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TAXES 

Present: .llr. Bell 
.1tr . Gaston 
lir.Paul 
.ltr. Tholllpson 
Yr. ~ith 
Mr. White 
.ltr • Blough 
llr. Haas 
llr. Sulli nn 
llr. Surre;r 

Deoelllber 1, 1943 
9 :30 a.m. 

H.U.JR: The point I want to bring out is not in 
&Of sense of criticimn, and ;rou can repeat it to Paul. 
I think this--Blough, can ;you tell me how .Long I have 
been after ;you to give me a statement on how to get t he 
increase of wages of the faotorr workers? 

MR. HLOUGH: You have been after us since, I think 
it is, September of 1941. 

H.M. JR: I sense this thing: You don't have to be 
a sooth-sa;rer to know that the sales tax is licked, that 
t he;r are going to concentrate on the fact that there is 
discrimination between the white collar 110rkers who are 
doing nothing to create the increased taxes and the 
!aotory workers who are getting onr and above what 1he7 
were getting in peacetime. 

I ' m sorry. I didn't want to say it, but I thought 
Paul' a answer on that was extremely weak, 

)(R, BLOUGH: I thought his emphasis--he could han 
done a good deal better on it. 

H.M. JR: I sense this, that the;r are .Licked on the 
sa.Lea tax, and tbe Treasury just doe an ' t seem to have an 
answer. You said since September, 1941 I have been at 
it, and b7 Godl it seems to me there IIIUst be some answer. 
The suggestion that Lee Higgins made to me when I said-­
he sent up to ;you (Bell) e. six-page answer which we.s 
wholly unaatisfaotor;r. I'm not aa;ring. He ~s he 

1 
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doesn' t see Why you can' t simply give a person some kind 
of a cr edit on account of the taxes he paid the yea!' 
before, and then it a person had no income tax be would 
get no credit--but some kind of a credit you just deduct 
on an avenge of what his earnings are. 

Now, this may be a very old story to you, but what ' s 
wrong with it? It is a very simple matter. 

J.ffi . BLOUG!i : If you follow it through from beginning 
to end, it means that your top incomes would have their 
rates cut in two. 

H.M. JR: I ' d simply go below five thousand. I 
wouldn' t go above five thousand. 

J.!R . BLOUQ! : You wouldn't meet the principal problem, 
which is the Congzoessman, himself. 

H.M. JR: To hell with him ! 

MR. BLOUGH: He's the one whose work--

H. J.!.JR: I'm not talking about him. We ' ve gotten s 
hundred percent dividend from El'nest Lindley. It is wonder­
ful . The thing that amuses me is the headllne, "War Taxes. • 
That ran .. the bell! Here is one entltled, •courage end 
Realism. w (Refers to articles in the Washington Post of 
December 1, and the Baltimore Sun of November 30, 1944.) 

But I think from 1111 own standpoint 1111 only philosophy 
of the thing, the only thing that I think is vulnerable 
today is that we, the Treasury, don't have eome answer, one, 
to protect the pel'son affected, and, two, somehow or other 
to reach the person whose income has swollen. I'd like you 
and Stanley--you each take turns and everybody can jump on you. 

KR. BLOUGH: I 'll be Tel'y glad to start, because we 
have put in more work on that one problem than any othel' 
problem except the sales t ax within the last two ye&l's. 

H.Y.JR: Excuse me. Is there anybody who should be 
here who isn' t here? Look around the room. 

J.!R. WHITb:: There is no one f rom the legal division. 
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I.IR. BLOUGH: Randolph will be in, in iust a few min­

utes. And as you recall, in the fall of 1941 you were 
needling us pretty heavily on that , and Randolph Paul 
came in with a plan whioh we analyzed in a big meeting. 
I remember Harry White--

YR. NHITE: Oblected. 

l.IR. BLOUGH: No, Harry went all around and fin&HT 
wound up against it. 

MR. ;•/rt iTE: Whioh surprises me; I thought I started 
in that way. 

MR. GASToN: No, you just sneaked up on i t, Harry. 

H.Y. JR: Go ahead, I'm listening. 

I.IR. N:HTE: It shows I have an open mind! 

J.!R. BLOUG!i : Well, I admired you for it , because 
you came out right. 

MR. BLOUGH: There are only two really basic prob­
lems involved i n it. One is, whom do you want to hit 
by such a tax? 

H.!J •• f!~: Do you mind rq interrupting you? The two 
things are, whom do you want to protect and whom do you 
want to hit. 

YR. BLOUGH: All right, put it the other way: Whom 
do you want to protect. If it is a tax on increases, 
whom do you want to bit. 

H.M.JR: Are you asking me? 

MR. BLOUGH: That is the question. 

B • .ll.JR: And I'llJive a Tery good answer, I hope. 
The person I think sho d be hit--to go back to September, 
and I hope I'm oanaiatent--is the person, let's say, who 
was getting twenty dolla.rs a week and now will be getting 
maybe a hundred or a hundred and fifty. In the room here-­
I mean, maybe mf ideas are old-fashioned, but l believe 
that person would be the most dangerous person from a 
standpoint of f oolish spending. 
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l!R, BLOUGH: I think that ia right. 

KR. WHITE: You made a pretty safe case for yourself. 
The man who goes f rom twenty dollars to over a hundred, 
I don't know, but I am wondering whether the number of 
such oases--how far down would you go? I think the number 
of such oases must be small. 

H.Y. JR: You are wrong, Harry. I'll give you an ex­
ample. IBW comes in and locates a plant in the south of 
Poughkeepsie, right out in the co~unity, to make thirty- .• 
seven millimeter guns. txcept for a few foremen they 
brought down, every single fellow is off the farm, 

l!R, WHIT~: Now, if he is making one hundred dollars 
he didn't pay any taxes before , and he would now pay under 
the present tax bill how much? 

ldR, BLOUGH: One hundred a week? 

lo!R. IVHITE: Five thousand a year, 

KR. BLO~Grl: About one thousand if he is single; he ' d 
pay a fift h of his income. 

MR. Wlt!TE: I think you could 
wonder how far down you could go? 
small amount. 

increase that, but I 
I think it is a very 

.:...:..... 
H.ll. JR: Again quoting B. 1{, Edwards--they are little 

local stories, but they can be multiplied a hundred times. 
Look at the women, Ta.ke the fltty percent of the women 
in the industries--fort, went from nothing. He takes hie 
wash Sunday morning to this Negro woman who does his we.sh. 
On the porch he sees her husband sitting there rocking in 
a chair. He says, "Bill, what are you doin~ here?" He 
s .. ys, "I am having ~ vacation." He says, >.'hat do you 
mean, 'my vacation' ? lie says, "I ' m just down from Baltimore. 
I got my two-weeks vacation from the shipyards. They put me 
on the receiving end of the riveter. I can do that other aide 
and get twice as much on the job. " He went to nigbt school 
and how he ' s a riveter getting one hundred and three dollars 
a week. Throughout the shipyards in the South, the Negroes, 
particularly, would go f r om twenty to one hundred dollars, 
but the boys on the fa.rm that han been drawn off the farm-­
the women who have been drawn off into these things--! don't 
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want to set a figure , Harry. ~ twenty and a hundred both 
may be extreme--the twenty mi~ht be on the high side and 
the hundred might be on the h1gh side--but I'm sure there 
are lots who have gone from ten to seventy-five , 

UR. BLOUGh: Why has it taken these high wages to 
pull them in? 

H,J.\ , JI:t: I can answer that: It ia competition 
between the industries ; I mean, the bad management on 
the part of administration of man power. 

UR. SUUIVAN: Correct. 

B.M. JR: It is competition. lfuw, in Kn~and they 
got through a law to freeze a man and woman fo the bench, 
but they have never used it. They transplant them from 
one part of the country to another. It is competition 
between, for instance, Consolidated and Bell Aircraft 
with no Government supervision and no Government sense. 

MR. BLOUGH: Take some of those specific cases. 
Take your overtime workers. If you are going to put a 
heavy tax on the increase in a man' s income, isn't that 
the first thing that will drop off2 It is unpleasant for 
tnem. They will have the pleasure and an opportunity to 
spend the money. 

H.Y. JR: I bad a wonderful time . I just read the 
article on the l:tussiam Incentive Plan with reference to 
what they do with increased production with parallel 
assembly lines. I 'd be perfectly willing to take the 
responsibility of a higher tax on these people against the 
overtime if at the same time I could do the control on 
the incentive angles as proposed in t he plan. 

UR, BLOUGH: You' ve only got one leg to work on 
here, though. 

J.!R. WliiTE: You are substi tutlng a different kind of 
a drive !or a monetary drive, which can be more effective, 
But I think if they had that approach, I ' m sure you could 
get a large number of people who get preposterous increases 
and who don' t handle their money properly. But let' s 
approach it from that point of view. Let ' s 
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take advantage of t his approach and see whom you want to 
bit. fut the propor tion of workers that would fall in 
that category is small in percentage terms, not in the 
absolute amount s, and therefore if you can indicate What 
kind of a proposal you have in mind--let ' s see whom it 
hit s , the bulk of the people it may hit. 

H.M. Jk: I ' ll let you f allows put me under fire , and 
I am going to turn around and exert mfself as boss . 
As soon as they say, "Who hits bow," I'm going to say 
what hits how. 

I want you two fellows to underl i ne the various plans 
you could have. We are t alking about an impact and we 
don't know what it is. In these two or three or four 
diff erent methods, how could you do it? That is, if you 
don't mind mf saying it, the more intelligent appr oach. 

14R. Wni TI:. : That is the same question I was asking. 

MR. BLOUGH: 'Ne have several plana, of course, and 
perhaps the basic and easiest plan is, say, to take the 
individual who has not paid much attention t o what his 
family status was in 1941 or 1940--whatever you are 
going to take as the basic year--and has not paid too 
much attention to where he lives or what his expenses 
are, or anythinf else. Just t ake a raw individual, and 
say that we wil give him the 1~41 income as a basis, 
a.nd if it was too small for him to file an income tax 
return, give him an arbitrary level as an exemption and 
then levy a tax on the incr ease in his income during 
tnia curr ent year over t hat base period, and have hia pay 
the tax at the end of the year, since you don ' t know 
what it is going to be until the year is over. P&y it 
on Karch 15 like his regular i ncome tax. 

H.l!. JR: Give me an example. 

14R. Bi.OUGii: Suppose an individual had an income 
of fifteen hundred dollars a year in 1940 or 1941-­
Whi ohever you take as your base year . He now bas an 
income of thirty-five hundred. Subtracting the fifteen 
hundred from the thirty-five hundred, he has an increase 
of t wo t housand dollars. Take twenty- five percent of 
that incr ease-- that ' s five hundred dollars. And you pay 
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that five hundred dollars after the year is over aa an 
additional tax. 

H.JJ.. Jlt : As an additional tax? 

MR. BLOUGH: That is right. 

l.tR. 1'/Hl TE: As an addition to his present income . 
Wb;y would you stop at five thousand dollars? 

MR. BLOUG!! : You woul dn' t stop any place. 

Now, that's the simplest plan th.at I can think of 
for handling t hat. Do you know ot any simpler one, 
Stanley? 

W!. WHITE: You' ll have to have a regreasive rate 
in order not to take away everything. 

YH. BLOUGH: The simplest t hing would be the flat 
rat e on everything above that. Then you begin to com­
plicate the thing if, as you se;y, the rate ought to be 
progressive . 

MR. WhiTE: Regressive. Progressive on the increase, 
but regressive on the income; otherwise , you would have 
a fellow at the top paying more t han he gets. 

llR. BLOUGti: The second thing would be to subtract 
the tax from the income and arrive at t he increase. 
That would be the way of arriving at it. Third, try to 
take into account family status. · 

ldR. 'Nli l TE: I don't think &Ill tax would be arrived 
at on the ground of these complexities, thougb the 
complexity in itself would not be the argument against 
it. There ought to be better arguments . 

H.l!,JR: What do they ha:ve i n England and Canada-­
anything comparable to this? 

llR. BLOUGH: Germany did, back in 1940, and they 
dropped it. 

H.~ .JR : Surrey was the objeotor. \Vhat was the 
matter with that, Stanley'i 
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MR. SIJRRhY: There are two ways of hitting at thh 
problem. Blough has stressed one way, in other words 
t o !evy a direct tax on the i ncreases in income which

0
has 

hit t he ~eople that are going up. I don't know what 
the stat1stios t hat we have in the Treasury are on the 
point. I would imagine t hat wou!d oover the great ma­
jority of people in this oountry. 

For t he great majority of the people i n the country 
we would have, then, a second tax, since the wages of 
the great majority of t he people have gone up. This 
second tax wil! be very complex, maybe more complex 
than the minimum tax we obj ected to, and more people 
will be subj ect to it. I think it will bog down. 

We have a slight little area in the !ast draft 
where we have this business; t hat was in the second 
windfall provision of the Ruml Plan, where relief was 
not given to people whose income had increased. That 
measure is on its way to be repealed in the Senate 
Finance Committee, because a lot of people who have been 
unfai rly hit against have come in to protest against it. 
And to save the law it will have to be patched up and 
patched up. It is an example of what will happen to 
the vast majori ty of taxpayers. 

It also has in it a basio question of equity, which-­
I suppose many people in the oountry would answer in favor 
of a tax, although most people in the Treasury to dAte 
have answered against the tax. In other words, as 
Randol~h said, your total tax burden la different, 
depend1ng on whether you had l ess money i n the past 
or more money in t he past, and i 1 lese money, you pay 
~ore taxes . The man who has a1ways had five t housand 
dollar s and was ab!e to accumulate more in clothing, 
fUrniture , and savings will pay a l ower tax today than 
the man who has five thousand dollars t oday, but who 
had l ese--

R. M. JR: ~? 

11){ , SURREY : Because of thia special tax. Both men 
will pay a tax on their five t housand dollar income. 
The man who has gone up-hill will pay a special tax on 
t he i ncrease in the past f ew 7eara. 

(The Secr etary hel d a tplephone conversation with 
Senator Barkley, as follows: } 

8 

Regraded Unclassified



H!:Jr: 

Sena tor 
Barkley : 

HllJ r : 

8 : 

H!~Jr: 

B: 

H!:Jr: 

8 : 

HHJr: 

S: 

HMJr: 

B: 

HI!Jr: 

B: 

HY.Jr: 

B: 

HMJr : 

B: 

HMJr : 

Hello. 

Hello. 

Henry talki ng . 

Yeah. 

December 1, 1943 
9 : 53 a . m. 

I just cal led up t o tell you I appreciated the 
assi stance you gave me on Monday. 

(Laughs) I don ' t know whether it was wor th 
calli ng me uo a bout. 

Well , I felt it was, and •.•. 

<iell . ... 

.••• the questions you asked me were most hel pful 
and I would like to say , "Thank you . • 

\•:ell , thank you. 

And we evidently -- both Byrd and Vandenberg 
have thrown up the sponge on the sales tax. 

Well, I r ather think so. Say, I wanted to 
I wanted t o t al k to you about a thing that is 
disturbi ng me ••.. 

Yeah • 

• ... and it's distur bing e lot or oeool e in my 
eta te. 

'iha t' a tha t1 

Senator George , the other day , threw out a 
suggestion about shorteni ng the period . ..• 

Yeah • 

• . . . for these l i quor people to pay the taxes 
in bonded war ehouses. 

Yeah. 
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B: 

HV.Jr: 
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HMJr: 

B: 

H~!Jr: 
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HI\!Jr: 

HMJr: 

B: 
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Now, the e1 tuatlon about that le this ... . 

Yeah. 

• • • . they can 1 t finance the payment of those 
taxes unl ess they put the liquor on t he market. 

That' s right . 

Now, they ' ve ~ot no bot tles in which t o bottle 
1 t. They can t get the bottles. 

I see. 

And besides -- and they haven't 
build warehouses to put 1 t ln. 

Yeah. 

they can't 

They haven't got them and t hey can 't build them. 
And they tell me 1 t will Jus t ruin th em 1f they 
are reoulred to pay this tax a t the end of four 
years. ·Ah -- they're coming before the comml ttee 
but I want ed you to get their reacti on to it •••• 

Uh •••• 

••.. because it was-- I under s tood you approved 
his suggestion; 

Yeah. I had a memorandum from t he Bureau in 
which they eai d that they thought that we could 
olck up a billion dollars that way. 

Well, now that's a-- I don't know, of course, 
about the amount. You k now how-- you know it's 
i mpossible for them to finance th e payment of a 
billion dollars in taxes unless they can ~ut that 
stuff immediately on the market. 

Oh, that was the idea of the whole -- the only 
reason that I - - I -- I didn 1 t look at it from 
the revenue standpoint . I thought it would 
r elieve the stior tage if t hey could put i t on the 

·market. 

Well, I-- they-- they can't put it on the market 
in barrel s . They've got to p~t it on the market i n 
bottles. 

10 
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Yeah, _so I. ... 

And t hey tell me they Just can't get the bottles. 

Well , 1 111 take a fresh l ook at it. }~ybe we can 
ge t a lit tle mor e revenue out ot Coca Cola or 
something. 

Well , yes. That might-- of course, George wouldn 't 
be for that. 

No. 

All right. 

Thank you. 

All right. Good bye. 

11 
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H.M.JR: He says that the trouble i s that they have 
to put the thing on the market and they can't get the bottles . 

MR. SULLIVAN: They could uee quart bottles instead 
of fifths and pinta. 

H.M.JR: Give me a memorandum on that, will you? 

MR. SULLIVAN: Yea. 

H.Y.JR: On these tninga - I have been around here 
!ong enough, I ought to be r ight once in a while . Thel 
put all these bottles on t he fable - didn't Graves handle 

MR. THCl!PSON: McReynolds. 

H.l!. JR: I said, "I don't want any four-fifths . I 
think it is cheat ing; I want quarts. " Remember that? 

MR. WHI 'rE : Yes . 

H.ll. JR: Let's do away with the four- fifths . People 
think they are getting a quart , and they are not. 

MR. SULLIVAN : He is again cut ting down the eight 
to four . 

H.lt.JR: Yes, but you might give me memorandum. 

MR. SULLIVAN: I asked for that, but I don't know 
where it i a. 

14R. Vll!I'rE: When prices were declining 1'8pidly from 
· ~ to '41, was there ever any talk of increasung their 
taxes because they were getting better of f? 

H.M. JR: Har ry, we will fir st get this thing on a 
sound economical basis. But take it from me, they are 
licked on the sales tax, and now the drive is going to 
be on this . I want to first get a good answer, and then 
I want to be - I don ' t know who is for it, but the little 

that? 
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chart I got fo~ that tbing showing bow this thing is 
reduced fran e1ght down t o ~ix, I think, is a trick. 
Now, I am tel ling you here I haven ' t the answer, and I 
don ' t think, with al l due respect to my tax advisers, 
they have either, not one that is satisfactory. 

MR. WHITE : I think this last point is ext remel y 
important, and I jus t wan t to make sure it is fully under­
stood . 

(The Secret ary l eft the conference. ) 

11R. SUJUL'q : Freeze everyboo.y in their economic status . 

MR. GAST~1 : I tnink the thing is no gooa; and if we 
teke the l ead in it, \\e lead our~elves into a very bad 
situation . If they want to go ahead and develop it them­
selves , tha t would be the course to let them take . On 
the point of equity, of course, in the fi rst place I doubt 
if the thing would be constitutional . You are at t empting 
to tax two people dif ferentl y because of their past situation, 
and you are increasing a tax on a man because he hasn 't 
enjoyed as high an income in prior years . 

MR. BELL: Herbert, you are hit t ing the group, it seams 
to me, who was unfortunate and al~ays will be unfortunate 
i n depression years . Now tney have the opportunity to get 
a little higher income and you sock them. 

l'R. V~ITE : During the war i s tne only time you do it. 
These people who are hot on texas have the feeling tnat 
these common working people who are making extravagant wages 
ought not to have them; they are a class that ought not to 
have that money. Their thinKing is adJus ted to a surpl us 
labor market . Now we have a shortage 1n the l~bor market 
in which they command, according to the ola principle of 
supply and demand, a higher wage, and it arouses resentment , 
and they don' t want t hem t o have that money. 

MR. SURREY: Mr . Gaston, isn ' t this , though, the sig­
nificant point that the impact of t.his t ax will be on the 
ma jority of t axpayer s of the country. 

MR. BLOUGH : It affects two groups, the iarmers and 
the laborers . 
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MR. SURREY: The tax hitting a ma j ority of t he people 
will be resented by the majori ty, whereas the other com­
plaint comes from the minority. 

!AR. GAS1'0N : That is the political aspect, I was 
talking from the economic aspect . 

MR. SURREY: I was going into the techniques, To 
ansY:er the complaint of the minority you are hitting the 
majority. That was what Randolph was suggesting, the 
minority needs some protection in this time of rising 
taxes to spread the load so that their commitments do not 
take then under as their taxes take them u~ , If we 
answer that complaint by something everyoody in the country 
doesn't like, an unfair tax, I don ' t think it woula stand 
up. 

MR. BELL: What you need is enforced savings for tha t 
group. 

me. 

(The Secretary r eent ered the conference. ) 

H.M.JR: Wbat words of wisdom have I mi ssed? 

MR. BLOUGH : You missed one political stat ement by 

MR. SUU.IVA!i : \Then the telephone rang Stanley was 
talking about the inequity of this tax, 

H.W. JR: Let Stanley do it over again. 

YR. SURREY: Let's take a man y,ilo has had five thousand 
dollars a year since 1940 . He will pay in the year of 1944 
a tax on his five thousand dollar income, say a tax of one 
thousand doll ars . 

Hare is a man who has perhaps had not hing in 1940 and 
baa worked his wa1 up - this is an ext r eme case - to five 
thousand dollars 1n t he year of 1944. He likewi se will pay 
a tax of one t housand dollars in the year of 1944. Under 
the tax suggested by Wr . Blough this second man will in 
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addition par another tax, m.aybe two hundred, three hundred, 
or four hundred dollars , Marbe it is a thousand, In anr · 
event he will be paring more than the first man. 

However, the first man who has had this stea~ high 
income is the more fortunate of the two, and rou are taxing 
him less heavily t han t he man who has not been as fortunate 
in prior rears. That second group is probablr also a 
majoritr group in the countr1. 

H.M.JR: Which gr oup? 

YR. SURREY : The group that has had the increase, The1 
feel - and this goes for the equitr argument, I think - that 
ther are get ti ng the increase because ther are doin~ whet 
the Government has told them to do; ther are going 1nto 
war work, and so forth . They will oe hi t with a higher 
tax than the other people who have exactly the same income 
that they have enjored this rear and who have in prior years 
enjored large incoces . 

MR. BELL: Ther have en jored stead., incomes, 

MR. SULLIVAN: Such a tax would be bitterlr resented, 
I think, br the great majority of people in the countrr. 

MR. BELL: It seems to me there were ten or fourte en 
million people on relief or living on ~ir savings f rom 
1930 on. !low they have suddenl1 gottel!'"1hto war work a.nd 
high wages and rou are going to make them suffer again, 
The white-collar worker has been crushe~, but he has had 
steadier emplorment and weges all through the depression. 

MR. V.11UE: Take the Government emplo7ee; he has been 
able to do man1 things, accumulate a home, furni shings, 
insurance, and what not , Sure, he is out of luck now, 
but that's the chance he takes wi th the s tead'¥ income. 
He doesn't get the declines, but he doesn't profit on t he 
increase either, 

MR. SURREY : He is drawing on the savings which the 
other i'ellow never had, 
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H.Y. JR: Let's say now for a minute that this is all 
r ight, but wbat I would like to do is - again, I don ' t 
thfnk t he 'freasury pres en ted a good picture yesterday. I 
think the thing is going to grow, and I think the tlvo of 
you ought to take the time to prepare a paper on this and 
not waft unt il it grows , The thing I am going to ask 
Gaston to do is repeat what he did wi t h these half doten 
col umni sts, see? 

UR. GASTON: Yes. 

H.M.JR: Do you agree, Fred? 

lffi. Sl'I'lli : Yes. 

MR. GAS'roN: I have given it to them, but I will give 
it to them again. 

H.M.JR: I think these boys wi l l develop a gpod paper 
on thi s thi ng, the two of them. Call them in and say, 
"Look, we .realize that will be the next attack by the 
somebody who wanted a sales t ax. " If you give these 
fellows these t hings they can do what t hey want with it ; 
but at least Walter Lippmann and Lindley did an honest job. 
I .,-ant you t o give me a pai>er, an intelligent answer to 
the New York Times • . That 1s the most di shones t editori al 
I have ever read. It is the mos t disnonest intellectual 
thing I have ever seen , I sent it up t o your office this 
morning. 

MR. GAS~ON : The answer to this thing is war savin~s 
bonds. It ie the only solution to this problem. And nght 
here, this very point is the dcnonstration that compul sory 
savings are no good for the main problem. You have to have 
these big general cami>aigns for the purpose of voluntary 
purchase of war secur1ties t o mop up the excess, and it is 
the only equitable way in which you can do it, over and 
above taxes which are equi table and appli ed equally on 
all brackets . 

MR. BELL: It seems to me i t ought to be done through 
enforced savings. 
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MR. GA:>'J'ON : You have the same problem on enforced 
savings . 

li.M. JR: If you went to take Herbert' a angle then, 
the interesting thing is to look at the table . You ought 
to show them - not these boys; I think they have seen it -
that the industries that get the highest wages have purchased 
the highest percentage or war bonds. We haTe done a good 
job on it. We have done it by industries. The ones that 
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are getting the most money are the ones that are buying 
those bonds . I know what I am doing here this morning. •• 

Let's leave this for a minute and go to the other 
side. Let's see what is right. 

MR. SULLIVft~ : I would like ~o see that pap~r before 
it is turned in , Roy. 

H.ll. JR: George, do you went to ~ey something? 

MR. HA AS: The main theme when this Administration 
cruae i n was to take care of the ill- f ed, the ill- clothed, 
and ihe ill-housed. Now they have the mone1. I am just 
putting this as a part of en ethical justiflcation, 

H.M. JR: But, George, for the f irst time I saw the 
expression on Walter George's face . ne kind of let himself 
go 1\hen be got criticized. "I ..ant to know -..here you stend 
on the sales tax . • 

I said, "I am against it. " 

'"Where do you stand on compulsory savings?" 

"I am against it . " 

They are not interested. I know those Senators 
aren ' t . 

MR. !LOUGH : They were interested in the other thing, 
Mr. Secretary, 

MR. HAAS : May I add one other thing en this? 

H.!.: . JR: Sure , 
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MR. HAAS: Take a look at the thing today - but if 
it happened to work out in peacetime, those are the things 
we need to keep the wheels going, It just happened that 
you had an enormous dislocation before , There is di1'ficulty 
in putting a tax on these people who have been unfortunate, 
You have this inflationary pressure, and I t hink the only 
answer as I see i t i s what Herbert mentioned, 

H.M. JR: Ther e are two people you ought to add to 
the list, and you can remember these. One is Mrs. 
Roosevelt, and the other is Dorothy 'l'hcmpson. 

YR. GASTON : Yes. 

H.M. JR: I am going to pursue this method instead of 
wai ting until this gets to be a snowball, I am going to 
ask Herber t to see these six or eight people when ne bas 
tho facta, and hit the thing this week, ii' possible, and 
let's be a little aggressive. 

~hat we have done - where we have made our mistake 
is, we get thir ty or f orty :people in the Administration 
toget 11er and none of them 'ull agree . 

MR. SULLIVAN: Physically together . 

H.M. JR: Yes, and the;y all go out and knife the 
Treasury, 

On the other hand, i f we haye sometbin~, tney may 
or ll&Y not ; you can't tell . &t I think tblS seems to be 
an effective way. \'lha t do you think, Fred? 

L!R. 9.\ITii: I think you should, Vfhy couldn' t some body 
look into the constitutionality thin~ Isn ' t there same 
way ;you can find out if it is consti tu tional ? 

MR. SULLIVAN : I woul dn ' t argue on the constitutionality 
of it , Everybody in this country is supposed to be ~ree 
and equal. Here i s the T1•easur;y proposal that puts 1ts 
foot on the necks on the people who have been suffering, 
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who haven't had big wages, and have nothing in the savinfs 
be.nks, and it keeps them f rom at taining the kind of leva 
ttle others are on. You teJ.l someboci,y in the saipyard--

MR. ~~fiTH : 1'hat ian' ~ the fe.Llow we've got to argue 
with. We have t o argue with the ~en a tors who are looking 
for alibis, and the same argument would never work with the 
sales tax. Unti l we got down to the fact tha t the sales 
tax wasn't any damned good, you sti !J. won't get tuan to 
vote s t rong. But if it is an unconstitutional tax that 
won 't be possible to enfor ce, then tnat is your answer, I 
wouJ.d think. 

l.!R, \illiTE : But the thing hae to be cJ.early so. 

WR. BLOUGR: You can't tell what the Supreme Court 
WOUla do. 

H.M.JR: I ae:ree wi th &lith !at ' s have a paper on 
why it i s unconat1tutional . Don ' t let 's say it is un­
oonstituti onaJ., period; say it is unconstitutional and 
why, 

MR. ~URREY : I would be glad to work on it, but I 
think it would be very bad strategy to say that a tax 
measure i s unconstitutional . 

WR. BLOUGH: Thay asked th~ - Barkl ey said, "Von ' t 
you think this would be unconstitutional'(" 

H .~ .JR : ! 11 right then, Paul shouJ.d have a reason . 

MR. BELL: Paul said he had some doubts on tuis. 

H.W. JR: You shouldn' t .make a statement . I am asking 
you people now to argue pro and oon the question of the 
legality of the thing, and I am entitled to have it, the 
pros and cons of the legality of that form of tax. 

MR. ll'liiTE: I don ' t think it should be used unusa 
.clear ly unconstitutional, oeoause if you put your eggs in 
that basket--
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H.M.JR: Harry's case is pros and cone, but have the 
cone much stronger then the pros , 

LfR. WHITE: Don ' t use it unless it i a a clear case of 
unconsti tutionali ty, 

H.M. JR: I still think we are entitled to a paper 
from the legal staff of the pros • 

.I.!R. BELL: Did you understand that there was a paper 
put ln the House hearing on this tax, on tax increases? 

H.M. Ja: That has as much effect as putting it to 
tne people here • 

.I.!R . SULLIV~~: It didn ' t get anywhere. 

H.M. JR: Have you read this paper? Have you read it? 

.I.!R. GASTON : No, I haven ' t , I don 't think I have seen 
that paper . 

YR. BELL: Here was Paul' s answer in the Senate , 

H.M. JR: I just said, "If it ian ' t read in the Treasury 
why should any Senator read it?" 

YR. BLOUGH : Senator Connally has read a very similar 
thing, because he wrote him a letter on it . 

H.M.JR: He is one out of ninety-six. 

I think we are on the right t rack, 

WR. SULLIVAN : You mean in getting ready to answer it? 

H.M.JR: If Herbert has the time and energy, which I 
think he has, to see eix, or eight, or ten key columnists 
of quali ty that he has seen before, I think it is an even 
money bet that we may get some good result s . 

MR. SULLIVAN : I think it is all to the good to 
emphasize what ia wrong wi tn these suggestions , 
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H.M. JR: Wait a minute, Harry, I'd like to go to 
the other part in a minute , You can try to tell me 
why you wouldn't tax the fellows on tbe increase. 

MR. i~ITE: All right. 

H.M.JR: That is wonderful; Harry and I are together. 
So shell it be at the end as it was in the beginning. 
(Laughter) 

(The Secretary left the conference.) 

~. BLOUGh: Of course, this isn't getting anywhere 
in Congress because of the farmers and because of the 
laborers . 

KR. ~hl1E: It aigbt be possible to give a reduction 
on the absolutely lowest level, maybe fif teen, certainly 
not higher, and maybe lower, and say that the man that baa 
not gotten an increase - make it regressive so that the 
man who is lowest down after ha has figured all his taxes-­
say that the man can get X rebate if he has been getting 
twenty-five hundred dollars before the increase. 

~. SULLIVAN: You don't tnink that is discriminating 
against the fellow wbo got the increase? 

KR. ~~ITE: Yes . 

KR. GASTON : It is the absolute mechanism, but it wou!d 
have to work the other way. 

KR. BLOUGH: It will be administrativel y much easier. 

KR. ·WUITE: Not onl7 that, but I t hink f rom the other 
point of view it is more defensible, because it relieves 
a smaller group of payments and you open it at the low 
level and don ' t tax the others . In the long run, of course, 
it is discriminatory. 

KR. GAS10N: You are looking at the horse from the 
other aide . 
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MR. ~~ITE : You are looking at a much smaller horse, 
and I think there is a difference i n ~he first place 
becau se you are going to stop i t at a low level , In other 
words, if you say that a man has fi ve t housand dollars a 
year and has been getting it r ight along he doesn't need 
any rebate; he is all right . But the man who is getting 
twenty-five hundred dollars now and was getting twenty-five 
hundred dollars before is being squeezed, and you ought 
to give him sane little rebate. I think that is still 
def ensible. . 

V.R. BELL: That still i s r otten, 

~R . GA~Tal : It is still spinach, and you know what 
is said about it . 

MR. BLOUGH : We spent a .lot of time wi th Colin Stam 
on that one last sumer . Basically he starts right off 
with the opposite assumption, tha t is, that you t ake 
anything that you take to the top, the millionaire against 
rising taxes , 

MR. VmiTE: Personally, I think that is inexcusable . 

MR. BLOUGH : It has to go past two thousand, because 
there ie your trouble . I don't think--

YR. WHITE: (Interposing) I don' t tbinlc that the 
people who have been getting t en thousand or five thousand 
i n the past five years--

MR. SULLIVAN: (Interposing) How many members of 
Congress do you know who aren ' t broke? 

~m . V/l!ITE : Who i sn ' t broke? 

· MR. BLOUGH : Really, I think the Congressmen have a 
lot or expenses which t hey ought to be allowed to deduct, 
because the tax on ten thousand dollars on a Congressman 
is probably the heavi est tax on any ten thousand dollars 
in the United States, Natura!ll, when you put t hose rates 
up on those fellows - they know what tne~ have ~o do and 
what they don ' t get deductions for - it 1s ter r1ble . 
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MR. GA~TON : The Congres~an ought to be like the 
ArrAY officer . 'lhey ought to have COillllutation, quarters 
and subsistence in Washington. 

MR. BLOUGH: But the administrative attitude toward 
a Congres~an is worse than it is toward a lobbyist. 

l.!R. WHITE: They ought to have some entertainment 
fund . He bee to buy luncn for everyone who comes in from 
his home county. 

MR. SURREY : I think if they had a spread in there 
you might get somewhere. I nave heard th«D talk among 
themselves. Tney say they can ' t stand this when they are 
talking to each other. 

UR. GASTON : They ought to have quarters and sub-
sistence in Washington . 

(The Secretary reentered tne conference . ) 

11R. SULLIVAN: I am working on relief for Congres~en. 

MR. BLOUGH : It bas to be hidden in tne bill , 

H.M. JR: Am I keeping anyone from a big conference? 
I think this is important. I don't think we have enough 
of these. Am I keeping anyboay from a conference? 

l.!R , GASTON : No. 

H. li.JR: Stanley, is this at all menacing in lhe 
Senate or House? Are they likely to go after this sort 
of a tax? 

MR. SURREY: Connally may, Well, last year in the 
Senate Finance Committee a tax on increases in incomes got 
a great many votes . It didn ' t carry, but it got quite a 
few votes , The House seems fairly well convinced that i t 
cannot be handled, so we can 1 t go aMtiC1 over there . 

v.R. GASTON : We went all over this thing when Barnard 
~as here , This was his favorite idea. 
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MR. SULLIVAN: Randolph said he had the whole thing 
solved; he said he had it solved by relief for hardship 
cases , 

MR. \'llln'E: It is Sullivan's idea that the fellows 
who haven't had this money wil.l say, "Look at the others; 
it isn 't right . " 

~R. GASTON: This is an old favorite of mine. A 
fri end of mine out in Duluth, Minnesota was sitting on a 
notal porch and another traveling man said, "You know what 
those fellows are getting?" The city crew was working on 
the street. He said, "1hoae fellows are getting ten dollars 
a day. It ie just a damned outrage. " 

1'hia friend or mine said to him, "I happen to know 
that they are still hiring men if you want to go down. " 
(Laughter) 

MR. \',liiTE: There ie an excellent story that I think 
fi ta this thing perfectly. I think John has the same one 
in mind. I will tell i t some day, but John knows the 
story. 

However, it is true that those wno are intent on 
inct;eeaing taxes of workers who now get higher pay never 
point to the big income receivers who were recelving ten 
thousand oollars before or twenty thousand and are now 
getting fifty. He is being taxed enough. 

MR. SULLIVAN : harry, you don ' t understand. They 
claim that that is not inflationary money. 

MR. SURREY: Harry is going back to what you suggested. 
Of couree, that is what wee suggested before the house Ways 
and Keane Caaaittee. 

I.IR, WHITE: What? 

MR. SURREY: A credit for the person whose income had 
not increased. 
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MR. BLOUGH : You could defend i t if it were a 
temporary deduct i on which the other fellow would get 
later . 

!.ll\. SULLIVAN : There hasn ' t been anything proposed by 
t~is Administration or any other that tends to make a caste 
system any more than the excess profits tax. You can dress 
it up any way you want to, but that is what it is . 

MR. GA~ 'l0N : We did mau one suggestion ; that was the 
spendings tax. 

MR. BLOUGh : Tha t reached a lot of these problems . 

l!R. l.lt! ':E: Be had his choice . And if you had some 
way or r·eaching, as you say you are doing it through the 
voluntary measure - I mean , some of them--

lffi. GASTON : \lha t I said, Harry, is tna t if you approach 
it , not through the angle that he is making more money, 'but 
tnrough the angle of put t ing a penalty tax on spending and 
gi vins a credit for saving, then you have something. 

ilR. Bl:.LL: The fellow who bas had his program for ten 
years of insurance and buying a house is protected under 
tbe spendings t ax; and it gets at these fellows who have 
tne excess earni ngs and don 't save tnem. 

MR. WIUTE : You force him to save . 

l.!R. BELL : That is r ight. 

l.!R. Voi 'IE : 'fhat is better than taking it away from 
them. 

MR. BLOUGH : There you run right up against the 
Administration, especially t he complaint that all of 
these millions of people have never learned to save. 
They are already complaining about the extent of present 
high income taxes; i f you throw that on tham in adai tion, 
you will have a very seri ous problem, but it is no more 
complicated than this tax on inc1•eaees in income. 
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JJR. vmiTE : I recall hearing it twice, once in Bell's 
office and once in John ' a office; everybody was agreed 
that there was little to be said for it that was good, 

MR. GASTON : Thet was Chester Barnard' s.pet schame . 
It started with Chester Barnard. 

MK. SULLIVAN : Vfuen you prepare this paper, Roy, be 
sure you don't neglect the fellow who at that time was 
earning thirty dollar s a month as a private in the Army and 
who is now out, the fellow who was in in 1941, made thirty 
dollars a month as a private, waa wounded in Tunisia and 
nas had a medical discharge fran the Army. that are we 
going to do about him? 

JJR .GASTON: He was an airplane mechanic in the air corps 
and he h now getting one hundred ten dollars a ;yeek in 
an aircraft plant . 

MR. WHITE: Or he is a shipbuilder wno is getting one 
hundred dollars a week, and beginning with the fall of !944 
they are going to dismiss about twenty-fi ve percent of' 
those f ellows . 'olha t are you going to do with him . 

UR. SULLIVAN: And he hasn ' t any property. 

~R. BELL: One hundred thousand are going to be thrown 
out of work in the next covple of months • .. 

MR. Wlll1E: The Army is going to release three hundred 
t housand in July after the European depar tment of the war 
ie over. Put that in the record, that it will be over before 
aUIIIII\er , If I am right I will look the record up; if I am 
wrong I will never refer to it , (Laughter) 

MR. HAAS: I think the whol e thing has gone too far 
nor. in this increase , I think we are very crude in handling 
thi a thing, We have eleven million people in the Army and 
not enough in war work. 

MR. BELL: Everybody ought to get fifty dollars and 
have all obligations taken oare of, and then you won't nave 
any inflation. 
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(The Secretary reentered tne conference , ) 

H.M.JR: You won't have any inflation? 

MR. HAAS : After we have fought a few more wars the 
whole economy will be put under the thing and all these 
problema will take care of thameelvee . Everybody will 
essentially be in the Army, 

MR. GAS 'ION: Well, tney will have Soviet economy, 

H.U.JR: They didn't have that at all these past 
ten years. This places everybody on the same basis. 

YR. ~~ITE: They never bad i t; nobody ever had the 
same--

YR. HAAS: They have the same basis in the Army, 
captains, ma j ors, generals, and everybody. 

H.M.JR: But on the income baaia, on the factory-­

I.!R. GASTON : They froze pay scales and jobs just as 
the Germans did, 

YR. ~niTE : Yes, jobs, but I don ' t think pay scales, 

H.K.JR: Now look, gents, will you two give me the 
ar~ent on the plan , and then we will all jump on it again. 
v.hat could you do to protect the poor spinster 11ho teaches 
up in my district for eight hundred or a thousand aollars? 

YR. WHITE: Nothing can help her. (Laughter) 

YR. GAS1'0N: Let's be realistic. Let's protect those 
who need protection . 

H.M.JR: You notice what I said, eight hundred to a 
thousand; that is what they get. If they are very highly 
paid they get fifteen hundred dollars . Vlell, anyway, what 
can you do for the six million eo- called white collar 
workers who will vote for Mr. Roosevelt? Do they in 
New Hampshire? 
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MR. SULLIVAN : A few, not man,y. 

H.M.JR: All r ight . 

MR. SULLIVAN : But nobod,y is if we have an,ything like 
we are talk.ing about this morning, so it won't make an.r 
difference. 

H.M.JR: I'd like to do it on a purely sound economical 
bash. 

lo!R. SURR!rf: In the House there was proposed a credit 
against the tax for those people who have not ned a ten 
percent or fifteen percent or whatever ,you ~ant to make it­
an increase in income - the,y would paf currently a sligbtly 
lor1er tax, those who have not had en ncrease in income . 
Another way of doing that would be to give a credit for 
certain fixe d commitments which might reach the same 
result , because these groups by and large I gather f rom the 
figures of the fixed commitmen ts on insurance, mor tgages, 
and so forth--

H.M. JR: Start over again . 

MR. SUnREY: In the House there was proposed for that 
group whi ch have not bad en i ncrease in income of, I lhink, 
fifteen percent a cr edi t against their t ax, ao they would 
pay during the current year a lower tax then would the 
person who baa had a greater income. Administratively it 
la an easier way of handling it, because you are handling 
your administrative difficulties for the minority of the 
people instead of the g1•eat majority. However, since that 
baa the same problem of equi ty, except s tated in reverse, 
these people who have had fixed incomes still nave a lighter 
tax burden this year . That suggestion i n the House was 
coupled with the post-war credit . 
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H.M. JR: I can't follow you; you will have to talk: 
dollars and cents . 

MR. SURRl1: Let's take then these two five - thousand­
dollar people. Let ' s say the tax on five thousand doll ars 
at the rates the Treasury proposed is a thousand dollars . 
The man oid not have an i ncrease in income ; he had five 
t~ousand dollars all along. He woula g:t a credit against 
nu one thousand dollar tax, let's say JUSt for the sake 
of argument, two hundred dollars . 

II .}!. JR: \'.hich iellow? 

YR. SURREY: The man who has not nad the increase in 
income . He would only have to pay in 1944 eight hundred 
dollars. Whereas, tne man who bad the i ncreased income 
would pay at the ra te of one thousand dollars, which is 
the incane tax on five tnousand dollars. Now, that is 
relief l'or the fixed income . 

MR. GASTON : Wait a minute, you didn't finish . He 
gets his tv1o hundred dollars in the form of a post-war 
credit. 

MR. ~URREY : In the current year the man with the 
fixed in cane is getting relief, since his tax payment 
bas been reduced by t wo hundred dollars. However, that 
is just as inequal as placing a two hundred dollar 
increase on the man thet bad the increase in income. So 
to get around that the Treasury said, "To get around the 
inequity, the men wno didn't get the two hundred dollars 
now will get it after the war is over. " After tne 
war they will both have paid t ne total amount in taxes, 
but the burden of payment is easier on the i'ixed income 
person because he doesn't have to pay tne full increase 
now. Whereas the man wno did not have a fixed income pays 
the full increase now and will get sane of it back after 
the war . I t takes care of the equity argument . 

H.M.JR: I think the Times criticizes us for that; 
we will have forty-four mill!OO returns. on post-war c:edit . 
It will be just as canplicated as the V1ctory Tax, which you 
will see . 

29 

Regraded Unclassified



- 27 -

YR. SULLIVAN: That is a true statement. 

MR. SURRuvy: It is not quite as bad aa that Wr, 
Sullivan, because the burden, I think, woula fali more 
on the Bureau than it would on the tax payer. 
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H .Ar. JR: You don ' t? Let me say that I t hink you are 
making it a little bit over- complicated. Let me finish what 
I am going to say without somebony jumping up. I am very 
timid. I was being facetious before, but let ' s take the ~· 
person anywnere, the school teacher, the bookkeeper, or 
any other person, and let's eey, for example, that person 
lived in Hartford, which is a hign!y concentrated war 
industry district, or maybe a policeman in a highly con­
centrated war industry. Now, the person is there and they 
have four or five children . They are honest people; they 
live up to the OPA regula t ions, and so forth , and so on, but 
they have this very nigh increase in food, and so forth . 
Let' s say they didn 't own their home end nave aiificulty 
finding a place and all that . Now, that person is up against 
it. Has anybody ever thought of giving that kind of a 
person, say, who is getting three thousand dollars - instead 
of doing it your way, give him some extra stamps? 

MR .WHITE: Point stamps, you mean? 

H.M.Ja : Giving them an extra hundred, two hundred, or 
three hundred dollars. 

MR. ~hiTE : You mean food stamps? 

H.V.JR: Let me give you the idea: Instead of doing 
it through taxes, you would earmark t hem. carefu1l1, and 
these people would be willing to come in and file an affi- . 
davit and explain that t hey are up against it; they have flve 
children and can 't clothe them properlr and are willing to 
say eo ana sign the statement, and then they can be given 
some kind of a bonus through food. 

MR. GASTON : That would be the cost of living subsid;y­
applied to the individual. 

MR. \',hi1'!:. : It would be inflationary unf ortunately . 
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MR. GASTON : Tnere would be an administrative difficulty. 

!!R. SULLIVAN: That fellow' a kids don ' t need more than 
those of a fellow who is working in a Pra tt and Vfuitney 
plant . 

(Ur . Paul entered the conference . ) 

(The Secretary held a telephone conversation with 
Senator Clark, as follows:) 
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32 
December 1, 1943 
10: }S a. m. 

Hello. l 
Hello , ~Ir. Secretary. How are you? 

Hello, Bennett. Henry talking. 

How are you Henry? 

I Just thought I'd call you up and thank you tor 
the help you gave me the other day . 

( Laughs) Oh, I d1dn 1 t do anything, Henry. I 
thought you did ewell . 

Well , you asked me the righ t questions. 

\fell , I was gl ad to have a chance to set you ott. 

And -- Oh, Vandenberg and Harry Byr d, I gather, 
threw up the sponge. 

I think they have. I knew damn well they'd bring 
that up before you got t hr ough. 

'II ell, we were r eady. 

I was awfully glad you were, Henry , and I tho ught 
you handled it beautifully. 

Well, I did the beat I could bu t you asked me the 
righ t questions. 

Well , that 's tine. Thank you very much, Henr y . 

And I thought be tween ua, we Just elayed 'em. 

1.-lell, I di d , too. They -- they -- that business 
about the yiel d or t he sal es ta.x Jus t knocked 1 t 
clear ott the Christmas tree. 

No ? I think it's dead, isn 't it? 

Huh? 

I t hink the sales •... 

Oh, I thi nk so , Henry; I don't think t hey can get 
many votes. 
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'leah . 

That 1s , t hey can ge t eo~e votes but I don ' t think 
t hey can ?Osslbly carry lt now. 

'leah. ':/ell, anyway , I ' m much obliged. 

'tlell , tilank you for call1ng me , Henry . 

Good bye. 

Good bye. 

... 
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MR. 1l1HITE: The sales tax is oead. May I say something 
that won't be ver tinent, but I can remember when the state­
ment was made 1n this room, not once, but at least ten times 
tha t unless we do thi s , that, or the other thing we are 
going to get the sales tax . I took the position that we 
wouldn ' t get the sales tax. 

MR. PAUL: Well, I raised t hat last year and there 
~as great danger at that time. One of the reasons is 
because election is next year. 

H.M.JR: I think tnere is certain justi ficati on. 

MR. PAUL: I f you are going l O raise that issue, I 
woul d like to defend what I said last year 

MR. VIHITE: I will retract • 

.lffi. PAUL: Strike it out or else I want to Ill swer . 

H.M.JR: I want either Blough or Surrey to take five 
minutes or so and t ake Paul outside and tell him what the 
discussion was . Who wants to an ewer on this food subsidy? 

Do you want to take him outside and t ell him? 

MR. II.OUGH: Ask him why a policeman didn't go into 
a war plant? (Laughter) 

(~r . Blough and Mr. Paul left the conference .) 

H.M. JH: Roy is pretty objective . 

What I em doing here is, I em going all a round the 
lot ana drawing this thing out . I want to get this t ning 
in writing. 

John's argument doesn ' t hold water with me at all. 
Maybe the three thousand is t oo high. Maybe we wi l l get 
it down to under fifteen hundred, bu t at any rate--

.lffi. SURREY : a.tt the basic question, I think, is <DlLB-1J 
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H.M.JR: Wait a minute, John . I don't want anybody 
to go without food , I don't want to say that I am for a 
food subsid¥, but it is perf ectly intelligent for samebod¥ 
to li'Orry. 

MR. SULLIVAN: I think you should give me just a 
second to explain my position. There isn' t enough nourishing 
food to go around the country. Now, your proposal was tnat 
the fellow on a fixed salary with five children should get 
more food than the family who had an i ncrease. 

H.W.JR: That isn' t what I said; you misunoerstood me . 
Tne man with a f ixed income who hasn' t enough money to buy 
the food - the Federal Government should assist him to buy 
it. I will put it this way: Let ' s say that a man and hie 
wife with five children are getting fifteen hundred dollars 
and under the present conditions he can't ~et enough 
calories for h~self, his wife, and f i ve ch1ldren. I am 
raising the point that instead of giving him a credit, is 
there same way of giving him credit so that his family can 
get the minimum food standard? 

MR. SULLIVAN: That is aor~etning else. Let ' s see 
where it fits in t nis present discussion . Would he get 
any more help than the man who nad been earning five hund.red 
dollars and wno bad been raised to f ift een hundred dollars, 
or woula they get t he same help? 

H.U. JR: They would get the same. 

KR. SULLIVAN: Tbet is entirely different . I ~. ithdraw 
my remark. 

H.M.JR: I am sayin~ that f i f teen hundred is a good 
figure. I am under the 1mpresei on that a person with fifteen 
hundred dollars and seven members in nis family may not be 
able to provide the pr oper food . 

MR. SULLIVAN: I doubt very much if he can. 

(Mr. Blough and ~r . Paul reenter the conference, ) 

,. 
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H.M.JR: Instead of doing all the credit and adding 
and so forth - I am not recommending it Randolph, but I 
~ant to ask the question, should something be done to 
assist that family so that they can get enough food so 
they can have a l'Ull stomach? 

MR. SURR-"Y: The point Mr. Sullivan raised is that 
the fifteen hundred dollar man with the five children 
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who bas had fifteen hundred dollars all along pays exactly 
the same tax as tne f ifteen hundred dollar man with five •• 
children who maybe was on relief a year ago . Now, both 
of them may need more food . The questi on of the need of 
food and wnetner the the tax burden is too hign doesn't 
happen to depend on whether you have an increase or not . 

H.M.JR: Stanley, I am forgetting that we are going to 
try to do anything on tax credits or anything else . I am 
simply saying--here is a situation--we wi l l forget the tax 
structure . 

MH. SURREY : All t·ight , The question of whether they 
need food does not depend on whether they have increases 
or not . 

l!R. \':liiTE: Why is it a tax problem? 

llR. GASTOII: The Secretary is not raising a tax problem. 

MR. SURREY: It is a straight questi on of subsiaies 
on present needs 1•egardless of what your past experience 
i s, and that is a question I know nothing about . 

l'R. GAS~'ON: It seems to me that if it w~re ai>pr?ached 
from an individual standpoint the administrat1ve diff1cul 
would be tremendous. They are trying to approach i~ on the 
OPA and food administration and so on; ther are try1ng to 
approach it fran the bare necessities of 11 ving. 

H. ll . JR: I am •·aising the question, should we go back 
to the orange ana blue stamps, which I think we~e c;eated 
to take the surpluses and assist t he farmer , . wlnc~ u 
largely what motivated it. I started the tblDg w1 th 
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Doctor Parran, whose impression was that people didn ' t get 
enough to eat. I am going all around the lot . Let's say 
I have asked all these people to give us memoranda of 
why they t hi nk it is impractical fran a tax standpoint to 
take care of the people who go t a tremendous increase in 
1~40 and the other memoranda why these - the facts that 
will take care of the white-collar worker. 

Now, I raise another question, which is, if we can 't 
do this, should we in the Treasury raise the question of 
the reestabli shment of the stamp plan to help these people 
out ~nile food prices are so high. I don ' t agree with John 
that there isn 't enough food to go a round. John said, "The 
trouble is, there isn' t enou~ food to go around. " I have 
always felt it was bad distr1bution . 

MR. SULUVAN : I was thinking about the shortage this 
winter. 

H.M. JR: Here is an interesting thing. Just give me . 
a minute or t wo without interrupting. Marvin Jones told 
me - I don ' t knov1 whe ther anybody was present when we were 
in the midst of a fo od subsidy - be had only been there a 
week or two, and he said, " I.f they had given me a chance to 
go up on the Hill I could have sold the food subsidy; I 
coul d have done it. " 

Now, let' s be a little bit forehanded and sey, "All 
r ight, t~resident is goin~ to get licked on the food 
su6sidy at the l evel of subs1di es - the people they are 
t rying to subsidize . " &it suoposing be says, "ill right, 
I am licked; you don't like it. Let's go back to the other 
thing and approach the thing f ran the other besis and go 
hack to the que stion of hel ping the consumer . " The great 
trouble with this Administ ration is we haven 't been suf­
f'iciently consumer-minded ; we have never tried to organize 
the consumer. Tney brought down the fellow from New York 
and gave him two clerks. He was so uphappy t he t be went 
home, and tha t i s wny we are getting licked on all these 
thin~;s , we haven't a stron{; consumer lobby. \\e haven ' t 
tried to get some of t his stuff through . 
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MR. GASTON : I think there i s a lot in your idea. I 
think from the standpoint of Agriculture I would say, "Here 
is the alternative. Here is what a !ot of these people are 
up against; s nd if you don 't v;ant general food subsidies, 
here is something else we are going to subni t to ,you." 

MR. WHITE : It would take n.ay the demands for increase. 
It Muld take away those . You could say you y;ere going to 
subsicize these basic foods . 

B.~.JK : And it won ' t begin to, because the eight 
hundred dol lars that he is asking for--

rR. hAAS: I think that has been proposed by some 
Senator or ~ongressman . 

H.!I.JR: I wonder 11 he t 1!ilo Perkins is doing. 

MR. V.JU'TE : I think he would be good. 

H.AI. JR: Is he in town? 

MR. SULLIVAN: I learned last week that he just returned 
from !.lexi co. 

MR. Wl!ITE: I wanted to talk to him about sometning 
el ee, but I think you have an interesting approach t nere 
from the point of subsidies. 

!JR. BEll: Wasn't there a memorandum f rom Agriculture? 

MR. ~niTE: They were only going to subsidize a certain 
number of commodities. Your thought was they could give 
stam~s on those commodities to those individuals and societies 
wno have been hardest hit end who cannot stand the additional 
pressure of rising prices . 

H.li.JR: I will do it this way: I would like to go to 
Uiss what's-her-name over in Agriculture - the home economist? 

UR. HAAS: Miss Stanley. 
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H.M. JR: Say, "Look Doctor Stanley, I want al terna ti ve 
menus for a fami ly. And then would you please tell me 
the ways they could be helped f inancially?" Get Doctor 
Stanley t o work the thing out . Thor a is this much reason 
in that: What was the reason the subsidy was defeated? 
Among other reasons was that Lhey need higher prices i n 
order to take advantage of these lar~e product1on. Tney 
didn ' t want to do that , 1hey couldn t keep the price down, 
tney aidn 't like subsidies, and they had to give the return 
to t he fanue r . 

MR. hAAS: They woula give tne f anner the highest 
price, but they would gi ve the consumer the lowest price , 

!.lR. Wlil'l'E : You are not going to interfe re with the 
prJ ce of the fenuer this way. You will get high production, 
end yet you are going to take care of the effect of that 
nigh price. How can you make th6 best kind of a case f rom 
the point of view of a subsidy? It is going to meet it 
wholly. 

H.U.JR: I would avoid the word subsidy. I would put 
it wholly on tne question of humani ty and on the quest ion 
of keepin~ the i nflation front f rom cracking. You will 
keep the fabor unions happy and the worker in the munitions 
plant happy . 

LIR. 1\hiTE: Mos t of those wouldn ' t get it, because 
the beals of distribut ion would be rationing. 

MR. !lEU. : Woul cin ' t these stamps be i nflationary? 

lffi. fli!ITE : So would the subsid¥. It depends on how 
widely you spread it, 

MR. SULLIVAN: Are you going to hand th~ out to people 
in different areas? 

MR. V.HITE: The logical way would be to hand them out 
to everybody below a very low amount ; and that is why, I 
tnink,it wouldn 't hi t worker s i n war industries, but i t 
would take away their stronger arguments, I think. I don't 
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see-if you give a man who is earning fifty dollars a 
week in a war plant and who has two children additional 
stamps, tha t means you are going to give eighty-five 
percent of the people in the United ~tates add.itional 
food stamps. 

H.M. JR: I didn't have tha t in mind. 
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MR. WHI1'E : It would have t o be very low. I shoul d 
think it would have to be in the neighborhood of fifteen 
hundred dollars or l ess . •' 

MR. SMITH : There are twenty- one million people, 
according to the figures , that make under e thousa.nd. 

MR. ';JIITJ;: Yes, but I think a good many of them 
belong to famili es. 

H.M. JR: I would start with people oi' one thousand 
dollars or less . 

JJR. Wl!I1'E: Wouldn 't it be better to start with families 
and leave the single people out? 

H.M. Jl!: George bas some people that worked on this 
tning. Couldn't we get a f ew people - it should be 
Agr i culture, oecause tney have mat erial on toi s. Doctor 
Stanley--

MR . hAAS: I sort of think she is out of toe running 
over there . She is not over t here any more . 

H.M.JR: She wen t through the food stamp thing wi th 
us . 

MR. WH I 'fE: 
i t amounts to, 
to start with. 

I should think you would wan t to see what 
George would have enough data i n his shop 

H.M. JR: Couldn't you call Doctor Stanley and see if 
she would give you the material , or do you have enough i n 
your shop? 
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l~ . HAAS : Let us do it in our shop f irst. 

H.M. JR: The present head of home economics at 
Cornell is a Roosevelt Democrat , She is the only one 
in Cornell who is f or Roosevelt . They say it has gotten 
to where when the classes ask anything about Roosevelt they 
v:on' t explain it . You could start the pipeline going. 

~. HAAS: She is the Dean oi Home Economics at 
Cornell? 

H.M. JR: Urs. Roosevelt and Mrs . ~orgenthau say she 
is very able and happens to be a Roosevel t Democrat , 

~. CASTON : Is she a new one? 

H.M.JR: The catalog will tell you . 

MR. HAAS : Let us take a look at what we have . 

H.M. JR: But move fairly fast , ?ion't you? It 
certainly would be a nice approach on the theory thet the 
tax boys can't do anything, But come through with those 
papers anyway. 

Well, thank you all for e very interesting disucssion. 
I am ·sorry to have missed i t . 
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TREASURY DEPARTMENT 

lptTKit O I",CK COIIollloiUN ICAT10N ~ 
DAft 

ro The Secre tary 
December 1, 1943 

l'aoM Fred Smith 

I suegest that you don ' t answer the Times editorial . 

It is about the sales tax, and the sales tax is a dead 

horse , so why not let •er lay? 

For future reference, however, I would like to call 

y~Jr at t ention to point four in the attached memorand~ . 

If I read it right , it says that the Treasury's increases 

in excises and other taxes "would almost exactly offset 

the reduction in their taxes due to elimination of the 

Victory Tax." 

If this i s the case , we had better cut short our 

argument that these people should be relieved of Federal 
~ 

tax-paying. The argument doesn' t hold wate~ , if we heve 

taken away taxes wi th one hand, and put them back with 

the other . 

Attachment 

•• 

' 
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December 1 , 19~3 

MEMORANDUM FOR THE SECRETARY 

Subject: "Treasury and Sales Tax• -- New York Times 
editorial, December 1 , 19~3 . 

Much or this editorial is argumentative rather than 
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factual , The following comments may be made in connection .• 
with the editorial. 

(1) Aa you pointed out in your testimony to the 
Senate Finance CoMmittee: "Although at 19~ levele of 
inco111e about Sl percent of t he tot al oaah income Will 
be received by persona With incomes under $5,000, only 
65 percent of the net lncome above lncome tax exemptions 
wlll be received by this group. Likewlae, although 61 per­
cent of total income will be received by persona wit h 
incomes under $) 1000 1 only }9 percent or the net i ncome 
above income tax exemptions will be received by this group . 

•Looking behind these aggregates to individual cases, 
we find that the margin or disposable income over and 
above wartime needs ie very narrow for the mllliona or 
persona i n the lower income brackets. Out or 67. } million 
income recipients i n the calendar year 19~, 511. 2 million 
are expected to receive net i ncomes of leas than $},000, 
The average cash income per recipient before taxes will 
be $1 , 650, and after eXisting taxes, about $1,500 . The 
demands or wartime living on incomes or this size leave 
little margin for additional taxes and afford few oppor­
tunities for inflationary spending. • 

(2) The Treasury did not propose •a set of taxes 
that would place proportionately a still greater burden 
on one-fifth of the country ' s i ncome and a proportionately 
etlll smaller burden on the other rour-flfthe , • It ie 
estimated that over 54 percent or t he increases or all 
taxes combined under the Treasury ~roooaal would tall on 
persona V1th incomee or lees than f5,000 . It la estimated 
that under preeent lav 50 percent of Federal taxes are 
paid by such persona. Vv 
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(3) The editorial makes t he assumption that persona 
with incomes under $5,000 cannot be reached through the 
i ncome tax, This is obviously not the case since under 
present l aw more than half (53 percent) or the total 
income t ax is coming from persona wi t h lese than $5,000 
of net income and that more halt (52 percent) or the 
increased income tax recommended by the Treasury would 
come from t his group. One-fourth (26 percent) or the 
i ncrease woul d come from incomes below $3,000, If t he 
Congress beli eves that the groupe under $5 ,000 or under 
$3,000 should pay still mor e, the income tax is an ,. 
entirely practicable method or accomplishing that 
objective , 

(4) It seems to be implied that the nine million 
persons who woul d be r elieved or income taxes under the 
Tr easury proposals were to get orr entirely fre e under 
t he Tr easury proposals, I n point or tact, however,-lb! 
increase in excise taxes and other taxee eatimgtiQ~ to 
ral1Ctin euon persons, w§U!a 81mos€~~~ty a(te§t iPs 
w\iillpJ) Jil their taxes due _to er: na.t1on or the-
Victorv tax, --- · -· - ~--- - "' 

(5) The compl exiti es or the Victory tax and the 
House Bill are no t comparable with the 'ledger accounts 
with ij4 million t axpayers i n order to establish a r ecord 
t or postwar r efunds , • No problems or complications or 
taxpayer compliance would be i nvolved i n the ledger 
accounts , which would be similar t o eXisting social 
security accounts . Moreover, any compleXity must be 
measured in terms or the results and in the case or the 
mini mum tax the re~~lts are not worth the complications. 

(6)' The tact that t he general sales tax would be 
'imposed only as a supplement to eXisting taxes , including 
the mos t steeply progressive income tax in our history,' 
does not Justify its failure to reoogni~e the necessity 
of protecting minimum living standards or the fact that 
the sales tax is much more or a burden on l arge families 
than on small families and single persona wi th the same 
incomes, 
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(7) The Times editorial paye no attention to the 
burdens whioh the sales tax would place on people With 
fixed low wages , pensions, or allotments, OVer 13 million 
persons are at the present time dependent in whole or in 
part on Government aid, including dependents of men in the 
armed forces , aged persons on State public assistance 
rolls , disabled veterans, re tired and disabl ed state and 
local employees, and persons receiving social insurance 
payments, Their al.read,y low incomes would be further 
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reduced by the sales tax, ,. 

(8) The Times editorial gives no consideration to 
the fact tbat at a time when the high cost of living is 
already threatening the economic stabilization program, 
it would be wholly inconsistent to r aise the cost of 
living on essentials still furt her t hrough imposition 
or a general sales tax. 

(9) The editorial gives no consideration to the 
probability that exemptions would greatly reduce the 
revenue possibilities of the sales tax, 

(10) The editorial give s no consideration to the 
fact that the sales tax is s i mply another method of taxing 
income and that if sources of income are "already taxed 
close t o t he limit• t he eales tax would face the same 
danger or going over the limi t as would t he income tax, 
Indeed, the sales tax would be more likely to go over 
1 t he limit' because of t he low inco~e s on which it would 
fall , 
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K!·!Jr : 

Allan 
Soroul : 

H •. Jr : 

S: 

l!l!Jr: 

S: 

S : 

S: 

December 1 , 194) 
2 : )3 p. m. 

I just want ed to tell you how much pleased I was 
t he way the bill a have been goi ng. 

~I ell , they've been goi ng ver y welL 

Yeah. 
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I think t hey ' ve had no ~itficulty and will continue 
to have t he bids come in . 

You think 1 t will be all right ? 

Yeah. 

Well, I just wanted to check with you and see 
whether you were eat1etied. 

It ' s goi ng all righ t and I see no reason why it 
shouldn ' t continue to go all right. 

Well , thank you ver y much. 

All r i gh t . 
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Vee tin& 1n tJ,. Secretary• 1 O!tice 
December 1, 1943 

3al5 P. ll. 

Presenta Secretary llorsentbau 
ldr . Leroy Beaulieu 
Mr. White 

l'r . Beaulieu, woo was formerly the Financial Counselor for the 
~ench Government, said he wished to cell to pay h1a respecte to the 
Socretary whoc be bad not seen since the !ate1\ll daY 1n June 19al. 
l!o oaid that be was now here to take care ot ~)'ench Lend-Lease matters 
under Ia'. lloMet. The Secretary said be wu &)ad to see him again. 
In the conversation that followed Beaulieu reCniaced about the 
i lllpOl"tant usiatance which the Secretary hid given the fl"ench 1n their 
purchuina prosraa bere in the United Stataa 1n the tall of 1939 and 
aprins o! 19a>. l!r. Beaulieu said t.bat no one will ever know how cauch 
the Secr etary had done to help fl"ance acquire arJ:IS and planes and said 
the t he hid it all 1n his memo ires in a trunk buried 1n a garden 1n 
France and be hoped to be able to write it up some day. 

The Secretary asked whether he would not care to jot down some 
ot the deta1la he bed 1n mind wh1le he was here . llr . Beaulieu replied 
that he would be glad to do ao . 

~lr . Beaulieu referred to one ot hie last visits 1n the Treasury 
1n June 19al 1n which he was being preaoed by Treasury officials to 
sign the transfer of French gold to Liontreel. The Secretary replied 
that he did not remember the episode . 

11. D. T.hite 

v 
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FINANCING 

Present : Mr. Bell 
Mr. Tietjena 
Mr. Delano 

December 1, 1943 
3:3U p.m. 

H.U. JR: I told Mr. B.M. Edwards and Lee Wibgins, 
President of tbe A.B. A. , that as far aa I ns concerned, I 
v.ould like to leave sleeping dogs alone, and that I couldn ' t 
go along with this bill the way it was. I thought it was 
very stupid of Eccles to propose it. A permanent charter 
to his family's chain back in Utah and Idaho, and what 
would happen if they pushed me in a corner, and I had to 
fight , then I would have to fi ght for a bill with a death 
sentence . 

Mit. DELANO: I don 't think we need t o discuss it any 
more . That is exactly the conclusion we have arrived at, 
llr. Secretary. 

H.!l. JR: I wu telling them that. But I hope they 
don ' t push me. Then Edwarch said, "You know where I stand 
even tnough I have a chain bank, but you ought to take a 
look at the law in South Carolina in chain banking, ~hich 
I helped get through. " 

Then Wiggins spoke up and I gat hered that he Tlas for 
a bill . He said he always had been, but he wasn't for the 
death sentence . Then I told him how I felt , and all, 
Y~here we are apart . 

MJ\. BELL: We are not apart , here . You know the 
President recommended legislation in 1938 which would 
eventually knock out the holding companies. June 30, 
1944, v.as the deadline. That is the policy we have been 
travelling under ever since. 
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You had Glass introduce a bill which would do t hat very 
t n ing which was never pushed, 

H. J.!.JR: Did Glass ever introduce it? 

MR. BELL: Yes , sir, but never called a hearing. 

M,, , DELANO: Went right back here to the Com:nitt ee. 

JJk . BELL: And t t.e re it stayed. Now Marriner is push­
ing t.. is bill, largely, n t hink, because be bas asked 
the Giannini interest to show cause why t neir pemi t -
u.at is t he privilege of doing business under. corporate 
structure? 

Mit. Db.LANO: Yes, it is what they call a voting pe rmit. 

Mrt. BELL: • • • should not be cancelled. And be is 
going to have to nave public hearings , possibly, on that 
charge sometime early next year. He said t nat he would 
like to ge t through some kind o£ a bill freezing this 
situati on as it is now, He said that it is t heir re­
sponsibility. They know that tne Treasury can' t go up 
and advocate t he bill. But t hey v1ould like to have the 
satisfact ion that there is no object ion t o it, or t hat 
it is t he best r.e can do at t his time. We know tnat we 
can't get a death sentence at this time, so the next 
bes t thing we can do is to get a freezing bill. 

Now, it seems to me before you would change f r om t he 
original policy you - or the t nree of you - you and Crowl ey 
should go and di scuss t he mat ter wi th tne President. 

H.M.JR: Well , according to t he radio you can' t get 
at the President very easi l y. 

!Alt. Bb.LL: Let's assume. 

ll .M. JR: Yoa can't do anything until t he President geta 
back. How is t hat? 

l.L1. DEU.'lO: Per feet . 
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l!.M. JR : You can put it ail on me, that as far as I 
am concerned, I am just here as an appointed office1•. The 
lest time I talked to the Pres i dent he appr oved the deat h 
sentence . "Until the President can be reached in places 
in Shangri-la-- " and so forth, and so fo1•th . 

You ca r. put it on me if you want to . Say t hat I am 
for the bill, which is a death sentence bill • 

.ut. D.t.LAlW: That is our position exactly. ,,e have 
been r i ght behind it all the way. 

Lih. BE.LL: Shouldn' t we tell t.ccles , himself? 

li .!l.JR: You can't do anythin6 about it until the 
P1•esident gets back from wherever he i a . 

M~ TIETJrNS: You might ge t an argument from them 
alon~ this line, tna t wnile it doesn ' t say death sentence, 
it is so strict it may eventually be a death sent ence . 

H.M. JR: No, to me, I . am all out a hundred percent 
death sentence, no modificat i ons . 

llR. BELL: It is a terribly complicated bill . 

MR. L'ELA.'IO: TaJtes the pol\8ra away from my office 
and Crowley' s and puts t oem down at the Federal neserve . 
It introduces interpretations and subtleties that hardly 
anybody can follow through. 

ll .M.J R: We can 't do anything until the rresident comes 
back from Shangri- la. 

MR. BELL: He has called me about t wice a week for the 
l ast month on this . The l ast time he talked to me I told 
him I hadn ' t had an opportl!"itY to d i souss. it with you, 
but by going over the files and the pas t history, I thought 
we couldn 't change here unless the President orders to 
change. Now, I said--

h.M. JR: A. B.A. is with us. 
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UI\. DELANO: No question about it . 

!,{l,, BELL : He said, "Well, the Federal Reserve Board 
is an independent organization and I think Congress looks 
to us to have independent recommendations . " 

H.il. JR: Fine. 

Uh. BhLL: That puts a l i ttle di f ferent--

UH. DEL.A!W: I made a COIIIlllent on tllat, Mr. Secretary, 
which ~ould be of interest to you. I said t oat toe legis­
lation creating toe control of cu.rrency asks for his recom­
mendations every year, his specific and independent recom­
mendations, but t t at I would not t t.ink of making such a 
recommendat i on if it directly opposed a recommendation 
made by the President of the United ~tates , and furt hermore, 
I wouldn 't do it without consulting you and him. 

H.M. JR: All right. Let them stew. What the heckt 

~{. BELL: You don ' t want any conference with Crowley 
and Eccles until the President gets back. 

H .~ .JR : And then the President will be too busy. 
No, to hell with it, now, 

Ml\. BELL: I think you have got to do s tlmetbing about 
it. Turn him down or say we won't go along. 

H. !A. JR: All right, just tell him I ' ;on ' t do anything 
about it until I can contact the President . Put it on me. 
Quote me. 

MR. BELL: We have a good out . We can say we haven' t 
seen anythin~ from the President that changes the policy 
of the Admin1strat ion as set out in his message . ' 

ll .M.JR: And if he wants to be t he great independent 
Eccles, I v.ould .love to see it. 
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Mll. DELANO : The Hill won't do anything v1ith us. 
They don't want anything stirred up at this moment. 

li .!.;.JR: To my surprise, B.J.:. lidwards said it was he 
who got Giannini to come t o see me . That is the first 
I nave heard that. 

!ln. DELANO: Is that so . 
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H.11.JR: He said, "I persuaded Mario Giannini that •1 
you, ~orgenthau, ~ere a human being, and on tnat basis he 
should come and see you." 

~. DELA''O: Earle Kelley insi sts he did t hat trick. 

!!1\.o BELL: They all take credit . 

H.V. . JR: Well, thank you all • 

. ... 
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54 
December 1, 19~3 
}:48 p . m. 

l!r. Menafee. 

Hello . 

Go ahead. 

Hello . 

Yes , Mr. Jo!orgenthau, thie is ~lr. Menafee. 

Hr. Nenafee, I wae tryinG to get hold of t he 
Senator and I asked somebody up t her e , a young 
lady, whether he wouldn't call me between two 
and two- thirty. 

'iell , Senator -- t.!r. !:Orgenthau, I got the 
message from the lady but I think maybe it was 
my mistake. I told him to call you at two- thirty. 
l·lell , I got to him over there a few minu t es after 
two- thirty and I don ' t know-~ I assumed that he 
did try to call you and maybe you wer e out then. 

Well , this i s what I wan t e nd see if you could 
ar r a nge 1 t. 

Yes , eir. 

I wonder i f t he Senator could etoo in t omorrow 
oorning a t the Treasury t o s ee ce on his ><ay to 
>:ork. 

Yes , sir. 

And I want to t alk to him about thi s $15 million 
bill to subsidize the newenaoer s,wh1ch he voted 
against . 

Yes , s ir. 

And if they ever threw $15 mil lion down t h e sewer, 
t here it goes,and I thought we might once try to 
s top it before t hey start to spend it. instea d of 
doing it afterwards . 

Yes , sir. Well , now, Nr. !~orgenthau , where would 
he stop? Whe. t' s t he room nuaiber? 

\\ell , i t's in the Treasury, m.y office. 
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All right, sir. 

Anybody •. .. 

He comes in here about nine o 1clook. 

Well , I - - could he, say, be here at nine o'clock? 

Yes , sir, I think so. 

What? 

Yes, s ir. I' ll call your secretary back just ae 
soon as I can get in touch with him and verity 
tha t, sir. 

~ould you do that? It he could stop by here at 
nine, I wo n't keep him mor e than tlve ten 
minutes at the most. 

I ' ll do t hat , slr. I'm -- I'll go up to the 
Finance Committee now and see it I can get a hold 
of him and I'll call your secretary. 

FitzGerald ls t he man ' s name. 

Yes , air. All right, sir. 

Thank you . 
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56 
December 1 , 1943 
5:o4p.m. 

Hello . 

Sen a tor Byrd: 

Hello . 

Go ahead. 

Hello. 

Hello, Henry. 

How are you? 

How are you feeling? 

All right. Harry, I was trying to ge t you today . 
I wondered whether your Committee couldn't helo 
save $15 million before it was souandered, end' 
that's that... . . · 

Well , we-- we all opooeed it on the floor, you 
know. 

Yeah. 

McKellar and I. 

Yeah. 

Then it oassed the Senate. You're speaking of 
the newspaper bill? 

Yeah. 

Yeah. 

And I wondered if I couldn't ge t some helo fro~ 
you. 

Yeah. Well, we'll do all we can. 'tie do -- we 
did all we could in the Senate but we couldn't 
coul dn 't defeat it. They beat us by five votes. 

Well, think over whet her a l etter from me to you 
as Chairman of the Committee on Economy would do 
any good. 
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56 
December l, 1943 
5:o4p.m. 

Hello. 

Senator Byrd : 

Hello. 

Go ahead. 

Hello. 

Hello , Henry. 

How are you? 

How are you feeling? 

All right. Harry, I was trying to get you today. 
I wondered whether your Committee couldn 't hel o 
save $15 million before it was squandered, and· 
that's t ha t ••••• 

Well, we-- we all opposed it on the floor, you 
k now. 

Yeah. 

McKellar and I. 

Yean. 

Then it oassed t he Senate. You're speaklng o f 
the newspa!)er bill? 

Yeah. 

Yeah. 

And I wondered if I couldn't ge t some hel o fro~ 
you. 

Yeah. Well , we'll do all we can. he do - - we 
did all we could in the Senate but we couldn't 
couldn't defeat it. They beat us by five votes . 

Well , think over whether a let ter from me t o you 
as Chairman of the Committee on Economy would do 
any good. 
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I think it would be all right. Then we could - ­
I could send 1 t over to all the House ~!eobere, 
you see? I think you're absolutely righ t about 
it . I'm a newe9a~er publi sher mysel f, but I 
t hink i t ' s absolutely wrong. 

Yeah. 

You understand 1t 1 e passed the Senate? 

I know 1 t did and I know you . . .. 

It was r educed from thi rty-- I was against it-­
it was reduced from thirty million to fif teen . . .. 

Yeah. 

• •.. and li~ited to newepe?ere under ten thousand. 

Yeah. 

But it gave you no discretion . ... 

Yeah • 

•. .. as to whe r e t o spend t he money. It' s just a 
kil'ld or a .... 

It ' s a hand- out . 

• • .• hand- out business. It you'd write a l etter, 
I ' ll get it over in ~~e henda or those fellows 
over 1n the House. 

Because I don't see bow Doughton, who is always 
talking about economy .••• 

That's right. 

I think i t comes up in t he House --· before Ways 
and Means Friday. 

Yeah. I' ll tel l you wha t you do . You get it to 
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me and I'll ge t it to Douahton and Wil lis Robertson 
and all those fellows over there. 

All right. 

And lfoodr Wll' s been talking economy and I think 
~u're absolutely risht about it, Henry. 
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I'll -- I'll ge t the letter to you to~rrow. 

Fine. I' m eorry I couldn't call you at 2:30. 

Tll!l t 1 s all r1o;ht. 

That ~1as because I go t in the Finance Committee 
and couldn ' t ge t out. ~~at do you know today. 
Anything else? 

No . No. I just got this on my mind because 
I never saw •••. 

Send i t to me tomorrow and I 'll - - 1 111 get it 
over to t hem right away. 

Thank you. 

I think you're right . Oood bye 

OQod bye. 
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DEC 1 . 11143 

_. ..... *'. lleontu7• 

I aolalooll.edp JOV lnt.er ot .. .....,. 20, 1943, 
ro $lft1 U.t \be 'h'eaMII7 .....,.. avt.borlt., \o tM liar 
De~ "' at..Mt u .. war 11oM l8M&1ftl taolllu .. 111 
toreJ.4pl - tor tM Mle ot IWWcl 8\&\M liar la'l'illp 
..,.. (011 a oull buia onq) \o ....,.,.. ot tM UalWcl 
sv.- .u..ca ,_ an4 11111'-1 S\a\M olu-~ 
liT t~w UalWcl sv.- 111 ROb ........ . 

It 18 -s.r.toocl \Ia&\ Ual\ecl Stat.. "nr 
cl.l.ebo&re1"' ottl.,... 1lill be 4Micna'-l u bocl4 lenlftl 
...... "' ott..W.tA tM propoeal, wtdoh _, be -
pU.olbed, IIDder \be pnuat prooedlare, b7 haYine 811Gb 
ottl_.. -ut1ed \o t.he <>ppropriat.e PecSenl a.u ra 
Bank8. !he ~ 1lill be &1&4 \o Join wit.h 70\11' Depart.­
-" 1A WOI'k1JII ou\ tM dfta1b • 

'fOil 1lill be s.-'-1 1A ~ t.het t.he SV.t.e 
~ bu no obJeo\lon \o t.he arrena-nt. t.het t.he 
War De~t tiXt.eol4 lt• taoUitiee tor t.h• eale Uld u­
ot \IQlWcl ll\atee .... Sannc• Bonde to i.Nill>de ....... ot 
tM lllllWcl 8\a\M 4....t Por- Uld Ualte4 llt&t.ee oirlll.an 
olu- ..-f1.n& 111 tore1.p ......... 

'e~T trul.T JOili'O. • 
~ .,. ,_, It ,'./ ,, .. .,..,:..!._'"' .t.a ...... , 
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Deceaber 1, 1948. 

Dear !ilr. !Cefaunr: 

I aa replJing to your letter of WoTember 26 aakine 
rq opinion on your ruolutlon which would proTide tor 
regular appearancee of membere of the Cabinet before 
the House in aeaalon to answer written and oral questlona 
which members ~ight dealre to aek. 

I have been much intereated in your aueeeation alnce 
f fi rst read &bout it. What you have IU££eated is in 
eaaence, aa I understand it , a propoaal to improTe con­
tacts and underatanding between the llouae of Repreaenta­
tivea and t he heada of the ~xecut iTt Derartmenta. I 
think that a bl £hly desi rable objectiTe. 

I would Qllelt be happy to accept the inTitation of 
the House to appear on such occaaione, aesuaing, aa I 
haye no doubt would be t he case, that the rulea of the 
Houae would permit the representative• of the !a.inia­
tration t he aame freedom in diacuaalon ae ia accorded to 
ae:abera. 

One can not ot couree predict preciaely the deTelop­
aent of such an innoTation, but lt aeeaa to at that an 
uperiaent of t hh kind ia well worth tr{ing. I think it 
•ight aern to pro110h other contacta be ween 11e11bera ot 
the Houae and t he adainiatratiTe derartaenta which would 
be ~mtually helpful and tend to impron our gonrna.ental 
proceuea. 
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You baTt -, pel'lliaeion to present this letter to the 
Rulea Coaaittae and I ahould be happy alao to appear before 
that Comalttee when it diacuaaea the reaolution it cire~­
ataneu peral t and 1t the Co-itt .. ahould de lire rq 
appearance. 

Sincerely, 
(IJfanOII) II. Morpotlt.aa, lr. 

Secretary of the Treaeury. 

The Honorable Eatea Ke tauTer 

liouse ot RopreaentatiTea 
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Oear Vr• Wllaons 

Thia will acknowledce reot \pt of 10U7 letter of 
Ko~e3btr 2' in which 7ou atk ~ oplnlon of tbt dtalr­
abiHtt of ref:Ular or oooulonal app .. ranoll of Cabaet 
officora before Con&re••· 

I aa ln fuor ~n•rall:t of IDS r r ocedura which will 
le~d t o 1 better undaratandl nc of their .utual probl ... 
by the l echlatln and a:a .. utln bl'ltlebll of tbt Oonrn­
oent and which will teD4 to l•pron the worki n& rela• 
tlonahi'PI btbtell th8. I think i t ~itt po11lblt that 
t ho falrl7 frequent appearance of ... btra of the Cabinet 
before tither or both houe11 of the CoDGrtll would be 
a dt~ lrablt atep ln t hat dlreotlon. It would be for 
Conar••• to dtoldt, of courae, what fora auch aprearancea 
would tako. One fora 11 that es .. pl1f1ed b7 the recent 
' Pf•aranca of Seorot117 lillll before a Joint S111lon at 
wh ch, on inYitatlon of t ho Coacreu, ht reported on a 
aladon of bleb lnternatlonal laportanco. SWlar re­
porta{ I t hlu. a1tht uafullJ be uda 011 other aattera 
• lli&i nc; tho attantlo11 of Coftlrtll u to • hloh t he htad 
of a dt part..at -'cht be able to fW'Illlh n llght-nt. 

Reprtaantati•• ~tfavter ·of Tennaa111 baa reoentlJ 
introdueed a reaolutio11 to pr oTide for the rttular ap­
ptaranooa of Cabinet .. bert before the l!ou11 of Ropre· 
aentati••• to anawor both wrltt.u aad oral quoationa. 
A bill, aiallar ln lta proTiaiona1 but applrlng to both 
houau of Coqre11! woe lntroducld in tho Sou11 a roar 
&gO bJ Roroantat n Tboa of Ohio. !b1 po11iblo Ull• 
tuln111 o aaoh a prooo4ure la, I t hink, autflcientlT 
at traotlTo to warrant lta .oat oareful oonaldoration ~ 
Congr•••· I haTe little doubt that hoada of Depart• 
•nta would 3ulta eboartullJ appear H tularl7 to aoat 
quutloni~~g 111 -bert of olthor or both houe11 it 
thei r arpoarano11 woro aatoguarded, 11 no doubt tht7 
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would be , by rulea which would rralt the• the ••m• 
treedo• o! debate •• la accord• ~•bera o! the House 
and Senate. 

Sincere!¥, 

Seoreta17 o! t he Treaaurr. 

~. Lyle C. Wllaon 
General Waabington Manager 
United Preaa Aaaooiationa 
Nat ional Pr••• Building 
Waahington, ·.c. 
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THE SECRETARY OF" THE NAVY 

WAG~INOTON 

Dec .. ber 1 , 1943 

M7 dear llenry: 

Th&oko for your lo\\or of Yo•o•bor 30,rocolpt 
ot vhloh I acknovlodgo . 

Whenever fOU have occaaion to uae a plane I hope 
7011 vlll not hooltato, oo long ao tho Coaot Guard ro..tno 
under Na'9)' auperrtaion, t ·O call on thea to eerft 70u. In 
caoo thoy do not have available a plano tor 70ur uoo , don 't 
hooitato to aolc me for one and I ohall put one at 70ur 
dhpooal, 

!onorablo !onry Morconthau, Jr. 
Socrotar7 ot tho !ro&aUTT 
Vathincton, D. C, 

Youre alncerely , 

I 
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Nove~ber SO, 1943. 

Dear Frank: 

Contiral..ng our telephone oonnraation, I want t o 
rellnquiah u .. ot t he tranaport plant whi ch JOU han 
bu n ao good aa to •ke anl.lable to u t hr oup t he 
Cout Guarcl. 

There will probt.bl7 bt oooeeioua when I ab&ll 
nttd a rlant tor ur11nt ottiolal •ncagtaenta at a 
dlatanot t ra ••hington. In t ho11 o i ro~tanc" I 
ehould 11kt to be able to call on the Cout Guarcl to 
prarldt tranaport tor ae, and i t i t i a not aYailablt 
at the tl .. I could t hen aak JOU or t he Secretary of 
~r to aaaiat ae. 

I appreciate more than I can aa7 Jour graat 
court .. ,. ln b&Yinf •d• the plane anUable tor ., 
uu ai.nce the war 1M traneter of the Coaat Guarcl to 
tht lta'fJ. 

SincerelJ, 

(111pe4) 101'7 l o.....,tlou, lr, 

Seoreta17 ot the Treeeul')'. 

The Honorable i'l'uk ltnox, 
Stcret&rJ ot the N&YJ, 
1aah1ngton, D. c. 
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THE SECRETARY 0,. THC: TREASURY 

WASHINGTON 

November 30, 1943. 

Dear Frank: 

Confirming our telephone conversation, I want to 
relinquish use of the trans~ort plane which you have 
been so good as to make ava1lable to me through the 
Coast Guard. 

There will probably be occasions when I shall 
need a plane for urgent official engagements at a 
dis tance from Washington. In those circucstances I 
should l ike to be able to call on the Coast Guard to 
provide transport for me, and if it is not available 
at the time I could then ask you or the Secretary of 
War to assist me. 

I ave taken the lib~~ty of discussing t he matter 
Ylith · al Waesche and i'lt is entirely agreeable to 
him t at sue · arran ement be made. He tel ts me 
that ,requently 'G6ast Gua d headquarters has use for 
an additional plane and if you see fit he would ~ike 
to have both the plane I ~~ave bee~g and the 'tne 
ass!gned to him left wit~ t~~~aat Guard. 

~. -...JL thil -apr_angemeu_t is satisfactory to you ~­
shoUlC! ~atly pleased' if you would transmit tile 
necessary inst~ctions . _ 

I appreciate more than I can say your g reat cour­
tesy in having made the plane available for my use since 
the wartime transfer of the Coast Guard to the Navy. 

The Honorabl e Frank Knox 
Zecretary of the Navy 
Washin~;ton , D. c. 

Sincerely, 

Secretary of the Treasury. 
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TREASURY DEPARTMENT 

WASH INGTON 

0"«011' 

1.~-<• 0< ii!tTlltHAt. III'VlHU( 

-~1·andu.1 !or Cr . Sullivan} 
4~~1stant to the Secretart . 

DEC 1-1943 

!his :upple::>ent• t he muoranduws or I'OVLlber 10 &lid 19, 
194), relative to the current liquor ehorta~~ and the black 
• _r :ot 1n t.upt.id daoestic whisdes . 

Since the com:!IWllcation of r:ove'lbor 1), 1943, was direct ed 
to all districts , instituting a specific progr~ !or combat inJ 
ohc~ ••r<et operations , personel conterenees have been had 
r.ith oiwht of tho fifteen Di strict ~upervisors in order to 
furthor t hose investigations. Reports received !rom field 
offices indicbto t hat the surveys beint undertaken, ooth for 
the purpo•e or det ermining t he ext ent or bl ack markot operations 
ond oocurlng bnstc dat a on whi ch to prodient e i nvestieations, 
are well under \TO/f in all district s . Sevort>l districts ar o 
already in possession of specific evidence incllcating major 
black market operations , and investigat ions have alr etldy been 
undertakon . A row cases growine out or black market operations, 
involving prinlarily violations of the intorncl revenue l a"" or 
;ection 240 of tho Criminal Code, the invtsti$at1ona of ~ich 
were undertaken pri or t o the instit ution or the black oarket 
surve1, have been c~leted a.nd subal.tted t o Unit ed St ates 
.,t.tomeys for prosecution. Such cases are to be presented to 
ernnd Juriea in St. Paul, !!l.nnesot&, and Chicaso, llllnols, 
this wee.< . In bot h inst ances , tho United St4tes At torneys 
h4vo indicated t hat, i ncident to the prcsontcent of the•• 
ca•os, an inquiry w111 be Jll.'l.de into tho cau10 or t he "curr<mt 
l1<l'JOr short &II" ." There is every r eaoon t o believe t hat t he 
erond Jury inquiry in St. Paul will h:Lve a very de!Wte 
preventive effect in deterring black market transactions in 
t he entire Pncltic Northwest, inasmuch as t ho two ayndlcates 
under l nvostiBation, made up primaril Y of f ormer prohibition 
viol ators , have been almost the sole source of supply in the 
black market in the States of ;•laahington, Or oaon, Idaho , and 
:.!onte.no.. 
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1or&ndu:a Cor l!r . Sullivan. Page two • 

.. number of seizures involving oubs~on~illl quantities or 
taxpoid li~uor hnve been mnde recently by either Federal or 
ot uto officers under clrcumstwncee indicatine that the liquor 
was bolnfl hundled in the black llllrket. In Bllltimore nnd !lew 
"l~rk seizures were =de of 2,100 and 1,000 casoo, respectively. 
fl nurlbor of truck ohipments, renginll up to 500 cases, have been 
seized . Tho liquor seized in !lew York woe found in a specially 
constructed r00111 in a uholcsalo plur•binB eatabliahment . 

Invo>tigations conducted t o date indicate that racketeer s 
out~ ido tho industry and unscrupulous doalora in tho industry 
.oro, with varyine degrees or success, rosortlnct to nwnerous 
.c~&••• to sell liquor above c eilinB prices and atlll avoid 
violation of either the internal revenue l aws or the ~ereency 
Frice Contr<>l Act . In Ohio and ~chiean--both Mnopoly atates­
rockotoera, posing ae brokers, purportinr to collect large s~ 
of ClOnoy fro"' proprietors of bc.rro0111a, have arranged for tho 
purchueo of largo quantities of liquor from >tholosalero outside 
theoe •tatu, nnd have imported the liquor into Ohio Md llichigen 
throuah tho stato monopoly syst eme for tho account of these 
rotuU outlets . These out lets are charged a CO<Milosion of $10 
or more u case for this service . These eroupo have been able 
to purehoae larc e quantities or liquor !rom rectifiers and whole­
salers in Chicago and New York. Recently one of these eroups, 
on being un3ble to purchase liquor frO<a wholesalers in Chicago 
because of the existing shortage, made extensive purchases of 
""rehouse receipts and arranged to have the ownerahip thereof 
trans ferred on paper only to qualified doalera. The retail 
outlets purehuing the liquor 01 :~finally covered 1>y the ware­
house rece1pta were then required to po,y the actual onnera 
thereof a c0<•1•bsion over and above the ceU.J.ng price • 

.tn Cinc1Mat1 , Ohio, a boolauker and &ll:llbler, finding that 
tho bar""""" in which he had his "horae race books" wore unable 
to obtain au!ficient liquor from the at ato atoro systeMS to supply 
the trade, arranged, in order to keep hie books open, to purchase 
1arse quantitiea of domestic whiskies 1n the !lew York market. 
In handling these t ransactions, which were cleared through the 
Ohio monopoly system, the bookmaker purported to act under the 
gu.lso of a broker for tho purchaeor o (barroooa) , collectine as 
a commiaoion ~5 a case over tho Ohio coiling prico. In this 
instance, tho wholesAler in !lew York was paid $.20,000 as a bonus 
over and above the celling price . The tact that thio liquor W'M 

purchusod during tho month of July is illuatrativo of the diffi­
culties that s t ate monopoly ayat·o.u h~<ve encountered in supplying 
liquor for on-pre~se oalaA. 
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.;e::>Orlll\dU:I tor llr. Sullivan. Page three . 

A typical s cheme to defeat price cellinp waa found in 
Chicago whore two wholesalers would advise their resular 
customers (taverna) that their requirements could not be 
supplied because of t he current liquor shortage, but would 
t lp t he customers off that their demands could be supplied 
at certain package stores, which, it developed , wore owned 
by t he wholesaler. This enabled the wholesaler to secure an 
odd.itional $10 profit over the wholeoale celllng price on an 
ordinary brand by selling the liquor at retail rather than at 
whol esale . In this connection, in certain sections or the 
count ry there is evidence that wholesalers are ecquiring retell 
outlet s in ordol' to seeure the advant~ ot the retail 33 1/3 
per cent urk-up over wholesale prices p eml.tted by OPA ceUJ.nes , 
thus doubling their profits on the 11mlted st ocks or domestic 
>ihiskies which they are able to acquire fi'Olll diatlllers. 

In !lew Yor:< another sch""e apparontl.y hu been devised to 
def eat coiling prices . InaBilluch aa liquor can be exported 
outs i de the state direct from warehouses without p~ent ot 
the st ate tax, wholesalers have found lt more profitable to 
3•11 liquor at the !lew York coiling price out side the ot ate 
than i n tho state. 

The s urvey has progress ed to t he point whore it can be 
concl uded that at the preaent time tho demand for liquor in 
the black urket 1s supplied prlJD&rll.)r by the seventeen 
""'nopol.y atatos and tile states, particularl.y in tile Soutb, 
which nave a substantial population loca ted in counties tbat 
are dey by local optiotl . As the reault or tbla daand, a 
!>"eat deal of Uquor is flowing froa the Ucense at.atos into 
t he :oonopol.y and local-option at.atea in the black aarl<ot.. 
Thia, ot oourae, u.\cea the shortage in Ucensa states 1:10re acute, 
and 1U3 ultl.Aatel.y tend to force the taverns in those at.atu 
into the black u.rket in order to auppl.y their increaaine 
requlremanto . 

CO<I>Jll.ssionor. 

71 

Regraded Unclassified



Trea sury Depar tment 
Di vision ot Wonetary Research 

December 1 , 1943 
Data .......................................... 19 

To : . Secretary l!orgenthau 

From: l.lr. llhite 

I asked Bob l!athan to drop down to the office 
yesterday and had a chat with hiJo. 

He plans to be here for a couple of weeks and 
is then golnt! t o Arizona to try to , et his back 
fixed up. :.tter that he plana to work for Uc';raw­
Hill CoC>pany, though be doesn't intend to 'IIOrk fUll 
t ime for them as he prefers to have time for other 
things . F.e would be pleased to •ork for the Treasury 
aG consultant whenever you have need for him. 

I mentioned t he project you had i n mind for 
i.Jmnediate cons ideration and he thought h~ could give 
you a report on that in • few days 1t you wished 
inaamuch as he i s quite familicr with the subject. 

He 1s waiting to hear from us. 

H.o.w . 

• 
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1131 

19)) 

1938 

1938 - 1940 

M l - l9JJ 

1933 - 1934 

June 1934 to 
Dee . 1934 

19J5 t o 1940 

k"l' 1940 to 
F.b . 19~ 

Feb . 1942 to 
IL.y 1943 

lley 1943 

Nov. 1943 

Nov. 1943 

ROBER'l R. IATIIAJI 

Received B.S. in EconCCL1cs ft'OII University ol' Peru>syl>1Ullo 

Recoivod II.A. from Univers ity of l'ennaylvo.n.Ln 

Received Ll . B. f rom Georgetown Univers ity 

Oraduato work ~t Georgetown University 

Subjects studied: Economics, Sthtiotica , Labor, Law, Finance, 
and Brokerugs • 

E!aJ>loy•nt Record 

Title and Salary 

Reae=ch t.ssistant ($1 , 700) 
Univers ity of Pennsylvunin 

Reaeorch Assis~t ( t2,600) 
Depart...,nt of Co101:1erce 

Ase1etant Director of Resoarch 
und Statistics, ( f,J ,600) 
l'onnaylvun.Ln State Emereency 
Relief Botu'd . 

Chi ef, Hotionul Income 
Divis ion, ($3,800 to ~5,600) 
Depurt.ment of C?cmsrce. 

Aaa1et>nt Director of 
Reaosrch (t/>,500 to $8,000) 
Office of Production llanRgeaent. 

Cbalrlllln, Planning C..,,, ($8,000) 
W~ Production Boord 

Entered llllitary Service 

Diottbility Di!'cbsrge 

Coneultunt, Committee on 
Economic Development, 
DoJ)IIrtmnt of Colllll1orce 

~ 

Directea uneoplcyrent surveys 
of Ph iladelphia. 

~do eatlmhtes of national 
1ncreuse. 

Prevared dota ond studies on 
rel ief ~oblems in Psnnaylvcnin . 

Pr opurod ostimutes and studies 
or nutionul inco~e. 

Dew rainod allitery and civiliun 
~uiroacnts. 

Datcnoinod policies for th• lfsr 
Production Board. 

Prevaring a report on "Manpower 
Demobilit&tion and Reemployment• 
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Deecber 1, 1943 

~ deer General Strong: 

Thi1 will aokno.leage receipt ot 

your letter ot December 1 tranaaitting 

turther information on the Argentine 

•1tuat1on. I t i na the•• weeklJ re­

port• Yer1 helptul ana thall eppreclete 

your continuing to tend them to • •· 

Your• sincerely, 

<..-) II. lrerpatllu, lr. 

~jor Gener el Geor ge V. Strong, 
.l. C. ot S . - G-2, 
ter O.partaent, 
llahlngton, D. C. 
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'The Honorable, 

•• ' . '\ .._I J 

WAR DEPARTMENT 
WAR DEPART'MCHT GaNKftAl,. 8TAIJ' 

NLITNn'" I~ otYMION .,_ 

WASHIHOTOH 

December l, 1943. 

The Secret.arr of t he Treasury. 

l(r dear ILr. S..cretarr: 

In accordance wit.h 10W' roqueat lor a neklJ' report co 
the Argontine reaction to the !reeling of tunds, the tollO'IO'­
ing ie eub:d.tted: 

It is said tha t the Argentine Government is 
watching developments in connection with the 
freezing closely, ll'hile alO'Siting auch clarifica­
tion of the situation as the future may offer. 
In the meantime, the Argentine public is generally 
not aware of the action already taken in blocking 
the two banks. Dollar <IXchange io oaid to be 
plant~ available through unblocked banks, and 
importers meet th~ir requirements by purchase of 
axchange from banks not blocked. 

~ . 

Very aincer 

ID.X). V. STRONG, 1 
ll&jor General, r 

A. c. of s., 0-2 • 

• 
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DEC 1- 1943 

~~'•lllpD- \o \M le\MI' of lr. Cbul.e 

liii.U.U., t.o \M ~. daW __.,.. 2:11 194). 

llr. llllolbud'• le\w 1o ""'"*' u..t\la. 

su.~, 

(I ... J ' IL • •• • lr ----1 - .. . 

IM\oaaw 

• 
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19Q, -.uea .- .a. .-.._ c..r­
&nd ..,_...........,. a..l,. t'-• _. =•st"•• ia 
,.,.,. \e ..... Je I• - latenaU.-1 "sel:'laa 
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....... ~ ................... et ... .Ut.&ilala 
I F I a;M wltll \lilt )I J '• I• ........ '-~, _...,. ..... ,._ 

M ab,....t 

Sll!I•-
U/71/4J 
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THII: WHITE H OUSE 

WA-SHINGTON 

NO'O'• ber 23, 1943 

ReepectrullT referred to the 
Secrete%')' ot the Troasucy t or 
preparati on of reply , 
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~~ 
II . 8, lfeiB'!%11! 

Secretary to the President 

-.. 
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OM 
This t elegram must bo 
p~rophr•scd before being 
eornmunier.tod to ~yonc 
other thnn o Govcrnmontnl 
".g.ncy. (BR) 

Sccr~ tr.ry of St'1 to , 

Wnshington . 

2297, Dcc~mb~r 1, 9 n . m. 

Chungking 

D~tvd Dcccmb~r 1, 1943 

Ruc 1 d 9; 42 a . m., 2nd . 

TO SECRET,.RY OF TilE T~EJ..SURY FR:lll t.DLER , 

\Yeokly ceonom~c . 

Svction Onq, 

Ono . Chungking price s . s ... pt~mb ... r whol~S"-lo gener al 

17, 1' 0 . food ~0 , 660 , r otn11 gonvr c1 13, 330, food 9908 ; 

October 18, 030, 11 , ~50, 1 4, 320 ~nd 101 710. Incrocsos 

83 

from August to Oc tober 9 , 7, 14 ~nd 18 porcont r c spoct1vcly. 

Avor ngo of r~tn11 pric~ indioos of 1c~ding citios kugust 

gcnor o1 15, 450, food 13,020; s~pt~mb ... r 16, 190 ~d 14,280 . 

I•PPC.r cnt docllno in r ate ~f inorca ac in pric£::1 du e to 

adcqu..'ltc horvcst , g::>od ml.litary nC\13 fr~c other thEatres , 

tighter m:mcy policy of ll~n!::~ !)Ortly ao:~ ~c intcd ':lith 

acllint; out of United ;tc.t cs doll:lr ~c!:cd ccrtiticntcs 
... 

a nd bonds, a nd favorablE poyoh~1?Gicnl eff ects of 

nnn?uno cmcnt of governr.1ent purchase of g old trom the 

IJnitcd Stntcs . Since irt!)03it1on of Ch inESE riati :m~l 

curr ency threE dollt-.rs p Er cat t y Y:nr time ourt:u ::>n 

aalt on October 1 pricE h~s riocn fror.1 ') 6 , 30 to ) £ , 60 

per oatty, 
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-2- (/2'JJ 7 , Dec•mb <l' 1, 9 o . m • .f r o1n Chunglting . 

per catty. 

Tl'lo . October !X'·Yments of board to Ctntral -:;~:~:: 

under ilovembtr 1 :l(lreetttnt: United States doll.:>.rD 

1 , 817, 000, sterling 170, 000 . Centra l n:-.nk 's recdpt3 

; f .for eign cxchnOG£ :;r".ntcd 'special" ratco f ro:t · :.-.y 

t~ .\UGU3t United St:ltt3 d:-.ll:lrs 6 1 483, 000, sttrlin.:; 

681 , 000. 

t 

Three . Kunmin3 bloc!; t>"'.rket r~'.tts Nover.tl>cr 20 

United Sta tes dolla.rs 84, lndion rupccs 31. United 

States doll~.r backed savinGs carti.ficatcs no'1 sell inG 

at 53 per Unit ed States C:.:> llOr if dUE and 37 if 1IO.'our ­

ins on August 4, 1944 . 

?our . Sel ling price ~r JOld per Chine3e ounce 

highest in !(Un::ting ~md Chengtu ';'lhtrt it is over 

Chinese Nntionnl currency 12, 000 . It 1a ~11 , 500 in 

Chungking end lorttst in P. cng \:here it 13 over s , ooo. 

Five . Receipts t'r o:t lr:md tax in kind 34 . 8 , 000, 000 

picula a nd !rom c ompulsory purchases 31 .2 , 000, 000 up 

to October 15 or a t otal or 66 1 000, 000 , which i a 

slightly above cs t1matcs . szechwan aooount td f or 

ab:ut 1/4, Hunan for l/6 ~.nd :aongai .for 1/10 :>f 

total . 

GAUSS 
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EAK 
Chungking 

Doted DEct~ber 1, 1943 

llto 1d 12 :21 a . m. , 2nd 

This telt gram must bE 
parophrhsEd befor e bEing 
communioated to anyone 
other than a Governmental 
octncy.. (80+0'0) 

3<.Mt tary of State 

,v .. shinaton L
£ ... =·- J: me 
">r: 2 - 1:: ' 

·~·~~ _,. "" •"-·-""'.Ad:I!::I!L-J 

2298, Dtctmbtr 1, 10 a .m. 

85 

~~~ . Kung wrotE to their ma n November 23 in· 

s t••t••., ng board t o stop purchase and salt of torE16D 

u .o.bmi;t from !:ovcmbtr 30 and informing him that 

buSlnc:>s prEvious l y transacted by boar d will in future 

bt ha11dltd by Ctntra l Bcnk and Exchonec Control Com­

Mission . Understand lattEr bod/ ia bting organized 

with Kung as ohainnan, K P Chtn (if he wil l accEpt) 

e nd Okyui os vicE chairman , Jionchtn, 

Tni of Uin1stry of ?inanct as members 

as Oenera1 .;tcrctory. 

Pti , Kwok a nd hn. 
c J. c.tw 

and Dr. o·~ 

'l\'1o , &o ro at mtt ting or Novtmber 29 decided to 

wind up its aff<lirs s ubsequent to recti pt of instruc­

tions f rom Kung ' F'ron J.dlt r to Score tary of the T:r'nsur:; . 

R1 your 1690 , Jlovt mbtr 24, som d oubt existEd at 

aa t o \'lht ther affairs could bt wound up by year end 

I ' m accordi ngly suspEndinG judgmcnt as to datE of 

rtaignotion until natttrs bl torcr. 

OAUSS 

ZDA 

.. 
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86 
COili'l DENT 1 AL 

For security reae.ons 
t e t 

the 
X Of t hl3 l:l" S3,.~;> MUd 

be cl,.. ~ , , y-·<1 ... ~ .. . 

KEM 
This t ol oernm must bo 
pnrephrnsod bufore bei ng 
communica t ed to onyone 
ot hi:. r than a GovGrruncn tnl 
r.goncy . (SC-00) 

Secre t or y of State , 

111o.sh1nc t on. 

2299, Decembe r 1, 2 p . m. 

Chungking 

Doted Dooembor 1, 1943 

Roc •d 12 o ,m,, 2nd . 

01<8. Notes 1n circula tion Soptombor CN 

60,450, 000, 000, October CN 64 , 377, 000 1 000, . Ineronso 

from t.ugust to Octo bur ( <> ) 14~ . 

FROM l.DLER TO SECRF.Tl.RY OF TREI.SURY, (SECTION TWO 

ot Embassy' s 2297) . 

TWO. Det a ils with r og'lr d to aoll out of United 

Stat es dollar backed bonds publicl y a nnounced end of 

October obscure . On Oc t ober 12 y,c. Koo informed me 

thot subscriptions for bonds totaled United States 

18, 000,090 nnd amount actually bought United Stat es 

11, 000, 000 • on october 13 rumor got out tha t Govern­

mont wns about close sales nnd thor o was n rush to buy. 

On October 15 setlGs consod , i.ccording K.K. Kwok entire 

is suo was sold out . t.ccording to Kung on tire issue of 

bonds wns sold out but on amount in nei ghborhood of 

United Sta t es 30, 000, 000 wna bei ng hold prosumo.bly by 

Contr ol Government - for purpose 
r oho.b1litat1ng 
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- :l - ii2209 , December 1, 2 p . m. , from Chuneldng 

rol\o.b1li to. tine finances of cor t o. in provincial 

(IOVot•nmont& but ho cUd not vmnt this nows to go t . 
out lost ho oo dolueod tlith s.ppoo.ls from othol' 

provincial govol'nments . 

1HRlm. Bud(;ctary revenues April to Septcmoor 

C ll 2, 040,000,000 of wh1c.'l rovonuoa from tnxation 

necountcd tor 572 , 000 1 000 (pocuninry vn1unt1on for 

receipts from lnnd tax in ltind is inexplicably small) . . . 
monopolies 373,000, 000, miscollnncoua rovonuos 

• • ' k • • 

53 , 000, 000 and unclns s1t1od 1 , 042 ,000, 000. Expend-. . . 
ituroa in so.mo por iod t otalled 15 , 485,000 , 000 or 

which mil1 tQl'y c::xpcndituros nccountod for bo t wocn 

60 o.ncl ss;; , Okyu1 1nformod mo on Novombor 26 that 

oxponcl1turos for 1943 v~uld total 50, 000, 000, 000 

r.hilo rovonuos 7;oulC. bo loss then 20, 000,000, 000; 

';)t'oliminar:T cs t1matcs for 1944 o.ro oxpondi turcs . . . . . 
ovol' 70,000, 000 ,000 and rovonuoa over 30, 000,000, 000. 

FOUR. lolr . Kwok informs mo thO. t sovcrnmon t is 

selling small amounts of eo~d thr cue~ o.gon ts in 

Chonatu, Kunming, Chunnkina , KY1oil1n , Kwoiyo.ngs ion 

o.nC. llonnyo.ng , Sa l os l\oo.v1os t in first 3 towns and 

l oo.st in los t; gold boing sold in 10 and 20 Chinos o 

ounco bars to jovrclors and honrdors . Net sal es in 

l as t 2 months include amount ori~ino.l.ly hold in 

Chinn 
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Chitt r. t>oforc rocon t i::~pm• ts , i.e ., under 50, 000 

ounce anC: s'"!lll par t of colC. nowl:r flown in . 'Jut 

: ovorttmcn t is char y of :?UShinr; <.ot·m pr1co and i s 

bo t:t ~y1nc :me sollilt[; to control mnrlcc t. 

:IV::. Learn from r olir.'!>l o so11rco t!:m t Chins 

r.nC: Un1 tGC: l"..l.nc;do:n havo o.cr ooC. thn t par t of s tor lin:; 

50, 000
1
000 coin bo o.llocnto<l to a h:•dro- cloctri c 

!'I'Ojoc t no~r Kun"ilin:5 . 

G!. USS 

(·~) a~;>pnrcn t ontl.ssion 

::~c 

88 
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Nor ro Bi. R~-riWlS:curc:.o 

COP~ No . _ _ ,__j_V_ 

om.L .lo. 393 

InfomJttio~ r eceived up t.o 1.0 A. U. le~. Docembor, 1?43 

1. lt!LHAR1 

I u. l y fo n'D<>n 30th. fhr 8t'1 ,\nlll' have brokon .:~ot>J.y into th> 1'1Cin 
por tion of the ene=y ' o .. in ~r lin r.nd in s >He of lie•·co 

reslotanc have 011prured the 10hole of the h1~11 r i de• • hlch ovcrl~ks M • dOl:lin&t ·c 
tt.e SO!iGRO V.u.Lr.Y . ~.IC.iSU. has been occupiod by tho 7dth Di visi on ond ROIM>tOI I 
by 8th In~ lnn D1v1•1on . On 5th t..r>y Fron~ t.ct1v1ty confin'<l to artllbry . 

~ 2:-lth . Indi nn floopo t!lo rn1do1 JaP<n•o~ ,>OoHi on • on Lho 
rldG• 8 mil•• :~erth ... oL of roRr I>HH ·• m>t stron o·'•lO•Hlou 

but lnfll ctad ll\llny caou<U. tl eo on tho Ja1>nnouo. 

~ . n!R OPU<i\'flONS 

r.est.et-n Front JO th . 80 c:Jeort. :· fort.r<tsseo ~-09J>1.-"C't :" 1.£. tons ot 
:..Oi.!r-IG ~· in elou ly W'UI t.h~r: c.o1<Jo r .::;~:t.s u:,obaiJrv•Jd , 

others ropor~O<l •ood . ·"'"'"Y casualttan 1:2: l lor 7 Cit:htera ao~.: 2 to11bP.rs .Uo&inb. 
fypnoon~ on diveralonary s..eep shot do• n 6 ;nMJ f1 ~t~~thout lose . 

Bet.ufict-t.oro of Conotsl Co"""'"• ""'d" 3 hit• on n ) ,000 t.on shi p nnd 
8 IIOl'C hi ts ?n a 1,500 ten ship in an escor~•><! ~:onvoy nfl' Sou~h f'•>S t llOt"'l'!lY · 

)Olh/lot . Aircraft ..lJspotchcJ: r..l.S.:ll 4 , llosquitnes; Sea~'lining JJ. ; 

1t11ly .!9 th . J l 9 fi.;M·>r~ o:•••· toJ•! o·1el' tho .laslor.> bnt.t_.- •on• end 
:112 Lledium o,n. llsh~ t.on~?l'O utl.ucko onozl)' [lOSitt o!w ''"•' 

conmun leo t1onu :.lon~; l.h;"t z.aat Coo.& l . rh., ,. \" r L .. l d r n~ lluil•. :L '' C~m t.r '=' At GROS}-,~ .... 1'0 
.. .,r bombod by 1a honvy an•' m•:cliun bonb,rn, l 1,lenln . Hanvy bombera ''eupp-Jd 
Ll tons in th·• l'URBArJ, area . 

2eth/ 2?th . lS J O. 85 nnd 00217 attncko~ 1\ convoJ off ~i:liCHi.~.I 
al1

4

ht.ll Unr...a~inc ont. .l.nrg•l t.r".ntJport . .41~07 caSUhlti ... s 1/ 

flrhtor~ 1 :1 :1. 

Yu,;oslt..v lc. 2'1t.h. "~1tch *llo dro•J1 d .)6 t.on .. :tl ~\t.r.J.:.HO . :;>1tfir"'!:s , 
2 !'li S:J1n.;_. nt.t.nck t .. • 1r!'1ol( ut I.:>S:' .. R r1tt c.annC\n 

tire dt:.troylng L -Jn·-"lf e i.rdr&ft en t~ .. rroun 1 1 n, d ..oa ln:; 6 ot.hvrs : O-'V' Ctr::vm. 
fi .. r.t r e~ot dom. 
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'II lit< BOiiDS 

Present: M1•. hell 
Mr. Paul 
o!r . &lith 
11r . Gamble 
:Ar. Gaston 
»r. Speck 
Ur. Coyne 
i.lr . iohite 
!Irs . Klotz 

December 2, 1943 
9 : ;)0 a .m. 

H . ~I . JR : Everybody is here . 

Now, Bell, where is tha t l etter? Hho has got t he 
letter? 

M.J\, SMITH: I have a letter here on the economy thing 
to hyrd, if that is what you mean. That is just on economy, 
th~gh . 

(See l etter from the Secretary t o Sena tor Byrd , 
dated December ~. 1943. ) 

li . ,J. JR: This is all you nave written? 

!.ln. BEll: I never have seen it. 

MR. SMITH: This is all I ~rote last night after 
we discussed it . Just t alking t o Byrd about the economy 
angle - period. Not sayi ng anythi ng else about t he bill. 

(The Secretary r ead the 1 et ter to himself. ) 

h .l. ~l : It i s all right with me . 
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~. BELL: Good let ter. Did you see Byrd this morn­
ing'l 

H.M. JR:' No, but I talked to him, and he said if it 

92 

came over this morning he ~ould send it over to both Doughton 
· and Willie Robertson right away this morning. 

MR. SMITH: That paragraph in there about the bond 
advertisi ng not costing us anything now almost has to go 
in because of the evidence that was presented before t he 
House. They held up - maybe you read it - a beer adver­
tisement which said, ''Don't nit until after the war to 
buy beer. " It was all about beer, and then a little ticket 
on the bottom said, "Buy \:ar Bonds." 

They held it up and said, "Look, tJ.is is the kind of 
.. ar Bond advertising they are getting now, and the Treasury 
pays ninety percent ." 

The inference was that because they had the ticket in , 
the Treasury would pay ninety percent • 

..!lt. BELL: The Treasury would pay ninety percent if 
they took out the ticket . 

~lk . SI.IITH: As a matter of fact , it you read those 
hearings, the Senate did exactly ~nat it snoul d ao on the 
basis of t he evidence. You couldn't cake up your mind any 
other way. 

!JR. BELL: That report tbat the Senate Committee 
submitted to the Senate was terrible. This wnole bond 
program has been a failure, according to tbat report. 

H . ~l . JR: What do you think, Herbert? Is that all 
right? 

MR. GASTON: Yes. 

LUl. GA!LBLE : I think it is very good. 

H.~I .JR: Has the General Counsel an1 suggestions or 
objections? 
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MH. PAUL: I think that is a good letter, 
know anything about the merits o£ the bill . 

I don ' t 

l.U(. BELL: This point I would like to make: l.!r . 
::ipeck went up yesterday to talk to the Clerk of the Ways 
and !deans Co!lllllittee in order to get a Treasury hearing , 
and he was kind of surprised that we were asking for a 
hearing. He said that the Under Secretary might come 
up, and they were even mo re surprised at that . 

Now, maybe there isn ' t a chance for this bill in the 
House \'lays and Ueans Committee. If there isn ' t, maybe 
y,e shouldn' t dignify it, but just Wl'ite a lett er. 

1[;(. PAUL: You mean if we Y1eren' t up t here to oppose 
it they mieht pass it? 

MR. BELL : tlo , but you draw i.t out in the open. 
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1\)(, SMn'H : I talked yesterday to a guy from the 
Advertising Council \'1 llo said tnat George Benson y;as going 
to talk to the \'tays and Means i:ommi ttee, He said that 
without a question of a doubt it was going to be unanimously 
approved by the W&ys and Ueans Committee. 

Mk. SPEC~ : They have only got tour witnesses lined up. 
They had JIIOre than twenty bef ore the Senate and had exten­
sive hearings for four solid days . 

H.M.JR : Is it going t o be four days in the House? 

Mk SPECK: No , they are trying to push it through 
Friday. 

LIH. PAlJL: They did have four days in the Senate. 

Mit. hlilTH: I thi nk they are trying to sneak it 
through before people wake up to what is hapoening, the 
way they did in the Senate. These guys in llab~a ra~ the 
t ning through quietly and none of t he people a0alnst 1t 
paid any attention to it. 

·-
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Affi . PAUL: Did you see the Senate vote on it? Did 
you see ~ho voted for it? 

H,I,I ,Jt, : Yes. 

{Miss Chauncey entered t he conference.) 

H. IJ . JR: (To Miss Chauncey) Send tllis out by special 
messenger. I will call Senator Byrd. 

(1.\is s Chauncey left the con fe r enee. ) 

1!:t. BELL: nho voted &Jain at i t? 

!Lot. P.t~\JL : Byrd. 

llJ • SPE<K : But Barkley and Hill and Pepper and llead 
and \'.agner all voted for it - and !Iayden . 

H. t;, Jlt : Did you have a chance to talk to this fellow 
i n Virginia? 

!.li(. CJYN E: I did, sir. I talked to him yesterday 
afternoon. lie was going to call Senator Byrd, and ilia 
State Chairman from Virginia was going to protest the bill 
and point it out as being vicious legislation and designed 
to bring politics into the liar Bond p1•ogram, and as State 
~nairman , . ne felt pretty bitter about it . I didn 't know 
an awfUl lot about the bill before I spoKe to him, bu t 
he agreed wi th the position we take . He said that be 
could, entirely r.itbout er~barrassment, do that. 

H . L~ .JR : He could? 

1\R. COYNE: Yes, t hat Byrd' s son had been at the 
University and enjoyed a very pleasant and warm relat ion­
ship with him. Also talked to ~outh t;arolina, and Christie 
Benet was going t o talk to Maybank yesterday afternoon. 

H.!.!. JR: We need it i n the House . More nepublicans, 
I think, voted against it t han Democrats. 
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!.lit . BELL: Yes . There is an array of people here 
(r•eferrin& to Congressional ltecord} not voting - twenty- one . 

:u,, PAUL: In the Senate. 

h.M.Jit : Have you l ooked over t l.e list? 't.hat do you 
oo, anyway, on a bill like this, about trying t o keep 
it f rom ~;oing t hrough? 

~n. SPECK : On t his bill we didn 't do any acti ve 
lobbying, sir. A dec1sion was made at on e point during 
the course of the t,earings t hat we not even t estify on t he 
strengt h of your lett er. 

h.M.JR: Here Yr. Paul says ne doesn't even know any­
t:.ing about the merits of the bill. 

L!J, , BELL: The bi ll was handled by Mr . l.ynch. 

t.u,, I'AUL: he is sick today. lie Jtas been in t ouch 
wi th you, hasn 't he? 

95 

t.tlc, ' lAMBLE: Oh, yes. tie has been 11'0 rking on the bill. 
\'.e have a oomplete report on this one. 

I mi6ht say , Mr. Secretary, it was almost our unani­
mous oecidion here not to ao aqything about the bill t ha t 
11as before the 3enate . 

l.!:t. BEll.: Other tnan v.rite t he l etter. 

~u,, GA!£BLE : Ot her t han suppo rt your letter and say 
that v.as the official Treasury position . 'lie we re invited 
by Bankhead to appear before the Coul!llittee . Bankhead's 
statement to me was, ·~ell , we 11ould like, as a mat ter of 
courtesy, to i nvite you. The bill llas already passed." 

li. M.Jit: Cannon i s a roember of nis Collllllittee , 

~!h. BELL: Yes , and so is Dought on . 

(The Secretary held a t elephone conversat ion ~ith 
3enator byrd , as follows:) 

•• ~ • 
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;n:Jr: 

v!)era tor : 

HJ.IJr: 

S•nll tor 
Byrd: 

HJ:J r : 

3: 

:i..Jr: 

3: 

H: Jr: 

3 : 

B: 

H~lJr: 

3 : 

B: 

H!·!Jr: 

B: 

Hl-:Jr: 

9: 

Hello. 

Sen a tor Byrd. 

Hel l o . 

Hello , Henr y. 

Harr y? 

Yeah. 

Dececber 2 , 19il-3 96 
9 :1+2 a . m. 

That letter OU£ht to be up to your office 
within the next thirty minu tee. 

All r ight, sir. 

And I jus t t~en ted to r emi nd you - - you said you'd 
send it over to Dou£hton and Willie Robertson. 

Yeah. You bet. 

And, i f agreeable to you, I >tleh you ' d give it 
out to t he pr eee. 

Yeah. All right. 

l'lould you do that? 

Yes , I will. 

• An9 will vou also send it to Chai r man Cannon? 

Yeah. Well, I'll -- I'll send it to all the 
members of our Committee over there, you see? 
And then .... 

Yeah. 

•. .. to anybody else you oan sugges t . 

Oh, Cannon would ge t it, being a member of your 
Co'llmi ttee·? 

Yeah. He ' s a member ot the Co mmittee. 

'tlell , I think it' the members of your Committee got 
it and if you gave it out to t he press, I think 
that would h eln us . 

•• 
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H!lJr: 

B: 

• 

- 2 -

All right, slr. I'll do 1t r i ght away, Henry. 

Thank you eo much. 

All right . 
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tna.t tn.ey will 
deductions? 

MR. BELL: 

- 6 -

Is t nere any danger if we appear t nere 
get into t his whole question of advertis ing 

Possibly. 

l!.:.! . JI\: Well, this always tr';ing to look so far 
ahead, I personally don~ agree with that, and I think we 
should appear. I think that Mr. Bell should appear. 

I asked you (Gamble) t o take t he responsibility of 
tnis thing, and I frankly aon• t see much eviaence of what 
has been done. 

:.Lt. GA!.iBLE: Let me tell you what nas been done, U:r . 
Secretary. 

I! .!LJh: The thing is always dumped on me at the 
J.ast minute. 

!.lit. GAUBLE : This isn ' t dumped on you at the last 
minute . What you are doing is undoubtedly helping us, but 
we have a complete pro;;ram for better and worse. 

H • ..! . JR: Whatever you have done hasn't b'een very 
effective. 

UR. GA:nllE : V:e didn' t have anything t o do with the 
Senate bill. On the advice of lo!r . r:aston , Mr. Bell, \!r . 
Paul, and so forth, we left the Senate bill alone. 
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~. GAJTONi That is right. As far as I was concerned 
we would ride on the letter and not attempt to appear 
before the Senate, especially in view of the fact that it 
was pointed out to us as hopel ess. I was af ra id of the 
extensi ve argument Paul speaks about - the argument on 
the v.hole advertising policy. 

H.M. JR: And so what? 

MR. GASTUN : I don ' t think the case is too good on 
adver t ising. 

•• 
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Mh. PAUL: There are two mHHon dollars of advertising 
exjenses and i t costs the Government, except for this argu­
men t in the next to the last para~raph, about a bi llion 
two hun a r ed million •. 

;.u~ GAMBLE : That is a statement to be made before the 
Co~ni ttee, and t ha t i s the evidence. The statement is 
all there , complete. (Hands notebook to Secretary. ) 

H.V. . Jn: The statement will help, but I don't know­
about twenty- five or twenty- six - how many me~bers of toe 
lays ana Y.eans? 

MR. PAUL: Tv.enty- five. 

H.M.JR: \1hat nave some of our chairmen done? 

L!J.. . G~BLE : Following your suggestions , I have this 
letter from Mr. Adams t hat he nas sent to Mr . Raybur n 
asking for his help on this bill , 

H.!I. JR: I suggested that? 

M."' GA1l.BLE: That i s correct. I have talked to t he 
4dvertising Council . They have reversed the position they 
bok. They said t hey were r equested by tbe ways and M.eana 
~o~ittee. They will come and testify. They spoke to 
1.•. Denson . They have him comin~ down here tomorrow. He 
is well prepared to res i st the b11l . It was my idea to 
have Dewey or someone invite the Council to come down and 
be represented before the Committee heeriogs. 

H.U.JR: Is this important ? 

hUt . GA!.IBLE : The bill? I t nink it is t r emendously 
important . 

H.!.I. JR: Then might I say, witb the exc~ption of call 
Adams who got in touch with Speaker ttayburn, 1 t isrtt worth a 

damn, 
~h . G~LE : Then we are on the wrong t rack . 
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l! .M. JR: I think t he thing to do is to get your State 
Chairmen to call up l.!r . Byrd and ge t your twenty- six 
n;ambers of t he \liays and Means t:ommittee . V.'here you have 
Chairmen, I think t hat you or Mr. Coyne should ge t on the 
phone today and get your State Chairmen and say, "If 
t here is any pov1er i.n your community, will you contact the 
Con3ressman who is on the Aays and Ueana Commit tee from 
;;our State and tell them you don ' t want it." Now t hat msy 
get some results , But you have awfully little time, Ted. 

~. G~BLE : I exoect we nave about tr.enty $tates 
wno hAve contacted thelr own Congressmen - not the Ways 
and .leans . 

Well , we only knew four days ago that t he \oays and 
_,:esns was going to have t his biil. I didn • t think t he 
Committee part of it was as important as stopping the 
Conzressmen, because I have been told - and I don't know 
on how good authority - that this bill is going to go 
tnroU(lh the liouse Ways and Means Committee like that, 
and is all set. Senator Bankhead told me what the vote 
v.as going to be on the Senate Collllllittee, and that is 
\'oha t it was , 

H. U. JR: I still tnink I would like you or ~oyne to 
get on the phone right awa¥, today, and call up these 
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people an~ say, "Pennsylvan1a, you nave &Ot a meober on 
~ays and ~eans. This is t he situation : Would you or 
aomebod7 who knows llim get in touch with him right away and 
sa] that Pennsylvania doesn't unt this bill!" See? 

lllt . GA.4t-LE : Yes. 

H,M,Jk: I am not saying it is going t o help, but it 
is the only way to do the thing, The mos~ effect~ve ~ay 
would be if the publisher of a newspaper 1n the dlStnct 
would oall t his fellow. 

lUt. PAUL: In addition to t hat, if you really want to 
~o to work on it, you can see a lot of those members today. 

H . t~. JR: 'I.e do want to go to work on it. 
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'.!.<. PAll L: Apart from contacting t hem th:ough thei r 
constituen ts 'I 

H.:A. JR : VIe want to defeat it, ltandolph - get all 
the help we can . 

!,l,(. PAUL: I think., if you wan t to defeat it, various 
people should see these members personally. 

h . I~.JR: I t old you (Gamble ) a couple of weeks ago 
t.at I ~ould look to you to handle it . 

i•ow, what can you fellows do to help? 

!L\. l'AUL: I suppose I can see some of my personal 
acquaintances and say that is your st t•ong desire. I mean, 
some o.f them may be on the fence . I am not persona grata 
to some of the Ways and tl!eans Committee now on account 
of m,y statement . 

H.:.I. JR: I woul d rather not nave i t come from me . 
The ideal way woul d be a news~aper publisher in the 
district. That would be the 1deal way. The n~xt im­
portant thing would be to get the mos t influential 
;~publicans or Democrats in the district t o call. 

!lit. GA:mLE : Yes. 

n.L. JR: Be!l , do you disagr ee? 

J.!I!. B6LL: No, I was just trying to 
influential P~publican in the District. 
:.!eyer- -

tnink of an 
I suppose Eugene 

Uh. GASTON : He means in the Congressman's district. 
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MR. BELL: I tnought you meant the District of Columbia. 

H.!l. Jlt: No, no , no. You take Hamilton Fisn, for 
i nstance. If t he Gannett newspapers - you have got two 
papers t he re - y,ould call up a fellow f1•om llewbur gh who would 
say, "Now look, Ham, we don't want this," it v.ould have 
more influence on Fish than anything el se. 
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UR. BELL: I think you are right. 

h . ~I . Jii : I know it would. I know how he would 
react . 

M!t. SMITII: Throueh the Council you could get the 
II .'•· P. A. to~ether and they could gi ve you almost all the 
publisnera 10 anybody' s district i n a couple of hours. 

:.llt. GILJBLE : That wouldn ' t work, Fred. I think we 
nave to go t o our top people. 

l'1e have done tnat , !.lr . Secretary, in about twenty 
States. ·:le have not singled out the llouse .aya and i.leans 
l;olll!llit tee . 

H.A. JR: That is tne place to stop i t . 

l!h . GA:.rnLE : That we haven't done ana can do in a 
matte r of tnree or f our hours . 

Art. PAUL: I f it is practically unanimous vote in t he 
Ways and !.leans Committee , it is not very like.l.y tnat the 
House Floor will t urn .it do11Tl . 
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ll • .t.: .• JR: Yes, but you don't know t nat . They are :;oing 
to nave hearings how many days? 

~. SPECK: Until Friday. 

n . ~.JR: We nave only go t one day. 

MR. GASTON : what Ted naa done might be very usefUl 
on the tloor , of course. 

H. :.l. JI\1 Not if you get unanimo1s House \~ays and lo!eans, 
lt is nothing. 

O.K. 
Mlt. GAMBLE: The thing we di d, llr. Secretary - and I 

am sorry we apparently didn ' t do i t t he way it should 
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have been done - we nave built a case for the Treasury that 
is a damned good case and will stand up any time. We 
didn't nnve that before. 

H.H.JR: You kept it so secret nobody knows about it. 

).lit . GAi.lliLE: .oe just finished it at nine o' clock this 
mo1•ning. 

1k. BLLL: That was a good letter rou sent to the 
Senate, but they didn 't put t!At in their report. 

U,, GA!..'BLE: I understand that, L!r. Bell, but we didn't 
nave the case we now have. \',e have documented our case. 
I tnink Mr. Speck and Mager and two or three others have 
built an excel lent case. 

H.M.JK: I still say it is a secret . 

Mk. GAI.:BLE: Well, I think it shoul~ be presented to 
the Committ ee . 

H.LI .JR: That is what I think. 

Uk. G~~LE: That is what it ~as prepared for. 

l.llt . PAUL: Has anybody contacted L!cCormack on i t? 

!.!lt. GA!'BLE : No. 

ii .l:. JR : I don ' t know. I turned tbe thing over. I 
ought not to have this meet ing . 1 said to Ted, "iill you 
take this responsibilih and see it through." I mean, 1 
haven't gone around and· asked everybody in the ~reasury 
Ylhat they have done •. 

Mit . GwJIBLE : The only t ili ng we haven ' t done, Mr. 
Secretary, is to contact the Hous e Ways and Means Committee 
through our ~tates . 

H.U.JR : Yes, but the only person ~ho pushed me on 
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thi s thing ie Fred Smith. And Bell spoke to me about it 
yesterday - what should we do? 

Now, J. think, !Jell, as between you and Gamble, 1'iho 
shoul d present this thing ? 

Itt. GAMBLE : I think 1lr . Bell should present it . 

H.LI .JH: I think GambJ.e should present it. 
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~. PAUL: I agree with you that Gamble should. Bell 
llss to go into a lot of detaHs he ia probably not familiar 
wi th. 

H.M. JR: If t hey ask you about all these tax features 
you can say you are selling bonds and don 't know. BeJ.l 
can ' t do that. 

Ml1. GASTON : That is , of course, pretty vital to the 
argumen t on the thing. 

MH. BELL: I don ' t see that that has anything to do 
with the bill at all. If you want to hit the tax thing, 
that ie another thing. 

If you want to go after t he taxes that these people 
escape as a resul t of charging advertising as business 
expense, and then go afte r it and tax them, then you have 
a pro~osition of going to Congress and getting an apprc­
priat1on to pay for your advertisi ng. 

It seems to me it i s seoara te and distinct from the 
Bond bill. • 

MR. PAUL: I t hink I wrote a letter to Dough ton on 
this bill some time ago , opposing i t for the same reason 
as in this l etter. 

H.J .JR: My own feeJ.ing is that Ted should. 

Mit BELL: It is all right with me . 
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H, l,\, JR: You (Bell) would have to l earn all this 
stuff , You ought to be up with me tomorrow, anyway. 

MJ( , BELL: I have got to go with you tomorrow morning. 
'"e probably could put this off until t omoi•row afternoon , 

1! ,!\. J R: \!Ji ll you ar range, please, t hat Gamble have a 
chance to appear? 

Mr. PAUL: That is all arranged. 

l.lk. SPECK : Yes , it ia all a mat ter of voho should 
appear . 

~lllo BELL: Do you have the hour? 

lU\. SPECK : Ten- thirty. V1ell , we can fi x the exact 
hour for him. There are four wi tnesses . 

J,U(, BELL: lie can be last , 

li ,M,JR: How did you leave this l ast night? 

l OS . \ 

Mit. CO'i'NE: I liked it very much and our people 
l iked i t , and we are getting a print of it today. Ted wi ll 
see it, and if he agrees wi t h us , we will get as many 
prints as we can . v.e will ge t it on sixt een and ~;et it on 
t hirty- five. · 

)!h. BELL: You mean the war picture? 

Mh. COYNE : Yes. 

MK. B~LL : I thought it was t errible. It 11as the most 
overdone t hing I have ever seen, switching from a very 
optimistic atmosphere to one t hat i s very pessimistic, 
all of a sudden - I don' t t hink t he American people wi ll 
believe it - this sudden switch. 

l!R, COYNE: We bad a pretty big demand, 1!r. Bell, for 
just tnat type of propaganda, beoause. the reports show 
so much oomplacency, I agree it puta i t on pretty heavy. 
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1\, \!. J R: For you people who want my background, here 
is General Strong's speech on . ~e p tember 27. 

li!h. GAST<ll : Yes , this reflects General Strong' a 
soeeoh, an d I have the same objection as Dan has to the 
.fl lm, and as Dan has to the speech. I t hink it t~ould have 
made a good film by some editi ng of the scoring. 

H.!l. Jh: .Ul right. Do you want to be on your way? 

WI. GA!.!BLE: I am in no hurry. 

1\,L! .JI\ : Well , as long as Paul is bere, I want to talk 
to him. I •:ant to talk to the rest about something else. 

MA. SMITH: l!ow about Gamble at your press conference 
tJ.is morning? Do you want Fourth ~oar Loan press conference, 
or do you have somet hing else t o tell them? 

ll .li . JR: I have nothing to tell them. 

l.!!t. SMITH: That is wha t I t hought , I was wondering -
v.nile Gamble is n ere you had better corral him. 

llj.. GAl>lBLE: I can work over here. 

H. !A. JR: Have you something to tell? 

M!t. GA:.!BLE: Not speci ally, no . 

!.IR. SlHTH : I tho~ht you had aometnine on the Fourth 
.. ar Loan . 

Mk. GAl.iBLE: 'tile have, Fred, but what we have on the 
Fourth l•ar Loan--

H.M. JR: Let' s cancel out . I have nothing . 

Mit. a!ITH: You wouldn ' t want to do anything on this? 

H.ll •. fR: No, 
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MR. G~!BLE: The thinge t hat we have to say we would 
rather say next week because of regional meetings. 

1llt. 9.1ITH: I thought you sai d a couple of days ago 
you were thinking of a press conference on the Fourth 
\•ar Loan . 

Mh. GAMBLE: No. 
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MR. GAI'.BLE : The things t hat we have t o say we would 
rather say next week because of regional meet ings. 

!AH. 9.1ITH : I thought you said a couple of days ago 
you we re thinking of a press conference on the Four th 
'.•ar Loan. 

MR. GAMBLE: No. 
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~OEII' 2 1 1948 

Vy a .. r Senator I 

011 Nonabtr U, 1941, I •d• to tilt Joint Co-ithe 
on Reducti on of lon•Eaaent ial Ptdtral EZptnaitUI'ta, of 
lllh ioh I aa a .. btr1 a nllllber of reoom~~an4at1ona for 
reducing non-eeeentlal Govern.ent co ata. Koat of thtee 
reoo~ndationa wtl'e t&ken1 and r etul t ing eavi~a Ll'l 

noted in 7our reoent repol't. 

I ahould lllce now t o call the attention ot t he 
Coaait t11 t o another potential waete ot Govel'l1JHDt tUD4a 
which, 1n 1rJ eet mtlo!lt s hould be st opped in ita t raolta. 
I refer to tho $15 milu on eubeidy to certain mall 
newapapara, recently voted by t ho Senate i n t he Bankhead 
Bill. A companion bill now 1n t he rrouae, calla for a 
t l.ldlar w baidy of $30 milliona. 

At thia tlae, when your Comlt t ee and moat of tilt 
rot t of ua are a11killg \7f.11 of curt allina non-eu entlal 
Covernm~nt apending, I t hink t hl a propoaal to diatribute 
a ahablt aao1111t ot t he t u:pe.;rer a ' monor in euoh a way 
t hat it will not oontribuh to wlnnlne t he war or to 
any leeitlmate requlrco.nt o! our econ~, i a lnoxcuaable. 

O.hnai~, thla p&'Opoaal wu •d• 1n an effort to 
help 1111 flar Bolllla. I ahoul.a lllce to hen i t on the 
rtooN that it will not help eell r·ar Bonde, and u a 
•tter of taot i t ii""'ikely toJron an al.Jioat inaur­
mountablt hurdle to the oontlnu proaotlon of War Bonde. 

u you 1r:now •• llOW depend upon cooperation bf . 
&dnrtl11re, pu'ohoauona, io&dlo, and the adnrtlllll& 
l nduatr.y r •n•Pal17, to provl dtl without ooat t o t he 
TreaaU1'7, the h~e aaount of aavertlalng apaoe ana tiDe 
require! to reaoh and convince 130 million people. B1 
t hia 111eana .. are aap1;r reaohlug all the laportant 
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arll»h tbt.t wC11114 be anllable thJooll&h t hh aubaidJr. 
!he added lapaot, 1! there ia &1111 would be of doubt­
ful value. 

So tar, our oooperatin plan hu worlcad ney 
auooeutul~. Had the TNaiUey pdd tor the adnrthiDg 
u11d duriDC the three weeka of the 'rhird War Loan, it 
would han coat $90 llllUou. Thle inoludu the value 
ot only those adTerthenwnh1 l'&dio pro~ra:M or bill­
board• giTen over to War Bond promotioni it Aoea not take 
into account the innumerable "reminder• 1n advertiaementa 
for product. . 

&It 111 cannot continue thb nwthod 1t 111 pay 1011111 

of thou cooperatingh&nd leo.ve t he other• 1n atatua quo. 
Either we lllllat pq a or none. And it oertainl¥ ••­
nuteful to pa;r any ot t hem 1111 lon& ae the vaat t~~.Jorit;y 
are willi!li; to continua support in;; Bond dr l na on a pat­
riotic bull. 
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At t he 3ono.te heari~a on th i s Di ll, i t was indicated 
tha t til'lllll al.vertiaing Bonda can, a1 a reault take certain 
credit. on their tax lie.bilitlu v1h ioh arc not otherwhe 
available. Thi a ia untrue. under present regulationa, 
a l'lm 11 l)l rrdtted to reeard a reasonable amount ot 
advertialng, it thia haa been ita oustom in the paat , 
•• legitimate bua1neaa expenae. hdverti aing used to 
proaote War Bon4a repreaenta oonveraion of publication 
or billboard space, or radio ttn., which the advertiser 
would uae otherwiae to praoote hia produota or to keep 
hla trade n- alive duri.nE the war. It cannot be ae.ld, 
therefore, tbt.t the 'l'reuUl")' il P'J'i.Dc for Bond adTer­
tid~ enn indirectly. 

I thlnlc it mi£ht be dae f or your Co.mi tt.ee t o lend 
ita weir.ht IIGIIf 1n stopping thla propo11.l fro11 beco~ 
law, l'&ther than •itlll(t until it baa bee- l awt allll 
the atte~~ptillg to curtail the funda involnd. .tud&ill£ 
by ll\1 atand&rat, the monq involved in th is useless aiu1 
dangeroua aubaldt repreaente non•eeeentlal apendlng. 

SeDater IJan7 1. BJr4 
United statea Senate 
~aahiacton, o. c. 

Sincere~, 
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RWEGVl'IATION OF CONTRACTS 

Present: .Mr. Bell 
Yr. Ge.ston 
J.!r . Paul 
Yr. Smith 

December 2, 1943 
10:00 a.m. 

H .~ .JR: Paul, what's all t nis going on about 
renegotiation of contracts? 

MR. PAUL: There is a memorandum t nat is on i t s way 
to you- -not quite finished. Tne House bill contained 
qu1te a number of very--1 mean, the people against 
renegotiation tried to get a l ot of provi sions tbrougjl 
the House. 

H.~ . JH : Are you fami! iar wi th this? 

MR. BELL: No. I know there i s a provision in 
there . 

MR. PAUL: Before the House bill they had long 
hearings on renegotiation. EVerybody came down and said, 
"Let's get rid or it, make it non- retroactive; let's 
provide for a court hearing. " Those are the principal 
things we objected to. 

Well, we kept out a great many of the tnings that 
were obj ectionable- -War and Navy and wari time Commission 
and the KPC--, and we all lined up together on it. We 
had a l ot or meetings about it. Karker was a sort of 
joint witness in the Ways and Ueans, representing the 
views oi' a couple of meetings. I we.nt up and testified 
on a couple of phases of it. 

Another thing we objected to particularly was 
having renegotiation after taxes. 

Another thing in it was reserves for post-war conver­
sion. 

Well, we kept a lot of those things out of the bill , 
bu~ sLiii there are some thin~s in the bill that are 
very objectionable to everybody, parti cularly the pro-
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vision that takes all these t housands of cases-- ! think 
tnere are about eight now- -and provides for a review, 
de novo. They'd go all over it again--open up all the 
iitt'Iiiiients . 

JJ.R. GAS1'0N: In the Tax Court. 

Wl. ?AUL: I objected to tha t in mf statement the 
other day. 

Now, we have a memorandum which is just coming 
tnrough .var . .ve all agreed on it--.'lar and Jlavy and the 
whole bunch of us. That is bein& mimeographed as of 
yesterday afternoon, and is supposed to be over here now. 
Yesterday morning we had a big meeti ng, and then this 
meeting--Ju~tice came in as well as the other departments. 

General Greenbaum was over yesterda;r morning. We 
all agreed on this statement, and agreed that this would 
be the best procedure . 

H. i.l. JR: What would be? 

r.ut. PAUL: 'Mlat I am about to tell now. We thoup,ht 
we might have to do it today, but i t was put orf untii 
~turday or Monday--to have Shea, Assistant Attorney 
General, testif.y first on sume of the administrative law 
angles we object to and five broad testimony; and 
Patterson, then Forreata , then have Uaclntosh -
no, Dodge, the Chairman of the Joint Board, testif;r . 
llo, before Dodge, have Jones make a very short statement. 

H.l.I. JR: Jesse? 

YR. PAUL: Yes. He testified in the other he~ring. 
And then have a letter from Admiral Land and ;rou, Just 
generall;r supporting the statement. 

MRS. KLOTZ (to 1he Secretary) : Did you call off 
the press conference? 

MR. SMITH: I just did. 

H.M. JR: I don ' t see any sense in having the press 
when we have nothing to say--do you? 
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Lilt. SMITH: No. 

MR. PAUL: That program is lined up now to have 
t nis appearance by all these people as a completely 
united front. That was what I was working so hard on, 
to get them all together to agree on something, so 
there wouldn't be one fellow present in~ one thing and 
another fellow disagreeing with him. ~ow we have this 
statement on which everybody is agreed. 

l.:'t . Br:IJ. : \'lho is going to make the statement-­
Jesse? 

UR. PAUL: No, the first statement will be made on 
tne administrative mix-up of tbe a~nistrative law angl e. 
Tnese are things that ought to be settled administra­
tively and not in the courts, or else it would be interm­
inabl e. One will be made by Frank Shea; be was selected 
partly because he is very familiar with administrative 
law and partly because they can't ask him a lot of 
quest ions and he will say, "I don't know. " There are a 
lot of quest ions about the things that aren ' t in the bill 
that we don 't want to telk about until they are brought 
out in the open, the t hings t hat t hey tried to get out 
in the Nays and Means. 

Then Patterson will testify. He will read the 
statement wnich is mimeographed Whi ch we have agreed on. 
Then Forrestal will lllke a few remarks in support of that. 
~~ Jones will, too. And then the thought was to have 
Admiral Land, who never test i f ies, apparently--o~ at 
least they didn't seem to tnink they could get ~ to 
do- anything--have a letter f rom him read and a ~110rt 
letter from you supporting it. Riley is prepar tng that 
letter from you now. 

H.M.JR: Riley? 

MR. PAUL : Over at the Bureau. Joe O' Connell has 
been doing a lot of t he work on t his , but he ~en~ up to 
New York for Than.kegiving vacati on and spent 1t 1n bed. 
Then his wife came down, and she is still in bed noiV. 
He isn't back yet. 

a .... Jrt: Ckay. 
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UR. PAUL : I t is very bad. It is not as bad as it 
was when they started, but it is still bad. 

MR. BELL : There are other provisi ons t hat we want 
to propose . 

MR. PAUL: Exempti on of standard products- -whatever 
they are, nobody knows. 
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~. ~EJ~ : One in t here requir es all of the dis­
bursing oiricers of tne Government to send to the 
Comptroller General the name of al l people who travel . .• 

UR. PAUL : It would double the work of the GPO. 

MR. B~: It requires about a hundred people in 
the Treasury to take care of t hat - -a large d1sbursing 
office. 

MR. PAUL: And how many in the Army! T'ney are 
cracy there. Every time a man takes a trip his name and 
expenses -

~m . ~ELL : Wher e he went and everything. 

H.M. JH: We are all Government personnel travellers -
is that it? 

lAR. Bt.l.l.: That is in t he tax bill. They have put 
it in under the gui se that t hey wanted the information 
with regard to the taxes tha t are paid on these travelling 
trips. 

H.K. JR: It is good Hull is baok! 

MR. BELL: Really. That was in the law up until 
1928. Each department had to submit a report on t ravel. 
I t was cut out for econo~ reasons in 1929. 

H.ld. Jlt: Who ie trying to get that out? 

Mrt . BELL: That is one of the things we have got 
to take to t he Senate and uk tbam to take it out . 

UR. PAUL: It i s annoying, but it is by no means t he 
worst in there. 
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H.V. JR: Are you going to try to get the travel 
thing out? 

MR. PAUL: SUre, the War Department i s vecy much 
exercised about it . 

MR. BELL: And the Budget i s writing a letter on it, 
and t he Appropriations Committee i s a little exercised 
about it. You see, they got thi s tax bi ll t hrough 
when a great many people were away at t he Ditter 
funeral. All of the Appropr iations Committee, incl uding 
tne Clerk, were up at the Ditter funeral. Nobody saw 
tn1s provision unt i l i t went through. 

H.M. JR: I unders t and Scripps-Howard is backing it. 

l!R. Br.LL: ile ought to get i t out. 
botnersome, and terrible. If they want 
tney can cut down the appropr ia tions. 

H.M. JJ<: All r ight, gentl emen. 

It is expensive, 
to stop travel ling, 
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12/2/43 

This memo waa wri tten by Mr. Paul but 
not eubmitted before Secretary called the 
meeting at 10 a.m. I t covers all the 
points discussed in t hR t meeting. 
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TREASURY DEPARTMENT 

INTER OFFICE COMMUNICATION 

TO Secretary Morgenthau 

DAT& 
December 2, 1943 

~oM Randolph Paul 

For some t ime conferences have been held between the 
AMII¥, Ne.vy, lJaritime Commission, and the Reconstruction Finance 
Col!:!ission in regard to the renegotiation provision of the tax 11 
bill. These conferences had to do at first with suggestions 
tefore the Ways and J.!ee.ns Committee which were objectionable to 
all departments. A great many proposals r1ere kept out of the 
bill passed by the Ways and Means, but certain objectionable 
features remain. 

After many conferences, a statement has been agreed to 
for submission to the Senate Finance Col!lllittee, pr esentin6 the 
objections to what is now in the bill. On December 1st, I called 
a conference in the Treasury wi tb respect to procedural aspecte 
of present ing testimony to tho Senat e Finance Committee. It 
was agreed that the principal objections shoul d be to the scope 
and method of court review provided for in the House bill, and 
to other features of the bill as set forth in the attached st&to­
Eent. The first witness will be Frank Shea, Assiate.nt Attorney 
~neral, who will be followed by Undersecretarr Pat terson. Tho 
latter will read the attached statement . He w1ll be followed by 
Undersecretary of the Navy Forrestal who wi ll say a few wor ds 
in agreement. Undersecretary Forrest&! will be followed by 
Secretary Jones of RFC who will concur briefly. 
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It is planned to follow Secretary Jones' statement by 
readin5 into the record a letter from Admiral Land and from you, 
st ating the Treasury agreement with the memo presented by Patterson 
and t he objections of Shea. 

If nooesse.ry, depending upon nhat questions are asked, 
~. Dodge, Chairman of the War Depar tment Price Adjustment Board, 
~11 testify as to proposals not now contained in the bill, but 
which he.ve previously been presented to the :ie.ys and Weans. It 
h hoped to confine the testimony before the Senate Finance 
Committee t o objections to the bill as it st ands . 

Attachment . lu-
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JCI!": PRIC:i: ADJUS::t•.::::·• :lOA."D 
'"ashington, D. C , 
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2 Decartbe r 194S 

s~~~.;! -:l'l' c;· Ti'..:. JCHI:' l'F.I C..: AJJUSC'I.:;t.T l>CAF.D FO::t ~·::: Ii !'·";;J 4~10K C! 
~Z:~ ~:;:~A':' ... l!"I: &,;,-:; Ct;;.j I T~..; \IJ'!'H ?.i:SP.E~T 'l'O ~l~ ?ROVISICl"S OP ':i-:3 

p":~r:c; :t:I<:!Ili.: A;c: C7 1913 (li . R. 3€87) t:.::>oor;;n w ~~~..z vii -
:·.L. _.G .. /:11\'il Cll QF'1iAlLCOli~TS 

':h~ Joi:.t P:-ice Ad.Justr.$r.t 3oard. crci~'r1dr.t renre5er..t a~1·;es 

rd tt ~ "?tve:rnl :>'J!),._rtr.er.t ~ concerned vl th rer.ero t lttt-it'n of -war cor.-
·r~:ta ~d 1\Uth.Drl:cd b)• tt .. e Sec!'&tarlel o! tbt :lnr. rav;t er..d :'raaC\.l..J"'Y' 

:.;~"'r• .. ttr.t.a. :.l:o Vl'-.3ire&- of the LIU'itla• Cc:.:l•slc:-. M.d A±-i:.i~trator 
c :· :.t d ~nr S!-.ip')ir.r A.."lciz:i strAt.ier.. ana. tl"e 3ocor.o tr'.lCt!.or. ?!:-:.ru:ce 
.;.:r:l~:-atl..:r. Prl~a Adjurt:cent B.,ard. tc forrull\to M.d ncto.,t $t~ter;.or.ts o f 
'J .r")r"•.lr., !')r1r c1ol~•. ool1cicSs 1\t.d 1r.tur.,..ret.nt1or. bir.d!n._~ er4 tC.e se·r~rnl 

:.a,nrtr.~;tr.ta. ~.aa carefully cor.:ti~ervd tho l')r~"v1.t1'lr.~ ,, H. :! . 36?7. ':'"itle 
•t:! - :\t.mo,·crt1Ption of War Cont!'f\Ctl - ar.d au'bmitfl th..: f<'l!ovir.r ~or.­
!'.wntt ".Jl.t.h r~;,p,et tb~retCI f or tl"e infQrcntinn o f tho Settato ?ir."' .• ee 
.,;o1 ltt~hJ : 

(l) ~eLi\~ of 1u(.1~tn1 ~- Thu Duoartm~nts ecncarned 
vht-. ruJ.\l(,.,Jt.iu.tll)n hnvo :roTJt1Ptudl~· ntnt.ud t.hrtt thoy hAd 1~0 (! bjuction 
to th~ l .. ttk1r.r of ~01 e etatuto ry nr:w1a1on for J udicl.o.l r 11vi"w an;A, in 
fl\Ct , hav'J t..XI)ro!HH.td the ()"')illiCtn t.h:lt sueh rit~ht of :-uvl. o.,. exist-s undur 
tM "'rvourn. ln.w. ~hord hatt racu::tly 'boun brrU(ht. tc tbv att..:!'l':.ior. of 
tl'." .Tr.it.\ Pricu Adjuctr:.~:nt 3oard th\1 t\t'N'Ir.p obJuct10D(!. of t.hu 'Iro;~p8Ul"Y 
: .n":-·c.~r.\. o,r.d. t~o ::>t:n!U't.C!$~t of Juatico to thu .,r~poacd f."rant!r.c of 
J...rhri!~ ·iot. ")Vi#r rur:~rct1Pticr. ro·ti uv to thct Tu Court of ~i'.v \.initod 
S~R!~r . :nu Gt~~r~th o f ~~u~u Arpum~ntl 11 r ucornitod by tho ~ t~ar Jo­
tl"-r· -\1:-l' • .. t"n.c"'rr.·Jd ar:,d in :,i:, U;-ht tb .• r u(! • ho -."'oint Price .A.~·:. ... tlt 
.:J•!Lt' ~·rvue ·to.t. J~isdi::tiec '!\*(;!" O'O"lU~tl• fr"- rt.~nC~tillt.io:-;. :.\utor::U-
r ·t,.r.t ~ ul"' bu 't8St;r.4;d. oy tl:c Court nf Cl:t1t.lll ir. a:-der th&t tha ':'ax 
; .Jr ~'~f ~ •'J i..'r.i ~told S:,l\~9-c;: r:..:J:.f bJ: k~nt ft*U\i ~f'lT u•~l~d·:-.; 8tt t;~;.J, r:-. tf' 

!'\" rlt. ' * \ITI . 

'l tth ronpuct ,,. tht: c~ond ef r vv1vw. t.ht.t Joint i"rieu AdJust.­
r'"Yf.t bonrd. lifr•.oB •,J\tt tt.e no3itiol'l f')f t.ho Dupfl.rtr-unt of .:ustic-.. , as 
t,.XJil"Ot\D•~d to tl-.tJ Jl)ir.t 3car<" . t o thfJ uff\ICt thnt e.n.v dat orrr.inl\tiQr.s o f 
t hu s~,~rutnrion of thQ Dunnrtmont.n or of thu fHOI')O!tld Wur Contracts 
Prleu AdJuotovnt Dcnrd should bu !"int\l cmd eonc l uo1vu oxevnt t o 1.h~J vx­
tant. ~hnt thu contrActo r e~ uatAblleh rn tho boola o f tho r occrd ma~e 
o:r t)".\o I"'OJ.t:'ACtnr ir. ti':1: court rcviaw 'lrfl."ltJOd1.ng th,,t. th'-' d~Jter!r.inauon 
~~~ · ~v r utult o f n ~istnkv o: law, !raud. arbitr~ry o r capr iciou& 
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.oaon, or \IllS so crossly e rro:teous as t o i~q>ly b:ld faith. This i s the 
tr;.di tio:...l procod\U'o whieh h.s been "dopted in eonneetion m th eourt 
rev1 ... or sir.J.br govcr nment<U detemin:. tiona . 
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(2) •toviert ey t he .:ar Contra ct s. Price Ad,ju8 t '110nt JlOIIrd - The pr o­
pooe~ bill .:ivos tliecontra"e t or an a GsO!iite r 1eht to require r evi ew by 
the ne11ly-erea1.0d BMrd, ~nd the Aet epeci£ically pr ovides t hat t he Board 
may not dolecnto "the po11er , .funct ion ~.<nd duty t o r e vio" orders determin­
ln(; excessive profits" /Subs ect ion (d )(4 ) , P'-BC 1187. I t i s r espect fully 
out:dtted th~ t in t he l t ;;ttt of contempltot ed provierons proVlding for r e­
riCI:f by a court in those c :.tses nhere no 3gl·eel!K:nt c:m be rcachad, it i s 
.mtir'ly unnoc,ssory :md would cons t nut c n vory reul nclmini s trntive bur­
d..:> to provide for another r evic-.• b:t t!te \'l, r Co:ttr~cts Pnec t.djust.J:>ent 
,o..:'d. \'ho Joint !'rico Adjust::X!nt !lo>rd, crested 1>'/ volunt:!ry <•ction of 
t.:. :ntortot.ed l)opnrt:>~nts, is ncm functi<>nln& sntisf:.ei.Orily tor the pur -
peS< of .cttin•· up un1for:1 purposes , principle a , policies :lnd 1ntcrpretetions, 
·.:>! 1-'>.re 1• no r~oso11 11hy " si.!:ll.J;lr llo>rd should not be established by 
tccul t1vo ection . Hut the r<:quire,..,en t th>t sueh l!o1rd should review all 
on!.rs dLtercuting o::ccssivo pr of1ts "ould roc;uiro t ho cr.ntion of" sub­
st...nti:l Gd.'linis t r!ltive st1ff, :tnd r.ould i..,oso burdens Clll<l duties upon 
~" ihd.Wi1""1 mom!Y!r: of tho !'o~rd llhl.eh \Tould interfere with tho pc r-
for~nc~ b:,' thorn o! th·#ir duties in connec tion t'li th currllnt ron~J[;Otiotions 
1n t:~ \• :~rious D:p~rt:r"'-nts for \1hich thli!y t. ro rusr>oneiblo . 

()) kuvic'': of ~los•d A~rec:ncnts - Tht: pr opos ad bill pr ovi des for 
court r ... vtc'.- 01 p::it'"1l"i\U"7utw·f) ilv t urr.lin:tt ions of oxcc.:eoivo profit s (Jub­
' etiono (o)(l) and (o)(:!) , p~~;es 119 t.o 12g . Incl uded i n t his r ovia\r 
:..n :it t .. rn1n~ tio:\8 

"r..:.:.do ' l'ior to th'- dLlt e; of ther cnnc t rTK:nt. of the.· H~o..V(.':'IUU J\ct of 
194) .ti. t Jo r CJA.Ct to " fisc<:l y.-~r crldinc bofoN Jul:r 1 , 194), 
..•. "·"'tl< r or not s uch dot<l.,d.n;tion is cr.bodiod in an 
.:gr~\!!'l..nt \."iUl t.n;:"' Cc»itr:.ct.or or subeontr~ct.or . " 

':1:. ~~lnt Prica AdjustJ1nt Bo:>rd is opposed to this proVl.sion ~'!lich 
DUld 1\.:".d'-1' $t,bj. et to court r~..\?J.C\1 thous:mds of voluht..ary btbt.crzl 

:(.Tl:"' ..cnts ~U"d'-r ~:hirh c:>..cl.!ssivc profits r-.;!\mdc·d 01 t o be.. rt.tunded .and 
a;.ttfio prieo rudue~ioos on ;.r t1clcs dvlivc rcd or to be dcliNN:d tall 
:.;.;r..:t; ~~ {~·ithout. gtviuc considcr;:tion to th~.o c.rr ... et. of ~tts) upwards 
o: "5, ._0.. , ()..0, 000 . iltts prov1.sion uould orot only er.ato :. potential 
·.Jr.in~~r·•tl.v, burd..,n , lll\ieh <".i!>ht be litcr >lly ii!I!:>OSsiblo of eff ective 
:oco1·h•h::~ nt, but ::oi~ht be eon~ t rued t o 1nvol1d>tu th\1 bihtcr:ll char­
.. c~ .. r ot" t.hi,. :..cr <h.::rLtnts in such e m:.mn"r ~s to joopnrd17U the richt of t' Oov~o·n.>.nt to rctniu t!t~ refunds \lhich h~v~ be'n nr•do <.nd to collect 
t h-. r-..!'l!nds \1hich :..ru to btt In!. de thcr~und"r . 

. 'llo)TI> lUCht 'tlsO be pkced in ,1Cop1l'd)" t ho proviSiOns Of t he '.p,.reer.>ontS 
i'r"•:1d1n: fot• p::.at und fut ure prico r~duc tions . J~'\ny r~nveoti"tion !tgr't.h):'!Cnt.s 
lr.clu:!o cLuecs proVldinr uon, r ally for t he dhimtlon of e xcessive profi t s 
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u;·el•· to be r o:.lhed in th6 :'uture t hro\.fh r>r icc reductions ,-;h!IO'~t 
$p~e1!'-;1nc the ll.oJount. o:' the rad,.:etions to be rntlc on opeci fic 3-rtlcles 
or contr"c~: . 'loW.l reJuctions and re!"ut1da undar such clau3cs my well 
re~res~!'lt an a...DW\t equal to or gr eater thnn the recoveries u:m specific 
pr~ce reduct.l.Ohfll 1·oferred to ;tl-ove . 1ho propo:~cd rovie\T of closed agrce­
r.lnts ,;ou1l render unc ertain the •tetus of such chuees a:>d frustrate 
orosont consci~utious e.t:1'orts to keep p>·oouror..ent on c current basis and 
io (<VOld th•! l O.ncthy litlgation bet·./c•n thO 60Vurn•nont and contra ctors 
such c." rcsultod fro1, tht:~ las t. \~~u· . 

The J'of\mds and price r eductions prov1dtd for under t hese volun­
tlry ar.r~u.~mt.!' ·.:oru r.::..do a s a par t of a r opr1.c1nr pol1cy whi ch -::as in 
tart u,G'1t;Urn t.L'd soocti:no prior to the JlE\IUHl&u o! the original Rer.eeot~3-
t.ir.:-~ ,,ct. o1' 11pril ~t! , 19L2; and , if the Act. hud not tc~n ava1lable for 
l .is pu.rpo~h. , t.hcru is no u ou!>t that tha Dep:artl:k nts col"'corntd would Jw.,,e 
t:Wt tvcr.-t.d t.o ... rr"'ct. si:.dl;.r results tilrourth tt•e usc or otiJcr mr :>a>rers 
ro:L tiz1, t.o t .,\J p~cinn: b..nd c=-.ncollution of contr3c ts 3J1d tJ'"Ic subsequ·:mt 
=..>d.l..f1C-.4ti..:>n th(.roof . In no c~so hi...vc the !lcpart.n..:nt.s accL-;>tt..-.c ~srcc::l.:!nts 

'11o:: :n· "'d• eondltio,.,cl on th~ v:UidHy of t~ 1\~rl<!t;Otbtio~ Stat,;tc or 
.t11eh, un.:1~1· t.h~.-1r t~rt::.'j , cou!J. ba ct'f~etod by sub:K~qu.mt l :ogislal.ion o r 
c::o\:!'t d·~c1sion~ . '111-.s e as:rcc::Lnts reprco~nt. t\CC\.'Ptcd tr:s..nsnctions bet!'.ecn 
t , ... l:A:p'lrt•,,.mts concurn.:d anC. t h"' contr3ct.ors . 

It is ro: ~ ctJ~ly sub::~itt...:d th3t to r \lop n t.lu G.! :~.grco:n:~nts 

•.auld provi..i\. .'\ proc~durc b:r T:h:t.ch contractor:~ ':'rt.th cluarly r..xccssivc 
;.>r J!'its coutd .ttll". ~' inch..l'init.<:ly r..:;>rlctn~ nnd ot.hor corrcC't1vo o.ct.ion. 
It. C<Jl<l bo w3st c•:ul ad.•inis t >·ativcly >n~...cluarly prujurticil•l to tho 
host int.Nota of th< Gov~rnmcnt . 

In ~ddi Uon t.o th .. forca;oinr.; :'l'l[~,ttor:'l •\'lhich involve ~jor qucos­
tlor.$ of pollc:,·, t.!J~.:N l.S a tt.'lchu<l hbr<.tto t.. S !:.xhtbit A ;.! li5t. o! cortnin 
~dd1tio;1. l :: Ufib"-StA d 1'\.Vlsions wlnc~ it is b..:liLvt..d n.r o consistent ":lith 
t". 6' ,.r~ rurposu .md mtcnt of the bill but .~hich "o,;ld O!)cr.ltc to 
cl .. r u';,' or 1r.prov ... J 1'roo r~n .ad...,j,nist!"at.i vo llt"ludpoSnt, curtain Si>eci fic 
;roVlsi:l<lt or ~hu Dill .. . not.<.-<!. 

Incl . 
f.xhl.bit A 
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EXBiliiT A 

.lii!Illls:'lU'I'IVE OJ\ CLAP.Ii'YffiG .;1QJli€1TS OF TITLE VII-Ri:!ltOOriA?IOll 0? 
¥.1.~ COlfl'RACT$-OP THE REVDIUE ACT OP 1943, H. !! . 368?, S11ClOES?3D FO!! 
CI)YSI!IU!A'I'ION OP THE SENJ.TE FINAJICE COMMI'!"''EE :BY THE JOIII'l' PRICE J.D­
JUS'l',JJIT ;!OJ..Ril 

A. C&ntrallznt ion 2! !11 repricing ~uthority ~ 1h! Seere tnriea 
2! 1h! Dep~rtmente • The provl alone of the ~ct def1n1n• t ho po~era of the 
Soeretnrloo , '" dlotlng~<iehed from the powera of the Bonrd, wl th reipeet 
to oll "" ttera c.!teot l ng r~prlclng ehould 'be Clod1!1ed eo thRt t hO S~cro­
tul .. ""uld be given 1\ll powers r el nting to r oprlolng or exe~~~ption of 
Individual eontrnets 'nd eu'beontrRcto. The proposed 'bill creates n clear 
olat1net1on 'betwetn r eprieln!': of 1nd1v1due.l eontr lleto •-!th respect to vhieh 
&UthorHy nnd r coponsi'bil!ty 1& center ed in t he See r etnriea of the De'O'U't­
c.t:\U r.nd ov,rl\ll retron.cttve- r~ne~;Qt 1&t-1on v1th reepect to vhich nuthor 1ty 
.. i roapcnal'b111ty nre veet ed lr. t.'le ••ar Contucu Price AdJuotl!lfnt 3o.'"lrd. 
~~· ~ttod rov1t1ono ~e it clear t~t thlt 41at1nct1on or d1v1s1o~ of 
rupond'bllity ahoul¢ 'be Ql\intr.lned in ~ll of Ita p!luea Md, in this cor,­
toc!lor. , It Ia further auueated t h.• t It a.'lould 'be ·~reaaly J>rovided t~.l\t 

u.,ltn aptciflccll)' U£"'J)ted Acljusteenta of pricfO 101\dt froJ:> <i<::e to t1ce 
1.1t.der thf' repricln~ power a.:.Wuld not ~reelude the !oN"d fro;; co;.dderl:l.g 
profl~t derived !rom. such contr~c ta in conntct.1on with au'baeq_uf'nt overall 
rtnegotlattont on n fiscal-year 'bA.sla. 

l!, E!l!t m~+terlnl ex<·nmtlon L'iu'baection ('b), P"''i'• 124 •"d l i 'I/- In 
order t o m.Xe 1t clei\T thnt thie •>:e111pt!on does not prohl'blt the r~n•f!O ti•­
tlon ot ml\tl&~emont or operati ng contrf\Ct.a !or Oovfl rnmont plants to be uaf:"d 
for procou 1ng, roflning or treRtment of cxem))t.ed r oM M t orinle. it is re­
queot ed t hat the fo llowing clause ahould 'be •dded ~t the end of the raw 
r.&ter iol exemption [j~ 125, lino 3, after the "ord •uaef}: 

"excfp t th~t th l a provi s i on shAll not be conatrued to ellmln~te 
trom rent~tlntlon nny contrACt. or ~rrnn~~en t nther~tsa aubJect 
to renegotiAtion ~lth one of the DepRr tm~ntt (ft) for service• per­
(or.Jed on n. fee or cost-plus-fixed-fee bntlt "" 1 th respect t'l P .. -.y 
iuch pro4ueh or ('b) for ~e u•~ or operl\t!Qn of " pl::mt ~r fl\cl-
11 t.y 't:u a DepPrt:Jent for the 'Or~duc tlon , procttll n..t:;, t. rel\tt:ent. 
IM!.rJl!acture or transp?rt.ation o! "n.Y auch pro4ucta. • 

C. SO!cit\l cnst All..,"~nncP. !n ~ cn.af! ~ intf\m:ft.\~4 producer s - The 
&tter.t!on of the CoZ!ILlittee ia further d-1rrcted t .f'\ t\n ft~Arent error ln co:'l­
neetlon with the provision of the bill relatln~ to t~e nll~~nnce of ="-rket 
vaJ.uo t11 nn elecent nf cost in t hf cr.ee of A producar prnccuslng IL.'l ex~l:'l!!..ted 
product "to 21: 'beyond the flrat f or m or atn t e" ffinae 126, line• l4 nnd lj.J, 
• t vhich the exemption t•r~lnnte s. It I a 'b<lieved thAt the ~nrd ·~~d" sh6u1d 
~. subatl tuUd for the >'l> rd "or" In the "l>'>ve- qWl ted phr l\eeo l ney so thAt 1 t 
vould be ol~nr thnt the nlln~nnee of mnrkot vAlue would Apply only to the 
producer who proceeaea the ~x~opted uroduct t~ And bey~nd the execpted stage 
and would not 11pply to n pr oducer w!V. purchMod the product at the txe~ted 
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::;x2.tbH A (continued) 

st.ar;e ot G cost which r.it:ht vary mterully J'ro, the rnrket \'ulue at the 
nne cf its utle . 

121 

D. hut.:1ori::atton of 1ndlvi.dual eont.r~ot ror1e1;ot.iatJ.on under s'Jcctal 
eircuu.stnuco:t - It is bCiievc.:d that the provision::~ of the J\Ct requi ring 
0,.,.,..1 roz.eaotiotion on a fiscal - yeoz· b.•sio /Oizb~oc~ion (~) , pages 109 and 
111!7 s11ould be ~.00\l'ied i n or~er to cive tho ~ourd authori t:' to re<!uire r~ne­
&<>iiation oither on an inuiV1<.lual conuaet bosis or on the basis of classes 
or t~j'IC~ ol' contracts . This prov,sion \all be necosonry in t.he case of cer­
t.:in classrs (IT t.: .. pes of cont2-aet -s or suhcont.ract~, :NCh as J=:~i;>b:.zi lding or 
otteJ' loh "-t.a:-n r ~~~: truction co"'lt.rlct s , various t;"}les of pro!'1 ts- li-ri ta tion 
eont.nct.s, or cn •. t .... ~ets w:1iclt h.:...ve not bceu co~:nloted darin- t..~ fiscal year 
UlfiUCSt.ion or wit~ re~pect to .d'!ich t.t 1~ r.ot. rz·act.icablc for account.in& or , • 
:>t!-.er reasons t il cor.t!uct renecot.ut.ion en a.n ovorllll fiac:'ll-yeu b:isis . 

In t.hia co:Jtt?~t.ion att.ehtton is !'"\, .... th~t" dirt>cted to t.."le tact t~.:..t 
t.~~ s!:o-.Jld tc ::o:x p:-ov! sion !or t ho r~laX&ticn ot t.t.o provision o!'" the 
till roctut:·i~ co:;>i.t:-ticn ol" rl.!nc::;ot\.,ticn .at.hir. one y.:ar f~o= the date of 
co:::.-,..n:-.r.a.mt \,h ... rt.. the n:nurt. or t.ht> con:.ract in 8\:ch t.Jl;"\t. it is i .r.:possiblc 
~o ~\.t4.:~. '-U · .. cc1..1ratv and r"in&.l resu!t on t bo busis cf a y<;a:-1;,; fiscal per­
to.:!. LOh\1'-t.tJrtr. ~hipbu.:i.l~inf! conlra.ets uro Rn t.:.O.:':'I}Jlc ot" cont.r.lcts Calling 
tn thio cutoenzy . 

F.. Lim\tution or crujdat.or;· r\.lquir .... :tAmt fOl' ins!Jrtion of repricine 
el~u:l~.; 1n ~11 coutJ"';'"'Ct;s /dubscct.l.on (6), pt~t:f.t-rD?/ - 'tho bi iT {n 1£s prusont. 
.~oto.::~ <rL~.:lT'""t.!h.l Socrctc.ry ol' c.ach 1)<J;lllrt:~nt to-in:stJrt in ttll contracts 
"'~"''•J i:oto Hn~r thirty days aft~r tho , nnc!.lll< n~ of this :.ct c~rtain t erms 
w!;icl. •z·o rp~cif·ud in th lq;islntion. It is ou~~cst<•d t lt.. t tho insertion 
o: .. S\.c~ to.,.)'':\3 :!h::ul ... b~,. t~ de :,~.ad.:1t.or:• on t:11. S ... er~.~turh:s only in th~ ea!I'L! 
o!' e ... ::traet.c in 1..1 e"'ss of l"''V, \)(.)0 ~s proviJ,,d in t.l'.v -..X.tstl.ht: la."', since it 
ts --..niL''-3\.l:t i·.:rJr-'.t.Ct.ico.bl. .... to 1-nclud ... such 'l el"'u::o '-litnc.r dir-... ct.ly or Ly 
rti\.r .~e-.: in t.h~ r;.ln:; -:J_!lu::an.ds of ::;..;.i" l cont.r3et.s ~d uurc'ms..;. orde-:-s tdnch 
eo:tstu.uk t.. lur "'- f'ITO"lOl"t.ion oi: t,.h... tot.t.l nu..:.i:x.r of contracts ... ntcr .. d L"ltD 

:,;#' t~ .... ')..;· r~nt.s ~t:1ou~h h..prcs ntint in the G.,;;r~c;at_ onl:• R r ... l:.tivcly 
s:-nll 1ol •. z· voh;;r . 

It. is ~UI .. - •• ~t,...~ ttot consi:l.....r tion ht,; riv •. n to tJIU possible ... 11-
..an ... ti~n of t.ht.. N·ovision sp-t..ci!'yinc th<.. tyth of r~ ""'q"'tiGtion cl:tusc to ~o 
ins,rt,rl in all oontr:<c~s , since ~h.. bill ·~-ct!'ic<lll;t !>l'Ovidos t!tat th~ 
r qu1 r .<1 cont.ruct.u~l provu;ions sh:lll b ... 11t1.IIdinr., onl:' tr tb:t contr3ct. or 
St..bcontra~t.., tlS Utu cn~i... :J<•Y tx , i::~ subj..;ct t.o Guhe~o.etion (c)" /j:J.r.c. 109., 
lin<• l ·md 'g und ii' subsection (c) i " V'lli~ th,rc vrould ,tppoor to oc no 
n, ec::at.y 1·or u sup;>lt:.;K;ntnl contractual COl1":lit.r....nt . 

F'. ;( t.ro:.ct.i vl) :l.""plication or~< x.._ i:ll'~ tion~ ~ rvl:~.t·.-d provi~ions -
lt. 1:- sut:G• :lt.-.d th~tt th ... t.x.- ~1.1tlom O! eht.rlt.:~blc contracts ZsuFs~et1on 
(i)(l)(D), )'l't:;, 125, lin~ 2;1 and of subcontr~c ~c undor .. x .. r:rt pn ::><. con­
tr.cts [o'ubs,ction (i)(l)(E/, p .. .;•c 1:~, lin. rJ und t!ic pro\'ision for sp. c»l 
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c~!lt all(!.Y'anct'S M. thf' e.xec:.,tion line 11. t.ta• ca~t nJ "Xcr.vt.ea , roaucts U!';t-:! 
~ intrbl'f~ed coapanl.as [subsection (il\).17 ~ho'!l•i b< acted 1.<> th• list of 
t~v1e1ons of t•.t. •. ct l.t.ich [..l"e ~"3CJP rt'frct.iv,. ns t hou.J. t.hf"'y har! bE.(Il r&t.e 

• ,art ci" Sc c~~on t.O) on the c\&.u ~1' its <'O(I.Ctnc-nt , , iJ r il :a, l9L.:' [SH su~ 
soetlor. (.•) rl l ec t ivt dat~ , ,<·b' l.w , 11nc 1]. 

,. l'Xf1""!'ti on 2£ s ct.sonal canr:o'!" - SiOC'f' 'hC' ro.-.-1 tt.rr: on ,,e:;-s tmd 

e&n' CO<!'le tcc; " ct ion on the bill , an tnve~llj;"ti<>n has b• •n caoe <>f th• 
,.(tS$illlr C'f1'f'ct o! the 1 revi s i on l'lt.i ch \'TOllCI ('Y.fl'l\lJl. t~any cottt.rl,cl ~ ~· suh­
contr•ct f"?l' tOnl.Cc\ , L~ttled or l'acj:P<I l"ruit.o OJ" Vc I • t ablt3 (or thf i r j\liC~S) 
Y1" tch arr custor;cri.ly C'anr.cd , hottlcd or 1 ace·f'ri in t.t.c· Sttt.son in nhich t.h('y 
ar• nL.rvr:'lt.( d 11 • i'his in,·c st.1 tot· t.iot1 1nu1 ca t,.s tJ 1. suhst.ar:tit: 1 f-~ cC'Ssi w• 
Mfit.s "'.l·S' '""'''" b('f'n reulizEd i r. t hi s !'l~'ld w.rl t.!.r: t. suet rc.ntr.csC"ts sr.t'ulri 

'·" bf' lncluo•d 1.n lh• "' ricuharal eY.•~ruon Liub~ect1on (i)(l)(C:) , 1-at.e 
J:• , l1nU l (l t'"> lfl. 

H. rcrinlt.i-on f't subc<'nt.racts - i'hr li.t.t<'ntt.on etf thl' t,-r it.•..(c l!l 
.:.~rP-ct.-tr. v· t.Lr J'c.ct t.:.tt tJ 1E d'.fi:-;.it !.oa ol' "en--.p?ll£nt urticlt" ---~oie-o 
In s"lmctl.OI• (5)(,.j(ii) /Yat.e 104, lin<' <"!J do<'~ not cl6 <-rl;· ~v1d<ncP «·• 
!M1 r.tion "'f lcnbr t's:; ritf, r esr.f'Ct. tn • roC1uct.s , 1 orl.tC'In~ of l.h tch ?,O not. 
k~tl;li.l!.y &; ptt.r ' ·s a 1 a r t ~l t.:·.f flw! 1 roduct 'Jlti""'lltt l)." uc t\'irtd hy t.!".c 
rv•rnrcnt. hf'ctuse <"'f the far t th~o.t t.hf~· c.LthrJ~ dte&l•rt"a.r or hl'f' !'fducf'rl 

l.! th' rt'S\:lt. cl' intemEaiotE: aJTOCfS~int., J"~"fini.n~o. or• t.11~trtr.li . If it 1$ 
tt.( intent. nl' tior,1,a·cs:-: t.ra .. t contrac t:~ l.Col' toll !"'UCt rrticlt!s v·hicr. cnt.< r int.o 
t.hll Pnd ~uYJduct. o r t. r<.t.,riOnet. t ~a rt. tl.r:Clol' {t,t, C<ny st.A(,C l'f t.ta• ~~o.nufPCt.ur­
in, 11rC'ccss :honlcl 'or nu'\,cct. t o l't·l Ct/"~t.il.tlcn , it 13 3Ut , cstrr. t h£:t. t.hP 
:-tns~ " ir .,,·t-.o l r l:'r 1:-• p&rt , Gi.r ect1y nt· \.l~i~t.tf'l' , n l' in UJ£ sar.e l"ll' :lf)nf 
et~.t r if'lt"r 11 sl ot1ld hn insr rt.f>cl in.n<'dirtt 4 follovtir'b 1.h'· •,-,.,.,rd ''v;hl.ch" i n 
tr.f' srcantl llnr of thr "lf finition o! CCI""'l•OOf r1t hrt.icle: flinf' ~2 ~ ; abe H Y • 

1.1r b1t.f•tt.i«"m "f ' t.f> t.o--1, 1('! !~ fm1.•.~1· •il J-trt.fd l"' tl.,... f<•Ct. 
1...'-t ;,!,( JV\' 1 S('r1 f!r fil 'il!"'n r"f SU:l("f',,\r:. t ( .. hcw;ff"fi ir. t! r 1 nr?!>~ ~il: 
':'"!l: ~""'"u-:.t. lr ... t_e rxcl11:i1<;>:i frnr: , ..... ,._~t!f'\.~ ... n ~J' • v,.,.., l• r .r fie-l:t of 
.o\.">C,r.lract.!' f"'r t:!)t•. d1.rable- yro .. ~C'\.~ • f ·~ i 'f ct L;. H' r \'" ,. 1 r"" ·uct!.on 
... ra.o~•:., t\ltt. L:- Pll i:·t < ~ -,f r&.c: irvr;· t..r. f'l\.i 1 ,.,.nt. '.:Y.l al~~ lz.rbE' "'1'\l­
.-.. s t r x•t~Ut.blr su:'t.-lit>s ;,n. t"o..t~i, tnt., ~·uch a ... t r1nd1r .• ~ .. f'· ls , neet.z -
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lr.,,. v·rcl.es 1r.t1 :11 t~ 1 .t"s ""1 -ill ~·J 1 llit3 , t .. ~ trlt-..JV.: tr.c.' t h-: t:: t~.l 
r!~"V"I'lfl • ?f f'.C'!':~ i."f tl-!'it-!7 frr:':"" ('t'r.trr.C't '- f ~~.1~ C. I'OC:.O!r &Uh_.f.t"t tz1 
l'fr'~t-"'t.i Lt1 1"' 1 , lli'K'f'!'" ti £' cxi!'itito ll•\ •• , JV "'I'' .ui, t·.r~·~!~l !C'r fi:oc;.l !.eri~d:s 
rr:tin '"'" ,., . ..-.,ft"l'• ti ' tMfX'!i'"' rlt'•c1.h''., v. ·· trf '·"''·,ct., ,·ur.~ J:1, 1·;/,J . 
:t.r rr ~s lU t.kri'v•cl l.r ~tn ; n r >.hi '-~lt 5,. 1..11!\t l"':·t.l t r.ll'"'',. r t"f I'" 1 und:; Sf'cured 
!'!"'\~ C'nMt'j l1iq• YI},,Ldi lti"W}Cl be e:o..rr.1. l P..:. \lhc!f I' t.~V nt:' ~ • I rt' " i::i.0:1!! • ~IV Sf" ('X­

L".jl(\!1 'ln'iet t.C' t.hr 1ncrf r,scd C"ost I"'J' t~lt \ M' \lh-L.t h \:ill r.ectsst.J"ily rttsult 
frn,., t.l.is t xcluu1on fl'<>M rt:'nf' t.Ot.U..t.i.:m ~J' lt J'b' nw hr r s of CC'nt.roctor s .. "ho 
f.&vr ur('lrl.t ,..d lr rt ,.·l~ en(i directl y flY'Ir ~'bt' h•lSil.(':;. .. . 1'!·.~ rxt rq.t.ion "'~ 1 t hf'SO 
t.<:tr.tn.C't~'~ I'S 1s t.lso ~o!~t. t.C' ";'r.Vo :t rm·• rt~ J r!.cu t. t.C\ cl"!H'. '\'!'thmt~ rr IIL !'for ­

-rnts l 'tt h 01,ti' T Cl"'llt t•oC't.f f S \ hn lilJ (lf"•Cf!l~ht'1l:• fr •l U.~ t. t !.fJ'' !.&S beE-n 
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·ca: c!1scrir.L'l4tio:l b<t$ed 0:1 "rt.ifical 
. rUci•:et1on in t he \.er effort . 
r• • ,.. 

co:.cu .. te oi au"ctlntr.ncl r -~.1 : • .t..r t:-.a.., en 

1. Tho attent ion o! tho Ccl:r.ittec is dl.rectod to th< ro~uire-:·r.t t c."t tho 
jjo..r~, :t t.hc rcquoet. of the contractor 1 furnish hir.l ,,ith ~ otcl.r.<nt. of t!':e 
""trr:-.in:Ucn or exce:usivo profits , of the: toct.o used lr a b.:!.:lis therefor, i:n.:! 
of H~ rc~oon~ for such dctert'.inaticn C iX'IIO 110 1 linoo 24 <tnd 25

1 >nd ;>a~c 111
1 

li., o l t c 6 :/· 

Jn co:.,plyinr, wUh l hiv re.:,uirvr.:. n t it 1 ilt l•" nccoes"rY to set out in 
writiru: t.<.• tht: co:'ltractor a Gtnlcnt.nt oi t.ho roct.o anu r:-.ct.cr s , unfuvora~lc- ac 
.. ,.!1 "'" Covor~blc1 o£ his efficiency 1 ~billLy1 contributi " t c the '"" <!for t , 
riGl· t.Jtd Clllh' f ol t:r.ente nc coss...:.ry in t.ht d'"tcrJ.:j n.;.\t.ic'n c.f exc .. :~sivc :1roiit s . 
'i'h~ · t.!.tl'rtttl c~m not be i'lr.tt.~ri:'l.'j in a.ll cr.o~o.s . 1u 1.. c:m ... ntici~.Mt ... e. ··r'- t .. r 
Is, ul. nd .! i o~otiofo.ct.ion i ror,> t!lc d.t:Ul cf roduci::•1 theec cri\.Grh to •:;ril-
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11'1'_, vc:\ t.hcu;h th-.:.- ;;.'ly b ... g~ner:ll;• und:cretood n:- bct.'·'"cn l~:/cont.r.:.c:tor 1:'\d 
~t. r .. ~ :otic.torc in iruon-:;.1 disc:ussicn, t.l:..:ln ov~.r t h.:. f..O"'Unl cf !Ctt lc::. !'.l , • 
!t tt . :.c de not b~ l i.:ovL this r-:-:uir---..nt., on bcl.nr:ct , t:ill ~~ of suf .. icit.nt. 
t'--. (! • to contractor:~ tc out\l.:.i£:h the h ... r 1 il c....y do in i.J .::ctri.1._: th.c 1.-.!or :.....1 
.t.:£t ;·'"r .; 1:. t:hicl the~: rcn ... ;cti.:.ticn :'f'OC..:"din.&"' .:1·" cenduckd ~!ld .... ;r ... c:.c.!"'t$ 
JI r •• ch;d in tho &r ~t =jcrity of c~•-•· 

j J . Und"r th-.. prc.s~.nt l.l't\11 it io ch.::r t..h ... t. p. t. nt. ro! ~lty contr :.ct$ :~J ct.h .. r 
·.;ro..c.: ... nt.~ 1i1Volvin$ intan::;ibl..: .. ~ro . .>...rty ri.;~t.:- .·rc. .. ubjccl to r • n.:.,;cti .... tJ.cr~ . 
7!L ~ot'O~ blU, in def ining " subcot•tr~ct" .. :'\J ''\,;::e .. dv .. _-·rof it.s " r::is ... r .; ~ub-
.::t...:.t.j~.l ";UC!:li on ;.e t.O \ h..::thcr ccnlruCtiJ of t~li !' t :•; ~ l r r ... n J,Ot.i ... ~lL . This 
;u~_,t.ic:"l ~hould be r ..:.oolvcd by cL.ri£:ri:1;; t.h ... c:ktinit.!•.J.l'l ct' ... contr =.ct 11 .!rticlc11 

by ::.dUn.,; th.,; wordtl " t.:!n3ible; or int.:m,sittl~J 11 inr.t.:di~'. t. .. ~v t r>lloninc} t ho ;'tlr t.so 
"other f..ra :.n.·l pro.· ... rt~'"· 

K. 1..1 .. c~l):mcous t.cc:micnl ch ·nscs - In J.dL.it.iGn t.o th f. ;r :.;oins , 
!tis t':"iT:v::ii'tli"'-tho bill 11oulJ b" cl-lrirl cd '-"~ th t ~dr .i .istr~liv" 
;robl r..:J thcrcundolr cor.eidc.r ;:.tl:· l 'ss.;n;.d i! t.hc. t'ollc•,in; ch nJ:.s :.r .. t..:J.:. : 

1 . rr:;.: 1J2, lin:. 5 , ~trik-.. out t.hc -:or d "rO':" n , Th.1...r. 1$ no 
r .:en Cor t~~'nlini.n.G tt~~ t:.ct~r t.c t.h .... u:c. cf !.:...! r t ~ri~L .. . 

~- h~~ 10~1 lin. 8
1 str~out th, \C'r d • ·.nd"1 end i n l1:1 ~ 91 

~rt. ... r t''" ~~ rd 11 ., .rr.i:tc:;:.n , ins .... rt ":-"ld cc .... ri:::"'~ , r \1~r :t."\d ...... c .. -:­
ti:-... r Juc:!.s" . .... ecnt:r .. clor n Ci; · . ·nui .:.ctur! ,._ , r~uct sub~l.!."'ltl.-
i.lly .. Ht'" t ... '1t. tron' ~is ;x.::.c;.ti:l .. ; r OCuct. thoula : .. \' t.!.is i: .xrt.~::-~ t. 
r ct.cr ru!.ly consi 1or \.d , 

3. r:....; .. 103, 11:1. 15.., :.ft-..r th .... C"rd " cubC:-nt.r1et.'' , in~ ... rt "or 
l t t.IUCh Ct·r,t.r'"Ct::" c r 5\!.bCCint.r~cts !..S U e fll Up . 11 T" i:- eh:.n..:; ... '>.Ould 
cl...r1Cy thu :~1tu~t.ion lJhcr:.. the c(n;ta in .tu .. ~ti~n r n,. t. ch:.rc;c ~.t.l·­
to :ny ~ • .rUcuhr c~ntr lct or subc<ntrnct but lik~ it,~.~ ef <Ncrh•.d 

1 . ch .r& bl" t o ~ br'-"'d'-'r sccpc cC bu31n""" d. n<. 

1, . P.\::~o. 10), lin'- 25 , ..:.It..:r tht.. •tc.rtl 11 :-.:., .. ncy" , ino. ... rt'' ,..:st.~b-
liah .. d . ri r t c.: Jnnu.lr•· 1 1942" . 'rhi!> ch:nc\o \culd ,•rcvt.r.t t!i~ :..bu3 .. 
cr t l ic ,)r~viri.;n by th\,l ~c.oin..'ll c~U.bllt.h:.1 .. nt. ~. r ruch c.n c,; .. nc;· eol ... ~· 
r.r th fUr ,>Osc c f cv~idins thi3 t • .t. 

S. P.l.·~ ill lin\o 12 after th"' · '"" rd "lh .... :-." ins rt. ,• n~r~t..~r. 
.1-icl-.. v .. r of t.h .. f _,llo·.i:'I.Z' :::: tht.:d3 t.."t, S .. cr· ... t. r' ~o.:s ' r ;.r~· c ! t.lt_r: sc 
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~ot..:: 1 tt ,., ~co .. tlr.u.ed) 

11:"CCW•:t Je" .. ~ .iesu·ab:4.en . h1l(' t! e ··oard ia ;"lvr.u t he ro·;~e:a to :.le-
tc:'".iuo i •. o oxec&sive pr oJ'1t.s , tho Stcrc tarteo h·lve t..'rtt\ ohli~\.ion 1. > 
,. .: tN•t.~ t 1\0 oxecss1ve ;:>r~J 1ts so Jct.on'lincr! . +Jceau:-c of t l.c S"!cr C'­
tflr <~.; elnno fatnl1Hr l t.y 'i1lth tl.e Slt-ua.tlon 1n the v~r\o\.l!l Crise~ it. . 
,1~ai.J noo . hcst to ~11011 hi:n t<> chooco t ho motl>od b!lot r.uitcrt to t ho 
1''1'! t.O i n c ue!; ense . 

(, , p·q:?8 11'- , l1n03 l d rtnd 1 ) 1 !'! tl') I:C OUt th.~ \lOrd '1d"!~l'M..; nl.nr" 
tn linf" 1:3 1.nct inoert., ltl l ie\l t !tel'C1!' , "o1,,~\n·-~.t.in:,·• · ~:-r.l i n line l<J 
:-t.l'll:c out 11 t o be cllr".l.natcd'' :-~.nd \nacrt, \Jo 11011 t ht!r :t)f, · ic:t~1·. \:trrll1

, 

• 1.i!' c.·:u~t:C 1.8 neccseary to C'..l:·rr-rt 'l \.11C:~l~ltcr.l arror . \:1t~1cr t~.c t-1.11 , 
t'.e "''r 1 dct !I' ~\neS t;.e e::cen:i.vc pr oJ'i.t:. ~· ~llP t .o Sf!t•retar:.t e li-
· " .t•< t c . . 

,· .;'0 l~, lu~c J , c:r:~:t:~ ··(d)" -:.o .. {r)" . •t·.l~ ,..· .. :m. !" .!:. 
u·cc:-:nr: t, "!.)1'!'.-'t" t. w. crr -,ncau:. r:r,:az- to"orc:.ec . 

Pn...,e 12~1 lL"l£5 I~ S-nJ. 5, :::trlf:O O'Jl uc..c.o~ 't~..t f r o::. t!oO l't'O-
V\.,_l,.) .. t; nr t..:olf: CCf't.l.=lJJ C!"", :!1• r t•csc• t. ltt.o,"'13:""C 1.~ a.L.r.l.ruous. '].'he 
f! J";..nro 1:1 neede11 to nake it. clMr t !13t tl.o nuheontrart:J t-0 T:f.ic:t t t.e 
rr.n•\lJ1on relntcs a re oni~· thono un·lC'r j't·it» coni rnets or F.Utcont rac t::; 
e.to. "\.crt :-y , ... ,oon or !ruhsection (l)(l) . 

9 , P:~.:~e 11?, line 21., nf t.eJ• t!iO co1.w1& , tnoeJ•t '*or .· t f'teJ' t he 
outr~· oJ' t.hn m·tler of t~~c: .::,iocro t:Jr!' urllor sub:Jf'IC t ion {1'), t: n the case 
1ay he J " · ~.1li~ clerl.cal ci:ilrtt.C io rtct ded t.o cl·n·u·~· t.hn tu·.c li:u t 
11. ;• ,l.eh · pot.1t.1.<.>:1 t.o Ute 'i'<.oX GOUJ t .:n~· he £,led 1n a J~e"):'lcin~· case , 

.,1. 
:v !'1.r.1.:s 
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::::· ;.~.1:;:U: O:t !:ITV-O::L~ E:CCWD::> r:tO:: :E::l':COTI\TlO'I lP.:!l!:!l TiC i!OUSE iliLL. 

;s !Si'.JL! iOOL'> :JA:>I: P::uo::> 19L2 1Ull'i:OO'i'I mF.¥ 
P:!OFtT BZ!'O:t": 

P:tOFIT JEFO;a T~ '": :tZ:;E-
TI\XJ:~ Di ;1 GOTI.\TIO:· Dl .t::om:r 

~ Or-' S!LL":~b --- ~ ;; OF 5.\T.l!S R-,co•TZRED 

CO A 70 000 Deficit 2, 193 ,000 33. 7 630,000 
" B · 3, 23(,,ooo 9 .0 10,307, 000 2:>. L 2, 130, 000 
"c 2, 115,000 11.1 ,, ,909 ,000 20.8 525, 000 
•o 16, 657, 000 20 .6 u? , 377 ,ooo 3~.6 11,000,000 
• c lL?,OOO 2. 7 7 , L%, 000 31.. 3 1,900,000 
" F 4o6, 000 26.1 5, 213, 000 1.1.. 2 1,900,000 
' Q 13h,ooo 18.0 z, W.6, ooo 54. 2 1,200,000 
1 n 3,0U7, :lJO 20. 5 13, 152, 000 1.6. 3 5,000, 000 

:·.tq:~ roots 

OOA 1,365,000 22. 6 5,922, 000 2). 9 959,000 
' 3 3,910,000 1L. 3 2L, 267, 000 25.0 3' 200' 000 • c 1,503,000 11.5 9, 836, 000 29 . 2 2, 000,000 
• 0 2,8d2,000 lL.S 2~,8~6, 000 37. 1 5, t.oo,ooo 
II E 3, 756, 000 1G.6 12, 57$, 000 28. 7 2,038, 000 
• F 283, 000 23.6 3' 1911, 000 W .4 1, osa, ooo 
"0 7, 46$, 000 21 •• 9 20,1$7, 000 3B. B 5' 500' 000 

~ 

co ,\ 1~9, 000 6. 9 3~6? , 000 34.o 900,000 
" ~ La9, 000 2. 7 u, 7, 000 18. 1. 51.5,000 

:\C'm:-";'! CO' ;po;"':TS 

00 .\ 9, lL8 ,000 2!~. 2 21,?95,000 25.1 3 ' 100' 000 
• il 567,000 11. 0 11, 3::.1,000 )0. 3 2, 250,000 
• c 951,000 $.8 1,91e,ooo 26. 2 JSO,OOO 
• :> 410, JOO 8 . '3 3,5fl,OO:l 26.4 soo,ooo . : 37,6~2, 000 21.5 67,099 , ooo 3~ .8 16,000,000 

:t~Ciitf:1Y 

00\ (Inoor>or~vod l ?uO) 4,333, 000 ZJ ,O 685, 000 
" 3 2, 116, ooo· a • .s 1, , 231, 000 )0, 9 1, 0$3,000 
" 0 1, 440, 000 3. 1 111, 75G, OOO 19, 1 l, JJ v, ooo 
" ~ S!>h ,OOo 15.5 10, 370, 000 h3. 7 3 ,950, 000 
• E 19, 537, 000 22. 5 27,932, 000 )1, 1 u ,ooo,ooo 
• p 1101.3, 000 1, 2 l1 , SJL,OOO 23 . 4 786, 000 
"G 16, 269 ,000 21. 7 )0, 6)9, 000 3la. J 5, 335, 000 
":; (Incorporated 1940) 4, 8511, 000 28, 7 900,000 
• I 1.57,000 16 .6 3, 01.2, 000 hO ,J 1, 265,000 

I In llddiUon, J:lOSt. of these cocp.=ies had substtl.~t1al a:r.~unts or non-
renegot 1ab1c bus iness . 
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Operawr: 

!!~!Jr: 

Col. W. T. 
Sexton : 

!!HJr: 

5 : 

!!MJr: 

S: 

HI1Jr: 

5: 

HHJ r : 

5: 

HMJr: 

S: 

Hl:Jr: 

5: 

iiJ.!Jr : 

S: 

HMJr: 

S: 

HMJr: 

Col onel Sexton. 

Deee~ber 2 , 194} 
11 :30 a. m. 

Hello. Colonel Sexton? 

Yes, ~!r. Secre t ary. 

Good morning. 

Good mor ning, sir . 

I Just wan t to tell you that Colonel Hull and 
Captain Talbert that you eent over here have 
been doing a good Job tor me. 

Well , fine . 

'lbey Just lett here. 
along about December 
to the Air Roo m over 

But I would like to, 
14th, come over once more 
ther e. 

All right, sir. 

Because I ' d like to 
how many planes the 
what kind or planes 

Yes, s ir. 

be br ought un to date on 
United Nations have got; 
and where they are . . . . 

. .•. and t he same for the enemy. 

All right, sir. 

126 

Yeah. I go over there about once in three months. 

Yes , sir. 

Now, I don't know Whether they like it better in 
the morning o r t he afternoon, but I could do i t 
on the 14th, either the morning or the afternoon. 

When would be the most convenient to you, Mr. 
Secr etary? 

Uh - - I would eay the morning. 

In the morning? 

I could go there directly, say 9 :00 o'clock. 
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All right, sir. Well, I ' ll arrange it on that 
basis then. 

And that's-- you ge t what I want? 

Yes , sir. \fell , I'll t ell him. 
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And I explained to Colonel Hull and he also knows. 

All right, sir. 

Thank you. 

All r ight, sir. Bye. 
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!I}!Jr: 

O?erator: 

HJ.!Jr: 

Henry L. 
Sti mso n: 

HliJr: 

s: 
lll!Jr: 

s: 

S: 

H!·!Jr: 

S: 
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HMJr: 

S: 

Hl~Jr : 

S: 

h1·.Jr : 

Hello. 

Secretary Stimson. 

Hello. 

Hello , Henry. 

128 "'" 
December 2 , 1943 
ll : l!4 a.m. 

Good morning. I Just want ed t o t el l you, tor 
your own i nformati on, that I ' m go1n6 to go 
away Friday afternoon tor a week and I had ee 
untiniahed business -- this matter of t~e Ar~y 
a eking us - - consulti ng with us abou t sending 
eome f inancial e~erta to England. 

Yes. 

And I Ju~t want ed to let you know. I mean I 
haven 't heard from you or trom Harri son ...• 

'1/ell. •.. 

And since I've talked to •• .. 

.• .. I haven't been abl e to take it up since I 
t alked with you . 

Well - - uh -- you have no t? 

I may be - - uh -- the -- well, I was wa1 tine; 
for some news on various poeeibili t ! ee. 

'ilell •... 

I may have some in today . 

Well, anyway ••. . 

You -- when do you go? 

Late tomorrow afternoon. 

I see. \•/ell , if I do, I ' ll communica t e with 
you. 

You - - uh -- you mean , when you say news on 
possibilities, do you mean on ...• 
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Yes. 

••.. people? 

Some-- yes, I ' ve been looki ng into several 
oandidates. 

I see. Vlell, of course, I don 't know who 
you 're looking i nto but-- uh -- but you're 
do i ng it personally? 

I 'v e been doi ng that , pereonall~ yes. 

I see. 

All right. 

Okay . 
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!!MJr: 

Dan 
Bell : 

HMJr: 

B: 

n1~Jr : 

B: 

r:I!Jr: 

B: 

l!HJr: 

a: 
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8: 

W.Jr: 

8: 

I!I:Jr: 

8: 

HkJ r : 

Hello. 

Hello. 

130 ....... 
Dece~ber 2, 19~3 
11:~7 a.m. 

Dan, I just called up Mr. Stimson to tell him 
that I was going away late tomorrow for a week. 

Uh huh. 

And did he have any -- and I Just wanted neve, 
you see, tor me i n r egard to sending somebody 
to England. 

Yep. 

So he said, "No. No, • he said, •I just haven't 
got around to it.• He said, 1n effect, tha t he 
personally was looking u~ several candidates. 

I see. 

I said, "Are you doing t hle personally? 11 And 
he said, "Yes , I'm do i ng it personally." 

Oh. (Laughs). 

Now, in other words, t hey're going to find 
somebody and then they 're goi ng to put 1t up 
to us. 

Yeah. 

Now, I just vant to tell you, While I'm away, 
if anything haypens on tb.1s front, I vent to 
handle it personally. 

Okay. 

Beoause they're not asking - - they've changed 
the whole situation. They're woing to suggest 
somebody and have me say, "No. You see? 

Uh huh. 

•.;ell, I'm not going to erose the bridge 'till 
I come t o it but •... 
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Well , I think that's right. 

•• . • it they're goi ng to do what I think they ' re 
go i ng to do, it will Jus t have to be something 
that the Presiden t wil l have to do . It's 
1t would have to be between t he Pr esident and 
Stimson. 

Yeah. 

But evi dently, what Harrison did was-- wen t up 
to New York to fi nd somebody, you see? 

Uh huh. Well, ! don't know bu t Stimson is goi ng 
to try to fi nd somebody h1meel t? 

!lim self. 

Well, that would be -- that will orobably be 
Harrison working under cover. Don 't you think? 

Uh - - I wouldn't be surpri sed. 

Sure , 1t he ' s going to find somebodY , it will 
s till have to be somebody doi ng i t for him and .. .. 

Yeah . 

. .. . he isn 't goi ng to r un around trying to find 
somebody. 

Yeah. 

Yeah. 

But .••. 

Ir they call up here, then you want •... 

I don't want .•.. 

.... -- to call you? 

I don't-- yeah, if t hey oall you, a nd I've told 
this to White, that 1! any thing hapoens on this 
front, I want to handle it os rsonally. 

Uh huh. 

Tha t 1s, you wa nt 1t delayed until you come back 
or Just r efer .• .. 

I 
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llo • 

. • . . 1 t up there? 

You oan call -- you or 'ilh1 te can get together 
e nd the two of you oan call me on t he farm. 

YeS-h. 
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I mean if Stimson is going to handle t hi s 
oersonally , I want to say-- anybody t hey nu t •... 

Well, we-- you don 't want it delayed, you Just 
wan t us to handle it here and t hen cont act you 
ae to what' s done end wha t we're going to do in 
the way of aonroval ..•. 

No. 

.... or disa?or oval? 

No. I don't want you to say -- i t you get a call 
on t hi s, I want you to simoly say, •··ell, this is 
something that l·lr. llor gen thau 18 handli ng person­
ally and I will r elay 1 t to him." 

Uh huh. '·l'hY , don 't you want us to consider it 
here at al l? 

No . 

I mean , between ••.• 

No , I don't . ... 

•••• Wh1 te and me? 

No, I Just want t he two ot you to get together 
and call me on the phone. 

Okay. Well. .•. 

I mean, I Just wan t you to say -- 1n other words, 
any messag e that oomee from anybody a t the War 
Deoartment on sending somebody to England, I want 
you to say, "Mr. l·lorgen thau is handlinli this 
personall y and I will r elay it to him. 

Okay. 

Ri ght? 
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3: Yeah . Sure, I go t that. 

H~!Jr : Thank you . 

B: All right . 
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Ted 
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HHJr: 
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HY.Jr: 
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December 2, 1943 
11:51 a.m. 

Yeah. 

Mr. Secretary, two things I wanted to ask you 
about. 

Yeah. 

One. First, I might tell you that I have 
oereonally lined up rive members of the House 
~aye and Means Commit tee already. 

How have you done that? 

I have talked to them mysel f and gone completely 
into the problema about t hie bill and have gotten 
a definite commitmen t rrom them. Would you 11ke 
to know who they are? 

Yea, I would. 

Congressman Dewey from Illinois. 

Yeah. 

Congressman Simpson trom Pennsylvania, Congressman 
McLean r rom New Jersey. 

Yeah. 

•laloney rrom Lou1eiana. 
- ·-l 

Yeah. 

And Forand rrom Rhode I sland. 

Yeah. You mean you have talked to them on the 
phone? 

I have talked to them myself. 
gotten a t1rm commi tment trom 
against the blll. 

Yeah. 

I know them. I've 
t hem. They'll vote 

And I've gotten two of them to agree to do some 
work on it 1n add1 tion t o that. 

Yeah. 

Regraded Unclassified



G: 

!!MJr: 

0: 

!lMJr : 

G: 

G: 

HXJr: 

G: 

f!!·!Jr: 

G: 

H~!Jr : 

G: 

i!J.!Jr: 

G: 

HMJr: 

G: 

HHJr: 

0: 

- 2 -

And befor e t he day l a over I hope to be abl e to 
tell you I have got t en thirteen or t hem •... 

Wonder ful. 

• . .. which will be a majori ty. 

Have )18 got a good man in North Carolina? 

135 

No, we don 't. We have a good man. We have-- uh -­
one or Bob Haynes' assist ants down t her e , Lineback , 
and I thought I' d have Lineback talk to Doughten, 
a nd af ter that I thought I ' d t alk to Doughton mysel f. 

Oh, I see. 

Because I can tel l these ~eople things abou t the 
bill that other folks can ' t tell the01 . 

That 's r ight. 

And I can t el l t hem wha t l t means to our progr am. 

Ri ght . 

And I had no troubl e wi th these f i ve gent lemen at 
all . 

Well , I ' m gl ad you ' ve unlimbered your self. 

Well, my worrr , Mr. Secretar y , wa s: I f elt, 
ul timatel y , I d catch thi s ball and I have had 
a staff for a week work i ng on a very comprehens ive 
statement t o deliver before that Commi ttee. 

Yeah. 

And one that I think t el l s t he s tory. 

Yeah. 

And we have ever ything documen t ed t o nreeent to 
that Commi ttee tor thei r execut i ve meeting. 

Yeah.· 

And I don 't know how in the devi l they can ge t 
away from it because i t ' s t he f i r st t i me t ha t we 
have ever gone int o anything aa t ho roughly as that. 

,. 
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Yeah. 

And t hat, real l y , is what we have devoted our 
time to . I had planned today -- I've had to 
run on a clock schedule -- and I had olanned 
today , to do some or this work we are- now dolng. 

Yeah. 

But I thought I ' d let you know how well I was 
getting alons this corning . 

I 1m del1gh ted. 

Now, the second thing: you sent me back a 
telegram to Pennsylvania. 

Yeah. I won't do tha t. 

You dldn 1 t >~ant to do that? 

No, I think it ' s undignified for t he Secr et ar y 
of t he Treasur y to do that. 

Well, I , perhaps , should have exolained it to 
you. 

tela-- I' m not going to beg 
i t . I mean Henry Ho rgenthau 
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I ' m no t going to 
the n eoyl e to do 
is uni~ortant. 
I 1 m not- go i n& to 

As t he Secretary or t he Treasury 
e;o on record .... 

Well, I ag r ee with that, !lr. Secr e tary, and I 
wouldn't have ·~i tten the vl re 11' I felt lt did 
that . I thought you ough t t o know that Roberta .. 

Yeah. 

.... who ~~sour Chairman there •... 

Yeah. 

•• •. was the new president of t his com-pany. 

Yeah. 

He came to Pennsylvania a nd the first t~~ng he 
did was to take this job. 
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Yeah. 

And he worked every day and every night during 
the Third War Loan, and he felt when the drive 
was over, as a new man lt was incumbent upon him 
to go back to hie Company . 

Yeah. 

He, oereonally , would like to stay. 

Yeah. 

It isn't a question ot begging him, but he is a 
new man with the Co~ny and Al Williams, the 
President of the Federal Reserve Bank up there, 
who has been, of all t he Federal Reserve Bank 
Presidents, the oos t hel~ful to us .... 

That' s right. 

••.. had sugge s ted tha t this is the ? rocedure 
himself. 

Well, I can 't let my name be used tor that, Ted. 
I ' m sorry. I go along with you 99% of the time •.•• 

I know you do. 

•.. . but there' e a limit. 

And ••.. 

And that 1 s t he 11mi t. 

~ell, we won't do it then. 

I' m sorry. 

Well, I'll send it mysel f and see if i t works. 

Tha t's all right. 

All right, sir. 

Thank you. 

Thank you. 

, 

Regraded Unclassified



HMJr: 

Randolph 
Paul : 

H~!Jr: 

P: 

flli.Jr: 

P: 

~1!Jr : 

? : 

P: 

!I!·!Jr: 

P: 

li>.Jr: 

? : 

ii!·:Jr: 

138 
Dece~ber 2, 1943 

· 2:37p. m. 

Hello. 

Yeah. 

Paul , would you ~lease assign Joe DuBoi s t o me 
to do so~ething tor me specially? 

Sure. 

And have him come nov to my ot!ice? 

Well, I assume he's in. I ' ll have him coce i! 
he' a in. 

·•ell , when would you .... 

1 111 try to find out >there he-- it he's out, well, 
he nght be anywhere -- State or ••.• 

Oh. 

Bu t he Ylrobably is in. 

'II ell. ••• 

It he isn 't . ... 

•... 1! I don't hear !rom you, I' l l expect him. 

All right. 

Thank you . 
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December 2, 1943 
2 : 3S p . m. 

Hello. 

Go ahead. 

Ted. 

Yes, sir. 

I eat next to Ernest Lindley at lunch .•.• 

Yes. 

. ... and asked him whe ther he ' d be interested 
l n hel ? lng us fi ght this newapa9er advertising. 

Yes. 

He said he'd be very glad to and I ea!d that you 
would contact him. 

I certainly shall. 

No>l , he wrote a column through which he cri ticieed 
us tor mak i ng people in this country feel that 
when they bought a bond, t hey were as good as a 
soldier in the Solomons. 

Yes. 

And I tol d him to talk to you aoou t that. He though t 
we wen t too far in our copy. 

Well, he' 11 like our Fourth liar Loan then .... 

And .•.. 

•.. . because we are t ell i ng them it isn ' t a sacrifice. 

Well, that's what he likes eo .... 

Yes. 

...• will you contact him? 

I ' ll call him i mmediat el y , air . 

How a re you getting along with your lobby? 
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Well , I'm very pleased with everything we have 
been able to do. 

Yea. 

I've been abl e t o get someone t o contact ever y 
per son, Hr. Secretary , excepting Gearhart of 
California and I Just took him on myself. 

Yea. 

And-- uh -- he ' s the only fellow that I' ve 
talked to tba t I dldn 1 t get a firm Com:lli t ment 
out or . 

I see. 

But I go t the impression fro~ him that he's in 
our cor ner . 

I see. 

I think we can bea t this in the House Ways end 
~leans Comm1 ttee. 

'tlell , t ha t' a t he place t o beat i t . 

Yes , sir. Well, I think we can do it. 

Well , I' ~ glad. I got a littl e excited this 
corning. 

(Laughs) 
. t or tk~~ .. 

Yeah • 

Voen they hear thia statement we have 
~'--.. _ . ., ' .. . 

•... they all agree that we'd be maki ng a serious 
mistake no t to apoear before this Committee and 
go defini tely on r ecor d . 
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Well, you also agr ee with me that this ls t he way 
to do 1 t? 

That' e correct. 

Right. 

You're 100% right. 

Regraded Unclassified



F.r.Jr: 

G: 

HHJr: 

G: 

Hl!Jr: 

G: 

m:Jr: 

G: 

E:1!Jr: 

!l : 

a: 
!iV.Jr: 

G: 

3 : 

h1-jJr: 

G: 

HHJr: 

G: 

- } -

And it would be terrible to have Paul do 1t. 

\"/ell, that is 1000% right. (Laughs) 

Well , I reali~e t ha t you've got lote to do . 

Yes. 

Anyway, we 1 re on our way. 

That' a correct. 

Because if we can defea t this, it will be coat 
hel'Oful . 
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Fine. TOmorrow afternoon, late -- no t too late, 
because we're going to !·!eal")his tolllOrrow after noon 
at f ive o 'clock .... 

Yeah. 

•. .• but tomorrow aft ernoon after these hearings 
are out of the way, I could show you •... 

Well , my . . . . 

.. .. a GOOd deal of our Fourth War Loan. 

l·ly boy, I' 11 be on my way to the farm. I'm 
leaving on the four o'clock. 

Well, that's good. We can do i t t he first or t he 
week because we 111 be back l!onday, too. 

Well, I'~ going to be gone to r a week. 

Going to be gone for a week? 

Yeah. 

If I'd known t hat, we' d have taken on a cou?le 
mo r e of our Regional Heetinge. 

I ' l l be gone to r a week. 

I-I ell, we 
around. 
is going 

Yeah. 

can -- maybe we can shif t one of 
Now a good oart of our crew, Hr. 
to be gone Saturday a nd Sunday. 

them 
Secre t ary, 
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But we're taking the week- end so tha t we won' t 
mise any ti~e here. 

All right. 

But you won ' t f ind our shop very well uo~ulated 
on Satur day and Sunday ..•• 

\·/ell, I .. .. 

• . . . Vi th top -,eonle. 

Oh, I won ' t be here. 

All r1e;ht, sir . 

Thank you. 

Good bye. 
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!lEFE!U.IENTS 

Present : lt.r. Thompson 
Mr . Gaston 
Ur. Wilson 

December 2, 1J43 
3:45 p.m. 

lilt. Tl!an'S!li: Here are t nree plate printers. 

H.M. JR: How many? 

Mrt. TH~JPSUN : Three . Pre- Pearl Harbor. 

H.M.Jlt: (To Wilso n} How do you dof 

MR. WILS<ll : Very well, thank you, sir. 

H.M. JR: This is a plate printer, Earl T. Ponceti? 

MR. TI!O~lPSO!I : Yes , sir. 

H.M.JR: O.K. (The Secretary signed the deferment 
ap,lication of Earl T. Ponceti. ) 

A regular run on plate printers . 

Mn. THOMPSON : We!l , they have had no deferments 
heretofore, and they have lost so many they are really in a 
jam, now, 

1/J\, WI LOON : There aren't many left, though, that 
a!'e 111thi.n draft age; most of them are over forty- five. 
So this will pretty nearly clean them up. 

tAli. GASTGI : How many do they have down there? 

~H. \~LSON : About six hundred. 

.• 
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h.t!.JR : idwar d J, Donahue. (The Secretary signs 
deferment application of Edward J, Donahue,) 

Six hundt•ed plate printers ? My God! How many hours 
do they work? 

J.!J , ·.,ILSOO : Forty- eight . 

Llh. 'THOJ.!PS-Jtl : No, fifty- four hou rs. They are on a 
nine-hour shift. 

lo1h . 11:ILs:Jil : Well, they had two shifts ; they may 
be bacl( on fifty- f our now. The) wer e forty- eight . 

H .~ . JR: I ~~uld like to know. 
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Alfred J . DeBenedictis, (The Secretary signed defer­
ment application of Alfred J. DeBenedictis.) 

Do they shut down? 

MR. \'IILSON : They do t wenty-three hundred sheets 
a day and then t hey quit . That ia sort of a union 
aJ reement , 

!.lk. ThOJ.!PS<Jj : You see, t he union dominates. 

H .~ . JR: ~on ' t l et them do more than twenty-three~ 

Mh. Tn~JP~ON : The slowest man is toe day's work, 
according to the un i on. 

H. LI. JR: 
sometime and 
product i on. 

I woul d like to have l'lilliam Green in 
tell him the facts , and say we r1ant more 

MR. THOIAPSON: Personally, I t nink they coulcl have 
more production, but t he union won 't permit t hem. 

ll.W.JR: Do you remember when Gr een came i n one day? 

!Alt. TH0MP!:U'i : Yes, 
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1! ,1.!. JR: Why don • t you ge t the story? 

MH. \,1L::ON : Mr. Green wi.ll be in soon, I think. \,e 
are recommending that their r equest i'or wage increases 
be turned dov~ . I think Mr . Green pl ans to appeal that 
to you . 

h. !.l . JH: Vlhy not get me the facta on t his production 
bus i ness? 

~~ . GASTON : They are i n the un ion - t he Pl ate 
Printers • Union? 

!.!lt. WI LOON : Yes, b :enty- fi ve crafts , 

ll.M.JR: iiere is Harold Llager . 

M.t. Tt!vt.fl'SON : Ted Gamble tal ked to .ne twice today 
about that, and he asked me to ask if i t was your personal 
desi••e t o keep hi m. It would be a ver y seri ous and 
definite loss for this next dr i ve. He has been around a 
little more t han a year , and he is pretty sound. He knows 
departmental policies . 

H.M. JR: What is his draft status ? 

!.lli. TJiOLIP~ll : One-A and about t o be called. Ted 
said he definitely would l ike to nave oi m. 

UA. GASTON : That is the case I hesitat ed on . We 
cal led Norman in to talk about i t . I t is only on the basi s 
ot Ted' s plea t hat he is desperatel y in need of him t hat 
I- -

H.M. JR: Ylhy not ask for three monthS? 

Mrt. THOOSON : We coul d ask for three months . The 
~oards usual ly give six . Six is t he limi t under t he 
regulations and they don • t like to do less: Bu~ v.~ • 
coul d ask fo r three. They wi l l probably g1ve s1x 1f we 
ask for three; t hat i s their pract i ce . But i f you prefer 
r.e ~ill do it on that basis. We nave, for others . That 
v.ould carry us tnrougb this drive . 

--

Regraded Unclassified



- 4 -

!.L1. 'IIILSIJN: I believe that would be Letter . I had 
some doubts abou t that case, Ulysel£, 

!.U(. GASTON: We all did . It is the kind of a case 
lhat we wouldn't have considered, of course, six months 
ago, but the situation is somewhat di fferent . 
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H .'~. J R: Let• s talk a minute. Supposing they 
call Fred Smith; he is thirt)- five . Of cour se, physically, 
I oon•t think he 1..-ould pass • 

.Lt. GA:.<J'<ll : I don't know t hat Harold Mager V>ill pass, 
e itner. 

h .t., , J R: Or let's take Ted Gambl.e. 

Mit. ThCl'..u>roN: I should think, under oresent condi­
tions , the changed condi tions, knowing t here isn ' t the 
present need, t hese flat feet , so to speak - the older 
men - I think the Vi cture has changed to the point where 
you are justified m granting defel'lllents . It wouldn't 
have been t he case a year ago. 

Mit. G.ASTOII : Certainly, if it v.ere a young, active 
:~an, fit for battle training, I would say t nat we shouldn't 
cCilaider him for a moment , but here is a man t hirty- five 
;;ears old, and he is going to be, certainly, a limited­
service man if they taKe him in--

~~. TnOMPSON: That is t~e ~ay I feel . 

1.1.1!. GAS?ON : The question is wnetner he i s more use­
ful as a desk man in the Army for the next six months, or 
on this job on nar Savings. 

H. M. JR: I would feel happier about it if it were 
ninety days . 

lilt. Tl!OMPs:JN : Then let ' s make it ninety days: '!irite 
it in for ninety days on the request ll'ben we send 1t 1n . 

(Harold Mager, ninety-day deferment , signed by the 
Secretary. ) 

•• 
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December 2 , 19~3 
4 :~ ':l - l!l. 

Hello. 

Hel l o , l~r. Secretar y . 

John, I ' m sorry I hav en't got around af t er ... . 

'tlell , that ' e .• .. 

.... I asked you to do somet hing . 

That' s perfectly all r l r ht. There' s nothing 
? r esslng abou t t hi s. 

'""'.at' s on :tour !:IJ.nd? 

Well , you know, you asked -- sent in t ha t 
ed1 to rlal .... 

Yeah. 

.. - . cri tiel zi ng our for me. 

Yeah. 

I ' ve s tarted the machinery 1n motion and I' m 
having every for m t hat goee to the public 
rev1 ewed • .•. 

Good. 

••.. f rom the ?Oint or VieW or ~arming them Up .• .. 

Yeah. 

••.. and so on a nd so forth. 

Right. 

The criticism 1e valid. 

I t is? 

Have you seen the d emand? 

No. 
'1/ell , I have one her e whenever you wan t to see 1 t • 
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• 

Well, send one in to F'i U and tell him to let me 
have it. Will you? 

Yeah. Well , the one I have ie my own . I'll give 
it to him. 

Oh. Is anything written on it? 

':lell , it ' s Just what I owe. 

Oh, t.llen I wouldn' t do it. 

I' 11 show it to you 1onen I eee you. 

~ell, can't you get a copy or one? 

Yeah, I can get a copy ot one. 

Get a co?y or one 3nd eend it i n tomorrow. 

Yeah. 

I don 't want to k now how much you o~1e. I might 
burst out i nto tears. 

'II ell, gosh, I thought if , after you saw i t, you 
might star t taking up a collection. 

Okay. 

Are you coing up tomorrow? 

Tomorrow night. 

I see. Well, I'm going up, too. 

I ' ll be seeing you i n the morning. 

Righto, sir. 

Bye. 
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r A:'l attaclll.nr roru 1121. wl.icl> th~ Collector u••s to 

r~U!y tumyero of thP ar·mmt nm ~ ... dat<' nf inco,..e tax install­

Tilt. "V':TT"~"'ntn . llc I tolrt vou '>Ver trr nl•on• I bali~ve trds is 

•tnrtPC""'arily abrupt . I have asked f:o:-nir.JII' nnpr ~11.nneran to revirw 

all roms ••hich arc sent to th• rcMrPl J'lthlic a-.d to attempt to 

il ,,,.,.t thf"'m with A MOre cordial annroach . 
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tJr, O&mble Deocbn 2, 1~.3 

£ecrehl"/ Morganth&u 

I think we ougbt to plan to han a &al• opaniDg for 

General Gr .. nbaua•a _,. fila. Yla oucht to tU. onr a 

theater in l'lu hiDgton aJII1 haft high Altq and Na~ offioiala 

and high Gonl'IIMnt off loiala in atteodaa". It ollght to 

be a eerloua oooaaion, with a ooupla of ehort apeeohee thet 

would point up tha 111111aga in t.hle film. TM publicity 

pooplo OUt;ht to do a goo4 job OD tha opening, ad ought to 
' 

dlstrl~te atilla freD tba mona to tha nawapapera. '!'hb 

nay r;e could &r .. tly lncreue the value of the film, aJII1 

could lllllce it ao double auq by llrviJIC u a pee for national 

publloit7, be.fora it 1a aotually diltributea through tba 

countl')' . 

I th.1ak wa haft a &r .. t opportunit7, and I think we 

oueht to Illite the b .. t of it. 

• Cc: General Oraanbaua 

FS:cr 
1~2-43 
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TO ALL !U:.'<'SPAPER PUBLIS!IRRS 1 

Again in the Folll'th \1/u Loan, we are going 
to de pellA henil:r upcm the nnapapera, aiiAl upon 
the buoinauu 111ho aponaor nanpaper adwrtill­
•nh, to C&l"f'Y our urgent Mange to the Aaerioan 
peoplt . 

u 1D the put, the11 iDduat17- •ponaorad 
adTertia...nta will ~&in proTo the backbone of 
our pr0110t1onal o•paJ.p. 

I hope rou will pan thia infol'lll&tion along 
to tboae baa n••••• and 1Dduatriea in your oom­
munit1wbo can au4 will help aponaor t hh Tital 
local nnapapar adnrtid~~g . 

The job get. mre aDd liON diftloult u we 
inorea11 {he &aoWlt of 1101117 to be railed f r ma 
illdlrlduall. We 1111.1t reach and conrlnoe an in­
creuiDg number of oitiaeu. We need the help 
ot a goo4 n-p&per oupaign 110re now than ner. 

FS:gr 
12-1-•s 

Sincerol)' , 

, ... r,-... >a' 

Seol'lt&l7 of the Treaaury. 
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TREASURY DEPARTMENT 
WAR FINANCE COMMITTEE 

SJ6 Onion Comaoroo Bu1ldlns 
CloYoland 14, Ohio 

OooOMber 2, 1943 

Ron . Henry Llorgentha.u, Jr. 
Seoret&ry ot the Trouury 
WaohinEton, o . c. 

Dear Henry• 

Tbe.nk you very c.uoh for your ••ry nloe letter 
ot Oeo .. ber 1. 

While I still think thet Ted Gamble could na•e 
pickod a botter man and so told him, inaomuoh aa I 
aoem to bo hie choice, I ean aa1uro you that I will 
aooume thio new r esponsibility and &iva it my Tory 
beet ottorta. 

Be aaaured that wh&teYer I do, I wil l always 
naTo 1n mind that I represent tho Soorotary ot tho 
Troaoury 1n this State, and will not let him down . 

Sincerely, 

tPb 
PJTtal 
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December 1, 1943 

Dear Phil: 

I waa delighted to learn that Ted 
Gacble wanted to appoint you Chair.oan ot 
the Ohio War Finance Comcl.ttee, and I wu 
pleued to concur in hia recommendation. 
I am contident t hat you will make a great 
auooeaa ot 10ur new reaponaibi llty. 

Sincerely youra, 

J 

I 
\Si gnod) Ronn 

Kr. Philip 'froUD.atlne, 
War Finance Ca.cdttee 
536 Union c-roe MldlJI8, 
CleTeland, Ohio. 
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DEC 2- 1943 

lou 'CJiil Le 1ntu .. ttcl in lulollli~i; how we h&n4lld t he l.u&l'4 
Fr•r•• :atler, oon .. rnlne which I apolte t o ; ou ao=e tla. &£0. 

.\11 i nnau,atlon br the iore1p )111:14a Control cll10lo .. a tbat 
ill lLt &llt\11011 ot l !HO rw ttanou tot&lln~ ; 1,825, 000 ha4 belll 
llldt wlt.hout lioe.ue boa !.n York 1.1 a ~anA~aAlan corporatla 
ill .Uc .. tt.t f rench pu tnera ot La&&K, 'erh, Jl&cl a fllllalutial 
illtt r .. t , l.'be raittar.c .. were to a Swiu bwlnr: tlr.:a and the 
upl&~~&tlon r.1Ten wu t hat tbaT repre .. uttcl the U qllic!atl& ot a 
!:Wlu lllterut ln U.. P• nnenlu c:or 0•oraU011. t'hia upl~U• 
au not con•lno1~ and •• took atepa with reepet\ to the S.lae 
!lrD'I aooollllta 1n thil 00\l!ltr; oaloulahcl to alhit !rou H the 
llltl.ute ""t1.A&t.101l ol the ! 11114a, U t he aa::.e t b t, " ' 14Yile4 
w~4t lin !Irk, \hat we wan not aatiaihd 'lllth tile u pltA&Uon 
llld UU'orwcl t h .. ot w etepa •• ba4 taken. lteyer w llartcl• 
• •ill thereupon adaltted t hat t here never hl4 been ant ~ill 
iDttrtat la t he l • ner •nlan oor porati& and t~al t he r~tt&no11 
~tre , 1n tut, tranai ora o! u edit bT l.lo;tr 1n 11111 York to n14-
>e1ll in Chatel•OU,oa, then uno .. upltd Jr .noe, lne : w1as baoltlD£ 1 

tim •aa =erel.J u 1at.....aiur 1n att11t111& t he traneuiion. In 
tllll tr llplaa&Uoa tl tlbl t he r ..Uttano" nre eth thd, La•U· 
·•lll a11cl hru tNtUltd iJI. '"~'~' u t ollowu 

U!oOil tile tall ot i'ranoe, Luarcl, arb, ao-rtcl to Chatel· 
~\IJOQ, .Utb .. ch t he tir~:~. wu hohllloallJ ln a 101111d poa1t1011 , a 
lllbab :.tlal part et 1ta u11ta • u ill oo•.,olal blll• Wid oredlh 
that could be dl ll.uAte4 oal¥ 1n t he ooou;>itd aone. !in l d-':.till , 
•ho wu t htll 1n ehar~ et the otlioe a t C a tel·Cu,yOA, ! t lt t hat 
anl , 11h0 bore & ~f! &G&lnat LUaN bt .. WI I he 'btl11YM itl 

rartnt r e had opfOie4 a polltloal~, nla.bt tab aotlon to oauae 

• 

t run 011 l..&a&r4 Yrer11 anc! .Ceroe ita r ubllo ! allW'e{ tbtre\t 
t coor::ollehln& t he 4ua.l. objeotin o! pUAilhl n(. a pol tical tlliQ,Y 
&116 dlsoredH!n£ "lattrr.&Uonal Jnllb bankere. • In4etd, depoait.ort 
vert ~ lrta4¥ wHhdr .. l.nl; t heir !Ulld1 at a rap14}J lnoreu lng ralt, 

v 
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,.~u ,ue!.llw , .-ulcl-' elll c u;;.z.wc,loo.ttd a!U. e1 ar , lll.o l:lad re­
ct , Ll./ arrlud ln t l e ,,n~ terl ~ tatoe , and o.~~o.eu t . u\. fWlds . e aenL 
to t •. t , ,.,, 0 1. 1M. Lv anahlo lt t o J .... t ita ot l1 ntlons . !.oe:Un 
1t h·I•~J ·a.livo t r.at .. a.vl .l- -ell~ ;)\l tul:l t.u flllld» ~r 01-p ll, , _oyer ~ 
arr111 e.l t.~ ·'""' t :.e ... l 1il2t> , OO r o.l t led to, QVltl • olll vi~> 
.,., t •orl~ .. ..l . ..avlc!- o1ll .• u iutltit<l t l.u t .o used t 1.e i)r oceods 

,J l a ,. Ht• ucu l )lal, t o ~o.eot lta.HU... to l.tainoLil o!.li._1.tlo..~ 
~( anl'll , ar ia , l r • .for. t ion , reu:.ll .. v.1h le <.Ooa no\. 
••:•wlh .. L!,a~ r rr.n .. ..lteoilll l or Cl./ ot;.er (.i rtct , au·t,:eJ of 
o: .. rJ, tr. :or . , .;_..elf :Jf t _e r e:-! l tl.:iCi ft . 

. • tor • U! (.)lolh,oro.tlon , l'C OICi ~o:! lO ~r,.J t .£,::61'<..
1 

,.011 

.-r , l. c..:. t nuo t~> o,•ert.le ; rov ided t .• t. t U.o !11"- ~ave adequ.l' le 
..Ln. tan o. ll t : r o.t..!ul:.eu O.i . .. , 1. · .11 . 1 • c u 1"-utlor. o.a t o 

::.1a .u c.J t .. e , l , ..2:.,v00 a..,d t • .-t l .e ! r eulll._ or~er .,.ould ho 
t.;.., Ute! • • t., .L.. t uo l ~.ot-re b. l .. c H r a .. u .. La 

1 
a.rL:.or c • 

•• ocorll l n,).i , on .• on-'-111' lCi .l~~:~ . uuJ 1 , ... '! Jr..., u t 11od tecl 
.~, 1 ~ , vOO i n ..,uvt rnment bJ .. o.:• 1'1' Lt. t ilt r oi!or"l " esorve ).iJ.lt o! 
.. cl> ;or. , ..1~ t l; t ter...a o! a c~uu .. t , a.h::ultllllt ouaJ.;, noc1.1ted b¥ 
li.e !! r •.• Lt.oiO bonJG WI)' wO veGteJ .. ! .• d i< IIUQ;.e tM pro;~erl; 01 t l.o 
Lr11 tod .• b tu lt l.ukJ'cl , or 6.Jl:l of i ta , r.rtntrc, • llo1.1! d on1.a~ • i n 
t.at -~<lor1d ll.ohUon ~>! ou.r 1n• <LO <~ l controls or H it should 
•o j•ttr-lne4 u .a.t !..uid- .. ei ll •a t eltl.QO u t o hla c il.,oaition 
n l.t ,.l , Gli!L1000 1a Wllr ue . unu, on , 11 U conu wu io;~.ood t o 
A£•rd autLorla .n& iL to kd=lt ~•Tld-. eil! ~~d e,or L4 ;>ar tnera. 

• 1.1ve alao refer r ed t .. ! a ~tLor t o t .• e .~t>~r.-.e; .. o~~creJ. !or 
•· •" ao\lcn u :.a;; I. e &jl, rot~rlate . 

• 
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TO 

TREASURY DEPARTMENT 160 

INTER O FFICE COMMUNICATION 

DAn December 2 , 194} 

.,cere to.ry llorc;en thau 

~ r . \'(n i te 

lhe British Treasury , the Army and the Exiled Govern­
~enta are pressin~ for a decision on invasion currency 
ut•obloms . 

l1e ht.d postponed f inal d i scussions end d~c.sion until 
~~e terms ot the French currdnc> hMU been set. led. But it 
no• loo.<b a.s thou..,h no turtber oflicial <liscuasions with 
tbe rench Com1 te on cur rene) me t t e.·s ere to be oerml tted 
.o tuko place for the pre sent . >Ia are preparine· plates for 
a "'r~nch cur1•ency without wai t ing !'or final decision . 

! don ' t thinl< we can a ppl•opria tely j)OS tpone e. decision 
:~lth respect to tne Dutch , BEll~ian , anu oth er exiled 
ove1•nment currency ques tions . 'lhe !.lri tish urHl the 0 .s . 

Army W'ld State persist in favorin., thtJ uoe o1' t ho local 
cur,•encies which the EXiled ':ove ,• ruuenh have a l 1•eady pre-
9Gr&d. ile beLieve we do no t ho ve cnou11h C:l'Ounds to insist 
on nn Allied J1li tary curr ency (similar in character t o the 
one used in Ital y) in preference to their l ocal curz·ency . 
- t ~ln< we ou&ht t o ~o alonu wl U1 the~ . 1~~ ~ree with 
this po~i tion there r e:ns.ins on<. question w1ilCll :nus~ 1 
cnsr.cred: '* 1~ 

1 . Shb.ll ·r.e 6 sk those !..-<Ued lovo.·nments e-k "'i 
to turn over their cu•·•·encies t o u s / -~ · '1. 
without our me..: in.., an, co...,itmLn t as ll /)~/1 
to terms or condl tiona of reJ>aymen t , 

1 

01' 

2 . Shall ·11e <io a s the brit;ish and U. 3 . 
Army prefer that we ao: nnmel y 
comwi t oursel v~s nO'H to t'edocm in 
dollars in Lhe fu turc such local 
currency as are uoed 1'or the payt~tent 
of trooos without sayin~ anythinu 
abou t the r emai nder ot the currency used . 

\ 

.. e in the Treasury oret er vroeaduro ( 1) . I have asked 
r . itzwe> ald for an eo~ointmen t with you it possible 

oetors you leave to di scuss this "'a tLer 1naslllUcn e.s 1 t is 
o tUn,, ea:barrass1nw for the rrea~ur~ Lo do lay the dec~ s ion 

an. urth'r . 
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FEDERAL RESE!IVE BANK 

OF Nl"ll YOlll 

December 2, 19/.J 

~ur llr . Secretary: Attent1ro: !'r. H. L . llite 

I am enclosing our compilation tor the ""ek ended 

lovembor 24 , 191.3, shoWing dollar diabureemen te out of the 

l.'ritieh and French accounts at this bank ard the means by 

which these expendi turea were !innnced . 

Fa! th.l\llly ycura, 

1•1 L. • Knoke 

L. • Xnoke, 
Vice President. 

The Honorable Henry llorgenthsu , Jr. , 
ec re tary ot the Treasury, 

>.ashinaton, o.c. 

Enclosu re 

Co P I 

161 
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Dra bn 3, 1943 

COtlliDPtiAL 

l'lloei....S UU. elate baa tbe ,.._,.1 IIIHrva 
I!L"k ot lift Tortt. t o r t.be oont'idm>Ual 1nto~~~a-
U.oo ot t.be s eoret&J7 ot t.be freulu7, o.,.pllat.laa 
tor the - ...,.. Io- ber 24, 194), abood.,. dolla>' 
d1abure-ta <01\ of' "'- !lrUiall lapire and Fre..., 
aooou.nte at \be Tederal _,... lank o r .,.,. Yom -
U.. _,. bf 'lllllioh -- expand.U.a""' .. .,,. tl..llaDMcl. 

162 
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MIUTAIRE I'RAN~AISE 

,lUX ETATS.UNI& 

tWAJf•UHaTO .. t . D. C 

T'. L.UOMOff• O&c.ATV• 7t38 
1711t " .,.. • ..,. 

Decellber 2nd, 1~3. 

D••.~ llr. Morsonthm: -

Followlllg o~r coouroat1oo or y .. tor da¥
1 

I Ml1d you ho r ow1 th o. memorandua on our ploou and al'llallenta 

p~cbues ln the On1ted States ot Amertea 1n 1939-40, 

I trust that Ill' reoollect10Da are correct ... 
al tbo\11111 I ;;a,:;: han m1u4 11p OOM 4a toe. J.a I told Y"" J: kept 

a dt.ry at tbo tiM llil1.eb 1a tn a oato plo ce 1ll Fraoco aJid llil1oh 

shu a aoro d otaUed a ccount ot the rat t o. 

I tate th1o opportUD1ty t o thank yo~ once 

more tar th e bolp you gan ua 111 thooo cr1Uoa l daye; you wore 

ac kind t o mo t hen that I really thoU/lilt that I •• one or the 

ramuy, 

llr . Henry llorson tba~, .r r. , 
Secretary , 
Treuury Dopertmmt. 
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On the <:6th of Aur.ust 1939, Ur . l'"ul Reynaud, trench 

Firvnce lliuiater, e• !led me to Prris from tho euwltry and t uld ce 

tlvlt I hnd to lerve ct once by plt ue for ~nuhinstun, ns ~= w•s un­

' v<>i<:t• bl.e . Ur. Bulli tt, t he t.nericcn Acl:icloor.dor to !'renee .,nt>ged 

t.o f ind , ne1 t for r.e on the clippor rbich ~r a lenv_ng l%-rseUles 

t.ho nel.'t dn.y. & u ref!.ther dt.'layoci ua three d.t yn in Lie.boto.ne 6nd we 

1 rivou in l'-e•, '1ork .c;n t.he lst of Se t enber, t he d"y GeJT..an.,v iuvaded 

Po.u r.d . I rln l.r.aedintel y to ~·cch-n;Jton , end rent to see the lie-

eN,t.ery of the frereury, Ur . Henry .,forgenthllu, Jr . I told the t8-

cr·• t • ry the.t the trench Qovernuent lwd 1nntrueted me end Colon&l 

J r c<•uin , hen ! of the Air Ulodon , t o purcluooe nll the plnnos l'.lld en-

;::lne& 1..ht t could bo found on 1.he ot rket , nnd thnt we Y!ere l'illing to 

f 1nt"~uco the eX!-'ftnsion of 9lnnes end ana ine plontn whenever necessery . 

•• t he t.elltrn1ity Jet ..:hich ?t"Ohibited tll sole• of t:Lr a..teriel fror:l 

the united St.< tea t o the bellio;erent countrieo us still in force, 

I • s kecl the Secretery .-hether he thou,::ht Ulbt •• c<ruld nevenheleb& 

··1• ce our cot~tn ct.&. He t.oin ae t~> ~o ahet10 flnd to ~J.dle things c s 

<llickly oa posaible . 

At the end of Septenber , we hrd o1roHoy contected Un i ted 

J.ircrrft Corporotion , Curtios- f,risht, Dour.l~• end Glen llortin for tho 

) urc)\Ctatt o!' over two thousond plnnee and five thoua8nd engiues . These 

Jiroa nnked d.,..'l'l pe.yment of 25 to ~ or the •=oun t invol ved t o buy the 

ru• c•terillla ond expano thair plrnta . /•t the boginninl( of -.lctober , 1 

;ot. ' ce ble CrOP! the French Treeoury oX}Irocain,:; t.heir er.xiety to t<G)' 

creh such J..IU"~e suas or QQJley .,.hen ... 'ere not sure to J&t the CeL.very 
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of the goods u the repetl of th~ »-'• Jabarco ••• otill doubtfUl . 

I •no• or od t!v. t I t~• • cor .vl.ncod till t t he Act would be rcP<>nled , 

At tne s&te tl.ce , I roc t ved tho v~oi t qf my co_le~gu• , 

nr . i' 11180nt, r'int nch l Adviser t o tno Brl. ttsh Alobesoy VJhO t old me the t 

l,ilu l$r 1. t ish AmbnGSAnor Lord Lorthifln YIOU norr1ed tho.t we sho\.J..ci p,o on 

ll•cing contrflcte for e:rplt..nea bvforo tho repea ... uf tb~ .Am'• ~1.1'80, 

Lord Lo1 thlua f"'•rod thvt COfUll'885 nlght heo r or our doin~• t.nd thot tho 

l.<b:l.o l otro tl.an l:ll.~ht be ~ceu.•ed or C.,.,,>l1c1ty 1n the vi.>4ti0n or the 

••OUtll !lty Act, uta th&t the r eoerl of the foid Act could then be jeoll<r-

uitoc! . 

I told ny colleo~e t.hLt ne were i n dire need of olcnes , 

enrl t.~ ~ t we could not vrl'it u;,.til the /1ct ·n~a repo.• led . A dela::.y of two 

v l' three nontht i n the oelivery o r the pll no; "' sht cllUlge tho r .. t. or 

t.ha vn l' . 1.4r . Pinr.ent insisted ao ouch thPt I thought ,-,roper to telk 

tho '"'tt·or over with the Socrew ry of the 1'1'e<>oury. I ••·r Ur. L!or genthou 

on tho 6th or October . He told r.e tlv t ho thou0ht t•o nre " cting very 

<N rtly, 8DU addod thLt he rould uol~ to tho Pro•1dent ·bout the <>Uo~tl.oa, 

._nd t.aklMi e:e to see hiD on the next dey . thezt I • ent. i n hi.s ortft'e the 

l'ol-Ot!l.n.; day he lookod 1n very hlr.h co1r1to •nd told " "' •You ""!" the 

qocn .Lights . You c6Il f!O on p J.toCitl"t your cont.rrct.s ." Ur . Uorgent.heu 

aoid th.at 1! I bod any trouble 'lwt•oovor I ohould co::>o and see hio , end 

ho inalotoU that 1 aho\lla do so every week on l odnetdo.y morni11g , because 

he lw1ched uuw~ly with the President on that day, lllld could tbuo br i ng 

cr ttoro to his attention .-!.thou~ losa of tl.mo . llr . llor~entocu r.dded thot 

t n t.he Pross Rerrese-ntr:t i ves r.ere rlt:rys uroun<l I shou.J.d tt>~e his privnte 

e.o.e·1otor ttnd get into his office thro~h his secretnr71B ent.rcnce . I 
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did so dw-in~ the •'hole "onths of October tnd llovc~:~ber nnd found olrnye 

the Socr etc.ry most helpful o.nd kind . 

During t.he flecond week of October , ' e tiere i nst.ructed 

f rom Cil'lric to t ry t:nd get somo ctwrctui.ghts und nnti-olrcraft gu..,e from 

tho ~ceric•n ~rQy. The French Gener1l ~tLff ~ere greutly impressed~ 

the •Pi-<llin.; nlillliges brow;bt to l.•roew 'nd other l'.>Lish cities thrOUgh~• 

•ir bot.b<rdtoenta and tney ferred thL t the Gcn:we lll.gbt stert bocbing 

tho French cities during the rlntor . I went \.0 tr . llorgenthnu, end 

luahtod u,:on the f•ct toot we needed thoeo eeorcbliP,bte cno anti-

11rcrf1ft guns t o urotect our civi..i &n . .:.a ~ul.l.!tions . He t;Ce extremel y 

lMpr onaed by our request und told oe thnt ho woold toke th~ nutter in 

hond "l th t he President dw-1ng the v.oek~ond , oc he ' " e going to Hyde 

t'vrk . "fle ahr 11 need the r'ret~ldentn - htt told rne - ttBs most of t he 

fellor.e t n the I''Pr Oepertnent lu ve not yet WJderetood that you ore 

firthting: our "'6 r." On the COJ..1 01r.·1n~ ~u.ndr.y corniDJ, I received e eell 

t rcn Wr . Uor~enth6~1 e secretary BeAinC &e ~cone to hie orfice n the 

Tret.e\U"y ~nrrtra.nt. . tihen I &rr1ved t.her8 I t:c.a toid thet it'!' . Wor~f'nthau 

Muld t.ttlk to ne on his pri v• tAl .ina rrcn llyde r r rk. Hr . Pors:•nt!'!lou cell­

ed t nd ould in c very =heerful voice that C.Yorythlng ..-es o . k .' ed and 

thtit we t>Ould lulvo the ceuch..ights and tho cnti-aircrdt guns . 

In Dece:nber 1940 1 uftor thu l'Gpoal or tho l.eutreUty 

Act, the frerjCJl Purchasing Hiu,;lon """ I'Borr,vnlsed . An /1nglo-f'rench 

~upply llo! rd ,,re set. up in London und8r tho cnoirltWlsbip or ur. Je•n 

Uonnot, the ~~t~ericnn Brench or t.no llo<>rd '••• hcnded ~ Ur . ~urvie for 

the brl t1sh t-nd Bloch Ll•ine for the French. 7he Aaerlccn cdw..n!.st..r .. tion 
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eet up r. Cot:l:littee to de1l ri th the lllita on purehealn<: problema , 

nnd our contr.cts rith l!r , llor gontheu become lece frequent, 

In June 1940, ofter tho French Govtrnmont hod cnlled 

for on &rmlctiee the Bri tieh ~eked ua to turu thoo over • ll our 

t\rc~nento Wt(i airplane contracts i n tho Unit·ed Stbtes, the t otCJl value 

of .-hieh exceeded llOO r.tillion aoU<ra . I.e uro \hen eo,.,;>le~ely 

cut off fro;a Frbnce t=s theGovernctent Kept uovlnll from one tent to 

• t rtot.her ~hiJ.e the Ge!"r.f,nfl ~~~ .. v1 need . • r . bloch ~it.e, Coi.o.,el Jrcauln .. 

1 nd nyuclf held s cee~ing aurin~ \be ul ·bt of the -6th of June ~nd we 

decided ~ <coopt. t he British oro:JOo.U. t1nd t<> tum thea over ell our 

coatrvcts . I worxea on the fincnci~l c~Luse~ of the a~eecent on the 

17th. It Y:o~ most ic;>o>·tent from o legul ooint of vie" th>.t the 

' 'qr eccent should be signed before t ho Arciutieo hed been forr..nlly 

OUI•Cl uded r>nd whi..L& vte i»:d still tho pot~et· to Ret F B represent atives 

of tne Jo'rench ~overtment .. 

To rt~Hi:e thinus easier for t.l11.1 St'! t !.ab "'e t Qecd -chht .,e 

\,Qu_d UOt CJ..f; il!. t.he reil:lburser.ent Of t.h._ doru ..r)r..ent.s l'·e oc,d Cibd8 

to t he ~eerie~ fims •blch exeoecleo 4fXJ ailLion nolluo wtil the 

·oooa -ere delivered ~ the l!ri t "ab. 

On the 16th ot June u oeetb~~ t.ook olBce in i.ir . HorgenthL\. 1 • 

c;,tt'ice btttvreen the an tish end f l•ench represe.ntr.ti ves c.na Dll.ny offi­

ci•le of the 1'reeaury Dap<~rtment inell<dtug Ur. iL. rry 1\blte nnd llr. L . 

Hernste1n . fAr . Morgenthau ?rho s trougly fnvourea the aoel , asked 

>lllthor everything " ' " settleCI . lie i ookod vory pleo&ed r·hen ho he•rd 

th( t the t ,;reeuent res signed . 

Thus the British eventu.Uy ben•r1ciu\ed of t.he :>ll ne• rbleh 

1'0 h&..o o·ntered w!th the .kd!J~r..i£tre..t.i.Ott 1 u · 1>~rovt.l te·ore the rfl!neFl o f 
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!Jr,ttle of Jlritdn dUI•ing t he nutur.u1 of 1')40. 

Paul Lero; -Beaol!eo , 
F! ne.nc!al Attache t o tho rreneh £,. 1.,,

7
.;. 

... &1$-t 
1937-1940. 
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TREASURY DEPARTM ENT 

IN TEP O FFICE COMM UNICA TION 

DAT& Dec . 2 , 191~5 

TO Secretary rr.orgenthau 

F it OM lo1r . White 

Subject: Treasury repreaentative in Cnina. 

1 . !'he State Department nas raised i .ntormally the question 
of the desirabil ity of appointing Adler to the post of 
!'inancial At tache to the Embassy in C•lina . State says 
that thia augoestion came from the Embassy itself and 
u.at the reason for this sug0est1on 1a tnat appointment 
to this post would .;ive Adler diplo:natic status . 

2. As 1•1nanc1a l Attache, Adler would be on the payroll 
of the Treasury, but it is uncertain 1.bether he would 
be able to preserve h is independence aa a representa­
tive of the Secretary of the Treasury. 

, . '.le had planned to appoint Adler as Treasury representa­
tive in China, makinc; it c lear that he was the representa­
tive of the Secretary of t he •rreo.tul•y , subject to hi s 
ins true tiona , reporting to him, appointed and subjec t t o 
l' enlovu.l by h im. We had also planned to re (juest diplomatic 
status for h im. 

4, J:r . Bell and the members of the Le~,.£.1 Division agree 
th&t we oll$ht to strive to make Adler a •rroasury re­
presentati ve with diplo=tic status . 

5· If you approve, we would like to insist n Adler ' s 
being made a Treasury representative •ith d1plomnt1c 
:status . 

I 
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we ··u=sza-. 
rll*l .... ..., ef ...... WuM ... . 

lfOI -.a.. IJ Wtro • ..... .. 

DAlil a 111 Par 1, ~ 1 •·•· . · 

~~~~--· l'Pil 

,_ -.. ,... ~ • 1 illtf., ,_ ~ 

1. laor 1 21u .._ .__. -. --. ..... Yel .. , ...... Ia----~· r&lbz ... la , ... 

....,. ...... liT"" ••=• et ae1t Idee. 

•• n.. ....... __, ........ ---·-
tlall--.. 
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o.~. S:X:JU."'' COPY 110 

SJ!UI.H llOSf Si.CI\.:.'T 

oPrc.L uo. 3?4 

Info!'1llll~ion r Jcdved up to 10 h.lo\ . 2nd Duc>mb.,r, 1143. 

1 . ~ 

Aircrnft. from on 1 of H.r.t . t":ucort. Co.r1•t.f)rs shot do\"m r. Pocko nolf ntar 
nn ou twent convoy in ..,out.h " ost ap~roachod y.totcrd.t~Y • rwo of lf.Ui.. Des~royo~ 
ond • I o~r Gun Boa~ curriJ< ou~ • diveralonut 'x>O'bar<l.on~ as part. of a fJin~ 
ln:1din~ on tna hdria~ic coas~ on 2!lth/2'~tn in conjunction 'i tn !lt.h Arns ut.a~ 
.l.i oc! P"Lrol craft. in~>rMptrl S &-Boat.r ninOlJlne off CO~ICA or. 2?tb/)oth . 
Durin.; a brtaf cncount~r """~ ;;..iJcat.a r~~ daJ:oftG .d al110 l .Ulioo p1~rol cran. 

2. •u~tr..RY 

It.uly t.o Noon ls~ . 8th lmo.J . ~""' furt.h•r ndvlllle~ !>-;yon~ FOSSAC~lJ. 
ttncl eapt..ur·l 01 n vi.l.Lst; ~ mllv rlort.h rf1jst. of that placa . 

llo e~n£11'11\n tlon o1' r •port.<cd cap~ur . of LI.Nc!AtlO, Ch~t~.rt.,o """ CP.SOLI. 
Co~ntt ht·v 11 b~~n unabla to ot.o11 our t h.1vanc .. tn llpit , of d...tl.lrminod count.or 
ntt.ccke , t.h -:~y havu suff·lrld hou v)" cttoualt • .t 'JtJ ton·' h. ,.o b ·,n f ol'C.:. 1 to o.OOndon 
:11unf ((UnA nne'. rruch t.rananort. a.nt oquipt ... n t, tl Uou t. 1 , 000 prlsou..)zrS t.ukar\ Bo far . 

'r'..::~s t.nn f ront 1st . rot.. .... l o: ~82 llOCf\rt.•d ~ort.r f'Sea ® d L1btlra~r::J 
out. cf JOZ J'J~1 .. t.ch ~""' At.t.c ck.xl f.Ol.Il~Ci ..;.. • c!ri~ilin£: 69L 

to:to l tn U'\ob'G .. rvv-.. r -.. !tult..; . 170 ::.;cort '.l'r. Uf!·lrn .ripped 226 t.onJ on ) · 
.!rflolds 1ri IIOf ril ..!li fP.;.•C~ Fith f:.tr ncu•t•i';;'· :;.ch • .t.lo dro~"!l->l Jl. tools on an 
A•ro·..11&ln rorko no>ar .U.e...hi . .,.. _..~ c-.u:~lti s ,. >er~ .<.' 29:17:1.4 for lose of 
19 fortraoouo , 6 Lil»rotors an 1) f1.,h~•r-llo~burt. 'ltlll flr.h~ -rs. 4 l•osc.ui~Js 
dJS~I'ul • 3 Ju &a OVl r llhY or Bl$Cn~ ; 1 IIO;X,uU,e .1 ~Jin . 

lot/2nd . )1 aircl"".ft s · .. nt s:.:.~,-.-.ln1n ;J ;' fli:JStn; , 1 crash ~ . 
a.ircr!Lft.. ~"'n t. ov .JT ~ou th ..:11s t .-.. :;Gl,A.,n, .. ,, ·nvir ll tint. l.O.•:X>ri: Ar .. a. · 

1 t.tly )Oth . Lib.Jra t;,or ;, d:·C'pr-~·' 21. t,.en, on fiUHu . r. a-rauilr;rG dro,)j) )c! 
44 t.ona on r alll,'r'l'l!J ,iort.b 11 l NVt lh tlout. r-r Rll'!~. lOG Li"'ht. 

O.""~nb'lre l'md ;:t ;6 f'i!..h i;.-.~rs r(;f) ... r .J.t..l•.! ., .•• r l.h . bat tl1 o.t· 

I • HQ ~~ S ·.C~kirY 

1et./2nc • k>ti-.,ir.c.,n 
,.r lt. . 1 of our 1 1rcra1't. ernst. J • 

5 p:,r ·ens. 

sh·.Ll~ C'.IUS .. l~ 2 f'lt..;l Cil&U'llt i..lt in U)tiDQt, 
f n- h~uo t ', r10hfhU,IS:.au·.k'40 killing 
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Hello . 

Congressman Douc hton. 

Hello. 

All right . 

Henry t al ki ng . 

All r ight . 

Henry w.lk i ng . 

All righ t, Henry. 

F'lne. How are you? 

Hov are you? 

December } , 194} 
9 : 42 a . m. 

I di dn ' t t hink you ' d e?enk to ~ e any more . 
I hadn ' t heard from you in abou t a mon th and 
a helf. I didn't know wha t got the ma t ter . 

•,·/ell - - ( Laughs) 

You came back f r om Auetroll a and had never 
shown me t he courtesy of calling me uo or 
any t hing. 

Oh, I thought 
I ' m hack? 

haven ' t I talked to you since 

Positively no-- n? t a word . 

~: ell. ... 

Paul - - he -- Paul - - he -- it was hi s o~inion , 
I reckon b ecause I can 't exactly a;;r ee •i t h you 
in t ax ma tter s , you think I ' m an outlaw. 

( La ughs) 'tlell , tht'I'e -- you ' ve ("Ot a tele?hone , 
too , you -know. 

HO>I 1 8 t hat? 

I might say you nadn ' t onlled me a bou t 
anything. 

.. . ... 
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That's true, bu t I didn 't-- you weren't handl i ng 
anythin£ f or us and we wer trying to handle a 
matter in which you were in t erested I - - wel l 

h I 1 I . I t e t a a 1 r ight. don ' t tsY.e any exce·?tion to 
1 t . I kno•,r that -- I was Just ~ 11 ttle sur~rised 
th~t I hadn 't he!\rd from you any>ray about anything 
connected with our work , but th~t ' s oerfec tly all 
right. 

Uh. 

'liha t did you have on "'our ~inc! , ilenr-1? 

/ ell, 1 t' s about th18 15 olllion euoE1dy to 
news:>a :>ere. 

Yeah. Yeah. They're oll here in gr eat array this 
morning. One or ~ best friends and a 0ubl1£her 
r ight in~ home county ona adjoining county ' s 
here heading a comnittee that ' s wo rking on it. 

'tlell, 1·1hich way is he tor? 

Oh, he ' s-- oh , he ' s overwhel m1ntlY tor 1t , of 
course. Then there ' s a lad;; here that runs a big 
newsoaoer down there in !·:orrleon ' e D1etr1ct -- uh 
I think she' e connected 'ol1th t he llat1onal -- uh 
no t National Admlnistrrtioh - - the Democratic 
organization. 

Well, I Just ~anted to _o or. recorc! wi~ you 
oersonally. I 1 01 100% O')')()Sed to it. 

Well, e re you cooing down? 

tlo , but Ted G:.mble will be there to r e:>resent :~e . 

Well I had the -- I had Greer to call you un -­
the Treasury, '"d see if they w~nted to be heard. 

;/ell , Gamble wil l be up there. 

Yeah. 

But, ? ersonally, I ' d r ather tlve the money to the 
starving Ch1neee. I thl nY. it would ~o nor e good. 
And ... . 

• . ... 
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';.rell , it's one o f th ba oee very em rrnssing things 
with me. 

And ••. . 

Now, I - - I feel-- ae a general QroQosition, I 
feel l i ke you feel about i t. I -- it ' s a misfor tune 
it was br ought up , I think. 

~I ell , if . .. . 

Looks like sel fishness to me . 

Sure. You end I ere interested in econocy and 
thi s is just throwtnt $15 million away. 

How' s t hat? 

You, who ere so intererted i n economy .••• 

Yes. 

•... I say, this is Just t hrowing $15 million away. 

'.{ell , yes , that ' e - - there's no ouestion about 
tha t - - ain ' t no question about i t. 

'tlell , I Just wanted to r egis t er wi tb you per­
sonally, that I' m absolutely o?poeed to it 
and we don ' t need i t. 

I think there's a letter down 
t hat you sent some time o o . 
to go in t he r ecord? 

here, soJJet."ling 
Do you >Jrult tha t 

Yeah, but there's a oor e 1~rtent letter which 
I sent up to you this mo r ni ng ~nich I .... 

Will i t be !'or the record? 

Yes -- which I sent to Harr y Byrd a s Chairman of 
the Economy Comml. ttee. 

I see. 

And I tol d him to be sure and ge.t a copy i n your 
hands. 

Well, I'll be very glad to otter it for the record. 

•• " 
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Yeah - - a l etter which I wrote to Harry Byrd 
yes t erday. 

Yeah. I think-- I think I ' ll have -- i f it 
comes to me , I think I 'll have the clerk to 
read it off for the r ecord. 

Will you do the t? 

I will. 

Harr y Byrd promised to send you a copy yesterday . 

·.I ell, we haven't go t l t. 

'tiell , anyway •... 

I ' ll -- now, ~!r. Greer, the clerk of our Co~!!ll ttee, 
oay have i t. 

\·I ell •... 

At least he hasn ' t called it to my a ttention if 
he has . 

All right . 

I ' l l ge t in -- how are you feellnc , Henry? 

I 1 m feeli ng fine. Ho~< er e you? 

Oh, excellent. All ri ht. 

Okay. 

A 11 ttle low i n Slliri t, bu t 'I 1 m !"ine in body. 

All right. 

Be in -- over to aPe you so,edey. 

I ' d like to see you. 

Thank you. Good bye. 

•• 
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Dececber 3, 19~3 
12:33 "t). Q . 

Operator: She's coning righ t on. 

!Usa 
Haokmc1ster: Hello. 

f!l!J r : lUes Hackmeister? 

H: 

Hl!Jr: 

H: 

!w.Jr: 

!-! : 

li!~Jr: 

H: 

Henry 
Stimson : 

!a!Jr: 

S: 

HY.Jr: 

S: 

h1!Jr: 

S: 

H!~Jr: 

S: 

Yes, l~r. Secret ary. How are you? 

Good afternoon. 

Ver y well, thank you. 

Mr. Sti mson wants me to call him through t he 
Wh1 te House. Can you do tha t? 

Yes, indeed. I'll connect you riGht up. 

I ' ll hang on. 

Yes, indeed. Thank you. 

(Pause) 

Hello. 

Henry speaking . 

Well, Henry .... 

Yes. 

I have not been able to settle my case that I 
so the t I could tal k very ln tell1gently w1 th 
you on that matter. 

I see. 

But I am considering several oeople . 

Uh huh . 

And I did want to ask you about t hem before I 
took my tinal decision. 
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Yes. 

The - - uh -- I wae t hinkin of one - - a man tha t 
has been very highly r eoom-ended and I think woul d 
come . That' s Allan Sproul. You know hio: , of 
course? 

Yea. 'tlel l , his name was suge;ested to us so me time 
e go and we f elt that he ought to stay and r un t he 
Feder el Res er ve Bank of llew York. · 
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Well , ·I hadn ' t hear d t ha t bu t I helle you ' ll rel eaee 
him if he does fi nd - - if he does -- is •~lling to 
come. 

'A'ell , Mr . 3ell was contacted, I think , by l·:r. 
Harrison and he told him that. 

Oh, I dldn 1 t - - ~<hen was -- tht t must ruwe been 
recently because •• . . 

Last we ek some time. Bpll told him that - - I 
kno w Bell tol d somebody. It was either to 
Harrison or Hill dr l ng , one or the other , tha t 
he felt tha t Sproul , as a tlsoe.l agen t fo r u s in 
!law Yo rk, was do i n{; far too important >lork to 
b• r el eased. 

'Nel l , won 1 t you reconsi der that? 

Wel l , of cour se, you ' ve ohsng~d -- the '.-lar 
De?art:nen t has chan, ed its tactics, evidently, 
because heretofore they ~Av~ asked us to cake 
sugcli£ r! ap ~ :~ theo end t het wee when V.cCloy 
vas handling it, bu t I rather, now, that you 
went to pi ck the llSO? le end then Just have me ... . 

'.1ell , I dld want-- you're putting it a little 
bi t mor e , ? erhal)s , bristly than I would . 

Wel l , I don ' t mean to 
you and I always -- I 
I mean • . .. 

Yes . 

be bristly -- I mean - -
mean I 'm t r y1 nc to be f a c tual. 

• . . . the s1 tust1on evident .•. . 

Oh, I didn ' t know the t was t he differ ent way. 
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Oh , qui te different. And it's since Har ...• 

\;ell , f rankly -- I mean, f r ankly , the trcuble 
~1o. s that I under s tood tha t !~r. Foley was - ­
yours - - >ISS ~·~ , 8US(;8stion. 

Not by me. 

>I ell. ... 

llo t by me. 

I .... 

I never sugGested Mr. Foley. 

And I. ... 

As a matter of tact, I have never eussested 
anybody. l·!y record is 100%. I have yet to 
make a suggestion for Engl and. The only 
sugges t ion that I made ro r England was for a 
different position, and I d1~ suggest, for t he 
head planner over there , General Greenbaum. 

'tlell , the trouble is Hi th Greenbaum, he's ... . 

Yeah • 

. . . . he is so important to Judge Patterson •... 

Yeah • 

•. .. that I can't cripple him by taking him. 

But, Harry , please ~et this thing - - the recor d 
absolutely strait ht, ror the financial posi tion 
in London I have reco~ended nobody . 
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Well, all right, then tha t eases up that situation. 
I-- I spoke f r ankly because I •.•. 

Yeah . 

•... under stood that wo.e it and I .... 

No • 

. ... though t I could be frank with you. 
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Yes, bu t t he thing that I did -- the vay that 
!~cCloy has been 1o10rk1ng wi t h me uo to now, he 
has -- and Hilldring -- have been· asking us to 
make recommendations. Now, it seems, that the 
si tuation has reversed a nd it's wholly >~ith1n 
your righ t to proceed any way that you want to . 
'11 ~11 , I Just want to -- uh -- Just . ... 

VI ell , I'd be very glad or any suggestions you 
want to make other than tha t one . 

But I want to .... 

I said, and the r eason was eim~ly -- no t - ­
no th i ng against Fol ey h1meelt. 

Yeah. 

But I wanted to have someone .... 

Yeah. 

...• that was not connected wi th any other 
Deoartmen t .. . . 

\~ell • .. . 

. ... princioally. I thouzht --I thought one 
from outside would be probabl y better. 

1.1ell, llr. S-:>roul ge ts thr ee- quarters of hl& 
revenue from the 'l'reasul"J ~nd ls t he nscal 
agPnt for the Treasur y and 75~ . or more, or 
his wor~ is for the Treasury. 

Yea. 

So, lf you wa nt somebody t ha t hasn 't a 
Treasury .. .• 

Well. ... 

•.. . taint .•.. 

'tlell, he •.<ouldn ' t be -- wouldn ' t be.··· 

It he haen 't got .. .. 

He wouldn't be relieved, I take it. 
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Well, Mr. Foley was r elieved when he wen t to 
the War Departmen t over a year ago •.. . 

Yes . 

•... when he went to work for you . 

Yes. 

5o -- but ~~r . Sproul is definitely, there, 
doi ng-- at least t hree-quar ters of his time .... 

Well, a Federal Reserve Bank is a quasi­
independent organization. 

Uh .... 

Although, I d1dn 1 t . ... 

'Nell , of course . ..• 

•.•. consider it that way. 

~; ell, anyway •... 

If you have any other suggestions, I'd be glad 
to get t hem. I am taking your suggestion in 
regard to Jay Crane. 

What is -- what is my suggestion? 

That you though t he mi ght be dis~ualified . 

Oh, on account of hie ••.. 

Yeah. 

..•. Standard Oil connection? 

Xes. 
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You see, Harry, the way 1t ' s going now, it 
pu ts me in a very uncomfortable ?Osition. I f 
you and Harr ison are goi ng to ~ut up a lot of 
people and I have to knock them down. And I've 
go t t o work with these peo~le . Now, Harrison, 
I 1m confident, spol<e to -- ap~roaohed the Presiden t 
of the First National Bank -- uh -- Leon Frazier, 
and different people like tha t and I don't want to 
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get in -- I' ve go t to s ell bonds to t hese peool e 
and I don 't want to set it all through the street 
t ha t we ' re .... 

Well , perhaps , we ' d better no t 
bo t her you. 

Perhaos , you ' d bat t er no t what ? 

Bother you. 

Tha t ' s wholly uo to you. 

better not 

I don 't wan t to aoooint someone who i s oereona 
non gratis Wi th you. 

11ell ,I personall y feel that this is a very , ver y 
iapor tan t oos1t1on. 

Yes . 

And I tol d Jack llcCloy this , as fa r back as 
sometime in August, tha t if they wer e goi ng to 
go ahead and apooin t a at riotl y Wall Street man , 
with no gover nmenta l exoerienos, and no technical 
training . . .. 

I have suggested one who i a a 11 ttle differ ent 
f rom that . 

All r i gh t -- but may I f i nish? 

Spr oul . 

Yeah, but I'd l i ke to finish and say what I said 
to l:cCloy -- t ha t I would reserve t he right to 
oro tes t to the Pr esiden t on it, because I have 
f elt tha t all of this maneuvering that has been 
goi ng on a s to who should be the header fo r 
England -- uh -- I' m sorry to say thi s, but I 
t hink t ha t there 's something else t han jus t 
ge t t i ng somebody to do a good Job for the War 
Department. And you mich t Just as wel l know i t . 

Oh, well, now t hat -- I -- l t you're going to 
put i t t hat way, I oan't hel o you. I mean, I 
don 1 t . .. . 

Uh •• •• 
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You evidently -- I don't think that's quite 
fair. 

Well, this has been going on now for over t our 
months , at least, and .• .. 

'Rho do you mean? Who -- who ar e you mak ing the 
charges against? 

I ' m no t making any chargee. 

Tha t's what it seems to be. 

And I'm not maki~ any chargee, bu t thls is a 
very simple thing. 

Well, you 've considered en emert 
when you said Aall Street men. 
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':iell, I mean the people that have been suggested .... 

You ' ve go t to get people-- I mean ..•. 

~<ell, I ' ll get down -- the suggestion of Wolff --
I don 't know >rhat hannened to it but l·!r, 'Nolff , 
the Vice PrFsident of the National Ci ty Bank ls 
a per fec t ly r eaoectable citizen but I don 't 

·think 1n this ver y important position wher e t he 
finances ot Europe are Going to be settled, t hat 
hla tra i ni ng fits him for that Job. I don ' t ><now .• , 

Well, that's ~ny --I am quite alive to reasons 
like that .... 

Yeah. 

Perhaps that's one reaeon why my fi r st choice was 
Spr oul. 

I don't know whether ~oltf was subsequently appointed 
or not. I have never been told. 

Who? 

l'olff. 

He hasn't been under my thumb at all. 

And then I made w~~t I ~~ou~ht was a resso~eble 
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request that if there were any cables from 
General Devers asking tor anybody or suggesting 
anybody, tha t I be given the benefit, at least, 
ot ... . 
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He's made no suggestion that ' s under considerati on. 
I ' d be glad t o show t hem to you. 

Well, I'd b~ glad to see them. 

••ell, they -- I know -- but they haven 't -- he 
hasn ' t made any. 

Hasn't made any suggestions? 

No. 

Well. •.. 

So I am i nformed. 

I see. Well, as I say , the tact that we cis .• • . 

i'ihen you spoke to me the other day , I asked ... . 

Yeah. 

••.. abou t them. 

\~ell, - - you are now reoomr.~endlng Sproul . Is 
that right? 

Very strongly . Well , I am if I can - - he still 
has -- tr~e is confidential be tween you and oe -­
he is still confirming it wi th one o~ hi! family 
in regard to whether he could cooe.or not . 

Well, it would -- as I say-- I .... 

Although, he hasn ' t seen me and I haven't com~itted 
myself. 

Yeah. 

But I tel l you tha t he is the best man , in my 
ouinion, that bas been pu t befor e me. 

Yeah. 'A el l. .•. 
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I knew his brother. 

Yeah. 

I think -- I am told that he ' s a man rather 
better than his brother. 
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Well , I' d llke to have a chance a t thinking 
it over and I can't understand that while 
Sproul was considering lt, ths t he hasn 't 
called us up to talk to us about it. It seems .... 

•nell , perhaps . ... 

It seems unbelievable. 

Well , don't tackle him in t~At way because 
he ' a been only - - he was -- he was looY.lng 
up certain things to see whether he could 
do it in his own personal affiliations. 

Does he put on a uniform ,-hen he goes over? 

I don 't know yet . I don ' t know whether it 
will be necessary - - my own impulse woul d oe 
against it. 

I suppose he could get a leave of absence. 
Ie t hat the i dea? 

Yes . Yes, I think not. lly own impr ession "as 
that it was not at a.ll. 

Well, eo that you eay -- I wondered •... 

I hadn 't considered ~~at fact ye t. 

Well. •.. 

Hy own -- I' m trying to keeo ev•rybo<iJ t ha t I 
can out of uniform. 

Out of uniform? 

Yee. 

'oell, you' d . .. -

Because I •• . · 
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You 're not - - i f you don ' t mind my saying it - ­
you' r e no t ver y consistent. 

'llha t? 

You 're not very consi s t en t because •.•. 

I know I' m not consi s t ent but it ' s not been my 
raul t. 

But when the Pr esident wrote you •nd you ~Tote 
me aoout sending men to eell bonds • ... 

'tiho? 

. . . . right to sell bonds over there, you ss id 
that t ne place was clut tered up w1 th ci vlliane. 
You didn ' t want any more ot them. 

No, they are cluttered up w1 th civilians in 
unifor m. 

~/ell -- yeah 
Pr esident made, 
a ss i s t t he Army 

\'lha t? 

but the suggestion, I think,the 
was to send a civilian over to 
to sell bonds , and •.. . 

To a ssist the Army to sell bonds. 

Oh. 1/ell, that' s -- oh. 

And you wrote me back . ... 

That was on the ~~ front with the troooa . Tne 
position I am talk i ng to you about 1~ in London. 

Yeah. I know. 

I t's a wholly diff erent situation. 

Yeah. 

You mus t understand t hat . 

Yeah. Well •.. . 

I don't want civilians at t he front . 

Yeah. 
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I kept away mysel f when I was over t here. 

Yeah. 'llell, all I can say 1e this: that the 
way I've been handled on thi s thing -- the 
whole London thing -- leaves me i n a very 
unhapoy f rame of mind. And I don 't think 
that the War De0artment hae treated me righ t 
on this t hi ng. 

Well, I ' m very sorry about that. 

Yeah. 

Particularl y as it comes in ~nen I have been 
tryin& to fill gaps caused by absences. 

Yeah. I don't think I've been treated a t all 
right on the thing . 

Well, I' m sorry. 

And ••.. 

Because, it so, it's been my fault . 
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1tlell, I don ' t know. It ' s been , as I say , be tween 
l·:cCloy and mysel f . 

It's wha t? 

It' a been between 1-:cCloy and myself up t o now. 

That you haven ' t been treated r i ght? 

'oell, I oean, this -- no -- this .. nole - - this 
whole thing -- I cean , the thing could have been 
settled i n one day abou t last July or Augus t . 
And I never understood why it wasn' t . 

In regard to t his position I am talki ng to you 
about now? 

Yes , sir. In r egard to t his nosition. This has 
been • .. . 

\;hy , 1 t wasn 1 t in exist~noe t hen. 

Oh, I beg your oardon. •!cOloy .... 

It may have been contemplat ed. Yes. 
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Well, !~cClo:y had taken it 
I know in September once, 
up once or t wice pr evious 
goes back as far as Jul y . 
think the t hing over. 

UJ> w1 th me sometime - ­
and I know he t ook it 
to u.s.t . I think it 
But anyway, let me 

't:ell, all r ight. But I hope you wi ll t hink of 
it fs.vor~tbly . 

~I ell .... 

All right . Good bye. 
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STATEMENT BEFORE 
HOUSE APPROPRIATIONS COMMITTEE. 

Dec. 3, 1943. 

ur. Chairman: 

I am pleased to have this opportunity ot appearing 

before your Committee tor the purpose ot discussing the 

Treasury Department's appropriation requirements tor the 

fiscal year 1945. 

The estimates now before you have been prepared by 

the Department and approved by the Bureau or the Budget 

on the assumption that the war will continue throughout 

the next fiscal year. With the winning or the war as our .-
obJective, we have sought, at the President's direction, 

to eliminate any expenditure, however desirable and 

essential during days or peace, that might be dispensed 

wtth during the present emergency. 
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Since the Treasury is essentially a service agency, 

subject to the requirements or practically the entire 

Federal establishment in such operations as raistng 

runds, accounting, procurement, disbursement, and the 

clearance or checks, we obviously have not round it 

possible to curtail any or our principal !unctions . we 

have, in tact, round it necessary in some Instances to 

expand our activities . As I have pointed out upon 

several occasions in recent years, the war- time increase 

ln the operations or other departments and agencies is 

Immediately reflected in the volume or disbursing, 

procurement, accounting, and other services which t he 

Treasury iS required to render . 
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rn addition to these, the Treasury Is called upon to 

per form other major tasks, such as collecting the 

inter nal r evenue and the sale, Issue and retirement or 

bonds . The scope and volume of t hese operations have 

increased tremendouslY during the past year , and will 

reflect even greater increases duri ng the months that 

ahead. Under these circumstances, therefore , the 

Tr easury has been compelled in some instances to request 

increased appropriations tor the next fi scal year as 
• 

compared with t he tunds currentlY available. 

Bet ore di scussing the addi t i onal tunds required in 

1945, I should like to call the committee ' s attention to 

certain economies and savings whiCh the Treasury has 

been able to accomplish in recent months in connection 

W1th ita operating !unctions. 
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fhen we consider the magnitude or some or these 

operations, as, tor example, the volume or work 

Involved in the issue and retirement or war Bonds, or 

tn the examination and clearance or mil lions or paid 

Government checks, 1t wtll be r ealized how necessary It 

IS that these tasks be performed at the lowest possible 

unit cost consistent with tull protection or the 

Government's Interest . We cannot arrord, of course, to 

take "short-cuts" that might l ater prove 111-advised, 

but we clearly recognize, on the other hand , our 

responsibility tor keeping operating costs to the 

absolute minumum level. 

I should like to reter to just a taw or the more 

Slgntttcant Items or savings which we have been able to 

accomplish In recent months. 
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Let me explain, however, that i n most instances the 

volume o! work involved 1n these operations is 

continually increasing, and as a r esult the se savings 

have not 1n every case had the e! tect o! actually 

reducing our net r equirements !or 1945 as compared with 

the current year•s appropriations . But they have 

nevertheless made it possible !or us to reduce by 

m1111ons o! dollars the !unds that we would otherwise 

have had to ask you to appropriate. 

In tbe Bureau o! the Publi c Debt, Shi pment o! war 

Savtngs Bonds by ordinary mail instead o! r egistered 

ma1 1 has resulted in a reduction o! Treasury 

appropriations estimated at $4 million a year . 
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ThiS Bureau has made certain changes in administrative 

procedure , eltmtnated dupltcatton, provided tor a joint 

audit between the Bureau of the Public Debt and the 

Treasurer ot the untted States of paid Savings Stamps, 

and has reduced the stze of Series E war Savings Bonds 

by one-halt their former size, thus saving paper and 

handling costs, the savings !rom all of which aggregate 

more than $2,700,000 a year. 

The Bureau of Engraving and Printing has effected 

important economies in tts production methods which, 

together wlth the personnel savings resulting !rom the 

reduced stze ot "E" war savings Bonds, will yield on 

the basts of current output a total saving ot over 

$7 million a year . 
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In the Oft1ce ot the Treasurer or the Ul'!Ited States, 

there will be substantial savings through the 

decentralization or check-clearance operations through 

the Federal Reserve BankS . 

In addition to the savtngs resulting from changes 

tn operating or production methods, the Treasury has 

round It possible to effect substantial economies tn 

other branches or tts work . For example, in the 

Department • s Bureau or Accounts, a system has been 

establtshed whereby Individual inco~~e 't¢GIA wl thheld by 

employers are required t o be depoe! t ed In t he Federal 

Reserve banks each month instead or on a quarterly basts , 

thus enabltng the Tr easury to avoid payment or interest 

charges on funds equivalent to such advance deposita . 
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Thts earlier receipt or taxes into the Treasury will 

result in savings in interest charges or a minlmum or 

approximately $1 million yearly . 
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In Citing these examples or savings and economies, .• 

I have not intended to imply that they constitute the 

only instances in which Treasury bureaus and divisions 

have been able to reduce expenditures . There are , !or 

example, those cases where the cost or overtime or 

automatic salary increases has been absorbed to an 

appreciable extent by the bureaus and divlstons 

themselves , whlle throughout the enttre Department there 

has been a constant and earnest errort to curtall 

expend! tures. 
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The Treasury's 1945 estimates or annual 

appropriations aggregate about $1, 023,000, 000, or which 

$227, 329, 000 represents the Department • s operating 

expenses and the balance or over $795 million represents 

its non-operating expenses . Tbe 1945 requirements tor 

operating expenses, compared wtth stmtlar appropriations 

1n the amount ot $188, 415,000 avai lable tor thts year, 

show a net incr ease or about $38 , 900, 000 . This increase, 

ror t he most part, ts necessary to carry out the 

provisions ot PUblic Law 49, which will require durtng 

the rtscal year 1945 the expend! ture ot approximately 

$31 million t or the payment or overtime compen~atton . 

No runcts tor these overtime payments have as yet been 

made available tor the current rtscal year . 
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In addi tion , about $660 ,000 will be required in 1945 to 

permit payments tor automatic promotions authorized by 

Public Law 200 . The balance or $7,200,000 represents 

the increased operating requirements or certain bureaus, 

aggregating about $10 ,800,000, which are ottset to the 

extent or approximately $3, 600,000 by decreases in other 

bureaus . 

The gross increase in operating exPenses t or 1945 

or $10,800,000, exclusive or the cost or overtime and 

automatic promotions, i ncludes the additional 

requirements, in the amount or about $7 ,700 ,000, or the 

Bureau or Internal Revenue . 
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Accelerated operations, 1n most inst ances directly 

related to the War errort, are anticipated next year 1n 

the Foreign Funds Control, the D1vts1on ot Disbursement, 

the Bureau or Engraving and Printing, the Bureau or the 

Publtc Debt, the Bureau or the Mint, and the Procu.rement 

Dtviston . The additional requirements o! these bureaus, 
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together with small Increases tor certain others, account 

tor the balance or approximately $3,100,000 . 

Be!ore taking up t he spec1t1c Items ot Increase tn 

the est imates or our vartous bureaus, I should ltke t o 

explain that tn each case t he amounts r ef erred to are 

exclustve or the addtttonal approprtattons required to 

pay overtime compensation and provtde tor automatic 

promotions. 
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TheY represent, in other words, those increases which are 

due to additional operati ng responsibilities. 

FOREIGN FUNDS CONTROL 

The 1945 estimate tor Foreign FUnds control 

represents a net increase or approximately $600,000 over 

the amount tor the current fiscal year . It should be 

noted that tHe Treasury expects to reduce expenditures 

!or the regular financial warfare programs or the Foreign 

Funds Control during 1945, However, the greatly 

Incr eased demands upon the Department tor exercising 

fiscal, financial , banking, property control and related 

!unctions 1n ror etgn countries arising out or the rnili 

operations or the united s t ates require a substanti al 

steppi ng up or that work. The requested Increase iS 

essential to the carrying out or that responsibility. 
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BUREAU OF ACCOUNTS 

otvtston £! Disbursement. 

Funds currently avatlable to the Dtvtston or 

Disbursement were appropriated on the bast s of an 

estimated work-load or 51 million checks and collectton 

items . It ts now esttmated that more than 64 mt llton 

checks and other 1tems wtll bs handled by the Dtvtston 

duri ng the present year, and that a like number wtll be 

handled tn 1945. This accounts t or an increase ot about 

$467,000 tor next year _a~_compared with the current 

appropriation . 

BUREAU OF THE PUBLIC DEBT - - -
The estimated requirements or the BUreau ot the 

Public Debt t or 1945 under the appropriation "Salaries 

and Expenses, aureau of the Public Debt", are 

approximately $675, 000 mor e than the 1944 funds . 
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Th1S Increase ls necessary to provtde additional 

personnel to handle t he Increased proportion or bond 

work that will be chargeable to the Bureau•s annual 

appropriation . Slnce the inderinite appropriation 

"EXPenses or LOans• 1s restricted to the handling or 

bOnd transactions up to the close or the rtscal year 

rollowing the year in which the bonds were issued, i t 

follows that rrom year to year the funds required under 

the annual appropriation will increase. 

The establishment or tncreaaed reserve stock has 

enabled the Bureau or the PUbUc Debt to reduce the 

quantity or distinCtive paper to be purchased in 1945 

tor the printing or uni ted states currency . This 

accounts ror a reduction or about $300,000 in next 

Year•'s estimate under this heading. 
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EXPENSES Q!: LOANS 

For the current t1sca1 year, under existing 

legislative authority, expenditures !rom the indefinite 

appropriation "Expenses or LOans• are limited to 

$105,700,000 . For the next !iscal year the Bureau or 

the Budget has approved a 1imi tation in the amount or 

$112,500,000 . Included 1n the lat ter total are funds 

1n the amount or approximately $5,400,000 to provide 

ror overtime compensation and automatic promoti ons , 

leaving a net increase ror next year or about 

$1 ,400,000 . 
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ThiS increase covers the additional operating 

requirements or the Bureau or the Public Debt t tselt, 

in the amount or over $900, 000, and additional 

reimbursements to the Federal Reserve banks amounting 

to $1 millton , which increases are partially orrset 

by a reduction or $380,000 in the amount available to 
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the war Finance Division and a reduction or over $100,000 

in the amount to be allocated to other Treasury o!!tces . 

The estimated need.s tor bond transactions tor the !iscal 

year 1945 are based on the tssue or 499 million pieces 

1n bonds and other securities, and the redemption or 

over eo million pieces . 

Your committee recognizes, I am sure, the dt!!iculty 

or estimating at long range the exact amount t.o be 

required to meet the cost or handling the great war 

Loans . 
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A complete program !or the sale or these bonds to 

millions of people cannot be formulated, in exact 

detail, eighteen months in advance, nor can we accurately 

predict the Size and scope ot the operating transactions 

affecting the Bureau or t he PUblic Debt . While 1 

cannot, there!ore, give unqualified assurance that the 

amount ot ths limitation proposed !or next year under 

the appropriation "Expenses ot LOans" will prove 

adequate, r can promise you that •·e shall, as 1n the 

past, do everything within our power to keep 

expenditures down to the lowest possible figure , 

consistent , . ot course, with the accomplishment o! our 

undertaking . 

• . ... 
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OFFICE OF THE TREASURER OF THE 
UNITED STATES 

The Ottice ot the Treasurer ot the United States 

will reQuire about $3, 989,000 tor 1945, exclusive ot 

runds tor overtime compensation . Th18 compares W1 th 

requirements ot $4, 265,000 ror the current year, or 

a reduction ot about $276,000 , accomplished despite 

a subst antial i ncrease in the number ot checks to be 

cleared. This reduction is a direct result ot a change 

1n procedure whereby some ot the check-clearance 

operations are handled through the Federal Reserve 

Banks. 

BUREAU QE. INTERNAL REVENUE 

The 1945 estimate tor •collecting the Internal 

Revenue• iS in the amount or $144,900, 000 . 
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Th1S includes approximately $21 million ror overtlme 

compensation and nearly $400 ,000 tor automatic 

promotions. Exclusive or these items , the Bureau or 

Internal Revenue is requesti ng about $7,700,000 more • . .. 
than the amount of the current year• s appropriation . 

FUnds available this year, which aggregate over 

$115 m1111on, provide for additional personnel and 

other facilities required to perform the sureau•s new 

duties under the Revenue Act of 1942 and the Current 

Tax l'aymdfie Act o! 1943 !or only a portion or the 

ttscal year 1944. The tncrease or $7 ,700,000 for next 

year ts necessary to provide ror such personnel and 

facilities on a full year•s basta . 
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BUREAU Qf. ENGRAVThiO gm PRINTING 

The Bureau or EngraV1 ng and Printing w111 require 

about $350 ,000 additional next year, as compared with 

thiS year'S runds. ThiS increase iS due largely to 

estimated additional requirements or cigarette and 

tobacco stamps , orrset t o some extent by reductions in 

the estimated production or currency and checks. 

BUREAU OF THE ~ 

AS approved by the Bureau or the Budget, the 1945 

estimate ror operating the Mints and Ass~ oruces 

Includes about $253,000 more than the current year's 

operating runds . At the time this estimate was 

it appeared that production or the zinc-coated steel 

Denny would have to be continued during the next riscal 

year. 
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However , we have meanwhile been able, wi th the cooperati on 

o! the war Production Board, to adopt methods or 

producing copper coins by using as a base certain material 

salvaged by the mili tary authoriti es !rom expended 

cartridge cases . This material wtll be r ecovered at the 

various proving grounds, !iring ranges , and other traintng 

areas , and 1 t will enable t he Mtnts shortly to resume 

cotnage o! one-cent places made o! a copper alloy . As 

you know, the public as a whol e did not take kindly t o 

the war-time cent, - the chle! complaint being tbat t he 

zinc-coated coins , when new, have caused con!uston wtth 

the 10-cent coin . 

The appropriation r equired to produce pennies of 

copper alloy wi ll be somewhat larger t han that required 

to manufacture the zinc- coated coins . 

.• 
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ror thts reason, it is possible that the Mtnt Bureau's 

1945 estimate , now pending before your committee , will 

prove to b~ Inadequate. The advantages or the copper 

penntes wtll, however, completely Justify the additional 

expenditure Involved . 

PROCUREMENT DIVISION 
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The estimate tor •salaries and Expenses , Procur ement 

Divlston• tor 1945 ts $289,000 more than the appropri ation 

available this year . Eleven regional otttces have been 

established to supervise the expended actlvlttes or the 

Dtvtston outside the Dtstrtct or Columbia . 

Regraded Unclassified



213 

- ~-

ThiS expansion includes additional functions and 

responsibilities relati ng to the consolidated warehousing 

program a.s well as the increased volume ot other work, 

all of which will make it necessary to increase the 

Division's administrative sta rt . 

ourtng the past year the Procurement Division 

entered into a program tor the utilization and 

disposition of surplus Federal property. Congress has 

already recognized the merit of this undertaking which, 

I may add , has within a tew months already demonstrated 

Its value in the conservation and utilization or 

Federal property . The value of surplus property 

estimated to be turned over to the Procurement DiVisi on 

this year is about $155 million . 
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Whtle it is impossible to make an accurate predi ct ion 

as to next year's volume, 1t has been estimated at not 

less than $161 million . The additional funds requested 

tor next year, as compared with the current 

appropriation, are approximately $228, 000 . They will 

provide t or the anticipated Increase ln volume o! work, 

and will also !urn ish certain !ac111 ties which this 

year have been made available on merely a part-year 

basts . 

REFUND OF CUSTOMS COLLECTIONS 

With respect to the estimate tor "Refunds and 

Drawbacks , customs ", the Bureau o! the Budget has 

approved the Treasury's recommendation that thiS 

appropriation be changed !rom an annual detintte to 

an annual 1ndet1ntte tund . 
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ThiS change will not only enable the Customs service 

to serve the public more promptly, but will have the 

!urther advantage or eliminating the existing necessity 

!or de!lclency appropriations year s!ter year, due to 

the 1mposs1b111ty or estimating, months 1n advance , t he 

amount or money which the Bureau or cust oms will 

ultimately be called upon to retund . I recommend, 

therefore, th~t your Committee gtve favorable 

consideration to t he proposed change in the status or 

this tund . 

~IN~TERES==.:.T !lli M PUBLI C ~ 

The 1945 requirements tor interest on the public 

debt, on the basts or information now available , will 

be something over $4 billion . A more definite estimate 

wtll be turn1shed 1n the 1945 Budget . 
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This concludes my general statement, Mr. Chairman . 

I have given you the outstanding items of increase 

and reduction contained in the Treasury ' s 1945 

estimates . The heads or the several branches or the 

Department are prepared to present detailed justifications 

of their estimates, and a number of them have, I believe, 

already concluded their hearing . If you should need 

any additional information in connection with these 

estimates, 1 shall be pleased to see that it is promptly 

furnished. 

•• 
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TO Tit::\ RADIO STATlCl{J C7 AJ.l.:mlCA 

Tbe Treaaurr Departaent la deeply appreo1at1Ye 
or your lnYeluable oontrlbutlona t o tha auooeaa or 
the War Boad etrort and 1.·u Loan Drhea. 

At thh tS..., prellalnnry to the 4th !far Lo3n 
nr1Ye, I want to aaaure you that your help la 
naede4 aore than _.er oo thot we will be auooeaatul 
1n ra181ng t he Dr1Ye'• so•l or tlt.,ooo, ooo, ooo 
between January 18 and Jebruary 15. 

Tbe 4th war Loan Dr1Ye t o a Yltnl part or our 
ettort to help tlnanoe thla war tho ,IJI.,rloan .,., , 
the Yoluntary way. 

The Treaaurr Dapnrtaent looks torward to 
raoa1•1nc tba oontlnuad oooperntion or the radio 
lnduatrr a nd the redio adYartlaara or Aaerloo in 
the 4th Wd r Loan. 
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' DEC3 - 1943 , 

fbero baa beeR called to ., attention t~ 
•tat-nt or tM lolnt Prioe Jctju.a..nt Doara, dated 
O.oubel' I, lNB, wlth re.peot t. tll• pl'Orllion. of the 
peDAling NftDIM bill (H. R. 888'1) 11hloh relate to 
reuseUaUon or .,. oontn.t.. 

'l'hh llopvta.Dt 1a ropl'taontod on the loint 
Prloe AclJuat.nt lloarcl, and throu~ lh repru ontatlw 
toolt f'"t in the F•pvatlOII or the atat-Jit. c... 

' 

or tht •ttiPo clloouuod in tho atat-t, that b tho 
proYialoa in the Rwao bill .;hlng to the 't' ax Courl 
or the Uldtea Statea juPbclloU011 ot appcol 1 ,._ 
l'lnegotiatiOII ••tel'lllnationa, • • tllll7 oond dOPod b7 
WI'. Ruaolph l'anl in hlo teltbollf bator• your Co.-1""· 
'l'hh parUouJ.ar preti.alOII •• ltPOIIId by tho llo~t 
booaun of lta Hrloua at'feot on the riYIIIUI 17atoa. · 

!a •hla Dopart.ent la al1o one of the eeToral 
Dept.J'tMate taMtPMcl with reugotlat1011 or •r oontraota 
1t llbwlao Mlll'ftl that the othor prorldona clloouaald 
in tilt ltint Btartl etat-t 111'1 ot fP'O&t lJiportUH 
aa roo,..tt ...... tlation prooeduro and thtl'l!ore~!!{ 
urpt tile adopUoa of the .uge-atlon1 t hel'lin oon • 

''P'f tJouly TOUl'l, _ _. .... _ " 
~JL1l....-~ . 

Sool'lt&P'f or the Treaaur7. 

lloaorablt I'U.teso r. GooPge, 
Gbai....a, !";eaate Pt.M• Co.ltteo, 
Vnitea Gtat•• SoD&tto 
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TREASURY DEPARTMENT 

INTillll Ol'l'ICil CONNUNICATION 

To Seore tary Morgenthau 

....... 
December S, 1943 

nooN Randolph Paul 

ittaehed hereto is an opinion in favor of 

the constitutionality of a tax on increases in 

ind.ividual incomes. 

Attachment . 
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b' . ;•- , I ~vr l 

c. -..... ~ • 1\'" • J 
... \ .. ~ ... . ' r .. _ ... . t_, 

December 3, 1943 

L!EMORANDU\! FOR SECRETARY !AORGEf-'THAU: 

In re: Constitutionality of 
taxation of increases 
in i ndividual incomes . 

It i a assu!:led that the tax in c1Ue6 tion is 
of the kind described in the Treasury ' s State­
cent entitled "Taxation of Increases in Individual 
Incomes , " which is printed (at paee u7 et seq. ) 
in Heari nes Before the Co~ittee on Wnys and Ueans , 
House of Representatives , 78th Coneress, First 
Session, on Revenue Revision of 1943, Unrevi sed , 
(October 4, 1943) Par t 1. It is assuned further 
that , as indicated i n the study just referred to, 
the tax would be l imit ed to "wartime increases in 
income ." 

For an analysis of the constitutional questions 
and a clear indication of the an&Yiere to those que s­
tions , it is no t necessary to eo beyond the opini on 
of the Supreme Court in La Belle Iron Wo rks v. Unite!! 
States (1921) 256 u.s. 377. That case tnvolved the 
war excess profi ta tax" i mposed by the Re venue Act ... · _ _::. 

of 1917 (Act of October 3, 1917) upon corpora tions , 
partnerships and individuals eneaced in trade or 
business , with certain exceptions. There was a 
deduction from incoMe -neasured by certain percentages 
of invested capi tal. ln passing upon the construc-
tion and application of the deduc t ion provisions 
and sustaining the constitutionality or the ~ct as 
construed and appl ied , the Supreme Court stated : 

"The great war i n Eu1•ope hsd been 
in progress si nce the year 1914 , 
and the manufacture and export of 
war supp l ies and other material 
fo r the bel ligerent powers had 

220 

Regraded Unclassified



- 2 -

Sec rotary llorgenthau, 
Re: Constitutionality of taxation of 

increases in individual incomes . 

stimulated many lines of trade 
and business in this country 
reaul tinp, in large profits a~ 
compared with the period before 
the war, end as compared I'll. th 
ordinary returns upon thft capital 
embarked. The United States had 
become di rectly involved in the 
conflict in the Spring of 1917 , 
necessitating heavy increases in 
taxation; at the sane time ~anu­
factures and trade of every descrip­
tio& were rendered eve• nore active , 
and in certain lines more profitable, 
than before , so that the unusual 
gains der i ved therefrom Iormed a 
natural subJect for special taxalion • 

.. .. 
"It is ureed that this construe-

non , defininP' invested capital accord-
i ng to the original coat of the property 
instead of its present val ue , has the 
effect of rendering the act 'glarinr,ly 
Wtequal' end of doubtful constitutionality ; 
the insistence belnf that , eo cOHatrued , 
it operates to produce baaalcss and 
arbitrary discr1~inations , to the extent 
of rendering Lhe tax i nvalid Wldet• the 
duo process of law clause of the Fifth 
Amendment. Reference ia made to cases 
under the equal protection clause of the 
Fourteenth Amendment; ~" but clearly 
t.oy are no t in point. The ritth tunend­
men t has no equal protection clause; and 
the only rule of unlfot•mity presc ribed 
with respect to duties , imposts, and 
excises laid by Concre ss is the territorial 
Wt iformity required bv Art. 1, sec. 8. " * * 
That the ste.tute unde'r consideration operates 
wi th terri torial uniformity is obvious and 
not questi<'ned. 

• * .. • • 
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Secretary Uorgenthau 
Re : Constitutionality of taxation of 

increases in individual incomes . 

"Nor can we regard the act- ­
in basing ' invested capital' upon 
actual costs to the exclusion of 
hig .. er es.tii!Ulted values- -as produc­
tive of arbitrary discriminations 
raisi1lg a doubt about its constitutionality 
under the due process clauso of lhe 
Fifth lcendment . The difficulty of 
adjusting any system of taxa lion so 
as to rendsr it precisely equal in 
it& bearing is prover bial, ar,d such 
nicety is not even reouirod of the 
States undrr t he equal protection 
clause , much less of Con&resa under 
the more &eneral requi reoent of due 
procesr of law in taxation. or 
course it will be understood U.at 
Congress has very ample autho1•l ty to 
adjust its income taxes according to 
ita discretion, within the bounds of 
{;eographical uniformity. t:ourts 
have no authority to pass upon the 
propriety of ih measures; and lie deal 
with the present cri ticism only for the 
purpose of refut ing the contention , 
stron&ly urged , that the tax is so 
wholly arbitrary as to amount to con­
fiscation." LUnderscorinc aupplied~7 

As is pointed out in lhe above quotation the 
only re .,uire~~ent of t1le uniformity clause ("all 
Dutles , Impoats and Excises shall be uniform 
throu;.hout the Uni ted States") of brticle 1, sec­
tion 8, is territorial uniformity. In other 
words , intrinsi c uniformity is not re~uired but 
oerely geographical uniformity; the tax ie uniform 
when it operates with the same effect in eve ry place 
where tho subject of it is found. Billings v. 
United States , (1914 ) 232 U. S. 2Ul , 282;-patton v. 
frg~l (1902) 184 u. s. GOB , 622; Floridn v. Lte ilon, 

1 278 U. ~ . 12, 17. The tax unde" cona1dera- . 
tion clearly would not involve any lack of geograph1cal 
uniformity . 
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Secretary 'lorgenthau , 
Ra : Constitutionality of taxation of 

increases in individual incomes . 

So far as the aue process clause of the 
Fifth Amendment is concerned , i t i s difficult 
io see any more arbitrarine ss in the iax under 
discussion than in the 1917 excess profits tax 
involved in the La Belle Iron Vlorke case . (See 
Allied Agents v. United States , (1939) 26 F. Supp . 
9B, 100 ) . It 1s true tha t the 1917 tax ;;as 
ll~ited to incomes froo trade or buGiness whereas 
the tax wtder con sic ere tion would extenii to wages 
and salaries , among other things . 1\ever theless , 
the statutory methoo ss applied to taxable persons 
under the 1917 /.c t caused ci fferent results cepend­
ing upon investeo capi hl and also , in part( upon 
incomes over those of th~ pre-war pe r iod . See 
A. A. Ballantine , Some Constitutional Aspects of 
the Excess Profi ts Tax , (1920) 29 Yale L. J , 625) . 
Similar differences with r espect to i ncreases in 
salar l es and wages would seem to be equally "natural." 
There i a no thing peculiar about employment so far 
as constitutional l imi iRtions are concerned. In 
this connection the social security tax cases ere 
helpful. Steward t~chine Co~any v. ~avis , (1937) 
301 U. S. 54B; Be lver1ng v. vis , (1937) 301 u. S. 
619. Tne Steward l~ch1ne Compant case involved 
the validity of the tax imposed y Title IX of the 
Social Security Act on employers of eicht or core 
persons . The Act was assailed on grounds which 
1ncluded tha content ions that it was not an excise 
tax and that its exceptions were so many , arbitrary 
and ai scr iminatory as to violat e the "due proc~ss" 
provisions of the Fifth Amendment . In overrultng 
those contentions and upholninr, t he validi ty of the 
tax upon employers, the Cour t steted (a t par,es 579-
585): 

".An excise, we are to ld , imports a 
tax upon a pr i vilege ; employment, 
it is said , is a r ight, not a 
privi lege , from ~hlch I t follows 
th11 t employment is not subject to 
an excise . tle i the r the one appeal 
nor the othe r leads to the des1red 
goal. * * * * 
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Secretary Uorgenthau, 
Re : Constitutionalitf of taxation of 

increases in inc1vidusl incomes . 

''\'/e learn that employment for 
lawful eain is a 'natural ' or 
' inherent' or 'inalienable' 
right , and not a 'privilege ' 
at all. BUt natural l'ichts , 
so called, are as much subject 
to taxation as rights of less 
importance. An excise is no t 
limited to vocat ions or activities 
that may be prohibiteo altogether. 
It is not limited to those the t 
are the outcome of a franchise . 
It extencs to vocations or 
activities oursued ao of common 
right. What the i ndividual doe s 
in the operation of a business is 
amenable to taxation just as much 
as what he owns, st all event s if 
the classification is not tyrannical 
or arbitrary . ' Business i s as 
legitimate an object of the taxing 
~owars as property.'*** £mployment 
1 s a bus ine s a rslati on , if not itself 
a business. It is a relation with­
out which business could seldo111 be 
carried on effectively. The power to 
tax the ac tivities and relations t hAt 
constitute a calling considered ns a 
unit is the po~er to tax any of them. 
The whole includes the parts . * * * 

* * * * 
"Second. The excise is not invalid 

under the provisions of the Fi fth Amend­
ment by force of i ts exemptions . 

"The statute does not apply, as we 
have seen , to employers of l ess than 
eight. It does not apply to agricultural 
labor, or domestic service in a private 
home or to some othe r classes of less im­
portance. Petitioner con tends tb8 t the 
e~fect of these res trictions is an arbitr~y 
discrimination vltiatinr. lhe tax. 
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Secre tary Morgenthau, 
Re : Constitutionality of taxation of 

increases in individual incomes ,1 
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"The Fif th Amendment unlike 
the Four teenth has no equal pr.otec­
tion clause . * * * But even the 
states , though subject to such a 
clause , are not confined to a formula 
of r igid uniformity i n framing 
measures of taxation. • • • They may 
tax some kinds of property at one ra te , • 
and others at another , and exemot ' " 
others altogether. • • • They mB, ley 
an excise on the operations of a 
particular kind of business , and exempt 
so~e other kind of business closely akin 
thereto . ~ • • If this lati tude of judg­
ment is lawf ul for the states , it is law­
fu l , a fortiori , in l olialati on by the 
Congre ss, wh1ch is sub ect to res t ra ints 
less nar row and confin ng . • • • 

"The act of Congress is therefore valid , 
so far at least as its system of exemptions 
is concerned , and lhi a thou&h we assune 
that discrimination, if p;ross enou~h , i s 
equivalent to confi scation and subJect 
under the Fifth Amendment to challenge and 
annulment. " 

Although the question whether arbitrary ~i ~crimina­
tion exists is one of degree, I ao of the oplnton that 
a taxing slatu~e could be dra fted along the lines of, 
tax described 1n the Treasury ' s Statemen t which woula 
noi vio late the due proaess clause of the Fifth Amend­
ment . For reasons sta ted above , any violati on of the 
uniformity clause of Article 1, section 8 could easily 
be avoided. 

(Signed) R.ndolph Paul 

General Counsel 

Regraded Unclassified



226 

r.!E~)RANDUl! FOR THE SECRETARY. 
December 3, 1943 . 

Mail Report 

Publicity concerning tax hearings before t he 
Senate Finance Committee brought the inert tax mail 
to life kicking\ Now and then a correspondent upheld 
the Treasur-y's end of the t ax ar~wnent , but 99% of 
tb~ Ylriters insisted the t the maJority of the lunerican 
people have no excess spending power , and in view of 
1ncreased l iving costs cannot bear additional taxation. 
A few offered an excess profits tax on individual in­
co~es as an alternative, but the most common suggestion 
was sharp retrenchment in Government spending. Comnent 
on Federal waste was exceptionally bitter this week. 
Trere were a nunber of abusi ve, unsigned cor-muni cations . 
The Declaration of Es timat ion and the returns due 
December 15 brought many unfavorable reactions , partic­
ularly from farmers and those dependent on investment . 
The phr•a.se , "Dell'Bnd Is Made" greatly riled a number of 
tr.xpeyers who protested t his method of stal' t ing the 
nollccs sent out by Internal Revenue offices . In ~eneral , 
lhe oi tizenry seems in an irritated and antagoni stlc 
mood , which applie s lxl th t o the larger aspects of the 
situation, and to small matters like t he word ing of a 
routine notice . 

Church officials and laym~~~ntinued their drive 
for enactment of H.R. 3472 whi ch allows deduction for 
&ifts prior to tbe levying of the withholdi~g tax . _ 
Support for this measure cace as·~ear to bel n& a campa1gn 
as any group in the week's mai l . 

A sharp increase in Bond mail included a small r ise 
in complaints . F'rom personnel of the Wa~ Department 
there were 30 reports of failure to rece1ve Bonds, and 
while mos t of tbe se referred to payroll deduct ions of 
1942, a fevr concerned current payments . There were 10 
complaints of nonreceipt of interest due . 
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Uemorandum for the Secretary. Dece~ber 2, lS42. 

Ideas for compulsory savings or for a savings tax 
had nn unusually strong support this week . I t was sug­
~eoted that all luxury purchases be matched by an equal 
1nvestment in Vlar Bondsi or that a sales savines stamp 
be used in lieu of a sa es tax . A number of writers · 
proposed that Christmas bonuses and se.lery incree.ses be 
r i ven i n Bonds not redeemable until lll8tur1ty . In all 
such communications, fear of i nfla t ion was strongly 
reflected . 

There continues to be a heavy mail in recard to 
control of foreign funds . This contain~ fo rmal t.Ld in­
formal reports of foreign- owned property, and e. numcer 
of inquir1es in regard to the census. 

Durin& November we received from the Wbite House 
377 letters. This was almost the low ficure since 
records have been kept, 1939 havin~ reached the bot tom 
wi th 366 . Last year we had 535 during November, and 
the all time high for the month was i n 1941, wi th 833. 
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General Comments 

Letter addressed to the President by Hannah Brown 
Route A, Santa Maria, Calif., and referred to the' 
Treasury by the White House . 1Ve are indeed glad to 
hear you.using t~ose thr~e wordst "Curtailment of 
Spending • vie hke the ldea, ana, believe it or not 
we are putting it in practioet Are you? Is the ' 
Government? Has the Government done away with "cost 
plus"war contracts? Has the Government cut down on 
1ts paper bill? Has the Government out down on its 
duplication of various reports, War contracts, employ­
ment contracts , Civi l Service papers, etc., etc.? 
Have the members of the lrnite House curtailed their 
travelling expenses? Are Government offices in Wash­
ington and throughout the country still filled to the 
brim with •workers" twiddling their thumbs? o o o 
If we have to pass on a debt to burden future genera­
tions , we at least want a clear conscience about what 
we have done . We want to pass on an honest debt, 
honestly arrived at. o o * 

Copy of letter addressed to the War Producti on Board, 
by B. C. McCurdy, Consulting Engineer, Belleville, I l l . 
Visit St. Louis and you will see contractors busil y 
engaged in the cleanin~ of the exterior masonry walls 
of large buildings, us1ng up man power , air compressors, 
bose , etc ., and the building owners getting set to 
charge off the cost as "operating costs" in this fear, 
when earnings are greatest and t axes highest . Th1s 
same device is bel~ widely used by utili ties and rail­
roads . Railroads r1ghts-of- way were cleared of brush 
this year the first time in years . Does this make 
sense whe~ we all look forward to unemployment in the 
post-war years? Why not be reasonable and al~ow owners 
to take credit fo r deferred or accumulated ma1ntenance 
charges? 

Letter addressed to the President by Capt. Granville 
Parker , C,E. , !.P.O. 627, c/o Postmaster, New York, 
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!lew York, and forwarded to the Treasury. (Letter sent 
from China. ) It is at the suggestion of a f ellow 
officer that I am addressing you with this account of 
stupidity which is so typical of tne several reasons 
Latin America has for disliking to do business with 
the United States. * * * In peacetime I live and work 
in Colombia . ~ wife and daughter are i n our home 
there now, awaiting my return at the end of the war. 

We are a bi- lingual family, and have many friends among 
the Colombians. We have always sought, to the total 
extent of our abilities, to promote friendship between 
the Latins and llorth Americans. * * * I n in this war 
purely as a volunteer; I am forty- three years old and 
served in the first World War. When I succeeded in 
obtaining acceptance for service , it made qui te an im­
pression on our wide circle of Colombian friends; a 
number of other "South American Hands " had gone into 
some branch of the Armed Forces. The United States 
goes up in the estimation of Latin Americans in direct 
relation with the conduct of those North Americans they 
have known personally for years. * * *Here in China 
I receive many letters from these old fr iends . They 
honor me by writing that they like to consider me as 
their represenktive in this war . * * * Finally they 
decided there was one thing they could do, and that was 
to send a carton of my favorite cigarettes, of Colombian 
manufacture . wy wife investigated at the local Pan 
American Airways office; they informed her that of course 
they could ship the carton of ci~arettes to me here in 
China . In her next letter, my w1fe wrote me that she 
had sent the package. The monetary value is, of course, 
negligible, but the th?ugh~, friendship and affection. 
that were s·ent along 'Ill th 1t gave me a new lease on llfe. 
Today I received the attache d papers from the combined 
Pan American Airways and Railway Express Agency. Both 
fi rms, by their letterheads, are engaged in foreign air 
express . The Railway Express Agency tells me to call 
i n person at a room in the New York Customs House, 
within 48 hours of date of notice1. otherwise, my package 
will be sent to the warehouse by u. S, Customs, at ~ 
risk and for .y account. They are not intelligent enough 
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to translate the simpl e Spanish word "cigarillos" 
correctly. Apparently, they belive that an A. P.O., 
c/o the Pgstmaster, New York City, indicates that the 
addressee lives wi thin commuting dis t ance of New York 
City. During the year s that I have been employed by 
American firms in Lat in America , there have been so 
many ·oases similar to t his , of sheer stupidity on the 
part of both U. S. Customs officials and firms engaged 
in foreign trade tha t the situation really seems quite 
ridiculous . It wi ll be extremely embarrassing if I have 
to write ~ wife and Colombian friends that their in­
consequential but so thoughtful little package is in­
definitely tied up in the New York Custom.s Warehouse 
because I cannot call for it personally and pay the 
measly sum of $1. 25 duty . I hate to admit that we have 
such stupidity in our principal air express system be­
tween the United States and South Amer ica. **o We 
Americans who live i n Latin Amel'ica like to consider 
ourselves as permanent "Ambassadors of Good 'Hill". 
We bate to bave. to apologize for such acts of ignorance 
and inefficiency. Then, too, those of us overseas like 
to have a little more consideration than was demonstrated 
by the organization that handled the package • 

• 
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Favorable Comments on Bonds 

C. A. Atherton, Troy, N.Y. As an American citi zen 
I feel it is my duty to write you in regard to the 
next Bond issue, which I understand is coming in the 
early part of 1944. MY family, in the past, con­
sidered it a duty and an honor to purchase Bonds to 
help hasten the day of final victory for us all. 
For several years I worked for an employer who in 
the lean days went bankrupt. I, with others , worked 
for him for less pay than the ~revailing scale just 
so he wouldn't have to close h1s doors . ~ • ~Every 
Representative and Senator who has voted, or who is 
going t o vote against the Government subsidies bill 
has violated his oath of office , and in the eyes of 
the American people be i s nothing less than a hypo­
crite; when be or she votes against this subsidies 
bill, it is a vote against the interests of the 
majority of the people and a vote for the s~ecial 
interest groups. we American people appreclate what 
President Roosevelt has done in regard to subsidies , 
but he is a good man, and there are a few more honest 
men who represent us i n Washington, but the majority 
of our Representatives and Senators are nothing l ess 
than a bunch of cads , chiselers, liar s and hypocrites, 
looking out for their own or some other special in­
terests of little gr oups . * ~ ~ 

Harvey F. Fireside , New Brunswick, N. J . * * * I am 
only three years in this country, before which time 
I lived in Nazi -occupied Vienna, Austr ia . You can 
imagine how happy I was when I arrived in New York 
harbor and saw t he Statue of Liber ty of Bedloe Island. 
Now I am going to the eighth grade at the Roosevelt 
Junior High School in New Brunswick. I am 13 years 
old, I did not know a word of English when I arrived 
in this country and have written this poem all by my­
self. I hope that you have some use for it in the 
current Bona Drives . * * * 
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L{ra , Sta.nhope Nixon , President , i.W. V . S. In corpora ted 
of California, San Franciaco, Califo rnia. * * * Repeated 
appeala over the radio and by fi lm stara and speakers 
generally begging the American public to buy Bonds , ~ve 
created t he feeling in many minds that the buying of a 
Bond i s a charitable act. This mental attitude wil l 
probably be very much enhanced by the position taken by 
various War Chest Committees at this time . These Com­
mittees seem to feel that no appeal must be made to 
buy Bonds now as such buying may interfere with the 
raising of t heir quotas. It is i robably logical that 
there should not be an additiona percentage taken f rom 
all salaries at this time, but can see no reason why a 
continued effort should not be made to sell War Bonds 
which by terminating the War more quickly will bring 
quicker relief to the countries now being helped by the 
War Chest. This i s a splendid time to point out the 
very sharp difference between charitable giving to the 
War and community agencies, and the intelligent and 
patriotic investment in the finest securities on the 
market. The War Che st ' s attitude has been bro~ht to 
us very clearly by its protest against our hold1ng a 
l uncheon November 16 (a da te approved by the local 
Treasury Department as falling between the 3rd and 4th 
War Loan Drives ) at which time we are toJresent a small 
fleet of bombers, :pursuit planes a.nd amb ance planes, 
the purchase of which bas been made possible by the 
sale of additional Bonds by our Bond sellers since the 
end of t he ~..:,, . .:; War Loan. * * * All of us in this 
organizati on feel very strongly that there is no month 
or time of the year when the sale of iar Bonds should 
not be pushed to the fullest, and tbst the public should 
constantly be informed about the present and future 
security which these Bonds guarantee. * * * 

Ellen B. Gammack, N.Y.C. A copy of your letter t? Yr. 
Paul French of the National Service Board for Rellgious 
Objectors has just come into my bands again . In read­
ing it once again, I am deeply i mpressed with your 
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generous and creative approach to the whole subject of 
religious objectors during this War. I just want to 
let you know of one more who is much impressed with 
your fine statement that we are all seeking the same 
objectives , and that you are glad our American Democracy 
is able to recognize the conscientious convictions of 
a minority. This letter then is just to say thank you 
tor your words , and thank you for offering U. S, Govern­
ment Bonds to cover non-war services of the Government 
as well as War Bonds , 
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Unfavorable Comments on Bonde 

John H. Robson, President, State Savinga Bank of Ovid 
Ovid, Mich. We received notice from Mr. c. S. Young ' 
of your d,ecision to have another War Loan Drive in 
January . Last Kay in the Thi rd War Loan Drive , no that 
was the Second, Ovid qualified fo r a Pursuit Plane, and 
we were notified that a plane had been awarded us and 
that soon a picture of same wo uld be made and sent to 
us showing the name -- "Spirit of Ovid " -- pa.i.nted on 
the bow or body . The picture in our local paper would 
help us sell some more Bonds . Well, we did not get aey .• 
picture and the Third Loan was announced, and I wrote 
you, and your Publici~ Department said we would have 
the iicture before the time for the ·Drive. Their letter 
was n August, but we have had no picture yet. Hundreds 
of these planes without any names are being sent to the 
front and we sure would like to have this one named and 
sent down to Italy where old Ovid himself used to carry 
on, and maybe he would know about it. We have said so 
much about this plane, and we are being kidded so much 
~bout not getting any picture of it that we will promise 
not to compete for another one. ~~*We don ' t really 
need any help to sell. Ne sell our quotas . ~ ~ * I hope 
the chap that opens this will hand it to you ~n person 
and that you will dictate a line or two and s1gn your 
name . 
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Favorable Comments on Taxation 

Edna Bunnell , Muncie, Indi ana , It's quite delightful ly 
amusing to find that the House of Representatives 
proposes to take about as much money f rom the publ ic 
pocket this year as would your requested tax measure , 
You have asked for $10,500,000,000. The House passed 
a measure which would bring in about $2,000,000, 000 in 
taxes. The House also proposes to force an increase in 
tba ~rice of crude oil of 35¢' per barrel (present pro­
ductlon about 4,500, 000 barrels daily) . This would add 
to the present excellent profits of t he established 
producers about another billion, which would come from 
tha t Mr. and Mrs . John Q. Public who are paying for oil 
for Mar purposes, as well as for some for their own use. 
The House also proposes unlimited food prices, rather 
than control through subsidy. Thi s could well add to 
the expenses of millions of Americana anything up f r om 
about seven billion dollars. Totalled, it could be 
about what you asked for - but it ' s going mostly to the 
special groups, oil producer s, and food producers and 
dist r i butors . ...... It seems that both fis cal and foreign 
polici es in this country may continue to be on an election­
to- election basi s, expensive as that hae proven to be . 

H. Kramer, Brooklyn, N. Y. Congr~tulations on your fight­
ing temper in the battle against inflation. Keep it up ~ 
Your program is good. 

Benjamin Rutchik, Spring Val ley, N. Y. I take the liberty 
to write to you about the ten and a half billion which 
you demanded fr om Congress to be raised. I believe when 
you ask that , you know it is needed badly, so my sug­
gest ion is , why not make a vic tory revenue stamp on 
cheeks and valuable pa~ers on the same style as the last 
World War . I guess th1s would bring in lots of money 
to the Treasury. This would bring in all checking 
accounts from the ordinary business man to the larger 
concern. I do not think this would make such a big h?ller 
i n Congr ess and it would avoid inf lation. If I am r1~ht 
or wrong, y~u know better the situ~tion . In the meant1me, 
I wish you good health and success in every way. 
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Unfavorable Comments on Taxation 

Mrs. Virgil Hilton, Briscoe, Texas. We are farmers 
and fi le our returns for the calendar year. We have 
our crop out and are prepared to file our final re­
turns and pay the i ncome tax in full , also Victory 
Tax. Since we are asked to file a Declaration by 
December 15 , and doing so will leave us only 15 days 
more before the final is finished. Is there any way 
by which we can just file the final now and pay the 
full amount? Why should we have to fill out returns 
under these conditions? Personally, I feel that this 
only makes double trouble . de pay a lawyer to file 
these, and it costs money. Hoping for an answer soon. 

Ernest Woodward, Woodward, Dawson and Hobson, Louisville 
Kentucky. * * * In the summer of 1941, the United States' 
instituted civil and criminal proceedings against 
Harry D. Fitch and Roland Fitch, brothers. * * * f e have 
represented Roland Fitch throughout, and on hi s behalf 
denied all civil or criminal l iability. Jeopardy assess­
menta were made against Roland Fitch's property, aggrega­
ting about $40,000.00. * * *After we had made available 
to the United States Attorney all information requested 
by him, Mr . ~rown indicated he would recommend a settle­
ment of all taxes, ~enalty and interest claims for the 
years 1934, 1935 ana 1936, by the payment of $16,853.72, 
and that he would recommend compromise of the liability 
for other years ~ the payment of an addi tional $5,000.00, 
or a total of $21, 853. 72. Accordingly, Ur , Fitch induced 
personal friends to advance him the sum of $21, 036.58 
($877.14 having theretofore been seized and applied to 
his liability) , and on June 2, 1942, he delivered a 
check to Yr. Eli H. Brown, III, United States Attorney, 
fo r the sum of $21,036.58, in compromise and settlement 
of all of his tax liability. Thereafter, Mr . Fi tch 
paid the Clerk of the United States Court the costs in . 
these transactions amounting to $267.90, and we have 
since tried every available means of obtainine a ruling 
on our offered compromise , which was recommended by 
Uni ted States Attorney Brown a year and a half ago w~ th­
out any success . The delay is, we respectfUlly submlt, 
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unfair to Mr. Fitch and injurious to his friends who 
risked their money despite the liens on his prop~rty 
but neit her Mr. Brown nor myself have been able to ' 
obtain any action on the off er, notwithstanding re­
peated efforts by both, ~ * * 

Cornelius Perrius, Paterson, N. J. I received in 1111 
mall today a bill for $8.44 for the December quarter 
of the tax. When you take into consideration I have 
no other income only the $720 .00 a year, I consider this 
a stiff blow. Out of the $720,00 I have to deduct 
$33.76. It must be borne in mind I have to pay 1111 
room rent, clothe ~elf, and eat at a restaurant. 
Isn ' t there some way I can get a reduction? • • * 

Anonymous - "A Fixed- Income Teacher" - N.Y.C. I write 
in protest concerning my withholdin?. tax, which is 
24~%. according to my status, for 1~ months. I am a 
teacher and the head of a family. The school uses the 
bracket schedule i ssued by the Government . I was 
shocked, and really ill, when I received my check. * • * 
I have had no increase i n salary, and was already 
having a most difficult time to manage, even having had 
to draw upon my insurance . It is already acknowleaged 
that the citizen should not be asked to pay more than 
20% withholding tax . Why, then, is this bracket 
(schedule) so made out that some persons pay so much in 
excess? There is a vast difference between 20% and 
24b%. Either corporat ions should be made to figure to 
the exact percent, or else the table (schedule) should · 
be adjusted to a more exact figure . 

P. E. Goodrich, Grain-Seeds-Coal-Flour an~ Fee~, 
Winchester Indiana , Our income tax law 1s qu1te un­
fair to a great many of the smaller corporations. 
I know a number of them that have preferred stock out 
to help finance their business . Now, under the tax 
law, we get no tax credit on the interest we pay on 
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preferred stock. We have something like $300 OOOout 
bearing 5% interest, and although it is purely a lo~ 
we wouldn't want to go to the expense of putting out ' 
a bond issue, for another reason, the Stat e stamp tax 
on securities, mortgages, bonds , debentures, and other 
evidences of indebtedness . Preferred stock is purely 
a loan, and in all the i nstances I know anythine about, 
the buyers, al though they are purchasing preferred 
stock, have no share in management, and haven't quite 
as good a securi ty. It is my understandine that rail­
roads end public utilities all get credit for the in­
terest they pay on preferred stock, bond~ , debentures 
etc . I think it is eminently unfair that preferred ' 
stock should be t reated in this way. * * * 

John W. Moore , Representing Nationally Advertised 
WAnufacturers of Iron, Steel , Copper, Brass & Aluminum 
Products , Chicago , Ill. W1 wife has asked me to write 
to inquire why it is .that when she overpaid her i ncome 
tax in the amount of a little old $10,00 bill, that she 
has had to wait sll this long time to receive a cheek 
from your Department reimbursing her for the amount she 
overpaid? If she owed the Treasury Department $10,00, 
or $1.00, you folks would have taken drastic action to 
collect it long befor e this . * * * I went down to the 
Collector's office and filed a claim for refund on 
August 15, 1942. About three or four weeks later, the 
auditor' a office called me in to br ing proof of over­
payment , etc . , which I did, and wasted another half day 
looking up the papers and going way downtown to see them, 
but nevertheless I produced all of tbe in~ormation which 
they said they had to have (WHEN I FIRST FIU:D THE U!ENDED 
RETURN I HAD TO FRODUCE THIS SiKE INFORIIATION), but that 
was not enough for the audi tor; so it has been all this 
ti.me now, and to date , I have not had the court~sy.of a 
reply; nor has my wife received her cheek. It 1s JUSt 
fortunate that this $10 .00 ia not vital to us or we 
would certainly be in a fine state of affaire. This 
overpayment was made in February 1941, and was on the 

238 

Regraded Unclassified



- 12 -

income for 1940. * * * Let me say right here and now 
if I am called in to the Chicago office in reply to ' 
this letter m king an appeal to you, I have purchased 
the last War Bond that I will ever purchase, now or 
any time in t he f uture, and will say tha t at this time 
~wife and I have purchased approximately· $24,000 wo~th, 
but if I am caused any more loss of time in collecting 
t his Illegal Collection of Overpayment, then r,ou cannot 
expect any more support in the purchasing of ~ar Bonds. 
While I am on the subject, let me also say before you 
fellows passed the withholding tax, it was only necessary 
for me to have an auditor once a year to make out ~ 
income tax, but now that you he.ve it meaaed up which 
was supposed to simplify and out down on this very thing, 
you have made it necessary that I go through this same 
process of estimating, and one thing and another until 
I have to make out what amounts to about four income 
tax reports . I think you fellows should take time out 
and call on the common people once and find out how 
thin the ice is on which t ou are skating, and find out 
what some of those "ideas mean to the common people, 
then you wi ll really t ry to make things easier instead 
of this terrible red tape . 
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•Y dear Mr. At\orner General: 

At rou kDOw, \he freatury De~artaent ie one or 
the agtnolat ealeo\ed by tha Preetdent t o erercite 
the powert contained in O.otion 5(b) or the TrP-ding 
with the eneey Act, • • naended by Titl e I II or the 
i iret t ar Powere Act, 1941. In \he ererctae of t beee 
poweral thia Dapar\at n\ baa occaal on \o cons ider 
fro• t at \o \lett t he edvie&bili\y ot weet ing t~e 
propertiet or cer,~i.n nationa ls of eneay or other 
.fo r eign COWI\rlu . I\ h tteen\ 1111, i n decldl nf 
whether auob ao\lon thould be t 111ten ln ~11y par\ cu la.r 
c~ee, tha\ I be adwlted wht\her or no\ I eould hawe 
PU\horlty under f,eot i on o(bJ t o return property or 
proceed• of property which have been weeted should 
circuet\&noea lndlca\e that auch return le in t ht 
inhrtth .or \he United Sbtee. 

?40 v' 

There it enolottd an opinion or the General 
.'ounul ot \hlt Deparhent concluding tba\ au"orl\J 
exieta to re\arn •••ted proprr'ri fhe ieportance o 
the erit\IDOI of \bit au\hor \y 1 illut\ra\td by 
the probl .. • 11t tor\h on PJilt 9 \o 13 ot \he encl o1td 
opini on. I\ will be eeen \ba\ the auee\lon 11 
i nvo lved in aero\ia\lons wi\b ereoutlwl aaenciee or 
~llied ooun\riee hawing 1lallar jurildlction over 
ene•r rnd otbtr foreign proper\y, i n de\eralnlng t he 
dl epoe \ion or as1ete of refugee gowerneen\e and \belr 
national•, in \ht \rta\aent \ o be af forded eneay 
countrlll which baYt bien partial l y occupied or which 
hewe 0011 over t o the eide of t he United Wetlons, •nd 
ln eaar o\btr aapee\1 ot foreign relatione end econoalo 
warfare prograaa of the United S\ a\ee. It l a, there­
fo re, highly dta1rable that the A\\orner Oener~l render 
an opinion •• to \hi euthori\J under ex e\1na l t&1s­
la\1on \o rt\urn wet\td proper\J or proceed• or wee\ed 
proper\y. 
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In 11dii H ton to the 1nher ,.n t 1• pon nnoe ot 
~his ouee t1on tt 1e not ed that o ther ~~enc iee of 
~ht govern••ent a r e s uba t a11Llelly interoat ed ln thh 
~~tter. Thi s 1a p~rti oul A rly tru• with r~~pect t o 
t hP ~ll t~n l roperty Uuetodh.n who r • rfo ru hh 
func t ion& under t he !!Me ~ t"iutHy · u t.h,r i ty as 
the t •hlch ~ov•rn~ the rre~Rury P~Art~ent ln thle 
r•g~ rd . It l Q obvioualy desir•bl e th~ t ther• b~ a 
uni fo rm i nt er pr etation of ~•ct io~ ~ (b) ~hich wi ll 
,overn All i nt er eet ed 3penc l ce of the .ove rnncnt. 

Jt ' ll l Op ~t'.1T•Oi g t~tlt ther efo r• , if yoiJ'~,llve 
·~ your oc1nion on th i ~ oufe ion . 

~ry tr~l y yours , 

•• 
(ll.,.";trll:· )\~Uon. .... ....... 

•cret~ry 'JI' t bt 1 re, ... ury 

111e 11ono rabls 

?Nt Hto m ey ven'l r~> l of th"' •nlt•<l L··tee 

nrloflure 

~CA : L~L:IAlk: o le 11 - 30-43 
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M' ... , ... '-•-..ra 

!IF .,a.&w .... \.- ~·..._ • • h U.s aetlleri.\J' h 
, ...... "",.. .,. ..... ,... h ol - -- .... , ............... , .. 
~ ......... 1(., ., ... """""• wttao.- '"'· .. 
_..,. liiP nua ua at u.. ""' •• ....,." Aet, tMl (r..tla 
h, IN,,_ ... wea .. Stet, .. ) • .\a _..,.Uae at ..... 
ohnh - fill Ue t * •- - -·4• 1-e M to -d­
'""' ....... ~_. utau. 

flUe lU at \1M nra\ , ., • ..,.,. Ae\, lMl, - • , .. ,,. 
II\) tof \be <thlt.c wlU U. - Aet te ~raft .. l e """ ,.. lellenl 

•(1) ~ u. ..... , ..... ., ........ - ·­
... rl ... at aatl-' • 1 • "*' U.h ro• 'llr .a.. ,.,.., ._ .. , , •• .,....,4 ... -· ....... - _., , __ , ... -
................................... nl ....... _ 

'ala\teee •• "" - p.rawrl ... t1r -· • 1 les\...,.U• •· 
u-.... . ~-

• • • 

'(I) ._, ..... , ._tats, ,,,_ - _1, 

..UII)', .. w, ~· .,. ,...ttl\, - _.tenias 
IMl'bco wltao~Ml'leco -· ...... , .... "'~""""• 
.... , .................. " ... .., ............ fill.~~ 

t.l ... &a. ... _... .... - rl. .... - ... - ···' -................ "-'le•• ._, ..... -
,. ; '" u ... , ... - ,.....,. -·w ., • .. u..al 
., llltl .... ., ....... ,, 

• .., ,._ ................ .. - p!P$J4rtr• -'JM\ .. 
... lat.a ... n el .. llai.W , ._ ... , _. • "*WW M 
'd , eC • '" '= W • et'm' ,. Ill( *'' 

?· • 2 •· .. 7 - ,..., ••• dd - .. 
..., .. , ..... .,.... ar ,...._ ••- to ... '-'" 
,._ .... ·.. ... • ... ..... .... .. E •• , 

pt ''''m • ... !ree!'M' " '0 sd"; , 'rt ' • ,... .. , •• , .... ,,, 1 ••• ,., 
l'a''s'd •'f • J' •e ftt'' d• l• u. taw...• 
., ... ,.. ..... ....,. • ., ... tal .... . ...... ... -
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-·---· . .. - .., ,., ... - - oll Mto teet._\ te t ao ~U•-• or ~-•• ,.. .. 
af u.. .. ,_,. ... , • • • . ( h n-u. """"lt..t. ) 

fte \~ _,._. ta taa ·~,..., .. llftYloteu e1 
&ho •••'-' • .. ol .. rlr .a• .. ..tal\J plae .. wt•-•• ' h• •••cr.ttoa 
of ... rreau-· ....... at.•• •ll•tt-t pawn \a foal,, .. 
t orol .. f# ...V ..,., ... lt \iloro wra ae •JJ••••e4 \et~-olaU.,. 
'"'""' \o ..... tlko lat...,.,..laU .. , ,.,. •"-blo aa..t« lul.Hlr k 
. . .. , ...... «ao,.1ac \ae .......... , Mia ,...,., te re\Uft ........ 
en,....,. ~. ~ .... ,.... oolao\alltac h -.h u .-....\17 
.t••• , .. , ""' U.. •rictaa\ •••U•c oe4 ..., u U"" - .. •Ua 
. .. ~- .. , ... _ ,..... .,, ... ·- ........... . ,. foll -1•\o\J 
wl \llh \lie «hero• t - of Ill• .......... , or - .,_ u •• .., .......... 

llr \N _.. Mfto of '" •lat.to llftr er\6 lo to k 
•• ,, .. ·~~~~-. u , ... ..,.. tlt.e ..... . . , , .. , .. ..., tiiWl f--n •l••t• , 
..,.. ... . , .. ,...~_. u w -. •uu, -· ....... ._,•""· u.,.u.w. 
oo\f , or • • • - .. foal\ """' ,..,.. .- . ,.,.. ... ...,1\toaa •• 
lao r ool,.at .., prooertk•. file o"O\ber t17 at IIIIo ,.rooU•t to 

, ........... , ....... ...-•• •· ••tar• .. , ••l r "' '"'" .. , ot . .... ,.. 
•• oloo \o \llo ,,. .. ._, of • n porlr ouko,-\ \o ""' ""•· tbJo 
lo • ohtor Sa<llaa\lM of • - f oU orr.r\ on \ r.o port of ~ •• .,.. •• 

tt •k• II -'o\olta'lll7 abor U.a\ - l'r • oltoa\ la Mo •• • •-• of 
f orot.,. onpon, .... to -. .. ' "'" ~roe4oo\ ooul\lo raworo . 

mt ... - "'""''" 1- No ae l laUo\loao •• \k _ ,. ot 
lh Prool••• te ,.,.., u.. '"""- wu • 'li'A-'7 la •• k 
, ...... " - ........ -· - ........... .., ~ , ... , \ llo\ -
....... ,.. ~' ... -. ............ •• ~1 1oa -uu- - '"" 
n t an ol ,.,,.,If If U.. lat•,.• h of U.O ....... ~\e\•o wo.al~•'P 

"'"' .. ....... .... --.-~ •• ..., ... - . , - I'...,.I'V 
It -ooft\r a ,.... e1 - a ltooltet loa - \II• """ac 1\oolf, I• 
- .,, _,...,. ..u. ..._ 1., \all•"" ..,. ,,........, '"""' rol•Uac 
\e .. SO' M''IM e D'' per nftle ) ....... .... . ....... ,......._. la 
• ._ ......... ~· .... - , ... l)ftpo"'F ........ fllle ........ 
oNar, ...... - te .... a\ U.. <IU..Uoo ot - r roolf•'· ~Yltoo .. ,..., 

..... _,... - .., - · · .~., .. , oiMll .. 
Nl• ta • ~bl -• -'lal hlr-r h\o,.laoUoa 
ef ... laae"'-'7 e1 tM .... ...,. D te *'' •* " 
te ' te !WI * p 5 ' t C NW I Wfhp '' Ute 
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le-, ......... ,. '-Mo .. \ WI\aU ooo ,... \loo 

,. .... ..,... •• ~ _... ........ , ... u .... ,.... "''- "'" ··- .... 
.... ,u .. a .... Wl .. ftdH proper. h h '- ' hlt, -· ..-alo-
UrtC, ll<~U•a ... , ..U, U ........ '-lt wt\11', -'1'917t .. U.O ,.,._tal. Nl• ot ... , ... .,. -•ruu .. et 11•1 .. tloo tlllloot 
_, .. '" ..,.. , ... • -.terot . ..,, ~ •• .....,. •• ••n ,..., • 
..... h .,. el ... .twltot -· of ... ,... .. u .... ,..._ .. 
• ..,.. - ...su-·, -'-"* .. • '"""'-' "' ..,. """""" 
tt rtorst ,_ ...... ._tneatt, •••••••· c.....-tlJ, t~oo ..... , • ..,. ,,.,.-17 .. --•• , .................... .. , Olll.J 
to looU, -· ..... ,._, ll..U. .. - Ml\ fto\.C .,..,..., .... to 
••• ,,.... ... , ... -. ell '-" t.ll- h ro.une lll -
, ........ ot ..... , ... · -··· ,... .... •tsCn a• •lll ... 
'- • ?Jll114 to ..,. .,...... •or • ..._... ... -. \to q -Uoott• -
t o •""et wtU tiM ...,.. • • ot a.a Mt. .... • · lltJ•• I MW• 
(11•) ltf o.s. lMI .._ Ia •· q. •· Je•w \M''M perwnttw. 
(lMil l:t r.- ""* 401.•, 41111, a . I. . uo l\ "'' _. of t1oo _,...., 
.t C.-o la -'lac Hth l U ta 411.,. U.. b ofttlft tU _ .. ta ... , ........... pjl'9pll..., ta... - ....... ~.. """"· ....... .... 
-•• of U.. e,px.a~oal Colootao oa I Uh Il l tu foUavta1 
.. u • .,- •• .,,.. .. ,. ua ._, ... ' "" aac u-ta• '• 11,., aa..~­
ot \llo NJ....,. o..tt-

o, !Alta It U.. two .... -• - \liOn to 
- .u .... ,. ...... "" .. vttlo ,. .......... _ ... "'* .. ~ or 'II¥ Ida tor 1\, 1t •- to .. -
... ,... Jlft'l'lold lloo.al4 ~. -· "'-" wo -· 1\ftor tloo 

v.ru -· 
D. TAll JITio I vtll - to tile '-'-' ,,.. t ide 

-.. 1 .,.. -• lo luwelT oa -•hthU" •nor, 
- .... - ,...., - lo -'" .. ,., lo .,....u .. .,... ....-..... u,.. .-..... vtl}.u 1 uoa. ..... 
....a ... ., ........ IMI(lHl)~ 

iJ A;ili, ... ,,_ ......... ·-'"· , .......... ,, .... .... . ... , .... -.. .., ... -...... ,.,.,. ,..._ 
,_ "• .................. 'Ml\ ...... rill ... 
wrl , 11 __ ,....,.,. ... ....,.u.t vu .... 
wlll - ._ .......... _.._ - Mll l•­
n•-• ,.. ..,_. tloo .,... ,....ro Jio\llot to l'rooU oat 

•n-• 
111, f All JII\'lll It .... 10 .. , lo ntoNaiO M tU 

o,. ·- _...,. Utlo II "'"' •• lt -• t o -·--·· 
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....... .., .. _ ., u.. .,..._ ~.. "'"' ····-·"' •t ,_, .... 
,_ .......... _ ., u.. o... .... " "'"'"' , ... 'loll\, -· 
",_,.., u.. •--• ....._,, LL •· P•t:• (lito) ao u.a • 
.. ,., ...... •• 

2 

I "rere•••· (lMt) Ill •.• • eoo. 
ftul\r, ..., ........ (I) or 111tl• 1(11) _,....1\r 

_ .. ,. u.. ..................... """'"·· · .. , ··-ol·-· 
""" - ,.,.. ••• , ...... 1(11) , .......... ,., 111 or , .. -
.... , .. .,..... "' .,_.., ,._ a .... ,. '" ....,., '"'-•· - •t 
, ... ,..,._ ot - .... ...u- 1(11) -· "' • .,., .. -
ot!M-" ... lal...,.\lft -·••' 11,. U Mh l\ pooolll\o tn , .. ........ '- ............. ~..... ······-•tr ....... """''•' 
.., pr•.-17 -·- ....... \ 1 - l H t ......... \0. .......... .. 
. . .......... ._, ....... loll ........ ._ . , .... ... ,....,....., 

" , .... .,... ... ·-............. ... _ ..... -··-
.... ... _,_., .. ...,,. ....,. tiM powr to ...... , tiM ,.,.,. to ..... , 
• • • ..,.. .. .._, UroetM lr ,.,. "'""•••, or - Uoo _,. 
.. a..t&, -· ~-. 1\,...l&alo, ••11 • •ou-tM• &Ill wllll .,. .... ,. • ....., ...,.. - •- - _.,u_ •• •• ........ , -
'"""'-"· 

................ -- ""'· ,. - 11 .......... tw ._._ ..a ,.... ... ot •U• .~. n .... ,.,. ...... , ...... -" ,,._ ""'"' ... _- ,..,. ...... .. 

... , '' •••• ,, ... ,.,, .. lhh•· .. Ute • ztr , ..... ,,., .... .::! !':and~ ..... nJ• .. 
' S'd1 W tl * ....., -'· ..,., •'-' \t • ..._ • .... ,..... _ ... ,...., ... , ·u-. 

• • f &nal •• l ... .u ~ ...... .. ,, ... , 
..,.&11M ... ...,u.-~ .. ..,.., .. ., -· .. -.. .... . 
.. (tNl). .. (lMl ) ........... \.,.,, ,.,. ee=, •••• 
lot._ • ._ L 

Jl 1M .... ._ .. l...U ll .-r ft11Ulo ..a l-• t-lt " • 
..,.. ...... &Ml ........ ,..., _ ., ...... .......... ....... .1111& 
•. ,..., , N 'M , ' '¥• (VJo. ltM) - ,. .. , .... ... 
_. ...,. ............. ,_ ---- \Ill - ...... - ...... . .. . . -..... _ .... ., ... ~· _ .... ,)'- ......... , .... , ....... , ... _....,. .. ................. -" ·-'""· 
........ ,.... aa • ............ ""'""•• or to • '""'•lr .,.. ..... .. _,, .... ...,.. ........... ..., .......... --"' -
............... '-"" .............. ,_ ... "'':-' ....... d 1 t .. , ...... '"' ... _.,_.-.. ................. . 
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II. fee"• '''' W' h &''"'''' ••lnef 

If ........ ertet .......... ., hf ., .......... , ................... ,... ........... . , ....... ,.._.,, ....... .... 
• ~ ...,.au., -· 111111' -"• IC'IIl ' ' .._ ....,..._ ,,_. 
tile .... ut, M nC .. ~ IIUo Ill et ..,_ ltrot 11,.. Pew•o Aot 
.... , •• _.._. u-.s" .... \t .u .., noantu•r ot ...._,,_' 
uau • a. ""-• atu., rer • u-.s -·•.-n• ... , lol \ 
... u. I( 'II) - ........ lor ~·· •• -·"--.... . 
....,lett ... tlad'U .,.._ o' forot .. 1W ,on, - \Nll - ('II) 

···"· 1('11) le - ··-·lal ... ._, Ia .... Wlr\l• ,. ... , .. 
rolaU- ot .._ Ill- l 'lltlto - t a .._ , ..._. ot tl>h ._._,,, 

~ .. -r •• , -·· ~-. 

(a.) lee!le •" - '''rld • hama te =·••·· 
., "• ,.,. W 0 r1M• mte et rent• ...,. •tret· 

l'ttl o IU f1l ..,_ Plnt y,_ P-n Aft, \ttl, - ltl 'lit 

-·· ... - "' .... "•• ., ... ,..,.. .. ,.., ... c...,... w Ia •btl ..... " ... _.... • ............ '-''ell . ......... .... 
-'A-.lr , ........ a- et .... u-u. ,..,.rttoao uti ,~• wt...._l , .. ' ' '"'laf .,.. ... , ... _ ..... liM •••• ..,. .. , ....... __ .. 

'IIIIo laflohtt• -- -•U..Uoa •• • .-rt ot ... ot tM ""' .... . , ................. ................... ,. .. ., ...... -.. 
)lll ....................... -·-•to• ., .......... , .... , 

.... ............................... c...,.. •• ,.,_ .... 
_,_ .,_ ..,_ .... ,._, - .... rttp .. "ta'IIU III t -.1• .. 
• ,._ ,., • _,,.\, •ttllaot&. - u.,.outoo ot ,....,&.,. _,....,, 
n.. · - o..&•- - ..... l ..... tlalr7 ....... 
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... ,. 1111 J;r nu. uJ] ~ .. ~· ..... u .. 
" eH'M te tllo •SetS.. tnett-. -Vel ta .. ..... 
"M ..,. -··•• ta "' hefty wau. ,;, D Ad • 
wl\11 .. ., ... '"•U• .,,..,......, stts"v ... MDII• 
_. rH'M • OW"''R ,, •"" *'* •..-1-­
_..., -- ·"~ .... - .... _, dlMri••" ...... 
fh..U, -tnl MW 1-oW.W to 111 .. 'l'tM\ll, 
1M •rnl•lee ' 1 'W1?" Ill ,,, PW'' MM •tk~ 
Wl e( I . Jete mw tf flle pftWh kM$ t, 
It .... "et"• I la .. ,. ...... .,.,..,lD, 
~ ... -:::;= ............. •t•• ........ -.. 
fe! w:• Me _. ... e , elle Ml*b H tte 

!!'i lp ~ ~· le ~ SF 4 , ••\ llf-' le 
xrt _,.;;;;::. < .... F ....... .....-t .... )liGr 
..... .. , ... ""· """Oee« .. lot • • •• ,. ..... ... 
( lt41.) ............. Ill, .,.. o..c,. lat ...... ,. J, 

tar •'-'-ttall7 alldlar •'--' n till ,.n of -, .... eo.&•- .. , .. , ..... ..,.. 
fto l ... fl of *• t=ep=p lo \Jilt Coatfeot ''"•'""' ... 

Ia'"""" tllot U.a ' "'"• ol le ...... l., - ... vloat tne of --1 
.,... fu'l'tp ,....,."7 •1111 'Ill ouHl ... , "'"' wlla ... -·• -• clNWt•.....,• o\11 ... _,,..lo • ••11 M •\oUntll .,,.. te 111 a .. _. .. 
If adalalot ... UW 4lo1Ntl•• 

..................... , .... .,..., ......... \Ill •'l'tctaal ._., -.... '""•'-- --1 lull ,_, .... , ·~· · -"'" , .. 
H\e'tlloiWic a tl.-1\lt --·- t .. tloo , ,._ .... , ot t.nl-­
pi'W'pll'q., !liMa lt - eletol \llat tilt Mll 

' • • _ .... tllo "-'"" - PllulMUq. ""'* 
......... s. .. -- All• ,._n, .,.. ...... Ww _ ... 
....., .- lelt ...... ""- _ .. u , tor n.aMuq. u 
hcl.aMt.• • tllla -~ h _ ...... "' tile ••'­
-• ot ... u~~ ,.. .. 1 • ..,....u., .-. 
..,,,. ' """"'' at t1oo ..- of 111o oetl'l't.,, t1oo &U• 
, .. ,....,. e.to&Ua ., .. lot\ ,.., ..-.a • ....a 1> .. _., 

wol... •• ,_. ...... $1110,000, 000. """- ··" h -
t?,ooo,ooo,ooo .... ., _....., II1Hell.r n\,loet .... 
---- --1. (lHl) _ ...... ... '"· ,.,. O..C·. 
let ..... , •· 1. 

ftu .... h ~ ..U... U tJoo l echliiUW lloh\e1'7 of 

TlUe lll .. , leas ••• u....- '" .-lor ....,. tJoo -ll•t U• hill 
..... l .. ,..." "' .... ., ..... -- _...., ., ,.,., .. ,..,...... IIlla 
,...,..., 111111 ..._ ••••' ..... , ..s,"' tile .-J,ale-Uw ........ 
ell• Jill wl .... n ..... iMlUJ ot .....,U. "' lto on'l'tellllt,-
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. eoret~ry ~orgtnthRu 

Mndolph Paul 

Tbt ett•chtd PRPere art a rtoueet for an Attorney 
. eneral' e opinion tDd a eupporting opini~n Bii ned by ~•. 
The gueetion on wb1cb •• want tbt Attorney General '• 
opinion ie whtthtf we have author1t7 t o return property 
which kaa been ~eett4 under the fr~ding with the eneay 
~c t. 

' e do aot have in •1nd any epeci!ic cases i n which 
Ye want t o t&kt vtet1ng ~ct1on at th1e t1••· Howe•er, 
tbe Al ien Property Cuetodian had aeked the Attorney Gen~ral 
tor an opinion on thie ~ub~ect &nd it was indi cated t o ue 
in conterenc!e that there w .. a poeeibility of the Attorney 
Genernl hold ng that there ie no authority t o return •eete4 
property. It felt that eucb an interpretation would be a 
n ry d11ngeroue one, "ould plRoe an arUt1oi ~;~ l Bnd reetr1c­
t 1•e interpretation on the etatutt under vhlch we are 
operetingt and would prejudice •any \hinge we 1ight want 
to do in lht future. 

LCA: LSL:IAlk: a le 11- 30-43 
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Treuury Depart.ten\ 261 
D!vi a !on or Mone\ ory Reeearcb , 

Date .•. R.~.~~~ml>..~.r. .. .l. . .. 1.z>l.3 ... u 

To: Secretary Mor~,~en thau 

Fro": ~~r . V/h lt e 

Sub ject: Lend-leasing of ellvcr to Inola . 

Appended hereto are copy of J Our letter 
to the Jo int Chiefs of Staft' reuurdlng 
the lend- lea ainv of 100 million ounces 
of silver to the Indian Govern;:;ent L..nd 
their reply thereto. • . .. 

2 . The reply of the Joint Chiefs of StaJ'f 
is not very helpful since it ~erely 
1nd1c&tea that the Joint Chiefs of ~taft 
have no objection to the lend-leas1no of 
silver and that the~ feel t ha t cur •· ency 
s tability in India 1s desirable . 
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TliE JOINT CHIEFS OF STAFF 
WASHINGTON 

es -?47YI 
262 

3 DeceMber 1943. 
'f.Cll!IT' 

The Honorable 
1'he Secretar y of the Treasury, 
l'lashins;ton , D. c . 

L:y dear tlr . Secretary: 

The Joint Chiefs of Stoff aclmo11ledge receipt 
of your lett<>r dated 18 !lovember 19"3 , referrine to the 
natter or l end- l eas ing 100 ~ill1on ounces of silver to 
th<' Indian Goverl'l!:lent for nnt1-inflat1onary purposes . 

Tho Joint c· icfs of s·arr c~nslder tPAt a r ea­
sonably stable currenc:r is a noccssHy to successful 
military operations conducted f ror1 Inrlio , and that ex­
tens! vo inflation would iMperil t'loso operations . For 
this r oason, it is considered that the currency of India 
should be kept sufficiently stable to aMble the Allies 
to cont\uct military oper at1.ons thnrefrom without intcr­
foroncc . Furthermor e , the u.s . war production woul d not 
be adverse l y affected by sendinc t ;11s silver out of the 
country . 

Subject to the above constdor~tions , the Joint 
Chiefs of Staff have no objections fro~ a military point 
of view to the lend- leasin€ of tho silver as r equested . 

I 

Stncer oly yours , 

For the Joint Chiefs of Staff: 

1> . J . HO:UiE , 
VicG Admtral , u . s . Nav:r , 

Vico Chtof of lfaval Oper ations . 

• . .. 
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iiOV 18 194} 

My dear Admiral Leahy: 

The 11. s. Treasury ha~ been requested by the 
Govern~nent of India to gro.nt its immediate appt•oval 
l'or the lend-leasing of 100 million ounces of silver 
to the Oovernl!ll)nt of Indis. . The Government of India 
has indicated that this silver will be used for anti­
inflati onary purposes . 

The 11 . s . Tr easury b aa been studying the situati on 
in India and believes that the use of tbis silver may 
be of aaaiatance to the Governcent of India in its 
efforts to cope with the difficult probltlll of intls tion. 
'!owever , aince India is a ba5e lor mi litary operations 
in Eastern Asia and since the Government' of India has 
uiven military necessi ty as one of its principal argu­
••on ts for the lend- leasing of this silver , I fe el tha t ­
t he Combined Chiefs of Sta1'f may have an interest 1n 
thla IIV1o t ter . 

Therefore , I would appreciate if the Combined 
Cnie!'a of Staff woul d t al<e under consideration the 
question of whether or not the impor tance of granting 
t his re4uest from a military point of view outwe1ghs 
the !'ins.ncial considerations involved . 

It' the Combined Chiefs of St al.'f feel that this 
matter is of concern to it, I would be pleused to 
receive its opinion as to the desirability of acqui ­
eaci~ to the Oovernnent of India ' s re~uest . 

Sincer ely )Ours , 

( si~ned ) H. kor0 enthau, Jr . 

Secretary of the 'l'ro .. sury 

Admir a l William D, Leahy, 
Chief of S taff to the Conuuander 
in Chief ot' the U. s . ArmY and Navy • 

Wash ington , D. c. 

lf!1:1/ISF/ets ll/19/4, 
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.. CJr ro IL n~-rRJ •. s trr.:.D 

I -/ 

In on"~ton nceivecl up to 10 ... • .. Jr • n,c..,uor l9!.3. 

Or. lr t./~n" ...-'"o'l ts ~.n;..uce ... : .. -;.~ull; t.t. c 
!.-1 "\,;C. • ~"l~ l o:· Li'l ::...eortJ t !r. :l"'rL . 

· Cucat..U. t.rnv• 1 off -:. .,.C •• 

'>n 1\.t.h/l.;t. Oo:J.Lto_r~rs 'Qt;brd .,~:: D:lP~w 0 , .,11 011 U· .'n· t.ro ot -t.r. 
-l·trot r:.. •. 1!.l.' r.tlit..ur • o'.)i~ct.iv•!C: h •1: .. r .. ;C,.r\1 "l'L n. tl'\:lr."lt~-d J •ri 'cc., 

tWlz l'o no.,u :~.ll' . -lth hr-•'J · !h cll.t lon .. '!"'I -:lt. ... .; hh'': cttJSl'_; '.J.· 

but. ootn Jlrur.r ,nE tu::.a i Jr.' ttl. in t:1 "'-l•:H.·1 ~ •• ctor . H, v 1 
1'l htt n lVtt: Ol)•'l":.i.nu:t flX'.t' iM.t.C! tJiO. C,.~H •. i,fh J l,~'Onn, (J t•t.Ut- J La :>pj t. o ... 
r·J·~~ ~ CQUnt.n .. t.l. •c'<o . 

~ ~'' . l.t'nt . i. l!nv • l n 

... 11 Ol•..r •. rLO.;s 

\\IS:. rn ,•run~ .n • 56 LL.:o-!u. •• ,..1 .·.t. I r., 1·.-.. r ......... c.o_ 1._:_\ t. ....... , 
c. ,,..;r,M)cttoa '' · r ..;r. ,i'!t).,t-C . Jli .. ~.- .!: 1 =~t.ro·r_d b'l 

"1 !- .lrcz- f't. !'it' o!'f oov . .r •• 

, nd/3r. . 1.. f-J 4lrer'~.J."t. s nt <•ut. .! . 1.. 1.'•; (1 .... t. h~;.), ·.-teliU . , t : 4 

., I nJL_ 8 (1 1t, 1:JtJln{'); L·!!.t - ~t.3 ,:i.J, (utruC::u·a.; ,nt.l-. Jp, i 1. •. t R r_.t. 
L1 e.,. l t.iUJl... ol' v r yi.n; c Lull• · L t t ·., \ 1 ";l"lr: m 1,1' "'l ..... J t • h· ._, J ~n 
i . .t(•\H,, .. n ·lC'Ut.loo.;t:t.ofCl l',j' . Vl'II.T o!'ltUrJ .. WtK . 

/bout 18'.> t.nns ·ur t.!rr • ... • uu U1 fl"J.lt.\c.'l ... •n r,]l •• :nt.t.l~ 
F'l ht ;,ro~ ~1'1' .c t 1 v .l: ~ v. "'' J , • : • ·nn1· r' ·..SC ,,._, . 

.• 

Regraded Unclassified



THt: UNDER St:CRt:TARY or T Ht TRCASURY 

WAaMINOTON 

De~ ember l~ , 1 ~ 3 

TO THF. SECHE:TAflY: 

ThiP i s the stPtP~rnt nr ronred 
b·: J n~n Su l livan ?nd lin ro ld Gr"VE'I' to 
p~ in ~~ ORTt nf Y~IT tP ~t iMnny DO t~E' 
'ment i on r e.ieed by •• r . T'lbcr i~ Fr!Cl?\'' " 
fen rinrrs 'ln whn nnyr tre !lcl V!'Tti~>inp 
hi 11 . 

I ~; ill creel( it. .'l'IC:Py witt JP~<t'ln 
., ncl "i~:::b 1 e Pncl vnu r. i rh t tP l t>nkme :.E' 
e l t her .. onc'!'y 'lr T•tPI'df'y wi'r t yo11 tt in'­
'>f it . 
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The policy o! tho Bureau o! Intemal ~onue re~Lrdino the 

deduction ot advertising expenses tor Inco=o and Sxcoss Profits tax 

purposes was set forth in a press releaoe dated ~ptomber 29 , 1942, 

by Commisaioner Ouy T. Helvering: 

"To be deductible, advertising o.xpendi turea must be 
ordinary and necessary and oear a reasonable relation to 
tho business activities in 'l'lhich the enterprise is engaged. 
The BUreau recognizes that advertisinc 11 a necessary and 
logitt:&to business expense so long as it is not carried 
to an unreasonable extent or does not become an a tteapt to 
avoid proper tax p&,YJOeots . 

"The BUreau realizes that it may be nocoss&l')' tor tax­
pay.rs now engaged in 11ar production to ll&intain, through 
advertis i ng , their trade names and the knowledge o! the 
quality of theil' products and good will built up over past 
years, so that -.ben they return to peace-ti::le production 
thoir ncmes and the quail ty of their products will be 
kncr.m to the poblic . 

"In detel'llinin@ 'l'lheth•r auch expenditures are allow­
•ble , co~izance will be taken of (1) the size <f the busi­
neao , (2) the amount of pr ior advertising bud~ets, (3) the 
public patronage reasonably to be expected in the future, 
(4) the incresaed cost of the el eMnts ertorin~ into the 
total of advertising expenditures, (5) the introduction o! 
new products and acded lines, and ( 6) buyin& habits neces­
sitated by war restrieticns, by priorities, and by ~ 
unavailability of uny of the row &&teriela ton<orly 
fabricated into the advertised products. 

•&easonable expenses incurred by co ponies Jn advertising 
and advertising technique to speed the war etfor~ oeong theil' 
own eaployeeo, and to cut down accidents &nd unnecessary 
absences and inefficiency, w1l1 be allowed aa dedoctions . 
Also reasonable e xpenditures tor advortis0111snts inclLding the 
promotion o! Government objectives in wartime, ouch as con­
servation, salvage or tho sale o! War Bonde, 'Ohich are aignod 
by tho advertiser, will be deductible provided they are 
reason.able and are not made in an attenpt to avoid proper 

to.xation. " 
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J)l app13inr t.'lese principlet tte llolreau t&keo Into account the 

followinc el ementc. 

1 . Prior advertising expenditurea , 

2. Ir>dit•ect adverti sing not now ·availablo eueh •• 
advorti~ing by dea ler s , and customero,'and 
adver tisin& by sal esmen. 

J , ·;,hothor the article is a n<m produc t . 

4. :.hetler the company is a """ly fo"* COI"Ij)llny , 

5. T.llether the advertising is c esitned to r~ch only the 
persons llbo cay beco:=.e custcc.ers or 1a or such a. 
character that 90 to 9 S!i or the persona re.>ehed 
could not ~ cla:•ed as future custoi:A!rs . 

6. - ,ether the advert:.sing is desif,ned to create a 
future r.:arket by &:eep<n t''e l"a.n !ac turor•e n=e 
before the piblie , 

7 . 7:hether tl•e adver tising is des igned to create a desire 
for tho article in tl:e future by oducatinv t • public . 

In paseine upon the amount of advertiS'"~ that may be alltr.~ed 

as n deduction for Inca>e and EXcess Profits tax pirposos, the BUreau 

is not ur.,indful of the iact that the t.ax benefit derived by the 

r:...nufacturor ll'IJY IIJ:lOW1t to as r::uch as SO:: of the uount spent . In 

such circuaot&ncos, it i s opparont that u ........ ,. .... nt uodirectly 

pays for SO); of such advertising and tt.e """ufacturer bears only a 

net of 20%. Jlan)' applicatioos ror favorable procpective rulings on 

advertisi ng deductions ere denied . &!any others are ~:ranted only atter 

a reduction in the advertising budget . 

A aoeond quest ion has been ra ised as to the benefit der i ved 

by Government contractors or subcontractor. resultinn fro~:~ the 

allor.nee o! advertising expense in fixing tho price paid by the 

Goverr.ment !or the article in the original contract . 
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'!he policj' in this respect 1a s et tort.'> on Page 19 in a pamphlet 

dated 11trct: )1, 1943, entitled, "Joint Stat ..,ent by the T.ar, l'avy, 

and Treasury Departments and the l.arit1Die Comoieeion which reads as 

follo~., , 

"5(e ) Acvertising.-Allo...,ncoo for advertising 
expense• are based upon deductions allowed by the 
a.reau of Internal Revenue for tax purposes ." (As 
previc.uoly set forth in quoting Commissioner Quy T. 
P.elvering ' • stataent ot sept el!.ber 29 , 1942. ) 

•Ordina.r il;r, prodUct gdvertising spacitical ly offering ...ndiVidual 
products for current sale (as diotingoiahed tro= i natitutional adver­
·iaing deaL ned to keep tile advertiser's naa or tbo na ..... a of its 
paeceU«e products betore the public) 1a charged in 1\lll to co=mercial 
. usineoa, but product advertising by ~bcontractora ..ay be allc..-ed in 
reasonable a:r.ount a a a charge against renegoUa~olo buo1ness rltb 
r u pect to producta sold primar1ly tor uoe in war production. 

'""he test o! whether expenditures tor adverti sing are reason­
able ia lil1ether they are ordinary ard neceeeary and boar a reason­
a~le relation to the business actiViUoc i n which the unterprise 
is en ·aged , In making this test of reaaonablenoas, consideration 
is l>'iven to t.ho 8lllOunt spent f or i nstitutional advertising, and for 
product advertlsing of the nature of institutionAl advertising. I f 
ouch OApcnditurea are extravagant and out of proportion to the size 
of the 00:1pany or to tbe &l<Ount of 1 to advertiai nc budget in the 
past, such payments will be disallowed as elements or the cost. " 

'n1o foll""ing observations IDiy be pertinent, 
It will be noted that subcontractor• aro allowed deducti ons for 

product advertising at>parentl;r on the theory tbat tbe prilte contractors 

are their CllStoclera !rom wboo: the subcont racts ars acquired . 

'!he pri.a:e contractor is restricted to i nstitlltional advertising 

in a reasonable amount and we understand in addition poseibly so"" 

advertising in trade journals. 

In coat-plus-fiXed-fee cont racts the contractor io allowed a 

certain amount of institutional adverti si ng and a reasoBabl• additional 

amount of advertising in t rade journale. It is underat o.Od tha t regule­

t i ons do not cover the allowance of advertiaina in lump sua cont racts, 
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au! tl'.at in such cases the allowable advertising 1a agreed upon by 

tho contracting officer and the contractor. 
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Relief tor lndiv!duale With Fixed Income1 

Description or rel i ef tor fixed incomea 

Under a plan providing relief t or fixed incomes, per­
sons who have had more than a specifi ed percentage increase 
in income would pay the standard income tax without reduc­
t i on. Persona whose income had increased lees than this 
speoi!!ed percentage wo uld pay leae t han the standard· tax, 
It is assumed that this plan would be 9ut into operation 
at a time when tax r a tes were being substantiall y increased, 
The plan would then have the effect or limiting the increase 
in tax on t hose persons whose incomes were eubatantielly 
fixed , 

Plans tor relief tor f ixed i ncome a need not be limited 
to a single pattern, Relief might be a flat reduction in 
tax rate or might be graduated according t o the degree or 
fixedness of income , Thua , an individual wnoae income 
had increaaed by 10 percent might receive leas relief than 
another individual whose income had not increased at all , 
Such refinements would increase the equity and effecti ve­
ness of the relief but would add to compli ance and admin­
ist rative difficulties , 

Relief might take t he form ot a reduction or the tax 
itself or it might take the form of a current refund of a 
po at war credit, 

Relation to tax on i ncreased incomes 

The proviaion or rel i ef for individuals with fixed 
incomes is an indirect method or tald ng increaaea i n income. 
The emphasis, however, is on protecting persons with fixed 
incomes trom a high standard rate of tax rathe r than on 
impoaing an especially high rate of tax on increases in 
income . 

Relief tor fixed incomes would shift the total tax 
burden from persons with fixed to persona with increased 
income in the same general way as would a direct tax on 
increases in income . However, there would be leaa ·differ­
enoe i n tax between persons with large income increases 

.. . ' 
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and persona with moderate increases, 

Many of the same arguments which have been raised 
tor and against the taxat ion of incr eases i n i ncome would 
apply to relief for fixed i ncomes. 

Comments relating es~eoially t o relief for f ixed incomes 

Since the emphasis or rel i ef for fixed inc ome is on 
the protection or presumably hard-pressed persons, it 
would t o a lesser degree raise the equity and incentive 
pr oblema t hat are e ncounter ed i n a tax directed at i n­
creases i n income . 

The s ame t echnical and administrative problema that 
are involved i n a di rect t ax on increases i n i ncome would 
also be i nvolved in a plan for r elief for fixed incomes 
but in l ese difficult form , Far fewer taxpayers would be 
involved, Preci se measurement or t he i ncrease in income 
would no t be essential except i n t he area where relief 
was granted, If the rel ief were extended by means of 
current refunds of a postwar credit , the crudities in 
measuring increases i n income might be or relatively 
little significance since the final burden of tax would 
not bo affected. 

However, even t be simplest r elief plan would be 
relatively comolicated. I t would be diff i cul t to i ntegrate 
with collection at eource and would make the simplified 
return form lllOr e co::nplieated or harder to use . 

Revenue aspects or the nlan 

A plan tor rel ief or f i xed income would ostensibly 
decrease revenues. If succeaeful, however , such s plan 
woul d make possible hlglter standard rates of taxation 
t han would be fair and acceptable wi t hout the relief. 
The ne t effect or s uch a plan should be an increase in 
revenue , t he a mount depending on the higher rates made 
possible a nd on the generositY or the relief. 
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Relief for persons with fixed commitments 

A form or relief which would aaa1et people >r1th fixed 
incomes 1a relief for persona with fixed commi tments, 
Thus, a person who had heavy commitments to pay life 
insurance premiums or principal and interest on home 
mortgages or other types or debt , oould be allowed a reduc­
tion in tax with respect to amounts or such commitments 
in ex.ceea of some fixed percent or hie net income , The 
rel i ef could take the form either or a deduction from 
income or or a credit agsinst tax, 

An argument in favor or th1e kind or relief is that 
if taxes become s o heavy that payments on commitments have 
to be abandoned or reduced, paet savinge are likely to be 
lost . On the other hand, fixed commitments us ually involve 
some kind of savings program. The provision tor tax relief 
would reduce taxes tor people who are building up thei r 
cap ital t hrough certain contractual types or saving while 
people who do their saving in other ways would net receive 
the benefit or t he relief, 

The inequity of granting rel i ef to persona with cer­
tain types of savings programs at the expense of other 
persons would be mini mized it the relief took the form or 
a current allowance or a postwar credit. Persona with 
fixed commitments would receive 1mmedtate use of a credit 
which the remaining taxpayers would receive later a s a 
postwar credit, The current credits under the Victory 
tax were or this type al tho'o;)1 they inoluded a credit for 
purchase or war bonds also , 

Relief tor fixed commit~ents would not give relief 
to the same persons who would benefit from relief tor 
fixed incomes , Persona w:toae incomes hD.ve i ncreased are 
in general leas likely to have relatively large fixed 
commitmente than are persona wnose incomes have remained 
atable, However, many persons with rising 1neomes do 
have large amounts of fixed commitments and many persons 
With fixed incomes do not have substantial amounts or 
fixed oomm1tments, 

Relief for fixed commitments would involve substantial 
co~pliance and admin1etrative difficulties which would no t, 
however, be as great as the d1ff1eult1ea involved ln 
relief for fixed incomes. 
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TAXATION OF INCREASES IN I NDIVIDUAL I NCOl·lE 

In time of war, i ncomes are di fferently distributed 
than in times of peace. The i ncomes of some oersons 
decrease, other incomes r emai n about the same: while the 
ma jority of incomes increase at least in money t erms. 
It has been urged t hat a special tax be placed on these 
increase e . 

It special taxes were t o be levied on i ncreases in 
income, the result would be ot course to collect differ­
ent amounts or tax trom people with equal incomes and 
family reaooneibilities. A man whose income is nov 
$~ ,000 but used t o be $},000, tor example , would pay more 
than a man who always had an i ncome of ; 4, 000 . Both 
would par i ncome taxes on $~ ,ooo; one would have to pay 
an additional tax on h is $1 , 000 increase . This additi onal 
tax would be a radical departure trom our present tex . 
system . The question is whether euoh a tax i s desi rable . 

The problem of t he desirability of a tax on increases 
in incomes in compl i catsd by the varying causes and char­
acter of t he increases . The increases r ange from normal , 
necessary and well-deserved i ncreases to abnormal , 
undese rved and ourely excessive increases . Mos tly they 
are the neosasary kind, but the spectacular excesses are 
sutficient in number to cause much concern. The ar guments 
tor and against the special taxation or increases in 
income must be considered in the light ot the va rying 
ctaraoter and ~orit or the increases. 

The arguments presented here are not direct ed to 
bueineaa profi t s , which i nvolve s pecial considerations, 
but to i ncome i n general a.nd to wages and salaries i n 
particular. 

A. Major Arguments in Favor of Taxing 
I ncreases in I ncome 

1. Special ability to pay 

I t is argued in tavor of such a tax that persons 
now at a given income level who have recently enjoyed 
i ncreases 1n income have more abi lity to pay than persons 
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of the same income level whose incomes have continued at 
that level , The reason given is t hA t people whoee i ncomes 
have been constant have •commitments • which tie down a 
large part of their incomes , While people who have enJoyed 
1ncreaees have more compl ete disposal of their incomes for 
current spending . Examples or extravagant spending by war 
workers are commonly brought forward to show that they do 
not really need their money as much as fixed-i ncome oeoole 
do . · .. 

2. War sources or income 

It is argued that since we are taXing to pay for t he 
war , i ncomes created by t he var should i n fairness be in 
part r ecaptured, Warti~e increases in income (or at 
leas t many such increases) are traced to the war, 

3· Anti- inflation 
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It is argued that a t ax which fell on i ncreases in 
incomes (particularly on i ncreases received by wage-earners 
a nd farmers) would make it less worthwhile to appl y pressure 
for higher wage ratee and higher farm prices and thus would 
slow down the inflationary growth of money i ncomes and the 
inflationary rise of business ocate. Furthermore, if the 
ar gument about special ability to pay is valid, taxes of 
this sort could be applied over and above the highest 
accep table level of regular income taxes, thus i ncreasing 
t he amount of s pending 9ower drained off the marke t , 

B. MaJor Arguments Against Taxing 
I ncreases in I ncome 

1 , Unfairness of tax discricination 

Imposition or a tax on increased lncomes would mean 
that if John Jones earns $) ,000 and uaed to earn $1,000, 
he would pay more taxes than John Smith who has earned 
$}, 000 constantly over a period ot years . On ita face 
such taxation appears diacrim1nntory and calls tor careful 
scrutiny, 

The arguments that people with recent increases have 
a speoial ability to pay rests on the •commitments ' of the 
fixed~income people, These •commitments' consist l argely 

• . ~ 
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ot eavinga arrangements -- lite Insurance , mortgage contracts 
retirement arrangements - - under which failure to keep u~ ' 
scheduled payments may involve losing the t'ru1ts of ~aet­
savings. But to d i scriminate in tavor or fixed-income 
people and against people with increases on this ground 
would be to distribute relief with a shotgun -- and ~artly 
in the wrong d irection, Many fixed-income peopl e heve 
finiehed paying for t heir homea, and t hue have no problem 
of meeting mort gage payments; many others can easily protect 
t heir past savings by ge t ting mortgages refinanced to slow 
dovn repayment schedules, by borrowing on lite insurance, 
etc, Thua only a minori ty or fixed-income people really 
need protection on t his score . Furthermore, there is also 
a minority or people vi th increases i n income vbo can get 
housing in congested centers only by buying houses at 
inflated values, ani who are at least aa much in danger 
of loal ng t heir savings aa their neighbors with fixed 
incomes , 

A second type of •commitment• is the hi gh cost of 
housing and transportation to work in which many t'ixed­
inoome people are involved because of pra-war decisions as 
to where to l ive , This is compounded in many oases by the 
high prices oharged in the neighborhood shops where t hey 
have to buy. However, many fixed-income people do not have 
this handice.p 1 while many war workers with increased i n­
comes have been t'orced to ~eve i nto high-rent centers and 
to buy in 'boom-town• markets With aky-hi gh prices. 

There seems to be a reeling eleo that people who are 
used to l iving comfortably can expect other people to make 
aaorificea to belp them keep on living Just aa comfortably, 
It 1a true that to cut a family budget (eay) rro1:1 $~ ,000 
of s pending to $}1 500 i nvolves more worry than to expand 
a family budget from a lower level to $}, !)00 instead of 
to $~,000 , on the other band, the familY which nes long 
had a aubstantial income is ordinarilY provided with a 
good outf1 t of rurni ture, clothing, electrical appliances, 
kitchen equipment , with a late-model oar, and often with 
a house , and ia thua better able to live comfortably on 
$ 3, 500 than a family which l acks t his outfit because ita 
income hee been lowor. 

Moreover, many persona wi th hi gh wartime incomes are 
in that position only tem~orarily and are subject to much 
greater insecuritY than persona whoae incomes , being fixed, 
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go on in good times and bad times. Receipt or fixed 
income makes unnecessary the large personal savings which 
the war worker should accumulate. Fixed incomes commonly 
have pension rights and other long-run financial advan­
tages. Many persons with fixed incomes have deliberately 
chosen to stay where they are and not to shift to the 
more needed and higher paid war work because they desire 
to retain their long-run advantages. 

Finally, it is one thing to i mpose a tax on future 
increases, but qui te another to tax increases that have 
been enjoyed tor some time and to which the recioient bas 
become accustomed. A tax on increases in inc~me.already 
realized would undoubtedly meet with strong resentment . 

2 . Work incentives 

Most or the families Which have had increases in 
income have got t hem by doi ng more work or by shifting 
to lines of work urgently needed tor the war . Housewives 
and gr own daughters have taken factory Jobs; elderly people 
have returned to work; young people have left school; 
factory workers , transport workers , farmers, and others 
are working longer, harder a nd raster than before the war . 
A tax on i ncreases in incomes would be prima.rily a tax on 
what workers and farmers have earned i n these ways. 

The American t r adition or tree enterprise involves 
getting urgent work done by paying people enough to make 
it worth their while to do it. A tax on increases in 
income would work in Just the opposite direction. House­
wives would consider dropping t heir war Jobs; men would 
prefer civi lian Jobs vtth seniority and Job security to 
higher-paid Jobs in temporary war industries; overtime 
pay would not make it worthwhile t o work long hours; 
extra pay for night shifts would lose much or its attrac­
tion; farmers would wonder whether it was worth getting 
up to milk the cows besides doing all t he rest of the 
work without adequate help. New workers i n high-coa t 
centers, who were able to move 1n only because h1gh money 
earnings covered high coats, would have to consider moving 
away again . The combined effect of all these changes 1n 
1noent1ves upon war production would be eerioue. 

It i s true , of course, that some wartime increases 
in incomes are sheer Windfalls, not representing additional 
effort going into the war. But t o turn this fact i nto an 
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) • Pr actical prob l ema of aoplylng the tax 

Suooessf ul appli cation of the tax would r equire i t a 
being col lected currently, for two reasons: to get the 
a nti-inflat i on benefi ts of the tax and to insure collection 
from the many persons who will suffer a marked decl ine or 
income at t be end or t he wer , It would be ~ost ~oossible 
to colleot such a tax by Withholding a t t he source or tnco~e . 
To wi thhold a tax on increases 1t would be necessary to 
measure the increase on an annual beal s tor every wor~er 
and give employers instructions how much t o withhold on 
this account in every individual case . To collect currently 
without Withholding would i nvolve extending the estimated­
i ncome technique to all taxpayer~ tor the tax on increases. 
The burden or administra t ion end compl iance would be greatly 
increased, and the poss i bility of income tax simplification 
woul d be sacrif iced, 

As ide from collection, t her e would of ten be gr eat 
di ffloul t ie s 1n determining t he amount of the t a x. For 
lar ge numbers or persons there is no available evi dence 
on past income, It ~<ould probably be necessary t o set 
up a presumptive base-period i ncome for persons who did 
not t i l e income tax r eturns, This would reduce the equi ty 
and revenue yi el d of the tax. The paper work under the 
tax would be complicated and d i fficult for taxpayers. 

Moreover, no particular period would be a fair income 
base tor all people . Just as baa occurred With the excess 
profi t s tax, the re would be i mpelling demnnd& for all 
sorts or r elief measures t o correct t he base per iod , 

For t hese reasons t he tax does not seem administra­
tive l y pract icable , 

A fuller analysis of t hese teohn i cnl and admi ni 
problems ia presented 1n Part III of t he Tr easury stud~ 
enti tled •Taxati on of I ncreases in Individual Incomes, 
in the Hear ings or t l'.e Committee on liays and Means . 
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Mr. Chairman, I have asked for the privilege of appeorlne before 

you to direct attention to eome prov1eione of Title VII of this Bill 

vhich, in the op1.n1on of the War Deportment, will require r ev1e1on if 

the pr1oo adJuatment law ie to bo operated to beet advantage . Before 

coomont on thoee prov1eione, I should like to eubm1t acme general 

conclue1one about price adJuetment . 

With more than three ;yeors ot experience 1n purcbaeinS lm1Dit1ona 

and aupplieo for the Arm/1, I ""' convinced: 

l!r.!~• thoro wao need for leaialat1on in 1942 to brinS about a 

downword adJuatment of prices in •rar contracts 1ll&do b;y the \lor Deport-

mont, -- th1a aa a check againat enormous profits being made by many 

war contraotora. 

~~ the abnormal conditione et111 prevalent make 1t noceeear;y 

to continue euoh leg1e.lation, 

TI!,!,!d1 the administration of price adJuatment b;y tho liar Deport­

ment baa been fair and reasonable, and in thet connection there is still 

an incentive t o contractors to reduce their coeto ot production. 

~~ wor production baa not been delayed or 1mpedod by price 

adJuotment. 

~~ thore is no merit in the aussootion frequently made that 

in adJuot1na pricee the War Department abould l ook only at tho profite 

romainina to the contractor after taxoa, or in t ho auSGeation that ac­

count ahould bo taken of reservoe for poet-war raoonvoreion. 

- l -

2~-61721 

/ 80 

• . .. 

Regraded Unclassified



.. 
Jh AprU 191>2, vhen Consreea poaaed the f1ret price edJuet..ent 

etet~te, ner 1one rocoentted tho neceee1t1 for ooou moee~o vhicb vwld 

protect the Oovern...nt aa fer aa poaeible asatnat profitoortnu. The 

dioclonroe of enormous prof1ta bolnu lliAdo b7 eoou contractors made 

logiolat1vo action imperative. Tho !fer Departmont vee ccnacio11a of 

tho tact that 1t could not prevent excoaetvo profite oven b7 the moot 

cerotul p~cbee1ng that vee poaaiblo. There vee on abeonce of norlliAl 

c~otitiva conditiona. There """ aloo a laclc of info,.,...tion on vbich 
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to beeo reliable foreceete as to production coete, boca~•• the itomo to 

bo made vero nov an4 because the reault e of =eeo production vero Ulllmovn, 

Tbeeo taotoro made aound priol.n(l in advance ot production V1rtu.all7 il:l­

poee1blo. Pr1coe Vere s!.mpl7 too b16b, and prot1to ot contractors too 

largo, An adJuotment of prices in tho li8ht of actual coat experience 

eoomod to offer the fairest and ~at praotioablo method of mooting this 

problem. At the eamo time, tho oizo of tho teelc involved in adminiotra-

tion or tbie l ev vas formidabl e , 

!i8htoon montha of experience Vith thio law heYo convinced me that 

it vae an4 11 noceaaer)' vartimo log1olat1on. Tho lav baa been a aate­

suard DOt only to tho intereeta of the GoYora:Dent b~t aloe to the log1t1• 

=ate 1ntora eto of indlletr,. k:er1caa tnduatr7 oa a vbolo doea not vent 

to c..,. out ot tb1a var v1th the label of profiteer teetoned to it. 

!lAd tho price edJuatment lav not boon available, I ""' convinced that 

other moae~oe vo11ld necoaearily have boon talcon vbich m18ht beYe been 

bermful to var production. 

Price edJ11ot~t oporat1ono to date have reaultod in aavtng the 

Co•ornmont $5,}00,000,000, - - $2,500,000,000 1n caeb vbicb tho proeurtna 

- 2 -
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88encieo ban r ecovered or v1ll recOTer1 for del1Ter)' to the Treaeury 

])epertmentl and $218oo10001000 1n reductiona 1n priceo for f uture de­

livorioe under exiatina contracta , That ia a notable achievement, 

At the eame tl.llle contractors have been lett with proflta that are fair 

and reaaonable , It ehould be aaid to the credit or lnduatry t hat in 

moat caoea tboao aavtnge to the Govornmant bavo oome about by voluntary 

agreemente between Government and oontractoro. Wo bavo found that t he 

maJority of cont raetore do not deaire to r etain oxooaeiva prof1te. 

A large pert of tba $5.} b1111ona would ban eo""' to tho Treaeury 

on exeeee protito taxee 1t there had been no price adJuatment lav. 

But b7 no meane all. At the vary l eaet 1 $1.5 billione have been eand 

that vould not baYo been touched by taxe o. 

Ther e are tvo contentiono that have been made 1 before thie Com­

mittee and eloowhero1 which I would l ike t o diaeuoe 1n sreater detail. 

The firat contention i a t hat the powers conferred by tho price adjuat ­

ment lev have been exere1oed 1n an arbitrary and unfair taahion. The 

second ia t hat the need for thia lea ielat ion no longer exieta. 

Adm1niatrat1an of the Statut e 

The charge that th1e etatute baa bean admln1etered 1n a t:am~er un­

fair to oontractore i e a char(le that cannot be euatelned. It 1B true 
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that the atatute confero an ext.•aordlnary power 1 a power vhlch could OnlY be 

Juetified b7 war conditione . The l!ar Deportment hae fully rocosntted 

the extent of the power placed 1n ito honda and baa taken ever y pre-

caution to melee eure that 1t " oul d be exerc1ood fairly. I believe thet 

it haa been eo exerched and that 8.11¥ 1nveat1Sation vould oatebliah 

that taot . 
- } -
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At th1e point I quote tr<C tbe report 1084a 'b7 tbe Caaittee on 

l!aftl Atta1re of tbe !louse of RepreeontetiTee, dated October 7, 1943. 

Aa rou knoV, tbet CCICIIlittee mad& a meet thor0116b inToettsat1on of tbe 

adm1n1etrat1on or the price adJus tment etetuta, and their conclusions 

are , I eubmit, ent itl ed to great weisht. Tho maJor it7 report contain& 

tho follo\rill6 statemont: 

"It would 'be unfair t o the Price AdJuatment Boerde not to 

refer to the fact that, without exception, every buainaae oxeoutiye 

vbo appeared 'before tha ca<mttteo vboeo camp&niea bad 'been r e -

nesotiated had noth1ng 'but praise for the fair and oquiteblo treat­

ment vhicb they had r eceived tr001 tba Price A4Jiletmont Boards. 

They bad no qll&rrel vith the boards ae euch, or vith their 1110mbera; 

euch complaint a ae they had vera directed to proTie ione of the lav 

which particular contractors deemed unfair or inequitabl e . We , too, 

wore impressed by the membere of tho boarde vbo appeared before • 

us, by the aens e of fairness and the feel1ng of reeponaibility 

to both tba public and industry which they exhibited, and by the 

careful roaeon1ng upon vbicb their Ju46Jotnta apparently rooted. " 

A minority report wae also f iled vbich conte1nad tba follov1n8 

etat..,..nt: 

"l!o r opreaantetive of 1nduatr;r vho &!)'; oared before tbe cem­

m1ttao had any eriticiama to offer vith reepect to the personnel 

of tho var1oua Price AdJuatment Boerda, or to tho lll&lllUir 1n vbich 
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they had handled any of the actual conference• vitb the contractors. 

It appoara that tho personnel of the Price AdJuatm&nt Boards have per-

formed a diftioult taek 1n a hishly oXolliPlar:r manner. 

formanca of duty hish preiao 1a daeornd." 
- 4 -
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Katurall7 there are m&n7 contractoro vbo rooont &n7 ottoct1Ye con­

trol over their pr1cea or profits. sa... ot thea han rocont17 been accueinB 

tho !far llopartment of arbitrar7 treatl!lent. kfore the NaYel Affaire Cac­

mittoo I aatd that I vould be B]..e.d to prooent tho facte 1n &n7 caoo 1n 

vhiob the conduct ot the War llopartment hila been quoattonod and to l et 

tho committee Judas whether or not that conduct had been fair. In ful­

fil.loent of that undertaking I should like now to sivo you the facta 1n 

the ceoo of the Tl:ken Dotrolt Axle C~ about vbiob Mr. Rockvell 

teatl.!led here 1~. ~ 

llur1n8 the)\}'eara of 19}6 to 1~~Atho Tl:ken llotroit AXle Ca:pa111 

reelhed averaae annual profits of $2,1.16,000 before ;ed~r&J ~ ~3 ° 
That repreeonted l* on lto e.veraee net ~e.leo. In ~A-942 the 

COCIPM.Y'I protita, before Federal. taxes and ronesot1at1on, amounted to 

$391 639,000. Tho profit& on roneaotie.blo buainooe alone amounted to 

$161 5721 0001 before renesotiat ton and before taxoe. That represented 

a peroenta(la of profit on not oal.oe of '*· Dieroaard1n8 entirely 

bueineaa not eubJect to ronesotiation (~ucb of which vaa war production 

buoinoeo COIII;I)loted prior to AprU 281 1942 and thua not aubJoct to tho 
. ~~ 
- atatut e) 1 wo find that T1Jtken vas CllkiJ181\throe tilleo the~rate of pr<>Tit 

which it had u4e 1n the base 1eere1 on tvo and one-halt tiloeo the 

vo1uco of buoineoo. 

After r enesotiation1 T~en'o profite on ita renesot1ab1e bueinooe 

vaa $4 1072
1
000 . This represent a ll\1 on tho adJuotod not sales of 

approxtmatoly $31,000,000. That dollar profit io almost double tho 

avoraeo dollar profit earned by Timken 1n tho base years . 

Thoao arv tho fisures on whieh I beood m:r conoluoion that tho W.U· 

/ , ,., \.. ' 
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Dop8rtment Board b&4 been entirely reaaoaable In Ito handling of this 084e, 

For that reaoon I approved the Board'o doctoton. 

In tho l1ght of Mr. Roclcvell' • ot6teunt that he hu been O<IIIPOlJ.e4 

to roduco hie comp!UIJ'' s 41v1donde beoauae ot renosot1atton1 I think that 

I ohould aloo call your attention to tho total not prot! t ol' the compaey 

tor the t'iocal year 1942 attar reneaotiat1on and attar taxes , That pro­

tit is $,,010,000 -- more than tuo and ono-balf ti..,o tho averase of the 

normal yoaro attar taxes and 32.~~ of the t otal book not vorth of tho 

compaeyaJ t4 ~ ~ u...p;r---v· 
In hie toot1111007 hare, 1-!t· . Rockvoll aado tvo uln po!nt.e . First, 

ha oatd that r:q decision vas based on lllotaken lntor:atlon furnished by 

tho Board ro1attns to tho dividends paid by the company and tho oalarieo 

paid to otttcoro. It Is true that ouch intorcat1on vao coDtainod In a 

l etter which I vroto to Mr. Rock-uell, In reply to a letter f r om hln 

vrttton attar he bad been advised of my determination of excessive profits, 

but it to not true that thio information vao the baeto upon which tho 

doc1eion vae roached. On the cont>•ary 1 to tho beet of my recollectiOD1 

the queet!OD ot dividendo and aalarieo vae net brouabt up during the ro-

MSOtiatton, Nov that aucb a cot:lotlon has been 10114o ot the ~ttar '· it 
C. .., t , 0 • IV ,_.-.<. O.c • _... 

ooou proper to point out that durlns t~yoaro 19}6 to 1939.\tho Tlnken 

Detroit AxaE pe14 c"""""" d1T1dendo vbich aTorasod $].,477,000 a 
~ • ~ _.t.---L.I) ~ Jo 

year. ~ those 9.iv14endo acoun-l!ed to $Jo,:a6,ooo, nearly three tinea 

tho averase of the baeo yearo . In fact, tho BIDOunt In dollars, $4, 216, 000, 

to moro than half ae much as •ms paid to tho company' • otockboldera In tho 

vhole ten years ended Deoomber :;1, 1939. Even "'o:~ s~!fioant ts the fact 

that the d! v!dondo paid by the company during tht,;.:;' 1942 amounted to more 
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tban t vico tbo ....,lint or tbe averll(lo eorninao or tho CCII:P&l>1 after taus in 

tbo year a 19}6 to 19}9. 

Tho other llllin point made by Mr. Roo Ievell vu tha t tbs percentage 

allovod to hie oompan,y wao lese than that allovod to HiGh Standard Menu­

faoturina Co=pany. I think the committee will readily ooo that tbo 

queotion cannot bo meaoured by porcontasee. I oball be clad, If tbe com­

mittee eo doa1rea, to place the facta vtth regard to the H1Qb Standard 

caoo in thia record. I believe that the committee vtll recognize that 

the dollar profit allovod to ll1ab standard in the llabt of Ito perforr.ance 

vao not ~mreaeonable and that there Ia no dtoorlm1nat101l of vbtcb Tlmlcen 

le entitled to complain. 

lfo one In tba Var Departll:ent baa ever clonled the oubotantlal con­

tribution to war production made by Tlmken. In tact , at tho bearing 

1n III.Y office I apeclflcally mentioned It ae betna noteworthy. On tho 

other hand, 1n OO!IIp&r1Jl6 ito oonttibution with thot mnde by other companiee , 

It ehoulcl bo remembered t hat Mr . r.oclcvoll'e OOIIIPtlnJ' wae working on sub­

atantially tho oame products ae 1n former yearo; that It cllcl not have to 

"onYort Ita po""etllle plant for tbe canutaoturo or a product unfeml.liar to 

It, and that Ita manutaoturin(l prooeaaoo and proble:a vore tbuo less c:o<>· 

plex than tboeo ot 11:11"1 others ell611(led In var procluctlon. 

P1nally, I a boule! tan note of the remer lee vhlch Mr. RockVell ll:4de 

about tho personnel ongaaed in renoaotlatlon and 1n tba :anner vhl ch hlo 

caae wae handled. I have said that I t oke pride 1n tho men vho have b""n 

•naasod 1n th!a work, and I have no r eason t o modify that statement . 

In tbia connection, I can properl y quote tho otatement or the Truman 

CCG:Cl!t too In tho r eport vhlch they f iled on !web }0, 194}, that the 
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tiW> tviCO tbo llliiOW1t Of the averaao Oat"nl.np ot the COIIlpall1 after taxes in 

the yeara 1936 to 1939, 

The other main point ude by Mr. Rookvell vu that the porcontaao 

alloved to hie COII!Pa!l1 ve.e leas then that allowed to H1ah Standard Manu­

factur1118 0~. I think the c0lll7l>ittee will readily aee that the 

q~eotion cannot be measured by porcentaseo. I aball be Glad, If the com­

mittee eo deaireo, to place the facto vlth regard to tbo H1gb Standard 

caoo in thia record. I believe that tho comittoe will reeosnizo tbet 

tho dollar profit allowed to I!1Gh Standard in tho l18bt or tta porton:ance 

vu not wu-euonablo and that there Ia no diaorla1naUon of vbiob Til:lken 

Ia entitled to eoaplain, 

No one 1n tho War Department baa nar denied tho substantial con­

tribution to var production made by Timken. lh tact, at tho hearing 

in my office I opeclfically mentioned It u bolll6 notovortby. 011 the 

other bend, 1n comparlll6 Ita oontdbution with that made by other companiee, 

It oho~d be ro-bered that Mr, r.ockvoll'a o~y vao vork1118 on a~b­

etantially the oame products ae in 1'C!Mller yoaro; that it did not have to 

conYert ito poacetU:e plant for the ~:~Anutaoture ot a product unfamiliar to 

It, and that ito manutacturina proceaoeo and proble=a vere thuo lese com­

plex then thoeo ot rr.Bn;T others ensaaed 1n var production. 

Plnally, I oho~d take note or tho remer lea which Mr. RockWell """""' 

about t ho poroonnel engaaed 1n reneaotlatlon and In tho manner which hio 

caoo woe handled. I have said that I take pride 1n the men vho have been 

enaoaed in thlo work, and I have no reason to modify that statement, 

lh thle connection, I can properly quote the otatement of the Truman 

COIIInitteo 1n tho r eport which they filed on 1-!0roh 301 194,, that tho 
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a4m!nietrat1on or the ret~eaotiation law bed boen charaoteriud bf tho 

"aoee.,bl;y in CoYo~nt or an WlWiual sroQP or able, coneciontioua and 

patriotic lavyero, accountant s and bueilleu llWin ao aclm1n1otratoro of 

renoeotiation". 

I miGht aloo refer to tho qualif1cat1ona and exPerience of the 

men engaged in thie work f or tho liar Department. Thoir bacl:grounds are 

oet forth 1n dotaU in a etatelll8nt that appearo on pasoo 901 and follovtns 

of tho Rouee WOfa and Means Report, 

Tho recorda obov that the Timlten cue vee handled in a fair """"""". 

It 1e true that tho reneaotiation covered a long period. Thio wae duo to 

a nwobor of t actoro, i ncl udinG the tillWI required tor the clootns of the 

CO=P&n7'• booke and for careful coneideration or all aopocte of tho CQ=Pany'o 

operation. Some eeven meet1nGo we>·e hold with compaey officiala prior to 

tho 1110ot1n6 in 1n1 otrice. Every contention of tho company was carefully 

coneidorod, and all tho date and atetemonto ot the CQ=Pany ver e carefully 

r eviewed before final conclusion vas roached. 

I beliovo that tho etatemont which I have cado will aatiaf7 you that 

the liar Departlllent, in this caae , did not act in an arbitrar7 or unfair VOf· 

I Vioh I had tillWI to so into evecy other caoo vbich cay have bean brouaht 

t o tho attention of an;y =e"'ber of thio cCIIDDlttee . I think that I could 

eatief7 them t hat thor o has been no unfair treatment in any of those caeca . 

~~ Need for the Statuto Still Exiote 

I nov como to the s econd aonoral point which I woul d like to d1ocuae. 

That 1o t h• contention, r epeatedly made, that there ie no l onger any need 

tor thio etatuto, Moot of those who advance thlo contention concede that 
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tho aututo ehould r e111111n appllcab1o to profite reali•ed durtns tho fiscal 

70ar 194}. Conaidarationa of elet:entary fa1rneee 10ea to require thia, 

Under oxiottns lav prices on ~ current contract• haTe boon a4Juotod 

downward 1n caeee of thoeo contractors who hove concluded renegotiation, 

In addition, euch oontraotora hove 1n many i netanoee accepted nov contracts 

at oubetantially l over pr ices. Tho elimi nation or tho otatute would r esult 

1n eubotantial dieerimlnation OGatnet ouch contractors, 1n cOIIIPari oon with 

thooe who have not ha4 their contract prioee rod.uoed or vbo haTe received 

nev contracts at ro1otiTely htahor pricco than thole srantod to their com-

petitore with whCD reneaot1ntian proceedtnse ho" bean caapleted. 

On tho other hand1 it is contended that the ototute ohould be cut 

ott at tho and of tho fiacal yoar 194:5. I do not belieTo that such a 

l1miUtion would be viae. The exiaencie o of war otill call for ehonges 

of dooisn and for product ion of new and experimental items . There are 

atill many contracts 1n which costo are uncortoin. Furthermore , many 

contrncte call for porformancs over a lona period of ttms, and contractor& 

are apprehenoiTo of a rise 1n tho price level . Tho vol ume of cO<mitments 

that many contractors are betn(; ul<od to t.al<o 1n relation to their vorkinCl 
0:... 

capital ia another factor which tende to tncreaoe their fearo. In eonoe-

quonce , thoro are otrona tneentiveo for contractor• to loa4 their pricea 

aaainet conttnsencioo, to guard e(s81net the rioke which haTe been outlined. 

Tho ~lar Department ia m.eJdna every effort to elim1.118to nch con­

t ingoncioo from contract prices . Subotantial r oeulte in thio direction 

have boon 1\Chioved. He have devel oped contract forma doai(lDOd to protect 

tho contractor aaninst auoh rioks by provi ding for "pward r ev1oi on of 

Contra t pric d r proper 8-~.m. -~- n~·or, bueineaa cannot be c • • un • ~ .,.......... . v••• 

- 9 -
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!n4ucod ovomisht to rely on the paver of the contr&etin6 officoro to 

1ncreaao contract pricee ae its aole protootion acawt futuro 1ncreaaoo 

1n l4bor and mAterial cotJts. In opite of our boot offorte, "'"'ll1 of tho 

f1xod pri coe nov boin6 negotiated vill 1nolude cushion• "<!a1nat tho r isk 

of evonto vhioh may never happen, with the inevitable result that the con­

tracts v!ll yield oxcooaive profits. 

rr tho approhonoiona vhich I have exprosood pl'OVO unfounded., it 11111 

be time onouah later on to repeal tho statute . Tho liar Dopartment ia not 

atl11ouo to keep the roapons1b111ty vhich thio ototuto pleceo upon "" lon,:;er 

than noceaear,.. All a :attar of fact, ovary atop vhich tho !:ar Do~t 
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hu toktn hao tended to keep the operation or tho etotute within practical 

boundo. In this connection, I ohould like to make roferonco to the exeJl!Ption 

from renoaotiation ot thoae contractors vhooo total ronoaotiablo bu.o1nooo 

does not oxceod $:100,000 durinG o. year. I r oalito or course, that oxcesoivo 

profits con be Clll.do on a omall volumo of bUD1noaa ae well ao on a larse 

volumo. Aa a matter ot fact, some atudieo have been mAde by tho Price 

Adjuot~nt Board vhich indicate that fact clearly, and it tho coooitteo 

cleoiroa them I ohall be glad to place the1:1 1n the record. on tho othel' hand, 

I cannot beliOYo that any groat d.!llulao v1ll be done to tho country or to tho 

prosecution of tho var by tho protito vhich v1ll oecape aa a result ot this 

O:.n4loent. llo recosnlto that it is phya1oall7 ~ee1ble to prevent all 

excoeeive protite. Undoubtedly saoo cOJl!Panioe ae voll ae oomo 1n41v1duala 

Vill en>erge trom this var with mDre prof1ta than they deserve, no matter 

what efforte are made to prevent that from happonina. In view of that fact, 

it would eeom to be tho v18er course to recognize tho ~oeib1lity of 

preventing all exceaeivo profits and to concentrate our effort• on the task 
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vhich i e l1111tod 1n euc:h a lllllm1el' ae to be poeeible ot accC10,pl1eh:ent. 

Ill conclud1ns thh part of DIY state,..,nt, I =16bt polnt ou.t that no 

better evidence ot the necessity for the contlnued operation or this 

statute could be afforded than the case of th~ Timken Detroit Axle Company. 

The facta 1n that case make it clear that taxoa have not boen otfecttvo 

to prevent oxooss1vo profits . The art1cl ea are or a type oimtlar to the 

nor=al product• of the business 1n peacoti:>e. The conduct ot tb.e heartna 

baa, I think, been ent1relJ' fair and con~~iderate and the reeult most 

reuoneble tor the CCCPOI>3. Finally, 1n the cat tar or nev proeureoent, 

this cc:cpllll7 bae ehovn 1toelt quite unvUltns to ll.mtt itaelt to reasonable 

prof1to. Mr. Rookvell 1n hia test1l:lmcy referred to a contract vhtcb. is 

nov under cone1dorat1on by the 'liar Department. I have aokod General Clay 

to coco here t o tell you about that contract. I vould l1ke to interrupt 

DIY atatement at th1a polnt for Gone~al Clay to give you tho facto. 
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S'l'AT!2'.X!IT 01 li.AJOR CENERAL WCm> D. ClAY, DIRECTOR OP I'.A'l'ERUI. AR!ft 

SIRVICE FORCES, Bl!FORI 'l'l!E SE!IAtE FIJIAACI C()!«[1'l'Ea OM D3Cl!HBSR 6, 19~, 

291 

At a hearing before thia Colllll>.l.ttoo l aot Thuroday, Mr. Willard F, Rock­

vell oado tho aaoortioo thet tho War Dopertoant vea t hreatening t o cancel 

a contrect Vhich he hod modo v!th tho Ordnance Department on bohelf of the 

Tlzokon-Dotrol t Axlo Ccz::pany . I thlnk It fair to 81lJ' thet ho trlo4 to ghe 

you the impraoolon thot coer cion vae beina used to punish Tlmkon bocauao of 

differoncoa ot op1~1on vhich bAd orloen over the ronesotiatlon of the Com­

pany's buainoee for the flacal year 19~2 . I ohould like to oay :oat em­

phatically that thoro 1o not tho ellshtoot baaie tor any euoh chorso agalnet 

tho \lor Doperto:ent. 

About three veeko eso Cenoral Albert J . Browning, vho Ia the Director 

of the Purchaoee Dlvlolon, ~ Service Forceo, brought to llJ' attention a 

contract vtth Timken vhich ha4 been preeonted t o hie office tor approval . 

Under oatebliehed rogulatlona vhlcb haVe been publlohod In the Federal 

Regieter e.n4 are eva1lable to all War Departr:r:en~ contrac·tore, no avard ot 

a War Deportment contrect for an amount in exceea ot $5,000, 000 can be 

made vithout the approval of the Director of tho Purchaooe Dhl elon, ArllJ' 

Service Forcee. Furthermore, T1mken had eubmitted thl& contract to the 

Office of Price Adminlatratlon tor approval . Thot office hao withhold 

action bocauao ot apparent exceeolva profits provided for b7 tbe cODtract 

and hoe oakod the War J)epartlllont for comont. Aooordingly there 18 no 

quoet1on of the War Dep~nt'e repu41attng or cancelltna a contract. 

Tho quoatlon Ia whether the War Department should approve It and reco=­

:ond favorable action b7 the Office of Price Admlnlotretion. 
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'l'be propoeed contract pro'Fidee tor t he proC~U"eMnt. ot uleo, 

tran.ofer cueo and spare pttt.a for bea.;y duty trucks, 'l'beoe are crit­

tical i tame and the War Department ie makins avery effort to oxpodi te 

their pro4uotion. At present all ocmpanieo axperienoecl in the manu­

fact ure of tbeoe items claim to be vorkins to capacit y, ond it ia 

therefore nooeeeary to 1ncroaao exiet1ng oapaci ty. 'l'bie can be ocoam­

pliebed if experienced producers like Tlmkon are v1111ng to make their 

experience a•ailoble to nev pl'Odueore 1n the field, Arrongcente vare 

ude to ha•o Standard Steel Spring Coo:pBDJ' enter tho ,f1old Vith the 

oid of Ti=kon . Mr. RockVell ia Chainlo.n of tbo Board of both those 

CCJllPan1ee, eo that tho o<=b1nation could vorlt out vall fr<la the pro­

duction etendpo1nt. 

292 

'l'bia cont.r:>ct v.l"~h Timken vill be 1n tho at10unt of ~,468,910 .72-­

t.hot io, '24, 000,000 for 9, 6oo soto ot uloo for 4-ton trucks; $~0,400,0<'0 

tor 141 400 sate of axlea for 6-ton truoko; and a balance of ~15,068,910.72 

for opara parte, Aa ototed 1n a letter from TlJ:Ikon to tho Office of Price 

A4m1nietration, T1mkan proposes to subcontract the antire manufacture 

under a cont ract under vhich Standard Steel io to be allowed all of ito 

coete 1n tho production of tho 1 teca called tor unter the contract plue 

a fixed-tee. TiJ:l<en Vill undertelte t o deliver the uloa, fUrnishing 

deetsne, drav1nss, unutaeturtne: aaaietanco, and "Jmov how, n auporvtaion 

and direction of manufacture; it vi ll not itself engage i n production. 

Standard Stool will do the aaaacbllna but it i o proposed t hnt the maJor 

p6rtion of tho .... nufecturing vi ll be dono by numeroue oub-oubcontrootora 

t o be put i nto t het b11eineoa by Standard Stool. 

- 2 - 24 -6l t2l 

Regraded Unclassified



Under tho propoeed contract Timken <lemanda an initial unit price 

or $2,,00 tar the llehter axle an4 $},!5()0 tor the heavier axle . l!ovevel", 

tho pricoa at vhteh Tl.clttQ bae been selltns the aame itea produced 

1n ito own planta are, respectively, $1,525 and $2,184.25 before 

adJustment ao tho reault of reneaotiation, Thus tho tnoreaeee of price 

provided 1n tho proposed contract are, roopootivoly, $975 and $1,315.75. 

Aeecrd1na to tho price breakdown shown 1n the contract tho pro­

poaod pr1ooa vtll r esult 1n a tee to Timken or about $155 on each of 

the li.Shter axlea an4 about $200 on eo.ch or the hon 1or axlea. Ve 

have not 4etent.lned vith cocplote aceurac7 vhat prot1ta Ttmken ie 

ulc1n8 on tho aame axloa ltAllllfactured in ita ovn pl.4nta, but tho fol­

lovtna analyale is SUSBeative, Tialcon r eceived }} .4~ of profit on 

ita not ronosotiablo oalea durtna tho !ileal year on4ina Juoo 30, 1942. 

After reneaotlatton tt wae left wtth a profit of ll~ on the adJuoted net 

renoaotiablo sales. If Timkon'e prices on axles manufactured by it 

oro adJuatod to stvo effect to t his renesot1at1on, ito prices would 

be $1,141,18 tor the l18hter axle and $1,6}4.51 for tho heavier axle, 

and 1t 'WOUld have a profit of $125.5} on each 11shter axle an4 

$179.8o on each boarter axle. Yet it nov doiQII.nd.e 1n tha propooad 

contract protlta ot $155 an4 $200, reepect1nl1, tor tha eame prod­

ueta, tho manuLaoture of which tt ,ropoeaa to aubcontract 1~. 

But tho subcontractor is a.leo aetna to lrolllco a profit, an4 a 

profit h1(lhor oven than Timken•o. Tho ouboont>·aotor's profit 1& 

ootl~ted at $210 on each 118hter axle and $}00 on oacb heavier axl e . 

Looktna at tho end reoulto, we find that T1mkon proposes a fee 

tor itaelt of ~,}68,000 tor prov1d1D8 o~perY1a1on and dtroctlon of 
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ce:IU1'acture of axles by a aubcontractor. ( I1' the - proportion of 

feeo il u1nta1ned on epare perte, Timlcen vtll we an add1t1otl&l fee 

1n oxco11 of $800,000, makint; a total reo or 1110re then $5,168,000 for 

Timkon. ) At the oame time it is eatimatod that tho subcontractor will 

rocoivo a foe of . 6,}}61 000 on axlea alone, 

Under tho proposed contract the aaarosato p~nt for axloa would 

be $74,400,000, while at T1mJcen•a priooo for ita own producta the 

assrepte 1»1'DOI't vould be $46, 09}1 200. At Timlcon•o beeic prioea 

adJultod to reflect ototutQrJ rcneaotiation, ae above indicated, the 

aaarosate pa1100nt vould be $}411192,272. 

Thia leavoa out of conaidoration the ooet of additional faeilitiee 

which mu1t be provided at the expenae of the Oovornoont when a nev pro­

ducor il brou8ht into the field, The nov facilities required by Stand­

ard Steel arc in sxceaa of $15,000,000 and ono ot Standard Steel's eub-

aubccntractora &leo requires oQbotantial additional facilities. It also 

l oavoe out of conaidoration the fnct that tho Government vill bo obl 13ated 

under the terms of the contract to make advance pa~ta to 'l'token up to . 
forty par cent of tho valuo of tb:" contract. 

Theee bi8h pricoo ol.ght be loea re:arhblo 1! 'l'l.=lten and Standard 

Stool wore tak1n8 any eubatantial riok1 but tho contract which 1e propoaod 

prett:r much oll.minateo all risk. 'l'1mJcon • a contract provides that it 

vill not bc roaponoible for any delay of Standard Stool vhioh results 

without fault or nealisonco of T1mJcon. Furthermore, the contract 

providoo that after 40% of tho items called for by the contract 

havo boon delivered tho pricoa vill bo adJusted by negotiation, and 

1t Tbokon ia not aatiafied vith the nov priccl it ean then toroinato 

tho contract, 'l'imkon•e ri(lhts upon torm1notion are not ontirel,y elem· 
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beuuoe tbe contract ia not claorlJ' phraoed, but there ia roo:n for the 

arsument that under the contract 'l'IJ:Ikon could clelm ito eetllr.ated fee 

on each item delivered as vall ao ito entire coet including coat and 

profit to tho subcontractor , It that ie vhat tho contract moans it 

runounta to a guarantee of cost plua profit to Tl.:lken, The contract 

botvoon 'l'IJ:Ikon and Standard Steel contains eimllar provisi ons so 

that Standard St ool ie apparentl y oleo guorantood ita coat plus a tee 

on del1vered iteu. Incidentally, Standard Steel's tee vUl range 

about l01o ot eatiuted coeta. E'ren if tbo contrscto should be con-

etruod ae not suaranteaing ell coete tho orta1n&l pr1uo have boon 

fixed at euch a high fisuro aa to C~Ako 1t prscticall)' impossible 

tor either CompOD)' to suffer a lose. 

In t ho light of thes e facts, General arovnins and I came to the 

concluoion that the proposed cont ract oueht not to be approved and 

ll.r . Willard F . Rockvell vas oo edvieod. Ae a reoult I had en lnter­

viov vith Mr. Walter F . RockVell, the Proaidont of the 'l'lmken Campan)', 

1n vhich ve vent over tho vholo matter. He cccpla1nod of unfair 

treatment 1>1 tbe Price AdJuatment Board and I told him that that vee 

a matter vbich bad been peased on b7 the U'lder Secretor1 and that it 

had nothina vhateoever to do Vlth tho contract nov under conatderstion. 

I resret t o ae7 that I have not been ablo \IP to th1a tlms to got 

'l'IJ:Iken to agree to any mod1fiution of 1te demand& , At present ve 

are exploring t he poasib111ty of obta1n1ns thaaa axles through other 

oouroee. we are also coneiderins vhather th1e vould be an appr opri ­

ate case for tho uee of a lllAildatory order. Hovover, for various 

th db Cont~ted vith the neceae1ty ot reaeone, ve may in e en e •vu 
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, 

8J.sn!JI6 t hio contract vith '1'1mken oilllpl7 becaU88 vo 111111t haTe tha 

aoode end cannot be oure of sottiJIG them 1n an7 othor v41. Thie vill 

be dono onl7 eo a lest resort. 

In cooolueion I should like to oay thet tho only connection I 

can ooo botveon th1o transaction and tho 8UbJeot or renegotiation io 

t hat tho trenoaction indicates to me tho prot ection a/forded the 

Government by t ho Renegotiation Act. Wo 111111t have ve.r mtoriol and 

ve muot occept tho transactions oaaentiel to obto1nin8 required equip · 

, cumt. . 
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(continuation of st.etecent b7 t he Under Socreter7 or 1/er) 

After 111ton1na to General Cla7 I Ul euro that 1ou. tully 1mderotand 

t~~t the diffio"lt1ee in mak1ns a nov contract v!th the Timken Detroit 

Axle CoiJIPany have noth1ns vhatooever t o do V!th their attit"de toward 

renesotiat!on. The Army has proesins need of the eerv1cee of that 

COIIIpany, and. vs are onx1ouo to make a contract vith tt. But the tonllll 

demanded by Timkon ere utterly unreasonable. They ere teru that tha 

Covorn::ont ohould never yield to . 

lie have developed. the fact.e in t bia caee in oo::>e d.ota1l, not only 

baeauoe 1 t veo neceuery to refute charaeo •de in tho open htar1Q8 

last veek, Wt alao 80 that you. would have A clearer Wlderotarrd1Q8 of 

the actual reneaot1at1on procooa. We are vill1ns to rest our case for 

r enesotiat!on upon t he Timken Detroi t Axle proceod1ns. lie believe that 

the case 1e typical of the small number of coeee in which vo have been 

unable to reach a mutually satisfactory l>1lotorol osroament, and 1n 

vhioh we have been accused of bo1ns arb!tror7, unfair ru>d unreasonable. 

In thio oonnectioa I should like, at thio tima, to submit for the 

record a oop7 of a confidential Co:aittee Print, vbich vo flied. v1t b 

t he B~e lla7o and M&ane Co=!ttee, s1•1"8 opeoit1c facta an4 ttaurea 

vi t h reference to the eases of thoae contractors vbo appoered. bat ore 

that Coi!Dittee tor tho purpooe of COIJIP1&1n1ns vith respect to tha 

treat..,nt a ccorded t hem in renesotiat1on . Tb1e otatement 11 necessary 

to an intellisent ooneideration of the charseo mo~e b7 thoae vitneeees . 

It vae not printed ao a part of t he official public record, and wh•ther 

or not it ohould. be included oe a part of the public record of the 

preaent procoed.inl!t before thia Co!aittee, ve are, ot cou.ree, entirely 

eattetied to leaTe to 7aur detera1Dation, 
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It there are 8.117 other eoo;paniee cooceml.na Vh1cb 7011 vou14 like 

to heve additional 1ntormation, whether in connection vith Yitceeeoe 

vho heve apJ>eared bo!ore your Cot>m1ttee, or before tho Rouoo Itaya and 

Moone Committee, vo &hell be glad to tumioh 8.117 dote . 

I have alvaya eaid, and I hero roJ>eat, the only va;y to toot the 

cheracter of the adm.iniatrat ion of thio Statute, 11 through oxu1nat1on 
• 

of the facta and t1guree applicable to Individual ooooe. Goneral1t1ee 

are Cll.oloadl.na, and frequently, ae vo hevo eoan 1n the eaoo of tho 

Ttmkon Detroit Axle Compe.n;y, not borne out by the record. llo Y1ll wol­

cou an inveetisation of the proeoed11J61 of the liar Departztont 1n con­

nection v1th an7 or all of the caooo vhlcb vo hove handled, 

Ch8nse• 1n Houoe Bill 

Before olooing I ahould l1ko to comment briefly upon certain 

provioione of H. R, }687, Title VII, vh1oh vo rooJ>eottully 8U88oet 

ohould be modified or amended . 

Review of Cloeed Aqeemonte. In tho tirot plMe I 'call your at­

tention to tho feet that tho propoood Bill prov1deo for court rev1ev 

of cloood bUateral agre"""nte. T'nue, oubeectione (e) (l) and (o) 

(2) 
1 

pagee 119 to 122, epoc1tically provide for review of deterc>ln8· 

tiona "11111do prior to tho dote of tho enactment of the Revenue Act of 

l~} v1th reopect to a fiscal yoor endl.na before Jull' l, 194}, • • 

vhether 21' !121 ouch deterCIJ.nat1on ie otlbodiod in an agreement vitb 

the controctor or aubcontrector. fl 

Tbio provio1on vould render eubJeot t o court review tboueande of 

voluntary bilateral agreements under which total rotunda and price 

roductiono (without giving conoideration to tho effect of taxea) v1ll 

aggrosate UJ>Vardo of .,,ooo,ooo,ooo, tnclud1n8 oxeooe1vo prot1to 
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refunded and to be refunded and apeci!io price reduotiono on artielea 

delivered or to be delivered 1D the future, Thio provieion vould 

create a potential admlniotrative burden vhicb m!aht be t=poooible of 

effective aocOQipliahment, It mij!ht aleo be oonotrued to invalidate 

t ho bilateral character of tho agreement 1D auoh a manner aa to 

Jeopardize the right of t ho Oovornmont to retain tho rotunda vhioh 

have boon made end to collect tho rotunda vbiob are to bo medo thoro-

under. 
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'!hero m!aht alao be placed in JoapardJ' the proviaiono of tho agree­

ment prov 1d1Ds tor peat and future price reduotiono. I'&>,Y renegotiation 

agroe=ento include clauooo providiDs gonorol17 tor tho elim!nation ot 

excoaaive pro!ita likel7 to be realited 1D the tutura throuah price re­

duotiono vitbout opecityiDS the amount ot tho reduotiona to be modo on 

opooitic article& or contracta, The totel roductiona and refunda under 

ouch olauoeo misht exceed the total ot opeoifio rotunda end price cuto 

referred to above. 

The refund• and price reduction& provided tor under theae volun­

tar;r agroamanto vera !llBdo ao o port ot a raprioiDs pol1oy vbicb vao 

1D tact inaugurated acme ti:e prior to tho pe11eao or tho or1g1Dal 

Renosotiation Act of April 28, 1942. It tho Act had not boon avoU­

able for tbio purpoao, the War Department vould have endeavored to 

effect oim1lar reoulta through tho uao ot other vor povero rolat1D8 

to plocins end oencollet1on of contracta. In no caoo boo tho War De­

partment accepted agroemente vh1ch oro made condi tional on tho valid1t7 

ot t ho ronosotiat1on otatuto or vh1ch under their torma could be at-

tooted b7 oubooquont leg1alat1on or court decioiona. These asreemen~e 
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reproaen~ <looed ~e.naec~ione betvaiQ tho l>epartunte concerned end tho 

contrac~re • The7 ohou.ld not nov be reopened, 

Provioion for double reviov bz tho Joint Board end bl tho Courte. 

Tho propoood bill g!vao tho contractor an abooluto r1sht to require 

rov!ov b1 tho novl7-crootod Board, knovn aa tho War Contraoto Price 

AdJuatmont Board, and the Act apooificelly provide• thot tho Board may 

not delegate "tho pover, function and dut1 ~ roviev ordora determining 

oxcooo1ve protito" ffiubaect ion (d) (4), page llf/. In the lisht of 

conto~latod provlalona providing for rovlev b7 a court 1n thoae ceaeo 

vhora no agreo:ent can be reached, it 1a entirall unnocoaoarr end vould 

conotltute a verz real admlnietre~iTO burden ~ provide for another re-

vlev b7 the liar Con~acta Price Adjuotm.>t Board. Tho raquirament thot 

ouch a Board ohould roviev all ordore dotermin1ng oxceooivo profits 

vould require the creation of a largo admlniotrativo atarr, and vould 

impoeo burdene end dutiea upon tho individual membera of the Board vhich 

vould Interfere vith the performance b1 tbom of their dutiaa 1n connec­

tion vith current renegotiation• in the variouo Departmonte for vhich 

the7 aro reoponaiblo • . 
- Scope end Method of Judicial Roviov. I bovo ropeatedl;y atotod 

tho!- I bod no obJection ~ the aalt1ng of '"""' atatu~rl prov1eion for 

Judicial rev1ev end, 1n tact, hove oxpraooed the opinion tbot thoro 18 

ouch r1sht of roviov uodor ex1oting lav, Thera hove racontll bean 

brought to my attention tho strong objoct1ono of tho Troaourz Depart­

ment and the Department of Juotica ~ the propoeed srantins or Jur1•­

d1ctlon over renegotiation rov1ev to the Thx Court of tho United Statoo. 

I om eat1at1od that Juriadlct1on over appeala from renegotiation dotor­

e>lnatione ohould be aoaumed b;y tho Court or Claw 1n order tbot the Thx 
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Coun ot tho Uni~ Statao •1 be kept tree t or exoluo1vo attontian to 

tax uttare. 

With roo poet to the ecopo ot rev iev, I asroo vith tho p_oei tion of 

tl\o Department of Juetice, ao llxpro .. ed t o tbo Joint Board, that it 

would be helptul if dotorminationo ot tbe Secrotariee ot tho Dopart­

IIIOnto or ot tl\o propoeod War Contracte Price AdJuatJDOnt Boerd ahould 

bo final and conclue1vo except to the extant that tba contractor can 

eotabl1eh (on tba boo1o ot tho record udo by tho controotor 1n tho 

court review proc~oding) that tho determination vao tba result of a 

llliotalto ot lav, fraud, arbitrar7 or capriciouo actioa, or vaa eo 

sroeoly orroneoua a a to I.JIIply bad tai th. 

Tbio procooding would afford protection to a contractor vho could 

ohov that bo had been arbitrarily or unfairly treated and at the """"' 

tl.JIIo vould gi vo duo voight to tho dotorminatione ot tba Dopart.ll:onta and 

avoid poeeiblo danger of overburdening tho courta vitb a large vol\11110 

of ditficul t and bu.rdanaome oaaoa. 

Thoro are a number of otbor euggoationo tor tho t=provement ot tho 

Bill pending before 1our Committee vbicb have been conaidored and ap-

Department ie particularl7 1ntoreoted 1n tho ouggootiono that all au-

thori ty rolati• o to current repricing tor renegot iation ot individual 
• 

oontrocte ehould be cantarod vitb tba oovoral dopartmente rather than 

vi)<b a Joint Board, and that thoro should be ol1111.1nated from the Act 

any undatory requirement relative to tho ineortion ot a particul ar 

ropri oina or r&nogotiation elaueo 1n all oontraeta regardloaa of tboir 

oiu and obaraotor. Thoao vill be preoantld to you b1 Joooph M. Dodge 

vho ie Chall:man ot tho recently created Joint Price AdJuotaent Board, 

ao vall ao Chdmen of the Var Department Price AdJuotMDt Board. 
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UII DEPARTJa.lll' 
Price .l4Juotunt !oarcl 

V&ahlllftton 

2 December 1943 

lfi!IOJWIDlJ!I SIJPPLEHlJITAL 'ro l'Al!AGIW'H 0 OF .&XHI!IT A. STAZ:EMI:m 07 TliB 
JOII1l' PRI Q. ADJiiST)IEN'l' BOARD FOR THE II'!ORMATIOll OF THJ: &Ell.t.a;E l'IIIAliCE 
CO!C.UTT!ib, elated 2 December 1943 

PROPOSED :::JCE!a'l'ION Ol' SEASONAL CAIINLRS 

Tho propoaod exemption o!. agrioul tural com'liOdi tilt& embeclled in 
H. R. 3687, ouboection (i)(l)(C) L£a~e 125, linoo 10 to lSV includes an 
ox~:op~ion ot 

"any contract or subcontract tor canned, bottled, or pscked fruita 
or vtptabloo (or their Juicoo) which &ro cuotomarUy canned, bot­
tled, or packed in the aoo.aon in vbioh thor are h&rv .. t ed, • 

SUbotquent to the heari.ngo before tho Jl.ouoe If&)' a ancl )(eeno Co=i tteo, 
an lnveoti&OUon hAs been O&de by the Y&r Dep&rtiOent t o ascertain the of­
teet or 'he propoeed a=e~d:ent, and tbe re1ult1 thereof lead to the conel~ 
lion that tho above-quoted portion of tho )lropooed acendment should be 
'•letod !or tho reason• hor eln&fter oet forth. 

Tho appar ent aim of the e bovo-deocribed provl elon Is to exclude 
from r tne11otlt.tlon the trpo of cMnlng "bleb II coar.10nly deoc rlbd "' the 
"unoonal pack" and to keep subJ•ct to r • nejtO tl&Uon oMnlng of the 1\l.l­
yenr-round type, ~• in the c~se ot aoupa. The vi ev behind the yropoaal 
P.ppenra to be th1a: ihat on.nnera whose pn.ck 11 eeneonal are confined in 
their volume by th• l ocal agricul turd yl el~. Md Are not likely to r erlize 
exce•slve profits through the ~re~t exp~olon In production that has been 
11. c:onepicuoue f r.c tor causing exeeedve protlte ln othflr flt>lds. 

There oppeara to be no dlotlnctlon bet~••n thlo trpe of produc­
tion ~d ~v othPrs that will remnin subJrct ~o r•n~gotlation. 7be con­
lld•ntlono which apply to seaoonr.l prck o of !rut u and vent&bles "PPlY 
vl th eqUAl force to eMned fiah Nld to cr.:".ntd. a.eAta. In these Cl'!.l f' l the 
t ood 11h1cb 11 cMtaed ta e.lao perishable. 71\f' pottntit~~..l Pxyanslon in vol­
""" h nloo obaz;>l y lid t •d. At lel!oot i n th• c•o• of !lob, the CPlUiing 
operation• ftre b16hly aeaao~ in chArActer. Ye t contrac t • for the ae prod­
ucto would not be oxeapt under the nov !l!'r.ourt . 'i'bo ettect of the bill 
vlll thuo bt to aultlplr arbltrnry distinction• and to lend to discrimina­
tory reaulta . 

Moreover, there ls renaon to believe thnt thP proposed exemption 
vould npply to companies ~hich have made •xceoolvf profits in the ~cepted 
meaning of thie term. ~fhllf' preclee figure s tt.r~ not AVI\1lable bflcaua, no 
fin~clnl dutn h~v• in the ~aot been prep~red oegre~tln~ thla type of prod­
duct , nevertholooo from n li.ot of forty-t••o (42) cMnlnll contrActors sel ect ed 
•t random ancl b•ll •ved to be engaged to eome ext•nt if not entirely In ft 
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lle.o. Supple~ntal to State=ent of 
Joint Price Adjuat ment Board 
dated 2 Dec:ee~ber 1943 

seasonal p<~ck business, the followin.1 instanoes are o!teN>d as 
(Contractors• names withheld, to be furnishod upon request) : 

significant 

(000 omittod) 
( ) donates loss 

1942 1936-39 f.v, 
Contractor yol\lmt!::S Profit-S ProfiH yol,wne...l Profit=§ Profit-% 

1 714 143 20 , N. A. N. A. II. A, 
2 1 , 352 152 12,0 4~4 20 4 .8 
~ 2,489 182 7, 5 1, 558 159 2 ,3 
4 1 , 900 464 23 , 4 1, 082 22 2,0 
5 4, 451 578 13,0 1, 812 lO ,6 
6 658 61 9, 5 276 4 1 , 5 
7 1, 219 158 13,0 84 4 4. ? 
8 538 104" 19. 3 !30 18 5,5 
9 3, 445 ~ 12,S 1 , 102 26 2,6 

10 10, ?12 1,321 12, ! 4, 586 51 1.1 
11 1, 215 263 21. 7 714 (52) (7 ,3) 
12 1 , 819 :128 113 ,1 005 25 3,1 
13 5, 896 1,029 17, 4 2, 572 321 12, 5 
14 11,933 1 , 503 12,6 6, 202 434 '7, 0 
15 4, 329 569 13, 2 302 8 2, ? 
16 3, 983 437 11. 0 2, 37l (129) (5. 4) 

(Note: The random selection of forty- two (42) cont ractors from which the 
abovo !isures wore cullod does not include any pineapple canners 8Jll0ng sooe 
of whom profits have been found to range between 25:( and 59:(. ) 
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These !isuros indicate overall profite; and whore the canner has been en­
gaged in both seasonal and non-seasonal packins , it is of course true that 
tho profits ro.ay have been dorivod in uneqUAl proportions froa these two types 
of business , aut cooopenaating tor this possibllit~· are the following consi­
derBtions t (1) those profits are as stated by the contractor arx· r.ave not 
been adjustod for excessive salaries, dopreciation charges, or other possible 
inadmisdblo exponsos charged against aales; and (?.) while they represent 
overall profits, tho profi t on Government businoas is likely to be greater 
boeauso of the absoneo or l i.'llited ch;!ractor of selling expenses and other 
c!largos applicable to Government sa1os . 

Tho forogoing objections have boon addroesod to the ncasurc only 
insofar as it afiocts canners; r.nd presumably it was origirolly intendod to 
covor only cannors and no others . HO'I'ovor, the uso ot tho Y.'Ord "pack" iB 
so broad na to uxtond tho exemption to IIIMY othors , Thooo who pack prunes, 
driod npricote , poars and other fruits in woodon or paper boxos might also 

- 2-

Regraded Unclassified



11e=o. SUppleMntal t.o Statement of 
Joint l'rice Adjuat.ment Board 
dated 2 Decezober 1943 

ooc>e under the exe~~~pt1on. It liOuld alao ap~ to certain companies an.­
gagad in pre par in& and pacld.ng deeydrated tru.1 ta and Yl!get.ablea. It should 
be noted i n thia connection dehydration waa relatively new and contracting 
ofticera made comlllitments on the baa1s of little price experience , 

Tho proposed exemption will lll&kc it nooeeea~ to undertake a 
now kind ot segregation of the Government bueinoee done by the canners 
in ordor to oxolude .eaaonal packs , I t ie not known how m&l'IY canners deal 
exclusi vely in the kind of bueineae proposed for exemption, But maey~ .. _ 
will continue subject to ren~gotiation !or a put of their business; and 
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aa t o thom, t he preparation of t he basic financial data will etill bo required , 
The segresation of ruoogotisllle from exe~~~ptad busineee will conetituto 
a'\Other administrative difficulty 1nvolrlng d1.tficult questions of cost allo­
cation ae well ae pure segregation problou, 

In new ot the fact that mater i al oontainad 1n th1e ~~~t=orandua 
wa.s devolopcd only subsequent to tho action t aken by the Houae Ways and 
!.loans Coc::>itt.co, oopios ot this memorandut:~ are aleo boing delivered t o the 
mel!'bore ot t hat Comittee. 

Reapecttullf submitted, 

JOSLPH A! . DOOOE, 
Chal:u.:m, 

War !XIpart.-.cnt l'r t oo Adjustment Board 
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O.!i!IEIW. STA T~:EUT ON THE PIUC!:: ADJUS'n~l'l' OF WAR r.otl'l'RACTS 

By Jo~eph u. Dodge, Chaircan 
lfar Depart.cent Price Adjuatl:lent Board 

Tocl&y the OOve•-nment is t.he Kation •a· principal lncyer. It 1s a ~g 
100nopoly supplied by the Yar goods producers . The purch.lses ar:e paid for 
by taxpAyers' JDOney and Government borrowina. The goods are primarily for 
waste and dostruct ion and are not addltiona to our wealth . There 1s every 
aconomic and praotioal reason for the price being held oo low os possible, 
and profits, \fhiah are part o~ thot price, beine restricted. Econoll\Y of 
·••r coat must be an issue in a war which is as much on economic war as 
anything alae . 

Evor:;ono must bo on their guard aga.:Lnat a tundrunontal error in thinking 
that uar ia o ti.., of prosperity. It is not and cunnot bo, no mtter what 
it my oeoo to bo. It is a tin>o of greatly increased acti'ltty, which is a 
condltion usulllly associated nth prospcrlty . ~ctually it is a time of 
harder \lOri:, more cocplieations, increased rosponaibilit;{, hiflher taxes, 
shortaco of civilLm goods and, in substance, leas not usable return !or 
arort th.ln norcal and certainly not tho net return ~>ich cliflht bo expected 
for sild.lar nctiV1ty and effort in & tir.lc of real prosperity. 

J\lat no rate-ruking protects the public on tho pr>ce of co"""nlY used 
services, eo tho Price Adjustcen~ Boards protcc~ tho rovornocnt and the 
public on tho prico paid for material of \/Br , because of ""Y unreasonable 
pro~its Yhich aro part of price . 

Prioc /,djust mcnt is directl:r related to VIOr procureront. \'lar procure­
ount, in turn, is nffoct ud by tho> price and profit result• of une::pect<'<l 
voluoe , shirts in production ecphasl.s , the dovoloplll<.lnt of """ products, and 
tho ctwng~o and ir.provoroonts in other rmr products . To mout this situation, 
th~ro hns boon c otablished for ~ach contractor an llfter-actunl- production 
"xpcrivnco, cor.parativo , overall ropneing . 'lllis 1o runocotiation or price 
~djust~nt. If considur~d in these terms, its objectives, proec~sos, and 
conclusions co.n bo mru oasily understood. -T!lo pri..,ry purpose of rcnc6"tio.t ion is to nccor.plioh sound pnc~. 
It \fOrks r~troactivcly through the !lLdlU!! of refunds and prcspe<:tively 
t.l-.rou:;ll r.cluctions in future prices. It •trivco to ~:Gke sure that no more 
t!un a fair price is po.id for =r p.roclucts and th:lt price includes no Ocre 
U1-n " rueon:.ble prof1t after considoration or kll the pdrtincnt factors 
coMuct ... "Ci \:ith Cl contr-lctor 's business . 

Prico 1a cndo up of costs und profit. Coste and product prices arc 
ox.oincd and nleo comp~rod w1th those of other produc~ro. Excessive 3ctusl 
coats nny result in ecrwin specific dioallowaneos Tihich oorvc to increase 
thu profits that nru part of the ovorall price . Exooaoivo comparative total 
costs and/or eomp<tr3tive product prices nrc factors in the valuation or a 
r oleonnbl u and just coJipons:~tion in t orms of profit. Tho profit, which is 
part of prico, is ulso subject to cdjustmont art or dotorl1linution of r c3son­
.1blo costa, cocp·.r:'<tlv~ total costs a nd product pricoa , tho eff ect of volume 
iner~~s~, and th~ othur purtin~n~ f~otors of tho contrnctor•s business. 
Thcso tlill h~ combl.ntd to indicate the ncccosity of .l1l ovor:.ll price 
1djuat~nt in ~ich excessive profits, no ruquircd by th~ Stntutc, are 
<liclirut.cd. Tho Adjusto<alt of price \till include nn 'ldjuatt:>P.nt of profit 
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because of t ho pro1'1 t ele:>ent o! price. \lhen approached in thia ...anner 
the reJ.JOVnl of excessive profits beco..,s part of a prlcing operation and, 
if all the funcl.aantal elecents of the contractor•a business are properly 
relnted, the el1.1:11nation of exeessive profit. beco!llls an incident or a 
pricin~ process . 

You will observe that the ~far Department Board is a "price adjustment" 
board and thllt tl•e operation is carried on through the "price adjustment• 
sections of tho various Services. Fl'om the beginnins, the Price Adjustllllnt 
Doo.rds of all tho Services have been started with tho lxoot available lxosinosa 
""d profoasionsl zoen . It has boon dif.hcult to ~et IliOn to do the work and 
ntoy at it bocauae they do very con;>licatcd and trying work with litt'le 
cr•dit or appreciation for being willing to undertake it a t a considerable 
ptrsoMl saor~fice . 'll>ey aru men of 1ntall1flonco, <.JCi'cricnco, and integrity. 
They arc not enaagod in furthering any new system of enterprise but are pro­
t cctinc the old . tbur~ is no intention or dcsiru on the part of 3ny of 
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those r csponsibl " for reoogotiation to Lxpand, cxtund , or purp,tuate it 
us a profit control J:>):>SW'O beyond the necessities of our war procurerent. • 

EYuryono cnga~-d in this work believes in its ncc•ssity under conditions 
in which tho Govornant is the ;>rincipal lxo7"r and \~,:-o ar.! not enough pro­
duc,rs to provide the norml prcssurn on prices cr.)a~ o by co~tition. tbb 
1>\.luf COIIOlS to those working at the job bccausu or wiw t. ~hey sec in mu.t 
th. y do, ;.~nd tho files of every price adjustr..nt lg•ncy bear c.cplv w1 tn•ss 
tlut wh3t thcy do is ne cessary. This io a point too oft•.n overlooked. This 
s<~rvico is a o essential to the protection of busin .. as 1:s it is to tho pro­
tection of cov .. rnmont. 

',fh:lt "0 YIOnt ~nd expect our 0\'1'11 orf!anizntiono to (live tht contractor in 
tho procuso of renegotiation brie fly is this: That tho contractor shall 
always rocoivo cow·tcsy and a considorat-6, ~yr.'q)athotic hco.rinu; thn.t he 
s~ll 1\~vu un opportunity t o cozq>lut~ly dovolop and prcsunt his case; that 
the burden of in1'or1:111t1on to be submitt..ld ond th~ nulllber of meetings shall 
b< reduc~d u much as posSlblc; that ·.w shall obtain the inforr.ation noccs­
s~ry to cstoblish the facts r equired, but th.t. t tho contractor I:lly prostnt 
in oddHion to that ..-!hltover lu: r:a;.· conddcr pvrtincnt; that tho f:1ct.ual 
Wor1Dlt1on about thu business to be includJd in thu r~.port should be 
r t vit,•d m.th tho contr:~ctor; th:ot. then b< un t.gi'\'OJDCnt on all the basic 
t oots :.nd thL case 1x: cocpl" tclr dcvolopold before an,y cttc~t is z:ndc to 
rcllch a decision; e nd thct t.li<. proposed S<.ttlca>..nt be cocpl.,toly discussed 
and , Whor.t MCQSSary, its cff,ct on th~ businees ot the contrnctor explained , 

:ru llnnt nothing slipshod, inCO:Il>loto , hapMz.lrd, or arhitr:~ry. Conclu­
sions arc t o 1xo cnr.>fully arnvcd ~t; should tal<~. into consideration :md 
\1ci gh 'll t ho 1'octs preacnted, dctcrmin~d, e nd vcri!iud; :md bo eminently 
f~ir unde r tho circumstances ol' tho cas3, .nd in rel.ntion· to COI!l>~roblo 
cue problem~~ . 

OUr pooplo a r c using thuir services to r csolV•J n problcr.l of both 
businuse nnd govvrnzwnt as cxprussod nnd direct• d by Concrnos . Thcy 
off~r to tho contractor their knO\;lL-dgc of r onccotiltion policies, 
proc .. durue, .:net t).xpC rl.~ncc . Thvir objoetivo 1a to muko n sott.lomcnt 
consistent r11 th t hoir obligation to th. govurn,..nt nnd yut f;:ir to the 
cont.r.'lCtor . 1Jhm ., carefully considcr~d conelua1on hns bocn c.rrivcd ut, 
llftcr r LviCll of thY facts nnd consist..rtt uith our knortlud(lC, ne do not. 
and should not b:!rgnin , l.r!y ch:.ng~s should bo boscd on n~m ! actors of 
SU!f~cicnt. icpor~cG tO gnrrant thaD, 
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lhe work has had and still bas mey probleM, It 1o e~licated. It 

deals inl.l.mt.el.y with t he conditions of eech enterprise u co<ponents of a 
price and pr ofit problem. lobatever the probleM a re , they are being ....,t by 
people sincere in t heir effort to arrive at a just and reasonable answer 
which is within the lioits or t he respons1bilitiea established by the. law 
and t ho policies and procedures created t o ispleoent the law. 

Opinions are &iven or co~:plaints or etotement e mde about t ho results 
of r eno gotl&tione with few of the facta upon which tho r enegotiation con­
clusion was notlllllly based. On individunl caeos, wo find that not many or 
those complaints ere accurately stated or can be oupported by the facts . 
'!his work 1e just a continuous series of individ~al cases . Thera are two 
e1dos to ovory story and tho Pnce Adjustment organizations sl"ays have 
ono or t hem . 

Again, too often tho issue is contused n4t h content ions or problems 
~'hich are not direct ly r elated t o price adjust..':ll.nt. In """1Y instances, the 
probloc.s ohargod &&&inst 1'61<>gotiat1on arc inherent or fundamntal to the 
contractor's business . They exi•t ontiruly apar~ troD and prior to aey 
price adjust.ooont and ..,..t, troqu.ntl.y arc r olated to the N.Mncial managemont 
of business c>pansion . Ther e is soa>tiJ:Ile an ineiatoneu on higlt prices, 
·.thich includo h1~ profits on GovornODOnt war pu.rchaecs, for tho P"-'1>0"" or 
!!lCJ ting eooo alroacly e stablished financial, plant, or <quipm<n~ Ulnoss, or 
til. out.r l&ht coat of business expansi on . Uo ""ttor how r eel these probloms 
~ro , to attol!1)t to cure specific cases filth unusual proN.ts tro:u mor pro­
duction cortainly 11ould establish broad and indofonsiblo incquiti.,s . 

Ncnr txleaus~ taxes arc high and havo o. drastic affect on not earni ngs, 
and bocauso thoro is also renegotiation, it is eonlltimos susaostod that the 
lnttor is tho problo" croator . '!'!tis, in spite of t ho t act that r.ost sottlo­
oont s ar o aubstantiully paid in the form of credits for twccs alroaey paid 
or arc ofl'sot by taxoa that nould huvo bud t o b~ paid on th•l unadjust<ld 
profits . An ~vurag~ of about 70~ of ovcry price adjust~:nt 1& paid for 
i n t.;x cr-~dits . Ronogotia tion settlcmcnts usually oro mdc in ~ or ~ 
dollars, depending upon wbcthor tho taX return the buain,·as rrould have to 
pay botoro the. adjustr.Lnt 1& 80';. or 70;!. 

Businoasoe subjoct to rcnegot1otion llllvu the bt;nofit of tnr production , 
inst..ad or per haps boing out or business or having declining vol..,.. , higher 
costs and lauor pro!:it.s or ne profits, u• is th< cuso vith mny >nthout tho 
d>r,ct or inclir oct ndvnntogc of TtOr production. Also, businesses roncgothtecl 
a ro only thoso ~hich are considered to hove 6xcoas ive profits on war business . 
Renegotiat ed businG saos in conural cannot be eaid t o bo substantially harmc~ 
by the fact t h:. t profits a re alwnys loft to th•m after r oncgotllltion . 

It s ourns to havo escaped a ttention tha t, lifter a nogotiatod price 
reduction , n contractor is gcnurally in ~ bot t or position thnn 1 f he had 
b•cn given A m11ndat ory order 'to produce tho coeds a t a price uhieh resulted 
i n t he ndjuetod dollars or m11rgin of profit or ~von n lO'i"lcr ono . A m.'nda­
tory ord<r 1S usunll.y pl a ced at tho t i1010 of bf,(linninc production a nd applies 
t o on i ndividud product or contract. lhis authority is gtvo.n to Govornment 
in timo of 11nr to insuro its being ;::.bl c t o obtain tho goods it needs nt n 
r~aaoo:~bl~ prieo but in r onegot U>tion thu contrActor h.o s tho ndvant.oge o! 
• r.oult •pplicd

1 
to his ~hole business for a ycnr and loseos or low profit 
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on cne contract or grcup of contracts are orteet &GI'inst unexpectedly higb 
pro!its on others . ll»ndatory orders were quae freely used in the last 
war . In this war, they have been used very 1nfrequent.l,y. The cooperation 
or oanufacturers and, to a certain extent, renegotiation have served to 
make the~ unnecessary, 

Criticism is inevitable in a process which, even thousn established b:r 
concress, results in reducing the profits or n businses after they have been 
enter ed on the books of that business. It is antirely reasonable to expect 
that bueinoeses which may have had increased volumo and increased prof its 
oosinnlng ns far bncl: as 1940, as a direct or indirect result of the war 
abrond, and perhaps a further substantial incr oasc in 1941 ns a result of 
tho t xpnndina dnfense program and on 11hich tho expanding volume alone con­
tributed to hichor rrurgins of profit and on which thoro was a lesser impact 
or taxes and gonerall~ no renegotia tion, cannot too r~adily adjus t their 
t lllnklng to tho l'.:10t that bt!einninc in April, 194?., Con&rcss has decreed 
in subst.unco thh t uar production business should be priced so as to include 
onli' a r oosonablo profit end tb;,t th< i~tp~~ct or high~r t.axes would make tho 
not r uturn on ~~is bus1nuss af~r U.Xus subat1ntl&lly less . 

Ever; business c:.n has a nnt.ural. nabition tor incr.:ascd profits or 
incr~ased voluoo of sales or prodUction which hove b<cn the tradl tional 
y..lrdstlck or .success 1-n A~rie~n cntorpriso. !~ny srull businesses suddenly 
bccaoo lcrgo and ~ny Lorcor businesses multipli ed their prodUction beyond 
any procru sivo ro1Dt1onsh1p to th•.ir •arli•r history or ilr.mcdiate expecta­
tions undor normal poccctimc eoitpctltiv~ cond1Uons. It 1s too much to 
cxp~o.et th"'ro would bo none Hho would look on th\l n ... ccseitl os of war procurc­
m.>nt >G an opportunity to satisfy •>ithcr thulr personal ambitions or desires 
f or pr ofit , but tll(>SO oro lirnitdd in nu!Jlbor 11nd in sh~rp eontrnst to the 
vust mujori ty who rvalizo that production of goode used in tho conduct of 
w>r should prope rly be on a lilllitcd proflt baou and >~ho have done the 
outstcndinc production job rrhieh is so w ll known r. nd gonerully rucognizcd . 

Thoro was tho :ldditional pr 9blem of proitptly crc3ting and staffing 
Price ~djustmcnt Sections end Price Adjusto.nt ~rda for nll the tL~,rt­
""'nta one! Survicas to cover n rotiorr.tid•o problo•, the liOrk of uhich directly 
>.ff~ctcd tho business proflt of w:u- contractors >ll over tlw countcy. It 
DlSt be oxpcc~'CS that, \th~n th\o. ~ncral sitU.!'Ltion ouU.1ncd llbova is con­
sid•r•<l, thcra rtll bo sooc mist.>.Y.os mode .. nd transoct.ions handled in " 
:nnnur not <•xuct.l,y us t.h .. y should h.<ve b<on. It is ut.enishlng tint, 
considt:rina th..: nk t.urC of t.h" proeoss, it h...s bean carried on re~so!13bly 
successfUlly over n period of a yc>r and a h •lf . 

Entiroly too little omohasis and cr<dit. ~s bucn flVcn to tht coop. ra­
t-1on of thu l.:.rac nu~r oi contractors \'11th whom thu vflriouD St1rvices h."\ve 
t>sily r oached on agrc1.1n>:>nt on .an ndjust.vd price and ~ limited profit . 
Th .. ro l"vo boon nuny who s :·.y frankly thoy do not >rant anythinG that m.'y 
b• considurcd oxcosa1vc pro!its . lll>ny havo m·:do voluntory r ul'unds and 
price rvductions ao " ddinito businvse contrlbution to tho Hur affort. 
I n tha llur Dopnr t mcnt , cs of t he vnd of uov.unbor, 11r1tton or o.ral volun­
W.ry ngrvo:~~onte covering 1942 fiscal yulr prol'lts 3nd prices h• d been 
r vHchcd \11th opproximtcly 10,000 w~r contractors . In most cnsos, "&'.:"e­
J:lOnts wc ro~ <orrived u t v:ith little difficulty other th.Ul tho technica l 
problems involved. 'l'hlS certainly sp<·cks of n ~n.r..ll ncc .. pt:.nce of the 
procossos through uhlch ugrecocnts a rc r -aohad. 

Dccc=bcr 6, 1943 
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STA<I!ltoJ\D COU!!ERCIIJ. Pl!OOOCTS 

;tt,R DunRT"'El;T PRICE ADJUST"::•T BOARD 

The contention is made ~hat these businesses opera~ under OPA price 
ceilincs. Therefor e , t hey s.'lould be exe!l;)t from renegotiation . The 
standard produc t, however, roay be an integral part of some volur..e- -oroduced 
war product or 1t ""Y bo used as such 1n volume for war purposes, · I under­
stand tho OPA price ceilings usually are set 4~ a l e vol tc per l!ll.t t he 
ll'lt rginal pr oducer to cover costs and mal:e 4 fair profit--that is, the 
man who has no great volu.., and not partlcularly lOIY costs . The question 
as to whothor :'lore efficient and greater volume producers or dealars can 
mll<e oxcosaive profits under these ceil:Lngs has not boen considered in 
flxing OPA coilin~s. '.lhen this ai tua tion is tr4nsl.a ted intc the terms 
Of tho producer with multiplied VOlUN and normnlly low costs because of 
bettor equipr.x;nt , processes , and l!anllSO::l(lnt, the profit results are start­
hoc. 

Tho ronccotiatton law applies only in cases where excessiv• profits 
aro.. b<:int. 1'\.:lli~ed . !.o contractor has been renegotiated except where 
subst4nta1 profits nrc <vidullt . r.i~ rccard to tho elimination of so­
called standard co"""rci<u arttclcs, "'Peri<.nco w1~ t he ad:oinistrotion 
or tlk. rcn.>cotl.ation law clearly du'"lOnstrateo that in ~is fl<1d excessive 
prot'its havo c.ppcar\ld consistently. 

trOm th< procurcrncnt ancl t- the Chi~£ dtfflCUlty is that While the 
procurOI!'&Jnt officurs can nnd ara securin~;~: ruasona.lJll" prices in the case 
of primu contrac tors , tho lowl.)r tior:s of.' auboontractorn si~ly cannot be 
hundlv<l by thv p•·ocurc~r"'nt ag"uci cs . Thu oxccooivu profit , it' allowed, 
in tho lowur ticrt of subcontractors, pyrataide U! it collV.la upward throu6h 
thv various t.i~rs of contractors , cumul.ativ\Jly creotin~ inflated costs , 
prices , and profit s as it goes . '!be l'olloninc f1curuo sho;·: the c:.:cossive 
profit:J \'l}liCh h tlV"- buun r«.:alizcd in Ct,;rtain "standard (lOodS" industrieS . 
'l'lu s) cor.puniQD, it should oo noted , ~or~ W'l&~lfJd principally in sub<:on­
trcctins ar~ uro substantially ~11 of ~o•~ in thea~ cl usslfications which 
havu b<.:~.;n r~n<.:got.intod by the .. ar Dcpart~nt. . •.[hus., c.1ac.s r t..opr es "'nt. wh.l.t. 
has h>pp .. ncd in otamlor<l proouct bllsin,ssco as ~ result of ~~ m r and are 
.._x.s•.!)l•. !: of tho prO~~t r..sult s 0£ volum.. incrt..l.SU3 b•.l'Oro t.x:cS . 
(000 o:Utted in th . J'ollo-.!1.~& tablu . ) 

hruhl•b1~ Toola : 19 
$6I ... e 
Pro!'i t. b.JforC T\.lnVC • 
Pet . pro!.'1t 

::oolr.n '1\xhlos r 25 cu:;p...ni ..-s 
$:.1cs 
Profit boforo r~n•1; . ., ta~:(,. s 

;>c t . profit 

L•10\x.r 1 10 Cor.":>:.mi"'s 
Sii! .;a 
Profit bcforu run~c . •• t..v~s 

i'ct. profit 

:ot.t.on T<.xtil .. s : ~ Co::p::ni>s 
~I"' a 
Pro!.'it \x.for.: 1'\..lt ... C• & t.:l.X!.:S 

r-.~. nror1t 

Avt:rdge 
1942 19J6-JJ 
tl~l C24,L1B 

62,010 5, 025 
1,0.0 17.1 

~J? ,782 98 ,0)0 
Jl ,9!l5 J . ?.45 

13. 5 ) . 5 

106,677 1,2, ?2!! 
2~,908 4,991 

26.1 11. 8 

5i,tl,6JJ 207 ,185 
76 , 209 3 , 467 

.j _;.1 

:ncrt.oaso 
tUi,$yJ 

59,985 
:'2.9 

139 ' ?52 
,1! ,740 

10. 2 

61. ,449 
2v,9l? 

li. .J 

)41,448 
67,?1.2 

9 . tl 

{•ct. . Incr.case 
485. 

ll:U. 
128. 

l/,J, 
885. 
)09 . 

15). 
419. 
121. 

165. 
soc. 
2)9 . 
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Thus , it th. .. .J:!:S obVl.ous to ~,.xc::pt produet.rs of at.a.nd:lrd coods f rom 
• "'""&Ot l.C. tion \lOuld b~ to 1ncr....:>so trcz:x.ndously lind Wlllcc~ssarily t.hc 

cost. o:· t h . .,, r . !~orcovc.:r, it is CJXtire:DC:l)' dlf!icult to dofin~ "standt.rd 
co!!l:l..rci.ll a rttclcs. • Jo.l'lf s-;ncral l •.n&Uf18<. in t~.<. statuto >linch "ould 
• xt""t' 5'lf, tooth brushes fl-o::> rcnegot1t•t1on llOuld in nll likelihood 
'llco CX~,;,~'Ot a &l''. .. .lt r.nuy UlOtors, shoc.ts , shlpcs, stuul products of nll 
kinds , :.lu1>1num, incots, cLst1ngs und forms and "'-'"Y ot.hvr bosi c p=rts 
or t.>t, r:~<lchinvry oi' til~ ·.v01r . For cxnmplc , OXOI!I:Itinu u ~.otor in " j ocp 
m y vo•·:· ~toll b, n standard commo:rc l Gl produot t o tho same c::t cnt :.s th<t 
tooth brush io u s t ·mdlrd co11m>rci 'l produc t . It 1o difficult to undcr­
s t ond h011 t.hcso pr oducts cnn be limitud by any dufinl tion ao f a r obsorvod 
l.n such 11 lin)• t. s t o rmnov~ thv posslbility of oxorbitant profits boing 
rc.'\lizYd, in JIL'.I.ny cnsus dir.:ctly n::t A result of ,.,~r bt.usin~:es . 

A a n spcei!ic c.x.:u=tJl~ , onu co:!l).J.ny, nnd not by ~ ny tocans t he most 
unusu·. l , did ·.n .vcr:.gc volu:x. of bu•in, so t roD 1))6 to 1939 of t.l6,500,000. 
H~ curn<.'d on uvorr..go doll 3r profit, bcCortJ incoo. t .. ·:xJs , of :~1, 220,())(), c.t 
t th.. r :iW o .. · 7 . 4::; on s~lcs . In 1942, his a:t.lca woro n'l::t.rl:t !:50,000, ()(X), his 
profu. bo:for, t.:<X ~ l2, 500,UJO, and his ~en1in(l r ' tc 25 .. on sales. It r.ould 
be; di fti cult. t.O COncludt; ti\3t this ClnU!:lct.urcr of :l. :Jt...'lndard product undt..-r 
Orn prict: C-..:ilin(,;B \l:lS not. bcn:.::f l.t.in; f'roa the ml.r 1.0 ;.n unrcas oro.blo 
dcrruc . 
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E'XROI'l' AIL1I CCICPAJIY 

:BASIC l'RCPI'l' 
be!oro !'ederol 
1necme tax .. 

16,,72,000 

12,500,000 

4,072,000 

2.5,267,000 

.59. 8}9. oOo 

21.339,000 

2,961>,000 

766,000 

2,11<6,000 

2,,SS,ooo 

2,116,000 

Pill Cl!:l'r 

.5.5-~ 

11.0 

29.6 

31.2 

2}.7 

~.0 

21.1 

1}.6 ,,, 
9. 2 

12.2 

10.5 

IE'1' 1'1101' 1'1' 
(1noludiJ:Is 

l!!,P,T, orodl.t) 
after to.xee 

* 8,2}7,000 

,,070,000 
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ALIEN PPIIORQIE-RTY CUSTODIAN 
WMHIHIITOM 

Honorable Henry ~~orgenthau, Jr . 
Secretary ot tho Treaaury 
'llaahington, D. c. 

Dear llr. Secretary 1 

Dec•ber 2, l9b3 

'lou are ~mdoubtedly rniliar with the tollOwiJlll 
two billo recently introduced in Conereoo, Yi•. H .~ . )672, by 
l:r . Ofl&l'hart, t.o ..,..nd the Tradin& with the enet~y Act, aa amended, 
and f or ottv-r purposes; and H. R. )696, by Ur . Schifner, to 
authorize the oehure of certain property which is beine used, 
or .. hich ls about t.o be used, to aid any nation at war with 
the United States, and for other purposes. The Clud man ot 
t he House Colli!Oittee on Interstate and Fo~ign Commerce has re­
queoted A statement Of "'Y COMento on thes e bills. 

It is my belief that a more useful pr eoentation 
of thio agency' • viewo in t he promioeo could be ~•de in the 1 
lipht or joint exploration of the matter by meobero ot our / 
respective otarra. r have accordingly asked Meaara. John Ernest 
'lOe and Aaron l'irector of this ....,cy to confer with represonta­
t1vea whom you .. ay wish to designat e , in order that a joint 
exploration of the aatter cay be had. Theae r,entl•en will 
also appreciate an early opportunity tor conference in respect 
to the r eneral probl em of hrislative proposal& .. to alien 
property by the ~ocutiYe !!ranch of the Ocvemooent. In this 
connection copies of a tentatiYe draft of proposed ltgialatlon 
and of an explanatory ae110rand .. t.htnoon have recently been 
forwarded t.o your Depa~ent by thio •l'•ncy. 

1 .. making a aimllar proposal for joint con­
oideration of these matters to the Secretary of State and tc 
the Attom~y Oon-.ral, 

apectfully, 

~ T. ~~c:::--c.---...---'1 
Allen Property Cuatoclian 

Regraded Unclassified
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BRITISH AIR COMMISSIO N 
1'78!5 MAa8ACHUaKT1"8 AVWNUI: 

WA8HINOTON. D. C. 

111th the cooopll.JMata o! Br1t1ell .Ur eo-1as1on 

who enclose llonthl7 Report Mo. 3 conrinc 

.l.ircrett l'light llellvery ae at Nonaber ;30, 1943. 

The Honourable Bonry 114reenthau, Jr. 
Secretory of tho Treasury 
WAl!HLIG!U8 1 D. ~;. 

DeeMhr 6, 1943· 
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P1,.U •• QUOT. 

BRITISH AIR COMMISSION 
1'788 MAUACHUICTT'a AWNU& 

WAeHINOTON. D. C. 

6th D~ber, 1943. 

lith the CC.pliMDta ot BriUah Ur c-iooioD 

'lllo eDclose Stat-to lot . 113 aDd l.l.4 - .uz._ 

cratt Deepatchod - tor the w .. lr:a elided l o'feaber 

23rd aDd lo'fOOibar 30th reepeotive!T. 

The lloDDllftble Be11Z7 JorceDtblu, Jr. 
Secretary ot the rr ... lll'7 
ll.f.SIWIG11.111 ' D • 1: • 

Dec.ber 6, 1943. 
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0.' • S.lCR"'T COPr N0._--'-/ _.1/£.. 
diU [IS II I!Q§r SGCL~r 

O?r .L No. 39B 

In formation received up Lo lO .' .. U. 6th Docoober, 191,3. 

One of ·i.to. C~stroy•rs U4'~«C•d ~~ ~1" o£r .>act Coast y•a t•r<l•r · 

h • .:l. l.Jestroyer :J s~nk o stt....Ul ohin in t.he .DR[.;J'IC on Jr- . n:: rt~ ult. 
n{ &lr r old on J.thl , .Int., 13 onl;•3 tol;oud.n 5),471 tun' ounk, ; ol>ip3 tot.•llia:! 
-~,ll~S t.ollL .un\ l:ut sd.val:J.o en ··:0.1 , .. t<>t.a; li.ng ~, ,701 ton<> d6Yt :>1 • 

. · . r~rr..ax 

ltoly •ea tner coJaUio~o v>r 1>\~ , on 4th/5th S.\uGRO .<os 'I :';Jt. in 
'2 hours . .wi ht.h Ar ... '( t•·:avh l tn~S o.. r:.O!b.> ~~1 v~r 'Of ev~n lns 

5U\ . rov•(ll ful Glrn:~n coun t1t· o.tt.tt<:ka ttu '•lOri. bt t.o.ukb in l.ll"~~'~. C..OJlJ·DIAGt • -
ORSOCN;, 'h1r<t t.tn·~rr:t 1 tn COIP1.,1t£ut·Jtl ~t:r t b • h·. Z ''4.tand:tr!' rorc•,J to 
'ithdraw from or~o:r.lt. . On Fifth • my 't·ont ' 'Of' hol. ;oll h•· L :h~s o! JiC·~Ill. 

,mel Cl~ !lr.O feu tur?u t.bnurh i r l :JO•(,.. ,)l!t(l0t1 J Ill I': lu- ~ •I..: c ,.Lf.Ht:I l ro fl()£.1( lt.l 0 . Lh ) 
•memy a1•1 o t il.L hol 1o~ out .. 

• tat9rn Front. . 5t~ . 51.5 U.;. rl ... nv( hcw"'t·~r : .• ~I. ...odor '*!",·./:11 r'lrt4 

!R..·tC.#, bu o• 1 j ~ beL r ;_ i' r cnl1 ·j "t.t.rcl..·J<.. , ~ 

hieh dropped 13 t.on& on 30RD:-.Jx (~ _.JC.>M.:) ~••• nl, ;d . .n~ . 'J • ,. vy Boaoor .; 
""• 1 rt,ht•r Mlsti.n<,. 52 ll~rau.or: •n> 81\P Hurriel n•3 ·•t.l...ck ,.__ Jllit.ary 
o!.j~ctivto North of AB•wVL."- dro > h, 9J. tont .. 

It.alv )n.. . Libt:r-atorn dro")"'"·• 1 4 t.on$ C~n "" l' lrfill:: ~L t-0: .... . 

,\tgean t.th . Slau~·i r.t.~r:J .,roi.>r:lJl' u-.n\\ 2 C~ic;,~ .... n and &hot do •n 
J ;necy • ircrr.ft. 

1N3Wi~Yd~O AijOSV3lU 
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