 
deposits. Since the Cuban Stabilization Fund alreody 

had $8 million at the end of March, and there were 

possibly $30 million of United States currency in 
the hands of the Cuban public most of which should, 

under the new system, be replaced with pesos and 
acquired by the Government; and since the prospects 

are that the Cuban balance of international payments 

during the war will lead to far greater acquisitions of 

dollars, these members of the Mission believe that 
Cuba is well able to adopt what appears to them to 

be a more rational system of reserve requirements. In 
this connection they are impressed by the {act that the 
reserve requirements are not absolute, but allow for 

a smooth adjustment in the unlikely event that 
reserves fall below the legal minimum. 

The type of reserve requirement recommended 
(whether •gainst notes only or against both notes 

and deposits) gives some warning when the volume 
of Central Bank credit is out of line with the 

resources of the Fund, and it provides for corrective 

oction; but it does not rigidly force the Bank in~ 
action which may be inappropriate tO the econonuc 

situation at the time. If the Bank's reserves are 
deficient, for instance, because a bad sugar crop and 
an adverse balance of trade are draining the Fund's 
resources, the Bank may well decide that the internal 

-60-

situation in Cuba requires support rather than further 
prasure toward contraction. In such a case, the 
Ban.k might extend credit freely as the best means 

of metring the situation, pending the adoption of 

other measures 'to balance Cuba's intornational 
position. In pursuing this policy the Bank would, 
however, have to have the approval of the Advisory 
Council. 

IIGlllPICAlfCZ or The entire Mission agrees that the 
DmlllfAnOII.u Bank should not expect to receive 
UIDVD roa 
camn IOUCT from the level of the Fund's 
holdings of gold or foreign exchange its principal 
guidance either to expand or to contract credit. 
Deve.lopments of recent years cost seriow doubt on 

the wisdom of determining domestic credit policy 
solely on the basis of a country's holding of inter­

national reserves. Able and far-sighted central bank 
management should, under some conditions, encour­
age the expansion of bank loans even when there 
is only a small reserve of gold or foreign exchange 

and, under other conditions, a discriminating or 
restrictive credit policy nuy be desirable even though 
a country holds a large amount of gold or foreign 

exchange. It seems clearly possible that both of the 

hypothetical conditions jwt stated nuy sometime 

oecur in Cuba. These problems are discuued further 
in S«tion vn. 
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V. R E S E R V E R E Q U I R E M E N T S 

OF CO MMERCIAL BANKS 

The Mission believes that the re­
quirement of the Cuban Commer· 

cial Code that banh hold reserves of 
2f percent of their deposits should be continued sub­
ject tO possible modification by the Central B:mk 
under special, limited circumstances. The law should 
require that at least four-fifths of tbe 2f percent 
be he.ld in deposits at the Central Bank. The low 
should abo require the same reserve against savinp 
deposits subject to reduction at the discretion of 
Central Bank to a minimum of f percent. Coinci­
dent with this power to reduce the requirements, 
the Bank should have the power to define such 
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deposits and issue regulations concerning them. The 
currency in which these reserves must be held is 
discussed in the next section. 

EMEl\GEIICY CON· 
TIIOL OF RESERVE 
IIEQ11JIID(Eiml 

In case of threatened over-eue0 • 

sion of bank loans or investments, 
the Bank should have the power 

to require thot commercial banks hold peso reserves 
higher than those regularly required. 

In the interest of Cuban welfare a.s well as in 

justice to the banks, limitations should be written 
into the law designed to protect the banks against 
injury from application of this power. The higher 
reserve requirtment ratio should apply only to demand 
deposits in excess of those held by each bank at the 
time the increase is ordered. Furthermore, it should 
be required that the Central Bank make what 
provisions are necessary to allow banks to take care 
of any firm commitmentS to lend entered into bt· 
fore the increase is announced. It should a.lso bt 
clearly understood that banks will be permitted to 

levy charges on bank depositors sufficient to covet 
the costs of maintaining checking services, including 
among the COStS a fair profit on the banks' capital in 
Cuba. These costs are ordinarily covered by the 
income from the banks' earning assets, but if they 

-64-
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are not permitted to increase their earning asxu u 
their deposits inc.rease, the banks should be compen· 
sated through service chuges. The Central Bank 
should also be authorized to make adjustments for 
new banks in order to permit them some degree of 
expansion of credit. 

The Bank should have the power to cancel any 
incre:~se in reserve requirements above 2S percent. 
In periods of emerge.ncy the Bank should also have 
the power to reduce reserve requirements below 2J 
percent. 

-61-
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VI . THE S T A T US OF T H E 

DOLLAR I N CUBA 

IPDO 1\'ltiM Dlo Sp«ial problems are raised by the 
exisunce in Cuba of a large volume 

of b:tnk deposits, bank loans, securities, and currency, 
.all denomin.ated in United States dollars, side by side 
with similar instruments denominated in pesos. An 
exact statement of the degree to which this dual 
monetary synem is disadvantageous to Cuba will not 
be undertake.n in this report. Nevertheless, the dis­
advantages seem clearly to preponderate. 

lllTII<lO Ott The Mission believes thn Cuba 
'IIWaiDOIO should progress from a dual peso-
doUar system to an all-peso system by gradual, vol­
untary stages. Legislation to enforce an abrupt, 
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compulsory conversion seems likely tO do mou b:um 

than good. The transition should be brought about 

by increasing the prestige of the peso t.hrougb careful 

and wise monetary policies. 

rowa or 1'BB 

DOtLAII 

The Mission recommends that the 

legal t e n d e r power of United 

States dollars be terminated at once. 

But it doubts that other impediments agairut tb<ir 

usc or m=ures forcing dollars out of Cuba would 

be in Cuba's interest at this time. Obligotions 

denominated in dollars should be payable in dollan 

with full legol sanction. The Stabilization Fund and 

the Central Bank should then devote themsdves to 

the task of winning full public confidence that 

pesos are more desirable than dolla.rs for people in 

Cuba to bold an use. 

At some future time, consideration should be given 

to the use of dollars, possibly including taxation at • 

very low rate on all transfers from p~ into dollars, 

extra charges or taxes upon the keeping of dollar 1nnk 
balances, and other measures. 

LAW or 11J1.T a. Ending the legal tender po•er of 

•m dollar will probably render obsolrtt 

the provisions of the law of July 8, 19)9, whereby 
banks are required to meet dollar liabilities in dollon 

-68-

but ctrtoin cl:wa of bank borrowers (as well as othtr 

debtors) may repay dollar loans with a like number 

of pesos, regardless of the currtnt o:rcbange rate· 

Even though this provision of the law would have 

become ineffective, the Mission believes that it would 

be advisable that this provision of the law be speci­

fically repealed. Obligations mould be payable only 

in the currency in which they are denominated. 

With the peso at parity with the dollar, repeal of 

this law will cause no burden upon anyone. 

The provision of this law which apparently rtsulu 
in penalizing any penon quoting a foreign e:rchange 

rote for the peso lower than the previous quotation 
should also be repealed. It is now gentrally recognized 
1hat it is based upon a misconception of how an 

unrummoled foreign exchange marker would work 
ond prohibits banks, which are fore.ign exchange 
brokers, from responding to the forces of supply and 

demand in both directions. The repeal of this law 
would be more a mntrr of principle than of impor­
tant effect, since the Stabilizatio" Fund $hould 
succ~ in eliminating all but trifling fluctuations in 
the rate of exchange. 

So long as dollar bank b:alances 

exist in Cuba, banks $hould be 
n:quired by law to keep their dollar assets and their 

-69-
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peso assets in substantial balance with their rtspeeti" 
dollar and peso liabilities. Such legislation will ODJy 
make compulsory what is understood already 10 be 
the firm practice of the banks now in Cuba. 

a A II I< UIZIIVES The Mission recommends further 
that banks be permitted to bold AQAIIQT I>OLLJIII 

D!POSift their legal reserves against dollar 
deposits in dollars for a period of five yean. Pao 
reserves would have to be held against peso deposiu. 
Afrer five years, banks should be required to bold 
all their legal reserves in pesos. This provision will 
give ample warning of tbe change and should end 
uncertainty concerning the proportion of dollars and 
pesos required to be held as commercial bank re· 
serves. It will also give the commercial banks ample 
opportunity to induce their customers to hold deposia 
in pesos rather than in dollars. 

Against all its deposit liabilities denominated in 

dollars (including the member bank's reserve deposia 
referred to just above), the Cenual Bank should be 
required to keep a I 00 percent cover of bigh-srade, 

liquid dollar assets. 

- 70-

VII. THE STABIL I ZAT I ON 

FUND AND I TS RELATION 

TO THE CENT R AL BANK 

The Mission recommends that the 
Cuban Stabilization Fund be ern-
powered to acquire gold and foreip 

exchange and to use those holdings to stabilize the 
foreign exchange value of the peso during periods 
when the balance of payments is adverse. In order tO 

build up such holdings, tbe Fund should have u ia 
disposal adequare peso financing, so that it can re· 
tain gold or foreign exchange until needed. 

The Fund as now constituted bas 
usually had to sell its acquisitions 
of dollars within a vety short time> 

The Fund's principal. source of foreign exchansc 
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has been the dollars which sugar and molasses export. 
ers were required to deliver to the Fund at par. They 
were entitled to receive prompt payment of a like 
number of pesos. While the Fund had acceu to 
general Treasury funds, the Treasury has usually 
needed all its funds within brief interv•ls to meet 
budgetary expenditures. Some of the Fund's ·dollan 
were purchased by the rreasury at par to meet tbt 
Government's expenditures abroad. The Fund was 
obliged to sell most of its rem'aining dollars in the 
foreign exchange market in order to obuin pesos 

with which to reimburse the exporten ddivuing 

dollan. The Fund could ~tain only whatever ~~<­
mium there was on the dollar. When the dollu ,.., 

at par or at a small discount, as in the first quarter 
of 1942, there was no profit in such opeutions and 

there may have been a loss. 

WVdJCZ8811f 1.u. Lack of adequate peso fintncing 
u cc or llftEit. has not been the only factor pre-
CUIJIDCT PAY· • 
~ venting the Fund from build~ng up 

a stock of gold or foreign exchange in the period 
prior to the last quarter of 1941. While the peso"" 
at a discount, any attempt by the Fund to accumu· 

late foreign exchange would have tended to depms 

it further. 
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In recent months, however, the 

pao has gone to a premium. Were 
tho dollar not used directly as money in Cuba, the 
Fund would currently be engaged in acquiring dol-

1m in exchange for pesos on substantial scale. The 
Mission is recommending a peso system for Cuba 
with Fund operations on whatever scale is needed 
to mainuin parity between the peso and the dollar. 

POaW& L o c A· A good case exists either for plac­
'11011 or nat nnu> ing a country's foreign exchange 
nabili:r.ation operations in the central banlr. or for 

establishing an independent fund. The difference 

between the two methods is perhaps more apparent 
than real. 

If the central bank buys the gold or foreign ex­

chonge, each peso's worth that is acquired will ordi­
narily be financed by an incre:ue of one peso in the 

central banlr.'s outstanding banknote or deposit Ji. 
abilities. lf the stabilization fund is independent or 

is a pa.rt of the Treasury, the acqui5ition of monetary 

gold or foreign exchange may be fmanced by issuing 

against the gold and foreign exchange acquired tome. 

obligation suc.h as gold or foreign exchance cerci-
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ficates. These could be designed to terve either • 
~i.rculating currency or as the means of obtainia& 
a deposit in the central bank. 

If, however, the monetary authorities desire to 

finance the increase in the stock of gold or dolhn 
without issuing new money, it i.! possible to do to, 

whether the fund is pa.rt of t he bank or seprau 
from it, by means which are discussed below. 

IIAIOD roa Dl· The Mission feels that there is a 
~- FU1(I) d the preponderance of a vanuge at 

present time in making the Cuban Subiliution 
fund separate from the Central Bank, for che 
following reasons: ( 1) Responsibility for the for· 
eign exchange value of the peso and operations 
to stabilize t hat value should be placed in an agency 
fully responsible to the Government. (2) Profits or 
losses arising from stabilization operations should be 
for the account of the Government and thi.! account· 
ing can be carried on more conveniently and un~e~­
standably when the Fund is separate than when 1t ~ 
part of the Bank. (3) A set-nate Fund makes It 

easier to handle the financing of acqui.!itions of gold 
and foroign exchange by borrowing from tho public· 
The significance of this measure is di.!cussed furcher 

on in this section. 
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MAJIA_., 01 Tho management of tho eaisting 
!Ill PVJII) Stabili~tion Fund in Cub a it 
wholly within the Treasury. With tho establishment 
of a Central Bank it appears advisable to the Mission 
rhot the Governor of the Bank should porticipote 
in the management of the Fund just as the Minister 
of Finance participates in the manogement of the 
Bank. The community of inte.rest and problems is 
10 close that this mingling of the managements should 
contribute to efficiency and unified policy. The 
Mission therefore recommends that the Stabilization 
fund be administered by a committee composed of 
three members: the Minister of Finance, who should 
be chairman, an appointee of the Minister of Finance, 

and the Governor of the Central Bank. 

OVDDIIAn MZ­
THODOPI'VIOOSH· 

1110 Paot 

Probably the simplest method for 

financing the peso requirements of 
an independent Fund is to give 

it the right to incur a peso overdraft at the Centrtl 

Bank up to the cost of any gold or foreign uchange 
added to the Fund's holdings. When the Fund buy. 

gold or foreign exchange ~ther in the open market 

or from exporters delivering dollars as the law now 

requires- the Fund can pay for it with a check 

drawn on the Central Bank, in pesos• The check 
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being acceptable at any bank, the seller of the &001 
or foreign exchange will receive payment at hit con­

venience. When the check is presented to the Central 

Bank in turn by a commercial bank, both the Cen­

tral Bank's liabilities (either notes or ckposits due to 

banks) and the Bank's assets -i.e., the overdraft of 

the Stabilization Fund- will increase by equal 

amounts. 

Unless consideratioru of Central 1DIOOPTBE 
OVDI>LU"C 

Bank credit policy dictate other­

wise, the overdraft need not be repaid until the 

Fund wishes to use the gold or foreign exc:han&e 

securing it. At that time the Fund will 1upport the 
peso in the foreign exchange market by selling gold 

or foreign exchange in exchange for peso!· The pesos 

so obtained will be applied on the Fund's overdraft 

at the Bank. 

The Mission recommends that when thi.t Central 

Bank overdraft method is used to finance accumula­

tion of gold and foreign exchange, the overdrafts 

bear no interest and have no maturiy. This will give 

the Fund the approximate equivalent, 10 far as abilitt 

to obtain pesos is coneerned, of the United StattS 

procedure of financing acquisitioru of gold by ;s,u­

ing gold certificates t:> the Federal Reserve Banks. 
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The Fund mould retain title to any gold or foreign 

exchange which it acquires, but tbe gold or foreign 

exchange could be held by the Central Bank aa 

trustee. 

!PncT OK COM· 
ICDC:W. IA K I 
IEIDVU 

As already stated, use of Central 

Bank overdrafts tO pay for accumu­

lations of gold and foreign ex­

change will incre:ue, peso for peso, the currency or 

bank deposits held by the public, provided that off. 

setting changes do not take place. The public'• mon­

etary habits will automatically determine whether 

the increase occun in currency or in deposits. To 
the extent that it occurs in deposits, the overdraft 

method will result also in increasing the reserves of 

the commercial banks by a like amount. These in 

turn will be the legal basi.t for a multiple expansion 

of commercial bank credit, as discussed in Section 

III. Under some circumstances, incre.ases of member 

b•nk reserves free.ly available for the expansion of 

bank loaru and investments may be reguded as un­
desirable. 

During the war, when Cuba's balance of intern•· 

tiona! payments may result in very luge net pay­

ments to Cuba, the financing of the Fund may be 

a major influence in the domestic credit situation. 
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The Ccnual Bank should be given power tO resulau 
this financing insofar as possible 10 as not tO caw. 
undesirable effects on domestic credit conditioDL 
If it should be made compulsory that the Bank fi. 

03nce the Fund without interest and without limit, 
the Bank would probably be unable to pursue a pot. 
icy of mode.rating credit expansion in the yurs im­
mediately ahead without at least resorting to •trong 
emergency mea&ures of control. 

The Bank will not have ordinary loans, or assus 
fllitable for sale in the open market, in nearly suffi­
cient volume to absorb the member bank raerves 
created in financing the Fund· Cuba's favorabk 
tude balance during the coming year will probably 
exceed $100 million. Part of this balance may be 
left abroad or placed in dollar depositS in Cuba, but 
in addition to the trade balance there will be seven! 
other sources of dollars which may be offered to the 
Fund. More than $30 million were estimated tO be 
in public circulation in Cuba at the e.nd of March, 
and this may be offered in large part to the Fund. 
To the extent that proceeds of the $2S million credi• 
from the Export-Import Bank and the $20 million 
Reconstruction Finance Corporation advance for 
the development of Cuban nickel depositS are spent 
in Cuba rather than for irnports from the United 
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States, they will have to be converted intO pesos. 
It would be unsafe not tO reckon with a possible 
acquisition of at least $SO million -perhaps xveral 
times that figure- by the Fund in the next year or 
two. The appendix to this report shows what might 
be the effect on the domestic credit situation of an 
acquisition of $SO million by the Stabilization Fund. 

TWO IHCLU 
POWDI 10 COft. 
ftOL lAD CUD-

To deal with such a lituation, the 
Mislion recommends that the Bank 

n be given two s p e c i a I powen: 
lint the power to ra.ise the legal reserve requirements 
of commercial banks, as stated in Section V, and 
second, the power to compel the Fund to obtain its 
pesos outside the Central Bank. Other measures 
which may be necessary to prevent inflation in Cu­
ba lie outside the usual functions of a Central Banlt, 
though of course the Bank may give advice to the 
Government on their adoption. 

IIEitii.TI "* na: By use of the power to ra.ise resc:"e 
POWD tO llAIIZ requirements the Central B a n lr. 
USElV1: UQV1U. 
>mm could limit the furthu expansion 
of bank loans and investments to any degree desired, 
although freque.nt changes in reserve requirements 
,.ould be inadvisable. The qualifyu1g provisio.ns 
recommended in Section V would make unnecessary 
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any forced contraction of loans and investment~ ol­
ready made. Each bank could continue to nuintaio 

its previous volume of loans and investment~ out­

standing, with such further growth as the Centro! 
Bank and the conditions permitted. Furthermore, 
banks could continue to receive their previous in­

come from loans and investments, possible augment­
ed by some increase in interest rates and income from 

~ervice charges sufficient to compensate for the CO$t 

of deposits against which high reserves are required. 

fiiiAIICIJfO na: The =end special control which 
ITAJWZADOif the Mission recommends is that tht 

Centr:tl Bank be given the power 

to require the Fund to Ce:tSC dnw· 

ing upon it, or even to reduce its overdraft to any 

extent and at any time the Central Bank deems it 

advisable. Exercise of this power by the Bank should 

require an affirmative vote of five directors. The 

effectiveness of this power as a credit-control device 
is readily apparent: Buying gold or foreign exchange 

with pesos obtained from sources other than the 

Central Bank tends to prevent the growth of kgal 

bank reserves. 

nu: onaa To the ntent that the Fund lud 
IOU&CES 
AVAILUI.Z to finance its acquisitions outside 

the Central Bank it could draw upon the general 
revenues of the T reasury, or it could sell a new type 
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of credit instrument to the market. The Mission 
suggests that this new instrument might be a short­

te.rm note of the Government secured by the gold 

and dollars of the Fund. The Mission has been 

informed that a nolle so secured would have ex­

ceptional credit standing in the Cuba.n market and 

under ordinary circumstances would sell readily at 

a very low rate of interest. Of course, if a firm 

money policy were being put into effect by the 
Central Bank, the rare of interest on these notes 

would rrflect the general high level of intent rates, 

although it should still have a coruiderable dilferen­

tial in its favor. 

The extent to which the gold and dollus acquired 

by the Fund should be prevented from having the 

effect of increasing the reserves ot the commercial 

banks should be left for determination in the light 

of circumstances current at the time. 

llfTDDt 
OM rtJJID 

In all probability interest paid on 

these Fund notes to make them 
IOUOWIIfO 

acceptable to lenders will ultimat<ly 

have to be paid by the Government out of its general 

funds. The interest payments will probably exceed 

any profits whic.h the Fund can make by stabilization 

operations around par of exchange. On the other 
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hand, Stabilization Fund notes fully secured by sold 
or dollars should be S3leable at coruiderably la.ret 
interest cost than other obligations of the Cuban 
Government or of official credit agencies such u an 
agricultural bank· At any time when, for reasoru 
of credit policy, only a limited amount of Central 
Bank credit can be made available to the Central 
Government, official credit agencies, and the Fund, 
combined, it may be a net saving to the Government 
as a whole if the Fund is financed partly in the opcn 
market, leaving the available Central Bank credit 
for the Government or the lending agencies. Thereby 
obligations bearing the lowest rates of interest would 
be $Old to the open market while obligations bear· 
ing higher rates of interest would be bought by the 
Central Ba.nk. Since the Government is the residual 
beneficiary of Central Bank .earnings, this procedu.re 
would reduce the Gove.rnment's net cost of ~orrow­

ing. 

1111 nom.o< or A threatened excess of gold or 
.. ADEQUAtz 1" • foreign exchange in Cuba should 
'I'DJIAUOWAI. U. aL 
IDYD probably be regarded as abnorm 
In setting up the Central Bank attention must also 
be paid tO the opposite possibility, th.at of the excha~ge 
stabilization authorities having difficulty in rneeong 
an adverse balance of international payments. 
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CUDir fOUCY .. 
UI.AUOW YO IW· 
'lEillA UOWAI. U. 
IDVD 

The Mission fully recognizes the 
importance of protecting the ex· 
change stabilizing operations of the 

Stabilization Fund from excessive credit expansion 
permitted by rht Central Bank. The Fund is re­
sponsible for maintaining the foreign exchange value 
of the pesos issued by the Bank. Conceivably the 
Bank might render the Fund's task in1possible if it 

allowed an expansion of credit wit:bout relation to 

the gold and foreign exchange resources of the Fund. 
Cuba's economy is markedly dependent on export 
markets for sale of its production and on imports 
for supplies of many rypes of goods. Accordingly 
the Bank's decision to stimulate domestic purchasing 
power must be guided by the danger of engendering 
a demand for imports larger than current exports 
c•n pay for, after meeting other necessary foreign 
poyments· The Mission therefore recommends that 
Central Bank credit policies be dettrmined with 
constant reference to the resourca of the Fund and 
to the problem of maintaining the foreign exchange 
subiliry of the peso. The presence on the Bank's 

board of directors of two of the three members of 
the Fund's management should serve in larae part 
to integrate their respective policies. 
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To provide for the possibility that 
Cuba may some day be faced with 
a net balance of foreign payments 

so adverse as to exhaust or (threuen to exhaun) 
the official holdings of gold and foreign exchange, 
the Mission recommends that the framework be set 
up within which it will be possible to subject all 

foreign exchange t.ran.sactions tO license. Such a step 
may be a necessary preliminary to a basic adjustment 

of the exchange rate or other measures designed to 

permit reopening of a free exclange market on a 
secure bam. Or it might prove desirable under the 
circumstances of the time tO continue the moderating 
influence exerted by a licens.ing system upon such 

foreign payments as excessive import~, speculation 

ogainst the peso, heavy purchases of foreign securities, 
flight of capital, etc. The President should be 
authorized, on the advice of the Stabilization Fund 

Committee, to require licensing of foreign exchange 
tnnsactioru by the Minister of Finance. Whether 
or not this power is ever utilized is left to the juds­

ment of the Cuban monetary authorities in power 
when the need may arise. It is an emergency power 
which should be nsed only when the Fund's capacity 
to stabilize exchange threatens to be inadequate. 
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Although not wishing tO restrict 
the judgment of those authorities 
acting in the light of actual futu~ 

()()47I17VI. U II· 
I'UI.IIat or u. 
CKAif<IIDUaB­
CIAnOM Ill CD• 
J A'I IALAJICI OP 
PA'tJG!Mft co"' conditions, the Mission, as suggested 
nOL in the previous paragraph, holds 
the view that for Cuba some measure of foreign 
exchange rationing is preferable to efforts to restore 
bobnce of payments equilibrium by wide or frequent 
fluctuotions in rhe foreign exchange rate. In support 
of this view it moy be argued, fint, that Cuban 
exports will not be increased substancially by dep~­
ciuion of the peso; second, that the value of Cuban 
imports will not be reduced to a sufficient degree 
or in a desirable manner by a deprecuting peso; and 
third, that transfers of funds abroad may be 10 

oggravued by depreciation or the fear of further 
depreciotion that it will do considerably more harm 
thon good. These suggestions, however, apply only 
to conditions which can now be foreseen. 

The Mission, fully recognizes the possibility that 
future events rnoy cause the peso to become over­
valued or undervalued in relation tO other currencies. 
At such • time the fortign exchange authorities may 
conclude that this overvalu.ation or undervalu.ation 
reflects enduring rnoladjustment in Cuban costs ond 
pric~ in relation tO those abrood. In this event, it 
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would be appropriate to recommend to the Cuban 
Congress a change in the price of gold and hence 
in the par of exchange. 

Under present and prospective conditions, however, 
the Mission believes that the sututory gold v:tlue of 
the peso should be set at parity with the United 
States gold dollar and that the Cuban Stabilization 
Fund should maintain the foreign exchange value of 
the peso within a range of minor, technical fluc­
tuations around parity, i.e., withi.n a range of not 
more than two percent in either direction. Centnl 
Bank credit policy should be determined in fuU 
consideration of Cuba's exchange outlook, but, when 
appropriote domertic credit policy and other meas­
ure$ are unable to keep the balance of foreign pay­
ments in equilibrium, the Government should, in 
t.he opinion of the Mission, expect to achieve a more 
satisfactory adjustment by directly re$trainlng certain 
types of internation:tl transactions or by a basic 
revaluation of the pe$0 than by a policy of exchange 
depreciation. 

Specifically, and in recapitulatio11, 
the Mission makes the folknr· 

~TM 
IJ'CI'HMDII)JI. 
110WI Max;. 
\'10M VII ing recommendations concernina 
the establishment and functioning of a Cuban 
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Stabilization Fund and concerning the disposition of 
Cuba's gold and foreign exchange r~rvcs: 

( 1) Cuba's stocks of monetary gold and foreign 
exchange should be segregated in a Stabilization Fund 
to be used for the stabilization of the peso. The Fund 
should be charged with the responsibility of purchas­
ing, holding, and selling gold and foreign e:rtbange 
to mbilize the peso. The Fund should stabilize the 
foreign exchange v:tlue of the peso at the equiv:tlent 
of the gold value of the pe$0, allowing only minor, 
technical fluctuations around that level. 

(2) Management of the Fund should rest with 
a committee of three, consisting of the Minister of 
Finance, the Governor of the Central Bank, both 
ex officio, and one member selected by the Minister 

of Finance. 

(3) The Fund should be authorized to obtain 
pesos from the Central Bank with which to purchase 
gold or foreign exchange on the basis of overdraft 
facilitie$ bearing no interest and having no maturity 
but fully secured by gold or foreign c:rtbange. In 
addition to incurring overdrafts at the Central Bank, 
the Fund should be authorized to borrow from the 
public (including the commercial banks) on interest­
bearing notes secured by gold and foreign e:rchange. 

-87-

( 

•• • 

Regraded Unclassified



A.Ml!JJCAN TECHN1CAI. MISSION IN CUBA 

The Fund should be authorized to pledge its holdings 
of gold and foreign exchange to secure these nota. 
TI1e Central Bank 5hould have the power to require 
the Stabilization Fund to cease expanding its over­
draft at the Bank or to reduce it to any extent the 
Bank deems advisable. 

( ~) Profits and losses from the ope~ation of the 
Fund should be for the account of the Trea.sury. 

(S) The Fund mould be required to publish 
audited reports showing the disposition of profits 
and any disposition of foreign exchange or gold made 
at prices other than the prevailing market price at 

reasonable intervals after the transactions take place. 

( 6) The President of the Republic mould have 
power to order, on the recommendatiOn$ of the Fund 
Committee, that any or all foreign exchange tram· 
actions, imports, exports, and international move­
ments of funds be subject to license by the Minister 
of Finance, 

(7) The Fund mould be authorized to hold pesos 
against its overdrafts at the Central Bank, in any 
form acceptable to the Bank. 

The purpo5e of this provision is to make it possible, 
when desirable, not to reveal the time and the mag· 

- 88 -

nitude of the operations of the Stabilization Fund. 
Operations may be conducted in confidence much 
more successfully if, at a time when the Fund is 
selling its gold or dollars in order to support the 
peso, it can maintain its overdraft at the Central 
Bank rather than reduce it as soon as gold or dollars 
are sold. Otherwise, the Fund's operations and the 
size of its holdings of gold and foreign exchange 
could readily be detected through an inspection of 
the changes in the size of the Fund's overdraft in 
the balance sheet of the Central Bank. The onr­
draft may be maintained unchanged if the Fund 
is permitted to secure its overdraft either with gold 
and foreign exchange or with pesos. A.s gold and 
foreign exchange are withdrawn, pesos obtained from 
their sale could be substituted· The security for the 
overdraft would still be complete. To preserve it~ 

control over bank reserves, the Bank should be given 
authority over the form in which the Fund may keep 
iu peso holdings, as between currency, deposits in 
tbe Central Bank, or deposits elsewhere. 

( 8) The Fund mould be permitted to invest in 
high-grade foreign securities any of its gold or fo~an 
exchange not pledged as security for its liabilities with 
due regard to the need to have a considerabk portion 
of its foreign exchange resources sufficiently liquid 
for immediate use. 
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Vlll. MISCELLANEOUS PROVISIONS 

DDoml The Bank should be authorized tO 

bold deposits only of commercial banks, the Govern­
ment, governmental institutions, and foreign gov­
ernments and central banks. D e p o s i t s may be 
accepted in any currency at the discretion of the 
Bank. 

anooL roa Paao The law might provide for the 
adoption of some symbol for the peso in order to 
facilitate its differentiation from the dollar. 

EIAIIDIATIOIII The Bank should have the power 
AIID AVDm to require examinations and state-
ments of condition of banks in Cuba audited by 
public acc~untants acceptable to the Bank, and to 

authorize or prohibit the opening of new banks and 
branches. 

-91 -

( 

Regraded Unclassified



aa&A.RCB The B:tnk should be authorized 10 
conduct research, to publish bulletin and reporu, 
and to obtain information necessary for the co~;~duct 
and formation of its policies. 

The Central Bank should be the 

fiscal agent of the Treasury of the Republic, and as 
such should perform such services as are typically 
required of fiscal agents by the Minister of Finance. 
Expenses du< directly to the carrying out of such 
services should be reimbursed to the Bank by w 
Treasury. 

t.U nmt.EGEI The Central Bank should be fret 
of certain taxes (tO be specified by Cuban tu 

specialists}. It possibly should have the mail frank­
ing privilege, though this is not essential. 

aaMCJIEI The Bank probably should have !he 
power to establish branches and angencies. 
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SUMMARY OF PRINCIPAL 

RE CO MMENDATIONS 

J. Capital. 

J million pesos in cash of which ~bout 3 million 
to be subscribed by member banks and about 2 mil ­
lion by the Government. 

l million pesos of capital surplus, to be contributed 
by the Government in the form of special Treasury 
obligations. 

Dividends on member-bank shares to be limited 
to -4 percent; the Government to receive no dividends, 
but to rective all earnings after provision for earned 
surplus, which accumulates on bebalf of the Govern­
ment. 
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A Board of Directors of seven members to control 

the Bank. 

The members wi.ll include: 

The Governor of the Bnnk, selcc~ed by the Prto­

ident. 

The Finance Minister, ex officio. 

The head of the AgricultuNI Bank or an 

additional Class B director. 

Two Oass A directors appointed by the Ptts­

ident from panels nominated by the member 

banks. 

Two Class B directors .appointed by the Pre1ident. 

An Advisory Counci.l on Monetary Policy, com­

posed of Cabinet officers and Presidential appointee$, 

to consult and advise with the Government and the 

Bank on major matters of credit policy. 

Ill. C.O.ns .md lmmtm~nts. 

The Bank shall have the power to: 

Rediscount for member banks 120 day com­

mercial .and 180 day agricultural paper or 

make 90 day advances secured by such paper. 
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Mak.e direct emergency 90 day loans to member 

banks on any tound assets. 

Extend loaJU tO the Government, subject to 

specified limitat ioJU. 

Exten~ loans to official credit agencies, subject 

to specified limitatioJU. 

Hdp finance the Stabilization Fund's accumula­

tion of sold or foreip a chanac. 

Make dim:t loaJU to the public under specified 

emergency conditiom. 

Corry out open-market purchases and sales to 

implement credit policy. 

IV. Note Issue tmd tiN reSert•t nquirt111enls 

of the Cmlrtd Btmk.. 

The Bank to have the exclwive note issue power. 

The Bank to :usume the silver certificate liability 

and the silver peso raerva. 

The Bank to maintain a reserve against its nota 

(and possibly its peso d.tposits) of 2J perCCftt in the 

gold · or doUar • secured overdrafts of the Stabiliza­

tion Fund, 1ubject to emergency relaxation. Thu 
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• reserve requirement not to apply againrt nou, iJrued 
by the Bank to replace silver ctrtific'au,. 

· The Bank to hold full doUar cover against dollar 

deposits. 

v. Rese"'e requirements of connnercW btl~lu. 

The commercial banks to bold reserves of 2! pet· 

cent of their deposits (in the currency of the deposit), 

of which four-fifths is to be maintained as a balance 

in the Central Bank. 

The Bank to have power to vary reserve require­
ment$ of member banks as a means of credit control, 

with limitations on this power designed to protc(t 

the interest of the banks. 

VI. St11tus of the tloll11r m Cubtl. 

The legal tender power of the doUar to be termi· 
nated at once, but banks to be required to bold dollar 
assets substantially equal to their doUar liabilities. 

At the end of five years all les:l reserves to be 
held in pesos. 
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Vll. The Sl•bili%111ion Fund ..,J its 
rel11tion to the Centr.J &mk. 

The stocks of monetary gold and foreign exchange 
ro be scgreg21ed in a Stabilization Fund, to be admin­
inercd, for the account of the Government, by the 
Finance Minister, the Governor of the Bank, and an 
2 ppointee of the Finance Minister. 

The Fund to finance its operations by interests-free 
overdraft at the Central Bank unless the Bank, for 
reasons of credit policy, withdraws this privilege, in 
which case the Fund is to turn ro the Treasury or the 
money market for accommodation. 

The Fund to stabilize the foreign exchange value 
· of the peso at the equivalent of the gold value of 

the peso, permitting only minor technical fluctua­
tions. 

Power to change the price of gold (and hence 
parity of the peso) to rest with Congress. 
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APPENDIX 

TENTATIVE BALANCE SHEETS OF 

THE PROPOSED CENTRAL BANK 

CASE 1.-The balance sheet of the Central Bonk, 
set up in accordance with the term5 of thu report 
wd on the basiJ of the Cuban currency and deposit 
figures of January )1, 1942, would look semewhn 
a5 foUows: 

(In millions of pesos or doUan: $) 

AISIITS 

o. Sll•u co4n • • . . . . . . • • 78 
b. SIIYtr otttiiJocrtN . . . . 16 
c. rud o•ercbofl 0 0 • • • • • z 
d. StcuriiJtl wlthoul lA· 

lerHI , , , , , .·.. •••...•• 3 
• · Earnln9 o•••ll . . . . . . . 2 

T04cLI J) .. O QI#0\11 • • 'i'Oi 
L DolJOt CWTIACJ' , , , , t,, I U 

Toto.J auetl .... .... ill 
RELA T!!ll ITZMS 

P..o DOl .. ou•kl• bcmb sa 
'-o ca.b LD coaaerdol 
bub: 

o. t.go.l atatau• (S" ol 
- clopoollo) • • • • • • 3 

p.. t&c.te ......... ...... 1 
c-.dolbcmlod--Pe.o ... ............ 6'7 

Dollar ••••••••••••• S72 
TOTAL • • •••• •• IU 

UAIII.ITID 

9· SU.or ........... " h. Bcmk'. OWll D0tM : : : : 0 
I. Gcrrmame~:~l depolb I 
J. Com. bcmb: 10% .. .... dtpolltll . .... . " k. Cop.ltoJ: 8aDb 3 
I. Gouuuoent . . 1 ... Ccpllol Swplu. . " ... ' 

Total pe.o llobtlltlet 101 
D., Com. bcntb: 20~ ol 

doUar chpoNr. .. , .. I U 

T..., llobilllloo ...... 115 

RELAm>mMI ................... 
C..bQIDad: 
U"olbl ...- ... . 0 
2$%., .. - dopoo 

ails (il ~ • 
100" ell u. doOm .. 

potba ......... I I t 
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Each of the items in the balance sheet above IIUJ' 

be briefly explained. When the Bank usumes the 
liability for the 79 million pesos of silver certificara 
outstanding on January 31, 1942 (ittm g), it ,.;u 
receive the 78 million pesos of silver coin held agtinn 
them (item a.) and the I million pesos of gold 10 

he.ld- It is assumed that the Fund, which will hold 
the official gold and foreign exchange of Cuba, buJJ 

this I million pesos of gold by a corresponding over­
draft on the Bank (ittm c.). The overdraft is 
increased to 2 million pesos when the Fund buJJ 
the $1 million dollar currency which the Govern­
ment held on January 31, 1942, and which is :usumed 
to be deposited with the Central Bank (item i.). The 
2 million of peso currency that the Government held 

on January 31, 1942, is assumed to be paid in as the 
Government's subscription to the capital stock of 
the Bank (item I.), an operntion which eontribute3 
2 million pesos to rhe Bank's holdings of silver certi· 

ficates (item b.). The remaining 14 million J>C'O' of 
silver certificates in this item are deposited by the 
commercial banks. These banks had 24 million peoo5 

of silv: r certificates and coin in their vaults on 

January 31, 1942. Under the plan proposed they 
could count only 3 million pesos of this ( J% of their 
peso deposits: item o-) toward meeting their legal 
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requirements. They might wish to bold another 7 
million pesos (10% of their peso deposits: ittm p.) 
in excess of the legal minimum 3$ working raerves. 
This would leave them only 14 million peSOt of silver 
certificates to pay in to the Central Bank as a sub­
scription to capital (item k: 3 million pe50t) and 
toward providing the reserve balance (item j: I) 

mi1lion peSOt) which the law will require them to 
keep wit.h the Central Bank. The 14 million pact 

of silver certificates are thus 2 million peSOt short 
of the 16 million required for capital and rtstrvc 
balances. This 2 million peSOt the commercial banks 
may borrow directly from the Central Bank or the 
Centnl Bank may put the funds out through loans to 

the Government or to the Agricultural Bank (if it 
is in existence) or possibly through open-market 
operations. Whatever the method, earning assetS of 
the Bank (item e.) will amount to 2 million pesol· 

The 3 million peso surplus of the Bank (item m.) 
is contributed by the Government in the form of 
securities without intertst (item d.). This accounu 
for all the peso items. The dollar items reflect the 
fact that the commercial banks are required to pay 
in 20% of their dollar deposiu (ittm n.) in the form 
of dollar currency (item f.). Should the Central 
Bank in order to obtain earnings invest this currency 
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in doUu securities abro:ad, which it h:u the ri&J.t ~ 

do, item f. would change its title accordingly; blt 

the transaction would be without effect on the peso 

babnce sheet ond would add nothing to the Bank's 

power t:> influence the volume of peso credit through 

open-market operations. 

CAsE II.-The main report has called attention to 

the wide range of possibilities in Cub1's balance of 

international payments during the war. The surpl~tt 

on merchandise trade may be more than $100,000,000 

a year. Some of this will be used in payment of 

dividends abroad and for other purposes and much 

of what is not used up may be left in the form of 

dollars instead of being converted into pesos. The 

outcome is unpredictable, but it would be re:uonable 

to suppose that the Stabilization Fund will be called 

upon to buy at least $SO,OOO,OOO in the next year 

or two. If exporters and others generally convert 

their accruing dollars into pesos, Fund acquisitions 

may be several times this figure. 

Should $ S 0,000,000 be acquired by the Fund by 

means of an overdraft on the ~ntral Bank, and 
should the resulting s 0 million pesos go half into 

circulation and hal£ into commercial bank cltposiu, 
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c.he Central Bank's balance sh«t and related i~ms 

presented in Case I would be altered as shown below: 

(In millions of pesos or dollars: $) 

AIISim 

Sll••r colA .. , . • • . . • • • . . . 78 
Si)yer certUScoiH . . . . . . • • 0 
Food .. tfllloft . . . • . . . . • • S2 
S.CWUI.M wltboul lAttrtolt 3 
"""""' - 0 0 0 0 0 0 0 0 0 • 2 

Toat cWb otrM1a • • • • 13.$ 
Dotlor NrT• KT . . . . . . . . . . Sl4 

Toto) _.., ....•...... 14.t 

ULATED naa ---- .. ,..., coM '- OOIUMfdal -~ -- "~' ol ..... dopoollo) • • • • • • • • 5 
tx .... ,_ .... ...... 25" 

Conlmerdol bo:ok dep01ltt: 
Pe10 . .. .. • • • • .. .. .. .. 8'2 
DoUar , . , , , . , . .• . .... I 72 

TOTAL ... • • • •• 184 

I.IAIIlJ!IQ 

so.. ot:rtlftc:otM ..• .• 0 • ,. 

_. . ......... .. .. .. It" 
Go-.~t dtpoeU . •• , I 
Co& baab.: 20" ol peeo .-- .............. .. . 
CQpUal:....... . .. • ••••.• s 

eo.....- .... s 
Ccpl1al Swpllu 0 • 0 0 0 0 • 0 s 
Taool-- .. IS$ 

c-. - :tO% .. dollar d-············· ... 
T<*ll ltatlaltSe. . • • • • • • l•t 

ULATED rma 
ltoq1l1red ........ ol c­

""' """" 2$% of ... AOM , , ... , 1• 
2S" ol. lll J*O ct.r-118 

(lf ~ • •••• ,. 
100% of ita dollo.r depoo •It• ............. .. . 

To Ill• eatenl tbat ••~ , .......... cut Upt ta tbt Jona ol 
bolcmcH 01 tbt C.atroJ Jo:ak, lht Jlonk'• -U. of lta OWII Doe. wUl 
btl reduotd. ud '" required , ... ,... wW b.- olMrr.cl occ:onllattr. 

Meanwhile dollar deposits of tbe commercial banb 

could grow rapidly without affecting rhe peso earn­

ing assets of the Central Bank. Thtir only effect on 

tbe peso balance sheet would be to incre:ue capittl 

$ubscriptions, which the banks are required to make 
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at the rate of 2 percent of their total depociu, llld 
to cut down correspondingly the Central Banlr.'toott 
issues. The reduction in note issues would ocau 
because the commercial banlu would we their ;.n. 
acess reserves (in the form of currency in thOr 
vaults) to make the capital subKription. Thtrc 
has been a primary expansion of S 0 million .,_ 
in the Cuban pt•blic's means of peso paymenL 

Several comments may be made on this secend 
balance sheet· Money in circulation outside the cern­
mercia! banks has risen 4 3 percent as compared with 

Case I. Peso deposits have risen 37 percent and dolhr 

deposits, although not shown as increasing in tht 
table, could in fact increase by much greater per· 

centages without moterial effect upon peso earning 
assets of the Bank. These peso loans or earning aSStU 

remain at the low figure of 2 million pesos (i.e., no 

additional loam have been made to the commercial 
banks, the Government, or the proposed agricultural 
bank). Should the Bank allow its loans to run off 

completely and should it convert its 3 million pesos 
of Government securities without interest into 90 

day bills and se.ll them to the market, as it h:u the 

right to do, it would diminish the peso reserves of 
the commercial bank& by only S million. The com· 
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T HE CENn.AL BANII. AND STAIIILIZAnoN FliNn 

mercia! bank& hold 48 million peso. of reserves - 21 

million pesos more than the 2) million (21 percent 
of 92 million of peso deposits) which the law requires 
them to keep either with the Cent.ral Bank or in their 
own vaults. This 21 million pesos of excess reserves 
would be reduced to 20 million if the Central Bonk 
eliminated its earning aaets and sold aU its securities 
without interest; but the 20 million, amounting .to 
22 percent of the expanded volume of peso deposits, 
would still be far greater than any reasonable working 
needs of the commercial banlu, which in Case I were 
assumed to be I 0 percent of peso deposi~ generous 
figure. 

On the basis of m- excess reserves the com· 
mercia! bank& could expand their loans and deposit3 
still further in an active business situation, the 
exact amount depending upon how much the public 
odded to their pocket money instead of increasing 
their deposits at the banJu. It is clear that if the Cen­
tral Bonk wished to prevent this secondary expansion 
of currency and depos;ts in Cuba, the only instru­
ment it could employ would be that of requiring the 
Fund to reduce its overdraft. To the extent that 
the Fund we Treasury revenues for this purpose or 
borrowed from the commercial bank• (or from the 
depositors u these bank&) excess reserves of the com· 

-lOS-

( 

... • 

Regraded Unclassified



AME&JCAN TECH NICAL Mlu toN IN CuBA 

merci:U ba.nks would be drawn upon to pay off the 

Fund's overdraft at the Central Bank and heoce 

would disappear. 

While it is true that the only instrument the Cen· 

tral Bank could use to eliminate secondary expansion 

on the basis of excess reserves once they had accumu­

lated (as in Case fl ) is that of requiring the Fund 

ro repay a portion of its overdraft, the excess rese"es 

might have been prevented from appearing at all bad 

the commercial banks been required to hold I 00 per­

cent reserves from the very fil'$t against any expan­

sion of deposits. Even this extreme we of the power 

to raise reserve requirements, however, would not 

prevent a primary 50 million peso increase in Cuban 

currency and deposits resulting from a Fund purchase 

of 50 million dollars through overdraft at the Cen­

tral Bank. It is also unlikely that a primary expan.sioo 

of this sort could be wholly prevented by financing 

tbe Fund outside the Cent.ral Bank, but the expansion 

would be curtailed to the extent that (I) the Fund 

employed Treasury resources, (2) Fund noteS wett 

sold to othm than the commercial banks, or (;) 

Fund notes, sold to the commercial banks. replaced 
maturing loans without expanding the total loan 

portfolio of these banks. It would hardly be pouiblc 
to finance the Fund on sucb a scale by these thl'C( 
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methods alone, and hence some primary expamion 

of commerciol bank credit on reserves supplied by 

the Central Bank would appear to be inevitable. In 

Case II the full primary expansion of SO million 

pesos has been assumed. 

One further point may be noted in connection 

with the excess reserves of the commercial banks in 

use II. It is assumed th2t they are oil kept in the 

form of additional currency in the banks' own vaultJ­

They could almost as well be kept in the form of an 

additionol balance at the Central Bank. Were the 

whole 25 million pesos thus transferred, the note 

issue of the Central Bank would drop from 29 mil­

lion pesos to 4 million •nd commtreial bonk depOSits 

nt the Centrnl BJnk would rise from 18 million pesos 

to 43 million. The transfer would ~ without eHect 

upon the ossets of the Central Bank but, if the Cen­

tral Bank were required to keep 25 percent reserves 

:1g:1inn its note issue :a.lone, its req u_ired reserves 

would be reduced by the discretionary oction of the 

commrrciol banks from 7 million pesos [0 I million. 

If, however, the Central Bank were required to hold 

2 5 percent reserves against both its note issue and 

ito peso deposits, its required reserves would be the 

- 107-

( 

Regraded Unclassified



AMEIUCAN TECHNICAL MISSION IN CUM 

same whether the commercial bank. decided to bold 
1 heir own reserves as a balance with the Central !larue 
or os currency in their vaults. 

Throughout Case D the assumption has been made 
that the Fund purchases JO million dollars by over­
draft on the Centr31 Bank, and the effects of this 
opention on the credit situation have been traced. 
The discussion in the main report suggests the possi­
bility th•t before the war is over the Fund may have 
to purchase a much larger amount of dollars than 
this. It is evident that the g.reater the scale of the 
Fund's operations, the greater the effects on the 
domestic credit situation will be. 
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:.oorico.n Technical lll.aaion to Cuba 

CCWF.NTS cti '!'HE llll'.FT IWNET . .RY r. \lY 

'lbird lleport to t ho Cub"" Qovemmont 

JUno 18, 191.2 

Puraonnel or ltiasion 

G . ... &ltly, Tr<l.UIIr)" Dcp-v-taont 
A. T. Ba(l4tc, P<lft> Credit :auniatr3tim 
If. R. ~er' Bo"U'd or Governors or tbo 

Pcd<iral Reservo SyateD 
P. · .\. Scut.h'U'\l, Jr., Tr0·"\6\117 ]);p3rlment 
H. R. Spiocol, Trooaury Dt.p:ortocnt 
G. B. Voat, Beer<! uf O<m>rnors of tho 

FO<loral Reserve Syet010 
H. 0. Tlhite, Chiof of tl1ssion, 

Tro"•~ Oopartnc.nt 
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."lllERIC..N TllCRIIIC.J. LllSSION TO CUB;, 

JUne 18, 1~ 

De(U' II;. f!iniator 1 

You will r ocoll t~t on tho occ~sion o! your r~cont 
visit to 1.laehin;:ton you h:m!cd to tho JUsaion copies of three 
dr<>!t lawe, one ot much """ a Uonat<II')' L~nr. 

Uudbers ot the Uission ~ve c ivon earo!ul conoider~tion 
to t ho dr'\ft Uonctary z.,w !lUI t1'0 pointe ot view • 

1 . In tho li:;ht ot the JUasion•s recent Second 
Roport to the Cuban Ck>vornnont, dal>ll.nt with 
the Control ll3nk Mel tho Exchlll!O St:>bUizntion 
Fund, :l.rO th.:.r c or.y c~nacs t~hich !hould bo mooo 
in this drl>ft l.l"'r? 

2. ',lhat nd<.litionol sueeostions or canmonts ml.tlht 
tho U1ss1on appropr iately nnko on tho provisions 
i n tho drl>ft law? 

I horml'ith subt:tit t o you ' J.l<l<:lor'Uldun oontsininS t ho coc­
monts of the UJ.ssion on tho drl!t Jlonct<II')' Low. 

Tho :.U.ssion ' • viC'Ir.l on tho other two draft lnws nere 
~ooo¢d in its s~cand RdpOrt. 

Honor~l.>lo Oscar Gnrci<> 11ontos, 
lliniotor uf Finl>nco, 
Hllbnnn, CUbn. 

Sincerely yours, 

H. D. ', t'hitu, 
C111o! ot Jtission. 
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Callnento on the Draft ~netary Law 

The following comments pertain to the dreft UOnetary 

Law submitted by llinister Oarcia Uontes to the ltl.ssion on 

the occaaion of his visit to l'Jashinaton in llarch 1942.; The 

W.ssion has examined the dreft llonetary Law h-em the point 

ot rtn of its cacpatibllit)' with the iliasion' s reca:E!end&­

tions as presented in its Second llaport to the Cli>an Govern­

ment and also 1'ra:l tlte point ot view ot the principles which 

the lliasion feels should be embodied in the llonetary Law. 

The llission agrees that it is desirable to define the 

peso 1n tenns of 60ld and that a ~;old content equal t o that 

of the United States dollar is approprill~e tor the Cuban 

peso. The ... eteht of the united States ;:old dollar was fixed 

at 15-5/21 grains of gold 9/10 f ine by Presidential. Procl&-

ution of January Jl, 1934. This is equivalent to 0.937412• 

vams ot ~old 9/10 fine or o. 3886?1- cracs of tine gold. 

Article 1 of the dreft llonetary Law specifies that the 

Cuban gold peso shell have a \tei,fht of 0, 9873 grams and 

Article 5 that gold coins shell have • fineness of 9/10, 

which makes the gold content of the Cuben peso slight!)' 

less than t hat of the United States dollar. It might be 

more conwnient if the t110 gold contents r.ere exactlr equal, 
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The llission •crees thAt a prohibition asawt coinap 

of ;!Old ouch as 1a ccntained 1n Article 8 ie deeirable. 

At present gold is usee! priJIIarU,y for settling 1nternat1onel 

balances Ol1d !or monetary roaervoa. The uae of cold as a 

meclilll of ban~to-hand circulation haa U.ost completel,y 

diaappeared. 

Article 8 also proorldea that the Presiclent of the 

Republic shall be t1E1J><T.>erecl to iaaue geld cert1!1cates ancl 

that such eold cert1.t'1C4tes ahall be uoed onl,y tor exchanse 

at the Central Banl< tor currency having le(lal circulation 

privileges. In its Second Report the ltieaion mode rec~ 

mondations giving tba Bank solo polror to issue cu~ncy 

and outlining means availAble to tho Stob111sat1on Fund !or 

financing acquisitions of gold. 'nlo l!iuion believes that 

provisicns per+.3ining to tba iaa"" of obligations secured 

by gold and foreign exchancl<> can moro app-opriatol,y be in­

cluded in tho$$ portions ot tho C<lntral Bank L:>·.r >rilich are 

concerned rd.th tho .stnblliz:>tion Pllnd. 

Paragraph 1 ot :.rticlo lS 1n otroct trohibits the 

priv:lte CT.lllerehip 3nd holding of gold 1n CUba. A nllllbor 

ot othor countries havo adoptod aimilor mcoauros dee18POd 

to provont the boarding of gold. It may be obs&rvcd, bOtl­

ovur, thnt a prohibition against privotu cold holding uould 

not pravant Cubans fra:11 ho'lJ'dlng dollora either 1n CUba or 
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in tho ~ted St&toa and thAt -uroe doa1pd to c1o ao 

would bo 1ncc.pat 1blo llith o troo oxchulj;o 1141'ket, 

236 

GOLD l'llflCit'.SPS P~~rasraph 1 ot Article 1$ &lao ~u1r .. e redeoq>ti oo ot 
BY THE OOIERN· 
iQIT ;old in •co ina ot legal circul3tion, • Thie appeara to be 

CltJi(l£S Ill Till 
AliCE ep OOIJ) 

1111 unneceasaril.7 inconvenient method ot ,.,..nt. It would 

probably be better to el:la1nat& ~ reference to tbe tara 

in trbich ~- abould be llacle, tbWI p-.ittinc p<l,.eot in 

lec&l. tender currency aa nll 111 in coina, or ~- b7 

cbeclt it that ia 4jJJ'ee.:lblo to the person nboae Sl)ld 1a bei.nc 

recte.ed, 

Parou"ph 2 ot -lrticle lS requires thllt the Cuban Oovern­

mont purch4oe 411 gold which 1a otterod to it end opoci£1ea 

tho price 11t tthich geld ahllll bo 11cquired. 1bo ltl.asion agrees 

thAt it print& holding of gold 1a to bo forbidden, the Cuban 

OoYenaent should st.lnd relldy to purchase all gold surrendered 

b7 reaidonts ot CuM. 1be ltlsaion cloea not bolino, bowena , 

tb&t tho Cub3n ao-ent should bo required to purcb.lae all 

gold ottered to it, :at halo or abro.'UI, vithout rog:lrd to tho 

480Wit or to cond1 tiona ub1ch llicht !rca tt..c to tiao de'relop, 

It _, bo noted th:at tho ~tod Statea 'l'ruaaury and Stab~ 

a<>tion J\lnd ~~ro not so oblta:~ted. 

PGragr:~ph ) ot :.rtt clo lS providoa that tho President 

ot the Ropllbllc aball h3n po\114' to IIOd.UY the p-ice ot geld 

3nd tbe sold content ot tbo poso but not bolov Q, S)S9 cr­

(J:irc_.:cy of gold ~Q fine), Thia s:J,YOS tbc J'rcaidont 

Regraded Unclassified



-4-

JXII'Of' to devnluc tho pcao b)' me auct\ 48 lS porcont ar to 

approc14to it nithout 11111t, 

237 

t11o l.!l.aaion h48 roc011111ondod in ita Socond Report that 

tho St:lbUis.:r.ticn J'llnd bo roquircCl to uintain t ho poao at 

pllJ'ity pemittinc only lllincr t eclln1col nuctuations rttt\in 

" rBnp ot not aero than 2 percent in either direction. 

tho Uisal~, bcr.1ner, ma oleo etatocl ita boliot tmt ttle 

Stobilllatioc J'Und ec-ttteo lhculd be ~ed to .....,.._ 

monel to the Proeidcnt ot t ho Ropubllc t he Adoption ot a 

no" pllJ'ity lcr<al. with n corrcapond1.n(; ctunao in tho gold 

content ot tho peso 1l ciroUDatBncee opp<;ar to roquiro a 

bnoio a.djustmont ot CUb:r.•s oxohllncu r nto, I! bo nsreea 

ttlu Pr~aidont should tbut nak ttlc CubBn Oonar~sa for tho 

nccossnr.r lcctal•tiom to ct\Angc the gold content or tho 

pcao, To ~nt !llgllt ot ClpiW in " poriocl durin< 

which dovolu:>tion ot tho "peso •ns boin8 conaidorod, it 

•icht bo nccossory t•por3ril)' to elt>joct !oroicn cxch3Dso 

trllllucticna to control b)' liccmao. ~ roe<D:~Cndat1on ~ 

vidinc !or juat ouch o atop in th1e oontineoney w:>e 11>­

oludcd b)' the lll.aaion in 1 to ~cond Report, 

'1\lor o 11 ono ciro\llllltMco in •lb1ctl prCill])t oxocut1vo 

notion 1141 bo doairoblc, B)' poorora contorrcd in the .;ct 

o! I~ 12, 1933, na 1u:undcd b)' tho Qold Rceorvo .\ct ot 

1934 ::lnd b)' alt>aequont oxtonaicna ot these powra, tho 

Proaidcnt ot tho llnited St:ltoa is ... thcriaod to fix tbo 
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wicht or the cold dolliU' between SO Md 60 parcont ot 1 ta 

fomor eold content, By procl:11:14tion of Jan1141'7 31, 1934, 

tho Proeidont tixod tho wi(lht o! t he aold dollar a t S9~06 

percent o! ita !orcor content, KoriQVOr unlil<o~ tho con-

tinconcy tlut thceo p<r110re to alter tho sold content of tho 

doll3Z' ttill 3!;1lin be axorciaod, ao lons 48 t h<IJ r <1>3in in 

u!! cct the President of CUbA ahould prob<lb~ be :1uthoriaod 

to r oviao t ho cold content of tho peao 4nd tho peso price 

o! eold in tho event o! slnilo.r 3ct1on by the lmitcd states 

4nd to an equivalent extent, Sinco quick 3ct1on my bo r~ 

quircd, oxorciso or this lluthority ehould probnbly not be 

subject to tho nocoasnrlly ala~ror proeoao ot Congrose10ll4l 

approval . 

'l'ho lliseion acrocs tb.•t proviaione sinllnr t o thoao 

' eontllinod 1n ~1elce 16, 17, 18, 19, 20, 22 3nd 2) rc~ 

latin(! tr<ltl81lCtiOnS in told 3rO IIOC0883l'7 if pr1v3tC 

boldine of ::old 1s to bo !ort>iddon. It SUII8Cat•1 hoiJevert 

that thia entire !ll"""P ot provisions bo rovioucd 1n tho 

li:;ht o! the r ole conta!plo.tod !or t ho St3bllisntion l\llliS 

1n tho Uiasion.la Second Roport.. .\rtiolo 22 cont31na a 

roforono~ to .\rticlc 16 ·;rhieh proswJCibly should bo " r otor-

oncu to .\rtiolc U , 

thior tho 111as1on '• rcc..,..,ndntions 1n ita Second 

Ropert, potrora ailnUar to thoao 1n f.rtiolc 2l (authorisinc 

t ho Central Bank to r ocoivo o.nd hold &Old ) and :.rticlc 24 
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(authorilin(l the JPinnnco 1.11nietor to doal in sold, toroi(lll 

oxchango, or other credit inetruconte tor tho purpoao ot 

stabilising tho oxchango ute) CII'O provided in the Contr3l 

BMI< to.w nnd do nnt nood to bo repo"'tod in tho IIOnotazy I.>w, 

In .. vval respects t heae •lrticlea dit.rer troa the reca:r­

aenclat1ona aade in the Second a-port. 

PROPOI!1'IQI Cl\ !be 1!1asion balievee it 1a unneeeaaar7 in the lbneta>y 
10 OOUl 

Ill 'l!lll IDlE- Law to raise t he pr<>blea ot the ralative a1ae ot the cold 
? . .RI srocxs 

and ailver atocka as 1a clone in .\rticle ) or to pl'091cle 

oeana tor withdramna a llver lrCI.l t hoo conetary atocu aa ia 

dono in .lrticle 14. The Uialion hae i ncluded r ecooaenda.o 

tiona on tlleee ll&ttere ·in ita Second Report. In the opinion 

ot the Lliosion, t his entire problw can beet be handled 1n 

tho Central Bank Law. :ccordin~, the llialion OUIISeata 

the deletion ot .\rticlee ) end 14 lr<XI the liOnetazy Law. 

"ilbilo the !.11aeion favors tho acquieition b7 CUba ot ade­

quate reserves ot aold or toraicn exchan!a, it conaiders 

that operations !or t his purpoee ehould ba carried cut bT 

the St4bU1aation Fund and that no leeal declaration an t he 

proportion ot c old nne! aU vor (ouch ae that code in .\rticle 

3) 1a required, . 

In vi<ToT ot tho !act that the Jl1as1on contcr~platea the 

ul t icato ropla.cODGIIt ot all lih"er cortitieatee bT Contr<ll 

Bank note a, tho :Union rec<D10nda tho CXIiaaian tron tho 

Lbnotazy I.-nr ot .;rt1cle 12 which pro-rU!ea for turtbcr 1eauca 

ot aU-.or cortitic:ltaa, 
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tbe ltl.asion &J'Pl"'"e the pr<>YUo 1!1 .\rt1c:L. 9 that 

a1lftr neediMI for coinage of fractional au ...... coina shall 

be obtaine<l, unleea cirouDetanceo indicate otherwise, fron 

the stock of one-peao silver co ina. ~er the J11aaion ' • 

reoomerd&tions in ita Second Report the ell ver coina will 

be in the poeeession of the Olntral Bank, unlees the silver 

hu be• sold tbrOIII;b the aecbanic w aeeeted in thet Report, 

1114 v1ll be anilable to the extent to allich silver certi-

ficatee have been retire<!. Ill the e.ant that the Oovem-

aent obtains the eUver neecled tor tractional ceinase tree 

the one-peeo coins held b)- the Central Bank, the Jlioaion 

preewea that the Oovornaent Trill r eillburse the Bank b:y 

l:l&ldna pa;ycent in cash for the bullion valua of the s ilver 

at tha current aarket price 1114 in non-intereot-bearine and 

n>Jno<~aturinc Oovenu~nt securities f or tho ditterence 

bet"""" the bllllluo end the oonet.ar;r ftlue. Far reasono 

of noxibutt;y and 1<hen eirC\&UitanciS warrant, it nay be 

c!oeirable to autboriee the Financo 1!1n1etor &leo to bll;:Y 

ailvor for coinaee IJW'P'lll•• in the opon oarkot. 

the lliaeion ~>Uie•ea that t he pa110r to <)~"(lor the nint-

ins of tractional coine ahould be voetod in tho Finance 

111nietor but that he obould bo authorbod to oxorciao tb1a 

power onl;y to roplJice m>rn-out coina or to Met t he nocds 

ot circulation, inclllll1n3 the accuaul4ti on •>! a reasonable 
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roeOM'O etoolc ot coina, &ttw conault&tion dth the Central 

!link. Tllie r ecor:r.>en.!ation neceeeitatoe appr~illte cbangce 

in Articloe 9 and 10. 

In rl..,. of the current ehortaeo ~t nickel, uhicb pr~ 

• 
ewab)J' 'ld.ll continuo untU tho end of tho va.r, tho ltieaion 

bcliOYoe it aa.y be c!esireble t o include in tbu Lonot&l')' taw 

authorisation t or the Ct'inage of enall tT3ction.3.l coins con­

taining no nickol. JUst >~bat catoriale will bo n\-ailllblc 

<!urine tho war camot now be apocitio~. Thorctore, a tlcxi­

blo authoriallti on tc usc an,y approprillto u3t orL>l.s ''OUld 

llVOid tho neod f or lat or, special sut hOriution. n.Ls roca:>-

n•ndnti? n •1111 nccoaaitato llppNprinto chnneoa in .lrticloa 21 

5, 6, 10 o.ntl u • 

.lrticlo 25 of tho proposed 110not!U7 Lntr provides th.>t 

•lhencver the Central Bank r eserves tall belo.t 40 porcent 

o.nd oouurea to restore the r .. orves to the legal Din1mlll 

prOYe ino!tectivo, the Proeident ~ !orbid toroign excb>ngo 

trana.,cticna, prOYided an eaerzency exists. In its Second 

Roport the l:iadon reccn::1811C1od thllt in an mere<mc:Y and UjXln 

tho recOCIJOnd3tion ot tho St..bilil~tion Jlnl Cc:aUttce, the 

Proeidant ot the Republic be OJJpoiYored to subject foroien 

oxellMI;e tro.na:>cticna to license b:r the riMnco Jlinister. 

In addition, the ULssion hils r cccaJondod thtlt 'tThencvor 

Central Bani< r ceorvcs tall bola>< tho leeal uinill~m tho Cen­

tral 8:lnl< uuat pursue n corrective pollcy s>tis!actor:r to 
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tho .\drtaocy Oouncll. lil view ot these rec .... end4t101l8, 

tho llin1on bellevee thot .\rt1clo 2$ and Article 26, which 

o.ro rolo.toc:l, llhould be emitted from tho UOneto.cy Law. 

Article l3 outlinoe rules tor rec:IG~ption ot mutllated 

eilver cort1t1catoe. S1nco no montion ot Contral Bank notoe 

1a <=lo in .lrt1clo l3, the ll1asion proi\Dis 1t is tho inten­

tion ot the Cub<>n OcwolTCent that tho Contral Bonk shall 

tr31!lo its cnm rules tor reda:>ption ot its c-oo autllatO<I 

notoa. llo<Tover, sinco t ho ~~ • s now a oro boin& m.do legal 
. . 

tender, it scQIOS desirable to havo t ho Oovomaent l!lY do10D 

rules for the redemption ot mut1htoc:l notos. lhis can be 

dono by appl.yine to C¢ntro.l SMk notue tho ruloe on muti­

latcxl sUvor ccrt1fie4tcs. 

'!be last J"'l'D.graph ot Article 'Z1 forbide t he collection 

ot aey 11110unt, pNIIiz or c<~~ponention 1n oxcoes ot the ex-

clunf:o rnto quoted by t he Contrsl Bonk <tt tho t1Do ot tho 

trMa:oct1on, 1n comcrting into CUbon posoe tho doll<tr 

deposits or aCCOWJta existin& at tho tiM the propoeocl Mollc­

to.cy Law cones into torco, lil t ho opinion ot the U1saion. 

tho last J"'l'<tgr:oph ot Art1clo 'Z1 should bo oaittcd. lher o 

docs not oppoor to the Hl.aaion to bo :uv good reason tor 

l'lritina into tho ln ric1d r estrict ions on tho oxchs.nce rato 

o.t which dollar deposita or nccounte ~ bo converted into 

posoa, 'lbo ~ian bns proposoc:l that tho ll<cho.nae Stoblli­

IAtion PI1Dcl ratbor t.haD tiD Cmtral Bonk eb.~ll ..,,,., 
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roapone1b111ty !or the exchAngo oporationa oeaenti&L to 

tho atab1liz<lt1on ot: tho poao. Thoro will, thcro!oro, be 

no ocoaaion !or tho Central Bank to ~uoto o curront e:r.. 

ch'\JlCe rnte for 1;i; poao. lloroovor, hllvin& 1n cdnd the 

ooorecy with Which tho Bxc~1n80 St~b111snt1on Fund oust 

c.vry on its operations 1n tho oxch"'go mrket, the Fund_ 

will ord.1n:1rily not publicly ~uoto an oxcllllnge rate. Unless 

it becoccs mcossary to adopt OXCMn!P 11consing,holdcrs ot: 

doll3r dopoaito ar otbor !oroicn-currcncy deposits should 

bo pcmittcd to convert th0<1 into pesos ~t tho mto of cx.­

c~"'S~ provailins 1n tbe !oroicn oxch>neo ~kat at the 

t1mo the COJlllorsion is mo.d.e . 

DELETial OF Tho drll!t Llonotary I.1w rotors to tho SUperior Bo.nkillg 
SUPERIOR 
&:.HXINO COl»>Cn. CouncU 1n man:r plncos one! ci vee several iaportant powers 

to this b~. The llisaion •a Second a>part contecplates 

the oatobliall:lcnt of an :.dYiaory Council with restricted 

tunctions and po...ars 1n lieu ot: " Suporior B3nldng Council. 

This noceaait:>tea ren., ot: o. maher ot: por3crapha o! tbe 

dr3!t Uonetary taw troa tllia point ot v1CIIf. In I'IOIIt cases, 

horronr, tllo n:>ture ot: the necooaary roviaion h3s alrondy 

boon 1n<lic\tecl 1n procodins poraunpha. 

Tho Superior Bank1ne Council 1s ro!orrod to 1n •\rti­

clos .3, 9, 10, 12, 15, 17, 24, 25, 26 o.nd 28. In this 

IXI>Ol'tUid\&1 tho Uiaaion baa auuostod tho do1ction ot: I.rti­

clee ) , 12 <lnd 24 (""one other•) tllue oliain3tine tho 
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necessity !or considorine c~oe 1n thoso Articles. Arti­

cles 9 end 10 requiro advice of tho Superior Bonking Council 

in connection with coinage ot frootionol coins by the 

Proeidcnt of the Republic. The Uission has reccm:~endod that 

this pewor be vested 1n the FiMnco Uinistcr without rotor­

once to t he :.dvi.eory Council . Article lS tnkcs tho Presi­

dent ' • 3\lthority to chanso tho price or cold subject to a 

rococoendat1on by the Supcriar Bankinc CouncU. 1be Uission 

bas re=nendcd that 1n tho cvmt of o chango in the gold 

content ot the United Stiltos dolliU', tho Presi dent be author­

ized to mnkc a similnr Chon(:O in tho cold content of t ho 

Cuban peso. For ch:mgos undor ell other conditions l cgisl<l­

tivo action should bo required to nltor tho gold contont o! 

tho Cubnn peso. Article 1? subjects the FinD.nce U1nistor•s 

authority to prescribe rules roepectinc transactions 1n 

cold to a ction by the Superior B;lnkinc Council. Tho llieeion 

dooe not believe tbllt the coneont 4nd Ol!vico ot the Mvieory 

Cc>uncU is necessary 1n tbie connoction. :.rticlc 2S N>quiros 

a ction by the Superior llnnJdne Council 1n cOMection with 

tho imposition of excbD.ngo control by t he President. The 

lliesion rocanrncnclad 1n ita s econd Report that the Prosi-

dont be authorized t o subject !or oien oxchongo transactions 

to license by tho Fin3nco U1n1etor upon the advice ot tho 

St:lbUization Fund Cooxlittoc. .\rticlo 26 givl!s the 
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SI)J>erior Banld.ne CouncU ae nll '" the Finance Minister 

tho right to require tcetimo~ undor o~tb 1n connection 

with tho oetabliBhmont o! oxchMgo control. 'lho l.lieaion 

~a not r oecmaumded. tbnt tho .'.dvieoey OouncU be Given 

aii!IUIU' nutbor1 ty but ngrees tbnt tho P:ln:lnce Winiater 

should hnve sueb <~uthorit)', :.rtielo 28 apectrica tb.:lt tbe 

Suporior 83nldng CouncU M:r dotonUno tho dnte wben the 

lejp]. toncler poorer of lmi t od St.,toa currency shell c0311o, 

'lho 1.118a1on hils not eivcn tho • .4v1ooey CouncU thio 

:n.thorlty llnd tnat<>M M8 •uaaoetod ~t tho legll tondcr 

powor o! llnitod st:1toa currency coneo l.mouistaly (pre­

o~r.~llbly upon the entry into forcu o! th o l oc1olotion in­

corporating the rocounendat1ona ot the Second Report), 
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Ar.larl.can Technical lllasion to Cuba 

CO!.ljENTS ON Tfli! IJ!W"r l:J.M<INO LI:.'OISUTICI!I 

F'Oilrth Report to t.he Cuban Oove,...nt 

Jul:- lS. 1942 

l'llrsonnel or l!!.ssion 

G. A. Edd,y, Treas11r7 Departaent 
A. T. Eogate, Fum Credit Adlllnistnotion 
r.. R. O&rdner, Board of Governors of the 

Federal Reserve Syatea 
F. A. Souttard, Jr., Treasury Department 
H. R. Spieael, Treasury Department 
G. B. Vest, Board of Oovemora of the 

Federal lleserve System 
H. D. White, Chief or lllssion, 

Treasllr)' Department 

~· ... 
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Al!ERICAII 'I'ECI!XIC.U. IIISSION TO ct1BA 

July 15, 1942. 
Dear ur. 111niater: • 

I aa tranallit.tinc t.o JOU hernith the Alleriun lllsaion'• 
Fourth !!aport t.o t.bt Cuban GcmtmMnt, ccnta1n1nc c-te 
on the Dratt Badd.ng Lepalation, Which :rou ro.-rdecl to the 
lll.ssion in June. The •IIbera of the !Aesicn hive eXUilned 
this Draft Legislation and prepared 00111011nte thereon in accord-
ance with the request 1n )'OUr letter ot June 5, 1942. • 

These c._nte s erve prbarl~ t.o clarity the recOII­
IOOndatione presented lo' the 111seion in ite Second lltport. In 
those instances 'IObere the pronsions of the Dratt. Law dirter 
fro~~ the reco-..c~a tiona o! the Second Report and llbere the 
!Asaion 1n comment1ns thereon has indicated a preference tor 
its ori81nal reco-nd4tiona , the reiteration or tho W.seion•s 

• original posi t1on 1a not intended t.o conve7 insistence upon 
its ideas but siaplJ to indicate tbtt tho 111asion has not 
changed ite a1nd ld.tb respect to these •ttors. The Ulssion 
rocosnhes that the solution to certain types of probl...., can 
best be loft to the ~nt or Cuban otf1c1ale tborouehl,y 
!aml.llar with the local situation. 

Somo sections of the proposed loSisl.B.tion contain 
mttors on which the W.ssion did not c..-nt 1n 1 te Second 
Report. On most o! tbeao C<.ttors the Ulssion did not hew an 
opportun1t7 to aolce a thorough •tudr ot tho probleno in..,lnd. 
ln the so cases, therefore, tho Clssion 11 nuking certain 
gonarnl COIIDlnte and 11 I!IAking specific obeervet1ons on~ 
where tor particular reasons the7 apposr to bo appropriate. 
The Ulasion wishes to O"'l'hesize that absence or c-.ont on 
pro'l'isions in these particular sections does not i"'l'l7 approval 
by the 111ssion. 

In transllitt1ng these c._.,nte the 111ss1on wiehea to 
express its appreciation to the Cuban Oovemment tor 1 ts 
court.ea7 in aending the propoaed Lepslation tor cosasent b7 
the Ul.saion. 

llonorablo Oscar Oarcia Hontos, 
111n1stor o! F1nDJ'ICo, 
P.abar.a, Cuba . 

Sincere}¥ )'OUrs, 

H. D. White, 
Chic! ot W.ssion. 
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eo.-nta on the lk'aft Banldna LepslaUon 

Fourth !!aport to the CUban OoYer-.t 
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The Alllorican 'l'echnical Nission in responae to the request of the 

C\11>10 FinllncO r.t1nistar haa examined the draft Bankina Legislation m i ch 

the Finance !Jinistar submitted to 1 t. The preaent report contains the 

111ssion 1s eo..,ents on certain features of this Draft Lew which are hereby 

subc>itted tor the consideration of the CUban Oovornaent. 

In thus coJ:ment.ing on the Draft Law, the aambers ot the 111ssioo do 

not wish to give the i.mpression that tbs7 have been able to make an 

exhaustive s tudy of the tiraft. l'br the moat part, they have coo!inai 

their c t tention to those portions of the Draft Law, prl.marily TJ. Ues I, 

Il , III and VII, which aro concerned w1 th ma teri,al ombodying tho recom­

mendations in the !lission's Second Report to tho ()lban Govorlll!lent. 

The llission did not have an opportunity to study the problem of 

bank inspection or of the regulation of private banks in CUba and , ­

therefore, has not made detailed COIIIOA!nta on the proviaions relatina to 

these ~~&tters. 'Die 111ss1on's eOIIDI!nta on tl.Ues IV and V are, there­

tore , confined to general observations except in the case of utters 

Nl4ted to the llission's Second Report or matters which , !or other 

reasons , appear to merit special att.Gntion. 

'JhQ ltission has in general not attempted in this report to examine 

questions ot drafting nor has it undertaken to rUYiow matters ot 

operating or l egal detail or other matters of lusaor importance • 
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'lbo cOGm>Onts of the W.mon on tho Droit Low follow bolowr 

Title I r Tho Superior Banking Council, 

249 

'!he 111asion observes thnt in this t1 tlo and throughout tho entire 

Draft Low, powers nre granted to the SU,perior Banl<1ng Council f<U' 1n 

exceee or thoee which the llission reco!llllendod tor the Advisory Council 

proposed in ita Second Report. 'lhe Dlmbors of the ll1ss1on <U'8 still 

strongly of the belief that a po~~ertul Superior 11Mk1ng ())U,Dcil super­

iq>oeed on tho Con trill Blnk is not <ld'fisable . 

'lhu Hl.asion observes that tile po11ers end ch1t1oe ot the S!lfl"rior 

BankinS CoU,DcU ns listed 1n 11 tle I, O>nptor 2, Article 8, ere lnrgely 

duplica ted oloowhero in tho Draft L<ltt and 1n their prosont form, of 

CO\II'SO , . coneidorobly ox coed thoso which tho W.saion l'fould be 1n rnvor 

of granting to 11n Advisory Council or SU,perior B4nl:1ng ():)U,Dc1l. Reg<>l'd­

leaa or what powers and mties are f in.>lly conferred upon the Council, 

the mterilll in Article 8 cou.l:d bo eliminated to cvoid duplication . 

Tho W.ssion wishes pnrticularly to call to the nttention or the CU,bon 

o!ticiela the !net that both Article 1, Qlnpter l, end Article 8, 

O>o,pter 2, specify t ho t the Superior BMl<inS Council sJull direct J:IOne­

to,ry lind bllnkint policy - 11 gro.nt of power "hiCh in the llissiOn IS 

opinion should be reserved to tho ilteb111znt1on l'llnd and o;ntr<ll Bank. 

Tith II , Cl\npter ~. Article 9 . 

'!he provision in Article 9 requiring 11n 1n1 tinl oubscription by 

""" banks to a.t least 500 shnroe of eontl-111 Bnnk etock ~ppeare ·to bo 
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excessive. "nlio liOuld necessitate an investment in Oontral Bank stoclc 

of at leaet SO, OOO pesos and is probably considerably moro than liOuld 

be re(luirod of B email new bank by the 2 percent provision 'IIIli ch would 

govorn the n'"' bank' a subscription to Central Bank a~ock during the 

second year or the """bank's existence. ID.aewhere in tho law (Title v, 

Chapter ), Article 2S) provision 1a made for tho eatablishDent of banks 

in ...all IIUtll.eipal.i~ies ll'ith a mln1rmm authorizecl capital of 50
1
000 

pesos . Banks eatablia~d ldtb this 111n1nwa cap!. tal would be c0111pelled 

by Article 9 , Chapter 2, Title II to invest their entire capital. in 

Central .84nk ehnres during the first yoar o! thoir oxiatonco. 

Tho IJiaaion believes that this requirement llOuld be unduly burden­

some for small ner1 banks . The J.ll.ssion rucof111zOa that tho establish­

lll!n t of new banks ahould be permitted only with adequnto safeguards but 

does not bcliw o that this restriction in its prooont extreme form 

serves a uaotul purpose. Accordingly, tho lJiuion rocOCI:lends the elJ.m1na­

t1on troa Articlo 9 of the proviso requiring initilll subscription to at 

loaat SOO sh&roe , 

TitJ.o II, Chapt.ur 6 , Article 22, 

The W.aeion notes that Article 22 Mkoe no provioion ae to the 

lll!lMor in which tho panulo ppecifiod in Article 22 are to be eele~ted, 

The W.asion a>4de no recommendation on this porticulnr point in its 

Sscond Report feeling that the solution to this type of problelll should 

bs left to the juclpent ot tbe Q.lban officials reopona1ble for drafting 
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tlle proposed bAnking legislation. In the obaonce or such 0 provision, 

ho.Tover, thoro ""'Y be so1110 Wlcertain t;y as to wh4 t constitutes valid 

el ection to a pt~nel. 

'I'J. tlo II , Chop tor 6 , Article 2), 

This article I>Okas the Inspector General ot Privata &nl<ing the 

IO<l.fldoto:y olternD.ta t or the )'inanco 111n1ator on tho Boord or Directors 

or tho Contral BMic . 'nle llission repeats its sugeestion th4t the 71n<!nce 

111nis ter should be Gllmred to select his o<m Q]. ternD.te. 

'l'itle n , ChApter 6 , Article :n. 

This nrticle r equires that members of the Boo.rd of Directors must 

reside in the C1 t.Y of H.avana or w1 thin a rodius ot not moro than 100 

kUozooters from H.avM~ . '!be loll.ssl.on taols that individuals residing 

elsenhere in Cllba might oleo make good directors !or tho Central Bank, 

and th4t their oxcluaion on groWlds of r osidonco is an unnecessary dis­

crim1rlation. Article 26 to.kes caro ot tho problCIID or trcq11ont absences 

or diroctora f'ra:1 110otinga of the Board . In viow or tho cldsWIIco of 

Article 26, tho W.ssion docs not believe that Articlo :n is n..,essary 

or desirable. 

Title II , Chapter 6 , Articles 28 and 29. 

Tho third paraaraph or Article 28 spocitiea that clau B directors 

holding Oovernment positions tor which thq oro drawing salaries shall 

not bo cmtitlod to odditional allO'Irances tor attendance upon meetings 

ot tho Board ot Directors. 'lh~ llission blll1ens that 1 t would probably 
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be boat to prohibit paid Oove,.,.ntal oft'1c. holdera 1'1-011 b<lc<Din& 

Class A or 8 directors o! the Bank. AccordinW 1 the ltl.soion ouggeste 

the elimination of the last parograph fi"om Article 28 and the rnision 

of Artlcle 29 to make 1 t applicable to all eyp.a of Governmental pooi­

tiona inotead or mere~ to elective o!t1ceo . '!hie reViaion could be 

accocopliahed mere~ b7 deleting the word "eloct1-.o• 1'1-CIII the paragraph. 

'11Ue ll 1 Chapter 7 1 Article 32 1 Paragrapha b 1 m1 lind r. 

'1bo llhsion notes that paragraph r o! Article J2 provide a for the 

delegation o~ of the powers specitiud 1n poraaraph m, nome~, the 

outhoricy to purchaae lllllterials lind furniture noeoaeo.ry to the opor->tion 

of the 84nk. From provisions elsllWhore 1n tho law 1 it appoors that 

othor poworo and dutieo of the Board or ll1roctoro can bo dologated~ 

ArUclo 3S , Chapter 8, for example, providoa that tho Governor of the 

83nk ~ axorcioc £unctions dolegated to him by tho Board. Pnr3graph 

b or Article J2 IU1d Articles 39 and 40 provido that tho Boord ~ 

eal.ablioh dis coWl t and other coa:d. tteoa and con! or paver a upon th .... 

It u:t bo adrtaeblo to DOCIU:, Article )2 ao a o to givo the Boord genaral 

authori cy to dolcg:>ta J)Cl'WOTS or so as to apocit:)' more cl'ar~ 8Dd 

accura ~ Wb4 t powora and dutie s or the Boord can be dole&atod. 

'l'i tlo II 1 Chap tor 7 I Article 32 , Paro.groph t . 

Thia por11araph providao that tho Board mil¥ r oconrnond to the Superior 

Banking CoW>cil the amoWtt of thu sorVico char&o or comiosion 'llhich 

ahoreholdina benka aholl be ollmrcd to lovy upon dopoaitors in tho event 

• 
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of nn incrvnao in the legally required rosorvea. 'lbo HI. solon bel1.evoa 

tllot this ontiro matter should bo loft to tho diecrotion of tho mllllber 

bnnlc$ tllomaolvoo nnd thnt the Superior ll<lnk1na Council should, there­

foro, not be given nuthoriv to reauJ.,ato tho amount o! ouch aarvico 

chnraos. Accord.inaly, thn lll.ssion rocOIIIDOnda thn dela tion o! parnarapb 

t 1'1-oc t.rticlo )2. 

TiUe U , Chapter 10, article 42. 

1bo Uisaion notes that the third P3J'O&rApb o! Article 42 refers to 

the tol4l. indobtednoaa o! the GovomJ:X>nt nnd provides tb:lt when this 

1ndobtodnoaa h:>a r .. nclwd 10 percent o! annlllll avornao budgoted oocpendi­

t\II"'s !or tho currant Me! pr"ccdin& Iiacal yoars, . t.b" Bank ' s nuthor1t;y 

to m<lko ndditionlll. ndvonooa bccomos rootr1ctod. In ito initial roeom­

mondotion tho Uioaion stotod thnt this proviso should opply not to tho 

tol4l. indebtodnuas of tbo Govcmoent but to tho tol4l. indebtedness o! 

the Govumment to thu Central Bank under extensions or Cl'<ldi t or the 

tspe contnq>lotnd in .u-tiele 42 nod 4)(q). ' Tho IIUaion, tb• re!ore, 

sugcsta thnt tbo third paragraph oi .u-ticlo 42 bo rniaocl to opply only 

to tho totol dobt of tbo Oovorn:aent to the C»ntral BMk un:ior sueb nd-

vr.ncca. 

1'1tlo U , Chnpter 10, Article 4) , Pornvafll d. 

'Ibis ~r"Sr••ph provides tlult t1w Bank moy rodiscount agricultural 

J>!!por but liml. ts thn 01:1turi ty of such paper to 180 day a. Tho llisaion 

! cola tb:lt nh.m nn agricultural bank is uat4bl1.shod in Cub<! it should 

problbly bo g1Yon rediscount tocilltios at thu Olnt.-al 11/lnk on p:tper 

nt.b m turiti"" >q> to 2?0 <~qs. tilth this in llind, tbo Uisllian soos 

... 
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no roaoon why agrieul tura1 paper with the endorsement ot a ahareholding 

b<lnk ohould not be permitted to run tor 270 1notoad of 180 dayo. I t 

should bo noted that this propoeol differs from that in the !Jission'o -Second Roport. This differomce 4rlses frOt:l tho W.ooionto -further •tudy 

in the courae of preparing tho r~port on ogricul turol credit which it 

will shortly oubait to tho a.ban Oovor..,.,..t. 

l'itlo II, eMptor 10, .l..rticle 4J, 1'1\ragraph b. 

1his po.rllgrllph provides tha t tho Om trol Bonlc ~ rediooount, w1 th 

tho endorsement of the shc.roholding bonk, tho obUgntiono <1nd debentures 

or oi'ficio.l crodit inot1tut1ons provided thot their mnturiey is not in 

excess of 180 days troCJ da to of discount. Ino8lllllch os no such official 

credit institutions now oxist, nnd in view of: tho di!ticulties of ont1ci­

pnt1ng tho procioo crodi t noods of such inot1tut1ono it secCJO preferable 

to provido thllt the cnturl ty of tho obl1gnt1ons Md debentures of o!t1-

c1lll credit inotitutions eligible for r<~W.scount by tho Ccntrnl Bank 

lihall bo de toralned at the tiJ:lo onch such i noti tution i s cre11tod; 

l'itle II, Ol., ptor 10, Article 43 , Paragr"ph i . 

'lhia paragraph authorizes tho Central B:u1l< to b\0' Md sell oblig:t­

tions issued by official credit institutions of the tlUliO type unci 

condi t1ons doacrib<td in parngrllph g providod thnt tho t otlll invested 

in tho obl1gnt1ona of o given institution shnll not be in oxcess of 

15 porcont of tho t otal aesots of tho Bonlc. In visw of tho diftieul tiea 

of dotol'lllining tho cNdi t needs of official credit institut i ons which 
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nre not now in axis tence the lt1ssion proposes thnt this paragraph be 

rewordod somewhat ns follows: 

11To buy and sell obligations issuod b)' and to make 

advances to and rediscounte !or olticinl credit institutions 

upon teras and conditions to be specified in legislation 

oateblishing each such institution, provided, however, that 

the totel invested in obligations of a given official insti­

tution sholl not be in excess of 15 percent of the totol 

asaeta of the Bank. n 

255 

It should, o1' course , be understood tha t thio proviso is not intended to 

limit open marke t purchases and sales of the sonaoned obligations ot 

s uch insti tutione under the limito.tions proocribod elsowhero in the 

Central Bank statuto. 

Titlu II , Ch~ptor 10, Article 45 . 

This article proVides thnt the Bank fJ1JY eat.4blish :1m1 tations on 

the total indebtedness of an;y one per son ar fin:a to a b<lnlc. A slnUar 

provision is !01.1nd in Title v, Chapter 2, Artielo 17. The Uission !eeb 

that a l .1mitation ot this kind should not bo l oft to tho discret ion of 

tho Cmtrnl Bnnk. The llission o.J.so f o•ls thnt n prt~ciso l imitation 

should not be wr1 ttan into the law until tho Contro.l Bank has ~ined 

soma exporiunce with this <lspoct of b<lnlcing suparvision l'lhid\ !MY provide 

a guido to l ogblntion. Th~se ccmnonts apply to the article• in both 

Titles II and V. 
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Titlo II. Chapter 11, Article 49. 

Tlwl precise meani.ng of the second paregraph of this article is not 

entirely clear, at least in the English tr8Nilation. Tlwl llission 

preswaes H is not intended to require that the Bank hold an amount or 

elipble paper equal to the di!!erence between the aetellic resene (gold, 

silver, end roreisn exchanj;e) and the nomnal value or the !lank •a notes, 

as 111ght be 1cplied by the text. 

Title II, Chapter ll, Article g. 

This uticle provides that the Bank may 1ncreaae the redisco\Ult rate 

whenever the gold and foreign exchanco reso rve behind benk notes becoDEs 

lowor than tho ml.nimun proportion f1Jred in tho law. The l:isaion believes 

that thia article is unnecessary and should be ooit.tod. In its Second 

Report the IJbsion rccomcndcd that nhcnovor too log~l reserves of the 

Bank fall below the required level, the 8cnk •s policy ahould becOIJIO sub­

ject to review by the /.dvisory Co\UlCll (or SUperior Baricing Council) 

end that unless aut horized to the contrary by tho Council, tho 8ank should 

ia:lodiately undortaka .,.asuros to restont the roquiNd reserve ratio . Tbe 

lliesion also recao:mended that 1! the Council 1a not aatiat1ed with the 

llll!asuroa adopted by the llari<, it should have tha authority to require the 

Bank to alter 1 to prograJD. These rec001110ndatione nrc largely embodied in 

other provia1ona or the draft legislation under ruv10ll. It see ... un­

necessary to aeparaw out for special c01111110nt ono of tho measures 
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which m18bt bo adopted to collt>at n resorvo do~cioncy. Article 54 appears 

to bo pomisaivo rather than C~Mdntory. As n pormiasivo lllGaaure , it i s 

unnooounry bocauao tho P<J"Or is granted olsmmoro. As "' mndn tory 

oonauro, it would bo Wldosirablc boeauso thoro ui ght bo oceD.aiona when 

it would bo WlWiso to raiso tho rodiscOWlt rato dospito n roservc d.,.. 

!ioiency, 

T1Ue II , 0\apter 12, Article 55. 

'!he f ourth poragrD.ph ot this article provides, a.oons other things, 

that the reserve nsainat deposits in foreign currency nt the Bank oey 

be compoaed of United States currency. I n its Socond Report, the llission 

recOCI!Ionded that against its deposit linbillties in dollars, the Bank 

should be r oquired to keep a 100 percent covor of hiBb-grade liquid dol-

lar assets . It appears unnecossary in tho atotute establishing the Bank 

to aJ)OcifY that this 100 percent cover O"'f cona1at of United States cur­

rency . It 1a no t entiT<>ly clear whether t.he third paragraph requir£S 

that the 100 percent cover be in Qlited Statas currency or merely proYides 

that it 11111f be in lbited States currency. In either OYcnt, it appoe.rs 

unnocosSl'.ry to oinslc out dollar curnoncy na th~ torm whicb tbis roservo 

should tnko. 

T1 Ue II I Ohapt.or u I Article s6. 
This art icle spoci!ies , at10ng othur th.ings , thn t in the event of n 

reserve deficiency, tho Bank should iomcdintely. odopt maosuroa tor 

restoration oi tho reserve to tho legal leY~, It wao pointed out nboYe 

thnt the lll.ssl.on' s SoC<llld Report exG~~Pted the Bank troa this requireMnt 
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in the event of express authorizAtion by the Advisory Council or 

Superior Blinking Council. \'lhile. the Mise1on ngrees that tn general the 

Bank should be re~uired to Ulke imed1ate eteps to correct a reserve 

deticieney, it still feels that there mQy be c1rcuoatances when immediate 

o.ctl.on of this character would be 1njur1oua to tho ocono.;y D.nd that, 

therefore, tho CouncU should have power to authorize other action by 

the BMlc. 

T1Ue II, Chapter 12, Article S? •. 

Po.r~<crcph a of tllis article specifies thot eerles A 'n"easury obli­

gations ahall be delivered by the Government to the Bank at a discount 

of 1 percent. The ltission believes this to bo a 1011a1nterpretotion of 

its previous recommendations . In its Second Report, the ltission recom-

mended that the Government turn ovor to tho Bank spocinl Treasury securi-

ties with o race value of ) , OJO,OOO pesos. It woa the belief of the 

llission that tho so special secur1 tios could probD.bly bo sold 1n the 

mncet at a discount o! rou8)>ly 1 purcont and that, therefore , the Bank 

as c matter or conaerv:ltive accounting practice could well c::rry these 

socurltioa on its books at a val.UD.tion of about 3 1111lllon pesos al.though 

they would haw a taco vnluo JO, OOO pusos groator. The llissl.on did not 

heve in mind tho delivery of theao securities by tho Oovommcnt to the 

Bank a t n discount ot 1 percont as is appnronUy ro~1rod in paragro.pil 

o. of Article S?. 
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'nle lll.saion believes that Article 57 rolat1na ae it does to the 

e~pl. tal of tho Bcnk ehould probably be plaeod in Oluptar 2, Title II 

along with tho othe~ Pr<Wisions respecting tho Bank• a e~italization, 
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In ita Second Report the llission indicllted that in the event tho 

capital eurplua. ot the Bank was reduced to 1 million peeoa , the Govern­

lllnt should be req~~ire<\ to restore tha c&Pi tal 8\lrpl.u to a level ot ) 

Jd.llian pesoe. A provision to this effect is not included in Article 

S? or in the articles of Chapter 2 relat1ng to the capital atrllctllre of 

the Bank. '!be lll.ssion 811£geste the ponible addi t.ion ot a provision 

to thie ortect either to Article S? or to 10100 othor appropriate article 

in Chapter 2. 

In ll l e tter addressed to the ()l.bon Finance lliniater subsequent to 

the tra.nsmieeion ot the J,lission 1s Second Report t o the ()l.bon Govern­

tlllnt, the llission 8\lge&ted the possibility ot a proviso U>at the 

Oovernment be reqllirod to oaintain tho capital stock ot the Bank at S 

Jd.lllon peace in the event that the CCIIbined share c&p1 tal plua paid-in 

and oarned aurplue drop below ? to 8 aillion peaoe. 'lhis Sll&gestion 

was aede in respons e to on indication to thO 14uion that the Cllbon public 

might interpret a decline in the t otal oapital ot the Ba.nk as a sign of 

••alcnoaa. 'lllo Uiasion notes that none of the uticlee of Chapter 2, 

T1 tlo II relatins to tho Bank's capital c?ntllirt rctoronce to this pill'tic­

lllar S\IUOition. 'lbu lll.ssion doos not willh spooifically to recomend 

tho i .nelusion c f 8\lch a proviso in Chapter 2 but coroly 'tti.ehoe to call 

attention to its abson'co. On a aattor ct this kind inYolving the reaction 
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ot tho CUbo.n public to a reduction in the capi toJ. o! the Bank, the Uis­

sion wishes to defer to the Judgcen-t of the responsiblo Cuban officials, 

Title II , OU>.pter 12 , Article ~8. -The llission beli..Ves that this article, as well na Article 57, 

sbeuld probably ba included with the material in Olapter 2, Title II 

retorrtns to the Bank's capi tali.zation, ·. 

Title II, Olapter lJ , Article 6o. 

'lhls article provides that in the event ot a deficiency in the 

reserves o! Dembar b.:onks, these banks ..ay not ~ dividends or Q3lce netr 

lonna or inveatmente until their reserves havo baen restored to the 

legol level. Tho llission ball eves that this provision should bo. deleted. 

A similGr provision existed in the United States l'Oderol Rllserve Act tor 

..any years but proved to be unr.orkable nnd ho.a rocontl,y baon eliminated 

from tho 1..... It was eliminated because bank directors wore subject to 

personal l1D.b1l1tar tor making l01111s or paying dividends while reserves 

wore deficient nen tho\1811 in many inst4nees they could not lcnooo 'a t the 

time they were uldng loons wbethur Nsorve de ticioncios existed since 

re serve requircaen te are nonoally ooap1ted only poriodic;Uly. 

The J.tl.ssion roeognizcs tho dosirabil1tar of l.J:lpoaing upon coomor­

cial banks sOtDO ponal tar for faillll"ti to maintain rusorvos at the lcgal..l,y 

re(luirod level. In placo of the provision of Article 6o, the llission 

suggoats tho possib1l~t;y of adopting a ponalt;y provision soaH,.,hat 

sl.ml.lar to ono CIIXT<)ntl,y in uso in tho United States Pedorlll Jeserve 
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System. tinder this provision, .ember banks IU'C required to ~ a penal, t;y 

on tho omount of the doticieney. As one poeoibilit;y, ·the Jtl.uion Slll!­

goets that on deticionciea poraioting up to lS days tho mellbsr banka bo 

ro(luirod t o PGY n p..tnal t;y a t t he rn to o! 2 percent above tho Bonk• s 

highvst rediscount rate, and that on doticionciea poroisting longer 

t.ban lS day• , tho penalty bo incrcll8od to S percent cbovo tJw rediscOWit 

rato. 1hoee p<:nalt;y rntos are moont to bo rntos por AMII:I nnd would 

nccordinaJ.Y be odjusted to tho length of timo tho reserve dotieieney 

pvrsiatod. 

'l'itle II , 0\aptor 14, Article 63. 

Tho W.esion interprets thio o.rticle to spoei!Y tha t dividendo en 

ehnres shall be cumulat.ive a~ 3 percent. and shall net oxceed 4 percent. 

The Uioo1on intended that these provisions should npply onty to shares 

held by mamber banks and not to the shares held by tho OOVernment. 

'11tlo II, Olapter 16, Fourth Provision. 

'nib paJ11Uaph provides that the &nk eb.'lll contribute to the ex­

penses ot tho ottice of the Inspector Oenorlll ot l'r1Ycto Bonldnr;. As 

will be indicated below, the !.lission eerloual.)- doubts the wisdoa of 

establishing an elaborate and a separate org~zntion tor the inspection 

ot private banks. In vi"" of this fact, the J.llssion doubts tho noces­

s1ty or dos1rnbilitY of this provision. 
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Tl.tlo II, Chapter 16, P':l.fth Pravision. 

Thie p:u-naroph relatos to tho exwnsion or Control Bonk erocli t to 

otticiu.l credit institutions. Since this subject lllllttor 1a covered 1n 

Title II, Article 4.3, poragrnjXI 1, the lli sden SUBBOSta th• dcsirabilitv' 

or combining the mt.criol in th" Firth Provision with porogrnph 1. 

'lhv lliesion not.cs that under t1w Firth Praviaion, the power to in­

creAse the l .ild t on oxtonaions or credit by tho Central Bonk to officiol 

credit institutions frOl!l 15 to 20 P."rcent ot the Bonk's assets is vested 

oxcluaiveq with the Board of Directors ot the Bank atta.r a period of 

2 years. The lfission•s original recollmOndction subjected such n.ction 

by the Boord ot Directors to the opprovol or the Prtsidon t of the 

Republic, The Mission still feels thot this 1a a matter o£ sufficient 

importance to subject the notion or the Boord ot Directors to review 

by the President of the llspublic. 

11 tle III, Chap tar 1 , Article 2, 

'lhis IU'ticle specifies thot. the Inspector General of PriYata Banlc1ns 

sholl be a •mber of the Ctlali.sol. on """"Bini the Stobilhotion F\uxl, 

The llisaion• s vi.,..s respecting the nppoinboent 1>! on Inspector O.ner;U 

ot Privnta Bonking will be exprsased below. Resardleas ot whether or 

not such o.n ottice 1s to be est.obl.ished, the lliosion does not believe 

that an inspector of private banks TIOuld be the npproprioto ort1e1.U. aa 

the third 11ember of the StAbilization J!Und CoaD1 ttee. The lliesion, 

therefore, refers to its original reooJ:IIIIOndnt.ion pravidina that the third 

member <>f this Ce-.1. ttee be GPPOint.ed by the P1nonce Uinie tor· 
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'11tlo III, Olnpter 1, Article ), Pnrn!p'llph c, 

The T70rd1ng or tllie l"'ragrnph at lonat in ito &lglioh translation 

1a not ontirel,y cleo.r. The llission OOI!UIIWlG tllnt tho obliga tions referred 

to would be SUAr<mtood by a pled;!e or gold or foreign oxchango . In 1 to 

proaont wording, horrovor, this P'll'OU>lPh could concdvnbJ.7 bo inte%­

protod ao cs not to requiro such a plodgo. It 1a naoumed, turtllcr, 

tlltit this po.rngrnph does not prohibit tlle aubatitution or tlle Bonk's 

not es tor gold or foreign lll<chcngc aa colle wrcl tor Stob1liznt1on Fllnd 

oblis:>tiona, ns is unvisngcd in Titlo II, Olnptor 101 ;.rticlo 4J, po.ra­

grnph J, Obligations bnclwd by Bnnk notoo would of course not bo 

oligiblo to servo as rcacrvo behind tllo no to and dcpoai t liabilitica of 

the Bank, no is made cloor in T1 tlo II, Olcptur 12, /.rticlo 55, 

Title III , Chnptor 1, Article s. 
Tho third parngr~ph of this o.rticlo providoa that tlle lbnlc ""'Y dis-

continue financing the Pund and roquiro a raduction 1n its overdratt 

whenover juatitiod t osra ot an undos1nblo croxlit QXPODsion axiat. In 

its s~concl Report tho llbsion suggoatod thet ouch action by tho Bank 

should roquiro tho attirlllntiw veto or nt leaot 5 r>ombors of tllc Bonrd 

or Dl.roctora. Thu !11osion notos tll• :.baonoo ot thil provision :rom 

tllo Dro.tt Lnw undor roviom o.nd auggoata tllo 1ncluaion ot o. provision 

to tll1a otrvct in Articlo 5· 

Tho IC1oaion .t'urtllor auggostod that tho Bnnk should bu !rcu to uae 

thia pootor ovor tho Fund owrdra!t whcnovor 1 t 'doou 1 t advisable. The 
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lollesion pointed out, tor example, tbat "wb., tor reoecne of credit 

policy only o lilld.ted o.ount ot Cenb-41 Bonk credit con bo 1111de avoilll­

blo to the Central Oovernaent, official credit ocenc1ee, nnd the l'lmd 

oclllbined , it 1llDif be " net sa~ to t he Oovemment ae a whole 1t the 

Fund 1s finllnced partly in the open morket, le:>vine the ov01lllblo 

Central Bank ere<ll. t to the Ooverruoont or the lend1nc agencies. 'lbereb7 

obl1£11tiona bearing the l01:est ra tes ot interut would be sold to the 

open ao.ritet while oblications bemng higher r:.tes ot interest vould 

be boufllt br. the Oenb-41 lbnlc. Sf.nce the Oovenaent is the residu4l 

beneficiary Of Central BanJc 8<lmingS I this prOoedure WOuld redUC8 the 

Oovornmmt•e net cost of borrowing. • It 1e poeeiblo that such notion 

could be token on the grounds of "juati1"1od tears ot on undeei.rllble 

credit oxpnneion", but the ldssion beliovus that this might involve a 

aomewhot for cod intorpretot1on since the onq undesirable credit' expan­

eion that tho Bank could fear would bo that flbich it "4• itself con­

sidering creeting. 'lhe Hl.ssion, tboretore, euueets adoption ot the lese 

roatrlctivo phrase used 1n its Second Report- IIAl:lelJ', "'!henevor the 

Central Bll.nlc doeme it ~.sablo. • 

Tl.tle nx, Chapter 1, /ll'ticle 6. 

Thie nritc1o specifies that sta.bil1zlltion P'Wid cortitiC<~tos rtJil:1 not 

have o lllll tur11¥ in excess of 120 dey's. 'lbo Llieaion aooe no particular 

roD.son for plncing 11 pnciae 11::11t of thie kind upon the m4tur1 V ot 

Stob1lilllt1on ~ obligotions. 

- Regraded Unclassified



265 
- 18 -

Tl.tloa IV and v. 

'lbo lll.aaion baa not &ivan CAI'et\al ata.q to 1!tloa IV and v. Joitilor 

did 1 t h4Yo occasion or opporta.nt v 1n CUb4 to inYoatisate tbe problo• 

of bAnk inspection and rocuJ,ation of pr1vnto banlcina act1Yit1oa, rar 
thoao rooaona the lll.aaion 1o not ..tc1na dotailocl ...-nte on ... t ot the 

ao.torial in fl.tloa IV and v. 

'!he lll.aoion . dooa, ""'"""r• wiab to aproaa 1te conYiction that 

CUba cloea not noocl an elaborate and coat17 or,IIDis:~tlon ••J>'U"lto tr.. 

tho Cmtral BMk to inapeet o.nd ropl.ato priwto e.-orcial banlca. In 

1te Second ~ort tho IG.aaion cma<rntod to tho ot!uot thnt tho Central 

Bonk should hnvo power to roquire oxamna tiona and otat-.n to o! condi­

tion of banko nudited by public nccOWitonta and that 1t ohoulcl be 

<JlllllO'I'9rod to au.thorizo or prohibit tho opunins of DIIW benka and brancbaa. 

U 1n the ju.<lpocn t o! Cuban otticiala 1 t io dooirnblo to catoblloh -

resular ucbincey tor CX!!"'mna bcnko, it 11 tbo lira conY1ct1CIIft of tbl 

lll.sa1on that tbia hnction can boat be ontrwiWd to tho oontral Bonk. 

'lb1o will 81YO tho Balik rocuJ.ar and """'Plato Worution roopectins 

benld.n& dO'YOlqa,..te 1D Qlb4, '!be ll<ri< wOIIld proballlJ' baYO aoceoa to 

weh WorwLtion lllfi"'DT but mtJ;f pt 1 t aoro •••i.lJ' and aro~t1call7 

through thS,o channel.. lloroovor, tbo Bnnk mtJ;f bo oblo to por!ono bcDk 

oxnlllMtiono at l o .. coot than n ooparnto orpniaotion bocauee it will 

not bo nocoaa4r7 to dllpl1C4to exp..nai•e IIIIMCOrial aorYiaoa. CUba haa 

rolnti.Yo~ .tew bnltl:a 011d OXMI1nat1on ot thooe (""""with all tboir 

brt.ncb .. ) ebooald DOt ~lliro a lara& ol'plliation, 

Regraded Unclassified



266 

- 19 -

In addition, the lll.eeian wiah .. to ecpl"'lu ita t1.no conviction 

thtlt the powero CJ"llllted to the Inapector General or P!'inte llllnJdn& 1n 

Title a IV And V nro uceeeive IUld extreme. !'or e>CAUDple, Title IV, 

O>apter 2, Article 4, ll&tncraph d parllite the Inapector Oeneral to doter­

IOine the m•x<="" 111101111t a bank .-;r inYut abroad . '!he III.Nion reprda 

it aa undae1rable tor the Inepector Generel to have th1e powr with 

reepect either to do.eatic or !oreitp1 banke but perticular~ eo 1n tile 

case o! the !orelcn benlao. Another exuple or an unneooe~ broad 

grant o! power to the Inapector General ie found in Title v, Qlapter 2, 

Article 4, 'ntl Second perasraph or tbie article cJ.YIS the Inspector 

Gmorel power to effect cllangee 1n the. bus1neea ot banl<e end their manner 

of operation oven prior to the prOIIOilgation or the Banking La 1! he 

deeme thh neceaaary 1n the public intereet. 

Ae eta ted provioualJ', the alllbera or the UiNion have not had an 

opportunl.t,- to Ulce an a~te a~ ·ot the prcbbu ot' bank 1napect1an 

and bank recul&tion 1n CUba. '!he lll.llaion ' • exulnat1on o! the present 

draft o! '1'1 tlea IV and V, together w1 th ito knoorlo4c• of Allarican 

experio.ne. 1n bank exaaination and regulation, leads 1t to !eel that 

further ·~ of thcee toro prcbleao would be adVantageous before det1n1-

t1Yo lbsielation i• prorldod. In tho toUOidns peaoa the 11.1ss1an baa 

c...onted on a few parncraplle 1n the toro Titloe as now drafted as an 

indication o! aOIDe ot the •ttera with which !urthor etuey lll.flltt bo 

cmcornod. In addition, """"' or tho coaEnta rolate to llectim• 1n 
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thoao two Titles which are coneemod l'lith attura ~on up in tho lll.aaion'a 

Second ~port. \ 

Should it be dooidod to poatpono enaotmont ot T1 tl.oe IV and v aa 

now drafted, it llq be doabablo to tra.nafor to T1tloa I, II, or ni 

ccrta.in prorlaiona relating to tho Contrlll. Bank. .h oxaq>lea ot those 

my be cited Article 8 of O>aptcr 2 in Title IV, and Articlo lS ot 

Chapter 2 in title v. 
Title IV, Chapter 2, Articles 8 ancl9. 

Article 8 prondea that the Inspector Otnerlll. ahall prepare and 

publhh statiatica relatinc to the central B4nk, f oreign exchanp, and 

banking. 1hl.a 1a a function which in the opinion of the lliooion should 

be delegated to and performed by the Central Bank. 

Article 9 ell!pOWera·· the Inspector OeneriLl to require data and in­

formation fr0111 practically 811¥ and all p&rtiea. Stated in this wa:r 

the poorer 11 web too broad anc1 inclu.sin. 

Title V, Olapter 1, Article 1. 

With rupect to tbis article detininc banks, the 111aa1on aucgests 

th11t banes c1o not neeeaaarily pertorD All the t\llctiona there specUiod 

Gnd thot t1rulnc1lll. houses per1'ona1nc ~ eo• ot theeo !llnctions are 

not neeeau.~ banka, 

'll.tla V, Chapter 2, .Article 1~ . 

Article 15 prontlea that the SUPerior Bankinl O:.uno11 ~ VfU7 tho 

proportion of lesal.lJr requi.rad reeonee within a ranee ot 12t percent 
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to IJJ perc<~nt. In addition, it autbariHI tbe SQ~>etior BanlciDg CouncU 

tn roquira h1gber reserves on depoai te in excees of thea a exiatinc when • 

tbe increue 1a ordered when.,...r excoee1n credit expnnlion 1s threatened. 

'llle Mieaicn reanrde 1 t. ... preferable to ontruet tbe powor to ro.ise 

roserw r equ1reaente exclueivel,y to tbe Oontrnl Bank and believes tbat 

such power eh~ be resttict.od to depoeite 1n axcees at thoae exiatinc 

wbon the • oosure is Ulpoeed. 1be lliasion f vula that Article lS givoa 

too -..ch authori tT to tho SUperior Banking Q)uncU. It lls o feels tho t 

tho proYiso por81tt1ng vari.atian betooun 12t poraon t and 40 porcent 

1n tbo r esarvee ll8&1nat Dll depoe1ts 1o abjcctionablu bo0<1usc 1t sub­

jects tho banks to wide and auddon fiuctuD.tione 1n roquiromonte and 

because it is rotroo.ctive 1n tbe aoneo thnt it npplioa to duposita 

l ong eince acquil'od. Ill brief, the ltl.asion io of the opinion tba t for 

CUba a provision Mtrpecting ineroasoa 1n reeerve require~~Sn te ot tbo 

t;rpe rec.-encled 1n tbe Second aaport ia preferable to tbe t;ype proposed 

1n thie article. 

Titla V 1 Choptor 2 1 Article 16. 

'lhil article requires that IJJ percent of the profi te o! a co.oer­

cill ba'* be turned 1n to a contingent r<teorve until the reserve shall 

have reached an liiiO\IIlt oquivalent to so poreo~nt ot tbo eubeeribod and 

paid-in cepi tel. The ltl.seion believoe that tbie requi.romllrlt 1e too 

strinacnt. Uoroovcr, 1 t auacste tMt 1n ccMootion with the brancbee 

ot roroign benlce opore ting 1n Ql.ba which ~ bavu no epeciriod 
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capitaliution apart .t'l'am that ot tho1r head of!1coa , a praviaion of 

tllis kind Will cruato d1!!1cultJ' . 

Title V, Olaptor 2 , Article 18, 
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'nlie Article apoc1t1ea that private 001111orcial b3nks "''Y not main­

tain balnncgs nbr oad or make invoatmcnta Abr04d in oxcoas o! propor­

tions to bo oatobllshed b)' the Central Bonk. A ao"""""'t aiJ:Iilar proviso 

ia included in 'litlo IV, Chaptor 2 , Article 4, PI'J'<~&rapb 11, which 

apocitioa that tho Inepector General o! Privets Bsnld.ng 1111\Y detsrmino 

tllu lllllld.lllllm OJ:IOWit which 'lxlnl<a 1111\Y invoat ebr osd end tho awd.DNm bcl­

cnooa which thoy mey' maintain abrond. ! pru-t ft'om tho con!lict of 

authority hero botrtoon the Cont.-41 Bcnk nnd thu Ihapoctor oonornl of 

Privets Banking tho 1.11asion 'odshcs to exprc .. its conviction that this 

oonatitutoa too broad a vru~t of power·. Banks auat b" P"rmittod -to 

lllllintoin dollar aa ... to equal to their dallcr lbb1Ut1oa and 1n tho 

absence o! oxcbnnso control should bo permitted to 1nvuat tllo1r dollar 

t\mda 1n dollar oaaets with rclat1vo ft'ocdoa, 

Title V, Oleptsr 2 , Article 19. 

1h1e articl.e apoc1tioa that tho !oroign currency deposits o! benlco 

shell bo 11m1 tod to 10 pcreont of tl\o1r total dopoai ta • In ito Second 

Rupert, tho Mission rccommondod that the l ogol tondor etotua or the 

dollar s hould bo ondod n( once but augguatod that othor imped~ -..mta 

ageinat the ueo of dollars would probobl.T not be 1n CUb:>' a intoruat :1t 

this tiao, In eddition, it aQUOstod that for & period of !1ve years, 
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bnnl<s sbould be ' ~nait.ted to hol4 dollar reaervea acunst dollar deposita 

but t.hc.t. at tho expiration of tb1a period all their lllllal. resenea 

should be exolusive:cy in pesos; The 111saion still taela that these pro­

viaions oonst.itute both an ample diaeourocemant a&41nat exclusive reliance 

upon dollar depoli ts, and at tbe some t1Jie, n C\14l"4ntae of te>ir treataent 

to 'the ba.nka 4nd to depoaitora with rea~ct to their doll4r deposita. 

'llle Uhlion f eels that tha 10 percent requireMnt 1n Article 19 1s ,_ 

neeess&r)' 4nd undul.)- restrieti•e. Ill 4dd1tion, it bel109es that the 

provi.so or Article 19 &1Ying to tha Superior Bankinc Council the power 

to eb4nge We peroonta.ce is undosirnblo tor tho ronson thc.t i t grants 

to the Superior Banking OouncU an undue dosree ot power. 

Title V, Chnptor 21 Article 23. 

'DUe artiolo empowers tho $lporior Bnnkin& Council to aoiw bnnl<­

ing eat.abliotu.:tnts in tha event of certain apocifiod oircumatances. 

In ganeral.1 the ll!.oaion believes thnt it ia W1Wiaa to m;>Jco tha Superi.or 

Banking Council a proapoctive receivor o! bankinS pr-rties. 

In pe.rticuhr, t.be 111asica wiabea to aapreae ita bGliet that para­

sroph 0 ot Article 23 ia w.=ranted; 'lb11 parap-aph provides !or tha 

aoiaure of bt.nJdni properties b)' tho Suporior Bnnkin& Council 1o tho 

evont that a priYato cc.~ereial. bonk dooa not maintnin with tho Bank 

ot tho ~ublic tho required le&al r ooonn. · Tho Uiasion in thia 

report baa eleewhore ausseated certain penal t181 to bo illposed in tho 

event that a reaol'Ye deficiency oocura. The lliaaion does not believe 

that i t 1a app-oprl.ate to nuthorise saisure or bnnl<in& propertiea ..,re:cy 

bocoUM of tbe exiatenco ot a tapor:>Jl' reaerYO de! icieney, 
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'l'itlv VII, Ch&ptAir 2 , Article?. 

'lh1a nrticlo provides , ~ other thinp, that acrios B bonclo 

shcll bo nogotiablo "t a disccu,nt not in oxceas ot 1 p<Jrcent. Although 

the Ll1 asion has indica tod nn opinion that such se'"!"i tios should 

probably be sclnb1e nt a discount no groator than this, it .believes 

that 1 t 11 prob<lbl,y unrtse to place in tho lew a prohibition apinat 

" discount in exccaa ot 1 percent. 

'lbo Uhaion notes tho existence of a provision tor isllWlco of 

sorioa C bonds with n ut>lrit;r bot>reon 90 nnd 180 <ID,ya nnd with an 

intorust rntn not 1n excess of 4 percent. In a 1ottor t o th e Finance 

w.nistor aubsuquunt to the Uiasion • s S..cond Roport, tho llission aug-

gostod thu possibility of using Tronsury intorust-bonring oblisntions 

with sorinl IIIAturitiua not in oxcoaa of 5 yonrs. 'lbo Mission is not 

hereby roc0111110nd1na the inclWiion 1n .orticlo 7 of tho ruc...,.ndation 

contained 1n this l e tter. In tho <lbsonco of lmowlqo aa to whothor 

tho provision of Article 7 relating to acrioa C bonds 'IIlla prcpa.rocl 

be foro or attar receipt of the Ul.ssion' a letter, the lliaaion wishes 

...,.~ to ccll a ttention to tho ditforonce botwoon tho provinona in 

tho Draft Law Ulldor revi<• nnd the roCOID!ndllt.1ona. 

11\c Uission clao wishes to ccll to tho n ttAinUon of tho CUban . 
ot !icicle t.hnt tho Draft Lnw under review contoins no provision for the 

i s suance of Oove...-nt obligations which would pormit tho Contrcl Bonk , 
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to dispose "1' its silver at bullion v4l.ue 1n llccordo.nco Ttith tho reca. 

mond:. tions 11111do in tho Second Reprt. 

Title VII, O>nptsr 2, Article 10. 

This nrticle establishes certoin taxes for the purpooe or f1oanc1ng 

the otri ce of the Inspector General ol Privata Bo.nldng. The W.ssion 

'll'ishes to obseM'e t hat 1n 1 ts opinion these taxes are considerably 1n 

excess ot wtu>t i t would regard as reaeon4ble. It believes, tor emcple, 

that e tax o r 5 to 10 conts per check on priv:> ta ecCOWlts is ex~ssive 

nnd would constitute a serious deterrent to the use Gt checking !acUi­

ties. 

• 
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COPY hO. 

Infof'W!;tion rec«tiv'ld up t.o? A.M., llt..h J r nu.a.ry, lC).'.) . 
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r3 

On? Of H. Y. 1-'loet. llineswue{XtrO CICOOm1tU\y1ng convoy t.o North RUSSIA. 

l 3 l'rotJu!llod l onL by ene.v action on )lot. Deooa,.,.r . 

MlDH<I'JWIOJ.N . 8th/9t.h. Tvo or 11.11 . Doo~royore BAnk 3 schooner• 

orr M + t c:oaat of MISlt. . One or H. tt. 'frn~lo.ro N.e Men lost. t~tlth c.l..l h. .. nds. 

het'orc;nco OP1'4 tlo. U 7 out. or 9 te.nkor c ln convoy tf..ltUD£D t.o '!.-.Dlf:JU\I..Jf.t:.l.'f -·-· 
LIBYA. ?t.h . In t.he F~ZAJ FJ.cht.ln, Fronoh l'orcoa ea~turod 

IWIR10UK. 

!Yl!l.§.. Strong cnomy r ...tde on t.ho ~nch pon ltionti 11.t.. OOU ll.hADA 

7th/8~h !.nd PICIIOII on 8th/9th •or o r c[>Ulued. 

I!~ On the ARfKAN Cout. our t.)'OO!Nl hlwo nor- l'o--.oh.8\l tt 

10 nll.\la nort.h or :.k Yo\8 ttllnnd . 

) . All\ Of't.W tOtiS 

t i:S_!J~. ~!. £)u.rlng niehtc dth/9t.h toN" 'Jth/l.Otl! 710 sea lldnee 

1'0ro l&ld. 9t.h/10t.h ~::· 57 tons H . .,). and S7 1.8. .-e.:t.th~r clou--:los:., ~;ood 

v1• 1b1llt.y . on.l3 s .. l,;tlt. ground haz:c. !klcba seen t.o tur:n. 1.Js t.trcot. Area coccena.-

lOll tiru dovolor,1ntr MJ b.lreatiy largt. ~hen Jlren.~tt lett., cany o~hor seat.te:red 

rt.rea. lnt.tnat Mti-•.'lrcr~t.. uu! nuoerous ue.d'Qhll.;hu . lOth . Out or 10 en~ • 
uircra.rt tlbich crt~sso .. ,C,llf"lleh CocLst. 'i'ytJhoonc dolt..royod 1 Md dt~.lllllftO.i anot.her • 

.lt.!HA· 8t.h/9t..h . t.'ellin,;t.one boabod lWtURATA and 111111.ellino CI.Lf\J'IOO 

co Jal\l'i1ntl uround and ill. 'f. in th.!!t. ar on. 9t.h, Kitt.yhawlcs lll4do 2 :.~uceeRaful bNiblns 
' 

att.n.cko on fl,f. 1n t.he ffA.tt Z:l1 ZU.i. At nleht.. "'•llin~t.one a.t.t.ocl:od rotl.d Junctt· .. •.t 

CJtot. o r TIU?OLI and north er ut or CA.S-n.:;: OOtHl'O . 

~· ?t.h . Blmhsiu bombed RA'rH..DAt.rnC ll.nd fNrrleftnes at.t.'lc~cd 

•l!lac•• and ~lee tlons a•- an U"fM. abo\lt. .UO nU"• cout.h or IU..lltll!t.u . 
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JAN 121943 
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.. 7 at a ~ • •• <• 
....... 7 7 a• 
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TREASURY DEPARTMENT 

~INT DIVIUON 

WASHINGTON 

January 12, 1943 

Jf.EI,:ORANO\n( TO 1'HE SECRETARY: 

There is submitted herewith the operating report of 
lend-lease purchases for the week ended January 9, 1943. 

275 

As the result of negotiations with the War Department, 
we now have assigned to us the space specified below at the 
depots named, which space is used for the storage of lend­
lease goods . 

Depot Covered Storage Ground Storaae 

Belle ¥eade Quartermaster Depot 200,000 Sq. Ft. 
13elle L~eade, New Jersey 

Elmira Holding & Reconsignment Pt . 
Horseheads, New York 500, 000 Sq. Ft . 1,000,000 Sq. Ft . 

New Cumberland Quartermaster Depot 
New Cwnberland, Pennsylvania 400,000 Sq. Ft . 

Vontgomery Holding & Recon. Pt. 
~~ontgomery, Alabama 200,000 Sq. Ft . 

Sierra Ordnance Depot 
Herlong, California 200,000 Sq. Ft. 

Terre Haute Ordnance Depot 
Terre Haute , Indiana 500,000 Sq. Ft. 

I 
500,000 Sq. Ft. 

Total 2,000,000 Sq. Ft . 1,500,000 Sq. Ft . 

I 
Regraded Unclassified



276 

- 2-

In addition, we have the use of available space at 
all other holding and r econsignment pointe operated by the 
War Department, such as Voorheesville, N. Y., Marietta, Pa., 
Richmond, Va ., Shrevepor t , La . , West Yermo, Cali f ., Pasco, 
Wash. 

We have trained and placed at the various depots 
representatives to handle our business, and the difficulty 
by reason of the ArmY's inability to supply sufficient 
labor, equipment, and trackage facilities at certain of 
the pointe is being readily overcome. 
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Allocation~ 

Purchase Authorize.-
tions (Requisitions} 

:U:t:D- UAS: · 
':'!\Z!St:RY DEPART'.::! ':: , Pil.OCli.tE-Ei."l' Dl,!~I .. :. 

S':'ATEl'Z!.':' Of All.,'CA':'! ..h~S, C.BLIGJ>.':'W:S ( !'W.C :A~::::.; ~.J 
DEU .S.m:s TO F<R!:IG. GOVER:J.E:.'i'S A. \i . S. P•• 'i.'S 

A:; C:' JJJ;tA:-":Y S, 1943 

Total 

"2724 .5 
( 2722 .6) 

t2163 .4 
2146.8) 

(In · illions of Dollars} 

L . !". Russie. Chine 

(1302 .d ·atW .9 t5!J .3 
1303 .4) (~58 .9 } 58 .3) 

'1249.4 i 844 .9 ~ 41.2 
(1234. 5) 843 .5) (41 .2) 

Adlninistrative 
Expenses 

{s. 7 
3. 7) 

• J.scellaneoua l.. 
lndistrilJuted 

~491.8 
l498. 5) 

~ 27.9 
(27 .6) 

Requisitions Cl eared t2030.0 ' 1191.4 
for Purc'le.se 19':18.4) (nc7 .s) 

r70.6 
763.3) 

(41.1 
41.1) 

~ 26.9 
(2G .7) 

::bli£:8 tions 
(Purchases) 

Deliveries to Foreign 
Gover~nts e.t ( . s. 
Ports* 

rl~07 .0 
18 15.3) 

(1110.6 
1100. 7) 

t728.6 
717.3) 

~ 817.8 
(804.4) 

$644 . 7 
(634 .9) 

Sl4c . l 
(142.7) 

t4l.l 
41.1) 

(20 .3 
20.3) 

$3 .5 
(3.3) 

~ 23 .2 
(22.9) 

$ 6. 7 
(6. 5) 

*Deliveries to forei~n governments at t . s. Ports do not i nclude the 
tonnaee that i:: either in storage, "in-transit" storage, or in the 

· ~ort area for which actual receipts have no t been received from the 
foreien eovornments . 

I:ote: Fi;:ures in parentheses are those shotm on report of January 2, 1943 . 

I 
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EXPLAJ:ATI Oll OF DECREASES 

The reduction of $600, 000 in allocations to 

the United Y.ingdom is the result of the withdrawal 

of one requisition. 
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.. 
t'!R'm'M 1111 tw mp 

PrNenta\ion ot llr1tiab llaterial 
to be Sat.itted to Ccmcl'Haional eo.tt'-e 

S.Oondl7, on the expeuditve table, tlw)- preferred to a.it the 
re!eren1>e to EM oacpeDCI1tufta and receipt. and to apeak o! dollar ~ 
peoditvea oaq. I ea1d tbat we bad no atronc r .. linp on the •tter 
and Wo1W! pro~4 ..:t i.D accordclca with their preference. 

1'll1rdl;r, be noted that we bad i.Do:wdiod. antiaipatecl receipt& troa 
-nd.i turea o! the U.S. Amod rorcM i.D the Starlin« Area. .U tho 
it• il well bid.den, our trea-nt ot it il acceptable to theta. 

Fourtl>4, on tbe table 11Yinc tho o0111:p1ri1on ot asaeto held at 
Tariou datal, be wanted to call attention to the tact that the figure 
tor aol4 aa ot Auauat 31, 1941 did not include $10 m1lllon of scattered 
aol4 and that thia om:l.aaion ... inconaiotent with the ticurea aiTOn tor 
the otha r datos . I replied that I waa aware of tha omaaion and cal loci 
hie attention to tbe tact that in prenoua publ11becl etatet>ente - had 
'Oontimled .to U .. the unro'fiaed figure Of £Old boldin«a IS of JIIDUa:ty 1, 
1941 Wbl.oh waa firot IMde pl).bl1c in January o! that year on the ground 
that it 1MMd p,..te .. ble to continue to publ1ah the sue fiaoreo rather 
than oxpl••n a rn111on. He qroecl. 

11ttb1 llr. Pll7fa1r aaid U.t be Wo1WI be &lad to co• .,.,.r to tha 
Treaau17 to diaauaa 8q ot tbaaa o-nte but it we were eaUotiad 111tb 
benc!l11\c tbe •tter b7 tellpbooe it waa acraa&bll witb -· I called 
ld.a att.ct,_ to the tact that w Woul4 lil<a to cliocuaa tha uaa to be 
...s. ot tba n,...... I ea1d we bad interpreted Sir l'ftdorick Pb1ll1pa • 
latter to - be unc!arrio«< tba ticur&l Wo1WI not be publ1sbed. He 
lAd tbet be tiiD1agiR S1r rredal'iOk Pb1ll1po would l1l<a to bandlo th11 
•tter. I Mid I '1101WI intom Mr. 'lhite ot h1o oc-nt. and be co1WI 
-•t to bear Ina u. 

~ J-17 l), 194), 9•:3? .1 .. 11., llr. llhite tellpbonad Sir Frederial< 
Pb1Wpa to Rile the cp11..,_ ot tbt u .. of tha data. HI otetecl that 
tbe ,,......., W1N14 ~ to p,.. ... t tha •terial to Concre•• 1t ~ 
c-lttee ukad tor it blat that w 11011ld do what • could do to keep tbe 
date tna 1ae1a1 ...S. publia . He asked tor Sir Froder1ok PIIUl1po 1 
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Dhiaion or llonstaJy 
Research 

280 

approval ot. this POlicy. Sir Frederick Pb1lll ps agreed after 
empbu1z1ne the Bn tish preference tbnt the data not be made public . 
l.!r. "hi te said that we would try to make that oloor to the Committee, 
1f the Coomittee pressed for the material, but the Treasury must feel 
tree to submit the report to the Committee U the latter des ires it, 
and we could not guarantee that they m1~ht not include i t in their 
published hearings . 

l<r. "llite translllitted this i nformation to lolr. !'ell ond ln!omed 
him that the mterial had beAn app.)'Ond and would be ready shortly 
tor hie perusal. 

l!r. Playtair called my office shortly after l.!r. "bi te had speken to 
Sir F:rederick Phillips about the u.e or the Bri tiah figures to say 
that they had had a second thought on tbeir presentation and tO request 
that no action be taken until a wri ttan COilJIIUftication ia received r,... 
hie. · 

The communication attached oncloaed two alternative set ups for 
the asset table with e xplanations for tho Bri t i eh pre!eronca. 

T. U. Kistler 
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THE WHITE HOUSE 

WASHINGTON 

' ..... 

Jonuary 2 , 19£3. 

Dear Mr . Secretory : 

I ~-•v• been t.old t~.-. t you "re 
interested ln the outlook for i~creased 
nbT1cult.u.r61l Jlrodu~t.ion, ~o I think you 
Dey be lnt<!ro•t"<l ln the attached 
o:ecorendUII . for JOUr o•n 1r.for.lll.t1on,. 
t.he Presld,.nt. hao fon.•u"fJ'ki • he 
aeooranrfwr: to :l'"'~Tf t.r.r;,· •'ic~rd 1tllh 
the sugce"tlon tl"'l t.e JOe H::> llboul 
it . I feel , tl· r~rorc , tt.at any 
additional cporJtllrloouu !!how of int.ere;.;.t 
o..nd coneforu now \\OUl.d be 'U! ry well 
tlmed . 

' '1.nf'e:·cly 1 

~ 
l..:tuchl1n Cw·ri o 

Ho!\Orable Henry s.torgenttAu, Jr ., 
Sf"cret.br; or the Tr••sury, 
r.ashington , D. C. 

285 . 1 
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D11Wobw JO, lt42. 

rorrgw=••nme 

... 1m dr ,_. ,....,.,, •. 

1 \ld* \llle b a aoobJ .. t that. 7001 ar wtoll \o obeok "'' -
., - U.r..tae b \Ill\ taad ,.Uo tw 194' fino 11M liMii aet. 
~ "- -' t.llat. " are - claiat ...,11 \o -... tlllt. 
- \llaaa fMla wUl lie -'• 1 da 110\ \Ill* \IMre b UiJ' ....,.r 
of - ~ ..U. -..,. hUve t o lMreaM ...,. food precloaet.Ja 
~. IK:oo:w, ~-of t.llo •ot '-'"'*"' 
ct 'o &a U. Wa18\rOU.Io ..,. ud ,.n- p1uo - t.IK: 
, ..... ot ,.,.. ..... - to,.,. d...W.. pepala\SMo - ~ 
ot \IK: ,.Ut.toal -.1\al \bat. - 'bo 8Mo - or \loa t oed ·~ 
at. ..... 1 IK:ft "'-- t.eU \loa\ ... hlld lK:e bo4a alll.o \o Jar M 
lto toM ,.cAu?'• ... , ,__, ., .. ...,. Ut.U. MIUU-.1 -
....... .... ot u. ..u.u \IK:t. ... "'--~ .. ,.oolllla 
.,... \o I r 100 acrioalwr.l ,.cdw11u are u loU-• 

1. 'lllo Pn l' a ..,. NlM t.lle IMlo tor •n o! tho ocnt 
wl*-.l ,..... ~ .. a -uw "'* \loa ,.uo tor t.lle ..., , ............ .. 

L 'lila ...... of Apo1ftlwr. ..,. bo direotM \o pre­
a .. ~ '"*'*o ud, 1a par- of- ... .....u obJ­
u-, .. roo\ool \o pru ••• 1! _...,., • - """""· 

Jo A laaw• -Jo ottor\ oloooal4 bo t.uUtvt.• lu tU\ol:f \o 
aW \IK: .aot. .,..._ 'I .. nt.a roqairoo ~ of .U 
- .... eiJ a Q 0 .., o\IK:r reo\rla\s- C prodolo\1- l t. a1oo ,..._ a... ooalo oiiU\ of ~ ,.,_,. ill\o t.llo ....... 
of ,_ _ .... , of\or ,...u-a • .,. ~. Ice toN of .,rtoo ...................... ..,.. 

" ......... -· .. \o '"-~ ..... Nl ,., ........ 1¢1 ~ 
.-.lp-et'''= ,._ •• traa .. • .,.. 2Mt. Ml.w ta. n. _,, ,, • 
... .,.. ..... ,._ .., ..... -- ,., ...... -· \o ..... 
\Wr aMIIr ~ -.• .._ 'lllow- ..U ,....Uro o l.arao 
ooa1o oiiWt M _.., -Udb \o u.oo ,.,..,. .... , tert.1Utor0 

snMz.,., u ............. - .... ,~ 1oM. 

-

• 
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.... 2 £8 ( 
Dtt .... ,. ~ 1941. 

'· 11111te a-. .s.t.•'-4 etten (s ) '- ,.._ ........,. 
~ \o ......... '---· (1>) \o -· \llo ........... 
•Us'l '• _. (e) feed- 'llllsst. '- U"•-'•*· ftla lst '-r 
.,_ l>s dsM 111 t.MUWU., a t.w ,nee ?7?\a fer ~. We 
- .. ,.. w lllolld \w ,_,.., ~ et sllor\ ~ .-w. ..,. 
u 'nt ...,Use sf t.ollasss. Aerssr• d_\ .. t.o -.._ la 
an.u, sellsftlecl t.o lnsrssse Mat 7s&r• Ill ,_rsl, ffhry etr.r\ 
....u l>7 ..... '- -·" -.n, ... PU'i'' ,.,.. '• tat. • 
- tns et "" ' \? 1Derssse war feed ,....._u.-. 

6. Ia eddl\Aea \o \l>s \NiaLJir ... t.1.Wpu \?\lOll et nbo 
81.-'- ,_..., ...,Use a - 1s8ll ...,. U., tllo UM• st 
.., .... -..si- ~sepls t... 81.\lae ud '--• ,..r\lftl.srq 
-. ..u ald M\ -17 ls ...... \lla .... --" nq>dre­
... '-' s1ss t.llo ,...._....,. 1"?qq?l-'•• ftle ._u.s U• 
~· _..., st , .. .....Ut.lsr Slid ...,.. • r t ?9r1'lcee et 
- ... \11 \lis teed prt II u. JIN4Cia. 

?. IMU\.U -•• es '- _. t.lla\ \nek r-re ud 
....... - '"" ssU .ul -1"\ ~ ,._ --uol ..... :u. ,, ..... J,.\\- \e ....u.sl _, .. 

1. IMrssss \lla tsAU\lae fer,...,., .. .., ?lid dJ7Lal tooele 
71111 ,....U. - eellsst.l• ad Mrtlet.la, tsdUt1•• ls ..U ODd 
~.......ulecl ...., srssa. tld.e ..., H?seelt&t.e t be slloestion or 
Slldt.l.-1 ..S.\lssl .. ,.....u "' ... 

•• fts ?911IJ?r.l ,... .. 1111\1. ot .. ell .. , poed'eetlOil drift 
~ ..U. at \llo -'1 l.w.l. •re reepoaeiYe t.o aatlOil?l. &set._,,.,...-,..,. atn.. LM•"' elsetecl ..-L\\tn r, 
,_ tle•-' 'lie -..e\sd \o ~ \lloMelYee t.o

1 
.~ ~~ 

.... IM ,_laMP M\ st \WI' -'iss '- srsse 9 _ _.. ._r_ .,_ 
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COPY 110. e 
OPf.eJ, Mp. ll 

lntoru.tlon received up t.o 7 A.U., 12th J•nu&ry, 1~3 . 

YosttJrdu.y Attornoon a Beaut.1.ghtor re,~)()rt.ud etaht.ln& t\ battleship, 

cruiser nnd deotroyer oft' the SKA'l (ltORrn Di.ll~et.eortnc Fnt • . " 
atrera!t. 10nt to At.t.ack, returned without uigb.t.lnc t.bll force, fl'enthor conditions 

'Fare b&tl. A convoy or I. ahlpe and • t&.nket" arrlvtd et MALTA ~ .U..WJIDRU veat•>r· 

cky. Ooe ot H.ll. Sul:u..f'ioos off the t:nat Ccoat. ot SIJWINU hao 

ton ahJp rlllch aubo-.uenU., rr.n aCJ'OIIIld. 

2. UlLlfARX 

!:lm· 8th. P!Pt.Jng ~ch forcoa hoe CIW) OOCOJ>Iod SE!!HA 80 

miles north of IIOUP.SOUIL 9th. ll It.eU~ Ortlcora and 99 cthor rnnka neolng 

from J.tOUROOUK surrendered t.o n single aircraft. 

~. Tho capture by the Ruoetnn11 or t.ho t.o'I'JI\1 Md rallwtl,)'.-St.."l 

of G..OROH.V!SK , IIIN£RALY!Je-VODY, P~ATIOOMK ond BUDrNOVSK toga thor "1th other 

in this aroa roprot1e:nt1 a eonslder,able G.dv&nco on a wtde front nor th-westwards 

frOI'll Lhe •f:::R£1( Sector. 

), AIR OPr.JWIOtiS 

WESfl!e;l f'Rga-1. llt.h. S enemy alrc.ratt. croeaod Ut• !&:1t Cout.. 

~aval ant.l-t1rcnrt tl~ d•atroyed one and 'lQaslbly 11not.Mr. UtJVl2t.h. 85 a.ir­

cratt unt out.-!SSI!ll 76 (l als•lrlg) Intrudera 7, anU-ahJP9irll 2 . ProlJaln&ry 

report.a at.atA t.h&t. 49 aircraft boabed tss.~ t.hrouc:h hea.,., cloud which prevented 

obsorvat.1on. 

·,~ •llu ~thar aout'-•'· 1'11Jl!S nnd LA COOLI\TI'E wcro bombed by Ltbcratora fro• -.;Yl\!2lUCA. Ono u.s. 111rht"'k (P 40F) bcebod a hot..l ot XAI!IOUAN usud • • n Go....., 

·: ... viqu.rtore acor1ni a dtrect. hlt. 

li!!l!· in- 11. r. 100 .Ueo aouth or MISURATA Wll Mcblrle •CUMod •>. 

, t--ricanta on 9th/10th and weceastul.ly boabtd by ••eo:rted U ttyM...-ko "'l.ext day. 
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