


January 15, 1837.

Memo to Pres.
From H. Morgenthau

Enc. extract from Cochran's cable of Jan. 12th reporting
conversation with Schacht.

SEE==Germaeny-Foreign Flle-Drawer 2--1937
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THE SECRETARY OF THE TREASURY
WASHINGTON

January 21, 1937.

My dear Mr. Presidents:

I am inclosing herewith a clipping
from today's New York Times which I think
throws considerable light on the finaneial
situation in Japan.

Frankly, I am quite worried about
the Japanese situation and I am doing
everything possible to be prepared for
any emergency such as the possible de-
preciztion of the yen.

Respectfully,

The President,

The Yhite House.
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TREASURY DEPARTMENT, |

WASHINGTON £

s _HH
JAN 25 1837
My dear Mr. President:

Reference is made to my letter to you dated October 24,
1935 relative to certain informestion transmitted to you and in
turn passed on by you to the Treasury Department to the effect
that one Jules Bache had transferred substentisl perts of his
fortune to Nassau for the purpose of putting it beyond the
reach of the taxing asuthorities.

You were informed in that letter that, slthough similar
charges involving persons connected with J. S. Bache and Com-
pany were made to the Bureau of Internal Revemue during the
year 19335 and such charges were, after careful investigation
by internal revenue sgents and offiecials of the customs, found
to ba erronecus, the Bureau had been directed to make a supple-
mental investigation to determine whether there is any basis in
fact for the information transmitted to you.

I hove now received a report from Deputy Commissioner
Fussell summarizing the results of a thorough investigation by
a revenue agent, covering the texable years 1832, 1933, and 1934,

of the financial affairs of Jules S. Bache individually, and
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elso of the partners of Jules S, Bache and Company, other in-
dividuels connected with thet firm, and eertain foreign cor-
porations with which Mr. Bache i8 closely assoclated. The
agent's report disclosed some possible additional tax liabil-
ity in the cases of the various partners of J. 5. Bauche and
Company but did not disclose any tax liahility in any of the
cages investigsted which was the result of attempts at tax
evaaion.

Mr. Russell's memorandum, as well as the revenue agent's
report, are available upon reguest should you desire to see

them.

Faithfully yours,

era; -

The President

The White House,



January 25, 1937.

Memo to Pres,
From H. Morgenthau

In re=vigit from Chinese Amb. who gave him secret and conr.
mezsage from T. V. Soong who wanted Morgentheau to know
that attached article in N.Y.Timea -headed-ANTI-CHIANG
PLOT IS LAID TO NANKING=3W 1z true story of what had taken
plece in China recently.

SEE-=-China-Forelgn Flle-Drawer 2--1937
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January 26, 1837,

Letter to Pres.
From Morgenthan

Encloses cable from Bill Bullitt and copy of his answer

to him.,

In re-Rueff stating that favorable progress was belng made
In the negotiations for the loan in London of four

and a half to five billion francs to the French railroads.

SEE-=Wm. Bullitt-=Foreign File-(3) Drawer 2--1937



February 11, 1937.

Dear Henry:-

This seems to be a
matter sc personal to you that
I know you will want to help
your old friend Mrs. Ralney.
Considering the long separation,
I am sure your Elinor would not
mind.

" D. a-
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MONDAY, FEBRUARY 8, 1087
All Is Not Losi

As louder grows the outery against
the President's suggestion that the
Supreme Court be refjuvenated, more
reasonable does his suggeation appear, The
opposition rises to chorus the misinforma-
tion that the President is attempting
baldly to do something unAmerican.

P What the President is doing is exactly
constitutional, so much so that the constitution itself plainly
states that the President, with the consent of the Senate,
may appoint Supreme Court judges. And it does not say

how many.

On the other hand, nowhere in the constitution does it!T

that the Supreme Court has power to nullify acts of
The eourt just took that power to itself. Presi-

Roosevelt is not even challenging that condition.

No man can successfully deny that President Roosevelt
is attempting to pad the court in the hope that his pet legisla-
tifn may get a more sympathetic ear. But does anyone seri-
ously believe that President Roosevelt is going to pack the
mrtwfthnd;mmm

° The worst that can be said is that the legislation he
would have approved might be dangerously experimental.
Here seems to be just eriticism until the fact is realized that,
firgt: the Senate would have to confirm the appointees of the

dent; second, it is unlikely that men (or women) who
have reached Supreme Court stature would sell out their

uuuntry
all is not lost. Thuhwmhrﬁnzthuwurtcuuld
be’ ‘and the court cut down if danger threatened.
To pe candid, when the Supreme Court, right or wrong, ruled
tha Mthtimﬂmmhmhhdthr{:httn
wm children from industrial exploitation, the
mﬁmw e e b
citizens, To bring about this hairsplitting
distinction, the court impliedly enslaved women and children
by resort to an (14th) amendment which was passed in 1369
to consolidate the freedom of emancipated slaves,
Ei anﬂ.hlmblhllnlim.thmh.
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PRIVATE AND -SUNMMSNESRI. | /
THE WHITE HOUSE |
WASHINGTON 4

March 5, 1937.

Memorandum for
The Secretary of the Treasury

Please very confidentially let
me have your slant on this.

FeDeRe

Fncloses-Letter to Pres. from Cordell Hull
Dated=March 2, 1937

In re-matter of China Consortium Agreement
of 1920,

Letter enc. from Amembassy, London, Eng. re=-
lating to same thing-Dated-Feb. 26, 1937
Draft of letter for Pres. approval to
Amembassy in answer to theirs of Feb. 26th
attached=--not sent-still pending Pres.
approval.

Enc=6page memo on China Consortium-letter from
Atherton attached in regard to 1it.
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Position appesrs to be that despite
objections felt both by His Majesty's Goverrment
and the United Stutes Government to Gppointment |
of paying agents in the United Kingdom and the

United States respectively French Covernmant have
publicly comnitted themselves to exchange option
partisipatisn which in their view can only be
made effective by appointment of paying agents X
abroad.

His Majesty's Government do not under—
stand why thie situstion should have arisen,
Not only their objction to appointment of § |
paying sgente in London but their general oriticien
of principle of an exchange gf option which when
applied to so great a loan may contain many em-
barrassments for them have been repeatedly noti-
fied to French Govermment. Nor do His Majesty's
Government understand how the French Govermnment's
proposals could progeed in any case in their
pruunl_t form 1I;n view of objections made by the
United Btatel-ﬁovc:rmnt to p;ylng agents in New

York. Chancellor of the EBxchequer cannot
axpreas;




expreas approval of proposals which hes hes
informed both the United States and French
Goverrnments that he dislikesa; nor does he see
how the tripartite agreement can be worked in
that epirit of cooperation which should inspire
it if views of pariies in a matter so closely
conme cted with that agresament receive so small
conslderation.

If therefore French Government decide
to prooeed they muet do s0 on thelr own re-
sponaibility. If they consider they are so far
committed by (group undecypherable) statemsnt
that it is not possible for them to withdraw
you may inform them that the Chancellor of the
Excheguer desires that the following pointa
should be clearly understood.

1. It ie obvicusly within the power
of the French Government to undertake payment of
intereat in france in France and that is still

trus even if number of france to be paild is made

to vary in accordance with current walues _gr

franc in terms of eterling or gold or any other

standard.
But/




But a promise to pay in actusl
sterling commites the French Govermnment to an
undertaking which is not in their power to

implement unleee they are able to obtain
sterling. It is not clearly stated whethep
undertaking to make repayment in sterling applies
to interest only or to interest and capital.

But in any case there 1= no promise or undertaking
expressed or implied on the part of His Mujesty's
Government that they will in fact assiat,

2. No issue can be made in London and

no quotation can be piven on London Stock

Exchenge and French Govermment should undertake

not to invite or facilitate subscriptions from

British source.




AMBASSADE '
i @4 4
£ LA REPUBLIDUE FRANUAISE e m/(,/sm.  March 8, 1937,
AUX BTATS 115 .

Since the loan about to be issued in France
provides for a guarantee as well as for an option
of exchenge, the French Government wishes to take
the necessary steps in order to allow the payuent
of the coupone by an American bank to be designated
later.

lo= The French Govermment does not appeal to
fmerican citizens residing either in France or in
the United States for subscriptions to the loan;

20- Mo gquotation of the new bonds in the United
States will be requested by the French Government;

Jo= The French Governmument will deposit in ad-
vance in the United States the necessary funds for
the payment of the coupons of the loan which would
eventually be cashed in American banks.

In this regard, the French Governuent desires
to call the sttention of the fmerican Governnent
upon the following:

a)- At the present time, it is custopary for
American banks to pay without charge the principal

or the intereast of severul Frencl or foreign loons,

namely the coupons of the Suez Canal Company and

the




the principal of the bonds of the French loan of
1920. Such practice is provided for by privete
Egresments,

b)- It does not oppear to the French GCoverment

that the Johnson et night in any way forbid such

practice, since it is specified thet no subscriptions

will be solicited from ‘mericer citizens or persons
residing in the United States, ond since funds ne-
cespary for the payment of the coupons will be supplied
in advance in such » monner that the ;merican bonk
whicli would be entrusted with such payrent could

never be without provision.

¢)- In the opinion of the Frenoh Goverm.ent,
there can be no doubt ss to the lewful character of
the proposed procedure. Therefore, if the ¥Yrench
Governrent hee sought to secure the opinion of the
American Government, it was ss a mntter of courtesy
end alse to give the proof of its friendly interpre-
tation of the monetary tripartite sgreement., In
fact, it is the opinion of the French Govermuent
thet no Mmerican benk which it might &pproach could
base a refusal upon any ‘merican legal text. Further-
more, neither the French Governient nor any French
bank would refuse to satisfy s similer recueet which
might be presented in France.

The French Gevermnent wishes to point out that
it hes at all timee resvectud the letter ns well as
the snirit of the tripartite monetary sgreerent., It
does not think it necessary to insist upon the

gerio:s




serious conpeguences that pmight result either from
the institution in Fraonee of & policy of control of
exchange or from any other mesaires to which it remains
{irply opposed &nd tle result of which would inmevitu-
bly be to precipitate towards the United Ctates o
new exodus of funds, the duuper of which the Ameridan
overment is ful
'rench i ig nll the more confident

thet » Tavorab.e answer will be glven by the United
states Govornuent tiet on several occasions,
it rccoived the asgurance of all the American coope-
raticn conpatible with existing /merican legislntions.
ueh pesurences Wero recently reiterated by the Se-
eretory of the Treaswy dur ing his converseticns vwith
the Trenc.. jumbassadol.

It would ancear to the French Goverment that
(e 12tter now subnitted to the consideretion of the

jmericen Governuent would give to the lelter o specis

opportunity feor cooperation,due to the fact that the

wighes expressed by the vrench Governnent do not

geen to be in contradiction with existing legiela-

ticns./s
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THE WHITE HOUSE
WASHINGTON

—QONFIDENTIAL

’

April 6, 1937.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

Will you speak to me

confidentially about Senator
Copeland?

F. D. R.
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THE WHITE HOUSE
WASHINGTON

SoNFIDaHT IA—~

May 25, 1937,

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

Will you look into the
qualifications of Mr. Temple W.
Seay for Board of Tax Appeals
or some similar poesition? He
is a resident of the District

and a Vestryman at my church.

Fe Do Re

Mr. Seay's buslness addrese le
Board of Tax Appeale
and his home addregs 18
3116 - 45th 3treet,
‘!-B\hingtﬂﬂ, D- C-
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THE SECRETARY OF THE TREASURY

WASHINGTON
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May 26, 1937, ‘nt
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My dear Mr. President:

Complying with your request I am
sending you herewith, by hand, a report
on our recent investigation of income
tax returns for 1936 and letters of trans-
mittal for your signature to Senator
Harrison and Congressman Doughton.

Mr, Magill and I will be pleased
to call on you any time tomorrow morning
as convenient for you.

Faithfully yours,

o

The President,

The White House.
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The MWhite House
W WX July 1,1937.

To The President,
HP

On my return from the wedding last night at 8:45, I found
the following awaiting me;

(farX\) ~"LONDON (Undated) Received 5:38 p.m. June 30.

To Secretary of State: Urgent and Rush.
For Treasury from Butterworth.

Inasmuich as telephone comnection was so poor and British
Treasury has now informed me that they feel that a decision
by Mr. Morgenthau tonight, regardless of the fact that it
will not reach here until the early hours of the morning,
is highly desirable (Eugaat highly desirable) I am putting
on the direct wire the Chancellor of the Exchequer's
message to the Secretary of the Treasury, together with the
Chancellor's p::soaed reply to Bonnet.

The former reads as follows:

"I have received written reply from Bonnet together
with further oral message tuﬂay. Gist of his statements
is that French mgmk equalization eccount can and will

obtain gold from bank of France for urpose of supporting
franc and that it is not their intention to allow frano -
to fluctuate without control., On the other hand they
enticipate a drop when markets reoc + In their view pre-
existing arrangements for techni cooperation between
exchange funds can be resumed with sole difference that
fmanc will not be held within previous gold limits. They
rressed strongly for reply to-day as to whether we regard
this new dl‘i:im- as coming within tripartite monetary
agreement. le these explenations make position clearer
in certain directions there is of course no certainty as to
level of whioh franc will be allowed to fell or as to
success with which they will control fluctuations there-
after, My feeling is that 1t will be desirable to continue
arrangements envisaged in tripertite monetary egreement for
present but it will be impossible to decide on our final
attitude until we have some experience of what happens, I
am enxious to avold a position in which we should announce
that tripartite monetary :gemnt continued in full force
and then on finding that situation was developing on
unsatisfactory lines should ourselves be compelled to
appear later as bringing agreement to an end so far as fx
France is concerned. I should explain that it seems to us
that the whole question whether the franc can be sustained
and therefore whether France can continue inside the

. —




tripartite monetery agreement is meinly governed by the
reality or otherwise of the budgetary reforms which the

new French Government are how foreshadowing. Unless we
have some clearly defined point at which they can hold the

frane, we should be powerless to intervene in the whole

matter. With this in mind I propose to send following reply
to Bonnet if you see no objection”.

The draft reply to Monsieur Bonnet, reads as follows:

"The Chancellor thanks Monsieur Bonnet for the messages
gommunicated to-day by Monsieur Monieck. In view of the
insistent demands made in the British Parliament for an
immediate statement, and bearing in mind the representa-
tions which Monsieur Bonnet made, the Chancellor this
afterncon made following statement in the House of Commons,
of which he understands Monsieur Bonnet already has a copy.
The Chancellor is glad to have the further indications
given of the measures which the French Government propose
to take in connection with the exchange velue of the frane.
He has noted that the French Equalization account both
can and will obtain gold from the Bank of France for the
purpose of supporting the franc henceforward. At the same
time the Chancellor is not unnaturdlly anxious as to the
immediate position which may arise followlng the reopening
of the market when it is anticipated that a fall in the frane
mey take place. The Chancellor cannot conceal that a move-
ment of this kind may cause considerable apprehension in
this country and will render His Majesty's Govermnment's
position difficult. The Chancellor has noted that 1t is
Monsieur Bonnet's intention to continue the same type of
practical arrangements for management of the franc as
have recently been in force in cooperation with the British
and United States authorities. In view of the general
character of the decision reached by the French Government
which, as indicated in his message yesterday, the Chancellor
feels may have more serious repercussions than the French
government have assumed, the Chancellor cannot avoid
apprehension both on the score of the level to which the
franc may fell and on the difficulty of comntrolling it and
he remains for his t+ uncertain how far and in what way
the authorities in this country would be able to continue

reciprocal arrangements on the lines which have been followed

up to now. He cen only suggest that the development of

the matter must be carefully watched and further consultations

take place as soon as it is seen how the exchange situation
of the franc actually develops in the immediate future. So



‘LEGRAM

The Blyite FHouse ..
M

So far as under the proposed arrangements the franc is
kept relatively steady and not too far from recent level,
he is willing that the practice under tripartite monetary
agreement should continue byt he would like to know
before business opens on the lst July to what precise
level as compered with recent weeks Monsieur Bonnet will
allow the franc to move.,"
BINGHAM .
i

After three hours work with the assistance of the
following people, Mr. Weyne C, Taylor, lr. Herman
0liphant, Mr. Clarence Opper, Mr. Archie Lochead, Dr.
Harry White, Dr. Jacob Viner, Dr. Winfield Reifler and
Dr. Herbert Feiss, and the especlally able representation
on the part of Mr. Butterworth, of the American Embassy,
in London, I telephoned at twelve o'clock Eastern Standard
Ei:a, the following message to Butterworth for Sir John

on.

kgrakfﬁﬂ‘“Thnnk you for the expression of your views transmitted

to me on June 29 and 30. ,I regret that a brief absence
precluded an immediate comment on your proposed reply
to Monsieur Bonnet.

Taking into consideration the limited time within
which Monsieur Bonnet was able to operate and the
extreme difficulties of the situation which faced him
on his arrival, I feel that his failure %o consult completely
with our two treasuries is understandable.

I share your apprehension over the repercussions
which might arise from an undervalued or unduly fluctuating
frane, but I believe that we can best minimize these
dangers by avoiding, in-sofer as possible, any move on
our part which might add to any lack of confidence in the
future of the franc.

In the present juncture of world affeirs, I trust you
will agree with me that 1t is of prime importance to
preserve the bemeficiel effeots ioh resulted from the
tripartite declaration and its ensuing arrangements. It
was thus demonstrated that great dejfmratic nations
could, with mutual confidence, create and carry out
cooperative measures.

In view of all these considerations it is my convicé-
ijon that every reasonable effort :houl& be made to make
it possible for France to continue as a participant in
the tripartite declaratiomn.

It is therefore my sincere hope and desire that you
and I mey present to Monsieur Bonnet similar messages
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ﬁﬂl}ﬂzﬂﬂﬂﬂ1ﬁiﬂ E;iIItUﬁﬂ Sheet 4.
Mashington
somewhat along the following lines:

Now that the French Ministry of Finance has been given
the powers which 1t sought to meet the present situation,
I look forward to & continuation of close gooperation
between our treasuries upder the tripartite declaration.

May I express to you the sincere hope that France will
soon emerge from the temporary aifficulties with which
ghe 1s now gonfronted.

At seven o'clock this morning Butterworth telephoned
me the following message from Sir John Simon which I toock
over the telephone and is consequently not letter perfect:

(Insert 3)

I am most grateful for your message. 1 fully agree with
you as to the importence of preserving the beneficial
effect of the tripertite declaration.

I em sending to Mr. Bonnet & message in the terms you
suggested and T am telling him that I understand that you
are sending a similar message and that I suggest that if
Mr., Bonnet desires end if you agree, the two messages
should be released simultanecusly at 5 p.m. London time,
for publication. I should also like to have you consent
to say in the House of Commons at any time after 3 p.ia,
that I have sent this message and that you have sent a
similar message. A% the seme time I em sending to Mr.Bonnet
a confidential, personal message along the lines of the
draft communicated to you yesterday with the =substance
of which I assume you are in general agreement. The
possibilities of maintaining with the French authorities
the full measure of gooperation envisaged in the tripartite
agreement and prestige of that declaration in the eyes of
the world must, I feel, depend on the franc being kept

i relatively steble at a reasonable rate, and I feel that
you would agree for me to tell Bonnet frankly of m¥
convictions ix on this.

At 9:15 Eastern Standard time 1 gave out the following
message to the American press. I have sent to Finance
| Minister Bonnet of France which is identical with & message
being sent bY the British Government.
(Insert 4)
"Now that the Frenoh Ministry of Finance has been given
the powers which 1% sought to meet the present situation
I look forward to & continuation of close gooperation
between our treasuries under the tripartite declaration.
May I express to you the sincere hope that France will
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THE SECRETARY ||

July 21, 1837,

EEMORANDUM FOR MISS Le HAND

Reapectfully returned to
the President with the thanks
of the Becretary and Under

Secretary.
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TREASURY DEPARTMENT
INTER OFFICE COMMUNICATION

oate July 13, 1957,

To Secretary Morgenthau Vo
rroM Mr, Hans

Subject: Japan end U. 5. cottom.

1. Japan imports about 2 billion pounds of cotton. Ome-third
by quentity and almost ome=half by walue comes from the United States.
The remasinder, almost entirely short staple, comes chiefly from
British Indlias.

1858
value By quantity
United States 44 percent 33 percent
British Indie 5T " B "
Egypt fla 2 4 "
China g " x =
Africa, Brasgil, ete. 12 " iz "

2. Indien cotton used in Japan is the short staple variety which
cen be used only in the coarser yarns and cloths. About two-thirds
of Japan's output consists of these coarser cloths and yarns,

5. MAbout one=third of Japan's cotton machinery uses long staple
cotton, but almost all of it can very easily and quickly be adapted to
use the sherter staple. The sbsence of fmerican cotton would lower
the quality of the product but would not effect Japan's ability to
produce cotton manufactures.

4., If Japen ocould not obtein U. S. eotton, 1/3 to 1/2 her cotton
industry would have to produce coarser yarns and cloths, er obtain
long staple cotton fram Egypt, Brazil or India. These three countries
together produce three times the smount of longer staple cotton re-
quired by Japen. However, Japan would have to compete with textile
industries of all other nations if she had to have her supply from
those sources. Moreover, Egyptian cottonm is much more expensive than
jmerican cotton, while most of the Indisn and Brazilien leng staple
is of poorer quality.



Secretary Morgenthau - 2 - 7/18/37

6+ Japan's exports of cotton yarns and cotton textiles in 1536
amounted to about 550 million yen, or ebout 20 percent of her total
exports. Of this 20 percent of her total exports, somewhat more than
e half consists of cotton goods manufactured {rom American cotton.

6. Conclusion:

If Japen is not sble to obtain cotton from the United States,
& maximum of 10 percent (ar $90,000,000) of her exports will be
affected. ©She can reduce this percentage by:

(1) Using up her stocks of American cotton. She now has
from two to three months' supply on hand.

(2) By bidding higher for more Egyptian, Brazilian and
Indisn long staple cotton, ceusing Great Eritein and
Europe to take more of the American cotton.

(3) She could shift from the finer to the coarser cotton
yarns and cloths.

(4) Possibly "bootleg" American cotton in the form of
cotton yarn manufactured in a third country.

These alternatives would make 1t less profitable for Japsn to
export finer cotton goods, but in time of war profitability is a minor
factor.

Altogether, Japen's inability to obtain cotton fram the U. 5.
would not sericusly inmterfere with her economy, would not substentislly
lower her standerd of living, eand would not significantly hemper her
power to conduct a war.
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THE SECRETARY OF THE TREASURY
WASHINGTON

September 5, 1937

My dear Mr. President:

It was extremely difficult this time to make
up my mind as to what was the best kind of securities
to offer the holders of the maturing notes, ss the
advice that I received wes very muddled. However,
having made the decision, I now feel confident thet the
finaneing will be & success.

The money market in New York is extremely tight
end will get more so &s the crops begin to move. I have
rezson to believe that this is not displeasing to the
New York bankers. Mr. Ransom, Acting Chairmen of the
Federal Heserve Boerd, approached me today in behalf of
Mr. Eccles and himself, snd they both feel that we must
do something to ease the money market &t once. I am in
complete agreement with them as to the need of some sction
on the part of the Federzl Government. I am hopeful that
by the end of the week we will be in agreement as to what
the best program should be. I would like to have an
opportunity to lay it before you on Fridey, the 10th,
8s I think we should announce it on Monday, the 13th.

ihen I see you I also would like to have a general
telk with you and have you bring me up-to-date szs to whet
has happened during my sbsence. Possibly you will find
time to take me for a drive, and we can go and look ot
our Weshington Hollow property.

With kind regerds, I remain, as ever,

Very sincerely yours,

Honorable Franklin D, Roosevelt, %—7 %m

The President,

¢/o Mr. Rudolph Forster,
The White House,
Washington, D, C.
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THE SECRETARY OF THE TREASURY
WABSHINGTOM La

October 5, 1937 f

My dear Mr. President:

This morning's newspapers indicate that you are thinking
of ealling a special session of Congress for the middle of
November. Before you definitely decide upon this course, I
am very anxious to have an opportunity to discuss it with you
at some length.

During your trip out West I have been working very hard
on the whole Budget situation and I know you will be inter-
ested in having the information I have collected with the as-
sistance of the Bureau of the Eudget.

The regular activities of the Government, this year, will
cost approximately $5,400,000,000. You put down a tentative
figure for next year of $5,000,000,000. This year Publiec
Works of all descriptions will cost approximately $886,000,000.
liext year if Congress does not appropriate enother dollar, we
are obligated to spend $695,000,000. This does not include
any amount to cover the balance of $180,000,000 of the appor-
tlonment for good roade made by the Secretary of Agriculture
to the States in December, 1936, for whiech Congress dild not
provide the necessary funde. Inasmuch asg this is & moral ob-
ligation it would be necessary to add to the $695,000,000 for
Public Works an additional estimated expeniiture of §170,000,000
or & total of $865,000,000 for the next fiscal year.

This year we will spend out of the Treasury for Unesploy-
ment Relief and C. C. C. approximately $1,665,000,000. If we
should ask for §1,000,000,000 for Relief and $200,000,000 for
C. C. C. the total for those two purposes for 1938 - 1939 would
be $1,200,000,000.

Agricultural Adjustment, this year, will cost approximately
$475,000,000 and next year, because of the cotton commi tment ,
may be as much as $65,000,000 more, or a total of $540,000,000.,

Social Security and miscellaneous items come to another
$978,000,000 for this year. Other items, including $200,000,000



for Debt Retirement, bring the total expenditure for this year
up to §7,446,000,000.

You will see from the mabove flgures that not allowing for
any new appropriations for Public Worke and inecluding only the
statutory sinking fund item for Debt Retirement ($585,000,000)
we are obligated to spend, next year, a total of approximately
$7,375,000,000, The best revenue estimate we have at this
time, provided that the tax rates stay as they are, would be
that the 1938 - 1939 receipts will be approximately $7,100,000,000.
In other worde, on the basis of present commitments and today's

ectation of revenue for the fiscal year 1938 - 1939 we are
likely to fall $275,000,000 short of a true Budget balance, in-
gluding sinking fund requirements.

I believe that you and I are equally determined to balance
the Budget for 1938 - 1939, including & reasonable amount for
Debt Retirement, In order to accomplish this, 1t seems to me
extremely importent that before you obligate yourself to spend
anything at all in addition to the commitmente elready made for
1938 - 1939, you give Mr. Bell and me an opportunity to go into
thie situstion with you fully and examine 1t yourself with the
utmost care.

I am,

e, ],

The President,

Hyde Park, New York.



THE SECARETARY OF THE TREASU H"l:'
WASHINGTOMN
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October 19, 1937 ]/

Ky dear Hr. Presldent: ?EF?I
I am sending you herewith

another memorandum, prepared from

telegraphic reports, on ourrent

United States trade with Japan.

I hope you will find this of in-

terest.

Falthfully,

The President,

The White House.
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TREASURY DEPARTMENT W )
Inter O0ffice Communication
October 19, 1937

To Secretary Morgenthau
From Mr. Haas (Initisled) G. C, H.
Subject: Current U. 5. trade with Japan.

l. United States exports to Japan
October 1937 October 1936 August 1937

lst Week $1,727,000 For whole For whole
2nd Week [ ]a] month month

Both weeks 74473 ,000 ¥26,663,000 ¥24,644,000

2. DUDnited States imports from Japan

October 1937 ctober 1936 Aupust 1937
1st Week $3,328,000 For whole For whole

2nd Week 3,28%,090 month month

Both weeks 7,312,000 $15,930,000 $16,297,000
(We cannot obtain September trade figures with Japen from the
Department of Commerce until the end of this month.

2. CLotton exports to Japan

lst Week nil

2nd Week $192,000
4. Scra t to Ja

1st Week § 65,000

2nd Week 354,000
o AW r rom Ja

lst Week $2,040,000

2nd Week 2,087,000

(Average monthly import from Japan in 1936 was $8 million.)



Secretary Morgenthau - 2

6. orts of ir d steel semi-msnufactured goods (ex-
clusive of scrap).

Last year the monthly average exports to Japan was less
than one-quarter million dollers. In the first two weeks of
this month $3% million left for Japan.

7. The following items show great decrease in exports to

Japan compared w otober of last year.
lst Two weeks Month of
Oetober 1937 October 1936
Cotton, unmanufactured $192,262 £16,876,000
Finished iron and steel
manufactures 1,000 1,440,000
Vehicles, parts and
accessories 149,000 892,000
Wood, unmanufactured 78,000 420,000
Tobacco 5,000 384,000

The fact that the exportation of semi-menufactured iron
and steel goods increased sharply over last year while the
exports of finished manufactured iron and steel (consisting
of hundreds of finished items made of iron and steel, wire,
bollers, hardware, etc.) dropped sharply suggests what ve
would expect, namely, that Japan 1s concentrating on the pro-
duction of war matarials and has reached capacity in the pro-
duction of iron and steel, ingots plates, ete.

8. &N & the same as last

year in mekeup and velue.

The one item that shows a sharp increase is perilla oil
(used as a substitute for linseed oll in paints and varnishes).
Last October imports were nil. The first two weeks of this
month imports totalled $272,000.

9. tg to M ris China.

This area is, of course, under the control of Japan and,
therefore, the fact that half of the $731,000 of U. 5. exports
to that area conslsted of steel sheets and plates and prac-
tically &ll the remainder of copgar and trucks suggests that
our exports to those areas constitutes virtually exports for
the use of Japanese military forces.



-

W

DM

THE WHITE HOUSE
WASHINGTON

October 20, 1937.

MEMORANDUM FOR
THE SECRETARY OF THE TREASURY

When you were getting all that
money out of me Monday morning while
I was in bed, I forgot to tell you
that Jim Townsend would be very grate-
ful to get some money from you. I am
sending him my annual contribution, as
usual, and he is most anxious to get
it all in this week.

He says we have an excellent
chance to elect Conger Surrogate and
also to make definite gains in the
Board of Supervipors.

ENOUGH SAID!

Fi Dl R.
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THE SECRETARY OF THE TREASURY -

WASHINGTON r_/
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Jotober 20, 1937 %ﬁ HFJM

ly dear lir. President: /'7/!71 ?/
|
I am gending you herewith a

copy of letter from Dr. Burgess
of the Federal Reserve Bank of
llew York which I think will be of
interest to you at this time.

Sincerely,

The President,

The White House.




copy

FEDERAL RESERVE BANK
OF NEW YORK

October 18, 1937.

e it

Dear Mr. Secretary:

New financing last week reached a low ebb.
New York Times and Wall Street Journal compllations
showed public offerings at $2,850,000, the lowest for
any week since August 6. Our owntotal, which is larger
than the newspaper series because of the ineclusion of
private placements, temporary borrowing (chiefly govern-
mental tax anticipation loans), and reported awards of
municipals (rather than public reofferings thereof by the
successful bidders), is $8,900,000. This is the smallest
amount since the week ending February 16, 1935, and is
about equal to the lowest levels of the depression. Of
this $8,900,000 total, $600,000 was municipal borrowing
for only a few months and $2,700,000 was for refunding or
exchange, leaving about $5,600,000 of new, medium or long
term investment - $3,400,000 corporate and $2,200,000
municipal. some of the municipals that were offered
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Federal Reserve Bank of New York 2 Hon. Henry Morgenthsu, Jr.
10/18/37.

publiely in this market moved slowly, several being only
pertly sold two or three days after thelr initial offering,
despite their very small size.

The syndicate which had underwritten £48,000,000
of Bethlehem Steel convertible 3 1/2s originally offered
to stockholders at 100 and then to the public at 95 1/2,
has been terminated, and the unsold bonds, which szmounted
to approximetely $40,000,000, have been distributed to
members of the syndicate. While some of them intend to
retain thelr bonds, et least for the time belng, others
have offered them in the market, and the bonds have been
traded at prices ranging from 81 1/2 to 87. The most recent
price is the lowest one. At this lowest price the loss to
the undervriters would be in the neighborhood of £7,000,000.
While there are no precise figures on the amounts of bonds
which have been sold, they esppear to be moving slowly even
at these flgures.

The underwriters of the $44,200,000 issue of 57
preferred stock of Pure 01l Co. must pay for that issue in
a few days, and under present market conditions a larger
loss mey be taken on that issue.

Of the issues in the previous week the Continental
Can preferred stock is selling et a substantlsl premium,
but bonds of the Central New York Power Corporation and

Idaho Power Company are selling at & discount of as much as
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Federal Reserve Bank of New York-2-Hon. Henry ilorgenthau, Jr.
10/18/37,
two points. The underwriters, however, have distributed
all their bonds.

The only sizable offering that now appears pro-
beble during the coming week is $13,000,000 North Boston
Lighting Properties 3 1/2 per cent notes to repay loans,
in offering of 38,000,000 £t. Joseph Rallway, Light, Heat
and Power Enmpa.ny first mortgage bonds and serial notes,
for refunding, which had also been scheduled, has been
postponed because of market conditions. The only large
issue which 1s now scheduled for the following week 1is
$67,000,000 Appalachian Electric Power Company first mortgage
end debenture bonds, for refunding.

The Consolidated Edison Co., which has been
planning an issue of $80,000,000 of which £60,000,000
would be for the purpose of refunding its 4 1/2 per cent
bonds celleble at 105, and the balance for new undertakings
and current operations, has postponed the refunding part of
the proposel as no longer advantageous and proposes to in-
crease the amount of new cash from $20,000,000 to $30,000,-
000. It is reported that the offering will be deferred
until December.

A number of smaller issues in registration have
been deferred, and dealers are hesitant to proceed with

any flotations except those of the highest grade oblipations
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Federal Reserve Bank of New York - 4 - Hon. Henry Morgenthau, Jr.
10/18/37.

L]
of relatively short term.
Very truly yours,

(Signed) W. Randolph Burgess

W. Randolph Burgess
Vice President

Honorable Henry Morgenthau, Jr.,
Secretary of the Treasury,
Weshington, D. C.

WRB:H
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THE SECRETARY OF THE TREASURY
WABHINGTOMN

November 4, 1957.

iy cesr UYr. President:

48 I told you over the telephone last night,
I have had to come to the conclusion that we are heuded
right into another depression.

Lust Friday you told the newspupermen that
your first interest wes the one-third of the Nation
who are ill-nourished, 1ll-clad and ill-housed. This
purt of our population is also my deep concern and
therefore I am bringing this mutter again to yowr atten-
tion, in writing.

I hurdly need tell you that the first to feel
another depression will be this same one-third. This
c¢ruel process hus ulreudy begun.

The question is, Mr. President - whut are we
going to do to stop it %

AS ever,

Faithfully yours to commund,

/. e
The Presicent V4

The White House



THE SECRETARY OF THE TREASURY

WARBHINGTOMN
-
inS L
Noveuber 29, 1937 , f
Al

Uy dear Mr. President:

I have sent you, under separate cover,
a plan to increase consumption of cotton goods
in the United States.

This plan is the result of conferences
which I have held with the Cotton Inatitute.
I am most enthusiastiec about the possibilities.

The cotton industry has tentatively
agreed to put up $200,000. I am suggesting
that the United Btates Government put up a min-
imum of $1,000,000, this money to be secured
from S8ection 32 funds.

Henry Wallace and Dan Bell are comling to
my house tonlght and we are golng over the plan
together. If we asgree that thls 1s a good move
to make at this time, we wlll send you a radlo.

Yours for better and hotter bee-hives,

As ever, sincerely yours,

The President,
En route to liami.
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\'I THE SECRETARY OF THE TREASURY ﬁ%ﬁﬂi?
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WASHINGTOMN

December 1, 1937

My dear Mr. President:

Your two Henrys were walking down town
this morning and reached the conclusion that
Af there 1s to be Government participation in
advertising to enlarge the demand for cotton,
1t had best come by way of the Commodity Credit
rather than by way of Section 32.

Herman Oliphant has satisfied himself ag

to the legality of this approach and has checked
the matter with the Acting Comptroller General.

Tomorrow, Thuradag, your twe Henrys are
eating lunch with Jesse Jones and we hope to
have something more specific to report by to-
MoOrrow.

You can get up a "hat pool" as to whether
the two Henrys will take in Jesse or Jesse will
take in the two Henrys.

Sincerely yours,

WVW/’("\

The President,
Miami, Florida.
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THE SECRETARY OF THE TREASURY b
WASHINGTON L"r'
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~¥ F
December 9, 1937 Vi V|

My dear lMr. President:

I have asked Mr. Magill to write
& progress report on the tax hearings
before the Ways and Means Sub-Committee,
for your confidential informatlon. This
memorandum is attached hereto.

If after reading it you have any
suggestiona to make as to the progress
made so far or as to the future represen-
tations that the Treasury should make in
regard to tax revielon, we would be more
than pleased to recelve the same.

Sincerely,

M :

The President,

The White House.



THE UNDER SECRETARY OF THE TREASURY

WABHINGTON

December 9, 1937
MEMORANDUM FOR THE PRESIDENT:

Since the work of the Ways and Means subcommittee on tax revision
is pgraduslly approaching completion it is now possible to sumnarize
the genersl outlines of the recommendations which have hessn tentatively
adopted. From the beginning the committee hes taken the position that
the revemue bill should not be reported at the special session tut
almoat every day some member of the committes has urged the necessity
of haste; and of restricting the scope of the revision to as few toplea
as possible. The Preasury has insisted throughout that the tax on
capital geins and the undistributed profits tax were only two among
the varlous subjects which should be considarsd. Keverthelees, the
subcommittee has been very reluctant to consider recommendations for
improvemente in the revenue laws in other respects.

The prineipel subjects upon which action has been taken are out-
lined below:

1. IThe undistrituted profits tax = The subcommittes has tenta-

tively agreed to a plan which would completely exempt from this tax

all corporations having net incomes of $25,000 or less. Corporations
with net incomee in excess of $25,000 would be subjected to & tax of

20 percent on net income, but would be given a tax credit for dividends
distrituted, under which, if there were full dietribution, the rate of
20 percent would be reduced to between 16 and 17 percent. The Treasury

has informed the committes that the rate of 20 percent is too low ta
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force distributions from corporations controlled by wealthy stock-
holders; and that the proposed rates would result in a serious loss

of revenue to the Treasury. The Treasury has also urged the necessity
of gtrengthening the other provisions of the Revenue Act (section 102)
which deal with the accumulation of unreasonable surpluses by corpora-
tions. The problem is to substitute a series of objective standards
of unreasonable accurmiletions, in place of the present general pro-
visions which place upon the Treasury the burden of showing that the
accurmlation of surplus is unreascnable. We are now convinced that
the existing provisions can be materially strengthened to insure

that corporations that are of considerable size, that are closely
held, and that do not distribute earninge shall be subjected to an
additional tax. If an effective objective provieion can be written
into a new section 102, unreasonable accumuilations of surplus can be
prevented without inflicting hardship upon the general run of small
and medium-sized business corporations.

2. Capitsl gains and logses - The subcommittee has tentatively
agreed to tighten the provisions for the deduction of capital losses
by providing thet one year losses, which are generally speculative
in charascter, shall be deductible only from one year galns. The
committee has also agreed that capital losses in excess of gaine may
be carried over for one year and applied egainst the capital gaine
of the later year. Finally, the texpayer at his option may pay a
flat tex on cepitel geine on the sale of property held for more than
one year, the rate varying from approximately 30 percent in the case
of property held for two years to approximately 16 percent if the

property has been held filve years or more.
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3. Excise taxes - The subcommittee has tentatively agreed to the
repeal of a number of the less justifiable exclse taxes, including
gome of the so-celled "nuisance" taxes which annoy the texpsyers and
produce small return. It is estimated that about $25 million would
be lost by the repesl of these items.

4, Estate and gift texes - The subcommittes has tentatively agreed
to simplify the schedules of estate and glft texes and to reduce the
exemptions from these levies, with a net result of some increase in
expected revenue.

5. Tax-erxempt securities and salaries - The Treasury recommended

to the Committee statutory smendments to (a) subject the sslaries of
stete officiale to the Federal income tex; and (b) include income from
tax-exempt Federal, state and municipal securities, issued hereafter,
in net income for the purpose of determining the rate at which taxable
income should be texed. There was considerable doubt of the validity
of such a statutory provision. The decision in James v. The Drave
Contracting Compeny by the Supreme Court on Monday, December bth, so
strengthened the doubt as to the validity of such a statute that the
committee decided not to recommend it at this time.

6. Commnity property income; Percentage depletion - We will again
urge upon the subcommittee the desirsbility of eliminating the inequitles
of the revenue laws in these two respects, as pointed out in your mes-
sage of June 1, 1937. Informal discussions indicate that the individual
pembers of the committee are sharply divided upon these proposals.

7. Simplification of court proceedinge in tax cases - Conferences
between the Depertment of Justice and the Treasury are now being held

upon proposals to simplify procedure and sppeels in tax cnses, and in
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particulear to provide a single form of sult and of appeal, in lieu
of the three forms now available. Complete agreement between the two
departments has not yet been reached.

&. Declaratory rulings - The Tressury will propose a method of
procedure whereby a texpayer who is about to enter upon a texable
trensection mey secure an advance opinion as to the resulting tex
liability. Both the texpayer and the Treasury will be bound by the
ruling, if the transsction is then carried out as plenned.

The subcommittee will probebly repert to the full committee about
the first of the year. The revenue bill cen hardly be drafted for
introduction prior to January 15th. Public hearings will probably te
held by the Ways and Means Committee after it receives the subcom-

mittes's report, and before the bill is actually completed.

w
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PROCUREMENT DIVISION
WASHINGTON

December 10, 1537 Ak :’;*//

MEMORANDUM TO THE SECRETARY:

SUBJECT: Estimated Purchases to be made by Government
hetivities in December, January, and February,

Under date of November 30, 1937, formal request was sent to
all Federal activities to report immediately to the Director of
Procurement the estimated purcheses to be made during the months of
December, January, and February. While reports from all agencies
nave not been received, the reports from the mejor purchasing aec-
tivities indicate that purchases during those three monthe will be
as follows:

December 1937 § 63,947,785

January 1938 68,713,380 1 I

February 1938 67,841,013 ¥ ﬂff
Total §200,502,178 - AL

EBroken down to thirteen major classifications, the estimated
purchases will be as follows:

of C tima LREi}

Textiles and their products, includ-
ing clothing, cordage, house-furnish-
ing goods, knit goods, etc. § 10,982,663

Forest products, including furniture,
planing mill products, treated
lumber, ete. 3,261,426

Chemicals and allied produects, such
as linseed oil, peints and varnishes,
508D, ﬂhﬂﬂiﬂllﬂ-. ete. 5,55'5,392

Products of asphalt, coal, and
petroleum, including fuel oil,
gasoline, lubricating oils, greases,
ete, 20,314,594

Leather and ite manufactures,
inclwiing boots, shoes, gloves, etec. 3,706,628

ta h
“attrick) ctmelt o lited ot Bns,
*® » ¥
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Hemorandum to the Secretary

Lype of Commodity Estimated Amount

Iron and steel and their products,
such as pipe and fittings, forgings,
miscellaneous bardware, metal doors,
sash and frames, metal furniture,
steel rails, wire rope, etc. $ 2,074,486

Honferrous metals and their alloys,
including aluminum manufactures,
brass, bronze and copper products,
tin, etec. 6,225,585

Machinery (not including trans-
portation eguipment and electrical
equipment), such es engines, turbines,
machine tools, power shovels and drag-
lines, pumps and pumping equipment, etc. 7,598,587

Electrical machinery, apparatus and
supplies, such as batteries, cable
and insulated wire, generators,
lighting equipment, switchboards, ete. 14,366,996

Transportation equipment, such as
aircraft, motor vehicles, etc. 35,200,213

Miscellaneous, which includes brooms
and brushes, professional and
scientifie instrumente, paper and
allied products, photographic
apparatus and materiasls, etc. 28,256,335

Food and kindred products, such as
canned fruits and vegetables, cereals,

coffee, condensed milk, flour, etc. 33,448,856
Total $200,502,178

It should be understood that these are estimates only and
that actual expenditures may be greater or less than the amounts
Btl'bdi

These figures include the normal reguirements of the Federal
Government as well as the increased expenditures that will result
from the President's memorandum of November 27 to the Executive
Departments and Agencles. A conservative estimate of the result



Hemorandum to the Secretary

of his Memorandum is that the normal purchases, exclusive of those

to be made for the Works Progress Administration, will be increased

in this three month period by ten per cent. As to the Works Progress
Administration, it is estimated that, as a result of the President's
memorandum, purchases in December and January will be stepped up to
$17,500,000 from a normal of §7,500,000, or an increase of $10,000,000,
The estimated normal purchases, the estimated total purchases, end the
amount of the incressed purchases resulting from the Precident's
memorandum are set out below:

Amount of Amount of  Amount of
Estimated Estimated Increase
Normal Total Regulting from
Purchases  Purchases AMeworandum

December ¢ 53,588,895 § 63,947,785 % 10,358,890

Janary 57,921,255 68,713,380 10,792,125

February 61,673,648 _ 67,841,013 _ 6,167,365
Totals £173,183,798 $200,502,178 sz?,313,33n<——-

Auti{'rg irdetor of Procurement.
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“ " TREASURY DEPARTMENT

W INTER OFFICE COMMUMNICATION

4™ DEC 13 1937
To Secretary Morgenthau
FROM Hermen 0liphent

The following is & report which I gave you on Mr. A, L. Childress,
Mashville, Tennessee, during June of last year:

"At Mr. Oliphant's request, Mr. Arthur H, Xent (Assistant
General Counsel of the Treasury Department) talked to Dean Arnold
of Vanderbilt University about Childress' qualifiecations for
membership on the Board of Tax Appesls. The results of Kent's
inquiry are summarized as follows:

My, Childress ls not well known in legal circles in Nash-
ville. He practiced law for a limited period many years ago,
but for the past ten or fifteen years has been comnected with
the State Tax Department, in which office he now occuples the
position of head auditor. During most of this time he super-
vised the examination of corporation retwrns. Dean Arnold was
informed by several people in Nashville who lmow Childress well,
that in their judgment Mr. Childress was a man of only mediocre
ability. He is commonly referred to as 'Mrs. Chlldress' husband.!

WAt Mr. McReynold's request, the Special Intelligence Unit
made inquiry regarding Mr. Childress, and on May 24, 1935, sub-
mitted a report, the summary of which is as follows:

fjlr, Childress has general reputation as a man of good
character, has a fairly good education end, while admitted to
practice law, nearly all of his gainful occupation has been
through the holding of appointive offices with the Federal
Government and the State of Tennessee. Through unfortunate in-
vegtments and personal expenditures, he became so deeply in-
volved in debt as to cause recourse to banlauptey proceedings
in 1934 from which he has not been discharged, due to his fall-
ure to file appliestion within the statutory period. Various
persons prominent in business and politieal life in Nashville,
generally personal friends of the applicant, have made state-
ments to the effect that Mr. Childress has shown lack of energy,
initiative, and business foresight, probably due, at least in
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part, to i1l health, relatively advanced age, and former ad-
diction to excessive use of intoxiecating liquor; and that

he has not given evidence of possession of considerable legal
ability or business acumen. The Agent in Charge concludes
his report with a statement thet, although Mr. Childress is
epparently honest and is generally regerded as a man of good
character, he does not present evidence of attainments in the
practice of law or of legal ability affording a background
specially commending him for the position which he seeks."

June B, 1856.
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WASHINGTON

December 16, 1§37

MAMORANDUM FOE THE PRESIDENT:

The present law requires the President to trenemit to Congress
on the firet day of the session a budget conteining mmong other lteme
estimetes of the receipts of the Government during the ensuing fiecal
year, stated in summary and in detail. In such times as the present
it is impossible to estimate with accuracy the receipts for a period
of eightesn months in advance, particularly in view of the fact that
those receipts are largely composed of income texes which will be
collected on the basis of the incomee of individusls and corporations
that are to be realized in large part in the future.

The accuracy of the forecast of revenues to be received during
the ensuing fircal yesr could be greatly increased if two changes were
made in the law. First, the income tex law would be amended to pro-
vide that the first half of the tex would be pald on July 15th inetead
of in two installments on March 15th and June 15th as at present. The
requirement that returns be filed on March 15th should be retained.
Second, the estimates of receipts for the ensuing fiecal year would be
submitted to Congress on April 15th instead of cn the first day of
the seseion.

The result of these two changes would be that the estimate of
receipts for the ensuing fiscal year would be much more sccurate than
at present, since the amounts of income texes to be received during
the ensuing flscal year would be kmown at the time the estimate of
receipts would be made. This ig true because the amounts which would
be raceived during the enmsuing fiscal year would be beeed upon the
income of the past calendsr year; and the income tex returns for that
year would be in hand prior to the time that the estimate is made.
Although the estimates of receipts other than the income tax would
not be materially affected by the proposed changes, the increase in
the accurpey of the statement of totel expected receipts would be con-
sidereble since the receipts from the income tax are by far the largest
uncertein factor in present revenue estimates.
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MECICRUCTRDY OF TIE DAYS ACTIVITY

Decembar %0, 1957

To: Secretary Morgontheu

Tram: Ur, Magill

Ba: Tiece Presidentis propose) to reduce the number of
Federal taxss to fiwve

The five taxes designated by the Viee Iresident produced the
follewing revenuss for the fiseal year, 1O37:

Esteta Tax 8 249,000,000
Ligquor Texes salt, 000,000
Tomaso Trxes FRe 000,000

Individurl snd
Corporate In-

come Taxas 2,154 ,000,000
Gesoline Tax 197,000,000
Metal & 3,74%,000,000

I asaune, although ke @14 not say so, thet the Viee Irasident
would not repesl the sccial security taxss snd the railrosd retire-
mant taxes, If they wers laft in sffect, but the other miscellanecus
Internsl Revenus taxss not menticned by the Vice President were ro-
pealed, the net loss of revenus for 1937 would have heen 4561 mi11iona.
Frasumably this loss would have to be made up by incresses in the rates

of the group of taxes mentioned by the Vice Frasident.



The taxes which would be repesled upder the Viee Fresident's

- P

proposal mey be groupsd as follows:

1,

» 2
3.
R

X %
6.
7.
8.

The aya and laans Subcousittss hes apwesd to the repes] of
ten taxes rrofueing mbout $55 aillions, meiuly in greup F7 mabowe,

admissions, duas, and
initintion feen

Capitel stock tex
Degumentary stamp taxes
Gift taxes

Resulatory taxes
{oleomarearine, ate.)

Seles of antomobiles,
tires nnd tubes

Sales of sundry comodities

Sundry import taxes
Totnl

& 96,000,000
137,000,000
70,000,000

# 000,000

,000,000

167,000,000
173,000,000
1% 000,000

& 56 000,000
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Letters from Henry Morgenthau to President
in re-tax evaders

Pres, cited cases in his Tax message

Names attached of some of the evaders llsted

in corres.

SEE--Special folder-Tax message draft-Drawer 2--1937
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A BILL fjfffaﬂf?/

To anthorize the Secretary of the Treasury to purchase silver, issue
sllver certificates, and for other purpcses.

de it enacted by the Senate and House of Representatives of the United

States of America in Congress assembled, That the short title of this Act

shall be the "Silver Purchase Act of 1934."

Sec. 2. It is hereby declared to be the policy of tho United Statos
that the proportion of silvor to gold in the monetary etocks of the Unitod
States should bo increased, with tho ultimate objectivo of having and main-
taining, ono-fourth of tho monetary woluc of such stocks in silver.

Soc. 3. Tho Scerotary of tho Trossury is authorizod and diroctod to
purchasc silvor, at homo or abroad for prosont or future delivery with
any diroct obligations, coin, or curroncy of tho United Statos, authorizod
by law, or with any funds in tho Troasury not othurwiee appropriated, et
such ratos, at such timce and upon such terms and conditions as hu may
doom roasonablo and most edventngoous to tho public intoroet: Provided,
That no purchases of silver shall bo made horoundor (a) at a prico in
oxcoss of tho monctary valus thercof or (b) whonover end so long as the
monetory valuo of tho stocks of silvor is cgqual to or groater than
25 per contum of tho monotary wolue of tho stocks of gold and eilvor:

And provided furthor, That no purchasos of silvor situated in the com-

tinontal Unitod Statos on May 1, 1934 shall bo made horeunder at a price
in oxcoss of 50 conts a fine ounco.

Scc. 4. Wacnovor and so long as tho markot price of silvoer oxcoods
ite monotary valuo or tho monctary valuo of the stocks of silver is
groator than 25 por contum of tho monetary valuo of the stocks of gold
and silvor, tho Socretary of tho Treasury may, with the approval of tho

Prosidont ond subject to tho provisicne of Section 5, soll any eilver
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ecquired under the autaority of this Act, at howe or abread, for present
or future delivery, at such rates, at such times, and upon such terms
and conditicne as he may deem reasonatle and most advantageous to the
public interest.

Sec. 6. The Secretary of the Treassury is authorized and directed
to issue eilver certificates in such denominations as ho may from time
to time prescribe in & faco amount not less then the cost of all silver
purchasod under tho authority of Section 3. Thore shall be maintained
in the Troasury as socurity for all silvor cortificates herotofora or
heroaftor issuod and at tho timo ocutstandine an amount of silver in bullion
end stendard eilver dollare of a monotory valuo cqual to tho faco cmount
of such silvor cortificatos. A1l silvor cortificatcs herctofore or hero-
eftoer issucd shall be logal tonder for all dobis, pablic and privato,
publie chaorgos, texes, dutios, and ducs, and shall bo redoemsble on domand
at tho Treasury of the United Statos in stondard silver dollars; and tho
Socrcotary of tho Treasury is euthorized to coin stondnrd eilvor dollars
for such rodomption.

Boe. 6. TWhonover in his judgment such action is necossary to of foctu-
ate the policy of this Act, tho Svcretary of thoe Troasury is authorizod,
with tho approvnl of the Prosident, to imvestisgeto, roguletc or prohibit,
by moans of licunsoe or othorwise, tho acquisition, importation, cxporta-
tion or transportation of silver and of contrecte and other arrangomonts
mado with rospoct thoreto; and to roquiry thoe filing of roports doomed by
him roascnably nocussary in comnoction therowith. Wicover wilfully
violotos tho provisions of any liconso, order, rulc or rogulation issuod

pursuant tc tho suthorigation containod in this soccticn, shall, upon



T

conviction, be finod not more than $10,000, or, if & natural person,

way be imprisonod for not moro thon 10 yoars, or both; and any officar,
dirocctor, or agont of any corporation who knowingly participates in such
viclation may bo punished by & lilko fine, imprisonmont, or both.

Sec. 7. Whemever in the judgment of the President such action is
neceseary to regulate the valus of the money of the United States, he
may by Executive order require the delivery to tho United Statos mints
of any or ell silver by whomover ownod or possossed. Tho silvor so
dolivored shall bo coinod into standard silver dollars or othorwiso
addod to tho monotary stocks of tho United Statos as tho Prosidont may
doteormine; and there shall be returnod thorofor in standard silvor dollars,
or any cthor celn or curroncy of tho United States, tho monotary veluo of
the silver so dolivercd less such deductions for scigniorazo, brassage,
coinago, and othor mint charges as tho Secrotary of tho Troasury with
the approval of tho President shall havo dotorminod: Providod, That, in
no caso, shall tho valuo of tho amount roturned thorefor bo loss than
tho fair valuc at tho timu of such Ordar of tho silvor rogquired to be
delivored es such veluc is dotormined by the market price over a roasona-
blo poriod torminating at the timo of such Ordor. Tho Secretary of tho
Treasury shall pay all nocossary coste of the transportation of such
Bilver and stenderd silver dollars, coin or curroncy, lncluding the cost
of insurance, protoction, and such othor inciduntal costs as may bo
Toasonobly nocessary. Any silver withhold in vioclation of any Executive
order issucd under this soction or of any rogulations isenad pursuant
theroto shall bo forfoitod to tho Unitod Statos, and may bo soizod and
condamned by liko proceedinge ae thoso provided by law for the forfoituro,
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gaizure and condemnation of property imported inte the United States
contrary to law; and in addition any person failing to comply with the
provisions of any such Executive order or regulatiocn ghall be subject to

a penalty equal to twice the monstary valuo of tho silver in respect of

which such failure occurrad.

Soc. B. BScheduls A of Title VIII of tho Rovemuo Act of 1926, as
amendod (relating to stamp taxes), is amondod by adding at tho end
thoroof & now subdivision to road as follows:

410, Silver, otc., sales and transfers: On all transfers of any
interost in silver bullion, if the price for which such intorest is or
i to be transferred excoeds the total of the cost theroof and allowed
oxpensos, 50 per centum of the amount of guch excess. On overy such
transfor there ghall bo made and dolivered by the truznsferor to the
transferco a memorandum to which tiere ghall be affixed lawful stamps
in value equal to the tax thereon. Every such memorandum chall show
the dato thersof, tho names and addresscs cf tho transferor and trang-
fereo, the interost in silver tullion to which 1t rafors, the price
for which such intorcst is or is to be transforred and tho cost theroof
and the allowed oxpon3cs. JAny poraon liable to pay tho tax under thie
gubdivision (or any onc Wio acts in tho mattor as agent or broker for
any esuch person) who is a party to any such transfer, or who in pur-
suanco of any such transfer delivors any silver bulllon or interost
thorein, without a momcrandum otating truly and complotely tho informa-
tion herein roguirod, or who delivers any such momorandum without
having the proper stamps affized theroto, with intont to ovede the
foregoing provisions, shall be deomed guilty of a misdomeanor, and
upon conviction thercof shall pay & fino of not oxcoeding $1,000 or
be imprisoned not more than six months, or both. Stamps affixed under
this subdivision shall be canceled (in lieu of the mannor provided in
Soction B04) by such officers and in such mannor as rogulations undor
thies subdivision shall prescribe. Such officers shall cancel such
stamps only if it appcars that tho proper tex is belng paid, and whon
stamps with respect to any transfor are so cancoled, the transferor and
not the transferec shall bo 1liable for any additional tax found duc or
ponalty with rospoct to such transfer. The provisions of this sub-
division shall extend to all tranefors in tho United States of any
interost in silver bullien, and to all such transfers outside tho
United States if either party thereto is a resident of the Unitod
Statos or is a citizen of the United States who has beon a residont
theroof within throe months boforo tho date of the transfer or if such
gilver bullion or intorost thoroin is situated in tho United Statoes;
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and ehall extend to transfers to the United States Goverpment (the
tax in such cases to be payable by the transferor), but shall not
extend to transfers of silver bullion by depoeit or delivery at a
United States mint under proclamation by the President or in compli-
ance with any Executive order issued pursuant to Bection 7 of the
Silver Purchase Act of 1934, The tax under this subdivieion on trans-
fere enumerated in subdivision 4 shall be in addition to the tax under
such subdivision. This subdivision shall apply (1) with respect to
all transfers of any intereet in eilvor bullion after the onactmont

of the Silver Purchasc Act of 1934, and (2) with rospect to all trans-
fors of any intorest in silver btullion on or aftor May 15, 1934, and
prior to tho onactmont of the Silvor Purchase Act of 1934, excopt that
in such casos it shall be paid by the transforor in esuch manner and at
such timo a8 the Commiselcnor with the approval of tho Secrotary of the
Troasury may by rogulations proscribe, and thoe rogquiroment of a memo—
randum of such transfor shall not apply.

"hs usod in this subdivision-

Ths term 'cost! moans tho cost of the intorest in silvor bullien
to tho transferor, oxccpt that (&) in casoc of silver bullion produced
from materials containing silvoer which has not previously contorod into
industrial, commerciaml, or monotary usc, tho cost to a transforor who
ie tho produccr shall bo decmed to be tho markot prico at tho time of
production dotermined in accordance with rogulations issuod horounder;
(b) in the caso of an intorest in silvor bullion acquirod by the trans-
foror othorwise than for valuable conslderation, the cost shall bo
dosmed to be the cost thercof to the last provious transforor by whom
it was acquired for a valuablo consideration; and (c) in the caso of
any intorest in silver bullion acquired by the transferor (aftor April
15, 1934, and beforc tho tax under this subdivision takes offect) in
a wash salo, tho cost shall bo docmod to be the cost to him of the
intercet transferred by him in such wash sale, but with propor adjust-
mont, in accordance with regulations under this subdivieion, whon such
intorosts are in silver btullion for delivery at differont times.

iThg term 'transfer' means a sale, agreement of sels, agreemont
to soll, memorandum of sale or dolivery of, or transfer, whothor made
by mssignment in blank or by any delivery, or by any papor or agroc-
mont or momorandum or any othor ovidence of transfor or ealo; or
moans to make & transfeor as so dofinod.

"Tha torm 'intercst in silvoer bullion' moane any title or claim
to, or interoet in, any silvor btullion or contract thorefor.

"Tho torm 'allowed oxponscs' moans usual and nocossary oxponscs
actually incurrod in holding, rofining, or transporting tho interost
in silver tullion as to which an intorvst is transforrod. (including
storsge, insuranco, and transportaticn chargos but not ineluding
interest, taxes or charges in the nature of overhead), dotormimed im
acoordance with rogulations issuod horounder.
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"The torn 'maporandun' neans a bill, ponorandun, agroeuont, or other

evidonco of a transfor.

"Tho tern: 'wash salo! noans a transaction involving tho transfer
of an intorest in silver bullion and, within thirty days bt~fore or after
such transfer, the acquisition by the sawe perscn of an interest in
silvor btullion. Ouly so rmch of the interost so acquired as doos not
oxcoed the interost so transferrcd, and only so mmch of the intorest
gc transforrod as doos not oxceod tho intorost so acquired, shall bo
decnod to bo includod in tho wash ealo.

"Tho torn 'eilvor bullion'! moane eilvor which has boeen nelted,
sooltod, or refined and is in such state or condition that its wvaluo
deponds pricarily upon tho silver contont and not upon its form."

Soc. 9. Tho Bocrotary of tho Troasury is hoeroby authorized to
igsuc, with the approval of the Prosident, such ruloes and rogulations
ag the Socrotary of tho Tronsury ony deon nocessary or proper to carry
out tho purposos of this Act, or of any order issucd horcunder.

Soc. 10. 4As usod in this Act!

Tho torn "peorson' noans an individual, partnorship, association

or corporation;

The tern "the continental Unitod States" moans tho States of tho

Unitod States, the District of Colucible, and the Torritory of Alaska;

The torn "ponotary valuo" noans a valuo calculatod on tho basis
of ono dollar for an amount of silver or gold equal to tho ancunt at
tho timwo contained in tho standard silvor dollar and tho gold dollar,
rospoctivoly;

The torn "stocks of silvor" noans tho total anount of eilver at

tho tico ownod by thoe United Statoe (whothor or not hold as socurity
for outstanding curroncy of tho United Statos) and of silver contained
in coins of tho Unitod Statos at the tino outstanding;

The torn "etocks of sold" moans the total anount of gold at the
tice ownod by the Unitod States, whothor or not hold me a resorve or

a8 socurity for any cutstanding curroncy of tho Unitod Statos;and
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The tern "silvor tullion" moans eilver which has bBoon noltod,
suclted, or refinod and ie in such state or condition that its walue
depends prinmarily upon the silver content and not upen its form.

Bee. 11. In eddition to any suns approprioted by Scction 3, theoro
is horoby appropriated, out of any money in tho Treasury not othorwise
appropriated, the sun of $500,000 which shall be available for oxnondi-
ture under the direction of tho Presidont and in his discrotion, for
any purpose in connection with the carrying cut of thie Act; and there
are heoreby authorized to be appropriated anmally such additional sunes
a8 pay be necessary for such Purposas.

Sec. 12. Tho right to alter, amond or ropeal this Act is horaby
oxprossly reserved. If any provision of this Act or the application
thoreof to any person or cirounstancos, is hold invalid, the romaindor
of tho Act, and tho application of such provision to othor porsons or
clrcunstances, shall not be affoctod thoraoby.

Soc. 13, All Acte and parts of Acte inconsistont with any of tho
provieions of thie Act are horoby ropoaled, but the authority con-
ferrod in this Act upon the President and the Secrotary of tho Treasury

ie doclared to bo supplenental to the autherity horetofore conforrod.
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There is one very important objective which the Congress 2'i>
can attain, and that is to so amend our banking legislation as
to protect the sound bankers of this country from the unfair
competition of bank menegement which fails to measure up to
the high standard of conduct which their profession calls for.
This result should be sceomplished by legislation which will
not only prohibit specified practices, but which also will
bring about above all else complete divorecement in interest
between commercial and investment benking. The Congress, by
the enactment of the Glass-Steagall bill, now known as the
Banking Act of 1933, has already taken action designed to
eliminate meny bad prectices. The Banking Aict of 1933 does
not, however, fully acecomplish the purposes which the Congress
hed in view - purposes which I believe are demanded by both
sound banking experience snd enlightened public opinion. It
is acnnrdinglg necessary to sddress further efforts to that

end, ¥ ¥ ¥

]
by | vt

The commercial bank's credit function is very definitely
governed by its responsibility to meet its deposit 1liabilities
on demand. It must not seek excessive profits by taking undue
credit risks and it can not wisely tie up its funds in long-
term credits however safe they may be. Its primery credit function
is performed by lending money for short pericds to finance self-
liquidating commercial trenssctions - lsrgely in the movement of
poods and crops through the various stages of production and dis-
tribution; and in the making of short-term loans against good
collateral. The commercisl bank ceannot safely make loans to a
borrower who lacks capltzl of his own or who cannot in the normal
course of his business repay the loesn within a ressonable periocd
of time, It is within this framework that the commercial bank
renders sound and constructive service to the industry, trede
end agriculture of the country.

The investment banker also renders necessary and effective
service to the industry, trade and sgriculture of the country.
He does it by meeting long-term needs, providing funds for
plant and equipment or for permanent working capital. He does,
and should, take speculative risks of a sort unsuitable to the
commercial bank in providing cepitel funds for new and promising
enterprises, even though the me jor volume of his transactions
is naturally to be found in providing esdditional capital for
industries well established and less uncertain in their prospects,
With every new issue, moreover, he tmkes the risk that the public
may not readily absorb the new securities which he brings out
and that his own caplital may be tled up for a long perlod of
time. This last distinction between investment and commercial
banking emphesizes the wisdom of the legislation forbidding in-
vestment bankers from teking deposits.

Although there should be a sharp delineation between the
activities of commercial banks and those of investment bankers,
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there are certain points of contact between them, whereby they
gomplement each other. It is perfectly proper, for example,
thet commereiasl banks should lend to investment bankers, on
short term, funds necessary to cerry a new issue of securities
while it is in the process of belng marketed. Such a loan,
alweys secured by collateral and carefully scrutinized by the
commercial bank, performs an essential service. The commerclal
bank or banks making such a loan, however, should be absolutely
free from interest in the issue, and immunized from possible
influence arising from interlocking interests with the investment
bankers participating in it.

Again, = commereisl bank frequently finds that its own cus-
tomers require permenent financing. A rapidly growing business
needs additional permenent working capital., The commercial bank
properly affords temporary financing to the enterprise, but per-
manent provision for sdequate working caplital or for plant or
equipment rejquires long-term credit. ‘hen such long-term credlt

is recuired, the services of the investment banker are needed.
But in such cases the investment
from control or influence by the
or introduces the business. The
a position to form an absclutely
wisdom of issuing the credit and

banker himself should be free
commercizl bank which sugrests
investment banker should be in
independent Jjudegment as to the
as to the conditions under which

{t shsll be issued. The commercial bank should not be in a po-
sition to exert any pressure whatever arising out of a dual
financisl interest, * * * * ¥

The wisdom of effecting a clear differentimtion of function
and separation in interest between commercial banking and invest-
ment banking was recognized in the Glass-Steagall Eill, passed
1ast June and now known as the Banking Act of 1833. The history
of that aect and its general provisions indicate a clear intent
on the part of the Congress to effect, once and for ell, =&
complete separation between commercial banks and investment
bankers. I believe that the public is likewise under the im-
pression that the act effectively accomplished that purpose.

Careful analysis of the ect and cobservation of 1ts subse-
quent operation, however, show that all the purposes intended are
not effectively aschieved, and thet further amendments to the act
will be necessary if its purposes are to be asccomplished.

I submit that the provisions of the Banking Act of 1933 and
of section B of the Clayton Act show that the legislative polliey
of the Congress 1ls -

1. That there be a divorcement of the commercial banklng
business from the investment banking business;

o. That there be no interlocking of menagement between
the commeroial benking business and the investment banking business;

3., (Based in part upon another policy) that there shall be
no interlocking of management between commercial banks themselves
operating in the same community; and
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4. That the enforcement of this legislative policy shall
not work in a discriminetory menner unfavorable to the successful
cperation of national banks or of member banks of the Federal
Reserve System; * * *

In making such amendments to the Banking Lct designed to
separate absolutely the busliness of commerclal and Investment
banking, you will of course teke account of the fact that there
are varylng definitions of investment banklng embodied in the
present law.

I suggest accordingly the wisdom of drafting = carefully
phrased definition of the business of dealing in securitles,
For the seke of e¢lerity, such definiticn should be so drawn
a5 to exclude any organizetion which sells, either through
itself or through a subsldiary, no securities other than those
issued by itself. Likewise, it should exclude, for the same
reason, those buying and selling securities solely as brokers
or agents,

The law now undertakes to exclude certsin interlocking
relationships between banks. In reclassifying the qualifiecations
of directors which mey involve such overlapplng of interests,
directors of banking institutions should not be prohibited from
at the seme time acting as directors of corporetions, such as,
for example, the District Corporation of New York, which deal
primarily in the obligations of the United States Government
in bankers acceptances or trade scceptances. Such corporations
assist in the functioning of an important part of the machinery
of the Federal Reserve Act, Likewlse an American bank director
should not be forbidden from serving es a director of the Bank
for International Settlements whieh functions in connection with
the foreign commerce of the United States. Perenthetically, I
would also suggest that national banks be expressly permitted
to hold the stock of these banklng institutions.
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The items in the Committee plan (they will be emumeranted

and in eech ease the corresponding recommendstion of the

President's message will be stated):

1. Exempt from corporate income and undistributed earn-
inga texes £1,000 of income of corporations having incomes
of §20,000 or less.

2. Retain corporation income tax and raise it to 18% flat,
The President's message recomsended repenling this and the
other two corporate taoxes.

3. Levy a flat 7% tex on undistributed earnings, regard-
less of size of corporate income and of percent of earnings
retained. The President's message in substance recommended
a tax on uwndistributed earnings eguivelent to personnl in-
come normal and surtaxes, with no corporate tax if full die-
tribution.

4+ The Committee's plan would -place the individusl normal
tax of 4% on dividends. The message recommenled its imposi-
tion, tut only in conjunction with repeal of all present
eorporation taxes.

5, The Committee woul! retain the present capital stock end
excess profits taxes indefinitely at full present rates.

The megsage recomuended their repeal.
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What the results of this plan would beg
l., This plan would safeguard the revenues just as the retention
of the present graduated corporate income tax would; but the
estimate under this plan is based on the same data as the Budget
estimates and the yleld of the House bill; &nd it cuts down the
risk only to the extent of the larger percent of revenue collacted
at the source.
2. ©Sinee all the additional revenue required could be obtained
by stopping the avoidance of surtaxes or collecting their equiva-
lent from corporations retaining earnings, as the Message recom-
mended, the following results of the Committee's plan must be
wviewed as samples of the extreme measures which are being suggested
as 4ke alternativesto getting the revenue needed by making ex-
isting surtax rates effective on a relatively small minority now
avolding them:

8. A corporation earning $100,000, paying

$£18,000 to the Government in taxes end dis-

tributing all of the balance would have to

pey a further tax of 7% on the 12,000, that

is, would have to borrow momey or dip into

its surplus in order to pay its full tax.

b. The plen increases the tax of the

great body of corporations, which are not

operated to enable stockholders to avold



ale

surtaxes. The increase in thelr tax, assum-

ing full distribution of current earnings,

would be from about 28 to 585 and, epart

from the £1000 exemption, the smaller the

corporation the bigger the increase, such

larger increase affecting a wast body of

the corporations of the country. And they

pay this increase even though they distri-

bute all their earnings., If they add to

their reserve 50% of their statutory net

income, their taxes would be increased from

£2 to T1%.

d. Stockholders, under the plan recommended

in the meseage, would pay the 4% normal and

surtaxes. Under this plan stockholders with

incomes up to about £6,000 in corporations

with incomes of £10,000 for example would

have teken out of their share & tax increuse

of 54% over present law, although earnings

were fully distributed; and if 507 of earn-

ings were reinvested, the incresase would be

about 51%.
%. The Presldent's message sﬁt-ad two objectives — equalizing the
tax burden on business earnings and stopping surtax avoidance. Re-



taining even the present corporate income tax of from 12& to 15%
would be an abandonment of the first cbjective, and the 7% supertax
proposed would be nothing but 1lip service to the second objective.
It would not prevent those with large incomes leaving earnings in
corporatione to escape the surtax,

6. This plan would incresse the taxes of vast mumbers of corpora-
tions and stockholders as contrasted with the less than 60 thousand
people, not now carrying their due share of the tax burden on that
portion of their real income represented by withheld profits, whose
taxes would be increased by the House Bill,

7. The corporate tax recommended in the Fresident's message

was constructive from a business point of view since its direct
burden wae more largely on stockholders. This plan might well

be adverse from a business point of view since its direct burden

is more largely upon corporate business.

8, This plan is unjust and indefensible. It departs more than
present laws from the prinelple of ability to pay. Iis serious
consideration cannot be understood except as reflecting the type

of desperate expedients belng proposed as alternatives to faclng the
‘ﬂaponaib:l.lit;r of getting the money needed by merely stopping sur-
tax avolidance in the high income brackets, as the House rates

would. The President, the Secretary of the Treasury, the



Commiseloner of Internsl Revenue and others specking for the
Treasury are &1l on record thet the sdditional funds required con
be obteined by meking the personsl income tex rotes on business
profits effective on the minority In the high breckets now ovoiding
them. The adoption of any such plam would constitute a serlous
politicel 1isbility in the fuce of that record, particulsrly in
view of the fact thet elreedy some B0% of our revemues tre coming

from the consumer class.



PHELIMINARY ESTIMATE g
Additional " \/
Revenus A ' O}D. Additional
(million dollars) W Revenue
=R {million dollars)
1. Eeporl capital -tock and excess profits tax $(-) 168 1. Retnln copital stock and e xcess profite tax 8 -
2. Impose present corporate tax rate (12} percent 2. Ippose prasent corparate tax rate {12} percent
to 15 parcent) on etatutory net income as defined to 1F percent) on stotutory net income npg defined
in present law, which includes 10 percent of inter- in present law, ®hich includes 10 percent of inter-
caornorate dividends recaived - corporate dividends received -
3. Defina adjusted net income as the statutory net 3. TDefine ndjusted net income as the statutory net
income less corporate incoma taxes plus S0 percent income less corpornte income texes plus 50 percent
of dividends received. Define undistributed nd- of dividends received. Defins undlstributed adjusted
Justed net income ae pdjusted net income less the net income an adjested net lncome Ima the dividend
dividend credit, lass a epacial exemiion of 515,000 credit, less a speciel exemntion of 515,000 t2 all
to nll corporstions. Impose a tax on undistributed corporations. Impose & tax on undistributed adjusted
pdjunted net income equal to the sum of the following: net income equal to the eum of the following:
27 parcent on the amount of the undistributed pd- 15 percent on the amount of tha undistributed ad-
justed net income which i# not in excess of 20 Jupted net 4ncome which is not in excess of 20 per-
percent of the ndjusted net income; 35 percent on cant of the ndjusted net incomej2c= percent on the
the smount of the undistributed adjusted net in- emount of the undistributed adjusted net income
come which is in excese of 20 percent and mot in rvhich ig in excess of 20 percent and not in excess
ercess of 40 pareent of the aljusted net income; of U0 percent of the sdjusted net income; and L0
md 45 percent of the amount of the undistributed percent of the amount of the undistributed edfaeted
pd justed nat incoms which 1is in excess of L3 per- nat incope which Le in excess of 40 percent of the
cent of the adjusted net income ed justed net income.
Yield of such tax on undistritmted ndjusted nat income § T90 Tield of such tax on undistributed adfusted net income -
and of surtax on dividends to individuale and of surtax on dividends to individusla. $ 63
TOTAL ADDITIONAL REVENUE & 622 TOTAL ADDITIONAL REVENUE & EW
I+ the percent of intercorporste dividends now sub ject to corporate income tax be ipcreased from 10 percent to 13 1/3
percent, the additional yleld would be #5 million. If from 10 percent to 16 2/3 percent, the additlonal yield would be
8 10 million.
Thees entlz=ates masime no changes Lo exlating law other thpn Chose clted abowe and LAnt Ehe naw 5111 will contaln provislons which whil

prohibit all avoldsance of the shove taxes.

LY



(The letter hae to be on the principle rather than the
changes in the House or Senate relating to the Treasury sug-
gestlone. Letter not more than a page and a half. Keep
saying that thle hitse the little fellow.)

Note: He does not want to say "Under the plan recom-
mended by the President.)

Ly dear Mr. Chairman:

In contlnuance of our conversation of the other day, I
feel that 1t 1s only right that I should give you certain
broad concluslons on the amendments to the tax bill preoposed
by the Finance Committee,

In my message I suggested (give the principles, em-
phaslzing the amount that could be raised by stopping the

lesks).
It seems to me that the Committee draft violates these

principles as follows:

The House blll retains the principles in greater part.
I am told that the complex calculations in the House bill

can be avolded by much simpler amendments,



Tpss mny

= BF \ §

IMCERCORPORATE DIVIDEND TAX :ﬁ o

(1) An intercorporate dividend tex will yield £100,000,000 for esch
1% of tax,
(Estimate of Helvering, Commissioner of Intarnal Heveme
and Jackson, former Genersl Counsel of the Buresu of
Internsl Revenue).
() There is such & tax at the rate of 1% in the existing tax law as
adopted last year,
(provided as a matter of mechanies by decreasing to 85k the
100% exemption from normsl tax previocusly allowed to corpors-
tions on dividends received from subsidiaries),
(%) This existing tex has not been changed in the draft bill presently
beins considéred by the Senate Finance Committee. An increase In such tax from
1; to 5%, ylelding $150,000,000, would recuira simply o chenge in percentage
figures in the presently existing tax law. Stanley feed, Solicitor Generzl,
has carefully prepared draft langusge for increasing the intercorporate dividend
tax in this way or in altermative ways.
(4) The intercorporate dividend tax in the yresent tex lew was enacted
last year pursuant te Presidential recommendation. This tex, end the threat
of en indefinite future increase in it, were considered the most effective ways
to compel the folding up of unnecessary intermediste holding companies and ultimste
compliance with the Public Utility Holding Compamy Jet by utility companiec. The
threet of this tex hes slready caused strenuous sctivity to elimincte intermediste
corpanies in holding compsny structures, not only in the utility field (Miegara
Hudson snd Conzolidsted Gas have been especially sctive) but also in the indus-
tricl holding company field (Bethlehem Steel has been especlally sctive).
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== = » = = UONFIDENTIAL = = = = = =

FROM = SECRETARY OF THE TREASURY
TO = PRESIDENT

NEWSPAPERS TULSDAY MORNING WILL CARRY ANNOUNCEMENT OF
TREASURY FINANCING PERIOD TME FINANCIAL COMMUNITY HAS ONE OF

THE WORST ATTACKS OF JITTERS THAT I HAVE SEEN IN LONG TIME
PERIOD IF YOU HAVE MADE UP YOUR MIND THMAT YOU ARE NOT GOING
TO OALL AN EXTRA SESSION OF CONGRESS AN ANNOUNOEMENT FROM
YOU TO THIS EFFECT IN MONDAYS MORNING NEWSPAPERS WOULD COME
PSYCHOLOGICGALLY AT THE RIGHT TIME ANSWER WOULD BE
APPRECIATED

o= = m»» QONFIDENTIAL 2 = 2 = = »

TOD 1243
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The following provisions with reference to the rmonetary
use of geld and silver are now in the statute books, having been
enacted on the dates indicated at the end of each of these provi-
gions and never having been repealed:

"Section 511. Policy of United States as to bimetal-
lism. It is hereby declared to be the policy of the United
States to continue the use of both gold and silver as
standard money, and to coin both gold and silver into money
of equal intrinsiec and exchangeable wvalue, such eguality to
be secured through international agreement, or by such safe-
guardes of legislation as will insure the maintenance of the
parity in wvalue of the coins of the two metals, and the equal
power of every dollar at all times in the markets and in the
payment of debts. And it is hereby further declared that
the efforts of the Govermment should be steadily directed to
the establishment of such a safe system of bimetallism as
will maintain at all times the equal power of every dollar
coined or issued by the United States, in the markets and in
the payment of debts. (Nov. 1, 18935, c. 8, 28 Stat.4.)"

g 12, nternetione cnetary copnference
Whenever the President of the United States shall determine
that the United States should be represented at any inter-
national conference called by the United States or any other
country with a view to securing by international agreement
a fixity of relative wvalue between gold and silver as money
by means of a common ratio, between these metals, with free
mintage at such ratio, he may appoint five or more commissioners
to such international conference; and for compensation of said
commissioners, and for all reascnable expenses connected there-
with, to be approved by the Secretary of State, including the
proportion to be paid by the United States of the joint ex-
penses of any such conference, the sum of $100,000, or so much
thereof as may be necessary, is appropriated. (Mar. 5, 1897,
Ca 57&' .- 1' 29 Stat. Bﬂi]'

OMmlEsloners

"8 515. International bimetallism. The provisions of
sectlons lﬂ. 515- m. Emi I{H, m’ "u’ "2—9’ ‘EE’ and T51
of this title and sections 51, 101, and 178 of Title 12, Banks
and Banking, are not intended to preclude the accomplishment
of internaticnal bimetallism whenever conditicns shall make
it expedient and practicable to secure the same by concurrent
action of the leading commereial natiomns of the world and at
a ratlo which shall insure permanence of relative walue be-
tween gold and silver. (Mar. 14, 1900, c. 41, # 14, 31 Stat.49.)"
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1. It would be appropriste by formel enactment to express it to be

th-mnufthlﬂmmmtnlhmﬂdlmkrwmd, ag an
ultimate objective, to hawving about a fourth of the monetery
vulunofthulﬂ-ﬂ].luﬂmmnfthnmwinth'fﬂmaf
sllver. The expressicn of & more definitive congresgionel posi-
tion on this matter at this time would not be in the publie in-
terest.

In order that the President may have the povers required to move
toward this ultimate cbjective as conditions ney make such move-
ment wise, it wouls be useful to have supplemental, but not
directing, leglslation suthorising the Secretary of the Treasury
to buy end sell silver in such amcunts, at such prices, and

upon such terme and conditions as may be deemed most adwventageous
te the publie interest.

In connection with any suthority eonferred upon the Tressury to
purchase silver, it would be desirable to have legislaticn authoriz—
ing the Executive to prevent excessive profits cn any silver which
might be so purchased by condemnation, taxation or import repulaticn.

The nation's general and vital interest in its foreign trade rela-

mmm,mwmummwmmn 1

2ent of what would emount to bonuses on the export of American pro-
Mth#'ﬂﬂnﬂwqmm1h

T Cj/_a. .
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