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'!'eel 
Oamblt: 

RMJr: 

G: 

RMJr: 

0: 

RMJr: 

0: 

IIMJr: 

0: 

IIMJr: 

G: 

HI~Jr: 

0: 

RMJr: 

0: 

ln!Jr: 

0: 

HMJr: 

0: 

!il!Jr: 

Yea, sir. 

Morgenthau. 

Yea, sir. 

Good 01orning. 

Good m~rnlng , eir. 

Ma1 7. 1942 
9:27 &. 01. 

Ga01ble, now on theee Negr~ meetings •.... 

Yea. 

..... I want to be coneulted on all the details . 

nne. 

Because I saw thia t h.ing from New I ork by this 
Kudner, or whatever hie name ie, on the com­
munity s inge in New York. 

Arthur Kudner . 

Yes. 

Iee. 

Well, or cour se, I've asked for him. I'm not 
getting what I want. 

Yes. 

On these Negro things I'm going to get what 
I want. 

All right, air. 

Now, ae a starter, I w1eh you'd speak to that -
the Negro that you told me laat night •.••. 

Thoma a. 

Thomas. 

• 
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0: 

HMJr I 

0: 

HMJr: 

0: 

ID!Jr: 

0: 

IDIJr: 

0: 

ID!Jr: 

0 : 

I!Y.Jr: 

0: 

I!MJr: 

0: 

HMJr: 

0 : 

HMJr: 

- 2 -

Yu. 

Put th1e up to h1m, amongat their own people, 
who would they like to - I'd like the names 
ot three men and three women, aingers , that 
they'd like to hear the meet. 

Yes. 

And that they consi der their greatest ei ngere. 

Yea. 

You eee? 

Xes, s1r. 

And- I mean, I wouldn ' t apecity. I ' d Just eay, 
it we could ge t three men and t hree women singers. 
Llet them 1 , 2 , }. Who would attract the biggest 
audience for a Negro maee meetin~. 

Yea. 

You see? 

Yea. 

And, it neoeseary, he ehoul~ send out a tew 
cuestionn81ree; but I'~ 11ke the answer not 
later than Monday. 

Fine. ~ell, ve'.ll have it by then. 

Tell h1m to list them l , 2, } - the men end 
women Negro - no t Negr os - aingere. I wouldn't 
eay black or white. 

No , I understand. 

It they could get three men singers or t hree 
women elngere, which ones would their people 
come to bear. 

Yes. 

And 1! he could send out word and have the 
answer by Monday. 
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G: 

HMJr: 

G: 

HMJr: 

G: 

HMJr: 

G: 

f!MJr: 

G: 

RMJr: 

G: 

HMJr: 

G: 

IIY.Jr: 

G: 

I!MJr: 

0: 

HMJr: 

G: 

- 3-

Fine. Well , we'll have it, I think, maybe 
before then. 

And on the same thi ng, what epeak~re. 

Yes. 

Men ond women. 

Yea. 

'o'hat speakers. 

Yes. 

~ill you do that? 

:t ee, sir. 

Beoause I'd like to have what the Negroes 
think. I know what I think. 

Yes, I understand. 

Because I think that - my own opinion ie, I 
think that they'd rather hear Marion Anderson 
than anybody else. 

Probably Anderson and Robeson, but you can't 
tell. 

But you don't know. 

That ' s right. 

That's the point. 

Yee. Well , I'll have that informati on tor you. 

Right. 

All right, sir. 

' 

3 
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~ 7, 1942. 

IIEIIOIWIDUII FOR TilE SECRETARY 

WU.b reference to -rour requu~ for laM action of the 

colored probJ.a, pleale be •dn .. d til&~ a plan baa been 

dneloped to aut.tt to lle .. re. Iebe71 Patt.reoa, anol Colllnl 

for the etat.es of Jli.chl.gan, !lew York, and lllino1a, at a 

••t1ng wbich baa been ae~ to be held here on Frida7. At 

tba~ time 1 will discuaa ~h11 plan wi~h these Adll1niatratore 

and I belle .. I will be able to report a .. r'r ravorabla 

ana"r to ;rour request . 

Ted R. Gamble. 

• • 
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llr. ,.4 Clulale 

1eereta17 Moraeatbaa 

I w1eb r ou 14 talk ' o •e ~e t1r•' ~AI 111 

'be • oi'IWIC aboa' ~· .. A tba' I IA14 1e ~e bead 

ot a ~'tae llere, abo•' the 41eora1DaUon acuan 
lepooee. I ~ Ill• aaae 1e lloLMn - wtsa'"er h1e 

5 

n .. e 1e. VIla' I ban 1n •1n4 11 tba' I 'h1nk U 

woald be belptal 1t J OU ba4 a talk w1 'b h1• before 

J OU eaw the three S'a'e Oba1nen ' o• orrow, and t1nd 

0 11' wba,, 1t an.J,b1ng, anr o'ber Oonrnaen' Depar,•enh 

are 4o1ng ~ help. 

5/sr- ~ ... d.../1. 
-J,i,U~ 
~-d:wr 
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Federal Reserve Bank 
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Hugh Leach, President 
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6 

Altred H. Will i ams, President 
Federal Reserve Bank 
925 Cbeatnut Street 
Philadelphia, Pennsylvania 

l~. J. Fleming, President 
Federal Reserve Bank 
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East Sixth & Su~erl~r Avenues 
Cleveland, Ohio 

(Letter~ t J all t~e F~deral 
Reserve banks re objective ot 
b i111on d~lla re oer m~nth by 
July i n ',ia r Saving! Bond CS'II­

~ 1gn. Listing 1nstruot1one 
r e dt s i r•ed ".lr~cedure f (l r repor tl 
bon<l sales. - Si gned Rl~Jr. 
C~o1~e t n Tbomos Jn. 

• 
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MAY 7 1942 

117 4eu 111'. Sp:r.J.a 

OJl lfaJ l the !'haftl'7 hpartaeat l.aaqufttM 
a Wu SartDca JIOD4 Quo"ta c..p.ip. with a bUUOil 
4ollan a .oath by lulJ aa ita obJeotiTe. 

Ia u.4er'ta.k1JI& to raaoh tho Alaa quo"taa thd 
ban MelD MtablialaH tor Mob nate o4 001111ty. 
State ••'ahtntora u4 ohaiftiOD of looal o~U••• 
ill tho tial4 orsuizat10D of tho War SartDca 8tatt 
will noo4 JIOft tiuly illtorutiOII. OD bcll4 Alaa than 
ia poaaiblo UD4er tho exiatiD& roportta& prooeturo. 

'!'baret on • ill or4or tbat boD4 Aloa MJ be 
tabulate4 quickly o4 with a wh1mm of report prep­
antiOile it 1a propoaod tbat S'tate 44•h1atntora of 
the Wu SartDc• 8-tatt or their reproaOiltatina oal.l 
1lPOil biNilla acata OD tho 8th 15th. 2)4, u4 laat 
487 ot oaob -th tor tha tot;{ Alea ot Seriaa • 
ac.4a tor the qua:rter-~y par1o4. .l oOIIIltJ br.U:-
4- ot SariN 'I u4 G BOII4 aaloa by 'le4erlll Reaone 
BIIIIU will alao be noo4e4 by the State A41111liatratora. 
4lae to tholl' l.llpo:rtalloe ill OGIIPutlJIC quotaa. '!'b1a 
qua:rte-thlJ Aloa 11ltoJ'IIIlt101l will not aupplant 
tha npl.u -th!y report Oil aa1•• prepuo4 tor tha 
!I"I .. U'J hpel'tll.at bJ tho 'le4aral loaern BaDka. It 
w1ll aern aa CQ14a to aaalat tho t1al4 orsan1sat1oa 
1n 4ateftl1ahc procro•• tO!IaM quotaa durlDC tho oourao 
ot oaoh -th. 

It 1a ~ tllat ill MllJ illatooea 1asu1D& 
a&Oilta will fllnlbh Alaa ttcuraa Torbally. Whore it 
1a IIOJ'O -T-1Gt tor them to 4o ao 1n wrltbg. thaJ 
will be auppl1o4 with ponal oard ropQI't tOftl& e44raaao4 
to tha S'tato An1nS atrator or reproaentath'o 4oalpato4 
by h1a. 
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Tour n.luable aaab~o• 1a n quNt.e4 1D 
oarrrtua Ollt t.hh r eponiD& prooe4ure, u4 1 t will 
ba •err Eoh appreo1at.e4 11 )'Oil WOill4 -

(1) a4"f1•• all 1•~1D& asenta qual1t1e4 
b7 Tour ~e4eral Reler"fe Bank t o 
aot1o1pate t hea• nqu!•t•1 alkiDe 
their oooperat1oo 1D l"Ul'D11h1Ds 
aalee totala (at 1a~e pr1oe). 

(2) arruce to tumilh the State A4wh-
11trator of Noh atate 1D TOQr 41atr1ot 
with oOQDt )' t otala of Ber1ea ~ eel 0 
Bond Nlea, tour twa Noh -th. 

W1th1D the next t .. 4a)'e, eaoh State .a. .. snsa­
trat or 1D TOill' 41atr1ot will OCIIltaot TOill' l1a11CIIl 
of't1oer oCIIloernin8 thia utter. 

Allu Spl'Oill. , Pred4ent 
~e4eral R .. ern Bank 
)) L1belrt)' Street. 
... To:rk, ... York 

HBI(:wcb 

S1noerel)', 

8 
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!IJ.!Jr: 

Ted 
Gemble: 

II'MJr: 

G: 

II'MJr: 

G: 

I!MJr: 

G: 

Hl·lJr: 

Q: 

II'MJr: 

G: 

RMJr : 

G: 

Hello. 

Hello. 

Gamble. 

Yes, sir . 

ICa7 7. 1942 
9:34 •.•. 

. 9 '-

I'm just &1gn1ng these twelve let tera t o the 
president s of the Federal Reserve Banke, but 
I hear they haven't oleared through Bell. 
Anything tha t goes through the Federal Reserve 
Sanks mould be oleared through hlm. 

Fine. 'it'll, I wlll t ske them in •.... 

I didn't call hlm, but I'll sign them. 

·~ell, I 111 take them in t o him and d iscuss 
them with him after they return. 

Wil l you do t ha t? 

Yee , sir. If they 're returned to my offloe, 
I'll take them in t o him. 

!Use Chauncey will talte them to your ofti ol' , 
but I' d like you to ~isoua~ t he' wi th him. 

Fine. I'll go down and talk t~ him about t hem. 

Thank you. 

All right, sir. 
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HMJr: 

Ooeretor: 

RMJr: 

Roy 
Blough: 

!w.Jr: 

B: 

HY.Jr : 

B: 

HY.Jr: 

B: 

I!MJr: 

B: 

HMJr: 

3 : 

!!Y.Jr: 

B: 

I!MJr: 

B: 

IIY.Jr: 

B: 

Hello. 

Oo ahead. 

Roy . 

Yee. 

Ma7 7. 19~2 
il:5l a.m. 

What hapoened thie mor ning? 

Well , they're sti ll goi ng at it. 

Did t hey read my letter? 

Oh, yes. I t wae read the tiret thing. 

Well, it' s not out - it hasn't - it's tunny 
it isn 't out on the tloker. 

Well ..... 

Is it an ooen meeting? 

No, it's an executive eeeeion. 

Oh , oh. I see. 

But - we got here a little late . There wae 
no traneoortation . And he went right into 
the session; he didn't apeak to the Chairman 
about releasing it. 

Yeah. 

Now •.... 

Well , euppoeing somebody talk& to the C~irman 
and tinde out what they 're going to do abou t 
glv1ng out the lett er when the meeting 's over. 

All right. 

See? 

I'll have that done right a•'ay. 

10 
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HY.Jr: 

B: 

HY.Jr: 

B: 

HMJr: 

B: 

I!MJr: 

B: 

HMJr: 

a: 

!DlJr: 

B: 

HMJr: 

8: 

HllJr: 

1! : 

Rl!Jr: 

- 2 -

What sort or r eception di d ~1 letter get? 

••ell, I don't know that we know tor sur e, 1et. 

Weren't you t here? 

Oh, yes, I '~ right here. 

I mean, weren't you there when the letter 
was read? 

Yes, indeed. 

Uh huh . 

They're still asking e l o t ot questions. 
Ther e's nothing - it haen't been aooepted 
with open arms at all, but they're asking a 
lot ot ouestione, and nobody hae really 
started to lambaste it. 

They have not. 

No, t hey haven't done that. · There'll be some, 
I think , who will; but they 're sparring. 
Here ' s Robertson on th8 one s ide, who doesn't 
think it's enough and wants a sales tax; and 
here's McKee on the other aide who doesn't 
want to go down in the exem~tions; and here's 
Cooper and Daughton who don t know Just yet 
what they do want •..•. 

Which vay to Jwap. 

•••• • and the thing - the1 et111 - t hey seem to 
be etill sparring around. 

Well, 1n any event, be sure it'~ gi ven out t o 
the press. 

All right. You'd like to have it gi ven out. 

Surely. 

Okay. 

I don't want 1t to leak out. 

11 
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8 : 

lll!Jr: 

8: 

HMJr: 

B: 

HMJr: 

8 : 

- 3 -

Do 7ou wtah me to call 70u about i t? 

No, no. Between 70u and Paul, 70u work 1t 
out. 

We'll eee that it gete out. 

Thst'a right. 

Okay. 

Thank you. 

Yee, indeed. 

12 
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Opero ~or: 

J. Edgar 
Hoover: 

Hl~Jr: 

H: 

HMJr : 

H: 

HNJr: 

H: 

IIMJr: 

H: 

't"l!Jr: 

R: 

HMJr : 

R: 

Go ahead. 

Hello. 

Hello. 

May 7, 194 2 
5:10 1).11. 

Thie i s Hoover talking , Mr. Secre tary. 

Hello, Mr. Hoover. 

13 

Fine. I just wanted t o l et you kno• t hAt it 
your rollte on that commit tee that waE a-,pointed 
this morni ng, 1t they want anything on the 
Argentine situation, whoever is reor esent1ng, 
if you'll juet let us know. 

Well, I !rankly couldn' t understand why the 
Attorney General didn ' t want you peopl e on , 
because it seemed to me that you'd have a lot 
or informati on. 

'~ell, very !rankly - I can e"leak !rankly to 
you - I suggested t o him that he have somebody 
on. 

Yes. 

An~ he fel t that it should be otherwise; but I 
-anted you to know t hat 1r wp had anything 
here .•.•. 

Well , I'~ sure you have. 

•.••• it was- it' s entir ely availabl e to you .. 

Well, I'd l ike to have it, because I'm ~er­
eonally interested . 

Fine. '1/ell, now, I'll have - I'll not only 
have our men scout thr ough the fil es on it; 
but if there are any 0ues tione that your 
r eoreeentatlve has on 1t, you have hlm f eel 
at perfect liber ty t o g ive us a cs ll here and 
lt will be avallabl~ t o him. 
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HMJr: 

H: 

HMJr: 

R: 

HMJr: 

1!: 

I!I(Jr: 

H: 

HllJr: 

H: 

HMJr: 

R: 

HJ.!Jr: 

!!: 

HMJr : 

H: 

HMJr: 

H: 

- 2 -

Because here - ae I eay , I Jus t d1dn 1 t under­
stand the move. Here you're down t here ••••• 

Yes. 

• .•• • and you people ·muet have- the Argentine 
thing i s , to uae the vernacular, Just lousy. 

Well , it's the wor st thing in South Ameri ca. 

Right. 

lt Just etinke down there. 

~ell , t~t ' s what I thought; @nd I wanted to­
wanted to give the~ something to chew on other 
than each other t here. 

1.4 

(Laughs) I r eally thought that your sugges t i on 
was not only good, but very dipl omatic. 

Yeah. 

(Laughs) But I ' ll have our men ge t the ma t erial 
we have t ogether, and - eo it ' ll be available 
t o your t olko even on the i nformal basis. 

I tell you what let's do, eo we don't be t oo 
pol i te. \~hen you have something, let me know, 
end have one or your t rusted men walk it over 
and give it t o me ? ersonslly. 

I' ll do that . 

Bo..- 1 s t ha t? 

Tha t'll be tine. 

I thank you. 

Fine . 

Than.ks. 

Good-bye. 
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Abbott 
Mill a: 

Hl~Jr: 

M: 

fr.o!Jr: .. 

Hl!Jr : 

Hli.Jr: 

M: 

H'I.Jr: 

!~ : 

HJ.!Jr : 

M: 

I!MJr : 

May 7, 1942 
5:1& o. m. 

Abbott lUlls speaking , Mr. 8eor~tery. 

Go ahead. 

1.5 

Thanks t o Frank I aeby ~• oan r eoort that the 
Ford Motor Compa ny has oualifled as an 1eeuing 
agent. 

Oh, wonderful . 

And t he General :~otore C:~r-oorat1on are goi ng 
ahead with -olana thr~ugh banks t hat , the we~ 
they exolain 1t , will be eoually satisfactory. 

Good. 

The one quite impor tant thing t o menti on t o 
you, and that was a problem we hit out a t Ford. 
There's a Xr. 81<1 Goodman, or Leo Goodmen, 
under Mr. Roughtel1ng ' e steff ..... 

Yes • 

..•.. on the labor end ot it, ~ho more or l ees 
unannounced, went out t o the For d works >~ith 
a labor uni on wa r savi ngs olant -olen which was 
all right in i tself , but he irr i tated the Ford 
people t o the extent that it lt hadn 't been 
for Frank, they never would have oualifled. 

'~ell , b~ ..... 

And it would be thei r wleh t hat he be ke~t 
away from them ln the f utur e. Fra~k aaye you 
may r emember him when you encS Mrs. !<crgenthllu 
~ere l n the Keller - wtth Mr. Keller in the 
tank pl ant. 

I know ver y well. 

And he was a greet embarrassmen t to th~ Ford 
oeo?le , and he wee a great embarrassment then. 

'vell, Mr. Gravee and Gamble e r e sitting here, 
and you ' r e on t~e louda~ee~er, and they both 
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1~ : 

Hli.Jr: 

Rl~Jr: 

i ' : 

!!MJr: 

H: 

V.V.Jr: 

N: 

!I"Jr: 

M: 

lll!Jr: 

~! : 

lll!Jr: 

K: 

- 2 -

hear what you're saying •...• 

Fine. 

•..•. and 1t they d~n't do something about 1 t ..... 

Well , they handle •.... 

Watt a minute ..... 

•..•. because Frank waa talking t o Ted Gamble 
earlier \n the af ternoon. 

Rol O on a minute. For your own eon!1dent1al 
1n!o~at1on •.. .. 

(talks eslcel Do you ·•an t him t o tell 1t t o 
Jaeby? 

For you and Ieeby and nobody else •.... 

Uh huh. 

•.... Just t or the two ot you, Ooodmo9n 18 being 
taken out of Mlch1gan and wlll no t go back 1n 
there ag111n. 

Oh, that ' e tine. ThD t ..-111 rel1.,ve a lot. 

Nr. Secretary, the way 1t 1a now, we 've cleaned 
everyt~~ng u~ exce?t H~dtor. , >r.c t~e1r pres i dent 
la 111, and would recosmenO that I come back 
to ~aehlngton by tomorrow 1f I can't get t o 
Hudson ..... 

Yeah . 

• . • • • and Frank wlll be 1n 'A'aehlng ton anyway, 
we ' ll l ose hi e advantage, and t hen come back 
maybe a week later anO olean up the leaeer 
comQan1ee. 

Okay. 

Then Frenk hae ano ther matter he'd like to 
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HI\Jr: 

!"rank 
I eeby : 

Hl~Jr: 

I: 

'!Y.Jr: 

I: 

Hv.Jr: 

I: 

Hli.Jr: 

I: 

HY.Jr: 

I: 

RJ.!Jr: 

I: 

HMJr: 

- 3 -

apeak to you more or leee oonfl dentlally on 
now. 

Well , he'll have to talk taat. 

Yeah, he's right here. 

Oh, Mr . Secretar y. 

Yeah. 

'•:bile we were out there, Harry Bennett came to 
me and he said - ebout thi e Ford housin~ ~re­
ject. 

Yeah. 

He asked me i f I knew Harold Smi th , end I said 
I dld. 

Yeah. 

They have a man here trom Mr. Smi th' s offi ce , 
and Mr. Bennett won ted to know it we coul dn ' t 
get some lnformatlon to Harold Smith- eek him 
lf he would walt on any decis ion until the 
reoort of his man wee in 'iaahlngton t om:>rrow. 

well , I don ' t . .... 

I t you we !'It to - it' e !~r. ForcS that's involved 
:>ereonally in connection with it. 

·~ell , e.re you goi ng to be here tcmorr?w? 

Tomorrow afternoon. They said you w~nted. me 
at t our o 'clock. 

'iell, we lt a minute. Let me swi tch you over 
t o Bell ancS tt Bell's in, let him handle i t . 
He knows Harold Smi th be t ter t han I do. 

All right. 

Juet a minute. 

17 
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Hl~Jr: 

I: 
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All right. Bennett vae so taet in okaying 
this i eeui ng agent bueineee •.•.. 

Well , nov, just a minute. Hold on. I ' m 
delighted about Ford, but hold on, vtll y~u 

pleeee? 

All right . 

18 
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lleetins in 11r. llhl t.e 'a Office, 
w.y 7, 3•00 p.m. 

Present• Dr. Clark, ltl1niater WX'On&, III'. CarSlrell 
and llr . Pllllllptre for the canadians 

19 

Generals Aurand and lolaloney for the war Dep1rt.ment 
Lfr, Stinebower for State 
uessrs. Tarshia and Shenefield tor the Board of 

Econanic W&X'fars 
Uesara. Roat.ow and Ecker for Lend- Lease 
!lessra. llhlt.e, Hicks and 111as Kistler for 'l'r'eaaury 

The c eetins was called to a.iscues the possible effect, 11pon canada •a 
dollar position and upon tha use of Censdian facilities for production 
of war materials, of the PJ'Opoeed poolins of C&n.ad1.an production t.hX'Oush 
t he Joint llllnitions .A.saigx:ment Board in llashinston. 

General Maloney, executive secretary of the Board, stated that 
diacuaaions of pooling arrangements have been going on for only the 
past ffiW months and that a number of details r<lllain to bo worked out. 

General Aurand, chairman of the Subsidiary Assii!Jllllents Committee 
in W&ahina ton, ex(llained the operation of the poolin& arrangement and 
pointed out s CDe of the problems which have arisen. He stated that 
production or finished war materials of Continental. t1nl.ted states is 
thrown into the Washington pool and assigned without regard to financing 
according to strat.e&ic war needs. He said the question or whether ar 
not war aaterial.s beins produced in canada under orders fr<a the United 
States Government are to be thrown into t he WaahingtM pool and aas~ed 
freD ll&ahington bas plagued the Coaaitt.ee freD t he start. Part of the 
difticulty baa arisen f r<m the lack of knowledge of the overall canadian 
production picture, which is complicated by the fact that in a ml!lber 
ot instances, canact1an factories have orders for the i dentical product 
freD the three GoverrmtentS C<X\Cerned - i.e. frCD canada, the United 
Kinodom and the United States. Experience to date has indicated a 
number of difficulties involved in aasi!J)>ins Canadian production from 
London. He stated that the proposal to pool Canadian production in 
Waehinaton bad not been raised by Unit ed States people Who would approve 
the suggestion only it Canada and Britain wero both 1'1illins. 

General Aurand admitted that t he proposal to assign Canadian 
production from Washinston might affect ad:•ersely Canada's dollar 
position, but be assured the Canadians that, in his opinion, it canada 

.... 
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enters the lfashi.ngton pool, our t.zvq procura:~ent people would be aore, 
rather than less, willing to place orders in canada than they are Wlder 
present arrangements. In his opinion, supplies ars now and will con­
tinue to fell so short o£ demand that our ordnance people will continue 
to place orders wherever t hey can find t he capacity and that t he only 
thing that will lead to a cessation ar United States orders in Canada 
is the termination of the war . He cited tbe fact that the proposed 
regular \far Department appropriation for 1943, which 1a now before the 
Budget Bureau, includes several aillion for Lend-Lease to be used 
merely for continuing present United States contracts in Canada for 
British type equipoent. He stressed the point that ordnance officers 
in the war Department are not concerned with tne probable distribution 
of the finished materiels that they order, that ell the;r ar e interested 
in is get ting orders placed for the items on the list of r equirements 
subdtted. 

General Aurand stated that the problan of financing production of 
Canadian uterWs going into tha Washington pool is still an open 
question. In hie opinion the production and assignment of finished 
ounitions is a ad.litar;r problem; the financial pr oblem is one for the 
Treasuries to take care of. AD he eoes i t, the problem of financing 
would arise only when munitions produced in Canada under Br itish orders 
ere assitned by the pool to non-Plnpire countriee. He sugnested that 
in the case ar such canadian produced munitions assigned to non-~pire 
countries, the United States would pa;r canada !or them. In the case of 
munitions coaing !rem Canadian production lines in response to American 
orders, the United States 'IIOuld pe.y !or such goods regardless ar 11!\at 
country received them. In the ease of go<>ds produced under Briti.sh 
orders, Canada would, he thousj\t, p&f for than and write the cost 
against the bUlion dollar (Canadian) gift to Britain. He stressed 
the fact that becauaa, in a number of cases , Canadian factor ies are 
producing the ao.me coods Wlder orders f r om the three Oovernments­
Canada, llnited Kingdom and United States-i t would trequentl;r be a 
matter of arbitrary decision as to 'rlbich Government ' • orders are being 
filled and thua which Govemcent 1a respon$1ble !or p&)'lllent. 

Jlr. 'l'lbite raised the question of what effect the proposed assign­
ment procedure would have on the volume of future British and United 
States orders plnced in Canada. Qonerel Aurand was confident that the 
pooling arranaomont would not a.t!ect procurement procedures, that the 
dete~ining conditions were p~sical. 

!Jr. Carswell eugeested, on instructions frao Ur. Heme, t hat 
caterial produced in canada on United states orders enter the pool aa 
klerican goods, that to do so would st.rehgthen United States poeit.ion 
at the assi8J110ont table ns well aa s1 ve kleriean procuraoent officials 
nn incentive to utilize canadian capacity and to continue placing ardara 
in Canada. 
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Division o! JLoneta:y 
Researeh 

Ooneral Aurand replied that this supposed advantage to United 
States in having the goods enter the pool as American is a fictitious 
one, that on the other band, the suggestion had definite disadvanta&es 
from our point o! view in that cannda would have complete det ermination 
of whether Canadian, British or United States orders were being 
!illed b;y the material caning off the Canadian assembly lines. '!be 
question of Whether war mat erial produced in canada should go into 
the pool as canadian goods regardless of what country financed their 
production or whether the goods paid for by United States should be 
considered as Unit,ed States production was left to fUture determination. 

Dr. Clark said that he was reassured concerning Canada's exehange 
prospects b;y General Aurand's explanation. 

T. ll.K. 

• 
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- 6, 1942 

II!IIORAIIDtll Pal THE FIL!S • 

liM tine 111 !.b-lfh1 te '• ott1oa w1 th 
Dr· Clark, Dap"\lt.J' 111111ater ot 1111100& 
tor Canada, 3t20 P·•·• llq 6, 1942. 

Preaant, Kr. 'IJhite, Dr. Clark, 
!lias Kistler 

Dr. Clark atated. that 0. S. O<n"-Cit onlars n- paced 1D 
C&na4a total $480 a1U1on . 'ftlera are 1D additiCD probaba ahip 
contracts ot $160 m1ll.ion and other pandina coutraote ot $167 all­
lion, brillaiD& the total tor acw.l and. probable cCiltracts to 
$80'7 a .illlon. 

Dr. Clark r41Partad that duriDa the tiret quarter ot 1942 
Clllada ' a nat 0. s. dollar ....:bania poa1tion wu t4/..8 •illlon 
batter then bad bean apacted-1.e. that the Canadian Oonl'DIIHint•a 
raaern of aold and u. s. dollars abowecS a nat incraaae ot $43 nl-
11011 durina the quarter aa ectlparecS to an antioipatecS nat loaa ot 
t2 ailllon. An WICartain, but 1D bia opinion, an :laporta.Dt factor 
bad b.-. the r.orad r eturn ot tba C&na4ian dollar to par with 
United. Stataa currcoy, wbieh r • ulted. in tha epMding up of pq­
aante bT Allar1can :laportara tor CanacS<•n aoocSe and the datarraant 
ot ~C'Ita bT CaladiaD :laportera ot o. s. aoocSe. 

Dr. ClArk stated. that the purpoaa ot the Canadian propoeaJ. ia 
to t oraetall, u a r•ult ot the propoaad pool111& urq_,t, a 
pooaibla rabctance oa the part ot o. s. aarrloa pr'OO"CINalllt 
ottioiw to placiDa onlars :In Canada on the thecor7 that 11 th&7 
lalow the o. S. O<n-arnunt 1a co-it.ted. to pvcbaa:ln& up to a certain 
.,. ot loodio 1D Canada ($.542 a1ll1GD 1D 1942) th&)' would place wbat 
onlera th&7 could 1D Calada cd haft no raluctenoa to doing ao. 

Dr. Clark atated. that tba Britiab Ootauaant bad prauecS C&n&de 
to ll'ltar the tendon pool and. bad reluctant~ ac:raecS to Canada 1 a 
joiDiD& the pool bare. He atated. that PriM 11111iatar 11n1 and the 
Praa1dent diaou. .. ecS the quaetioa ot C&n&dian rapraactat1on on the 
llwl1t1one Aaaipellt Board during Kine'• raoant ...Uit to WUbin&t<m, 
and be th1nka that a-.... u ecreecS en the II.DI!eratcdina that Canada 
wOuld pool with the 1JD1ted. Statae. 

22 
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llr. lbite .... teol IAIIIl-r.&M proceclun aDd poeaibq with the 
Reciprocal I&d-Leu• .lrr8rJ&t-ct. to aMt. the probl.a, bitt Dr. Clu1< 
ectJD ... o1cecl. the cuadic Gotwtact.•• obj ect.icoa to aiiOh a propoaal.. 

It. .... ecr•ed thet. llr. lbite allould cel.l a -t.in& ot tho r..­
-t.et.i'Na ot the int.w-eateol U. S. Oo+WIM .. t. ICIIIC1 .. to clUC\IH 
the arraD&aent.e aDd the poee1bl.a attect. ot 1t. oa Aa.-ican procur.­
act polloi .. , either tar llq 7 1t Dr. Ol.ark tOGD!l be cOI>ld r.ain 
.....r, or ear q na:t. week in t.be &'NOt tbet. Ill'. ()lark bad. to retura 
to Ott.eaa :r-•t.ercli\T atternoon. 

Regraded Unclassified



1'0 

TREASURY DEPARTMENT 

The Secret&l'f 

H&rold Gr aves./tt. 

..... llq 7' 1942. 

I think you will be interested in reading the 

att~ched telegram from Kr. Trounstine • 

.b I told Mr. FitzGerald, llr. Trounstine and 

his colleague, Kr. Yoore, asked me to arrange for them 

to 888 you next Tuesday if your time will permit. 
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CINCINIWATI OHit IIAY T 1942 

HOH HENRY IIORGANTHAU JR 

SECY OF TREASURY 

. 
--7 • 8 17 

YOUR REQUEST THAT I SERVE AS OIAIRIWI OF THE OHIO liAR SAVINGS 

CCMIITTEE IS IIY COIIIIAN]). I CONSIDER IT A GREAT II'RIVILEGE TO 

BE GIVEN THE OPPORTUNITY TO llEftTE Ill' TIME Nm UF'IRTS IN 

ASSOCIATION WITH lltY IIOeRE TOWA!m MAKING THE WAll SAVINGS 

PROGRAM A SUCCESS I REAL I ZE THE SERIOUSNESS AND III'ORT ANCE eF 

OUR TASK AND I WI LL GIVE IIY VERY BEST EFFeRTS S INCERELY 

PH IL J TIIOUNSTINE. 

81.5AII IIAY 7. 
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TREASURY DEPARTMENT 

WASHINGTON 

lo!ay 7 , 1942 

My dear L!r. Secretary: 

Ui s s Luise Rainer made an appearance tor War 
Savings a t Toledo, Saturday mornins , May 2. The 
result ot t his visit is cont ained in tho f ollowing 
wi r e addr essed to the wri t er: 

" IN RESPOIISE TO THE AP PBARA11CE OF mss 
LOISE RAINER Til TOLEDO LAST SATURDAY 
L:AY SECO!iD, I T APPEARS, 011 TilE BASIS 
OF INCOUPLETE RETURNS, THAT LUCAS 
COUJITY WILL HAVE StrBSCRIBED Dl EXCESS 
OF FOUR t: ILLION DOLLARS. IVE ARE HOPE­
PtiL THAT WE WILL REACH FOUR 14ILLIOII 
THREE IIUHDRED THOUSAl'ID. SIGliED 
ROLAJID L. WHITE, CHAIRli:All LUCAS COUNTY 
YIAR BOl/D AND STAJ.a' COM!.!ITTEE" 

Attached are the schedule or her i t inerary, 
breakdowns on the Court House and Ci vic Audi torium 
rallies , two of the tear sheets from Toledo , and 
an article i n Variety . 

The Honorable 

Sincerely, 

~,(/.__._ ~~ 
Carlton Duttua 

Chief , lo!o t ion Pi ctures 
and Special Events 

'fhe Secretary ot the Treasury 
Washington, D. C, 
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1:16 to 1:30 

1:30 

1:35 

1:50 

2:00 

2:10 

2 : 20 

2 :30 

Closins 

COURT HOUSE RALLY 

Band Concert - McCune Post Band -
American Legion 

Flag raising ceremony - Star Spangl ed 
Banner ~ Dand and G1ee Club - Marine -~ 
and Sailor Guard of Honor 

Introduce llaster of Ceremonies , Bob Hall , 
~ . C. introduces our notables on plat­
form to take bows, including Uothers . 

Songs by Glee Club 

Speaker (5 min.) Wythe Willi&J:~S 

Band Number 

Swear in new enlisted Navy men. 
(Commander Bartley) 

Luise Rainer (Af~er her talk solici­
tation through crowd - announcing 
subscriptions, etc.) 

God Bless America- Band, Glee Club 
and Public. 
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10:45 A.M. 

11 :00 A.~: . 

11:~0 A. li! . 

1:30 P. !.: . 

3:30 P. L! . 

4 :30 P ~ lb . 

5 :00 P. U. 

SCI:IEDULE FOR LOISE RAiliER 

Broadcast W.S.P.D. from Crystal Room, 
Commodore Perry 

Leave Commodore Perry 

Champion Spark Plug (this will be the 

28 

only forenoon ass ignment. Wiaa Rainer 
will return t o the Commodore Perry 
immediately after her appearance at the 
Champion Spark Plug t'or luncheon and reat.) 

Court House 

Spicer r.:anufacturing Company 

Willys-Overland 

Local #12 C. I . O. - Win throp & Ashland 
Dedication of Servi ce Flag - 592 stars 
eo piece band at th is dedication 

A sound truck will accompany A:iss Rainer on all t hese tripa. 
She will r eturn to hotel lmnediately efter dedication of 
service flag for rest and dinner unti l 8 :~ p.~. when she 
appears at the Civic Auditorium. 

Two buses will be at Naval Armory at 10:30 a . m. to bring 
sailors to Commodore Perry. These buses will be at our 
disposal all day. 
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8 :00 P.r.!. 

8 :15 P. 14. 

8 :20 P . L: . 

8 :25 P . 1~ . 

8 : 30 P. !1! , 

8 : 35 P . ~! . 

8 :40 P, J.l . 

Cl osing 

EVENING PROGRAll - CIVIC AUDITORIUM 

Concert W.P. A. Concert Orchestra 

Introduce Mas t er of Ceremonies , 
Marti n Courtney, M. C. introduces 
any notables on platform to take 
bow. 

Songs by Glee Club 

Speaker ( 5 min. ) 

Orchestra number 

Swear in new enlisted men. 
(Comnander Bartley) 

Luise. Raine r (15 min. talk) 

(After talk solicitation through 
crowd - announcing subscriptions, 
etc. ) 

Star Spangled Banner 
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TREASUR Y DEPARTMENT 
WASHINGTON 

)lay 7 , 1942 

MEJ.!OR.lNDUM FOR THE SECRET .lRY: 

You asked ae to get you a report on the War 

Bond Rally to be held by District Grocery Stores, 

Inc. , as advertised in the Washington Post of 

April 27, attached. 

I hand you such a report herewith. 
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TREASURY DEPARTMENT 

W ASHINGTON 

I'IAR 
~ ............. ,.A.,.,. Oietriot of Colwob1a eo..itt .. 

4.39 Waah~n Bulldi.ng 
~ 1, 1942 

Deer Kr. Granat 

Doubtless b.eauao or chang's necessitated by uncontrollable 
ciroU~~~Stanooe, the rall.7 at the Warehouse ot the Diatrict Groceey 
Stores on 'nluraclq, April 30, clid not attain tho proportion• that 
otherwise Di&bt have been the case. 

You .ul. recall tbat tho original tull page advertisement, noted 
by Secretary llorgonth&u, billed both George Juael and Sophie Tucker 
to t.ppear on llonclq, April 2'(, For W>&Voidp,blo reeaooa, this dual 
appeart.nce could not be arrangell lor that dt.te. 'nleratore, the rall.7 
na postponed until 'nluradaf, 10hen Kr. J .. eel appeare<l without 
Ilia a Tucker. 

Motwitbetanding the dillicultiea encountered, all concerned wore 
pleased with the event. llr. Jeasel put on a good show, 10hich waa 
witn,saed by perhaps SOO persona assembled in front ol the Warehouse 
and at window• ot largo nearby bu1lcl1ngs. 

Kr. Jacobs.,, Prooident or the D. G. S. , and hie aooociateo 
reported attor the rall.7 that tho publicity incident to the rall;r 
and the occasion itoall induced purchaaoe ot Bonde total.l.1ng $40,000. 

b 7ou ha..., probabl7 noted in the pro .. , tho D, G. s. began ito 
Wt.r Bond Sales campaign with a quota ot "50,000. Thio was later rt.bed 
to $500,000, 10hich goal baa b..., reached, Otticiala of tho A.ssociation 
ara carqiJ>g on and plan t o bci.ajJ. aalos to membaro and their cployeos 
to a total o! $1,000,000 during 1942. 

With kindest personal regards, I t.m 

Sincerely 7Qurs, 

4f!fl 
Hon. llarold Jl, Gnvoo 

Hugh ~ch 
Adll.lntotr&tor 

Aesistant to the Secretary ot tbe Treaeuey 
lla1n TreaSUI')' Bullcl1ng 
Wubington, D. t;, 

\ 

Regraded Unclassified



TAro•th the tx~•rusy of the NATIONAL THEATER and In 
tx>Opcratloll with tire D. C IV,..R SAVINGS STAFf' 

Geor(e JESSEt 
C£01lGE JtiS[L 

Sophie 

IMOC.EK CARPEHTtft 

,..,. A'"'-•~'~•t., ''' 1\'ATJONAt 1'/l&ffTIJR lw tN SMASJ/ MUSICAL lilT 

GEORGE JESSEL~s 
''HIGH KICKERS" 

mNI,CI' J•NQ,I/ll..-1 (. Glf -'10,\ I //SON JJROAIJJI'A l' 

i ltJft ttJ.,.. , .... .. , 

AMERICA'S LOI'ELIEST 
Sf/OIV GIRLS 

~u.,,u, 

IVOL 's A ce Comnuntalor .... 
JI.J..t, · n.,.w, w .\'Mit.,(" JJ. C. 

WALTER CO MPTON 

Contribute their help to further America's All·Out War Effort and 

JVill Sell 

WAR SllV.INGS, 
BONDS • STAMPS 
Tr•et~tlay. riJiril 211. 1:30 I'·"'· at tlw 

D. G. S. WAREHOUSE 
FOURTH and C STREETS, S.W. 

Como out c:nd see Goorae Jesse!. AmO"uc:o'a J)fcmlet louoh provoir:er Ctld SoQh!o Tud:or the I o• th""' ·Red H)! 
Momaa." Buy o WAR BOND or STAMP hom lwo o! Amor!ccfo out&-tandina alooo Javontcs. EV!~YONE INVJTtO. 
Romombor tho TIME and PLACE: 

DISTRICT GROCERY STORES WAREHOUSE 
4th & C Sts ... S.W .. TUESDAY, APRIL 28th.l:30 P.M. 

The District Grocery Stores, Inc., a co-operative 
oroup ol 276 individually-owned and operated 
lood stores located in Metropolitan WMhinoton. 
throuqh the1r members, and employees. have 
purch~ 

$500,000 IN WAR BONDS 
and are contlnuino their drive in an elfort to 
double this amount. 
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Letters went out 5/7/42 
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' . ' 5/7/42. ' .... . ;. ) ' 34 __ ... "\ 

Wr. Gamble now says that what he cleared with 
the Secretary was the model letter for trans­
mitting the Third War Edition of U.S. Defense 
Savings Newe. He then turned the matter over 
to Kiss Readf in Defense Savings with instruc­
tions that the letters be prepared and sent 
out . Kiss Ready says llr. Gamble didn ' t send 
the letters over until yeaterdaf morning and 
they have been working on them ever since . 
The ones which the Secretary is to sign will 
be over here .for signature by 12:00 today, and 
the others will be sent out without fail by 
the Defense Savings Staff t oday. 

I 
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' 

Mr. 

5/4/42 • 
p.m. 

Gamble ' s secretary 

. . ' 

' 

reported that 

these letters are going out tonight. 

Kr. Gamble clenred them with the 

Secretary. 

~( 
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lla7 4, 1942 

FOI.l(WI- UP FOR THE SECRETARY: 

The letters mentioned in the attached memo have 

not gone out . You asked that they be in the hands of 

the various people to whom they were to go not later 

than today. 

36 
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Harol~ Onne, '1'e4 o.l>le &Ad "~ hila 

S.OJ"e\UT Mol'pa\!1&• 

F tLf_,J-/ o/lj., , -

:WJ. I -v I E/l'f - ~~ 

d UoP"r /" 
~... . /.z _.._,:// 
II .f/5, £.,.t -
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l!EI.!ORAND!Il.l FOR THE SECRE'WlY 

The a t tached letter ""nt out with a copy of 

the Third Bd1 tion of tho Uni ted Sta tea Dofenao 

Aeent Ne1111 , to the =ailing l1at suggested by your­

•olf. 

Tod R. O...blo • 

38 
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May 7, 1942 

Lettere encl osi ng Third Edi tlon ot U. S. DEFEIIS~ AGEtiT NE'IS. 
TPlling ot resolution passed by American Neweoaper Publishers Aeaoo. 
"t thei r Ann•Js.l Convention re tine work belng done by newspaper 
boye of thle country in voluntary oamoni bn to a1d lia r financing. 
Lett~r~ signed by Secretary. Sent to the f ollowing l ist: 

The President 
l·!r e . Roosevelt 
Hon. Donald M. ~eleon 
Hon. ~laude R. Wiokar d 
Secretary of Agrioultur e 
Hon. Walter F. George 
Hon. Cordell Hull 
Hon . Jesse H. J onea 
Bon. Vloe Presi dent 
Ron. Leon Henderson 
Ron. ?ranc~e P~rkina 
·f!on. Frenk !Cnox 
Ron. Frank C. ''ialker 
Ron. Henry L. Stimson 
Hon. !~arriner S. Eoolee 
~on . Ste~hen ~rly 
Ron. Al bPn 'II . Barkley 
Hon . Speaker o f the House 
Ron. Robert L. Dou~hton 
Hon. Arohi bald i~aoLeish 
Hon. He r ol d D. Smith 
Hon. Lowell Mellett 
Bon . Harold L. Iokea 
H~n . Francia 9id~le 

Copies t o Thompson and ~1es Chauncey. 
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Kay 7, 1942 

Le tters enclosing Third Edition or U. S. DEFENSE AGENT NEWS. 
Telling or reeoluti on peeaed by American Neweoaper Publ i ehera Aaaoc. 
et their Annual Convention re tine work being done by newspaper 
boys or this country in voluntary campaibn to a 1~ war financing. 
Lett•re eigne~ by Secretary. Sent t o the f ollowing l i st: 

The Preet c.'lent 
~!rs. Roosevelt 
Hon. Donald M. ~eleon 
Hen. Claude R. Wickard 
Secretary or Agriculture 
Hon. Walter F. George 
Hon. Cordell Hull 
Ron. Jesse H. J ones 
Bon. Vice President 
Ron. Leon Henderson 
Ron. Francee Perki ns 
·Hon. Frank Xnox 
Hon. Frank C. Xalker 
Hen. Henry L. Stimson 
Ron. !4ar riner S. Eoolee 
Ron. Steohen Early 
Ron. Albl"n 'II . Bar kley 
Ron. Speaker or t he Houee 
Hon. Robert L. Doughten 
Ron. Archibald i~acLeieh 
Hon . Herold D. Smi th 
Hen . Lowell Mellett 
Hon. Harold L. Iokee 
Hen. Francis Bic.'l¢le 

Copi es t o Thompson and Mtee Chauncey. 
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17 dNr llr, l'reeideott 

Lut nelt tho l'dben of the Atlerl.can Jne~r Pllbllahan 
A..,oc1a t1on a t thei r Amlual Corrren t1on pa111ed • ruolut1on 
expreae1DJ1 their apprecia tion or t ho fine work being done b)' 
tho newop-r bo711 of thil CCW'It f'7 1n the 'f'Oluntaf'7 ellll>&iCJI 
to aid war r tnanc1nc . 

~e at tho T!'IU uf'7 llepa rilllent too, are proud of th@ _._ 
bo71l who bna atarted • 11" ldnd o r newapapar aamce In thta 
COWlt1'7· '!'My are anll.iag o•ar 12, 000, 000 'la.r t arlaga l'tupe 
..... ..,. week, for • total or well OYer • a1ll1on dollara .... ..,. 
l e'f'eO d~l• 

'ft>e l at.aat report abo • that 867 nawapopora 1n 47 ototaa 
.,d Ha-ti h8'fe alNady aold oYSr $25 10001000 worth or United 
Stotea t:ar aYinga Bonde Uld Sta.pa, 'ft>eaa aalaa figure• ban 
beer> COIIpUt-.1 by the Poat orne• ohowi11g tho act.ltal purchaa" 
by tho 11.-papara. 'lba aole reward th"e )00 , 000 YDUII& Aotarl.­
cana get 1a the M tia! a ct1o11 or doing a • -.!sed job 1n tba 
war Pro,.... &u-l adgsMt of the .,.CJ11f1eont al<llllple they 
. ,.... aett1n;; baa baa11 ...Sa by ,...., aad tho fl"Mftr7 Oepartaeat 
baa ...Sa pi'O'tiaiaa to iaMla to tb& ..Utabl• cert1f1cataa of -. 

x-!Dg that 1'1" wo11ld be 1nta,...ted ill the aot1Yit1aa 
of theaa bo711 1 part1C11larlr thoae who ai-"t ball boa your 
OWII atoh, I • toltin, the libwt:r of encloeing the fbi..S 
<dl tion of the U. $ , D'l7tJIS; AG91T 11'1!115 1 publlahed b)' the 
'!'....Uf'7 llewepaper A<IYI.ao1'7 eo..ittaa. 

'!be Praaidwnt, 
'!be -;bi ta HOUH 1 

11aah1Aiton, 1), c. 

(IICMt) lo ler1aaU.a, Ia, 

' 

4.0 
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• THIE KCRIETARY ~ THil TRIEASURY 
WAeHINeTON 

May 7, 
1'142 

Laat • oak tho Kosbara ot tho A .. riea n Newspa per 
Publi sher• Aasoelatlon at the ir Annua l Convention passed 
a rooolution expressing thalr a pprooiation ot tbe tina 
work being done by the newapapor boya ot thla country In 
tho voluntary eacpalgn to ald oar tlnanoin&. 

We at the Treasury Department too, are proud of the 
newsboys who have started a now klnd of news paper service 
In thio country. They aro oelllns over 12,000,000 far 
Savings Stamps every weak, tor o total ot well over a 
million dollars every seven daya . 

Tho latest report showo that 8&7 news papers In 47 
a tatu and Hawaii. hove already aold over u~ . ooo,ooo worth 
ot United States far Savlnga Bonda and Stamps . These aalaa 
tl~uroo have been eo~putod by tho Poat Ottlee ahowlng t he 
aotual purchases by the newapapere. Tht tole reward thea• 
300,000 young American• sot Ia tho aatiataotlon of doing a 
aan-alztd Job ln the far Prograo . Aclnowled&ment of tho 
aagnl tlcent exaaple t hay ara aottlns baa been oode by tho 
Praaldont of the United Stataa, and tba Traaaury Oepartcant 
baa aade proviaion to iaaua to tho• auitabla oartit leatea 
ot award. 

Knooln& that you would be lntoroatad in tho aotivltioo 
ot these boya, partioularly thoao who •ight hall fro~ your 
own otata , l am t ak lns the llborty or onoloolns the Third 
Edltlon of the U. S. DEFENSE AGENT NElS, publlahtd by tho 
Treaaury Ne• apaper Adviaory ·Co••ltttt. 

Sincerely youra, 

~~~J-· 
St orotory or tho Traaeury . 

£noloau.re . 

l.l1. 
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!.!ay 7, 1942. 

t.m:ORAIIOOII FOR 1'I!E SECRETARY 

In ans""r t.o your noquest that the publicity and promotional 

man t hat was hinod for futche ss County, V'l•lt with you next Satur­

day moming and th.at t he Du tche sa County Chairman visit wi tb you 

next Sunday morning, you are advised t hatt 

Wr. Paul Ecile Rugile, former Brooklyn newspaper 

10&11, thirty- three years or ace , who waa nocOI:IOended by 

the llew :tori< office for tl\l.s job as special pro:ootional 

a>an, will t elephone your Dutchus County ! arm ne xt 

Saturday morning at 9 :00 A. w. !or information a s to 

the hour you would like t o s ee him, 

The futchess County Chaiman , lo!r . Riotunond lleyer, 

l.ll.d- lludson 011 & Trucking Company, Poughkeepsie, New 

York , will t elephone your Dutchess County ! arm next 

Sunday morning a t 9 :00 A. 1! . for information as to the 

hour you would lil'.e to s ee him . 

It you do not alnoa~ know it, you lllleht be interes ted to 

l 1am t hat the Vice Chairman of Dutcheu County is raul Uiller . 

He is also Treas unor of Dutdnese County. 

Ted R. Gamble 

Regraded Unclassified
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THE RECORD NEWSPAPER CARRIERS AT TROY. NEW YORK. 

ARE SUPER·SALESMEN WHO WIN SUPER AWARDS 

·~ ...... ._. 

THE DAYTON. OHIO, OAILY HEWS CARRIERS 
PASS l,SOO,OOO SALES MARK OU1CKLY -· 

_., .. ~ oH••-''"'' '" •••••~"•""' r-: . - . 
~ ,1 
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ltiOIIX N!W YOlK IIIIMI Nlifl CARRIR !Of' 
IIIINOIIIWIRO WINMU WITX SILLS Of 
15,000 T:N CIMT U, S. SAVIN" Slllll'S 
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~)' 7 1 1942, 

I.!EILORANDUII FOR THE SECRETARY 

Tllis 1s to advise ;,rou t hat the Na tional Association of 

llanufacturera, following our visit ldth Ur. Roscoe, reported 

l!r. '111.therow b.as telegraphed their 8,200 ""IIbera relative 

to our P&yroll Savings Plans. .t. report on this ll1ll be made 

to you on receipt of replies to these telegrat>S. 

The Unite d States Chamber or C~rce, through l!r . 

O'leary, have conta cted all the members who requested silllilar 

information . You will receive a report on this . 

You may further wish to know that llr . Eric Johnston, the 

new President of the United States Chamber or Commerce, hu 

consented to se rve on our Payroll Savin&• Advisory Committee. 

l.e have not received word or l!r . '111t.herow1s acceptance but I 

aa told by Hr. Roscoe that we will ge t it . 

Ted R. ()amble. 

v 
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lillY 'I, ':1942 . 

IJEitO!UN!lJII FOR '!'Hi!: SI!CRETARI 

Your request that photos tat& be a de or the ans...,rs 

to l.he wires you sent to t he tin:IS 'IIIlo esploy 5,000 or 

100re people and t hat these photos ta ts be cliatributad to 

our s tat e organizat ions , has be en co111pl1ed with. 

You might a lso wish to lmow that all or these wires 

are being ans...,red incli viduall,y and a copy of l.ho General 

~otors brochure i s being s ent to them. 

Ted R. OUble . 

r.l5 

Regraded Unclassified



• 

llq 7, 1~2. 

The following ""'" haw been auienod by t ho Amer1can Fodor­

a ~ion of labor to suporv1se the organ1zoro 1n the oowral d1otr1cts 

or the country' 1n the1r new work of onl1ot1ng the aid of all locale 

1n obt.a1n1ng a t least 10% of owcy ..,llbor' o pa,y ovecy par dar• 

)lr . John !lurphy (A. F . of L.) to work with our llr . 

Q!.lbert H;yatt 1n the northoaatom d1a~rict . 

llr. George Googe (A . F. o! L.) t.o work w1tb our llr. 

J&JDOs Barrett 1n the southom d1otr1ct . 

llr. Harcy E. O'R1ley (A . f' . of L. ) to work with our 

llr. Ellller Dowell in the middle wootem ooction. 

llr. S. Flannigan ( A. F . or L.) for t he Pac1fic 

Coast, to work with one of our men yet to be named. 

lJ.6 

We have taken the cardo of the 1~, 000 t1nns from llr. Tickt.on 

who has broke n them down by s t.& too , showing t ho number of persona 

pa,r1.1cipat1ng and the a.mount of war Boncl8 being purehased, and t hey 

are to be put 1n the hands o! those labor workers . Their re­

s poctiw crows or organiurs are now beinS gotten together a.nd thio 

whole plan will be in oporal.ion by the e nd or this coming ftek. 

Ted R. Ga!Oble • 
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!lay 7. 1942. 

UE!lOlWIDUIJ f'OR THE SECRETARY 

Your suggestion t hat we receive n&l:l!Oe of ships being 

launched by the Navy and have thtl s tatea adopt them as 

:ia r Bond quota objectives, haa run into the following 

A clirectiw fro:o Adcdral Hepburn, •that no 

name of ai1Y ship can be given out until t""'nt.y-

rour hours before the launching" . 

lie are trying to determine if the Navy 

would permit the placement of a plaque or small 

silver plate with copy to the e ffect - "This 

destroyer """ made possible by the war sa vincs 

of the State of New York" . 

You cay be interested 1n the a t tached report showing 

t.he cities t hat have, through our s tate oreani utions , 

named planes purchased through the sa vinss of War Bonds. 

'l'ed R. GAmble • 

Regraded Unclassified



48 

T01II iWSBD w.uns !WIBD -
!iap&, C&li!orni& $SOO,OOO Booober City of llapa 

Reno, Nevada (state-wide ) Bolber or Reno A..,nger 
Pur suit 

Palo Pinto Count y, Texas 
(each to'lll'l) 300, 000 (5/28 ) Bomber ( for t'or each town-last 

each to'll!'l) named "l.l1es Palo Pinto 
County" . 

Louis County , Uo . 100,000 Interce ptor Lollis Count y, llo, 

Oklahoma City, Okla. , 
.l.:lorican Pen ITomon Bomber 

Cio Ellllll - Rosyln, Wash. Bomber 

::1 Paso, Texas 300, 000 Booober City of El Pas o 

Amarillo, Texas 300, 000 Bomber City of .barillo 

Cleveland, Ohio 100,000 (5/l) 
' 

Bomber City of Cleveland 

Baltimore, lid . 7 , soo,ooo BOO!Iber City or Bal t imore 

Grea t Fall s , Wont . 89,475 In terceptor State of Montana 

(stat ewide) 

~rham, N. C , Bomber 

Idaho Falla , Idaho Bomber Idaho Falls 

:~ashville, TeM . Bomber City of Nas hville 

Fooria 1 Illinois 200, 000 (3/5) Botlber Spirit of Peoria 

Chattanooga, Tenn. Bomber 

Scottobluf! ) Nob . Bomber or 
( s tatewide Fighter 

l:l.ami, Fl orida Bomber 

Juneau , Alas ka 436 , 552 Bomber Spirit of Alaska 

Regraded Unclassified



THE SECA ETA AV Or THE: T ACASUAY 

WA& ... I HOTOH 

*' ?, 194:1. 

- tear Ill', Preo14oa\s 

.U a roo'tll\ of \ ho 1aarouo l.a poo\al oaYliiCI 4opooUo, \11.1 
C-.1 loao Poo\al Ianace IT•t• aow hal $1,000,000 aYaila'blo for 
11lYII\olla\ la ao ......... , 'boado. 'lbo Poo\al laYl iiCO IT•'- pen • 
tise4 ra\o of ~ oa topool\o , oat, \ll.orotoro, 1\ 1o aocoooarr \ba\ 
\Moo tul.o 'loo ll:ep\ l.ano\14 u tar u JlnoUcalllo a\ a ra\1 ro.t­
t1o1•\ \o oonr \llo ,.,_.., ot n.ol> l.a\oroo\ , !be IJ•t•'• pr•••' 
portfolio ot IIPJI":n.a\117 $J,ll()() ,ooo 1o u4o 1ap prl.ao1pal17 of 
1o\.....tia\o _. lo-c-\ora Nov1Uoo, aa4 1\ w...U oooa a4.doalll o 
\lla\ \11.1 tudo prll•\17 &Yoila'blo h iano\ot l.a oliU caUou 
radl.alll o a\ ~ u .. \ba\ tul.o oro roqulrot t or t ho 4hobuco 
ot topoo1\ l~111\1oo . 

!11.1 lonraor of \he ,_ Ceaal llao 1a41ca\ot hlo roa4.1aooo 
\o pQrabaoo a o1r11o of opoo1al !roaourr ao\oo f or \bo Caaal loa1 
Poo\al la•lac• IT•t•, 'blarlac la\lroo\ a\ 2$ per ....,_, pqul o 
ooa1-auaal17, aa4 M\Vlac la t1Yo roaro , llb1ol> woal4 be rot•-­
'1111 -.,oa 4~ \o tho !r1uur,. 

'lbooo ao\lo WO'Ill4 'bo olallar \ o t ho opec1al 2$ boaourr ao\oo 
llb1ol> \11.1 be_, boo, with r ov apprnal, hnl4 fro• \lao \ o 
\1M \o \ h1 Joar4 of !rua\1oo, Poo\al San aco 8J•t•, \ o tho 
Jo4oral Dopool\ la.araacl eo.,aar .... \ o o\ ber aocoaa\e , t or \ he 
pvpooe of proY14111C 1uoo-.o\ ollllcaUou \o \ hoeo ecacloe aa4 
oeocuh llhlol> - "" 11¢41\14 at par \o _, oar~ 4-.4 •. , ..... 

a-o11 u \lo1 loooa4 l.l 'loor\7 Joat Act, IIPJif OYM Sop\•'bor 211 , 
1917, u -a4.14, ...... .,. * l oll n.ol> frl&l'<lrf ao\oe woal4 'loo hnod, 
'""uo \ba\ \llor aar h hnot oa17 w1 \ b \bo ~pronl of \loo 
1'rell4oa\, l \rut \ba\ t ho propool4 hnuc1 of n ell IIJ>IClal 2$ 
friU1U'J ao\11 t o tho Caaal Zoao Poe\al laY111C• tretoa will baYI 
r oar llppi'OY&l. 

!M liiU\1 loul. 
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THE PANAMA CANAL 

WAS HINGTON OJI'FICil 

fte • smtJe D. w. a.u 
1IIIMr 11 u"-'7 e6 t11o1 trn '7 

!JIW&)I£11 ' 
~r.o. 

~ Gesw- e6 tM ,_ a-lo 

..... u. Ulll 

IINfil\e utfar\e \o _..,.... e.....U. et 
pouW _,_ ia\o ..,_ ..... ,..w ..sap 
.. peui.M ..... I w sa_. M _. M -'-\ tile\ 

6l,ooo,ooo u - -"•1• tw trvN' x"' 1a acw­= \ ....._, Pl-. Mila .. wUh ~ trl-17 
Dll I rt \ x4 ....U. u M \IIIII .-nMilUiJ f/1 
._.. tw w-· ' r=;uu, wtta. ~ 
...._. M eaMl.e u M .,., ._ • •••1\e, 
I -u lCD IliUM ....U. u M \lw _, IIUM f/1 

...... ..,., .. '* 1a- tat.-1 ti __ ,_ wttllllr. let-

l'elftllpr, "'JWZ ettt.eu, ...... 11. 

50 
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25·7 7-9 

117.1 ;1·3 10.~ 
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11&7 7. 1942 

!elegraa reoen•ed troa Ill'. .John A. lla1'ttor4, Preaident, 
the Great Atlantic and Paoitio !ea Coap&n7 

1Tueada7'a lurYIJ dlaoloaea oon•-•r ooaaent on price 
oe111ngs continue• d.ia1n1ehing in all oompan:r'• territoriea . 
P&rtioularl;r eaall inhrut e'l'idenoed in !lew Encland. Salea 
Tueeda;r genarall;r el1ghtl;r higher than laat weak, with Ylr)' 
little ind1oat1one ooneumere are bUJ'1ng leu 1n anticipa­
tion or effeot1Ye date ot oeiltnge. Ka1n ooneuaer oonoern 
thie week on eugar rationing and oortee lialtation. 

1 New York ealee ~ueeda;r l i ghtl;r OYer laet week. Onl:r 
oueto11er oonoern with ootfee and eugar. Ph1ladelfh1.a 
ealee al i ghtl7 under l aat week, .aderatel;r anderwo veeka 
ago. !he tev ooaaenta heard are taYorable to oe111nge. 
OblO!f!O ealea approltlaatal:r eaae ae laet week. Cottee and 
augv aituatlon oauelng aore oonoern than oeilinge. Boaton 
fue eda7 1 a ealee el1ghtl:r higher than laet week. Coaaenia 
tever then on preY1oua da;ra, ae ouetomera eYidenoe little 
intereat or knowledge ot oeil1nge, vlth aoae bel1eY1ng all 
prioea vlll be aaae tor all atoree under oe111nge. Bugv 
ealee oYer oountr:r Yar:r elov. 

1 Kanutaoturera report bua1neaa at atandetlll, oaualng 
aan;r to etteot Karoh laYele betore deadline. OUr ooapan:r 
retleot1ng turthar downward retail prioee t o oonsuaera . 
Find othera doing likeVlae . Conelderable in~ulriea being 
aade b;r retailer• oonoerning retail prices etteotiYe 
Ka;r 1.! vbloh Will ehov thea aotual dollar lou against re­
placement on prino1pall;r aeate, aoapa, canned oitrue t ru1ta 
and Juioea.• 
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TREASURY DEPARTMENT ~56 

INTER OI'PICK COMMUNICATION 

TO enthau 

P'ftOW 

Subject: 1ntlat1on problem. -
In reeponee to Tour request tor data on etateaente TOU 

ha•e made in regard to 1ntlat1on proble•e, I am eub8itting 
the attached selected liet ot exb1b1te oover1nC various 
pr1oe etatemente tbat TOU bave made, together with certain 
memoranda on pr1oe problem• prepared tor TOU 1n tbie D1v1e1on. 

Attaohllent 1 
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Seleoted atat ... nta, aeaor&n4a, ato . , 1n41oat1ns the 
oonoarn ot the Seoretarr ot the !reasurr o•er the 1ntlat1on 
problea. 

Bepteaber 27 . 194ol 

57 

At the suggeet1on ot the Seoretarr, a !reaeurr pr1oe ooa­
a1ttee wae organ1&ed to etu¢1 the 1ntlat1on probl .. , holding 
1ts tiret luncheon aeeting on thia 4ate . 

Oct ober 7. 194o: 

The Seoretarr ' • interest in the problaa ot inflation 
led to the preparation ot a a.-or&ndua eube1tte4 to b1a on 
t b1a date, reY1ewing pr1oe deYelo~ente during the World war 
period, IXblbit 1. 

October 1~ 19~0; 

The de•elop1ng 1ntlationarr e1tuat1on waa reepone1ble 
tor a a11111orandua aube1 tte4 to the 8ecretarr on tb11 date en­
titled 1Vhat lhould be done now about 1ntlat1ont 1 Exhibit 2. 

October 25, 19~0; 

A etatement, presented at the aeet1ng ot the !rea•urJ 
pr1oe ooaaittee on tbia date, entitled 1Vbat aot1on ia needed 
now to toreatall intlat1ont 1 ind1oated that t he aajor 1aae41-
ate probl .. waa to insure adequate euppl1ea ot etesl and other 
1aportant aatsr1ale. bb1b1t J , 

l o•aaber 1, 194o: 

!he !rea•urr prioe ooaa1 ttse aeet1ng on tb1a date na 
attended b7 Mr . Leon Bendereon, who d1ecu1eed the vork being 
done b7 b1e ott1oe to get inoreaeed production of baeio 
aateriala. 

Deceaber 13. 194o: 

Oonoerne4 w1 th the aouUng prioee ot luaber and Yar1oue 
baaio aater1all, the Seoretarr g&Ye the Prea1dent two pr1oe 
charta, abo'lfing trend• of baa1o ooModUJ pr1oee and build­
ing aater1al pr1oea. Oop1e• of the charta were also sent 
t o Mr. Handeraon With a letter expreaa1ng the Seoretarr'a 
ooncern With theae eY1denoea of 1ntlat1onarr tendencies. 
The letter, charta, and euooee41ng oorreapondenoe are abown 
in bb1b1t 4. 
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Deoeaber 15. lg!o: 

The lleoretar:r &eked XI'. B&u, 1! o find out froa the .v.;r 
each particular i t• that the:r lnaht auat be aade of para 
wool, ud then we oould abDw thh lilt to the IaaUtuh of 
Cotton M&nutaoturera, ud find out froa t h .. 1t th11 &rUole 
could not be duplicated in cotton. After all, we baTe S or 
10 aillion b&lea of cotton, and if ve can find 1oa1 va.;r of 
ueing tbl• up on the Ara;r and, at the a&aa tiaa, keep the 
price of wool fro• going through the ceiling that would be a 
moTe in the right direction.• The lilt aubmittad ia abDvn 
in Exh1bU 5· 
Deoeaber 16, 19~1 

The Seoretar:r requested of Mr. Haa1: 1 1 notioad in ;rour 
latest report that the price of butter il Up 33 or ~. I 
vtah ;rou would l et ae know Whether the Departaent of 
Aerioulture, through a.n:r of ita &t!111at81 or aube1d1ari81, 
ovna u:r butter, ator1a a.n:r butter, or ie lending an;r aone:r 
on butter. • 4 oop:r or the aemorandua prepared 1n reaponea to 
tbla raqu .. t 11 abDvn aa bbibit 6. 

Deoeaber 18, 1940: 

The Beoretar;r had insisted tor aome time that a ehortage 
ot steel oapaoit:r vas in pro1peot, deapite assurances fro• 
Mr. Btettiniua to the Preaident that the induatry vas pre­
pared t o meet all dea&Dda. On tb1a date be aent a letter to 
the Preaident expressing h11 aerioua oonoern oTer the pro•­
peot1Te ateel shortage. lxbibit z. 
J&nuar:r S, 1941: 

4 letter and chart were 1ent t o the Preaident on th1e 
date eboVlng the increase in coat of bu1ld1nc a 6-rooa fr ... 
hou11 in lit. Louie. Bxb.1bit S. 

~anuar:r 13. 1941: 

The Auooiated Preu quoted the S.oretar;r ae ea.;ring at 
hil preu oonterenoe that prioea of wool and oert&l.n other 
ooaodiUee were too high, and that the danger of price in­
flation neoea1itated 'eTer:r ageno:r or the GoTarnaent watching 
the aituat1on aTar,r ainuta or the tia1 1 • bbibit 9. 

Januar:r 15, 1941: 

The Aeaooiated Prase atateaent quoting the Beoretar:r 
ae taring wool prioea v1ra too high brought orit1oi .. troa 
the Beoretar:r of the Kation&l Wool Grover•' AaiOoiation. Re­
•ult1ng correapondanca i s abDvn in bbibit 10. 
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January as. 1941: 

The Seoretarr aelted llr. Baa a to dieou.. vi th ICr . Ra.­
ot the OPA the problea or oontrall1ng prioee in tM aetal 
aarltete. A reeultiDC ••orandua from Mr. llaae ie ehovn ae 
EXhibit u. 
r~bruarz 17 . 1941 : 

Pollov1ng oonterenoee at the !reaeurr With Xesere. Baaa 
and Ginsberg ot Mr. Henderson 's ottioe, at Vb.ioh the ration­
ingot oiv111an deaand vas d1aousaed and an illustrative 
ohsrt on ~ino prepared, the 8eoretarr wrote a letter to the 
President, in vhiah the extent ot cooperation between the 
Treasury and the Prioe Adllliniatrator'a ottioe ia indicated. 
bbibit 12. 

February 27, 1941: 

The Seoretarr requeated Mr . Baaa: 1Pleaee bring t o 
Leon Henderson' • attention the taot that there ia a t.reaen­
doue rise in iaported oollllllod1tiea. ~~t are the7 doing 
about itt I want t o hear troa th... Have the7 brought it 
t o the President'• attention? It notl do ther want me to 
bring it to the Preaident 1 a attentionT 1 A letter aub­
eequentl7 sent to the President on th1a eubJaot (Karoh 11) 
ia shown as Exhibit 13. 

llaroh 14, 1941: 

The Gano Dunn ateel report, ind1oating no shortage 
ot steel oapaoit7, vae at var1anoe v1~h oonolueione arrived 
at troa analr••• b7 the Treaa~ and other Government agen­
oiee. A orit1o1aa or the Dunn report aubaitted to the 
Storetarr, together With oorreapondanoe V1 th Mr. Dunn, ia 
ahovn in KzhibU 14 . 

April 24 . 1941: 

The statement ot the Seoretarr before the Houee War• 
and Ileana Coaaittee, in vh1oh he eaid that the propo.-ad tax 
prograa vaa designed in part •to prevent a general r1ae in 
prioea by keeping the total volaae ot a onetarr purohaliDC 
power troa outrunning production, • ie given in lzhibit 15. 

Kaz 6, 1941: 

8eooa1ng oonoernad over the taot thAt Department ot 
Agrioulture price-lifting programs vera being continued dee­
pita t heir oontributing t o intlation&r7 preeaure, the 
Seoretarr asked that thh be oalled to the Dapartaaent 1 • atten­
tion. x .. ortnda to the Seoretarr on this aubJeot are lhova 
in Exhibit 11>, 
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Juae 6, 19!1: 

.t. letter t o tho Prot14ent on th1o 4&to ozprouecl \be oon­
TloUon or tho 8oorotar7 tbat an "-o41ato eXpantion in otool 
oapao1t7 vao oloarl7 oallecl f or, 4oepito oontrar,. oonoluo1ono 
prooento4 in tho oooon4 Oeno Dunn report , lzbibit 17. 

Bepteabtr 9, 19411 

J. oop7 or tho 8eoretar7'• otatoaent on inflation before 
the J.dnrtU1ng Olub or Boeton U ohovn ao Ezbibi t 111. 

Bepteaber 12, 1941: 

J. euggutecl aethod b7 'Mb.ich Gonrnaent hol41n&e of far. 
producto a1ght bt uoecl for i nflation oontrol 1e oonbinecl in 
a aeaorandua to tho Socrotar,. or t h1o 4&to. EKbibU 19. 

Septeaber 24. 1941: 

Oop7 or t he 8ecretar,.1 o otatoaent on the Price Control 
blll berort tho Boueo Banking and Ourreno7 Ooaai\tee ie ehovn 
aa Exh.1b1t 20. 

Sapteaber JO, 1941: 

Mr. Leon Hondereon attendecl a freaeur7 luncheon a eeting 
with tho Becretar7 on \h1o 4&te, t o diocuoa pr1oo and credit 
control and probloao oreato4 b7 aaterialo ohortagoo, Othtro 
present wore Under-Seoretar,. Bell and Kooare. Koolee, Baao, 
Iuhn, I ellen, !lanooa, Weiner and lihUe. 

October 2 , 1941: 

J. oop7 of the aeoretar,.1 o opeeoh batore the J.aer1can 
Banltero0 J.oeooia\1on on th1o 4&te io ohovn ao Ezhibi\ 21. 

Deooaber 6, 1941: 

fo orsan1ae an 1ntel'-4opart .. ntal ooaa1 ttoo for the etudT 
or tho 11ntlat1onar,. gap' and other prioe probl••, tho 
Boorotar,. on th1o 4ote tent lottere to 9 GoTernaen\ ageno1eo 
aolt1ng that ropreeentatiTtt be deo1gnatecl t o torTe on th1• 
Ooaaittoo, J. oop7 of tho letter 'o Kr. Bonderoon 1o ehovn ao 
lzh1b1t 22. 

Karch J, 1942: 

.t. oop7 of tho Sooretar,.'• etat .. ent borore tho Bouoe ""'' 
and Keane Ooa.Utee U ahoV1l at 1Xb1bit 2]. 
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J(aroh 20. 1~21 

A oopJ of a ohari, •-rand• &114 le''•r oa ~. effeo1; 
of prloe oe111~~&• oa CJaaeAlan pneee, •••' 'bJ 'be leol't'&I'J 
t o t he Pret14eat &114 other• oa ~ 20, 1• tbowa •• 
DMbU M, 

Regraded Unclassified



• 

October 7. 19~01 

!be 8eoretar1'• 1ntere•t 1n the 
probl• ot 1n1'let1o11 led to the prepe­
ret1on ot • atMNDdlul euba1tted to 
h1a on tb.11 dlte , reY11W1ng pr1oe 
dnelopllenh durillg tbe World Wer period, 

I 

• I 

I 

·, 

• 
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OowMr 7, 1~ 
Tel 

rroa: 

SubJect: 

8eoret&1'7 Xorceotbaa 

Mr. Baal 

Mo•eaentl ot co.aod1t7 prioe1 and related price 
taotcr1 during the World War. 

I aa attaching herewith a detailed 1tud7 ot pr1oe trendl 
dlll'1ng the World War period, v1 tb a obart lbovins the aoYe­
aente ot pr1oee and related prioe taotor• troa 1913 throuab 
1922. DeYelopaente 1n the price e1tuation eaob 7ear are dle­
cuued •• uparate 1eot1one. 

The 11p1tioanoe ot tbie etudJ, •• 1t relate~ to the 
preaent e1tuat1on, •e ... to 11e part1olllarl7 in it• deaonetra­
t1on ot the leading parte pla7ed b7 (1) oapao1t7 l1aitat1one, 
and (2) the aethod adopted tor financing the war, in the price 
inflation 'llh1ob occurred during that period, It will be noted 
that ooaaodit7 prioee in general did not begin to riee until 
the index ot production had praot1oall7 reached ite upper 
11a1t, 

A\taobaent1 
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OOIOlODU'Y PlUOI !RDDa, 1913 to 1922, 
AJID RELA'fiD PlUCII P.lO'ra\8 

Note: Nuabere 1n o1rolee reter to po1nt• on 
a ttaohM ohart . 

Janu.r1 1913 to Ausu•t 191~ 
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Co•odU;r pr1o .. were generall;r nable dur1ng thU 
per1od, but a gradual deol1ne wae under wa:r when the World 
War began, large1:r due to wor1d-w1de bueine•• depre .. 1on and 
ore41t etr1ngeno:r aeeoo1ated ~1th the Balkan Var, which ended 
in 1913. 

AII«U!t to Deoeabtr 1914 

!he outbreak ot the war 1n .lugun 1914 -• aae41atel;r 
followed b:r a epe~t1•• upturn 1n oo .. od1tr pr1oee 1aet1ng 
about two aonthe l i Whloh brought a r1ee ot 2 . 3 po1nte dur­
ing .luguet in the -oo-o41t1 .. indu (1926 • 100) . 'sugar, 
ll'l'aine , and ohea1oale were aaong the product• ha•ing ll'l'•ateet 
pr1oe inoreaeee. 

Quoting a report ot ' the 1far In4uetr 1ee Board: 1 Man:r ot 
t he rather pan1ok;r apprehene1one pro•ed t o be a1etalten or at 
leaet pr-ture, eo tbat the pr1o .. whioh bad bounded up eo 
eu4deal;r .ube1ded aga1n 1n September or October. • Arter th1e 
tlUJ'l'1 , the 1n4u dropped baok to ite p.re-war 1en1 and 
reaa1ne4 there until the 1aet quarter ot 1915. 

Inoreaee4 war deaand tor oerta1n oo .. od1t1ee dur1ng thie 
per1od ... otteet b:r t he depreee1ng etteote ot (a) a ourta11-
aent ot export deaand tor aanr pro4uote, notabl;r ootton, 
reeulting troa the blockade ot the Central Powere; (b) •••ere 
a onetar:r etringeno:r in the Un1ted lltatee, due in large part 
t o repatr1at1on ot toreign tu~, wb1oh resulted in high 
txob&nge ratee tor eterllng 2 and other luropean ourrenoiee, 
w1 th eterUng taapo1'&1'1l;r rea ng ae high ae 17. 00, &D4 
oauee4 baa.,. ezporte ot gold troa t he UnUed Stat .. ; ( o) general 
uneettl .. nt in tl'tl4e and 1n4u•trT. aoooapanJ.ed b:r a eharp 
deoUne 1n 1.J14uetr1al produot1on ~, b;r t h e o1oe1ng ot tbe 
8took lzob&nge and eo• ooaao41 t:r 'iXohengee, b;r the uneettleaent 
ot 1nternat1onal trade, and b;r ·a general a oratoriua on debte 
abroad, Wh1oh pre•ente4 p&Taente on toreign ooameroia1 obl1ga­
t1one owed in th1e oountr:r. 
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!he 1ear 1915 

SeTtral taotore that oontributt4 toward etartinl a 
&eneral rite in oo.-o4iCJ prioee, whioh cot well under W&l 
1n 1916, btoaa• inoreae1n&17 1~rtant in 19151 
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(a) J:zporte, whioh btJNI te ezpand within a .,nth 
atttr the outbreak of wu \!.) , ro•e et111 hiper in 
1915 at wu or4ere rapi417 .,unttcl. !he 4eMn4 tor new 
t ool• an4 Mohlnel'f to equip planet tor .unltione 
anutaoture, in iteelt, oreattcl a creat Yol ... ot 
1n4uetr1al or4ere. !he 1norea .. in tsportt at ttret 
wu prtaarll7 1n toodet11tfe an4 tenu .. , but later in 
the ,,..,. ezpone ot -nltiollt inoreaetcl, nth no 
reetrlotione ~·14 oft their tale to belltserente. 

(b) ftl• 4eaand for 1n4uetrial raw Mttriale 
inoreaet4 rapi417 an4er a pheno•enal esp&lllioa in 
1n4uetrlal pro4uotion 1'5'\ , ia4uotcl both b7 the 
11loreue4 4eMft4 fro• Wroa4 an4 b7 a rap14 rtTiTal of 
4oaeetlo 4eaan4. !be 11l4ez ot in4uetrial pro4uotion 
llearlJ 4ouble4 durillS the 7ear, with the troll an4 eteel 
in4uetrJ ezptrielloing the createet reTiYal lll itt hittol'f, 

While the oo .. o4it7 prioe leYel ••• ht14 down aoet 
ot the ,,..,. b7 oontillue4 larse euppliee of agrloultural 
pro4uote , b7 illoreut4 outpvt ot a111.ee, aD4 b7 inoreut4 
aYailable wuppllea of aanataoturt4 pro4uote, a point wu 
ehortlT reaohtcl where produotiYe oapaoltT bto ... 1aa4t­
quatt an4 labor ooate btp.n t o inoreua , oontribut1ftl 
toward a ltllaral au~p of prloa• that began 1D tho lut 
quarter ot the, • ..,. ~ · 

( o) MOilet&l'f oon4itlona bto~inoreaelnglT 11lflatioll­
AI'f, Enre•elT eu7 .,neT rat.. 7 , aooollp&Dlilll a hull 
espaaeioa 1n ezoeee bank retti'Ttt n4tr the ll1WlJ­
••tablieht4 Paderal ftaeerYa ITtte•, were oauea4 prinolpallJ 
l17 lwaTT i~ru ot pl4 tro• J:urepa. llore than 1~,000,000 
in 1'014 waa ehippad to Chit ooantrT in 1915. lJI a441t1an, 
the TtlooitJ ot turaoTer ot bank 4epoeite 1noreut4 eharp1J 
4artns the ,,..,., partlT baoaaet of inoreaeed apeeulatioll 
in the nook •rltat, aa4 baak loan• btp.n a seaeral 
tsp&lllion that 414 aot ell4 lllltll 1920. 
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Sterling 4eol1ned gradual~during 1915, aYerag1ag below 

$4.70 during the last qii&J',er 8 . !he allied goyernaenU 
tloated a bond ieaue ot 1500, ,000 in the Uni'ed State• in 
the tall ot 1915, b:r tar 'he larre•' tlo,auon ot thU k1n4 
on record. !hie tolloved the reaipation ot Seoretar:r ot 
State Br:ran, vho had oppoeed loana to belligerent• aa oontrar:r 
to a polio:r ot neutral1t:r. 

The zaer 1916 

The ri .. in oa.mod1t:r prioea "1U.oh began late in the 
preYioua :rear~deYeloped in 1916 into an upeveep ot intlationar:r 
proportion• 9 • In4uatrial production had reaohed~ta practi-
cal l1ait ot apaoit:r under preYa111ng oond1t1ona , an4 no 
eign1t1oant further inoreaae ooourred in the goner production 
index during the reaa1.nder ot the var period. Unprecedented 
adYADOe8 in varee, togo'~ With inoreaaee in &aterial OOete ae 
aanutaoturere bid aga1nat eaoh other tor purohaeee ot auppliea, 
contributed to the extena1Ye prioe a4Yanoe . Seai-tiniehed 
produote took the lead on the riae, and prioee ot rav ~teriala 
turned exoept1onall:r etrong near the end ot the :rear ~ • 

The aonetar:r situation oont1nued 1ntlat1onar:r. Met gold 
111porta ot 1530,000,000 during the :rear kept the aone:r aarkat 
eae:r, deapita a broad expana1on 1n loana, though eoae t1ghtnaaa 
deYeloped at the oloae ot the :rear. The Yelooit:r ot turnoYer 
ot bank depoaita oontinued to inoreaae, and bank olearinga 
ga1ned 39 per oant oYer the preY1oua :rear. 

Exporta continued to expand ~fa , and our 0 taYorable 0 

balance ot tore1gn 'rade tor the 7~ axoeeded 13,~!?00,000,000. 
During th1a period, aterl1ng wae 0 perged0 around ~. 75 b:r ••an• 
ot etab111&at1on ooerat1ona tinanoed b:r tunda borrowed 1n the 
United Statu. rue ra'e aade the dollar relat1Yel:r undar­
nlued, an4 to that extent waa an in1'laUonar:r in1'luenoe . In 
t he earl:r part ot 1916, tore1gn aeour1t1ea held b7 BriUah 
1nYeatore were taken oyer b7 their goyernaent, in exchange tor 
Br1t1ah goYernaent aeour1tiea, and the prooeeda troa ealee ot 
the foreign aeouritiea were uaed tor purohaaing euppliea 1n the 
United Statea. Upwarde ot $750,000,000 1n Y&rioua tore1gn loana 
were floated 1n the Un1ted Statea in th1a :rear. Thle oountr:r 
aleo beoaae a 4epoe1tor:r tor 1mmenae auaa ot tore1gn capital 
f or•erl:r placed in London, as Nev York auparaaded London 1n the 
short- term tinano1ng ot international trade. 
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The ze&r 1917 

co..od1t1 prioee oontinu~ their eteep u ... anoe duriJIC 
the tlret baU or thie 1ear , eU.ul&ted in part b7 e"'ente 
>'h1Ch t orellha4o .. d the entr1 o the United lltat .. into the war 
e&rl1 i n AprU . PriO .. ...,!t raw uteriale an4 ua1-t1n1ehed 
products continued t o le&4. 

Our entl'1 into the wari howeYer, wae t oll.owed inltial.lJ 
by certa in detlatiODU'J int uenoee. !be tlow ot gold into the 
United State• oeaeed, and wae euooeeded b7 rather heayt gold 
exporte. Stook pric .. during the 1ear euttered the aoet abrupt 
decli ne eince the panic or 1907, due t o proepeote or reduced 
e&rninge owing t o hip labor ooeu aDd the probabil1t7 ot 
drutic prot1U tuaUcn and pr1oe tiX1ftC . In4uetr1al. 
production and e%J)OI'tl l eYell ed ott, with aot1vit7 in eoae linee 
haapered b7 var prior1t1 rul.1nge, and by tran eportation ehortac-e. 

!beee intluenoee prevented a t\&l'th er rile in prioee dvioa 
the eecond balt ot the 1ear . On t he other hand, pricee were 
kept trr. declining b7 new intl.at10DU'1 intl.ueno .. that were 
beginning to deYelop ae a reeul.t ot our war aotiYit1ee. Bank 
loane expanded tuo beyond a111 pre.,.ioue record, with l.oane ot 
Net1 lCorlt Clearing Houee banlte rieing 85 per cent during t he 
reu. The n~ederal. ReurYe Banke becan aotive l!edieoounting 
operation• , the tl.otation ot the tiret L1bert7 Loan (12 .0 
b1l.Uone l in and the lleoond L1be.rt7 Loan (13.8 bil.liona) in 
October, aarlting the becinn1ng or a huge i noreaee i n rediaoounte 
with OonJ'D&ett; eeOIU'1t1 ool.l.ateral.. B7 Deoeaber 191.7 the aao1111t 
ot Pederal ReterYe llotea ha4 inor-eed t o 11,251 a1l.l1one, ae 
oo11pared with 1273 a1llione a t the beg1nn1ng or the 1ear. 

lnduetrial producti on ha4 apparently reached the llaU or 
oapaoit7 under exteting oonditione, aalting the i ncreased var 
de11and retl.eot itaalt aore direotl.y in prioea or goode and 
ll&teriale. 'rhe uae ot United State• tunde t o etabilir.e aterling 
11a7 al.eo ha"'e proYided an iaapetue toward ra1aing oo-od1t:r prioea 
l n thie oountr1, ainoe t he rate ohoeen waa apparentl:r high t or 
sterling and low t or the dollar. 

The begi nning or a tightening i n c redit conditione wae 
reflect ed in a t1ra1ng ot i ntereet ratee during 1917, which wae 
f ollowed b:r an i noreaee inAhe P'ederal. ReeerYe redieoount rate 
ne&r the end ot the 7e&l' ~ • 
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The rear 1918 

Prioea in ~~ rear renewed their riae ~ , a• •arioua 
intlationarr intluenoea beran t o take etteot, 'ilat Oo?ernaant 
pr 1oe tix1ng r egulation• on a au~5tantial liat ot 1~rtant 
ooamoditiea , which w~r• put into etteot o•er a period ber1n­
n1ng in Julr 1917 , torether with prlorltiaa on Oo••r~ent 
ordera, teapered the riae and .. de it .uch aore rradual than 
the broad upewaep ot 1916 and 1917. 

Induatrial production aYeraced lower than in the pre•iou• 
rear, despite atteapta to apeed up the production ot war 
aateriala, and wae aha.J"plJ depre11ed in the tiret quarter lf7l 
bl ahu tdowna ot tactoriea whioh were unable to aecure -terfua 
beoauae ot a aerioue treipt oar ahortare and an unuauall7 UYere winter. 

llonetarr expanelon arieing troa war tinanoing continued 
an outat anding intlationarr influence. The flotation ot the 
Third Libertr Loan (f~.2 b1111ona) 1n April 1918, and the 
Fourth L1bertr Loan (f7. 0 b1lliona) in 8apteaber wae tello .. d 
b7 a hure ezpana1on 1n the •oluae ot rediaoounta bl the 
Federal ReaerYe Banke on Oo•ernaent aeour1t l oollateral ~ , 
incidental to the publ1o d1atribut1on ot the•• iaauea on ~. 
inatallaent plan througb. banka . 8oae •oluae of oo .. eroial 
r ediaoounta doubtleaa alao 11 included 1n theae ticurea , aince 
banta .. re enoourared to uae OoYernaent aeouritiea •• oollateral 
b7 pretarential rediaoount ratea. Inoreaaed co .. eroial borrow-
1ng ia alao indicated b7 an enlarred Yoluae ot 1all other• 
rediaoounta 1n 1918. 

The rear 1919 

The ending ot the war in KoYeaber 1918 waa tollowed b7 
1oae eetbaok in ooa.od1t7 pr1cea, atook pr1oea , and induatrial 
acthit7 during the t1rat quarter ot 1919, aa war ordere were 
cano•lled and a reneral beariah aentiaent awept o•er the 
countrr. Thla pro•ed to be ahort-liYed. Infiatlonarr intluenoll 
had been aoo..U.tinr and the reaoYal ot Oo•emaellt prioe 
reatriot1ona b7 -.rob' (on all ooa.odit1ea except aucar an4 wheat) 
•11 tolloWed 'b7 a -•• ot oo:i.ltl apeculat-1on that oarr1ef. Pr icea to exoeaai•e heigbta , The reao't'al ot reatra1nta on 
production tor o1Yilian purpo ea, ooab1ned with a cenaral wa•• 
ot reokleaa extra•acance, brought a pronounced ~·· 1n in4uatrial 
Production durinr the latter part ot the rear ~ • 
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The f loating ot the Viotor:r Loan ($4,5 billions) during 
the early part ot 1919 marked a peak in the volume ot Feder~ 
Reeerve Bank rediaoounte on Government eeourity collateral -~ 
The removal ot preferential rate• on euoh collateral near the 
end ot the rear was t'ollowed by a deollning volume in these 
red1eoounte over the next aeveral :rears. On the other hand , the 
•·uve ot COIIJIIOd1 ty speculation which eat i n at t hat time, accom­
pani ed b:r heavy borrowing trom the banke, vas r eflected in an 
1~re~eed amount ot redi scounts on other t ypee ot collateral 

. This o~rried t otal rediscounts t o a new b1gh level at t he 
en ot 1919. 

While t he demand tor credit l 'lla expand1ne , the gold supply • 
ot the country vna being reduced by heavy exports ot gold, which • 
continued Vithout interruption t or nearly a :rear atter t he embargo 
on ~ld vas removed i n June . I n a 12-month period, a record total 
ot 1466,500,000 i n gold vae s!U~ped out or the country . Meanwhile, 
a severe decline i n s terling , t ollo\nng a ~~tbdrawal ot 
credits to England tor support ~ the currency , wae a further 
deflationary pri ce influence. 

The increneing strnin on the credit etructure became strongly 
evident late in 1919, when call mon~rates soared in November to 
a monthly overage ot 10.4 per cent , and temporarily raaohed 
ae high oe 30 per cent . The etook kat , which had shared in 
the general wa ve or apeculnti on, was tiret to foreshadow t he 
coming deflation. Stock pri ces began to decline in December, 
attar reaching a new peak the previous month. 

The :rear 1920 

The mome ntua or the apeculotive movement carried price• 
upward until the early eua::~er o r 1920, deepi te evidences that 
the s ituation vas becoalng increasingly orltioal. Industrial 
production reached a new peak in Januar:r and February, and 
manut~oturere , t hough heavil;r etocked with raw ~terials , were 
booked r nr ahead and felt secure in the i ndustrial outlook. 
Pricee or tlniehed producte, however were raieed more rapidl;r 
than ooneuaer incomes would support, and a 1 buyere ' etrike• 
movement eet in. · 

Stook prloee continued to decline eharp1:r throu[;hout t he 
year. Large etooke ot goode were pi l i ng up in tb1a countr:r; 
European demand tell ott ae taot oriee abroad resumed operation•, 
and imports began to inorPaee henvily. Industrial production 
dropped abarpl7 i n April ~ , i nitiating a decline that beooae 
more , renounced ae the :re~progreeeed . 
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Xone7 cor41tiona bee ... inoreaaingq Ugbter during tbt 
tiret balr c. 1920 aa bank loana aounted to nev high leYela, 
and a eaYare atra1n on the reaerYe poeition of aeaber banta 
deYeloped. Ooaaeroial paper ratee roee eteadilr, reaching 
S per cent during tha awamer. In th1a oont1ngenor the J'e4eral 
ReeerYe Board decided to diacourage apeoulation in oomaoditiea by a eharp inoreaae in red1aoount ratea earlr in 1920. fhia 
was dona in tvo atepa. !he f1rat, on J cnuarr 2), vaa an increaae in the r ate of the Pederal ~•,!tYe Bank of Nav York troa 
II- J~ per oent t o 6 par oent ~ , 'Which waa t ollovad br the 
banlta in all other d1atriota . 

8toolt prioea in J'ebruarr auttered a aeYere decline . !he 
eil lt aarltet vae among the tirat ot the ooaaodity aarltete to 
break, bringing on a panic in Japan in April 1920. In KaT, the 
Ooamereial and J'inanoial Chronicle mentioned that 'deflat i on 
aeeae to be gathering aoaentua; liquidation of etooke and bonda 
11 extending t o oomaod1Uaa; there are further oanoellat1ona of goode . • 

The eeoon4 increase in the rediscount r ate , to 7 per cant, 
went into effect on June 1, with t our other ~aerYe Banke 
following t he example of the New York Bank . AYeraga prioea 
of ooamoditiee, which had reached a peak in r, began t o fall 
i n June, and by the end ot~he rear the downturn had deYelopa4 into a precipitoua break ~ • !he pr1oa leYel in Deoeabar , 
aooord1ng t o the BLS all-oo-o41t1ea index, had dropped t o a 
l eYel 2S per cent lover than in Xa7 . 

While radiacount e br the Federal ReeerYe Banlta on Gonrnaent 
eecurity collateral declined ateadilr during 1920, thia vaa ~ra than offaet br a aharp incraaae in 1all other• rediacounta ~ , 
which lasted until near the end of the rear. 

The zeara 1921 and 1922 

!he price decline continued until t he auamer of 1921, When 
rav material pricaa, which had autfered aoat ee~relr, reYeraed their trend and atnrtad a gradual iaproYeaent • Prioae of 
tlniehed goodl continued do~~ t or 1oma aontha 1 ger, and the 
final low tor the all-ooamod1tiee index wae reached in J anuar r 
of the follcV1 nc r ear, 45 per cent down from itl 1920 peak. 
Tb1e oompare1 with an extreme daoline of 51 per cent for t he 
raw materiel• group. 
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!he high redhcount ratea were ltapt in ettect by the 
Federal ReeerYe Banke tor ne t~ly a yenr, throughout practically 
the entire price decline. On Kay 5, 1921, the Federal Reae~ 
Bnnk ot New York initiated a aeriea ot cautioua reduction• 
which by the following year carried the rate bact to ita 191 
level ot 4 per cent. 

The eYidence ct a change in Federal Reeerve policy giyen 
by the t1rat r eduction in redi acount rates doubtleu played a 
oart in etopoing the decline in raw aaterial prices in the 
rollowing aonth. While t he deflationary ettect ot a declining 
trend ot banlt loane (and red1ecounte) continued into the follow­
ing year, certain etrengtheDlng price tactora were coaing into 
play: 

(a) Gold began ~ coae into t he country in hea.y 
Yoluae near the end ot 1920, and the hea.y 1aport ao•e•ent 
continued through the tollowtns two yeare. 

(b) Induetrial production ~ etarted to riae during 
the second halt ot 1921, and gained at an accelerated rate 
durin& 1922. 

(c) Industrial etook prices began a aubatantial riaa 
in the latter halt ot 1921. 

(d) Sterling exchange ~ reoOYAred rapidly in 1921 
and 1922. 

(e) The exoeaaiYe auppliee or Y&rioua goode and 
aateri&la had bean eubetanti&lly liquidated, and the 
producti on or aoae co .. oditiea waa draetically curtailed. 
The coU on orop 1n 1921 vaa the aaa1l11t aince 1895. 

( ! ) The pent-up demand tor nav building conatruct1on 
Which could not be eatiatiad in earlier year• because ot 
war prioritiea and high ocate, provided a powertul buaineaa 
iapetue when coata vere l owered . In 1922 there wee the 
largeet aacunt or new building eyer recorded in a eingle 
yeo.r. 
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October 16, 19;p: • 72 
!he deYeloping intlat1onar7 a1tua­

t1on waa reapoaaible tor a aeaoraadQa 
aubaitted to tile 8eoretar7 on thh date 
entitled "What ahould be done now about 
1atlat1on?• K!hlbU 2. 
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October 16, 194o 

To: Secretary WOrgenthau 

From: llr. Haas 

Subject: What Should Be Done Now About Intlat1on? 

I . The Problem a a a Whole 

The problem or 1n!lat1on 1a or groat concern to the 
Treasury. Treasury r1acal policy has been the major con­
tributing factor to most war-time i nfla t i ons, and ia almost 
certain to be blamed in any event, even if innocent. An 
ir.rlation, tur~~or~re , reacts on the Treaaury by increaeing 
the level or monetary expenditure neceeaary to achieve any 
g1ven physical objective. This, in turn, complicates the 
fiscal problem and so ls likely to result in further i nflation. 
It la advisable, therefore, that the Treasury should watch 
carefully all incipient movements likely to l ead to inflation, 
even when s uch movements seem in themselves to lie outsi de the 
ordinary domain or fiscal policy. 

An inflation can occur only When the amount of purchas­
ing power offered in the market during a given period of time 
exceeds the supply of goode and services available during the 
same tlmo valued at the previously prevailing price level. 
Under euoh circumstances, the price level naturally r1sea to 
a autt1c1ent extent to equate the available purchasing power 
with the ava ilable supply or goode and se rvices. 

The problem or controlling an inflation, therefore , may 
be a t tacked either on the moneta.ry trent by restricting the 
supply or purchasing power, or on the pnyeioal front by in­
creaalng the volume or production. In each case the factor 
o t timln~ ie very important -- tor some atepa, it taken 
pre~turely, are merely repressive in their errecta, while 
others muat be taken well 1n advance or the actual event to 
be erreotive when the danger arises . 

The purcha81ng power ottered on the 11111rket during any 
period comes trom two eouroea: (1) new purchasing po~er 
created during the period, and (2) purchasing pcr.er carried 
over from previous periods, principally 1n the form or bank 
depootta. The available supply or goode and services may be 
ccrreepondlngly broken down into two parte: (1) those 
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produced during the ourront peri od, and (2) etooke carried 
over from preceding periods. Tho carry-over stock of goods 
is not likely to be as important, however, as the carry-over 
of pur aha e1ng power. 

II. The Wonetary Side 

74 

Under existing eond1t1ons, the problema ot controlling 
inflation presented on the monetary aide-- i.e., the problema 
of restricting purchasing power - - are leas urgent than those 
presented on the physical aide-- i.o., the problema at 
increasing production. 

The problema on tho monetary a ide ooneiat essentially 
o f (1) r estricting the new purchasing power created 1n an7 
period through current incomes to an amount sufficient only 
to purohaao at tho previously prevailing price level the 
supply of goode and services produced during the period, and 
(2) immobilizing the carried-over purchasing power so that 
lt cannot be used to bid up the prices or either newly created 
or previ ously existing goode. 

The problem or restricting current incomes to the current 
supply of goode and services proaento special complicatione 
under war-time conditions when a large proportion or the total 
available supply or ouch goods and aervioeo i o euitable tor 
the wa.r effort only, and not tor civilian needs. Thle problem 
i s one with respect to which no action can or should be taken, 
however, until tho need tor it actually arieee. We can d1acuea 
lt and plan tor it now, but there ie nothing to be done about 
it until an excess or current purchasing power over~ current 
supply ot goode and s'!!'vioea actually arises or is on the verge 
of arioing. 

On the other portion ot tho monetary front that ot 
controlling carry-over purchasing power -- there are a number 
o f precautionary steps which may be taken now, the prlnci;:>al 
of which are to place our monetary legielation in order and 
to hold l n oheck as tar as possible any unneoeeeary rise in 
bank dopoait a . The principal contribution that the Treasury 
oan make to auoh an ettort within the framework or existing 
legislation, is to eo plan ite financing aa to cause ea little 
lnoreaae in bank deposita as posaible. 
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When, and it, the problem ot inflation beooaea imminent , 
however, it ie probable that some direot eteps will be needed 
to control carry-over purchasing power, irrespective or the 
level or bank deposita then exieting. Such control would be 
much easier than might appear at firot eight, because or the 
limited number or purposes tor which such purchasing power 
ia likely to be expended. 

Previously accumulated purchasing power is unlikely to 
be e xpended for the ordinary coats of living. The pu.rpoeea 
ror which euoh purchasing power ie likely to be expended are 
practically confined to the two oategoriee or capital goode 
and or durable consumers ' goode. Ae tar aa capital goode are 
concerned, the utilization or carry-over purchasing power aay 
be fairly effectively controlled by direct restrictions on 
capital expenditures for purposes not essential to the war 
effort. The durable consumers' goode ror which carry-over 
purchas ing power is likely to be expended are pretty well 
limited t o houees, household goode, and automobiles. Ex­
p,ndlturee for these purposes can also probably be fairly 
efteot ively limited by controls on mortgage money and on 
consumer credit, by excise taxes, and -- when neoeaaary --
by rationi ng. A striking example or control by means or an 
exoiae tax ia the new Canadian tax on automobiles Which is 
levied at the prohibitory rate or 80 per cent on that portion 
ot the prloe or any pleasure automobile in exceaa or $1,200, 

III. The Phy&lcal Side 

The problema on the phya1oal aide are more urgent. 
Shortages are beginning to appear in the oapeoitiee tor 
producing certain basic materials essential tor the detenee 
prograJil, and pricee tor a nuaber or such 118te riala have al­
ready shown substantial advances. The importance or prevent­
i ng price increases among individual commoditi es arises not 
alone from the fact that such increases may serve ae the tirat 
step or an inflation epiral, but also because or their influ­
ence in stimulating speculative buying among these and other 
commodities. An effective control or inflation, or course, 
onn only be achieved by 1noreaeing auppllee, not by merely 
attaok1ng the prl ce symptoms. 

Regraded Unclassified



76 

Secretary Worgenthau - 4 

The following baa1o defense materials are illustrative 
ot oapaolty shortages which are beginning to appear . Others, 
perhape even more or1t1oal in their relat1onohip to the de­
tense program, oan doubtless be found. It is obvioue that 
the industries concerned will be reluctant to make the · neo­
eaaary plant expansion on their own initiative. It a care­
ful obJective analysis indicates that shortages o t capacity 
exist, and it the industries concerned will not undertake 
to increase their capacity, it will be essential that plant 
expansion be started soon by Government action. 

(a) ~ 

Some strain on steel ingot capacity ie already baing 
telt, although the bulk of the steel orders tor defense ma­
t erials has not yet roached the steel mille. The steel in­
dustry is no~ operating at a higher percentage of total in­
got capacity than it was at the end ot 1915, when price in­
nation in steel products began. The importa."\ce ot insuring 
an adequate supply of steel is h~ightened by the inor9asing 
dependence of the Canadian armament industry on pig iron and 
steel trom this country, since the Canadian steel output ie 
near the limit ot oapao1ty. 

The apparent strain on steel ingot capacity has been 
accompanied by a strain on pi g iron capacity (which is now 
but sl1Bhtly larger than the capacity during the World War 
psriod). Blast turnaoea in August operated at a hibher per­
centage ot total capacity than the average rate in 1915, which 
was the highest annual rate of the World War period. 

The output of blast furnaces during the coming Winter 
may be limited by a shortage of iron ore. At the middle ot 
September, the entire Great Lakes ore fleet ot 296 vessele 
waa 1n operati on. It ore must be carried by rail while the 
lakes are closed, 1t will increase the coste of producing 
steel, and tend to increase steel prices or to decrease pro­
duction. 

To insure against any possibility ot a shortage of eteel 
for tbe ~amant industriee of this country and Canada, which 
Al: ht also lead to an inflationary trend of prioee for steel 
and its many products, it seems essential that a rigid ecru­
tiny be Q&de ot all poesible bottlenecks in the ateel indue­
try, frolll ore transportation, pig iron and steel ingot capa­
city, to finishing capaci ty. The length ot time required to 
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build new production facilities -- variously estimated at 6 to 1~ months -- emphasi&ee the need or early action. 

It ie understandable that the eteel companies should be reluctant to increase capacity if an increase oan be avoided, since it would add to present ocate and would leave them with expensive surplus plants when the emergeno7 is over. Nevertheless, the raot remaine that steel ingot production ie already almost at fUll capacity, althougb moat or the defense orders for steel are yet to be placed. The 
steel problem io 80 important in the determination or basic policies tor defense and for price control that it require• an unusually careful determination or all capacity limita­tione. 

(b) Zlno 

D\lring the World War period, :~;ino was one or the first basic commodities to reflect a ehortege or production capa­city, and zinc prices soared to extreme heights early in the war. Today the same tendency ia under way. Zinc i8 the only one or the principal non-ferrous metals to have alread7 
practic~lly reached ita 1937 price peak. The bottleneck ia in smelting facilities, which are now being operated oloae to the present limit or capacity. Some idle capacity exi8ta, which will require time to put into operation. Supplies or ore are ample, the potential output being rar in exoese or available smelting capacity. 

A situation in which prices can reach the speculative peaks or 1937 under the moderate stimulus which the arma­ment program to date has given them, has potentially seriou8 inflationary po8aibilities. A careful analyeia should be aade or zinc capacity limitations, to determine whether Government action may be necessary to increase smelting ca­pacity, in order to forestall rurther price inflation and to assure an adequate supply or zinc and braes for the defense program. The zinc producers, in all probability, will not go to the expense or greatly expanding domestic capacity, s ince the available world capacity after the war will agQin include the large smelters in Belgiua and other countries now in German hands. 
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(o) Copper 

While our mlnlng capacity appears adequate, some tight­
ness may develop 1n copper retinl ng capacity under the combined 
demands or the United States and British armament programs , 
particularly einoe a substantial part ot our capacity is being 
used tor the retining or ~eign copper in bond. During three 
months or this year, the retining industry hae operated within 
13 per oent ot the estimated total capacity, wb l oh may be oloee 
to the practical limit. Capacity estimates in any 1nduetry are 
etten not reliable, since they may tail to make full allowance 
tor various raotors wh1oh retard production, euoh as ahutdowna 
tor repaire. Domestic copper consumption in August reached 
the highest monthly volume since at least early 1939, when 
estimates were first compiled. 

While the need tor action in expanding oopper refining 
capacity may be slightly laae urgent than in the case or steel 
and z1nc, an analyeie or present capacity in relation to prob­
able needs eeema advisable. It is possible that some shortage 
exists l.n smelting capacity, although data tor thla section ot 
the industry are inadequate. It may be noted that the output 
ot refined copper was no t suttioient to prevent a rise ot near­
ly SO per oent in copper prioea in leas than 12 months during 
1936 and early 1937· 

In the oaae or copper, additional methode or price con­
trol are available through (1) reduction or the 4-ceht import 
duty; and (2) restrictions on the exports or retlned copper, 
(d) Load 

In lead, a d1tterent situation exists, in whi ch the treat­
ment or symptoms rather than an expansion or capacity seems 
called tor. While the estimated refining capacity tor lead ie 
coneiderably in excess or recent peak output reached i n 1937 
and 1939, refining activity in reoent month• hal not been 
ateppsd up rapidly enough to prevent a reduction in retlners ' 
atooka to the lowe1t level a i noe April 19}0, equivalent to 
leas than a month ' • eupply at the current rata or eh1pmente. 

No action seems necessary to increase refining capacity, 
but in view or the oloae control over ref ined lead output 
held by the Alllerican Smel t 1ng and Re t1ning Company, other 
acti on may be necessary to insure an adequate supply or 
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ret1ned lead tor the detenee program, and to avoid pr1oe 
1noreaeee. The output 1n 1936 and 1937, 1t may be noted, 
~•• not 1noreaeed rapidly enough to prevent a 75 per oent 
r1ee 1n pr1oee. In the present e1tuat1on, a large volume 
ot p1g and bar lead held 1n bond, wh1ob would beooae avail­
able 1t tho 2 1/~ cent tar1tt were removed, t ends somewhat 
to put a pr1oe oe111ng over the domeet1o market. 
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aee4e4 aow '• toreetall 11ltlat1oa! 1 1JI-
41oah4 tho' thl aa.Jor 1alle41ah pro'bl .. 
wae to 1JI11U'I adequate euppl111 ot ahel 
an4 otber 111portant -ter1&11. 'i!b\bU ] . 
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1. Imaediate ~blem: ana mater! e. 
To inaure adequate auppl1u ot go~ 

The duirab1lity ot ue1ng the detenee program as an op­
portunity to aohieve tull employment and a eound e~ane1on ot 
national inoome requires that repreaeiYe methode ot int1at1on 
control be avoided during the early etagee ot tbe program. 
Increaaed ooneumer incomes vill thue tend to expand produc­
tion and emplo~ent in various consumer-goode industries that 
aro nov operating eoae diatance trom oapaoity. They ma:r be 
diverted troa those vh1oh are cloee to oapacity by aeleotive 
taxee on consumer goods. 

The oarrying out ot suoh a polioy, havever, neceeearily 
1ncreaaee tbe ditticultiee ot controlling inflation, since it 
will lU.it the amount ot dsten11 tinanoing by noninflationary 
methode that can be ueed in tbe early etagee ot tbe program. 
Praotioally, it aeane that inflation auet be controlled dur­
ing th1e period la.rgely by inoreae1ng tbe euppl1ea ot goods 
and materiale aa the demand tor them inoreaeee. 

In many industries, ot oouree, the present capaoity ie 
adequate to meet very substantial increaeee in demand. The 
immediate problem, therefore, boile dovn largely to the re­
moval ot oapaoity bottleneoke in a limited number ot indue­
tr1ee. Th1e applies with particular emphaeia, ot couree, to 
industries producing detenae material•, where the problem ot 
inflation ie eeoondary to the main problea ot ineuring 
againat ehortagea that might elow up the defense program. 

2. Preeent exoeee oapaoity in aaJor induatriee. 

1'lw extent to vh1ch production (and eaplo;rment) aay be 
1noreaeed in eaoh ot the maJor induatriee without exoee41ng 
oapaoity aay be indicated roughly by a ooaparieon ot reoent 
rllB produot1on 1ndexee vith the IU.ldaua produoUon reaobed 
b:y theee reepeoUn in4ustr1ea in previoue peak yeare. 

The following table above the index figure (unadJusted) 
in September 19~ tor eaoh ot tbe major in4uetr1ee inoluded 
in tbe J'IIB index, together vith the high reaohed 1n 1929 and 
the high reached in tbe 1937-1939 period. 
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l'ederal. R .. el"ft Board ID4e:aa (UDA4Juate4) 
1935-1939 • 100 

Durable production 
Weight y i~29 1~9 ae~. 

19 

Iron and ateel 11,0 151 161 161 

MaohinerT 10.8 136 1~~ l~lp 

AutoaobUea ~.a ~ 
1 1 89p 

Nonterroua aetala 2.8 15, 15ap 
Lwlber 2.9 167 13 13 

l'urniture 1.5 157 ~~ 127P 

Stone, olay and glaaa 3.0 129 139P 
produoh 

Nondurable production 

TextU.e 11.2 99 131 119P 

Leather 2.3 111 123 lOOp 

Manufactured tooda 10.9 123 132 131 

P~r 3.1 90 13 122 ~ 
Petroleua 1.9 J! 

121 110 y 
Ohea1oale 6.a 118 ll~p 
Rubber 1. 129 12 p 

Bitualnoua ooal 3.~ 148 ll~p 

p - prel1a1.nar)' 
i/- including both aanutaoturing and priaar7 production 

Y- Auguat 19~ 

It Y111 be noted ch1etl:r tbat, Yh11e production in the 

1nduatr1ea c1oael:r aeaoc1ated Y1th national detenae 1a al­

read:r at or near preY1oua h1gh leTela, ecope tor 1ncreaaed 

produoUon and eaplo;raent ex1ah 1n a nWII:Ier ot other 1ndue­

tr1ea, ch1etl:r 1n the oonawaera' goode groUP. 

3. Le18ona troa World War el!jP!r1ence. 

Our e:xper1enoe during the World War lenda d1aUnot en­

courageaent to the ballet thlt, through proper planning, •• 

oan aT01d 1ntlaUon untU 1nduatr1al production aa a Yholl 

approachla 1h oapaoit;r 11a1h, But it alao ehDWa olear1:r 

the need ot loolting ahead and oaretull:r planning in a4nnoe 

1t thia obJaoUn 11 to be aoh1end. 

• 
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Aner the war bi'Gb out ln 191~, pneral -odlt:r pl'loee 
held ateble for a pel'lod, deeplte the enonaoue 't'Ol- of for­
eign bll;rlng oonoentrate4 ln thle oountr:r unUl lnduetl'lal 
produotlon bad praoUoall:r reaollad the piateau lnel at vhlob. 
1t held o.,.r the next eenral :reare. When tbe hea'fT 4••"" 
troa both torelgD and doeeetlo IOill'Oea 1n 1916, 1917 and 
1918 oou14 foroe prodlloUon no hlgb.er, onl:r than 4.14 lt han 
IIUOh etteot 1D ra111ng ~ pnerel pl'loe lenl. 

!be lnfiuenoe of oapaolt:r 1laltetlona on pl'lo .. dlll'lng 
the early year• of tbe World War 11 llhown aore olearl::- ln 
the oaee of epeoltlo prodllote, li.lte eteel and textllea. 
Steel prloee roee onl:r aoderately - leas than 15 per ton -
untll the praotloal llalt of oapaolty vaa reaohed Dear tlla 
end of 1915, &ner vhloh prlo .. eoared to tantutlo be1ghta. 

Steel produotlon 1n Deoeaber 1915 exceeded by 17 per 
oent the peak output of an:r aonth 1n prertoua yeara, vltb. an 
operating rate averaging 47.2 per oent ot the oapaolty 1n 
that aonth. Olll'rently, we are already operating oloeer to 
total oapaolt:r than we were at the end of 1915. It we a44 
to tbe oapaolty at tbe beg1nn'ng of 19llo about 400,000 tone 
vh1oh are belllg added th1e :rear ln eleotr1o turnaoe oapaolt:r, 
the operating rate thle week 11 approxlaatel:r 9~.0 per oent . 

In the oaee of ootton text11ea, l1.1tev1ee, the 1noreaae 
1n prloee dlll'lng tbe World War VII relatlnly eaall untll 
produotlon reaohed a lenl aboYe vh1oh lt oould onl:r vlth 
dlff1oul t:r be lnoreaeed. 

Pr1oe lnfiatlon dul'lng the World War early beoaae ap­
parent 1n the nonterroua aetal gro\IP, notabl:r ln r.lno 
prlol8. 'l'he BLS prloe 1ndex tor th1e groi.IP began to r1ee 
before tbe end of 1914, and had praotloally doubled b7 the 
end of the next year, vllan eteel prlo18 atarted llharpl:r Qpward. 

!be rlee ln pl'lo .. of eteel, r.lno, and other •tal• 
naturall:r lnduoed an exp&~~llon of oapaolty. But th1e oapaolt:r 
oue 1nto operation too late to prennt the aarbd 1'118 1n 
p,-1o .. noted &boTe. In the oaee of eteel, a oapaolt:r of 
116,2~,000 tone at tbe end of 191~ vu expanded to 54.4~,000 
by the end of 1917 but 1t vae not untll tbe eeoond half of 
1917 that ateel prlaee deol1ned. Zlno ... ltlng o&P&alt:r 
vu lnoreued to euah an extent tb.a'C prodllatlon onrtook 
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ooneupt1on in 1916, but ihie wae not aoon enoqh to prennt 
a riee in &ino prioee trom 4.81 oenta in Ootober 1914 to 
22. 14 oenta in June 1915. 

An taportant leeeon to be learned troa th1e experianoe 
ia the neoeeeit:r ror roreouting, wel.l 1n adYalloa, the 
uount or oapao1t:r that wlll be needed, 1n order that an:r 
neoeeearJ new capacit:r aa:r be brought 1nto production with 
the m1111AWI dela:r. A eurplua ca,pac1t:r, ae an 1nwrance 
againat m1ecalculatiolll, would be rar prererable to the 
r1.ek or poee1ble ehortagee. 

4. 'l'he preaent eituat1on 1n oouoditl pr1cee . 

'1'be r1ee 1n pr1cee or a nuaber of bae1o ooeuaodit1ee that 
has been under wa:r e1noe the a1ddle of Auguet baa had rela­
tivel:r alight etteot, eo tar, on the broader 1ndexee or ooc­
mod1 t:r prices. 'l'he BL8 all-COIIIIIIodi t:r index, which had been 
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111 a graduall:r declining trend einoe laet Ootober, roee onl:r 
0 . 6 poi nt 1n Septellber to 78. 0. '1'he 1ncreue in oouod1t:r 
pr1cu brought a alight riee in 11T1ng ooete during Sept•ber. 

'1'he upturn Iince aid-Auguet hae been .:uoh aore pro­
nounced 1n the BLS price index or 28 bu1o co1111od1 t1ee, which 
baa r1een nearl:r 10 per cent rroa the August low. 'l'he r1 .. 
has been moat perahtent and aoet eneneive aaong 1nduetr1al 
material•, of wh1oh h1d11 and wool have led the upturn, fol­
lowed b:r the aetale and ellk. Aaong tbe buio toodetutte, 
wheat hae ebown outetand1ng etrangth. 

5. Suppl:r ehortae;ee beginn11!f!: to aPpear. 

'l'he recent increaee in prioee or baa1o ioduetrial aa­
ter1ale hu been due, 1n a nullber of inetancee, to rather 
clearl:r apparent eupplJ ehortagee, euoh ae aa:r be expected 
1n 1ncraaeiJ!g nuabare ae a character1et1o reature of the 
tiret atageti or infiat1on. In the cue of certain coaaod­
itiee, particularly 1aported aateriale, little oan be done 
to 1ncreaee domestic euppl1ee except through diraot Govern­
ment bu:r1ng, reduoing imPort dutiee, and enoouraging 
eubet1 tut1on. 

W1ih aan:r coaaod1t1ee, howenr, boih 1D4uetr1al aate­
riale and tara producte, adequate tuture euppliu aa:r be 
aeeured b:r e:reteaat1o production plann1ng baaed on eet1aated 
need&. It 1e the 1.ntent1on in th1e report aerel:r to poi nt 
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out br1enr a tn &1 tuat1one 1D Vhl.oh ~7 ebortapa baTI 
alread7 etronal7 atteotecl prio .. , &114 wh1oh •••• to warrad 
turther attention •• a t1ret etep toward 1Dnation oontrol. 

Bbortag .. ot an.Uable euppl1 .. at a tl.M ot 1Doreae1ng 
demand bave been largel7 reeponaible tor the prioe upturne 
1n eaoh ot the three baa1o oo~~modit1 .. allowing the lal'pet 
percentage gaina troa the~r Augaet lowe - h1clee, wool an4 
vbeat. 
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Reported domeetio etooke ot h1dee at the end ot Auguet 
were the lowest tor that aonth einoe at leaet 1922. In tbe 
Argentine hide markete, Ruuia, Japan an4 the United ling­
dOll, in a441tion to the United Stat .. , ban reoentl:r been 
bu71Dg heartl;r. 'rbe orclere troa the .U., tor aoiDI ~.000,000 
paire ot ehoee, an4 reoent hea"fT bu;ring ot eole leather in 
th1e oountry by Ruasia have oontributea to a tight eupply 
situation, The aituation a1ght be improved b;r a reduction 
in the 10 per oent !aport dut;r or b:y the inoreaeed uae ot 
lower qualit7 h1dea an.ilable 1D Argentina. 

The wool a1tuat1on 18 4oa1nated b7 (l) heaTJ J.ra7 or­
dere tor OIOih an4 blanketa, an4 (2) oontrol b;r Great 
Britain ot aoat ot the etook ot tine woole outaide the United 
Btatee, When pending oontraote are aw&rded, involving moatl:y 
tine voola, the Al'll1 will han abaorbed one-third or more or 
th1a year•• da.eetio ol1p. !be pr1oe outlook will thua de­
pend partl7 upon Great Britain '• willingneae to dilpo" ot 
her atook ot tine woola, Inoreuad ut11i&at1on or the •41118 
and ooarae woola trom Argentina and Uruguar, raduotion ot the 
25 oant (approxillate) import dut7, and entoroed mixturea or 
other textile tibera 1n oert&1n tabrioa, are pouible aethoda 
ot pr1oe oontrol, 

The 8hal'p riu in wheat priou 18 oredited oh1efiy to 
the Governaent loan prograa, wh1oh baa withdrawn a aubetan­
tial amount ot wheat troa the eupply available to domaatio 
millera - 21~,000,000 buahala ot th1a r•ar'• orop being re­
ported under loan on Ootober 15. Vbeat doee not ret preaent 
a prioe-oontrol problft, however, ainoe (1) &D upl.e 4o••­
t1o auppl7 1a av&11&bl.e, &114 (2) the autoaatio reduction in 
nev loana and inoreue tn repo .. eaa1on ot wheat b7 grovera 
at higher pr1oe level• tenda to put a oe111ng on tbe pr1oe 
advance. 

Z1no preaenh an 1aportant bottleneck •oas induatri&l 
raw lii:r.r1ale, aa it 41d during the Wclrld War, &Del largel.7 
tor the aeme reuon - the unav&11abil1t7 ot aael.Ung oape.o1t7 
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1n Belgiua and otber Cle~-oooupie4 oountrioo, wh1oh baa 
oTor-loadod tbe , .. lUag o~q~aoitr in the tJnitod atatee. Aa 

a oon.equonoo ot beaYJ deaand tor refined alno, aD4 liUlo 
1noreaeo in output, the etooke at eaoltore ban boon rechlood 
w the loweet figure elnoo the oxoolliftlJ low leftle of 
1937, and prioll ban reaohed the epeouleUn poau ot 19J7. 
Production, on a 4a11J anrage bao1e, 1noreaee4 10 per oont 
1n September, with a notioeablo inoreuo in tbe -bar ot 
retorte oporatiag. !he palter output, howonr, rell&ine 
tar below the present level ot delinriea. In Tiew ot tbe 
Tital poaition ot zlno 1n the &l'll&llent 1nduetrioe, a oriti­
cal surT&J ot preeent eaeltillg oapaoitJ eeeae neo••N.ZT, 1n 
order to proTide abeolute assurance ot adequate r.turo 
euppUee. 

In the ooppe!' induetrr, the doMst1o production ot re­
fined ooppor in Auguet and September was lower ihan in the 
three prel'ioue aonthe, deepite a eubetantial riee in prioee. 
!be taot that refiner, output tor doaeetio ooneuaption io 
already appro:d.aatolr at tbe peak lonle ot 1937, and 1e 
not 1noreae1Dg, aar 1n41oate that it ie olo11 to praotioal 
oapaottr, partioularlr e1noe part ot tbe total oapaoitr io 
now being ueed tor retiniag foreign copper tor re-export. 
Copper eaelting oapaoitr, tor wh1oh adequate etatiet1oal 
data are laok1ng, ie aleo a poeeible bottleneck. The taot 
that emelter output allowed less ihan a aeaeonal inoreaes 
tro• .luguat to 8eptenber, despite urgent deaa"" troa oon­
euaers, ..,. 1n41oate that at the proeent h1gh leTele ot op­
eration fUrther 1noreaaee are 41tt1oult. A oarotul analre1a 
ot ooppor aeUlng and rotlnillg olqlaoitJ •••• needed, look­
ing toward the building ot a441tional plant, it neoessarr to 
eupplJ the peak &r~~&~~ent req_uireaenta 1n 19~1 or 19112. 'fho 
poeeibility ot reducing the 4 oent 1aport dutJ, or direot 
purohaeing ot foreign oopper bJ the Gonrnaent tor azwuellt 
uee, a1ght aleo be ooneidarod. 

6. 0apao1t1" 111 otl!tr 1nduetr1u an need rol'low'..,· 

With the daten•• prograa barolr etarted, eo tar ae tho 
actual produotion ot goode and the d•and tor raw aateriale 
ie oonool'IIOd, 1t ie obl'ioue tba t aupplJ ahortqoe •ong tbe 
nuaeroua aater1ala e11ent1al tor tbe 4atenee procru baTe 
OnlJ begu.n to be UDOOftrK. Added to tbe dafiDII daaand 1n 

c .. 1ng aonthe, ot oouroo, w1.ll be an oli:PandiJIC ""•"' tor 
oil'111an uo11. It 11 nrr likalJ thet tho total daaaDd tor 
a long Uet ot aateriale, under tbaeo ooD41Uone, will be 
at the higtloet lenll onr roaohod. Will the o~q~aoitJ tor 
produoing thell aatoriala be adaquatot Ie 1t known now 

• 
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vbere eupp1:r ebortace• are 11Ul:r to 4.enlop before tlw ea4 
ot next :reart Oan etepe be taken now to preTent tl» .. 
ahortape? ~ e.DPere to thel8 qu11Uo111 v1ll help deter­
nne whether tl» &l'SUIIDt prosru oan be oarr1ed to o~ple­
Uon v1tb the leut poll1ble 111terrupt1on, and vUh the 
least npn .. 1on ot o1T111.all 111duetr1ea. 

the atee1 1nduatr:r, v1th Ua ftl'ioue eaaanUal llllba1d1ar:r 
1nduetr1ee, an:r one ot vh1oh •1ght 4.eTelop 1nto a bottleneck 
that would elov lUI thl enUre et111 output, pruenta tl» 
broadest oapao1t:r proble• tor the ar.uent 1n4uetr:r. It aa:r 
be reoalled that 1n the v1nter ot 1918 a Mrl ehortl81t ot 
ooke oaueed -an:r b1ut turnaoee to be banked, re4uoe4 p1g 
1r0n output b:r 25 per oent, and aer1oual:r re~d the pro­
duot1on ot war &&ter1ale. 

Wh1le thl eteel 1n4uetr:r bel1nee that 1te 111got aa,pao1t:r 
1e adequate, thin eee•• aone1derab1t doubt ae to whethlr 
their 11t1aatee .eke autt1o1111t &11owanoe tor (1) a turther 
tXPane1on 111 o1T111an uaea, wh1oh ~t eatabl1ah new noorde 
1n 1941 and 1942, (2) an e:ae .. ot o&PaoU:r to allow tor tia­
oalaulat1on ot ana&~~ent and dete111e oo111truot1on nqu1N­
Mnte, and to •eet Wl.toreaeen eMrpno11e, and (3) autt1o1ent 
oapao1t:r 1n eube1d1ar)' 1nduatr1ea (ore pro4uot1on, p1g 1ron, 
ooal, ooltt, eto.) to .. et thlee II&X1IIWD nqu1naente. 

Regardl.eee ot an:r et&t1at1oal oalaulat1ana, thl taot 
naa1ne that etee1 111got pro4uot1on 11 oloaer to tull oapao1t:r 
than 1t wu wt.n tlw ateep rue 111 ateel pr1ou began d the 
end ot 1915, that noent 111oreaeu 1n output ban been nr:r 
gradual, 1n41oat1ng t he d1tt1oult:r ot further tXJ)&IIe1on, and 
that the larger part ot the actual eteel orden tor detenee 
mater1ala are :ret t o bt reoe1nd b:r the •1lla. 

8? 
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COMMODITY PRICES DURING WORLD WAR 
In Rate\lon to t.porta end lnduovlol 
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95 
pec .. ber lJ. 194Q: 

Ooncerned With the aount1ng pr1cee 
ot luaber and Yar1oue baa1c aater1ale, 
the Secretary gaYe the Pree1dent two 
price obarte, ehow1ng trende ct bae10 
oo8111od1ty pr1cee and buUd1ng aatar1al 
pr1oee, Oop1ee ot the charta were alec 
eent to Mr. Henderson with a letter 
eXpreee1ng the Secretary's concern with 
theee eY1denoee ot 1ntlat1onary tenden­
o1ee. The letter, charta, &nd euooeed-
1ng oorreepondence are shown 1n Ya!2AW 
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TH~ S EC R eTARY 0,. THE T .. I:AaURY 

WA8HIH0.,.0H 

Deceaber 13, 1940 

Dear Leon• 

I haYe btHID .uch concerned with the ext.eDt ot 
the price rleea that han alree47 occurred in 11&111 
illportant coo:aoclities, pe.rticule.rl,y in 1\lllber and 
a nllllber of other bade defaaee aterlalo. Looking 
at a chart eb0111ng receut price oha.Dieo uona the 
28 baolc oOCiiiOditiea in the B-u of Labor Statistics 
dail,y price indu, a cow or wblcb 1e ano1oaed, I 
notice that prices of practicall,y one-third or these 
cciiiiOOdltlee han risen 20 percent or mora since 
Alli\lllt. Lllllber prices, shown in a second chart 
encloeed, have bed a very ext.eneive riee, to fnr above 
t he peak reached in 1937, although total etodka 
or lumber have not been greatly reduced. 

I wonder 'l<hat action baa bean taken with reapeot 
to the situations reeponsible for these price increases, 
an<! what further action, it any, 0\ljlbt to be takant 

Sincerel,y, 

Bon. Le<m Hendet·aon, 
Ccmaieeioner ot Price stabiliztion, 
Adwieory Commission on K~tional Defense, 
Federal Reeern Buildl.ng, 
Waebin&tOn, D. c. 

ntc1osuree 
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Til!: ADVISORI COlllllSSIOII TO Til!: COUNCIL OP IIJ.TIO!IAL DnSE 
Federal l!eserre BulldiD& 

ll'ashington, D. C •• 

The Honorllble 
II&II%7 llorgenthau, Jr. 
Secre t ary of the Treasury 
Tlaohinston, D. c • 

Dear Henry: 

December 18 1 1940 

I , too, boTe been c011cerned with the price risee that 
boYe been taltin& pkce in lumber 1 &Del tor the pest t wo 1100ths 
hne been looking into thea. Ae you aa:r recall, I issued a 
praee relaeae on Septesi>er lOth in which I eteted that I be­
lle•ed the incr ... aes were not justitiecl on the basil of npply 
and deaand. Since that time there has been inetl tutecl a central 
MUrChuins arranse~:~ent which baa had the net result or briDging 
pricoe paid by the Go.-orlllllent down to the ...tent of $2 to t4 a 
thoueand. 

That the industry has exercised so~o form of voluntary 
production control is evidenced by the faot t hat in 19291 with 
total ehipoente of 36 billion fest , stocks on band at the end 
Of the ;year llJIIOUDted to 13 billion feet, while in 1940, With 
shipments eeti!aeted at 29 billion teet, stocks at the end of 
NovoQber were only 6.75 billion feet. 

There are a number or things which still serve to keep 
the general price level high, .-ost ot which o.re ainor metters in 
thoaaelYee hut, cODhinecl, serve to dlotad> thoe u.rtet. One ot 
theee i a the aatter of grade marlt1llg, in which the Proeuresenl; 
DiYilion can help. ReauJLtians ot the Proo....-ent Dirlsim re­
QUire tbot apecitications call tor grade aarked lQiber. This 
grade •rldng 1a done under the rules or the AaericaD Lllol>er 
Standards Aesocl.&tion, llhich ia oo10poaed ot the lwober lii8DU­

taoturero associ ations . In ~ inetancoe it hoe been found that 
these lllllllu!aoturillg associatiCiba hove used their rishte to i ""ue 
grade m&rkini certificates in a dleeriainotor,y mruoncr against 
independents . Thie mat ter has been investigated by the Depsrt­
••nt or Justice an~ indictments have been procured against the 
\Vest Ooaot Division &lid the Western Pine D1v1a1on. How&Yer, t he 
proceaa or litigation can be stretched out ever a vary long period 
ond we can get no !mediate results troe that aouroe. I believe 
that it the Procurellellt Division changed i ta regulAtion to perrait 
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acceptance of inspection certifi cate s troJD independent inspection 
Oj!enciea appro't'ed b7 the Procure11ent Di vioiOil , it would be 011e s tep 
toward breaking up possible control which ie alleGed by the Depart­
ment of' Justice to affect prices . 

Other efforts are being JM.de el011g tho linea of encouroging 
aul>otHutea, particularly by those agencies engased in defense 
housing. We are elso now investi gating pcaeible avenue s of in­
creasing supply througj> tbe Forest Service. 

Sincerely :yours, 

(signed) Leon 

Leon Hender son 
COIIIDisaioner 

P. 1/-. I ' ll lulving the whole eitWltion in llllllber canvassed with 
o view of' taking whatever action we can. 

100 
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TH~ SECRtTA RV OF THE: TREASURY 

WAaHINOTON 

December 23, 1940 

Dear Leon• 

Replyinc to your letter ot the 18th, I aa 
ca« to note that plans are conteaplet ed for gett1ng 
lur.l>er prices UDder coatrol. I believe, h010ever, 
that you have been lliointon:ed in conoludin& that 
&rade aarki.D& require"8nto or the Prooureaont 
D1v181on have been a !actor in the price eituntion. 
ftesuJ.ation& Of tha Procureooent D1Yinion proYide C.._ 
plete flexibility 1n the beeia or lWIIber apeci!ications 
uaed by Gonrmoent bU1ing egenoieo, the onl7 require­
aent being that the Dirteion be noti!ied or tbe grade 
ratings used 1! they differ from those or tbe Lwd>er 
St1111darda Association. All agencies ca n uae independent 
grade ratings, 1f they so desire, and various agencies 
hove been using t hem for some time. 

Sinoe1•ely, 

(signed) Renr7 

Roo. Leon Render &On, 
Commieaioner of Price Stabilization, 
Advloory COIIIIII!ssion on Hationel Derenee, 
Federal Reserve llulldlng, 
Waehington, D. C. 

P. s. l'llult do you propOse to do about the price of 1\l!:lber? 
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Deoeaber 15. 19\Q: 
1.02 

The 8eoretar7 aeked Kr. Raae, 
"To find out fr011 the A.ra7 eaoh par­
ticular item that the7 ineiet •uet be 
•ade of pure wool, and then we oould 
ehow thie liet to the Inetitute of 
Cotton Kanutaoturere, and tind out tro• 
thea it thie article oould not be dup­
licated in ootton. After all, we haTe 
S or 10 •illion bale• of ootton, and 
1t we oan tind eoae •1 ot using thie 
up on the Arm7 and, at the eame tiae, 
keep the prioe ot wool troa going throqgh 
the oeiltng that would be a moTe in the 
right direction.• !be liet eubaitted 
ie ahown in EJhibit 5· 
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Deo .. ber 20, 19i'o 1.03 

t o eeoretarr Xorgentb&u 

Fro• Mr. Haae 

.... 
Attached ie a l~t o! woolen 1teae ueed br the X111tarr 

eervloe. You indicated that rou wiehed to give euob a liet 
t o t he Cotton Inatitute, i n order t o aeoure their auggeatione 
a a t o cotton aubet itutea. 

Attachment 
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To Secret&rJ Korgenthau 

Mr. Baas 

1.04 

rroa 

SubJect: Ite•s purohased by the Ani¥, II&TJ, and Karina Corp a, 
oontaln1ng wool. 

In response to JOur request the tollow1.ng 11ata 
haTe been prepared, shoVing the principal iteae con­
taining wool, uaed b7 the a111t&rJ aar-rioaa. !heaa 
data were obtained dlraotlJ troa the Ara7, llaTJ, and 
Marine Corps. 

!!:!1. 
Blankets, wool, o. D., 3i lba., Q.M.C. 
Sarge, o. D., lS oz. 
Kelton, 0. D. 32 oz . 
Shirting, worsted, 0 . D., lei oz. 
Blankets, wool, 0. D., 4 lbe., Ked. Corps. 
Undarshirte, woolen 
Drawers, woolen 
lersaJ, 0. D., 30-32 os. 
Books, woolen, heaTJ 
Book a, woolen, light 
GloTaa, woolen, 0. D., Ott., W. 0. & E. M. 
Barge, 0. D., 13 oa. 
BlaDketl, ll&ddla, o. D. 
Butting, o. D., 20 os . 
hrge, o. D., Cotton 6 Wool Llnlnc, 4~9 oz. 
Bwaatara, 0. D., WUraea 
Sweaters, o. D., Air Corps 
Bunting, wool, 0. D. , 4.2 oz. 
Muttlara, woolen, o. D., Juraaa 
GloTali Woolen, 0. D., Juraea 
Flanna , woolen, gr&J, 24", lining tor horse ooTera 
Felt, liTeral kinde 
Cloth, lining, wool, knitted, o. D. 22.5 os. 
Elaatique, 0. D., 18 os. 
Cloth, l ining, wool, 11 o&. 
Serge, o. D., 16 oz. 
Cloth, shirting flannel, lei o&. 
Woolen inserts, leather sloTea 
!oqu11, worst~ 
lac•, alaep1ng, wool filled. 

8ouroa: Lt. Col. C. A. Bardia 
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Secretary Korgentbau - 2 

Blankete
1 

wool, white, orew, e1ngle 
Cape , -loh 
Flannel, blue, 11 oz. 
GloYee, woolen 
Jeree11 
Melton, blue, da~, 16 oz . 
8ooke, wool, black 
8ooke, wool, natural oolor 
Underehirt s, ootton-wool, a1xed 
Ieree7, blue , dark, 30 oz. 
L1n1ng, telt, gre7 
Oloth, blue, ~. t or ott1cere1 UD1tor.e 

(16, 20 and 2S oz.) 
Cloth, aarocn 
Drawer•, aen ' e, cotton-wool, a1xed 
Serge, blue, ~ (14, 15, 16 and 17 oz.) 
frunke, bathing 

Source: Coamander W. B. Young 

Underclothing 
OUter oloth1ng 
O'l'erooate 
Blankeh 

Marine Corp• 

8a.ddle BlankeU 
Field bah 
Bunt1nge and tla«• · 

Source: Col. L. 8. 8w1ndllr 
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Dn •• 16. 1$1 106 
!be leorehi'J req~ae•'" ot Ill'. 

Baa11 "I nft1o14 1a JGIIlr lde_. repor' 
that the prlee or lldter 11 -.p JJ or 
J~ •· I Wllb ,.,. ~4 11' ae bow 
wblther tbe llepartant or Acr1011l ,.,.e, 
tllrolap an1 or 1h arr111at11 or n'b-
1141ar1e•, owa1 anr 'baUer, eteree &IIJ 
butter, or 11 leading &aJ aon11 on nt­
tlr.• A oopJ or the aeaorandua prepared 
111 re1;0111e to thh requat 11 lhown •• 
bbpP1 6. 
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fo a.oretarr Korgeat~u 

rroa 11r. Baa• 

8ubjeot: Butter under loan or own.a bT Departaent of 
Agr1ou1 tve. 

In r .. poa .. to rour re(luee\ of reehrd&T, I ba•• learae4 
that t he Oouo41 tr OredH OorporaUon bae ao(lu1re4 udar 1t1 
194<1 pr1oe etab111aaUon prograa 66,000 poUII4e of butter, 
ya1ue4 at approx1aatel1 $19,000, aa4 the lurpla• -.rket1ac 
.lda1nUtrat1oa ~· 25,000 poDD4e (oh1p~l1 1939 nuer) for 
re11ef 4Utr1blat1on, yalu.a at about ... 500. !hie repzo .. eaU 
t h e t otal preeant 1nteree\ of the Departaea\ 1D \he butter 
aarket . 

• 

1.0'7 

' 
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. . . . 
1.08 

!he Seeretarr ba4 1Jialll:te4 tor 
aoae t1ae tb&t a abo~ ot ateel 
oapaoU7 •• 1n proapaoi, 4eaplte ••­
auranoea troa Ill·. Stett1n1ua to the 
Prea14ent tbat the 1n4uatrJ waa ~·­
pare4 to aeet all 4eaan4•. On thll 
4ate be aent a letter to the Prea14ent 
expre111ng b11 aerloua oonoarn oTer the 
proapeot1Te eteel ebortage . i~lblt z. 

5! 
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Secretary of the 'l'reaaury 

Dec .. ber 18, 194o 

1~ dollJ' l4r, Prui clont 1 

111 interut in toreotall1"4!; pot onUal infleUon&r7 deYelopaente that 

vould react unta•orabl7 on th,. econoiQ' ot the coUDtry , •• well at our 
whole fiacal progrAII, an4 in guardi J141 againet poootblo ohort a&OI ot de­
fense mAttr1ala, l eadt me to expre te ~ ter iout concern oTer the crowing 
congeat i on in the tteel in4uetry, 

No oxpert knovled&e to nece oaary to oee that tho oteol ioduotry will 
be UMble to hendle t he Yolwoe of or4ero that Heo ahead. ln add1Uon to 
the h-co Britioh ordero that are nov i n proopect, the bulk of our dtfenoo 
ordero are otill to be placed with the oteel mi l lo , and tho ordinary non­
defenea delll8Ild will undoubtedly be enlarged aa tho national income riaeo. 
As you will note on th• chart whi ch I ~ &ttachi n& , there is very little 
capacity avai l able in any tteel diotrict tor a furt her increaae in output . 

A oyotem of priorit iea, applied excopt 88 a te~rary axpedient, 
wuld oorioualy hs.mper tho orcgr"" tor achiorlng full employment of labor 

end reeourcea. 

109 

I h~To not been great~ encouraged by recent prete announcement• of 
expandon plMo b;y cort &i n oteel comp&niu . In IIJl attached table I han 
l iated all of the propoood increaaoo in oteel i ngot capacity that I know 
about, plue the new caoacit;r (el ectri c furnace) completed thia ;roar or 
UDder conatruct ton. !aken together, tbla amounta to a proepectt•• 1D­
creaae in ingot capaci t y of only 2.7 per cent, the bulk of which apparontl;r 

will not be completed tor 12 to 18 montho. 

You will r ecall t he large oteel expansi on that woo found neceooory 
during the World War, .bon the ingot capacity vae inoreaoed about one-thi rd 
betveen 1914 and 1918. In Yi~ of the inereaeingl;r urgent need tor more 
ateel, i t eetmt to ae that an tm=e41ate m&Jor exp&ntlon progrea tor the 

eteel induttry h cleerl;y called for. 

Paithtull;y yours, 

!he Prea1clent, 

'l'he White Houee . 
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Now otool capacity eomplttod, undtr conotruotion 
or authorized oineo January l, l94o 

Bethlehem Steel Corporation 
U. s. Stool Corporation 
Alooriean Bollin& lUll 

Electric furnaces 
(Amoricen Iron and Stool Inotltutt 
eotiaate o! eapae1ty o! 21 new 
electric furnaces nov in o~eration, 
or expected t o be in ~roduction 
ur ly 1n 1941) 

l!ot tone 

&5(>,000 
4oo.ooo 

5(>,000 

1.1.0 
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fanuary S. 19~1: U 2 
A letter and chart were eent to 

the Pres1de.nt on th1a date abonng the 
1noreaae 1n coet ot bu1ld1ag a 6-rooa 
traae house 1n St. Louie. E!h1b1t §. 
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If¥ d.Mr Mr. Prooidut: 

I think 70U .., be lntorootod 1.n tho 

attached chart, which thovo thot tho coot 

ot o &-rooa tr .... houto 1n tbo St. Louie 

oroa bat 1ncroaoo4 13 per cent t1noo Jul7, 

end ohovt 1n detail tho 1nd1Y14ual cut 

1toao rooponolblt tor tbio 1nortoot. 

foUbtul}¥ 70VI, 

tho Prolidtllt, 

tho Vblte Bout • 

:11.3 

, 
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1.14 
' 

Rea1dent1al ccnatruction ocate 13 per cent abcYe Julr 

Ettimated costa or conatruotion tor a standard 6-rooa 
rrame house in the St. Louie d1atriot, compiled each month 
br the Real Eetate Ana171t, abow an increaae or 13 per cent 
a1nce JulJ. The itemized increaaea tor materiale, labor, 
and general co eta are abovn on the a ttacbed chart. 

It will be noted that the largeat percentage lncreaae 
baa been in the coat or tiniabed and untiniabed luaber. Lu.­
ber coata, boweYer, leYelled out between MoYe•ber and December. 
(Tbe SLS tigurea on wnoleeale ~uaber pricea &leo abov a leYel­
l1ng out during the three veelt1 ended Dece•ber 14, but ln the 
laet two weelta ot December a further r11e bae carried tb• 
again to new bigba.) The coat or beating and plumbing aa­
teriala in December, according to tb11 compilation, declined 
below the coat i .n JulJ. 

The greatest adYanoe during the paat month waa 1n labor 
ooata, and certain gener al coats haYe a1ao increased. (Lower 
aectiona ot chart. ) 
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laaparr 11. l!!l,s 

!he .a. .. oo1ah4 Pre .. craote4 'be 116 
Saore,ar)' •• .. JlJIC d b1e preaa ooa­
ferenoa tbd pr1He of wool an4 oer-
ta1n o'ber oo .. o41'1•• were 'oo b1Jb, 
an4 that tba 4aJ11er of pr1oa 1Aflat1on 
neoeaa1tate4 1 eTerJ ageno)' of tbe 
GoTernaent fttoh1q tbe e1 tuat1on 
alnute of 'h• t1ae. • Xzb1b1' 9, 

~--------------------~ 
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Oopr or Aaeoo1a~ed Preee repor~ or 3aauarr 13, 19~1, 
coverin$ a~ateaent on wool pr1oee at preee oonterenoe on 
thAt date: 

Seore~arr Henrr llorgenthau 3r eaid t odar that he had 
been alaraed br Wha~ he o&lled •unwarranted rieee 1 in ~he 
prio.. or luaber, eorap iron and wool, but tha~ LeOJI 
Hendereon, aeaber or ~he Rat ional Derenee Oo-aiea1on bad 
been doing a •grand Job• 1n handl ing the prioe eituat 1on. 

The Treaaurr head added that the danger or pr1oe 
1nrlat1on neoeeeita~ed •e•err agencr or the Governaent 
watching the eituat1on e•err ainute or ~he tiae. • 

In ~he Treaaurr, Kr. Korgen~hau added, aoaroelr a dar 
paeees wi~hout eoae d1ecuea1on or the price e1tuat1on. He 
said that no uee or tax powera to control prioee appeared 
t o be necessary a t preaent, but that th1e poeeibilitr wae 
being etudied. 

Kr. Korgenthau ea1d one or the pri ce r1eee wh1ob be 
had noticed and which he thought •unreaeonable• .... a 
13 peroent riee in the pri ce ot a six-room bouse 1n St. 
Loui e since last Julr. 

U7 
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Januarz 15. 19~1: 

The Aaaoo1ate4 Preee statement 118 
quoting the Seoretarr •• ••ring wool 
prloee were too h1gb brought oritloiea 
rroa the Secretary or the National lfool 
Growers ' Auoo1ation, Ruult1ng cor­
reapon4enoe la ahown ln &xh1b1t 10. 

Regraded Unclassified



12 w 
'ffi2 ll l~O NT 

Great Falls Mont Jan 15 1941 

Hon Henry Morgenthau Jr 
Secretary of the Treasury 

0 0 PI 

January 16, 19~1 

Wiring as Secretary National Wool Growers' Association 
representing f i fteen thousand western wool growers wish 
express regret publication Associated Preas statement 
January thirteen quoting you eaying have been unwarranted 
advance in wool prices. We fe el that careful checking will 
convince you that statement ie unwarranted and unfair to 
wool producing industry a nd misleading t o oonaumera. Urge 
you consult Department Agriculture ·~arm Price Figures• 
which show wool prices now l ower than tall 1939 or 1937 

119 

end lower t hen average ten years fol lowing 191~. Will 
appreciate your wiring me Davenport Hotel Spokane saying 
it you were quoted correctly end 1t eo it you will investi­
gate end i ssue !air correcti on. Also please advise it you 
have complied with Sect ion 303 Tariff Act which requires you 
increase duty on wool imported trom Uruguay account export 
subsidy being paid by that Government. Will appreciate 
early reply. 

F R Marshall 
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January 19 , 1941 

CA29S 24 NT • Spokane Wash 19 

Hon Henry L Morgenthau a 

Treasury Department Waah D C 

Reterenoe ay wire 15th aent as Secretary Nat ional 
Wool Growers Association raqueat you wire reply care 
Davenport Hotel Spokane on t wo queetiona asked you. 

F R Marahall 

·:l20 

Regraded Unclassified



llr. F. R. Marshall 
Davenport Hotel 
Spokane Washington 

CO PY 

January 21, 1941 

121 

Your w1ra. Januar7 15 and 19 re wool pr1oee Le t ter t o 70u 
w111 go forward todaJ. 

Herbert E. Gaston 
Aea11tant Seoretar)' Treaaur7 
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Januar;y 21, 1941, 

Mr. F. R. llarohall, 
Seerettry. Katlonel Vool Grov.re • ~eoclatton, 

C/o lla• enport Hot el , 
Spol<ano, t:aohi~ton. 

Deer !·lr. llarohall: 

1.22 

llor Seeret eey }!orcenthau I "" rep4'1.D41 t o ;your viro of January 15, 
vh1ch hBd reference to &D Aaeoe1ated Preae report of a atGttment vitb 
respect to wool pr1cea made b7 the Secretftr,y at a 9reaa conference on 
JpnUN)' 13. I han be! ore =• a pren elippin& of an .t.nociahd Pron 
re~ort of that date which re~d• as tollowe: •secretar7 Henry Horgenthau, 
Jr., odd tode:t that be had been alarmed by vhat he. called 'unve.rranhd 
rise•' in the pricee of lumber, ecrap iron and wool, but thot Leon 
P.en~eroon , member of t ho ~~tional Defonoo Oommiosion had boon ~ing a 
'.;ran~ job' in bandli~~g tho price situation. • 

!ble at~tenent it ee eentiallY correct. !be SecretAry's concern 
o•er the ~rice situation tor woolen goode 11 ebared by the Defenae 
ComDiaoion ao indicated in n nevepapor articl e of Januor:t 6, vhich roodo 
as follows: "Tomorrow, •!r. Henderson hae invited. repre eente.t1Ye member• 
or tho wool llll!llufacturing induotry to 'iaohi~~gton to dhcuoe prices on 
voolen niece coodo . :Bu;yora or voolon goodo have colllj)lainod to the Doteuo 
Cor::::>iaoion of oherpl;f ad• ancod prieoo on !All linea and of h1cl> pr eooaro 
aales !!letho4a b7 aog,e aelltra which tend to create an unnec• ••AT1' ruab to 

co•er roouiracento at higbor prices. It lo r eported thAt leo• than half 
of the incroaoo in pricoa now being croo\od can bo explained on the bllllo 
or higher raw wool pricoo , Mr . Henderson ooid, addins that ouch unjuoti­
r iod incrooaoa in tho coot of p iece eoodo would inevitably bo reflected in 
on incr eaoo in the price of retail clothiD&, I t i a hoped that thio con­
ference vill drav tho attention of t ho 1nduotry to tho 1~rtanco of pro­
• ent1ng tho otart of an upward opiral i n price• and vill reoult i.n a 
reconoidor~tion of an:t contemplated price odvancoo at thio ti&e when buroro 
e.re covering th.e1r fall requirement a , the deten•e eomm1aa1oner a&1d. • 

Secretary Morgontbou hao indicated full agreement with tho pooition 
token b;y Comml aoioner Hondoroon and at bi o preos conference on Jaouar;y 13 
ho ref erred to tho experience of tha Proc'CIJ'oment Dbioion of tho !l'rouury 

Depart,.ont 111 p'CIJ'cbooinc voolon goode for "'" b;y tho Rod Crou 8Jlc1 non­
aiUtar;y "'l•ncioo of t ho Oonnu;;ent. 

Section 303 of t ho fariff .t.ct, to vhicb you refer in tho last 
eontenco of your telegram of J anuar;y 15, authori•os t ho Secrot~ry of the 

Treaaury to i~~~.PDoe countorva1li.D4i d.uUoo on imporh of dutiable goodo vHb 
rsepoct to which it baa boon determined that ezport ouboid1oe are boinc 
1>1lid. 
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ID!orution before tb.io Depart .. n\ 11 \bat lbore o:do\o in 1Jrclc'aq 

6 0arreno7 control, which, •• &da1u1•••recl, M¥ f&'t'or cer\aln ezporta o••r 
olhArt. nth tho oxeopUon of IIIUlataclurod woolen article• wool 1o 1101 at 
tbh UIH om<UIC lb.o faToro4 oo ... diUoo. Tho Depart•ent 1o giTiDg inlen­
oi•o otvAY to the Urucua7an control Oltlom with the proTi oiono of Sootion 
}0} of tbo !arlff Act in mind. 

To17 trul.T ;youro, 

Rorbort B. O&o\on 
.Uolotant Soorotar7 of lb.o !roaaar;r. 
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COPT 

7ebruar,r 4, 1941. 

Dear llr. llaroh&llo 

ID repl)' to ;rour telocr .. ot Januarr 31, I will •AT that a 
clooer otad7 ot the wool price oUuatlon whlcb we ha.,. recentl)' aa4e 
ralaeo the qu.otion whether the criticiea ot woolen coodo prlceo b)' 
Couiaeloner Ben4eraon &D4 Secret&J'7 Worpnthau. \o which JOU refer , 
doe• DOt apply with at-oat equal force tc wool priceo. 

fe are auoh concerned . tor eXMpl e, wi th tbe 1norea.ee ln the 
price o! olotb uaed ln J.no;r unlfonu. The wboleoale price ot tine 
erode ••rce unlfono oultiDg ..... 12 par cent durlDg 19llo, trc• • low 
ot $2,426 a )'&I'd on 7ebruazy 27 tc $2.723 on Dec .. bor 24. 11e41,. 
p-e4e oerp in the •- period ..... 18 per cent. •• tind that pric .. 
tor certeln trpeo ot wool 1n 19llo, bowner, aa4e conolderabl)' cr•atar 
plno than theu in a aborter Uae. J.o a aeuure ot priceo tor one 
t;rpe of ••i-aanlltactured wool, the price of wool topo at 11 .. Tort< 
rooe to $1.44 a pound on Januarr }1, 1941, ao coapared wltb prlceo 
bel ow $1.00 aa reoentlr "" laet J.U«Uat. Dur1Dg the h1sJll.r apeouiaU.,. 
price r1••• of earl y 1937 end the tall ot 1939, tbo bigboot monthlr 
anr&«e• tor wool tcpe were $l.JO in Januarr , 1937 end $1.21 in 
October, 1939· 

!law wool pricoo ban ebon .,..,. extenai'ro pri ce pins. I note, 
for eu.ple, that the ..-er&«e .onthl)' price ot Ohio tine ccabiDg wool 
at :Booten, u reported b)' the Departaent ot loabor, rcoe 29 per cent 1D 
tour acotba between J.uguat and. Dao•ber, Ohlo fine delaine combiDg 
1n tbo aoaa period rooe 27 per coot, and wholaaale priceo of 'fariowo 
other t:n>e• inoraatad 1n thooe tour aontho around 25 per cent . 

I not1 that the a..er&«e fane price of wool 1n ;your State of 
•uh1Dgton, u reported b)' crowert tc the DepartMnt of J.criclllture , 
rcoe froa 24 centt a pound in J.Ujplet tc 33 c entl ill .Dec•ber, ..,. 
lncreue of 37t per cent. 

'1'ba ,.,..nap tano price of wool in the United Statea, which real 

14 per clllt W t ween J.U«Uat and Deo•bor, reached 31.2 oentl a pound b 
tbe latter aonth. Thlo wu far aboYo the Departaent of Agiculture'• 

pari\;r prloe of 23.2 oenh in lleo•bor. It 1o aloo abo..e the peak of 
21, 7 centl reached 1n Oct ober, 1939, and 1a 3 per cent abo.,. tbe aYe r­
ap pr ice 1n 1929. In oontrut, the anrap pri oe reoehed b:r prod'aoero 
of all fano producta 1n Dec•ber waa 29 per cent below the 1929 &Yir&p, 
and obowed a p in of onl)' 5 per cent in the laat fov .ontba of 19l!o, 
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You tbould 11114eretaD4 that \be ooacel'll upreoatl!. br \be Secre--.,. 
• •• DOt ao II"<ICb oTer a lnel or pr icae at a parUcular .., .... , aa oftr 
ro.taa or incrt~"e \hrea\ ... lJlC n olent dhlocaUon of \be price a\.,..._ 
turt. J'roa tbh poillt of now 11114 1.llo tne licbt of tbe ractt .... uont4 
abo••· bio poa1\1on ae .. e t o baTe been well Juot1f1t4, 

Mr. I, I. Mareball, 

81noerelr 70uro, 

Herbert .1, Oaaton 
.l.aeh\ant hcretarr of tbe Treaaurr. 

Seoretar,r, lational • ool Grower• ~eoctat1on, 
509 lloCol'lliolt Buildin&, 
Salt LtJce 01tr, Utab. 
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!be SeoretarJ aeke4 Kr. Baa• to 

41eou" with Kr. a.- or the OP.l the 
preble• of controll1Da pr1oe• 1D the 
aetal aarkete. .a. reeuli1nl ••orudua 
fro• Kr. Bau b llhofll u Jb1b1i u . · 
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Je.nll&l7 28, 1941 

To Secretary Korgenthau 

l'ro., '~:!:."*" . Haa a 

In accordlllllle with your request I tel ephoned llr. Hall and 
he explained tho extreme difficult:y they aro having controlling prices 
in SOCII of the motel markets. He Jtentioned in particular eluminula 
scrap and zinc scrap . 

Taking sine '<8 an Wuatratim, be aaJ.d tbet tbrougb the 
otrorta of llr. Henderson 1 s office the producer a of virgin >inc han 
adntained a price of $7. 50, whereas because of the extreae c!...and 
tor sino , acrep sine upm which tbey have no oo11trol at preunt ia 
aellini for $l.O.SQ. He pointed out that new capeoity, which would re­
lieYe the aituo.tion somewhat, would not COCI8 into production untU 
aometin:o in June. 

llr. Raa was confident that a price 11 tustion of this kind 
ahould be handled by a system of prioritiea, r ationing the output of 
the induotry. He said that additional legielotion would bo requirecl 
to grant power to the President to r ntion ouch products for civilian 
as well a e for military uses . Re apoko to Attorney General Jackson 
t bout the l eeislation and also raioed wi tb bi= the question as to who 
should be responsible for the priority or ra tioning policy. Re said 
thnt llr. Jackson sUggested that he di&cuss the JD&tter with you as he 
thought 7011 had ditcussed this ID&tter •1.tb tbe President at one tin:a 

llr. lisa aaJ.d his study o! the Brit ish procedure and organ­
iution t or rat.iming alearly indicated that responsibU1 ty should be 
placed in tbe baDde of one qeney. He aaJ.d the British experience alae 
indicated that the best results were obtained when it ns in tha banda 
of ciTil serrlce eapleyees rsthor than in the handa O! buainesSilOD. 

1.27 

Ro would like to knc• that ho bed your help and backing in 
gettinc a priorities and ra tioninC oecanization aet up, presumably 
under llr. Henderson or somewhare where the work would be conducted to 
their aatiaroction. Re considers this probl• of the most vital 
l.Jnportance in the control of prices and feels th1.1t it is Yery urgent. 
As there 1a to be a meeting of the Dafense Commission t0111orrow aorning 
et ll o'clock, Kr. Ham had boped to sse you, lllong with Mr. Ginsherg 
(l.lr. llonderaon' s legal adviser 1n the Defanae Couiaaicn) , aanetiloe 
thl.a afternoon, 1f only !or tOD minutes. He said he was greatly in need 
ot :your help. 

11r. U.. said tbnt 11r. HenciersCD is in Plor1da and 11181 be 
any tor a IICIIItb or more. 
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l'o1low1Ag oonrerenoee at the 
!reaaur7 w1th ••••r• . a... and G1neberg 
ot Mr. Benderaon'• otf1oe, at wh1oh tbe 
rationing ot oiTilian deaand waa dia­
ouaaed and an i lluetratiTe chart on 
&1no prepared, the ~eoretar7 wrote a 
letter to tbe Pree1dent, 1n wbiob tbe 
•xtent ot cooperation between the 
Treaaur7 and the Prioe A4a1niatrator•a 
ott1oe 11 indicated. E!hibit 12. 

• 
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THE: SECRETARY OF' THE. TREASURY 

W AaH IHOTOH 

Pebruar,r 17, 1941 

lly dear llr. President: 

llefare Leon Henderson left on hia .,cation, 
be asked that I see h1a two principal aeeistents, 
Jlr. llaaz, 'Oho is an ecooCIIIiat, and llr. Cineberg, who 
1e his attorne)", 1n case th.,- needed guidance. 

Lest week, these two gentl .. en bad ltmch 
with lle and brought to a;, attention the question of 
the r • tioning of civ1lien d.......:! for various stra tegic 
cOClll:oditiea. I a sked them to work out the case of 
zinc, which they did with tbe aeeiatance of llr. George 
Rnaa, of ~ office. I bad not realized until they brought 
t his matter to ey attention how illlportnnt the rationing 
of the ciY111an demand for strategic materials is. 

I am enclosing a chart which clearly outlines 
the problem. I ..., also encloaing a draft of proposed 
lesislation prepared by l~r . Henderson' a office. After 
reading tbe•e documents , I would appreciate auggeations 
t'rOII ;you es to how to guide tbeae two &entlemen during 
llr. Renderaon 's absence . 

I ..., send! ng a complete copy of tbie correa­
pondence to the Attorne)" General. 

Tho President, 

The Tibite House. 

Joura sincerely, 

(signed) K. Yoraentbou, Jr. 

129 
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THE NEED FOR POWER TO RATION CIVILIAN DEMAND 
IN ORDER TO MAINTAIN PRICE STABILITY 

A Specific ~Jtample 
ZINC, SUPPLY AND DEMAND IN THf FIRST HALF OF 1941 

('*IIIU IN ~NOf "' ~1 ~~ 

The \Otal pici.ure ., .. ,.. • • f•llowt: 

suPPLY ~--~--r-----------------~··~·-~-----~~-WH--~· _____________ err __ JI:"~I~--, 
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February 27. 1941: 
131 

The Secretary requested xr. Haae: 
"Pleaee bri ng to Leon Henderson'• atten­
tion the taot that there ia a tremendoue 
riae i n t.ported oocmoditiea. What 
are they doing about itt I want to hear 
rrom them. Have they brought 1t to the 
President'• at tent1ont It not , do they 
want me to bring it to the Pres1dent•e 
attent ion?• A letter subsequently eent 
to the President on thi s subJect (March 
is shown ae E;bibi t 13. 

11) 
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TlU: S£CR~TARY OF THE T ,.I:A8U RY 

W A .WIN OT'ON 

UIU'ol\ 11, 1941 

l:y ~ear Yr . Presid•.nt : 

1 ahould 11lte to 'brine t o your attention t he otft!'.dy 
lncrena~ in pri ces of l z:tpOrted -terl sla that ~ ..... been 
mtler r.a.....,. f'or a Mnth or t!IOl"e. T'hfll: eontro.at, e.e conpe..red 

.-.tt.il t he rather fiat trend of dt)mftl tic COIIII041t)' prices , 
1a ohoPD o~ the attaehed chart ftllde h-o" prlcoa of tho 
11 !n:Yl rted Q8terlals an~ 17 4o8fttt1c 101\terl&la In tbe 
11-lreau o! Labor Statbtica 4a11T price l ndu of 21! be.slc 
C<l'""'d1 t1ea . The price Index of lt!pOrted caterlal• h"" 
v tnf'd. 10 per c ent atnce the end. ol Jrn\~ry. aa co:o~pEU"ed 

"' ith & 2 p~r cent avei"P..£8 ge.tn 1n gricee o! domeattc 
mnterlala. 

~hlce t he lncreaoed prlceo are nttrlbutod In the 
t•ro•• to the tl&ht oceen shlppl ft4 s ltu..tlon, an Increase 
of ono- thlrd in prices of coeo• nn4 ohelle.c dthln five 
roeka would also au-~se•t that epoculnt1vo bu,yi~g h&e 
'been a factor. 1 note thl>t the vo1uJM of trl!.dinr In 
cocon tuturP~ 1ncreaPed sharply l~at week. Increasing 
•.-•culat!ve activity I n eny group of eolliMOd ltlos would 
t •nd t~ affect o t her groups , ar.d would add t o the dif­
ficulty of holdinG a ~ner&l prl c• rlao In ch•cl< . 

Ya!tb!ul1y youra, 

( s l t;lled) 11. llor.JGnt!vlu, J r. 

The Pret. ldent, 

Th" 'ffhl te House.· 

1.32 
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March 14. 1941: 134 
The Gano Dunn Steel report, 1nd1-

cat1ng no ehortage ot eteel oapao1tJ, 
wae at Tar1anoe with conolue1one arr1Ted 
at rroa analyaee b7 the Treaeur1 and 
other GoTernment ageno1ea. A or1t1o1aa 
ot the Dunn report euba1tted to the 
Secretary, together with oorreepondenoe 
with Kr. Dunn, 11 ehown 1n £xhib1t 14, 
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. . . . 

March 14, 1941 

To: SeoretarT Korgenthau 

From: Kr. Haas 

SubJect: Oommente on Gano Dunn ateel report 

I am eubaitting herewith, in reaponee t o your request, 
an analyeia ot the Gano Dunn report on the adequacy or our 
ateel capacity. 

Tbie analysis, while not carried out in exteneiTe 
de tail, ia auttioient to reTeal that the apparent aurplue 
or steel capacity indicated by the Dunn report 11 baaed on 
a number ot unrea11at1o and erroneoue aeeuapt1one. Vben 
allovanoe 1a made tor these, 1t aeeae Tery likely that any 
aurplua aey be wiped out before the end or th1e year, and 
certainly by 1942. 

Since the en tire question ot the apeed or our detenee 
errort 1a bound up in the adequacy or our ateel capacity, 
it vould aeea that any di fferences or opinion ahould be 
reaolTed on the aide or proT1d1ng too auoh capaci ty rather 
than too little. 

Attachllenta 

/ 

1.35 
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Oommenta on the Gano Dunn Steel Report 
136 

I. fbe Treaaury ' a relation to the gueation or ateel capacity 

1. ror aoae tiae, concern baa been telt in various 
quarter• over the adequaCJ or our eteel oapaoitJ. On 
December 18, 19~, a letter vaa aent to the President bJ 
the Secretary or the Treasur7 in vbiob be expreued con­
cern over thia problem, &aJing that •no expert knowledge 
ia neoeseary to aee that the ateel industry will be unable 
to handle the volume ot ordera tha~ lies ahead. " The need 
was indicated tor an immediate expaneion ot ateel eapacitJ 
in order to t oreatall potential intlationarJ developments , 
which would react untavorablJ on the eeonom7 or the countr7 
ae well ae on our vbole t1eoal program, and to guard agalnat 
possible abortagee ot detenee materials. !/ 

2. The Preeident appointed Mr. Gano Dunn to make a thorough 
study ot the steel industry and to submit a report, compar­
ing probable 1teel requlrementa with the capacity ot the 
steel induatrJ to meet tboae requirements. Mr. Dunn eon­
tarred with Secretary Morgentbau regardlng the TreasurJ ' e 
interest in the aubJect, and vas ottered all information on 
s t eel requirement• avallable in the Treasury. 

}. On January 17, 19~1 , the Division or Reaearch and 
Statistics completed a statement converting into equiva-
lent terms ot ingot steel the quantities or various com­
modities required by Great Britain, as listed 1n a secret 
document prepared in London and presented to Secret&rJ 
Morgenthau earl7 in Januar7 b7 Mr. Arthur B. Purv1e, 
Chairman or the British SupplJ Council in North America. 
The rates or conversion ueed b7 the Treaaur7 were very 
conservative, and were determined atter consultation wi1b 
the ateel expert or the Bureau or Research and Statistic• 
ot the National Defense Commiaeion. In line with Seeretar7 
Morgenthau1 s otter ot assistance to Mr. Dunn, the statement 
was sent to him by the Secretary immed1atelJ upon completion. 

~. On Januar7 22, Mr. Philip Young eent Mr. Dunn a copJ 
ot the Deoeaber montbl7 report or the Br1t1ah Iron and 
Steel Corporation, the purchaeing agent ot the Unite6 
Xlngdom tor commercial steel 1n the United 8tatea, Thia 
report presented, among other things, certain tigurea 
which were atated to be estimatee or the tuture monthl7 
exports ot commercial steel, 

!/ I copy or thle letter, together vitb other iettere referred 
to, is attached to tb11 report. 
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5· On January 27, Kr. Dunn wrote the Secretary rahing 
certain queetione about the Treasury conTeraione ot 
Brlt11h r equ.1reaenta. In the absence ot the Secretary 
the queetione raiaed by Mr. Dunn were anewered in a letter 
ot Acting Secretary Gaston, da ted February ). In order 
that Mr. Dunn might make his own oonTereions into ingot 
steel, Mr. Gaston alae enclosed tor hie confidential use 

----a.~opy of the estimates or r equirement• tor selected oaa­
• - moditiea shown in the "London eeoret document• previously 

r eferred to . 

II. Bome general commente on the report 

1. The conclusions ot the Dunn r eport may be brietly aum­
aari~ed as tollowa: 

(a) Steel capacity ia larger than calculated by 
the American Iron and Steel Inatitute because the in­
active tiae allowed tor repaire end maintenance aay 
be reduced, and certain capacity tor making steel 
castings may be added. 

(b) The total steel requirement• tor detense, 
British, and civilian needa are eutticiently lower 
than capacity to indicate a eurplua tor the calendar 
year 1911-1 ot trom 10 to 111- m.i llion tone, depending 
upon whether national income ie $80 billions or 
$77 billions. For 1911-2, the surplus would be troa 
2 to 6 million tone depending upon whether national 
income were $90 billions or t87 billions . 

(o) To make the calculated ateel capacities et­
tective it would be neceeeary t o aalte certa1.n in­
creaaee in blast turnace and coke capacity. 

2. No coapreheneiTe analysis ot the Dunn report can be 
made without undertalti.ng a lengthy proJect. No such 
analyaie ie neceaeary, however, to conclude that the 
poeition taken in Secretary Morgenthau'e letter ot 
December 18 was well adTised. Thie may be aeen by consider­
ing acme ot the aaauaptiona and calculations in the report . 
which appear to be erroneous. Moat ot theee eeem to 
arise aa a result ot what appears to be a conaiatent er­
rort in the report to uee every poeaible meane to increase 
the indicated eteel plant capacity and to decrease the 
indicated requirement& tor ateel. 
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III, Conaiderationa in Dunn r eport reaarding plant capacitJ 

1. The Dunn report exa«geratea the ingot capac1t7 or the 
steel induatr7 by aasuaing that the industry can operate 
at an a•erage or 102+ per cent or oapaoity, as rated by 
the American Iron and Steel Institute, Even allowing tor 
additional oapaoity coming into production, an aYerage 
rat e or 102+ per oent seems an exoeesiYe expectation 
particularly in 19~1, tor the tolloving reasons: ' 

(a) Since much old and obsolete capacity has 
been brougbt into production, repairs vill be more 
frequent and a higb operating rate more ditticult 
to attain. 

(b) The s teel rate has not currently rieen higher 
tban 98.8 per c ent or rated capacity, despi te all the 
preasure on steel production taoilities t hat haa been 
exerted i n recent months, 

Sinoe t he tiret quarter or 19~1 ie nearly 
peat, vi th the steel rate aYeraging only 97 per cent 
or capaci ty , the rate would haYe to go i mmediately 
to nea.rly lOI+f and bold at that lenl tor the re­
mainder or the year to average 102+ per cent in l~l. 

(o) Historical precedent provides no basia ror 
such an expecta tion, Even during the World War period 
tbie rate vas not r eached, The Dunn r eport contains 
e chert (labelled Appendix A) and table (Appendix B) 
purporting to ahow that during the World War the out­
put or steel reached a peak or 101,6 per cent or rated 
capacity in the year 1916. The figures used i.n this 
chart and table, however, do not accurately represent 
the rate or output, since they are baeed on capacity 
at the end or the pr eYi ous year (a oastomary but tal­
lacioua method) which t ail s to take i nto account the 
ettect ot i ncreases i n oepaci tf ~ring the year. In 
another eect ion or the report (page 29) , Hr. Dunn 
reoogni~ea the desirability or taking such incr eases 
into account, eaying 1 It suoh capaci ties had been 
added aa they came i nto operation , tbe percentages bf 
whi ch production exceeded capacity would be r educed, 
Uaing his figures (Appendix B or the report) the 
average rate or steel output in 1916, baaed on average 
capacity during the year , waa 97.6 per cent, 

1.38 
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2, The ateel oapaoit7 t1gv.re h ex88gerated b7 the add1-
~1on ot 1,320,000 tone ot oapaoit7 tor •outaide ateel oaat­
inge' aa or December 31, 19~ and 1,}87,000 tone ae or 
December 31, 1941. It these are included in tbe oapacit7 
tigurea, ateel castings ahould alao have been included in 
the estimate& or ateel requiremente. 

3. The Dunn report similarly exaggerates the pig 1ron 
capacity by aaaum1ng that blast turnaoee oan operate at 
an average ot 1021 per cent ot rated oapao1t7 in 1941 and 
1942, In ~ew ot the tact that the pig iron rate in 
January 1941, aa estimated by the American Iron and Steel 
Institute, was only 95.5 per oent ot ~ac1tJ, and 1n 
February on.ly 95.2 per cent, the rate would haYe to rhe 
iued1atelJ to 104 pe.r cent or oapacit7 and hold at that 
level until the end ot the 7ear to aYerage 102l per cent 
1n 1941. 

IV. Cone1der a tiona i .n Dunn report regarding reou1rementa 

1. A eer1oua understatement or ateel requirements is 
made 1n presenting the estimates as tor the calendar 
yeara 19~.1 and 19~2. when in real1tJ the easent1a1 data 
apply to the years ending 6 month• earlier. Thus it 1a 
aa1d (page 501 that 1 the eatimatee in this r eport are 1n 
terms or calendar years• and the eatimatee or total steel 
requirements are giYen aa 77.5 million tone •tor the 
calendar year 19411 (page 62) and 89.0 million tone •tor 
the calendar year 19421 (page 6)). Yet the figure ot 61,0 
million tons or steel used tor civilian requiremente in 
the estimate tor calendar year 1941, tor example, 1a the 
de Chazeau eatimate or requirements during the :year end­
ing June 30, 1941, (not •at the end or the year• as atated 
1n the report) and a1m1larly tor calendar Jear 1942. To 
correct tbia one item, it vould be neceaaar7 to proJect 
the de Chazeau estimate 6 months ahead, tch1ch would add 
4,5 a1llion tona to c1v111an requirement• in calendar 7ear 
1941. 

The on.l:y possible Juetiticatton tor th1e might be that 
the author viahed to be conservat1Ye aa to national income 
levels. That is to say, the Dunn report mar haYe taken the 
de Chateau national income t1gures on a tlecal 7ear baaie 
as a calendar 7ear estimate, It th11 be the case, the 
Dunn report aesumes a level ot national income 5 billion 
dollars lower 1n the calendar 7esr 1941, and a oorrespond-
1ngl7 lover volume ot steel requirement• tor ciYilian 
coneumpt1on, than ts consistent with the de Chateau basic 
estimates which the Dunn report claim• to accept, 

139 
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2. !be eatlaatea ot ateel required tor direct deten11 
needa ot the United Statea are obYioully too low, 

(a) Beoauae ther are baaed only on aPPropria­
tion• actually aade \tor the Aray, Ja•y, and Karitiae 
Ooasiaeicn) •• ot the end or Jo•eaber. The actual 
requireaenta, particularly in Yiew ot the paaaage or 
the lend-leaae bill, Will obYioualy exceed appropria­
tions •• ot that date. 

140 

(b) Becauae the7 are tor tiecal yeare, and cOYer 
periode 6 aontha earlier than the calendar yeare to 
which the eatlaatea or total requir .. enu are atated 
to applJ. A correction tor tbia error would add 
700,000 tona to direct detenae requireaenta tor the 
oal.endar 7ear 19~1 , Without allowance tor 1DJ reouire­
mente in exce11 or thoae tor Which appropriatione 
bad actually been aade aa ot the end ot No•ember, 

(c) Becauae, except tor requireaenta or the 
Bureau ot Do eke ot the •••1, they JUke no allowance 
tor tbe conatruction ateel directly or indirectly 
required tor the detenae prograa. !beee requireaenta 
are not included in any other categor,. 

) , The Dunn report doee not allow tor ingot eteel re-
quired tor Aaer1oan plant expana1on to take care or certain 
proJected BriUah prograaa in thia countr7. Thil 1tea il 
mentioned in connection with Britilh requireaente tor ex­
port With the explanation that it 1& being tranaterred to 
the claeeitication ot oiYilian conauaption, but the ..aunt 
inTolnd baa not been added to the other i te111a included in 
eeU~~atu ot ciY1lian coneuapt1on in the Dunn report , !be 
Treasury atateaent bad included British eet1aatee tor th1e 
item as prepared by the Br1tieh Purob&e1ng Ooaaleelon. 

~. Brltleh requirement• tor eteel, according to the Dunn 
report, are reduced coneiderably ae coapared with the 
t1guree a.rri•ed at by the ~reaaur, through tranelating 
into ingot eteel the requirement. Ueted in the 'London 
eecret document• . !be reduction• are aob1eYed by Yarioue 
aeane, but all are unwarranted. I n tbie connection, tbe 
Dunn report gi•e• the iapreaaion that the Treaeury iteelr 
estimated what the Britieh needa were, rather than merely 
tranelating into eteel ingote the apecitio quant1tiea 
ot particular iteaa cited in the "London aecret docuaent• . 
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The maJor weakneaaea 1n thia aeotion or the Dunn report 
aa7 be deaoribed brietlr ae tollowa : 

(a) The tigurea uaed tor ooaaeroial ateal are 
baaed on export• oonaiderabl7 lower than were indicated 
as requirement• in the "London aeoret document. • The 
latter tigurea were i n Mr. Dunn' a banda but ins t ead be 
ueed information taken troa the aontbl7 report or the 
Britiab Iron and Steel Corporation, The ooameroial 
ateel tigurea i n the Corporation'• report are not ae 
oomprebenaiTe nor aa newly eatiaated aa thoae in the 
1London eeoret dooument.• 

1.41. 

(b) The Dunn r~ort allowa ingot ateel tor Britiab 
abipe to t he amount ot onlr 120 abipe per 7ear, vbereaa 
the "London eeoret document• calla t or 2t to 3 tiaea 
ae many. Froa the Treaaurr oonTerai one or t1gurea cited 
i n the •London aecret document•, the Dunn report oal­
oulatea that 334 abipa are inTolTed in 194-1 and JOO in 
19~2 but deeaa these quantitiea exoeaeiTe" ••• i n Tiew or 
the oapaoit7 or our rarde built, building and to be 
built; and the large additional deaanda upon them tor 
the oonatruoti on or Aaerioan ebipe. • 

(o) The Dunn report alao reduces the Treaaur7 con­
Taraion tigure tor aamunitiion in 19~2 on grounda that 
the rate or ooareraion vae too high. No change vas made, 
however, i n the Treaeurr tigure tor 19~1, although exactly 
the aame ... uaition item• were ooTered and the same con­
version raotor vas ueed. 

(4) To ot taet a11 tbeae reductions, the Dunn report 
seta up a apecial allowance which ie intended to appear 
ae being generoua in proTiding t or Britiab export, but 
the allowance ia eo aaall that it ia onl7 a gesture when 
ooapared wi th the aaounte b7 wbiob Britiab requiremente 
were written down. 

(e) The Dunn r eport aakea ita tigurea tor Britiab 
export ooapare taTorablJ with the Treaeurr tigurea b7 
adJuating the Treaaurr t'iguree to take out aoaething 
which ia not in them. Tbe adJuataent ie made by taking 
out alaoet 2, 000,000 tone or pig iron and aorap iron ae­
euaed to be in the Treaeury t'igurea tor ingot eteel, 
which were not eo included, 

5. The diecuaaion in the Dunn report or the Treasurr oon­
•ereicne ina4Tertentl7 releaen to the public i .aportant 
deriTatiTe intoraation troa ~e 1London eeoret document. • Proa 
the converted t1gurea, it ia poeeible by converting back­
warda to dateraine the aagni tude or 1teaa 11ated in that 
bighl;r oontidential r eport. Tbe Dunn report did thia 
in the caae or abipa and actually cited an exact nuaber or 
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ebipe ae ooapu~ed troa the Treaaurr oonTeraiona or ~be 
1ecret tigurea. Aa it atanda , .the Britiab atated r e­
quirement• tor ahlpa ia aoouratelr protrared in the Dunn 
report which baa been made aTailable tor public 1nepection, 

T, Summar: and oonolueiona 

In an apparent ettort to magnitr the indicated ate~ant 
capacity and to mlnimi~e indicated requirement• tor atee~.~be 
Dunn r eport make• uee or a nuaber or unrealiat1o and erroneoua 
auumptione, lead.ing to concluaiona regardi.ng the adequacr or 
our eteel capacitr which are untenable, 

1. He aeauee that ateel turnacea can operate at a rate 
2t per cent higher than the oapaoitr aa rated b:r the American 
Iron and Steel I natitute, despite a l aolt or historical 
precedent, deapite an 1ncreaeed nuaber or oYer-age planta, 
and deepite the eTidence attorded br lower current operat­
ing ratee. 

2. He adda a aubatantial tolinage or ateel oaat1118 
capacity, a lthough ateel castings are not included in the 
eeti matee or requirements. 

3. Be under-estimates direct detenee requ.irementa by in-
cluding only actual appropriation• ae or the end ot NoTem­
ber 19ij0, by ue1ng tiguree tor tieoal years and applJing 
them to calendar rears ending eix montha later, end b:r 
tailing to include moet or the oonetruction ateel d1reotlr 
and 1ndireotlr involTed 1n the detenae program. 

4. He under-eta tee Bri tlab at eel requirements br tail-
ing to uae the moat ooaprebenaiTe and recant or the Br1t1ah 
figurea. Inatead, he ueea older and aaaller tigurea tor 
coameroial ateel r equirement•, and draatioall:r writea down 
the amount i nTolTed 1n Britiah abip requ1reaenta, 

5. Be under-atatee the United Btatee ciT111an requtre-
aenu aa compared with tbe de Cha&eau eetimatee, b7 uatng 
fiaoal :rear eatiaatee to IIPPlr to the calendar :rear a end­
ing aix montba later, 

Attar allowancea are aade tor the Tarioua erroneoua as­
sumptions underlring the ee timatea in the Dunn r eport, and 
ParticularlJ it proTie1on be made tor ateel requireaenta 1n 
exceae or thoae tor which appropriation• actually bad been 
made aa or NoTaaber 19~, it aeema Tery ltkal:r that the ateel· 
aurplua enviaaged in the Dunn report may be completel:r wiped 
out betore the end or tbla rear, and oertainl:r br 19~2. 
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Since the entire question ot the epeed ot our detenee 
ettort is bound up ir. the adequao7 ot our ateel oapaoitT, 
it ~~uld seem that aDT dirt erenoee ot opinion should be 
resolved on the eide ot providing too muoh oapaoity rather 
than too little. 

143 

Regraded Unclassified



Jaauar,y 17, 1941 

Dear llr • Ilw>.D : 

V1tb reference to our conYeroat1on 1aot 

voelc, I "" •endiD& :rou berc:vitb an eoUaate 

ot 3>'1 Uoh Government requ1ra:oonto for otool 

ln tbe On1 ted Stat eo, vh1cb 1o baoed upon a 

Br1 Uoh Government report juot rooentl:r compiled .• 

l!r • o.no Ilw>.D ' 
Senior Ooneultant, 

S1ncerol:r , 

(a1sned) H. ~orcentbau, Jr. 

A4Y1oor:r Co~oolon on iat1onal Detenoo, 
Roo• 2807 Mun1t1ono Ju1ld1ac, 
Yaob1ncton, D. C. 

:144 
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li:S'!IMAftD DI'liSII OOJ!I!!li!<D! BJqt1IJIJMDrS Jal 11'!'DL 

Ill '1'111 Ulfi'1'El) S'r.t.DS, Ill 'rll!tlS rn IIIClOrl 

!rho aU.:Ohod table ohowo tho oottmat" which wo have made 
on the amount of otoel ro~rod 'by the Britioh OoYornmont in tho 
United Stateo durin& 1941 and 1942. !boot ootiaateo wert ma4t on 
tho bat1o of the moot recent information an1lab1e ccncorn1a& 
Bri t1 oh ro~re11ontt but they are known to roproeont an undor­
otat•ent in new ot the fact that nquiremont tisureo wore not 
an1l~1o except tor ll&,jor iteao. 

!ho total ootiaate tor tho ~ y..ro io 25,000,000 tono of 
iD&Ch, of llbioh &'bout t_.thi.rdo 1a tor co,...rci&l ottol ite:a and 
o,....third for otool in .......tactured &Oodo, inclu41a& otoel ro~ed 
for plant oxpant1on P=POaeo. !he total roquir_,tt thDo repreoant 
en iD&Ct output of oUihtlT 100re than 1,000,000 tono por ac.ntb. !hh 
COOiparOO w1tb a proo&nt capacity of about 7,000,000 tono of iD&Ott 
por 110ntb. !bo lb-itiah requiro:onto would thDo to.ke uP approxill&tely 
15 percent of tbe capacity - aoeumia& tbe doae.Mo were opread over 
the two yearo. It ie probable tbat the actual im=e41ate need ie 
even larser, alnce the 3r1tilh eatimate ot requirement• must have 
been framed with allowance for United Statoe prioritieo and tor the 
&Ya1lab1lity of bottomo. 

It ohould be notad that our eotimateo de not include the 
roquiromento ot Canada or the otbar Dominiono, and exclude Britioh 
requirocoentt in connection with certain manufactured itco for which 
no data aro &Tailablo. 

Oftico ot tho Secretary of the TTo..ut7, 
D1w1o1on of Reoearch end Statietico. 
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JOR II!IIL, n !'111118 o. II'!Dl. naors 

(In tbouauda of tone) 

Jo~m of requ1reme~~t Total 

c ..... rc1al otee1 16,5()2 

)l.cufactured cooda 
Ship• 
Aircraft 

2,8~ 
3 7 

! 11111<1 371 
Orclrwloe 220 
Amonlll1 Uon 3.1~~ 
~lo.ohine toolo 

!otal manufactured coodo 7.058 

Plant expua1 011 26o 

Total requir-h :!4,2! 

Office of the Secret8Z'7 of the 'l'reNUrT, 
D1T1o1on of Reoearch &n4 8tat1ot1ca • 

• 

I 1~1 
I 

8,251 

1,~ 
122 
234 
112 
918 
~l 

2.993 

4so 

11,]24 
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I 

I 
1~2 

8,251 

1 ,353 
225. 
137 
38 

2,279 
~~ 

4,o65 

4so 

12,796 
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!D Jl)TIIOIJ 0011(188101 fO fll COUICIL 07 IW!IOIAL lliJ'IID 
WubiJictoa, D. C. 

fho Boaorab1o •llr7 llorcoa\Uil, Jr. 
Socrotar,r of \be !roaaur,r 
llaebiD&ton, D. 0. 

Doer Mr. Socrotar71 

1 vant t o \lwll< 7011 for tho uU•to of BriUeb OonriiMnt 
roqlliroaonh for ohd ia tu 111lihd Statoa, vbich 7011 nat .. 
111 7011r l oUor of JanfJ617 17 aa4 which 1 un earofllll7 otu41o4. 

14? 

Since raoo1T1ag 7012r 1o\tor 1 u1'e receind tho Month}T 
Program Stato .. at of tho Britlob Iron and 8toel Corporation, Ltd., 
girlD& their oou .. tu tor tho coaiag 7aar. !hore 1o conoi4orablo 
41tforenco between thaao oatt .. too, which 1 allculd Uko to oubalt 
for 7our a4Yico ao to whathor thq COJ1 be baracnho4. 

!ho Britiab til"'•• troa tboir Inotituto 1n41eato tor tho 
caloa4ar 70ar 19~1 ~roxt.lto}T 5 a1ll1on grooo toao ia ooa1-
til11abod &ll4 tin1ohod eo ... rcial carbon atoolo. If wo aooaao 
(which aq DOt bo warranto4) tut 6o1' of th1o &IIOilllt 1o in ooa1-
t1n1obod otoo1 and conYortib1o into iagoto at an iaYoroo ratio 
of 85:'. and it wo aotuao \hat ~ 1o tiailar}T coanrUblo at an 
iaroroo ratio of 7~. lt 71o1dt aa &llJlual do1iYor, of 6,)80,000 
grou to~~a, wh1oll 1a equal to 7,120,000 not toao. fho til"'• in 

Jour oau ... to 1o 8,251,000 Mt tcao, or 1,1)1,000 not t oao 80ro. 

la 7011r oott..h 1,501!,000 Mt tono 1o oat ao14o tor ablpo 
duriag 19~1, but 1 • illtoraed tut thooo ab1po, which aro of a 
carco tTP•· call tor 3,500 110t toae of til11abo4 etool of which 
tho ingot oqlliYaloat 1a appro:~tt..tolT ~.000 aot toao. .u the 
rate of 1, 50~.000 aot to no of roqn1ro .. ah thio would roproooat 
376 ebipo, vblch eoaao vq bo7oad what aipt bo u poohd to be 
tho rlcht D.-bar, ae 1t 1o bqoa4 tho proa&llt and fllturo eapaci t7 
of our ab1JI7&Me. 1 aa illtorao4 that \be llrlUab procraa at preo­
oat eallo tor oll}T 6o ab1po of which oll}T halt aro o:r,poctod to bo 

ott tho "&70 thlo 7oar. 

Would DOt 500,000 tollo tor abipo eooa aaaror tho pooolb1o 

roqlllro .. llto than 1,504,000 toae? 

fho ooU•h vUh whioll 7011 ban booll ltlad oaoucl> to oupp}T 
•• elY•• tor tho calolldar par 19111 918,000 Mt tono tor ~\loa. 
It 1o q ulld.oret&lldlag \hat a . larp portion of tblo ~ Uoll 
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aUtl 11 !or U.OllUoa 'boalla, wbiah are 110\ M4e o! iJicD\ ehal 
but or u.t ,, .. 1 1A !ou4J'1 ......... •'••l-lllllt1Jtc CMII*'i\7 1e 

110t 1nclll4e4 1a the 1Dcot -1\7 neve• npor\e4 bJ \M 
.llltr1o.,. Iroa ..,.,_ 1\Hl IutUu\e !or \he a\eel 1U...\r,. I\ 
voul4 ••••· 1! I .. aot 1a error , the\ a rt41111Uoa 'b7 5()0,000 
tone to ~lS. 000 toaa voul4 be a .., .. ll.lcel7 !tcve !or tho 
1ncot' ateal !or eamllD1t1~ 

,;. .. ' 

Your eatiaata aleo C1Yee 4so,OOO toaa !or plPt expoaa1oa, 
but h 1t aot true thet thla plPt axpoaaioa 1e ia the 11a1te4 
Ste.ttt, 1a vl>1ah oaae the wllole of thie 1 tea vould. be 1aclllll.e4 
in tl>o U curaa tor 11a1te4 Stat .. c1rtlt... couW~pUoa aa4 tlloul4 
net be entered. 1A the export requiroaeato' 

148 

It we e44 tocether the 41!!eronc .. eo tar accl8ulate4 'betnea 
70ur eoU.•h• aa4 tM .. tt.toe o! the lr1Uah Iron aa4 Steel 
CorporaUoa, L\4., tbeT ........ t to 3,115,000 aet \ ou, aa4 it we 
o@tract th1a !:roa 10= !1&=• !or 19111 of 11,7211,000 aet toao, 1\ 
le&TII tor lr1\1th export 1!,6o9,000 11et to111 1Aatee4 of the 
11,724,000 toae of 10= ••U•te. 

It to the lr1Hth export wo e44 1,800,000 \ 0111 tor Caae4a 
u4 2,000,000 toaa tor other expo:rte, we will c at a total export 
Hcur• ot l2,1!Q9,00<i tou, wh1ah 1e coDti4era'bl7 w1th111 the f tcur• 
ot 14,5()0,000, wl>1ah llP to 110w ve he•• baeD llliJIC. 

Your .. u.tea 414 110\ 11141oate whether the tone wore crott 
or aot, but 1nqu1r, from Jour ottict 'broucht the ropl7 \hot the7 
vora not, txc~tiDC tor pott1bl7 a tow Ueaa of .-11 aaouat 
vhlch vera CfOel, of which the 1DCllltiOD would. DOt •tariallJ 
attoct the reeult, 

~rec1atiDC nr, II1ICh 70ur help ia tbh •Uor, I -

Gaao :0...... 
Senior Colltlllt.,.t 
Ill4utr1al llahrlala D1T1eloll 
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DeiU' Mr. Dunn I 

Receipt 1o aclalovlecl&ed of )'OUl' letter of Januaey 27, in 
vhich )'OU diocuoo the oat1matea of Brithh OOnr11111ent require­
:onto tor ateel in the united Statoo. 

'l'l>e !irot throe queat1one llbl.ch )'OU raiaa co~~eorn1114 the 
!rMeury aoti:oateo oubml.tted to )'OU oppar012tly arioa bacanae 
ot a ditfuene>a in tha baole> data e>oneidered. 'l'l>e 'l'reaaury 
taUutee ( except for plant expand on) were bued Oil a aecrot 
coepreh012ai.,. atateoent of Britiah raquir-nta llbich wao 
recenU;y receiYed fro• Hr. Punia. 'l'hia atat•ent ahwed, for 
oelocted iteaa, tha eatiaatod qwaDtitT or dollar Yalue required 
!roo tho United Statea ill 19~1 ....,_ 19'+2. llaturally, in a0111e 
caoao, thoae roquir ... nta repreaant an emount creator than 
preoent &Yail nble productiYe capacity in the united Statea. 
'1'1>11 1o the caae with ehlpo . It the Bri U oh aro to oecuro the 
ohipo vhich they eotimste they need, bove•er, it will of courae 
bo neoenary to attaclt tha problem of inoreaoing ohip-building 
capacity wher e it ia ~ioiont, aa well ao oupplying tho otoel 
tor the ohipe. 

J'or )'OUl' confidential ueo, I aa attaoh1114 a tabla liotinll 
tho roquiraaenh of eelected i t•• r eferred to abon. It abould 
be noted that t he figure• for comercial et01l ba•o now been 
oloared up oe to t he bao1o of o:oaoureaont, and tho oripDal 
::roaoury ut1ut01 will han to ba reY111d upward ae>eordingly. 
Tour a ttention 1o alao called to tha faot that no d...,UUOil 
'boabe are included in tho aamm1 Uon fiFOI, 10 that tho 
!reaau.rr oatl .. t e a do not ine>ludo caat atMl for their ....,._ 
facture, aa )'OU ov,ggoet. 

!he laat queation that you rai11 oonearno tho aaoW>t of 
eteel required for plant expanaion in orclor to ••t Brit1ah 
requiro01011ta in thia cOW> try, '!'ba eatiutl for plant expen­
oion inoludod in tho atat .. ont of Britioh eteel requiromenta 
proparecl by tha !rreaoury wao takan froa dota prepared by tho 
Britieh Purohaoing Oommiaaion rooontly but prior to receipt 
ot the aecrot ooaprobanol ve atatemant of Britioh requlreaente 
rotorred to abo.... '1'1>1• meant that the eou .... te vu baaed on 

1~9 
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a lou oompr~end n llat Of raquir•onto than h """ anila'blo, 
an4 tho tisuro llloludod in tho 'l'roao1117 tabla 1o therefore 
probabl7 too lov. 

In eD1 event, 10u eucceot that otaol raqulrod tor plant 
oxpanoion to cover !ritioh export roqulromonto ohould bo con-
11dorod .. alro~ alloved tor in eoUIII&teo ot oivilian eoJUOump­
Uon of ot eol , and that, there fore , ouch requl.remODto ohould not 
bo eonl1dered along with the :Sr1t1oh noodl t or export. 0... 
queat1011 occur• to u, howeTer , in connection vt th eatlmatea •48 
tro• tha point of vi"" of do:oeotic ccnowapUon. It it poniblo 
tor ruch eott.&teo of oteel requi.r..,to to conr plant ezpanoion 
required tor !ri t i oh export needo bt)'Ond tho ordaro or 1nqu1r1oo 
alro~ lcnOitD to manutacturarof On tha othar hand, tho ootillato 
for plant expenolon in tho '1'roaaur7 table covered not oD17 oueh 
ordoro boilt aloo progamo which wero i .D tho 1D1Ual ot~~&eo of 
donlopiiOllt , 

I ohould lUte to call to )'Our attanUon tho t act that tlio 
attached liot itoolt 1a not all-lncludn, wt covaro oD17 tho 
prinoipal ldndo of articlea required. J'or example, DO eott.ato 
h incl uded tor liiOtor vohicloo, altboueb 1t 1o obviouo that 
:Brithh purchnon of truclca, ocout caro, and tho like will call 
tor at leaot a omall amcunt ot otool. 

Slncorol1 rouro, 

( oicnod) Ror'bart I . O.Ston 

ActlD& Socrotarr of tho Trea.uJ'7 

Mr . 0...0 DW>I>, Senior Couultant , 
Induotrial Katerialo D1v111on, 
Tho .t.dvio01'7 Co-oaion to tho 

Council of latioDal Dofonoo, 
11aoh1acton, D. c. 

Attnchmont 
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Aprll z•. 1'1~11 

!he etateaeat ot tbe Beoret&£7 
before the Bovee Wa7e aa4 Jleue Co-1the, 
1D wh1oh he ea14 that the proi?ae4 tax 
procru wae 4eelgne4 1n part to preTent 
a IIDIE&l r1ee 1a pr1oee b7 keeping the 
total To1uae ot aonet&rJ purohae1DC 
power troa outrvnn1ng pro4uot1on,• 11 
11TID in 1Jh1b1t 15, 
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Statement 
On ltll)'a 

. . . .. 

ot Secretary Morgenthau before the Committee 
and Means or the Houee or Representatives 

Thursday, April 2~, 19~1 . ' 

1.52 

I have come before you today to d1eouaa with you the 

need of producing three and a half billion dollars annually 

1n additional revenue for the defense of our country, Such 

an 1noreaae ie without precedent, but the situation confront­

ing us todll)' 1a also without parallel, 

We are faced with a g reater challenge than any in the 

history or the Republic . It calla tor a much bTeater response 

than baa yet been made . The American people are prepared to 

make auoh a response, and to make it willingly, 

The Treasury is no~< proposing an additional divers ion 

through taxation of Ji billion dollars, which is only four 

per cent or a rapidly rising national income, to the cause of 

national defense. This surely is a modest propobal in the 

present emergency, and with the present level or prosperity. 

Other countries, free and progressive countries like our own, 

have uncomplainingly carried tar heavier defense burdens in 

proportion to their s i ze and population. 

We nre big and rich end strong. We are economically 

better able to carry this l oad than any other people in the 

world, The American taxpayer stands ready to take this burden 

in h1·a stride, 

24-72 
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We nov have a program of about thirty-nine bill ion 

doller a for defunsl! expenditures 1nol•tdinp; tho Lond- Lense 

0,.,pr~print1ons . ~!any peoplo as sumo from this figure thllt 

153 

wo oro going to spend most of thosu thirty-nine bi lli ons in 

tho eomin~ fiscal year , But our studios at the Treasury 

heve sho~n that unless ~c greatly spood up our production 

effort, not muoh more than twelve bi l lions Will be spent for 

defonso pur poses in t he fi scal year e nding June 30, 1942, 

Tho Tr easury estimate is t hat at tho start of tho now 

f i scal yon r wo shall be spending no more than 1 billion 

dollar s a month on defense . Almost two yoars will have passed 

With tho world on fire . The f orcoa ot ar,grossion nlready 

control all tho factorie s of continental Europe. The danger 

to our peaoe and acourity is mounting hour by hour. Yet we 

shall find ourselves spending loss than fifteen per cent of 

our na tional income for t he nati onal aetety . 

Tho problem of building our detenae ia fundamentally a 

probl em of product i on. We cannot build planes and tanks, 

shipe end gune, merel y by voting money. Wo build them with 

labor and manogomont , with raw materi als and machinery, The 

rcsouro~e now omployod i n the dofonae industri es aro not 

enough to produo o t ho guns and tanka and ah1pa and planes 
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that wo need to oarry out the prllgru to wh1oh we nre already 

committed. We must hasten t he reemployment of our idle 

roeouroee. Even this inoreaee will not be enough. Ae we 

closely approach full employment of our reeouroes, we must 

tnke tho next etep of diverting t o defons~ production more 

and mor e of the resources now engaged in satisfying ~ur 

ci vilian noeds and wants . 

The tax program before you is deeigne~ to procote these 

very obJootlves. 

Firs t of all , it presents a method of paying as we go 

for a r easonable proportion of our expenditures. 

Secondly, it 1e designed eo that all ee.otions of the 

people shell boar their fair share of t ho burden, 

Third, it will hel p to mobilize our reeouroeo for de­

funee by reducing the amount of money that the public can 

spend f or oomparatively lese important things . 

And finally, it ie designed t o prevent a general rise 

in prioee by keeping the t otal volume of monetary purchasing 

power from outrunning produotion. 

There must, of course, be no s tinting or our defense 

expenditures. But there ie another set of expenditur.ee . . 

which, as I ouggeetod to thie Oommi ttee on January 29, w.e ehlluld 

now "re-examine with a m~nitying glass. • These ere the govern-
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ment expenditures which are neither for purposes of defense 

nor !or purposes of relief and security from want, We are 

continuing to spend in these non-defense and non-relief 

fields as if we had no emergency detenee program, ae if we 

oould superimpose our huge rearmament effort upon government 

as usual and businose as usual . This was all right before 

tho existing emergency and while there continued to be a 

large volume of available unemployed resources. But ve simply 

oannot carry on business as usual and govornmont as usual 

from nov on and still take adequate care or our dofonse 

needs. It would be a tragic error to aosume that we can 

expand our defense production on a colossal scale and still 

go our usual ways, whether ae a Government or as individuals. 

It would be folly to assume that we oan continue to spend 

now as we did in normal times. 

In the paet twelve months , vo bevo completely revised 

our thinking on defense expenditures, as this Committee 

knows, Ws are now awake to the need for expenditures on the 

enlarged scale required to moke this country sure and strong, 

We have not , however, kept pace with events in our thinking 

about non-defense and non-relief spending. We have 

remained curiously statio in our oonooptions of what to 

&pend on those things not directly connected with defense. 
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ordinary tr: ffio must now get to on~ aido to l ot planus and 

tnnks nnd auns hnvt> tho right or tmy. Othor traffic can 

be pormittod onl y if it does not obstruct tho National 

purpoeo. 

Now, I don 't want anyone to misunderstand me . I want 

to ~o it perf ectly clear that wo must continuo to provide 

for those in want, those who face ol d nge without ceans of 

their own, or who are otherwise in urgent need of relief. 

There has boon general ~roomont that much high~r taxes 

~r~ n~ooasPry; but one group may urc~ thnt new taxes be 

imposed on l abor but not on business, while anothe r gr oup 

ma.y Ul'f!O that tho rich and prosper<:>us onn afford to boar tho 

whole load, Both kinds of ndvioo should bo disregarded. 

The j ob before us is so big that all thu Amorican people must 

help to carry it out, in proportion to their ability to pay. 

It ls unsound, especiall y at a time like this, to proceed 

on tho aesumption th.~t any group of our pooplo should be 

penalitod or that any seotton should be oxo=pted f r om sharing 

the common task. We all want l nbor to earn fair wages, 

the fnrmor to have his proper share of th~ national income , 

and buo1noss to make a fair profit • 

• 
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Pl~nao note that I uaod t~ t~rm •talr" profit, No 

bua1noeo , no American, should mnke inordinate and excessive 

pretita out of this nation~ emergonoy . Tho Congreos has 

tried t o deal with the problem of defense profiteering 

through excess profits t axes . We ell know how hard it is to 

devise any excess profits tax which i e 100 per cent 

protection against defense profiteering, but I hope that the 

bill to be written by this Commit t ee with be helpfUl 1n 

further reducing t he ev11. The American people do not intend 

that any of their number shall gr ow rich and tnt out or this 

country's danger. They will, in my opinion, support any 

fair and workable tax that will help t o keep t his from 

ooourring. 

The Trs~aury is prepared to s uggest tax r evisions or 

~ich the most important features are an increase of income 

tax rates, a lowering of the minimum income subJect to surtax, 

an increase in excess profits tax, and finally, new excise 

taxes on o number or commodities whi ch ore not essential t o 

the defense program. Mr. SullivRn and the Treasury Staff 

nro hero t o discuss t hese suggestions ln detail. 

In conclusion I shoUld like to make one mo re observa­

tion, The American peopl e, I believe , have outgrown the old idea 

that taxes we r e exactions forced upon them by their Government. 
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~e h4ve come to understand, espsoially in recent years, 

t nat t~xes are payments for services rendered. We can l ook 

about us nnd see highways, school s, airports , reclamation 

work and Government activities ot all kinds which have been 

paid for by our own efforts. Our daily lives would be 

insupportable if 1t were not tor the necoes1tiea and the 

convenienoes whioh our taxes have made possible. 

Ve nre now about to pay tor the greatest service of all: 

the safety a nd protection of our country , How much does 

it oenn to the American taxpayer to have a navy guarding 

American shores? How much does it mean t o him to have an 

adequate supply of airplanes a nd other weapons of na tional 

defense? How much ia it worth to be a tree man living in a 

free l a nd? If we remember nlwaye the services we are receiv­

ing aa individuals, the new taxes will seem a small price to 

pay, The American people are ready to pay that price . 

- 0 0 0 -
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Becoa1ng concerned OYer the taot 

that Departaent ot Agriculture price­
l1tting prosraaa were be1Jig continued 
deapite the1r contribllt1ng to 1ntla­
t1onary preeaure, the Beore~arr aaked 
that th1a be called to the Department'• 
attention, Memoranda to the Secretary 
on th1e subJect are ahown in £xh1b1t 16. 

4l! 
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To Secretary Morgenthau 

From Mr. Ha&e 

In accordance with your request of yesterday, I telephoned 
Mr. Carl Hamilton, Assistant t o the Secretary of Agriculture 
with regard t o t hat Department' s continuance of ita surplus dis­
posal prograae in view of the current record level of mill con­
sumption of raw cot ton and the relative increases in t he prioee 
ot cotton text1lea. 

I explained t o hUl t hat JOU were, ot course, apprebene1ve 
about inflationary tendencies resul ting from undue price risee, 

:160 

and that accor ding to a recent repor t we had furniabed )'ou, cotton 
goods had shown the 11oat illl~rtant price increase aaong the textile 
materials - the average price bavin~ risen better than 23 percent 
si nce a year ago. 

Mr. Hami l ton wae cognizant ot the pr1oe r1ee and said 1t 
was trua that they were continuing t o make subsi dy payments on 
ex9ort s ot cotton products as well a e s ubs i dies under the 11attreae, 
stamp plan , cotton bagging tor cotton baleo, and cotton insul at i ng 
programs. He sai d t heir justi fication tor continuing t he subsidy 
paymen t s was that the export markets had been largely lost and 
evan it there were a oo11plete orop failure thi s year there would 
be a sufficient supply of cotton on hand. He said t he7 v,re 
r unning i nto some difficulty i n t he mattress program due t o a 
ohortage o f ticking. He felt that the real bottleneck vas in 
oanutact ur i ng facilities and t hat th1e bottleneck vas causing the 
increase in prices. 

Mr. Hamilton admit ted, however , that their program might be 
aggravating the bottleneck and said be would l11te to have tl.ae 
to explore the s ituation and wo ul d call ae again wi th regard t o 
the matter. 
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f o 8eoretary Morgentbau 

From Mr. Haas 

Mr. Carl Haailton, Aaeiatant to the 8ecretarr ot 
Agriculture , telephoned ae thia morning to say that he had 
oxolored further the question ot the Department's oontinuanoa 
of. its surplua diepoeal programs in v1ev or the prioe rise in 
cot ton textiles. !he Juatitioation for oontinu1ng the prograaa 
is that foreign aarkata have bean greatlr restriotad and 
Government atooka or cotton aaount to more than 10 a1llion 
bales. He said they are tully aware that something should be 
done, but the¥ feel that the real bottleneck i e in the aanu­
ractur1ng facilities and that eome arrangement should therefore 
be made v1th the prooeaaora. 

He told me that Milo Perkine, who i s running t he surplue 
d1eposal program, had talked with Donald Nelson, and 1t vaa 
Mr. Ram1lton 1 e underetandins that Mr. Nelson i ntended to go 

into the matter thoroughlr with the Agriculture people and 
oall a meeting v1 t h the textile manufacturers. !hey feel that 
it production at the mille oan be increaaad the problem vill 
be solved, 

Mr. Hamilton eaid they appreciated your calling t h1a 
mQtter t o their attention and they realized that their program 
as it nov etande does aggravate the price rise. However they 
are nov vork1.ng on the problem, in conJunotion with the other 
Government people ooncernad, and hope t o be able t o work out 
a aatiafaot cry solution. 
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A lot,or 'o ~· Proo14en' on ~· 
4Uo Ozpl'oNo4 'bo OOilY10,10D Of \be 
Booro~7 'ba' an ~odiata oXp&Da1on 
1n atool oapaoHr •• oloarlr oallo4 
tor, 4eap1to oontrarr oonolua1ona pre­
.. n-;ed 1D ~. aeoond Gano Dunn report. 
Fth1b15 17• 
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Uy del\l' !lr. Preoident: 

L~tat Deco~aber 18 , ae you m~ rec11ll , 1 "rote you t X?r•u, e ill6 ey eerioWI 
r.onc"'r" f'IVfl l" tho copaci ty of t he Ateel i ndustry, i n vt.e" of the i omemJe vo]..... 
""" or defonoe o.nd chi linn orders then In p roopee t , llo OXJl"r t know l odge 
v~:~t~n••d nPceofl nry at t bnt time to foraaeo thnt th~ '\ndU!'trv "oulfl be unabl e 
to h.-r>lll • the voluco o! orders t hat lay' llhoed, and I t;ne' ;-ou my opinion 
~hat en i ns:;a•oll ~to mo,jor expansi on program aecaed clearly called for , t o gue rd 
v• ino t t otrl ne•ney In oteel aupplleo thnt ..W.d ....,ect unftwornbly on our 
r-..tti"nru. econoay N14 our tiseal ~uogru, aa wall M h i nc\f!lr OlU" defense effort . 

l n 1\11 flrot r eport to you lnat J'ebruary, llr, Cl8JlO .Domn objected to 1~ 
c rr.ui'".C ')UZ s teel capacity on the BJ'OUDd tbr:t t be:-e wu no aOO:-tage of ca­
..,acH:• , foMCJlotl ll,1 rurpluuo of 10 a1llion t on• th1o y8Pol' Md 2 a llllon tone 
I• 19112. ln hit oocond re,.rt, he 3da1 to tlv\t ot eal cnpocH y will be lnnd~ 
qur.te thll )"enr and croatly Inadequate in 1942; but h• otill r ecos:tenda 
!,Ciinot lncroao1ne; capacity, thh time on th~ crollll<' thot an upsnalon pro­
m_, woul<' t•l<e two yenrs, o.nd • ould requl"" oteol no" bedly needed for do-
r .. naA: :N r!)OiflfJ . 

1 dlsarroe wi th Ur. Dunn'a argumenta ~gsinot 1nercae1ng our ~teel c~ 
ra.clty. '!'here h M ~>~~eur~nce thP.t th1o Ylill be a ohort wnr, ao llr. Dunn 
apparently v1tW>.l1zea ; on t he contro.l')', " " m\lllt preP~J>r• for tho poadblllty 
of '' lon~" 1"1\r , r·equ1r1ng the utmoat of our vroducttvt' oo.pecity. I ahould 
••.~eh prefer t o ••• clvilie.n eonaumJlt1on eurt olled tcmporerlly by 8.11 """'""t 
nec~•~'ry to proYide the steel t or new ateol \lant s , then t o see our nationnl 
rcono"'f t hreat oned b)' a at.,•l ~b:>rtat:e !or M I ndefinite p•rl od. I greatl)" 
4oub~ thst t wo yonra would be needed to build n"" plan to , If f'ull c!efonae­
c"nt ... rucU on ot:ort were t.trectect to• a.rd that eM. 

TM o JecU on l) f t he steel eoap:udes tha t Nl increue in ca_90e ity at 
tHt tl•• "ould loaYO th• • ..tth aurpluo eapoclty afte r the " nr aeeruo to .. e 
,.rtleularly ob:>rt-oigbtod.. Under the wor ld-wide coapetlti..e ooJXUU or.a of 
t.i<!.e ~at.-,..ar era , u abundant steel capaci t:,y of tbl- aoat aodern type abould 
. roTf' one or our ~STct&teat Maeta . To c ite ou r e~ri ,.nc~ after tbe Wo rld 
••r , t lthouc,b otul ca.p:lCitY """ increased !roa 411. 5 m1111on toao at th~ end 
1t 1913 to 61. 0 milli on tone at the eod ot 1918, yet oach year otter thl 
l l':lh tiee onw a furt her expans ion , .. tth no inter""!'tlon until 1932. 

In v1t~" or tho 1ne·roae i ngl;v urgent need t or Ml"f'\ atael , 1 "ish to re­
~eRt , no ey tnrnoat convictit-n, t hAt M 1mnac\1Bte expo.ne 1on program to r t he 
ate.l ln~uo try *"""'" cleer1y ca lled fo r. Th• ohortnee of ctoel caPacity 11 
t ! UndM•ntal problell now, nnd 11 problem • hich 1'111 pyramid aa the defenoe 
"'"ort,. expe.nds . 

Faithlully yours, 

The Wh1 te Bouae 
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A oopy ot the Seoretary'a statement 
on 1ntlat1on betore the A4Tert1s1ng 
Club ot Boston 11 ehown ae Exh1b1t 1~. 
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FOR RELEASE, li)IWDIG liEI'ISPAPERS, 
\"fednesday, September 10, 1941. 

Press Service 
No. 27-37 

(The following address by SECRETARY HORGENTY.AU 
before the Advertisine Club of ·Boston is sched­
uled to be broadcast at 8:00 E•m• Eastern 
Standard Time, Tuesda:r, 'Seiitembir 9, 1941 and 
.!.! for rereilse upon &livery at thit time: )-

Only twenty miles from here, at Lexington and Concord, 

the illen of lier. England first proved that Americans could de­

fend their homes and their freedom. Today, the people of 

these States are proving that they are still New Englanders. 

In army camps and naval stations, in hundreds of factories 

and shipyards from Connecticut to l~ine, the men and women 

of l!e11 England are responding magnificently to their country's 

needs. I am glad to be here tonight to pay my tribute to 

the great nork that New England is doing, like all other 

sections of the country, to arm America. 

I 9.1:1 glad also that my host tonight is the Ad~·ertising 

Club of Boston, for the advertisinb profession is a mighty 

force in creating public understanding. We cannot make our­

selves tho arsenal of democracy and tho defender of freedom 

unless our people understand the tremendous issues involved 

in this Battle for the i/orld. In tho same 11ay, ne at the 
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treasury shall find it more difficult to accomplish our task 

of financing tho defense program •unloas the public sees clearly 

tho need for greater sacrifice and for greater effort. 

In particular, I think that1 cloar undorststanding is needed 

if we arc to avoid the economic evils that might otherwise 

spring from a defense program as groat as ours, a program that 

is making such enormous demaitds upon our productive resource.s. 
The worst of those economic eVils has been constantly uppermost 

in tl1 mind as Secretary of thq Tronsury. That is the evil of 

inflation nnd that is the subject which I should like to dis• 

cuss with you tonight. 

\Vo havo been talking about inflation for a long ti.ma as if 

it vrore o. throat remote from our daily lives. It is a distnnt 

throat no longer. We arc facing it novr o.nd we must deal vri th it 

at once. 

U Yro arc selfish or shortsighted in facing this issue, 

the consoquonccs may haunt us nnd our children for years. But 

if r.e look at the problem with clenr vision and firm resolve, 

we can boat this thing. If we keep always in mind the interests 

of our country as a whole, if we provide promptly the appro­

printe menns and uso them vigorously whonevor necessa~y, we 

can prevent inflation from fastening i ts grip upon us. 
That task cnlls for alertness and montnl toughness on the 

part of everyone in tho executive departmonts of the Govern­

cent, ovcryono in the halls of Congress, everyone of us here. 

in this roo111 nnd everyone who mll1 be listening to me tonight. 
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Tho nord "intlo.tion" is cold and lifoloaa, ao cold that 

oven you o.dvortising men here tonight might ho.vo difficulty 

in ~king it rool, but the thing it doaoriboa ia treo.choroua 

nnd cruel. lfumorics ore so short tho.t I suppose many of us 

lulve forgotten \7ho.t ho.~pened the l ost time o. price inflo.ti on 

atruok us 25 yoo.rs o.go. Tho effects of thot inflo.tion, how­

ever, lasted for many yoo.rs and brought untold heartbreak 

nnd misery in their train. 

Let us look at the record to seo what ho.ppenod a generation 

ago• In 1916 the cost of living began to rise shorply but 

thoro were fen nho san its significance. It nus only when 

prides ho.d risen by 70 per cent thot President Uilson reoo~ 

mended any stops to prevent inflation. In fact , tho country 

VQS so blind to its dangers that as lato o.s Juno, 1917, Cdngress 

actually hostcnod the rise in prices by r educing tho reserve 

requirements for member banks of tho Federal Reserve System. 

Tho consequences nero so serious for every American that 

there must be many housewives oven todny nho can remember them. . 

ar 1920, 0. ton-pound bag of sugar cost $2.&7, a dozen eggs 

cost 92 cents, a ten-pound bag of flour cost 88 cents, o. pound 

of buttor cost 76 cents and a pound of pork chops cost 50 cents • . 

ar tho.t yoo.r prices had skyrocketed to tvtico tho level of five 

years oo.rlior. The money tho housewife paid ~or one loaf of 

brco.d in 1914 bought only half o loaf in 1920. The money she 

paid for o. pound of bacon in 1914 bought only half a pound in 

1920. Tho money she paid for a 7ord of cotton cloth -cs 
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enough to bu;y only 1/3 of a yard in 1920. The consumer found 

that food, fuel , shelter and c~othing nhich cost a dollar in 
. 

April, 1916, had risen t o almost tno dollars by 1920. The 

family nith no increase in income found its purchasing poner 

cut in ho.1f. 

VIe havo no11, as 11e had t hen in 1916, a moderate rise in 

the cost of living, a great rise in rtho1osa1e prices, and a 

still greater rise in the prices of basic commodities like 

nhcnt, hogs, cotton and lumber. It is tho rise in the prices 

of b~sic commodities that constitutes our red light, our 

nurning signal, tod~, for such a rise is always the advance 

guard of an increase in the cost of living. 

If v;e fail to use the controls at our disposal non, if 

ne fail to do the specific t hings which arc in our power to 

check inflation non, if we allo\7 prices to go on rising as 

they did from 1916 to 1920, ne mny find that food, fuel, 

shelter and clothing r.bich non cost o. dollo.r will once.more 

cost aloost tr.ice es much before the process bas ended. 

The rise in prices is by no moans confined to foodstuffs 

lllld clothing. I have before mo, for instance, the actual 

figures on tho cost of constructing o. standard six- room 

frame house in one of our typical citios. This home that 

could havo boon built a year ago for $6, 000 now costs $7, 140 

to build. Here 11e have an increo.so in prices of nearl y 

20 per cont, and if it goes along ~he 1916 pattern, we are 

only at the beginning of the story. 
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Not only is the cost of building hocea rising, but 

higher rentals are ~lso on the wny for tho millions who do 

not 01m their homes , In scores of areas nhere industrial 

expansion has first taken hold, rents havo already risen 

10, 20, 30 por cent, and even highor, 

169 

I have brought ni th me tonight a pictorial chart which 

I wish the radio audience could see becausG it shoils so 

pbinly thG road ne traveled once, and the road nhich vre 

oust not travel again, The chart shor.a hon the buying por.er 

of your dollar shrank from 1914 to 1920, ho11 70ur dollar 

bought less food, less clothing, loss shelter, less heat 

nnd light because prices ;;ere allowed to run anay. It shows 

how your dollar is already buying less in 1941 than in 1939, 

nnd it laavos o. big question mark for the space showing nhat 

;:our dollar may buy in 1942. The o.nswer to that question is 

in our keeping as Americans, uhother we aro officials of the 

Govcrllllllnt or private citizens. And I have uritten on the 

clu:rt, nlongside the question ~:~nrk, the 1;ords: "Ans1;er de­

ponds on us". ~/e must decide nou, this year , \70 in lfashington 

and you in tho country at large, \/hethcr ne shall have the 

common sense and determination to avoid vrhat \le ucnt through 

tHonty-.ri ve years ago. 

Lot it not be said of us , as David Lloyd Goorge said of 

his people in 1915, that r.e nere "too late in moving here, too 

lnto in arriving there, too late in coming to this decision, 

too lato in starting ri th enterprises, too lotc in preparing. • 
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Thoro is no excuse for us to bo too lato in veeting 

this throat of inflation that faces us. Wo nou knon, or 

ought to kno\1, nhat is going on; that is perhaps the greatest 

difference botrroen conditions today and in 1916. This time 

our ayos aro open to the dangers that lie ahead of us. We ,. 
noll kn011 that the time to do something about inflation is 

boforo it occurs, not after it has gathered momentum. We 

should profit by our grca tor knonlodgo nnd take prompt and 

effective action no~. 

There is no need for me to rocind this audience in detail 

o£ the reasons nhl prices have already risan. The reasons are 

plain fo r everyone to see. Our economy today resembles an 

overloaded stenm boiler. Tho firo tmdor the boiler is being 

fed by billions of oddi t i onal purchasing porror in the hands 

of tho public, The fire is groo.ing hotter and is generating 

mere stoam than the boiler c:m safely hold. If rre are to 

prevent the boiler from bursting, 111l oust ~ down tho fires 

by diverting spending anay from those articles or_collll:lllditics 

in 11hich there is a shortage, nctual or potential. We must 

dnnp dovm tho firos o.lso b7 increasinc tho flovr of supplies 

of goods nvnilablo to the consumer. . . 
Wo cun, ns I hnve snid before, defont this threat of 

inflntion, just o.s 110 can dofoat nnd destroy ~ho forces of 

evil that ho.ve been let looso upon this earth. But r:c need 

to understand the issues and uo need to soc clearly the con­

scqucncos of innction or del~. I should liko, therefore, 
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to point out, first , what we have done, and then, what we 

need to do, in order to stop prices from rising further . 

1?1 

In the first place, Congress is on the point of passing 

a huge tax bill designed to raise almost four billion dollars 

in additional revenue , thus withdrawing a great amount of 

purchasing power that competes with the defense effort . 

Secondly, the Treasury in its borrowing program is try­

ing to obtain as large a portion of its funds as possible 

from current consumers• income. 

Through a new form of note - the tax anticipation note -

it is seeking to increase the effectiveness of the income tax 

as a check on current purchasing power, and I am happy to 

report to you that more than a billion dollars' worth of 

these notes were sold in the month of August . 

The Treasury has also begun a program of selling Defense 

Savings Bonds and Stamps to people of moderate and low incomes . 

The people have responded to a tune of a billion and a quarter 

dollars in four months, without coercion of any kind; and in 

making that response possible the advertising profession bas 

been of truly invaluable help. 

The President bas recently issued an order authorizing 

the Board of Governors of the Federal Reserve System to control 

consumers installment credit. 

The Congress is considering, and I hope will pass without 
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unoue delay, a bill to limit price rises and to supplement the 

efforts of the Office of Price Administration to limit those 

risos by voluntary cooperation. 

All these are useful steps to a necessary end, but they 

are not enough. 

We shall have to tax ourselves much more heavily next 

year than this year, great and far-reaching as the present 

tax bill will be . 

We shall have to invest much more widely and systemati­

cally in Defense Savings Bonds and Stamps . In particular, 

the rising payrolls of the past year have been a oleer cell 

to the wage earners of America to set aside a portion of 

their earnings each week for their own good and their country's 

good. 

We may have to extend general controls over benk credit 

and create controls over selected capital expenditures. 

I hope that we may extend the social security program so 

as to increase the flow of funds to the Treasury from current 

income during the emergency and increase the outflow of funds 

wben needed in the post defense period. In addition, I have 

already suggested the creation of what I have c~lled a "separa­

tion wage" -- thrt is , an entirely new form of contribution 

out of which a worker .-ay draw 8 regular wage for 8 stnttd 

period in case be loses his job. These measures would be 

good ~nd desireble in themselves , but they ore especially 
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necessary at this time , for they should help us to decreese 

oertrin forms of purchasing now and inor~ese them in the 

future when they may 1;;: needed . 

Wo must , P.S I have said many times , reduce noncssenti 11l 

Federal expenditur es , We must also apperl for economy in 

stotc and loc~l government expenditure end a curtailment of 

their borrowing for nondefense purposes . The rresident pointed 

the wr~ r. conth ego nhcn h~ vetoed e bill calling for 320 million 

dollrrs worth of highway constru.ction. B>" this ection be dem­

onstrated that thtre is r. clear distinction nowadays bttwcen 

the spending thr.t is necessary for defense end the spending 

thet ern be postponed unti l n l eter dey , 

The count ry shoulq congr etuleto itself on the President ' s 

veto of this measure, end also upon th~ Scnntt •s action only 

l rst week in epproving the crention of P joint committee of 

the trxing end the appropriating agencies of Congress to study 

the possibilities of economy all along the line in nondeftnse 

ectivities . I heve sever11l times suggested the crePtion of 

such e. comml t tee , and I run very ha-pPy thn t rny suge;estion hrs 

bten adopted by the Senr.tc rt l ns t . I ho!le now thRt the House 

will also c.pprove th<; idea bccl\use it setms to m< thr.t such . ' 
joint no t ion is the only sensible w~y to proceed if ~6 r.re 

to cut the costs of government end clcr r the decks for defense 

spending. 
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All of the me~~ures I bP.ve so f~r augscatcd for c?mbetting 

infl~tion would attack the problem by rtducing the demend for 

goods no1Y rnd by nelping to build up 11 bPcklog of purchesing 

power for the post war world . 

But we should also ett~ck the problem from the opposite 

direction. We must meke every effort to lncre~se the supply 

of goods r.vcileble to the consumer wher ever this ce.n be done 

without encroaching u~on the defense program. Above rll, we 

must meke full use of those suppli es thftt ~re PVt. ilrble, not 

only in defense production, but in the orovision of civiliP.n 

goods rthich do not compete with defense out'lut . 

This is a time when we must flett cn the pe~ks rnd fill 

up the valleys in our economic picturo. If we r educe unde­

sircble purch11sing now and keep prices down now, we shrll be 

helping to provide for the doy when thtse vrst defense expend­

itures will end ~nd when our defense workers will teke up the 

work of peace Pg~in . 

Tho most effccti ve wey to prevent ~ dr.m~~ging rise in 

prices is, quite simply, to r el eese surpluses from storege, 

I wonder if the housewife knows, when she pays fifteen 

per cent more then she did n yenr ego for P. bPg of flour , 

thP t our supply of wher.t is the b rgest on r ecord, ~nd thRt 

498 million bushels of severPl yee.r s ' crops rrc ev~il~ble in 

our neighbor dc~ocracy of Canedo . It is true that only three 

months ego e rigid quote wns e~~lied to the importrtion of 
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nhert from c~n~dr nith the ultimetc objective of kee~ing up 

the price of vrhcrt in this country. But it is Ill so true thPt 

only the other dry the quotr on sugnr from Cubr wns enlPrged 

so substnntirlly e.s to absorb most of tho r osorve stocks i n 

thot country. It seems to me desirr.blc end necess~ry thrt we 

now follow the exnrnple set in the crse of Cubrn sugrr Pnd 
' 

permit the entry of CPnedirn •.•bert in lerger volume. 

Here in t~s country ~e bov~ lrrge r~serve stocks of 

fPrm products of mBny kinds r.hich should be relersed for con­

sumption ~s frst rs nccessrry to prevent unrersonrble price 

rises . 

Tho Government now holds or controls seven million brles 

of cotton in reserves , end cotton prices h~v o risen from 

9~ cents n pound on ;,ugust 1, 1939 to over seventeen cents 

P pound nt the present time . In snitc of this rise of not 

frr from 100 per cent in tno ye~rs , Congress recently sent to 

the President r. bill to fr eeze gov~r~,ent stocks of cotton •nd 

wheot for the durction of the wrr, •nd thus to ~rcvent the 

government from disposing of rny of tht surplus vshe•t r nd 

cotton it hrd Acquired. The President promptly vetoed the 

bill beoruso this morsure would h•vc rgi;r rvr t ed the drnger 

of inflrtion end might hr.ve frustrr. t ed our efforts to fight it. 

We ought not to withhold cotton surplusts, or Pny sur­

pluses, from the m9 rkct in times llko thtsc . The houst~ife 

ought not to be rnwde to pry r tribute to profiteers •nd 
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speculntors when she buys a cotton sheet for her home or e shir~ 

for her husband or e suit for her child. 

Millions of people still go without the milk, butter P.nd 

eggs which, nccording to the testimony of food experts and 

the dictates of plain common sense , Pre neoessery to good 

hePlth and good morr.l e . Yet the r eserve stocks of butter, 

cheese, beef and pork no~ held in this country are fer higher 

thrn th'Y were a ye11r ngo and fer higher then the e ver~ge of 

the past five yecrs, 

This hrs been historically a l~nd of milk end honey. 

There is still plenty of milk and honey but too much of it 

is in the warehouses. Let's meke it flow. If we were to l et 

it flow to the public we would not only help in keeping prices 

steble but we would be doing something even more important ; 

we would be helping to rneke our peopl e heP.lthier end happier. 

It is sheer folly from the fermer's point of view to 

push prices un by creating scarcities in times like these. 

The f•rmors suffered cruelly for twelve long ye~rs •fter the 

collapse of the inflr.tion of 1920 r.nd 1921; they should no t 

bt made to suffer cgcin, 

It is sheer folly in the same way for l ebor le11ders to 

seek new increases in w11ges every few months ~ - new increeses 

which in turn produce higher menufRcturing costs, higher 

prices, and a higher cost of living. 
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It is short- sighted for a lcndlord to ohtrge ell thet 

the trr.ffic will bear in defense centres whtr e housing specc 

is st t premium. 

It is poor business , in th~ long run, for -.ny businessmen 

to seek exorbit~nt profits in this per iod of defense spending. 

It is br.d bonking, in the long run, for ~ny benker to 

' xploi t the present demand for funds by seeking to chr.rge 

unreesonablc interest retes . 

There nn elvmys selfish groups in rn;y country whlch 

think they c~n profit from inflntion. The7 rre wrong. 

Inflation does mor e tkn merely to rob tho woge e•rner 

of r ~ortion of his errnings . It docs moro th~n sPddle the 

fr rmer with 11 lo~d of debt which he crnnot r cp"y. It is more 

destructive of morale thrn eny other single force . Infl • tion 

divides the country. I t SEts up producers Against consumers, 

workers Agr.inst emplo7ers, the people who owe money ~geinst 

the peoplE to whom the money is owed . 

flo group in e communi t-1 profits from in!la tion in the 

long run except the Three Horsemen - th~ Speculator, the 

Profiteer nnd the Hoarder . 

These er e truths thct should pe self-evident . They 

should be es!lecinlly so noiV, in vie'll of the f~ct thnt rising 

prices will only o.dd to the cost of our defense progrr.JI\ rnd 

mnke the rrr.Ung of our country stcPdily more difficult. 

They should bt self-evidtnt now in the light of the exoerience 
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tht t we su.Ci'cred only 25 yor.rs l'go . 

We ~mcricrns heve more then 150 yen rs of self-government 

behind us. We nr e a mature nP. tion, P.nd w~; should be nble to 

fnoe up to our r esponsibilities as llll\turc men and women, 

t.zy plea to you tonight is thet we should l earn from bitter 

experience . ~· hope and my belief i s thrt no group emong us -

whether ft~mcrs , working men or business men - shall be t empted 

by the illusion of selfish gain into allowing prices to rise 

unchecked . 

The cost of inflation is too ruinous to producer rnd 

consumer r.like for Anyone in P.uthority to toler11te it now, 

I cen give you only t hi s pl edge - that this Administrntion 

will do ~verything humr.nly possible to prevent inflrtion. 

But in this fight the Administr~tion must hrvc the firm 

support nnd the clear understanding of lSO million t.cericens 

behind it~ If we have thet support and t~t understanding, 

I know t hr. t lYe shall not fail. 
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Changes in Buying Power of Your Doll~r 
World WtJr dnd Now 
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1914 1939 

lll IOOlll 

NM NM 
1916 1941 

Food Clothing 
VIORLD WAR- NOW- VVORLD WAR - NOW -
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Soptwbtr 12. 1941: ~~ !SO 
A auageeted •ethod br wb1oh 

OoYernaent hold1nge ot tar• produote 
al.ght be ueed tor 1ntlat1on control h 
contained 1n a ae•orandWI to the Seor,ttllrJII' 
ot th1e date. iJb1b1t 1 9 . 
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Secretary Xorgenthau 

Wr. Cairns 

Subject: 

Wr. Haaa 

Uee ot tara eurplueea tor ~lation control within 
the trameworlt ot the Adminntret1on' a agrio{,ltural 
policy: 

fhe Preaident has atated in hia preea release ot Kay 26 
19~1, approYing the S5 percent ot parity loana (S. J. Rea. 60~: 

(1) 1 !h1e ie an ettort t o obtain tars prices nearer 
parity. It retlecte the Oovernaent 'a objeotiYe tor the 
paet eight yeara. • 

(2) He stated that 'wholly unmanageable surpluses 
should not accumulate in the hande ot the OoYernment. 
Finally, the Coamodity Credit Corporati on should be 
tree to dispose in an orderly manner ot many oommod1t1es 
acquired under the loan program. • 

(3) 1 I am approving thia Joint Resolution on the 
distinct understanding that parit)' payments will be 
limited to the amount neceeeary to bring the basic oom­
moditiea to parity but not beyond parity.• 

A method by which the OoYernment holdings ot cotton 
and wheat could be used to atabilite prioea, consistent with 
the Acllllin1atration ' e stated polio)' on agricultural prioee, 
1e aa toll owe: 

!he Preeidant or the Secretary ot Agriculture could an­
nounce that tbe OoYernaent etood ready to eel l wheat and 
ootton at parit7 p.rioe leYela. !be Oonrnaent baa 170, 000, 000 
buehela or wheat and 6 000,000 balee ot cotton aYailable tor 
tbia purpoee. It ie ~lieved that tboae are au!ticient quanti­
t1ea to maintain the open market price at parity !or the t1ae 
being, The parity pr1oe tor cotton ia at approximately the 
present market leYel, and tor wheat somewhat higher than present 
market prioee, 
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State .. nt of Secretar7 Morgenthau 
before the Committee on Bankinc &Dd Currencr 

of the :House cf Repreeentathea 1&3 

Wednead&7, September 24, 1941 

I am glad to testify in behalf of this Bill not only 

because I am in accord with its objectives , but also becauae 

I a.m convinced of the terrible urgency of the problem which 

this Bill would help to solve . 

la the President said two months ago in recommending 

to Congress a bill to control prices: 

"Tod&7 we stand, aa we did in the closing months of 

1915, at the beginning of an upward sweep of the whole price 

st ructure. • 

In the facta an~ figUres already presented to this 

Committee there has been ample demonstration of the accurao1 

and timelineaa of the President ' s warning. llmoat any part 

ot the price data presented to this Committee points to the 

same conclusion, namely, that the pattern of price riaea in 

the put two yeara ia ahowing an alarming aimilaritT to the 

pr ice movement. during the tirat two years of World War Jo. 1 . 

In the last war we waited too long . It was not until 

lugust, 1917, that the first step was taken to check price 

r ises. The Lever Act empowering the President to control 

27-68 
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rood and f~cl prices was not introduced uniil June 11 1917 • • 
and did not become law until August of that year. 

By that time the damage had already been done. The 

general price level had risen more than 76 per cent and the 

forces making for further price qiaea had become ao powerful 

that they could not be stopped. 

Are we again to wai t until prieta have risen 75 per cent 

before we take bold and effective action? 

The wholesale pr ices of farm products have risen 37 

per cent in the past year, and of that rise, 6 per cent baa 

occurred in the l ast. month. All commodities have risen 18 

per cent in the last year and 2 per cent in the last month 

alene. Simi l arly down the line: foods are up 25 per cent; 

hides and leather up 13 per cent; textiles up 23 per cent; 

building materials up 12 per cent; and chemicals up 14 per 

cent . 

The public is amply aware of what la happening. The 

housewife knows that pork chops that were 29 oenta a pound 

in January were 30 in February, Sl in April , 32 in MaT. 35 

in June , 37 in July, 38 in August and 41 at the moment, a 

to tal rise of 40 per cent in those nine months, The house­

wife knows that eggs have risen more than a third since 
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January, that coffee is up about one-f~urth in the same period, 

and that sugar and flour are up almost a fifth in the same 

period, respectiv~lf· The housewife, the business man, the 

wage-earner, and the Government employee all know from their 

daily experiences that prices are rising. 

The forces at work today are the same as those that 

brought our inflations in previous periods of war or rearmament. 

Yet there i s fortunately one difference in the situation 

which, I believe, can save us from the disaster of inflation 

now. This time the public and the Government are aware of 

what happened before and what is happening now. 111 of us are 

able, if we choose, to take positive, effective, preventive 

measures in time . 

That is what the Congress is baing asked to do today. 

Passage of this Bill would be one addi tional step forward in 

the war against inf~ation, the war on our home front, the 

war that .uat be fought and won i.f we are to preserve our 

lmerican heritage . 

It ia true, of course, that price control alone will not 

conquer inflation. This Bill alone cannot atop price riaea. 

Ever1 government that bas attempted to ohack inflation baa 

Regraded Unclassified



, 
1.86 

- 4 -

round that direct price controls alone cannot bold down the 

lid when the income of the consuming public is increasing 

and the amount of goods aTailable to the consumer is decreas­

ing. Additional steps are necessary. 

Our Government has already taken eome of them: 

(1) The Congress has passed, and the President baa 

just approved, a tax bill designed to raise more than 3-1/2 

billion dollars of addi tional reTenue. This is a major 

accomplishment in the anti-inflation effort, for it will 

absorb a substantial portion of the increased incomes that 

are initially responsible for price riaes . 

(2) Secondly, the Treasury is engaged in a borrowing 

program designed to absorb still more of this excess income . 

Through the sale of Defense Savings Bonds and Stamps the 

Treasury is trying to borrow a large proportion of i ts funds 

from current consUDer incomes, rather than from banks . In 

the past four months 1- l/4 billion dollars of Defense Savings 

Bonds and Stamps haTe been sold . 

(3) Thirdly, a ·new form of borrowing- the tax anticipa­

tion note - has been introduced, with the object of absorbing 

consumer incomes before the date at which income taxes fall 
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due. Curing the month of August more than $1 billion of 

these notes were sold, absorbing income that might otherwise 

be pushing up prices in the market place. 

( 4) Fourthly, the Board of Governors of the Federal -~ . 
Rese rve System has recen~ly been given the authority to 

control consumer installment credit and has just increased 

reserve requirements of member banks as a further check against 

inflation. 

(5) Finally, the Office of Price Administration has been 

exerting every effort to control prices through the cooperation 

of producers and consumers. 

Those are the more important stepe that the Government 

is now taking to check price rises . But they are not enough. 

If we are to be sure of victory in the fight against 

inflation, we must prepare further to increase taxes. We 

may have to extend the general controls over bank credits. 

~e shall certainly have to reduce capital expenditures for 

non-defense needs, and widen the sale of Defense Savings 

Bonds and Stamps . 

It would be wise to extend the social security program 

to absorb purchasing power now and pave the way for increased 

purchasing power after the emergency. 
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It will alao be essential for Federal, State and local 

governments to reduce non-defense epending aa .uoh aa 

possible. 

I am looking forward now to an early meeting of the 

joint oo~ittee of the taxing and appropriat ing agencies of 

congress , a ooaadttee that has juat been created to studf 

the whole problem of non- eaaential Federal expenditures. 

I hope that this coaaittee will recehe consta.nt support 

from Congress and the country at large, for i t can make a 

vital contribution in the anti- inflationary struggle. 

We must do much more than out down purchasing power; 

we must attack the pr oblem from the other aide. Rising 

prices oan alao be retarded by increasing the supplies of 

goods which do not compete with defense needs. 

We are in a position to do juet that. The Government 

has in ita warehouses vast quantities of cotton, wheat, and 

corn. Our granary doors should now be opened , enough at 

least to prevent unreasonable price rises . Such a step 

would be in agreement with our eatabliehed agricultural policy -

the ever-normal granary. Having accumulated stocks in times 

of low prices, they should be distributed in times of high · 
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prices. low i e the time to draw en these auppliea, both aa 

an anti- inllatiouary meaaure and aa a preparation to~ 

replenishing them it that should again become ueceaaa~. 

The concept ot an eve~-no~mal graua~y, which calla 

for a control of falling fa~m prioea, aeema to me to call 

equally for cout~ol over rising ~·~ p~icea. This Bill, 

however, specifically rest ricts the author ity or the price 

control adminiat~ation over fa~ pricea, !hat ia, I believe, 

the major defect ot _the Bill. I atrougly recommend that 

thi s inllexibility be ~emond - in the iute~eat of t he 

attack upon inflation, in the inte~eat of the atanda~d of 

living of our people and in the long-run interests of farmers 
I 

as well. 

I am not disturbed by the gene~al level of ag~icultural 

pric_es now prevailing, but I am deeply concerned about the 

danger t hat a~icultural prices will continue to ~ise aa 

they did in the Wo~ld Wa~. Such a riae would hasten general 

inflat ion, would restrict t he ataudard of living, and would 

even interfere with the health and morale of our people. 

lnd i t cannot be repeated too often that in the long-~ 

the worst sufferers from inllation are farmers themselves, 
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After the Firat World War inflation, agrlcultura waa the 

hardest hit and t he slowest to reco~er . 

It baa been suggested during these hearinga that this 

price-control bill should include a ceiling o~er wagea. 

I should like to go on record as not shar ing this ~ew. 

In free countries labor ia not a commodit7, human beings 

are not propert7; and the7 should not be treated aa such. 

I fully appreciate that wages affect the coat of 

production and the general le~el of pr ices. Howe~er , I 

feel ver7 definitel7 that if we can on the one hand keep 

100 

the cost of living from r ising, and on the other hand impose 

adequate taxes on excessive profita , then we will have 

removed the ma)or causes for demands for general wage 

inereasea . Furthermore, it ia worth noting that the majo: 

portion of our defense industries toda7 is covered by 

collective bargaining contracts, and onl7 a sharp rise in 

the coat of li~ing ia likel7 to upset those contracts. 

Two weeks ago I said at Boston that it was foll7 for 

labor leaders to seek continual increases in wages every 

few months , and that it was eauall7 shortsighted for farmers, 

businessmen, landlords or bankers to aeek to exploit the 

present abnormal situation for selfish gain. 
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If we provide effective price control and adequate 

excess profi ts taxation, and it it should later develop that 

wage rates are not being kept within bo~de, we shall have 

to consider other measures. Aa yet, however, I eee no 

necessity for them. 

Before closing, I feel it ~ particular responsibility 

aa Secretary of the Treasury to po~nt out to you the special 

interests of the Government and the Treaaury in stopping 

pr ices from riei.ng further . 

As the nation's largest purchaser, the Government ia 

concerned with the problem in a very direct way. Congress 

bas already appropriated more than 50 billion dollars for 

defense, and the end is not yet in eight . The rise in 

prices which has already taken place will coat ua billions 

of dollars. If prices are allowed to behave as they did 

during the World War, we 11a1 find that our defense program 

will coat us double without giving ua a eingl ditional 

gun or plane tor that extra expenditure . 

We not on~y are the nation'• largest purchaser of 

goods, but we are the nation's largest employer. The 

Government now employs nearly one and a halt million civilian• 

in the Executive Departments, with a payroll now running at 
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the rate of 2-l/2 billion dollars a Jear. 1 aubetantial ~iee 

in the coat of living will r aise tor ue as an employer a 

ohoioe of evils: to permit the real incomes of our employeea 

to be unjustly reduced, or to increase still further the 

payroll that we must meet, 

I fully appreciate that it requires courage on the part 

of 'Congreaa to pass this Bill, It always requires courage 

to put brakes on rising prices . But if any lesson is to be 

learned from the record of the past, ~t should .be that infla­

tion is inevitable in times like these unleaa all of us -

Congress , the Executive Departmenta, and the people - fight 

it on all fronts and with all the strength and courage at 

our command. 

We should gain courage from the'knowledge that infla­

tion is not only accompanied by serious evil• but is 

followed by even greater evils. We should never lose sight 

of the fact that inflation is al ways followed by deflation 

and that the ride down is a lot longer and a lot harder and 

a lot more painful than the abort intoxicating ride up. 

After all, this question of inflation is one that goes 

to the very heart of the social aspirations of the Amer ican 

people. ln uncontrolled price riee now would endanger the 

-
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frui ta of our hard-11011 progreu of MJ11 yean. U we lack 

~he necea1ary realiam and courage now, we shall place 

mult i tudes of American farmers , workera and GoTernment 

employees at the mercy of those whom I have called "the 

three horsemen -- the speculator, the profiteer and the 

boarder. • 

ETery hardworking and thrifty man and woman in the 

Uni ted States baa a direct personal atake in the succesa 

of the battle againat inflation. I regard it aa Yitally 

important for Congress to pass this bill and pass it 

promptly. 

-ooo-
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(The following address by SECRETARY MORGENTHAU 
before the Annual Convention of the American 
Bankers Association in Chicago is scheduled to 
be delivered at 10:30 a,m,, Central Standard 
Time , Thursdaa, OCtober 2tJrt ani Is ! or 
release upon eliverz at ime, 

. ... .. 

1.95 

Throe weeks ago, in a speech at Boston, I said that we 

were in the early stages of a serious price inflation, and that 

we must deal with the danger at once, I said then, and I should 

like to rapeat it at the very start of this talk today, that if 

we do not check the spiral of rising prices, and check it now, 

the consequences will haunt us and our children for years to 

come . 

I outlined then a twin program for fighting inflation, on 

the one hand b7 reducing exceu purchasing power in the hands of 

the public, and on the other hand by increasing the supply of 

goods, like farm products, which do not compete with the over­

r iding needs of our national defense effort. 

I said then - and I feel very deepl1 about it - that it 

was "sheer folly" for the farmer to seek higher prices for his 
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crops at this time, for labor leaders to seek continual new 

increases in wages, or for l andlords, businessmen, bankers, 

or anr group to exploit the present emergency for selfish 

gain. And I asked for the unders t anding and support of 130 

million Americans in fight ing the evil of inflation by evecy 

means in our power. 

There is no need to tell this audience of bankers of the 

need of co1111110n effort, on the part of evecy group and evecy 

individual in the collllliUD.i.cy, if inflation is to be averted. 

You have shollll abundantly in the past year thet you are 

conscious of your duties and .your responsibilities to the 

country. You have given ms.gnificent help, and ghen it un­

selfishly and cheerfully, in the selling of Defense Savings 

Bonds and Stamps. You have given further help in the sale 

of tax anticipation notes which make it possi ble for every 

taxpayer to meet next year's heayy tax bill more easily. 

You have cooperated willingly with the Treasucy's control 

of foreign funds , even though it interferes with the free 

handling of your business a.ffairs and subject& you to Dlll1l1 

complicated regulations and questionnaires. 
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In all these and other •~ys you have been such reel 

partners of the Government that I em very glad to be with you 

tnis morning, to thank you personell1 for ell that 10u h~ve 

done. 

But the most important task of American bankers lies 

immedietel1 ahead, and it is e broader and bigger task than 

aD:f you have yet been celled upon to perform. That is the 

task of doing everything in your power, not only as bankers 

but as influential and respected leaders in your communities, 

to fight this evil of inflation wherever it rears its heed, 

11Aey of you will remember, from your own experience of 

twenty-five years ago, that inflation is just as damaging to 

bankers as to farmers, wage earners or businessmen, 

We now know that the doubling of bank loans end invest­

ments from 1916 to 1920, and the resulting doubling of 

deposits in the same five years, contributed to the gre~t 

increase in prices which brought such hardship to American 

consumers and such dis~strous after-effects to American farmers , 

We now know that the inflation of e quarter-century ago, 

with ell of its injustices and dislocations, could to some 

extent have been avoided i f the Government of those days had 

acted more promptly, if it had taxed more heavily and borrowed 

more widely from genuine savings • 

• 
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When the inevitable collapse came, no fewer than 2,910 

banks with 790 million dollars of deposits were compelled to 

suspend operations in the five-year peri od from 1921 to 1925. 

Humpty Dumpty had fallen from the top of a very hi~~ wall 
- c.u • 

and many years of effort were needed to pick up the pieces. 

It is our job at the Treasury and the Federal Reserve, and 

yours as custodians of the people 'a 1110ne7, to make sure that 

any present-day descendants of Humpty Dumpty shall not go 

c!Uabing up t hat wall of expanded credit and higher prices 

again. 

That is why mr first plea to you as bankers is that you 

scrutinize closely your own lists of applications for loans. 

Those lists contain within them much of the ammunition of 

inflation, You have in your hands, therefore, one of the 

t10st effective weapons for checking inflation at its source. 

You are sure to find, on looking over your llata, ~ ap­

plications for mone7 for non-defense projects that would 

involve competition for steel or copper or any of the thou­

sand and one materials now needed so desperately for our 

defense effort. If you can .postpone all such unnecessary 

loans until a later day, without waiting for the priorities 

to become broader, you will be doing a real and lasting 

service to your country. 
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I hope that in the not too distant future the prioricy 

system will become so effective that the supplf of practi­

cally all raw materials for all purposes will be under full 

control in the interests of national defense. That should 

mean that materials which must be used for defense purposes 

:l99 

will not go into any unnecessary civilian projects. But until ~ 

that day comes, I hope that you will constitute yourselves the 

sentinels of the nation, in your own bank and your own com­

l:lllllity, in guarding against any printe encroachment upon the 

stock of resources needed for the national effort. 

Another essential service whlch you can perform is, quite 

simply, to teach the people of your communities the facts 

about inflation and defense financine. You see in your dailJ' 

work men and women from ID8JlY walks of life. You are in a ker 

position to advise the~ and your advice carries as quch 

weight as that of a family doctor· to his patient or a la~r 

to his client. I lr:D.ow that in these serious ti.mes 701l11ill 

give the right kind of advice, and that your influence col­

lectively and individually will be joined with that of your 

Government in its effor~s to keep the cost of living in check. 
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There is a real need of convincing the average citizen, 

right now, that he will have to accept far greater taxation. 

There is a real need of preparing him to make greater savings 

in his daily life to ensure the long- run survival and impr'ove­

ment of his standard of living. Above all, there is a real 

need of explaining to him that this war cannot be I'IOn quickly 

or cheaply or easily. 

It will require all-out effort on our part to tip the 

scales in this war. It will require every ounce. of strength 

that our giant industrial system. can give. It will demand 

s1~eo.t and sacrifice OI\ the part of producors, I'IOrkers, man­

agers and consumers alike. And it will mean the greatest 

public expenditure thet has ever been pumped into the arteries 

of cur economic system. 

Defense expenditures have now risen slowly to more than 

a billion and a quarter dollars a month. They will soon be 

a billion and a half, but even then they will be utterly in­

adequate compared to the need. Perhaps "inadequate" is too 

mild and charitable a word. We are trying to make ourselves 

the arsenal of democracy by devoting only 20 per cent of our 

factory and mining output to defense , only 30 per cent of our 
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output or duruble gooda, onlJ' 10 per cent of our output of 

non-durable goode, 6nd onl7 16 per cent of our national in­

come. That, sure]J', h ney f6r f r om tot&l defense or all­

out effort. 

Uobo~ ce.n emphasil:e too often or too atrong]J' tha 

1116gni tude of the job which we .Americ6n people hne sot out 

201 

to do. Let me give 70u a few al.mple illustrations. At 

present prices the cost of the total defense program aa now 

planned will be more than 50 billion doll&rs. This is 10 

billion doll&rs more than the original value of all building 

construction in the United States since 1927. It is twice as 

much as the total investment in American railways. It is 

twice o.s much as the total value of all passenger automobiles 

produced in this countey during the past fourteen years. 

Yet there is no r eason whatever for us to be discouraged 

over the mere she of the job ahead. In spite of a slow at&rt, 

tte are now on the road to 6n exp6nsion of production which will 

confound those of nurow vision and little fai th who cried, "It 

can 1 t be done. • The capacity of .America to produce ove.r the 

long pull is almost limitleaa. \Ve .&llerio6ns o6n do &n1 job 

that we set ourselves t o do. 
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It is not so much the size of the undertaldng as the 

limi tod tilllll at our COiliii8.I1d which cause a our economic &Jatem 

to heave and strain. To telescope such a vaat construction 

or production job within, not twenty years or ten years , but 

within one, two or three years, is bound to affect profoundl7 

every aspect of our economic and social life . 

Under the impact of our comparativel r modest defense ex­

penditures up to now, our national income has increased b7 

fourteen billion dollars in a rear, and we are feeling all the 

prelimi.narr symptoma of a serious price inflation. What will 

the inflationary forces be six months from now, when we shall 

be spending much f aster and when the supplies of materials 

for civilian use will be smaller than they are today? \'/here 

will prices be then, if we do not act courageously to check 

them now? 

It is imperative that we set aside a great part of that 

national income, and especially the increase in the national 

income, if we are to put an effective brake upon inflation. 

One indispensable method of paying for defense without 

inflation i s "all-out" taxation, a method that has not yet 

been tried in spite of the good s tart that Congress has made 

in raising $3, 500,000,000 in addi tional revenue, With the 
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help of the new }(evenue .let of 1941, our tax structure will 

yield about fourtaen billion dollars in l'evenue, but in 1111 
opinion it still contains m&Df inequalities and m&D1 oais­

siona which will have to be co!'rected next ye&l', 

The tax bill next 78&1' will have to be a genuineq 

"all-out" bill, a genuine levy upon e.ll ln e.ccordance with 

their e.bility to pe.y, if it is to re.ise the neceSS&J:'Y !'eveuue, 

place the neceii&J:'Y check upon inflation, and take the profit 

out of '11&1', 

The second indispensable method of d!'awing off excess 

consumer purchases is by borrowing as much as possible from 

tho genuine savings of individuals throughout the country, 

I !mow I can count on your wholehe&l'ted cooperation whenever 

we have t o come to your banks tor funds, The way to proceed 

now, however, is to finance our needs as f&l' aa possible with­

out adding unneceeaariq to be.nk deposits, to borrow instead 

from private investol's, l&!'ge and small, and thus to !'educe 

the intlationary preaaure of our swiftly rising ne.tional 

income, 

The Defense Savings Program bee now been in progress for 

five months, It has yielded us a billion and a half dollars 

from two and one-halt million individue.l investors, The 
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result so far is certainly not below our expectations, but 

jus t ns certainly it falls far short of our needs. It falls 

short especially in that it has only begun to reach workers' 

payrolls. Every on~f the great national labor organizations 

hns given ite endorsement to systematic saving, and voluntary 

payroll allotment plans are now in operation in more than five 

thousand companies employing between five and six million 

l!Orkera. Our strongest efforts IIIUSt now be made in our great 

industrial centers, and must be directed at the good sense and 

patr iotism of the workers themselves. 

I can find no usefulness, for our present purposes, in the 

old Liberty Loan method of fixing money quotas for communities, 

trades, labor unions, school olaseee or individual s in this 

Defense Savings Program. I can see no value, ei ther in terms 

ot economics or of morale, in high-pressuring people to take 

1:10ney out of bank savings accounts or out of life insurance. 

But I do see a great benefit, financial and moral, in persuad­

i ng spenders to set aside, systematically, weelc aft.er week, 

a part of their current inoome for their own good and their 

country's good. 

The ki nd of spending that the Treasury is most anxious to 

divert into Defense Savings Bonde is the spending produced by 
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pay increases and bonuses, and U,r increased dividend p~nts. 

1 should like to offer aa a suggestion, for example, that everr 

Chris tmas bonus in the United States be paid in Defense Savings 

Bonds or Stamps this year. The banks of America can start the 

fashion so that it will sweep the countrr. The total amount of 

such bonuses mey be small, but there could be no finer example 

to the public, no more striking reminder of the spirit of these 

times, no better safeguard for the days of economic strain that 

are sure to follow the war. 

We at the Treasurr believe that the voluntarr Defense 

Savings Program has. already awakened a greater sense of pride 

in Ameri ca and a greater sense of participation in the national 

effort. VIe shall continue along that road of voluntary cooper­

ation, and I am perfectly confident that we shall reach vast 

n~bers who are willing and eager to put their savings to work 

for their country. 

In this etfort the Treasury will cont inue to depend greatly 

upon the bankers of America, not only as i t s agents in selling 

Defense Bonds but also as missionari es in spreading the gospel 

of savings in times like these. 

There are no commissions for bankers in this rtork, and 

you have asked for none. But in order to enable 7ou to give 
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rider distribution to Defense Savings Bonds, I am happy to 

announce to you tb!-s morning that it will no longer be ne­

cessary for you to put up collateral for the Series E bonds 

which you keep in stock for customers. I hope that this will 

relieve the banks, especially the small banks, of a real burden, 

and I hope that you will not hesitate to tell us at the Treasury 

of any similar burdens which you feel may be hampering you in 

the sale of these bonds. 

Wider savings and greater taxes will not, of course, be 

enough in themselves to cope with the inflation that now con­

fronts us. 

You have seen the joint statement issued last week by the 

Federal Reserve System and the. Treasury, dealing with the rais­

int of bank reserve requirements to the limit of the law, and 

pledging full cooperation with the Office of Price Administra 

and the new Supply and Priorities Allocations Board. 

That joint statement was a reminder of the fact that the 

Government already has powerful weapons of control in its hands, 

and that if it needs more power it will ask Congress for what­

ever it needs, in the fight against rising prices and falling 

living standards. It is now asking for additional power 
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through the price-control bill, which I hope will be passed 

b;y Congress without dela7. 

I have already suggested an extellllion of the social 

security program as a possible method of absorbing several 

billion dollars of next year ' s national income and thus build­

ing a further reserve for the future . I have already suggested, 

not once but repeatedlJr, that the Government out down immedi­

atel;y on non- defense expenditure, no t onl7 as sound financial 

polic;y but as sound anti- inflationar,y practice. 

Of course, such a combination of emergenc;y taxes, priori­

t ies, savings and price- control will cause some inconvenience; 

of course it will cause some hardship, some sacri fice. We are 

now engo.ged i n a wor ld struggle that de!IID.llds all our energies 

and o.ll the qualities that have made America great. As a re­

sult of that effort 11'8 are compelled to fight another enem;r, 

the enem;r of inflation, on the home front . How can we hope 

to nin unless 11'8 first throw onto the rubbish heap all ideas 

of business as usual, pleasures as usual and comforts as 

usuo.l? In 1111 opinion, complacency is our major source of 

weakness toda7 in building our defenses, for it saps our will 

and clouds our minds, and bli nds us to the stupendous size of 

the job that confront s us. 
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We can conquer intlation on the home front 1f wa act now, 

just as '118 can ensure the defee.t of foreign t)'r&llJI1 if wa 

rouse ourselves 1n time. li>st Americans, I think, are begin­

ning to see that ther have a personal stake 1n the fight 

against inflation, just as most of them began long ago to see 

their individual stake 1n the destruction of the Axis war 

machine . I am confident about the outcome on both f ronts, 

because I have a deep and abiding faith in the colliiiOn sense 

of the American people. 
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'ro orcan1ae Ul 1Jiter~«epartaedal 
coaa1ttee tor the etud7 ot the 1 1ntla­
t1caarr gap• an4 other price probl .. e, 
the Becretarr on tb1e 4ate eent letter• 
t o 9 GoYernant ageno1ee allk1Jig that 
repre .. ntat1.,. .. be dulgnated to .. ". 
on th1e oouUtee. A oops· ot the letter 
to llr. Hendereon h ehom u lilh1b11 22. 
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THE- SEC .. CTAfltY OF' THE T"E.A8U fiiV 

WA8NI NOTOH 

Dear ~r. Hendereon: 

ln cono1derat1on of •rioua fhc&l probl..,o crowinc 
out of the c!efsnoe proQ=, the Treaour'7 Dopert•nt 
dooireo to eot obl toh more effectt•e lta toon with other 
4ePf'rtlt .. nto on techDic&l research worlc: relettnc to 
Mtlonnl l.nco=• · ctTilian cona1lllpt1on, oe't'i.n&a aile! 
ta•eataent, detenee expenditurea, prlcea, &D4 relat~ 
u ttere. 'there 1• 1n the !'reaa~ Department a 
reotarch comdttee, of which Ur. Oeorco C. ~!AN, 
Director of Roaearch nnd Stathtleo, h tho ebeh"111ftll, 
worlctnc on thooo probleao. 1 b.o.n o.ol<ed t b1o colllll.t­
tee to car·cy on a continuoua et ud.y Md to turnlth ~"· 
f ro., time to t too , deta helpful in the determiM Uon of 

Tre~ury polio¥• 

1 obould nppreciate 1t it 10u would dooicnat o one 
or mo re poroono from 10ur St aff t o maintain liaioon 
" ith tho 'l're&oury in thh connection, an4 to urn ao 
aemboro of a coneult ative C0101111ttee to 110et at llr. Ht.ae ' 
call, 

( ait;ned) B, llorcontbau,- Jr. 

Ronor~bl~ Leon Henderson, 
Adm!ntotrator, Office of 

Price AdDI1nlotration, 
Waohington , D, o. 

Secreta.ry of tbo Treaaury 

... . . ... 
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Stateaent of Secretary Morgenthau before the 
Ways and Means Committee of the 

House of Representatives 

March 3, 1942 · 

I am here to offer my suggestions as to our 
first Revenue Act of the war. I hardly need to 
emphasize the sP.riousneee of the occasion. The 
task before us is to decide how this desperately 
serious war is to be financed and how.its gigantic 
cost is to be distributed. Economic and social 
conditions during and after the war will depend 
to a large degree upon the courage and wi sdom with 
which we attack these problems now. · 

To defeat the strongest combination of enemies 
in our history, we shall have to spend on a scale 
for which there is no precedent. If we are to equip 
and transport fighting m.en in sufficient numbers to 
turn the tide, if we are to furnish ' the weapons to 
the men who are doing the fighting, we shall have to 
usa every ounce of our national energy and mobilize 
every possible dollar of our income. The President 
has announced a program involving expenditures of 
$59,000, 000,000 in the fiscal year 1943. We shall 
have to tax in accordance with the magnitude of 
that program and in accordance with the seriousness 
of the position in which we stand. 

The President's Budget Message in January called 
for the raising of $7.000,000,000 in new revenue from 
taxes, together with an additional $2,000,000,000 to 
be obtained from the social security program. The 

30-52 
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unprecedented sum of $39.800,000,000 wil l have to be 
borrowed in the coming fiscal year, even if the new 
Revenue Act fulfills the President's hopes to the last 
dollar . I should like to urge, therefore, the adop­
tion and attainment of the goal the President has set, 
not as the maximum but as the very least t hat the 
American people Oan afford to provide at this critical 
time . 

Our task is more than the raising of a huge 
amount of new revenue. It is to make the tax program 
an instrument of victory. It is t o frame the new 
Revenue Act so wisely and so soundly that it will 
facilitate the maximum production of war materials, 
hasten the mobilization of our resources, strengthen 
the unity of our people fo r the waging of total war. 
and pr epare us for the new economic and soci~l problems 
that will face us when the war is won. 

Thi s means . first. that the new Revenue Act must 
help to check inf lation, for nothing in the economic 
field can interfere with the war effort as much as an 
uncontrolled rise in prices. An inflationary price 
rise is a source of grave social inJustice. It under­
mines morale and impedes war production. It strikes 
at random without consideration of equity or ability 
to bear the hardships which it i~poses. Once it has 
acquired momentum. inflation is extremely difficult to 
control . and leaves a heritage of post-war stresses 
and str ains that will haunt us for decades . 

Today we are confronted wi th a grave threat of 
inflation. Prices of food today are following pre­
cisely the trend of the firs t World War; prices of all 
commodities are rising at a somewhat slower but never­
theless disturbing rate . (A chart showing these t~enda 
is at tached as Chart 1.) Unless effective prevent1ve 
measures are taken by all t he means at our command, we 
shal l have a rapid general increase in prices. with a 
resultant rise in the cost of our war effort far beyond 
the figures now contemplated. 
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!he way to prevent inflation ia to prevent 
people from engaging in the futile effort to buy aore 
goode than can be produced. !his requires, firet of 
all, the continuous and willing cooperation or every 
man and woman. It also requires a comprehensive and 
integrated program of anti-inflationary aeaeures, in 
which increased taxes and increased savings are essen­
tial parts. Price control, rationing, and the regula­
tion of consumer credit are other parte of such an 
integrated program. 

It is important for us to remember that all these 
controls are interrelated. !he devices of price con­
trol, allocation and rationing wi ll be aore effective 
if taxes and savings are increased. Siailarly, the 
effectiveness of the fiscal devices in preventing in­
flation will be greater if price and coaaodity controls 
are used. 

We should, therefore, tax so as to withdraw the 
greatest possible volume of purchasing power at this 
time, when money incomes are high and the quantity of 
goode for civilian use ie shriniing day by day because 
of the demands of our war effort . · 

A second obligation, eecond pressing duty, is the 
need for severe economy in the operations of federal, 
State, and local governments. ! he anti-inflationary 
purposes of our taxing and savings program will be 
defeated if, at the same time, Federal, State or local 
governments indulge in unnecessary e~enditure. 

As you know, I recoaaended a few aonths ago the 
saving of at least $1. 000,000.000 in Federal expendi­
tures which coapete with war production and add un­
necessarily to the volume of purchasing power in the 
hands of the people . I recommended especially the 
immediate reduction of expenditures on highway con­
struction, rivers and harbors, non-defense vocational 
training and federal subsidies to keep up the prices 
ot agricultural products. 
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Since then some economies have been aade, but 
a large field for economy remains, not only here in 
Washington but in the operations of State and local 
governments . I should like to urge once more t hat 
real and substantial economies be made ae a corollary 
to the new tax program. 

.... 
I do not mean that we should economize on the · 

health and strength of our underprivileged, for that 
is no economy at all; but I do mean that we should 
save in subsidies to those who no longer need Govern­
ment assistance, and in non-defense construction 
proJects which can be postponed until the war is over. 

I have spoken of the need of checking inflation 
and the need of cutting non-essential expenditures in 
financinf the war effort; I come now to a t hird and 
moat ina stent need that should gover n our wartime 
f iscal program. That is the need of holding fast to 
the basic principle of our tax system, namely, that 
t axes should be fair and non-discriminatory and im­
posed in accordance with ability to pay. The coet of 
this war will have to be borne by everyone. It will 
be borne willingly and cheerfully if the principle of 
ability to pay is followed. 

In terms of the new tax pr ogram, this principle 
means that special privileges i n our tax laws should 
be r emoved. It means that taxes which cannot be ad­
JUSted to differences in income or family responsi­
bilities, such as genera l sales taxes, should be 
avoided. It means that undue profits should be re­
captured wherever they occur. Unreasonable profits 
are not necessary in order to obtain maximum production 
with economical business management. The country will 
not tolerate the retent ion of undue profits at a time 
like this , when millions are pledging their very lives 
t o eave and perpetuate our freedom. 
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ill ·will be expected to bear their fair share 
in the higher and l ower income levels alike. The ' 
recommendations which I shall nov outline to the 
Committee wi l ! involve progressively increased taxes 
throughout the whole r ange of individual and corporate 
income now covered by our tax l ava . 

1. Individual Income Tax 

The individual income tax is the beat available 
type or tax based upon ability to pay. Its rates 
and exemptions can be adjusted to the size of personal 
income and differing family r esponsibilities. Further­
more, it is a d.irect tax. I t falls wher e the Congress 
wants it to fall. 

I r ecommend that the individual income tax be 
changed to yield approximately $3,000, 000,000, or about 
sixty percent more revenue than wi ll be yielded under 
the present law. 

In recommending this amount I have had in mind 
the fact that the great bulk of t ax increases under 
the social security changes will also fal l on individual 
incomes. In accor dance with the President' s views, I 
feel that the social security program should be expanded 
both as to cover age and as to protection, and that taxes 
tor this purpose should be increased by approximately 
$2,000,000,000 a year. I am not making any r ecommenda­
tions with r egard to social eecurity taxation or bene­
fits in connection with this bill, but changes of the 
magnitude indicated should be kept i n mind in planning 
the tax program. 

i s for the individual income taxes themselves, 
I am suggesting a substantial increase in the income 
surtax r ates throughout the scale. I should like to 
give you a f ew examples to show the effect of these 
increases on typical incomes. 

Regraded Unclassified



- 6 -

A single ~eraon with no dependents, w1th a 
net 1ncoae of $3,000, pays $221 tax under the 
present law; he would pay $470 under the ~ggested 
schedule. i married person with two dependents, 
and with a net income of $3, 000, pays $58 under the 
present law; he would pay $118 under the suggested 
schedule. 

A singlll person with no dependents and with 
a net income of $10,000 pays $1,493 under the 
present lawi the suggested schedule would call for 
payment of ~2.720. l married person with two 
dependents and with net income of $10, 000 pays 
$1,117 under the present law and would pay $2,143 
under the proposed schedule. 
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The accompanying chart and tables, which I shall 
now submit to the Committee, wi ll show the rate scale 
and compa~ative effective rates of tax under the 
present law and under the suggested program. (Chart 2 
and Tables 1,2,3,4.) 

You will notice that these proposed schedules 
involve no further lowering of the personal exemp­
tions, which now begin at an income of $750 a year 
for a eingle person and $1,500 for a married person, 
with a credit of $400 for each dependent. The 
exemptions were lowered in the 1940 Revenue ict; 
they were lowered again in the 1941 Act, and their 
value has been reduced still further this year by 
the rise in the cost of living. Although single 
persons with less than $15 a week and married persons 
with lese than $30 a week do not pay any direct 
taxes, they already pay a disproportionate part of 
their little incomes in indirect taxes of al l kinde. 

Moreover, a further lowering of the exeaptions 
would yield a relatively insignificant amount of 
revenue from the earners of very low incomes. If 
I felt that the expenditures of this group added 

Regraded Unclassified



- 1 -

materially to th& danger or inflation, I should 
not hesitate to recommend the lowering or the 
exemptions in spite of the small amount of revenue 
that would be produced. Our studies at the Treasury 
indicate, however, that the very lowest income · 
earners have all they can do to feed and clothe 
themselves and their families. Their buyinf habi t s 
are governed strictly by the need of mainta ning 
nutrition and health, and I cannot recommend a 
direct tax upon them until we have exhausted every 
possible source of revenue !rom those who enjoy 
higher incomes. 

Because of the threat of inflation and because 
of large increases suggested throughout the exist­
ing rate scale, it becomes essential to afford 
a more convenient method tor the payment of income 
taxes. The best available expedient for this 
purpoee is a provision tor collecting at the source 
for those incomes that are paid periodical ly, 
including wages, salaries, bond interest, and 
dividends. 

To start such a system immediately, however, 
might cause considerable hardship to taxpayers 
becRuse of the substantial increases they are already 
called upon to pay during the year 1942 as a res~lt 
of the Revenue Act of 1941. On the other hand, 1! 
the threat of inflation makes necessary substantial 
speeding up of tax collection, we cannot afford to 
postpone collection at the source. 
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Since it is not known bow soon it may become 
necessary to speed up tax collection to check infla­
tionary price r ises, the Secretary of the Treasury 
~hould be authorized to begir. t he co llection of income 
taxes at the source , at any time and at rates within 
his discretion up to 10 per cent of wages and salar ies 
with an a llowance for personal exemption and credit ' 
fo r dependents, and up to 10 percent of t he full amount 
of dividends and int erest. This would not be a suppl e­
mentary tax; it would simply be a means of col lection. 
It would f urnish needed flexibility in r el ating t ax 
co llections t o future economic conditione. 

2. Cor~oration Taxes 

It is recommP.nded that ad~itional taxes be raised 
from corporations in the amount of $~.000.000, 000, an 
incre~t.se of about forty percent. 

A eubst~tntial share of the increased corporation 
tax should fall on excess profits . Taxes paid from such 
profits have lees disrupting effects on business t han 
t~xes which are general ly applicable to all corporate 
earnings irrespective of the rate of return . A tax which 
absorbs excess profits still leaves the corporate tax­
payer with a sufficient margin of income for dividends 
and sai'ety . 

On the other hand, a tax which dips t oo deeply into 
t he incomes of low earning cor porations may ser 1ously 
affec t their debt-paying capacity, if not their very 
existence. 

lt i s suggested t hat the maximum rate of the excess 
profits tax be increased from sixty percent to seventy­
fi ve per cent wi th corresponding increases in the lower 
rate brackets . 
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The proposed increases in the excess profits 
taxes have the additional virtue of recapturing undue 
profits on war contracts. This method is f3r better 
than imposing profit limits specifically on war con­
tracts. The difficulties of segregating profits on 
war contracts are very great and involve personnel 
expense , uncertainty and litigation which we can 1i1 
afford at this time. Moreover, it is almost impossible 
to determine what rates or profit on coat or sales 
would be equitable under the widely varying special 
circumstances conrrontlng different industries and 
contractors, 

With rates of this magnitude it is increasingly 
important to have a fair bash froa which to aeasure 
the profits subject to the excess profits tax. In 
addition to the aany provisions in existing law to 
aaJust earnings of the base period to take account of 
unusual circumstances, it is suggested that further 
relief be afforded where the earnings or the base 
per iod were abnormally depressed . 

Other changes in the excess profits tax law should 
also be made, some to eliminate defects which have been 
brought to light in the operation or the law, and others 
to eliminate unnecessary hardships. These changes are 
of a more technical character and will be presented 
later, at the Committee 1s convenience. 

There should be no further increase in the cor­
porate normal rate because any such increase would 
resul t in an undeaira~le windfal l to the holders of 
par tia lly tax-exempt Federal securities. 

It is suggested that the bRlance of the 
$3,000,000,000 in additional corpcrate taxes be provided 
by a special war surtax which would abcorb the present 
corporRte surtax and would be imposed at the rate of 
thirty-one percent on corporations with incomes of more 
than $25,000. This tax would differ from the present 
surtax in that a special tax credit would be allowed 
when the surtax net income for the curr ent year has 
dropped in comparison to the income for the pre:-wa.r 
Period. In a further statement, the Treasury w1ll give 
the Committee a detailed explanation of this proposed 
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var surtax and the reasons which have led the Treasury 
to recommend it. 

There c~ be no fair quarrel with the i mposition 
upon corporatlons of a substantial propor t i on of the 
increased load of taxation required by our national 
peril. We are fight ing for the maint enance of t he very 
system of free enterprise whieh makes corporate profits 
possible. At a time like t his, I am confident that in­
corporat ed business wi ll willingly pay additional taxes 
which will, after a ll, leave it i n the aggre~ate about 
the same amount of income after taxes as dur1ng t he 
years before 1940. 

In the critical months ahead our patriotism wi ll 
be put to the acid test. It must rise above the .profit 
motive. National war production may be tragically in­
adequat e i f it depends upon that motive alone. This 
is a time when we must forget profits and concentrate 
upon a supr eme productive effort which alone will win 
the wa.r. 

However. it is recognized that very high top. or 
so-called "mar ginal rates," may leave little incentive 
for the maint enance of efficiency in business operat ion. 
Furthermore , after the war there may well be need for 
a large volume of expenditure in r eadjusting inaustr y 
and maintaining employment. For these r easons it is 
be lievea desirable that in the case of any dollar of 
corporate profits the receipt of which results in an 
increase i n tax beyond perhaps eighty cents, the 
adai tiona l tax on such dollar shall be held by the 
Government to the account of the corporation and be 
returnable within a limited period after the war. in 
t hose cas~s where it is spent for new and add1t1on~l 
capital equipment or otherwise is spent in the adOl­
tional employment of labor. 

The uncertai nti es of this period also make i t 
important to reduce t o the minimum the necessity for 
prophesying . The capital stock tax and the ~ssociated 
declarea value excess prof its t ax are determ1ned largely 
by the accuracy at' guesses about future prof its. It is 
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suggested that the revenue pr oduced by these taxes 
can be more fairly and less harmfully produced by the 
other t axes on corporations and that accordingly the 
capital stock and declared value excess profits taxes 
be repealed. 

3. Estate and Gift Taxes 

The estate and gift taxes are imposed at the time 
of t he transfer of vealth from one person to another. 
Many of the fortunes wnich are being transferred, and 
will be transf erred in the future , were built up dur ing 
a period when income tax rates vere far lower than they 
are today. It is much more difficul t now to build up 
large holdings o! pr oper t y . For this reason substantial 
increases in the estate and gift taxes should be i mposed 
as a method of equalizin~ t ax burdens. The suggested 
increases are indicated 1n attached tables. (Chart 3 
and Tables 5 and 6. ) 

In con junction with t he ra te increases, it is 
suggested that the exi sting insurance exclusion of 
$40,000 be merged with the existing exemption of 
$40,000, and that a single exempt ion of $60,000 be 
allowed. This wi ll increase the present exemption in 
some cases and decrease it in others, and wi ll remove a 
discrimination between per sons who are insured and t hose 
who are not. 

It is likewise suggested that the exemotion for the 
gift t ax be reduced to $30, 000 and that the annual ex­
clusion of gifts be made a total of $5,000 for each donor 
regardless of the number of donees to whom property is 
given. 

These changes in rates and exsmptions, together with 
certain changes designed to pr event avoidance of the t ax, 
should increase the annual revenue !rom est ate and gift 
taxes by $300, 000, 000. 

4. Excise Taxes 

New and increased special excise taxes on distilled 
spirits, gasoline. cigarett es. soft drinks, candy, and 
chewing gum, and other items listed i n the attached 
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table, are suggested to raise approximately $1.3 billion 
of aaditional revenue. (Table 7). 

Although these excise taxes are in the nature of 
sales taxes, their effects are substantially different 
from the effects of general sales taxes. Some of them 
are imposed on commodities of which there is or w.ill 
increasingly be a scarcity. Such taxes not only yield 
revenue but help to conserve materials needed for the 
war. Those excise taxes not relating to scarce 
commodities have been chosen eo as to fall on goode 
which are widely used and are of a luxury or semi-luxury 
character . The lncreaee in consumer incomes wi ll keep 
up the demand for those commodities despite the higher 
~axes. Needed revenue will thus be obtained, consumer 
purchaein~ power wi ll be tapped, the producers will not 
be injureo, and the consumers will not be taxed on necee· 
sariee of lite. 

These special excise taxes have the further ad­
vantage of not requiring any substantial expansion of 
administrative machinery. 

No general sales tax is recommended, and indeed, 
I strongly urge that no such tax be made a part of this 
revenue bill . The general eales tax falls on scarce 
and plentiful commodities alike. It strikes at neces­
saries and luxuries alike. Ae compared with the taxes 
proposed in this prograa, it bears disproportionately 
on the lov income groupe whose incomes are almost wholly 
spent on consumer goode. It is, therefore, regressive 
and encroaches harmfully upon the standard of living. 
It increases prices and makes price control more diffi­
cult. It stimulates demands for higher wages and adds 
to the parity prices of agricultural products. It ie 
not, as many suppose, easily collected; on the c9ntrary, 
ita collection would require much additional admlnia­
trative machinery at a time when manpower is limited. 

5. Removal of Special Privileges 

There are in our tax system certain provisions 
which grant to relatively few of our people special 
advantages and privileges at the expense of the great 
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mass who must pay what is thereby lost. I am reluctant 
to r ecommend that the great mau of the taxpayers of 
the United States should pay billions of dollars of 
additional revenues until these defects have been 
removed from the tax lave. They are bad enough in time 
of peace -- they are intolerable in time of war. 

(a) Tax Exempt Securities . An important example 
of such a privilege i s presented by tax exempt securi­
ties. Every element in our population should bear its 
fair share of the burdens which war imooses. Through 
tax exempt securities, however. persons with large tax­
paying ability find themselves in a sheltered position. 
For the most part they did not buy these securities 
at prices ref lecting to any significant extent the great 
favor of escape from wart ime burdens. and surely the 
States did not offer the securities on any such basis. 
The holders of tax exempt securities are obtainin~ what 
are essentially windfall profits in a time of nat1onal 
sacrifice . 

For a long time Presidents , Secret aries of the 
Treasury, and Congressional Committees have recommended 
the elimination of the tax exemption of interest on 
future Government securities. Last year the Congress, 
at my recommenttation, removed the exemption on interest 
from future issues of Federal securities. No action has 
been t aken with respect to the interest on future or 
outstandi ng State and local securities. 

In times of peace, when the strain on other elements 
in the population vas not eo heavy, there vas much to be 
said for the gradual elimination of tax exemption through 
taxing future issues only. The national emergency of 
war makes ~hie gradual approach unacceptable. ~ there­
fore recommend the repeal of the present exempt1on 
applicable to outstanding issues of State and local 
securities . 

Unfortunately tax exempti on clauses appear in many 
of the outstanding'issues of Federal seourit'ies and 
these promises must not be violated. In the case of 
State and local securities, however. there has never 
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been any contract or moral commitment between the 
Federal Government and the security holders or t he 
State and local governmental authorities regarding 
Federal taxation. Since the Supreme Court decision 
in the case of Graves v. O'Keefe in 1939 fai r-minded 
experts in constitutional law have had no doubt of 
the Federal power and moral right to tax the income 
from State and municipal securities, 
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A tax system cannot be defended which in a time 
of grave national emergency call s upon the great mass 
of our taxpayers to shoulder the heavy burden of addi­
tional taxes and yet permits persons with large tax­
paying ability to pay virtually nothing in taxes, The 
sacrifices necessary to win a war fo r the benefit of 
all of us should be shared by all of us--including the 
holders of tax exempt securities, The President said 
in biB Budget Message, ''When so many Americans are con­
t ributing all their energies and even their lives to 
the Nation 'a great task, I am confident that all 
Americans will be proud to contribute their utmost in 
taxes ." 

Taxing the interest of future and outstanding 
issues of State and municipal securities would yield 
$200, 000,000 a year. 

(b) Percentage · De~letion . A second example of 
special privilege Is t e allowance for depletion. At 
the present time the owners of mines and oil wells are 
allowed to deduct so- called percentage depletion or 
coat depletion, whichever is higher. Percentage de-

flation consists of a certain percentage of gr oss income 
27-1/2 percent in the case of persons having an eco­

nomic interest in oil and gas properties), the deduction 
being limi ted to f ifty percent of the net income from 
the property. Under this arrangement percentage de­
pletion goes on even after one hundred percent of the 
coat ie recovered and may substantially exceed depletion 
based on cost . 

In 1937 the President and the Treasury recommended 
the eliaination of percentage depletion, but no action 
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vas then taken. The war has intensified the necessity 
for eliminating any such special favor to one group of 
taxpayers. The removal of this special privilege 
would yield $80, 000,000 a. yeAr . 

One of the reasons asserted in behalf of percentage 
depletion for oil and gas properties is that it stimulates 
exploration for such properties. If this is a proper 
obJective, it would be better achieved by a special 
depletion al l owance to those who do explor e without in­
discriminate extension of the same favor to all owners. 
At the convenience of the Committee, we shall place be­
fore it a plan directed to this purpose. 

So far as minerals other than oil and gas are con­
cerned, it is believed that an adequate stimulus for 
exploration would remain if the percentages allowable 
for depletion purposes were substantially reduced or 
percentage depletion were eliminated. 

(c) Separate Returns by Married Persona. A third 
example of special favoritism In the tax laws is the 
opt ion al lowed married couples to fi l e seoarate income 
tax returns. This permission has little or no signifi­
cance for most taxpayers since at t he present t ime 
married couples with incomes of up to $3.500 (the amount 
is higher in the case of married couples with dependents) 
pay the same total t~x whether they file joint returns 
or separate returns. It may make a great deal of differ­
ence in tax, however, in the case of married couples 
with large incomes, especially if the income is more or 
less evenly divided between husband and wife. 

This difference in tax is unwarranted since in 
~ctual operation the family is the economic ~nit. Two 
fam i lies with the same tota l income will usually manage 
and dispose of that income in a similar fashion, regar d­
less of whether the income is received by only one 
spouse or is received by both spouses. 

The adoption of mandatory JOint returns would re­
move this tax differential ~nd would also eliminate two 
soecific kinlis of tax avoidance which ~.re present u~der 
exi sting law. The first is the treatment of commun1ty 
income in the so-called community-property States. In 
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the non-community-property States the incoae is tax­
able to the spouse who earns it. In the community­
proper ty States, however, the husband who earns the 
income may f or tax purposes attribute half t he earnings 
to hie wife, a lthough he retains t he management and 
control of all the earnings. The result is that marri ed 
couples with high incomes in community-property States 
receive a ~Y substantial tax advantage over those 
living i n other States. Thi e advantage would be r e­
moved if joint returns were mads mandatory . 

A second sour ce of tax avoidance which would be 
eliminated by mandatory joint r eturns is the possi­
bil ity of mani pulating incomes between husband and wife. 
For example, if the husband receives a large amount of 
income f rom securities, he may reduce the family income 
tax substantially (and aleo reduce the amount of estate 
tax in case he predeceases his wife ) by giving a portion 
of his fortune to his wife. This, and ot her methode 
of reducing taxes by married couples, would be eliminated 
through provi sion for mandatory joint returns . 

Accordingly, it is suggested that the fi ling of 
JOint t ax returns by married couples be made mandatory, 
with a special allowance for the ea.rned income of the 
wife or the husband. 

At the pr esent r ates of individual income t·ax, 
it is estimated that the revenue fr om requiring the 
filing of joint income tax returns would be approximate ly 
$300,000,000. 

(d) Other Special Privileges. There ar e o~her 
examples of special privilege i n our tax laws wh1ch 
need to be removed. They are to be found in the.pro­
viaions of our present laws affecting capital ga1na, 
insurance company taxes, and pension trusts, and will 
be diecueeed i n detail later in these hearings. The 
removal of these additional methode of avoidance would 
yield about $100,000, 000 a year in additional revenue. 

(e) Hardships on Tax~ayers. The inequities of 
our tax lave work in two d rections. As I have said, 
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some of them extend undue privileges to a favored few 
Still others result in unfair burdens upon certain tai­
payera. Let me give you a few examples of such in­
equities which need correction, 

If you rent your house to tenants but are not in 
the real estate business, you are taxed on the rent you 
received but you =ay be denied the right to deduct your 
~~p~nses in producing that income . It, as an individual 
you expand your plant to ' produce war materials, you are ' 
denied the benefits of the amortization provision which 
applies to corporations. If you collect a debt which 
you previously charged off ae worthless, the amount 
collected becomes part of your taxable income even though 
you received no tax relief when you charged it off. With 
rates at wartime levels it becomes urgent to correct all 
such defects. I, therefore , propose that we make every 
effort in this session of Congress to eliminate all hard­
ships of this character so that our tax laws will cast 
their burden equitably upon all taxpayers. 

Conclusion 

The recommendations I have outlined to the 
Committee this morning would. if added together. pro­
duce over $8, 000,000,000 in additional revenue. Since 
the effects of any series of tax proposals are inter­
related to some extent, we should deduct about 
$1,000,000, 000 from this total. That would give us the 
$7,000, 000, 000 in new r evenue which, as I said at the 
outset of my statement, should be regarded as the very 
least that we can call for at this time. 

We are at war. An adequate tax program is vital 
to the successful prosecution of the war. The.new taxes 
will be severe, and their impact will be felt 1n every 
American home. War is never cheap; but, ae I have said 
before, it is a million times cheaper to win than 
to lose. 
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·-
-late ocbo4D.lo 

111 por lll. 

.}.25 per II . 

-41al• 

l5f por pl. 
'YO~ por pl. 
100; poll' pl • 
10; por balt~put 
5I por balt~llo\ 
5I por balt"1)1A\ 

$6 por pl. 

15~ oa \roaapor\o\loa: 
~ oa ooo\o OD4 'Mr\lao 

o . SoWo tor boUlo4 4rlllb 
llaoo4 oa 1; per bo\\lo re­
\oll1Jic ot aot Mro ta.a 1«¥: 

'b . so; por n. ot oor'boat.o ool4 
p8 - 1A -Ulo4 drlllb 

15" ...-tvoro1 oaloo prloo 

... 1ClUIII1 1 !I 
Jl>; por l'b. 

t }.'jO por II - lG-o•t - : 
~.oo por 11 - lront - · 

J o aza.ptloa : ta& ol1 ,.,_ ... OD4 
tllboo 1/2; por 25 ,.,.ro or ta-

Pac- 2 of ~a'bl.e l 

a,.o 

~.) 

1). 1 

16.1 

111.6 

7.1 

ll.jlill., 
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~-. 
CorporaUoa kz plaa • ..,. pre-\ law 

......... u.o propo.a1 

240 

1 Preeent a 
law 1 Pr0p010&1 

Jxoo oo prot1\o ore41t 
a. la~oto4 oapl\al .. tbo4a 

Flrlt t5,000,000 Of 1&YOI\o4 G~Pi\al ~~ ~~ 
Onr $5,000,000 ot 1a~oto4 oaplta1 7 7 

b. lo.coao Mtho4: 
Portloa ot a.ereco earalaco 1a baoo 
pario4, 1936-1939 95~ 95~ 

•• ~ooltlo ·~~tloa $5,000 $5,000 

2. llxcooo protlh \&z ratoo 

J, 

,UJuto4 oxcooo protlto ut laooaot 

rtrot $20,000 
• 20,000 - 50,000 

50.000 - 100,000 
100,000 - 25(>,000 
250.000 - 500.000 
~· 500.000 

lacoao taz 
•• Joraal '"" (1) Corporatloao vlth aot laCOM of DOt 

.... thaD t25,000• 
nrot $5,000 15 15 

• 5.000 - 20,000 17 17 
20,000 - 25.000 19 19 

(2) Corporatloao vlth aot lac... onr 
t25,000• 

~ rla\ >:&'• ~ 

b. ,...,..,. 
(1) CorporaUoao vUh ut 1aooM ot aot 

.., •• thaD $25,000: 
rtrot !25,000 6 16 

(2) CorporaUoao vlth aot lao- • .,.... 
t25,0001 
nrot S25,000 6 31 
OYor $25,000 7 31 

(a) ioliot proTloloat Corporatloao 
v1 th ourroa\ 7oar olll'\ax aot lacoao 
1ooa \haD \ho •~rae• oiiJ'tax aot ta-
COM tor tho 'buo porlo4 7oaro, 1936-
1939. are all-4 a \&z ore4U ot 1~ 
ot tho uttereaco, bQ\ ao\ to oxcoo4 
~ ot rar\&z ut lllc-. fhio proTl-
oioa -lloo oal7 \0 oorporaUoao v1\h 
.. , ._ ...... $25,000. 
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loU.-.te4 rlftBu iaor••• '"­
propooe4 \u P"'CJ'U 

241. 

lftor••• O'NI' 7i~\4 
ot Pl'llft\ law !J 

IndiYld~l inc ... \u 

Corpora tion tazoo 

lota to and cUt t azoo 

lzc ho taxoo 

loao.-.1 o! opeclal pri•U-coo , approz1Mto17 

l l lainate u .-pU.oa !l'oa 
incoae an4 pro!l to '"""" 
vith roapoot to 1nteroot 
!l'oa all State an4 local 
co•ercaontal obligatl ono $ 200 

Porcentac• depletion SO 

llan4atol')' Joint rot\11'111 JOO 

Othlr, approz:laatel7 100 

On al111oao ot 
tollaro) 

• J ,200 

J,o6o 

JJO 
l , )llo 

6so 

Orand total • s,610 

Leoo allooaaoe tor 1ntorrela\e4 
ottoo\o, appro:daatol7 1,000 

Appros.taat• lrac.r .. ee in re..-ea.\111 troa 
propooo4 tas procraa $ 7,610 

]J for a tiUl par o! opora\ion. 
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lergh ZO, 1g!t21 
242 - • a • 

A oopJ or a obart, aeaoranaa u4 
letter on tbe erreot or pr1oe ce111aCe 
on Canadian pr1ou, .. nt bJ the a.oret•U'lrl 
to the Pree1dent and others on Karoh 20, 
1a abown aa 1Jhib1S 2J4.. 

Regraded Unclassified



Seeret._l'l' of t he Tr.,..uey 

Karch 20, 1942. 

Dear Mr. Prao!c!Ant: 

I han recntl.7 b1111 !11praoood l>7 tho fact 
tbat llYt.q cooh in Canailo ban d1oUnctl.7 
lonllod out oillco tho Canailian prlco •• Iliac 
procraa -• put Into of toct, wht.lo llY!q cooto 
In thl o co1111tr r han contilluod otroql7 upward. 
I tho\l&ht rou would bo lntorootod 111 t ba 
attached chart ohowt.q co~at!Yo pr!co t rondo 
In tho two co1111tr!oo and 111 tba br !of u planatorJ" 
otat .. ont vht.ch acco-:p&ll!oo 1t. 

h!thfullr , 

(S!CJ1ed) H. Morconthau, Jr. 

!he VbJ. to llol111 • 

243 
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Canadian int'laUon-oonbol prosraa. 

On December l, 19~1, attar pre•ioue uneuooeeetul atte8Pta 
to control prioaa, Canada put into etteot an onrall price 
oe1l1ng ae part ot a t ar-reaoh1Jli prosru or innauon control. 
'l'h1e ;-part program ooneiata ot (1) a general oa1ling on re­
tail prioee, v1th 11a1ted exceptione, (2) .. ceiling on vagea 
and ealariae, euppleaented by ooet- ot-living bonueee, (3) our­
ta11aent ot public epend1ng through taxation and war eartng1 
programa, (~) a eyetem ot induetrial allocatione, with pro­
epeot1•e ooneuaer rationing, and (5) aubeidiel to produoera 
or euent1al tara produota, to maintain IUPPlill without in­
oreaeing coat• to oonaumera. 

Vh1le it 1e probebl.y too earl:y to datel:'lline tbe ettectin­
nue ot tbe Canadian prograa, a lenll1Jli-out ot the Canadian 
ooet-ot-li•~ 1Ddex and index ot retail tood pr1cee einoe 
Nonmber 1941 may be e.1gn1ticant. The attached ohart shove 
the ottio1al Canadian ooat-ot-l1rtng index and tbe index ot 
retail tood price•, in oa.parhon with e1a1lar oftic1al in­
dexea tor th1e country. For comparability, both are oon•erted 
to an Auguet 1939 baee. 

The Canadian figure• (aa ot the let ot eaoh month) ehov 
that the ooet-ot-li•ing index in February wae o.; percent 
lover than laet Nonmber, and that the index ot retail food 
prioee wae 1,8 percent lower. (The Order in Council eatabl~eh-
1ng ceiling pricee vae ieaued No•ember 11 the baee period tor 
the oe1.11nga huing been announced on Oo~:ober 18. ) F1guree 
for the United States (ae ot tbe 15th ot each month) show in 
the aame par1od a ri.ae ot 2,2 percent in lidng ooete and 
a rise ot ) , ) percent in retail tood prioee. 

The Canadian prioe ceiling ie eeeent1ally a r1g1d ceil­
ing on retail prioll, aPPlying to all oommodit1ea (unleee 
epeoitioally exempted), to tveln eeeent1al eerdo .. , and to 
the rental ot all real property. A major adllliniatratin 
proble11 h the •rolling back' ot aq.ueer.ae between retail 
prioee and baaio ooata, vhioh ia aooompliahed in part by the 
payment ot .arioua Government aubeidiee. 

Attachment 

• 
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4~t;l. "' 
( 

C'*l)<lriaoo or illdi'rid .. l aUI'tax rota ooh..mto Ulldor proaeDt 
law and \)ropoaa1 

Surtax I Braokat r ota I Total 1\IJ'tax o.-lati'N 
net 1noo1110 Present law 1l'ropooal i/1 Preaent low I "ropoaa1 y 

~$000) I I I 

; -. ~6 «< 1~ 0 so • 60 
. 5 - 1 6 16 60 136 

1 1. 6 6 18 90 225 
1. 5 - 2 6 20 120 325 
2 3 9 22 21u 545 
3 4 9 24 30\) 765 
4 6 13 27 661) 1,325 
6 a 17 30 900 1,925 
8 10 21 34 1, 320 2 , 605 

lO 12 25 38 1, 820 3, S65 
12 14 29 42 2,40t 4,205 
14 16 32 45 3 , 040 5 , 105 
16 18 35 48 3 , 740 6 , 065 
18 20 38 51 4 , 500 7, 065 
20 22 41 54 6 , 320 8 ;166 
22 26 44 57 7 , 060 10, 445 
26 32 47 60 9, 900 14, 045 
52 38 50 64 12, 900 17,885 
38 44 53 68 16, 080 21,966 
44 60 55 72 19,38o 26, 265 
60 60 57 76 26,080 33, 885 
60 70 59 78 60, 980 41,665 
70 80 61 eo 37,080 <.9, 885 
80 90 63 82 43, 360 67,885 
90 100 M 84 49 , 780 66, 265 

100 160 65 86 82 , 280 109, 285 
150 200 66 86 116, 280 152, 265 
200 260 67 86 1~8. 780 195, 286 
260 300 69 86 183,280 238, 265 
300 400 71 86 264, 260 324,285 
400 600 72 86 526 , 280 410, 285 

500 160 73 86 608, 780 625,286 
750 - 1 , 000 7'. 86 693 , 780 81..0, 285 

1, 000 - 2, 000 75 86 1,11_,,780 1, 700,285 
2, 000 - 5,000 76 86 s, 723,700 4 , 260,286 

G, OOO •nd over 77 86 

'freaaury Deoartiiient , Division of Tax Reaearoh lily 7, 1M2 

1/ Aa oro~oaed by Sooretory Mor,enthau, llaroh 3 , 1042. 
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.llloWit ot 1DllT111Dal ~ tuM all4 etrec\lTe ratM 
....Ur pre•• • :a.. ..a pnpoeel 

!!!lilA penoa - ;o ~h 
Perao~~&1 ex-Uoa, :preeeat law tf50 

24.7 

• ~unt ot tax 1 ftteoUve retn 
••• 1oeo1Ue :----7,=iTO:r":-ou"==1117::::-:0:pr;,o"'J>O'""a&l,..,....o""""¥.-r-1.----'=;;,,r:r~ ... :.;.,. .. ~- ~:!')r~o-""'-li&l....-,-n.....-

betoro : -• ' ::J , Preoent :with perooll&l exeiiiPt 01111 Preont 1 with perooll&l 
PertoD&l 1 1 t e.w o : law : e::pttou of 
eUIIIPHon , $7~ : @IOo : ·~ 1 J600 
$ 

treu1117 llepe.r'-at, ])1ril1on ot 'i'az Reeee.rch 

-
·~ 1.2 

2.1 
3.3 
4.6 
5.9 
6.6 
7.4 
8.7 
9.7 

10, 8 
12.9 
14.9 
17.4 
20, 0 
24.6 
28.9 
41.8 
48.6 
53·2 
69.1 
7}.3 
78.5 

!/ S~atax rete ecale ,.. propoeod by Secrotar7 Norsenthall, March 3, 19'12 • 

2.Jf, 
4 .0 
5·3 
6.11 
8.3 

10.4 
13.2 
15.2 
17 .o 
19.4 
21.4 
2}.0 
25-5 
27.8 
30.4 
JJ . 1 
37.8 
42.0 
55.7 
64.2 
69.8 
85.9 
ss.o 
89·6 
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Married peroo11 - 110 dep011d611to 

Poreol!&1 exemption, preoe11t l.av- $1,500 

'! 

Sat loco•• : Amount of tax 
•·r : : 'l're,..our)' propooalo 1/ 
loiV or tJ i -onl : ProeODt 1 v th peroonal e~ 

peroo : l"" : eaption of 
oxe:ptlon : $1,500 : $1,200 

' · • .... •. 7 1,JOO ....... v -::-, ,_,"716 

1,1100 3~ 
1,500 4u 
1,700 ' 13 $ 32 so 
2,000 112 so 1317 
2,500 90 175 24 
~,000 1J8 285 357 

,000 2119 535 613 
5,000 375 805 889 
6 ,000 521 1,100 1,193 
Moo sn 1,735 1,1137 

10,000 1,305 2,435 2,549 
12,500 1,960 3,425 3,551 
15,o6o 2, 739 4,535 4,613 
20,000 4,6i4 7,o60 7,225 
25,000 6,1!64 9,960 10,143 
50,000 20,439 27, 145 27.313 
75,000 35.999 47,425 11t,677 

100,000 52,1(>11 61! ,965 69.229 
500,000 3115,01!4 421!,935 1129,205 

1,000,000 732.554 87&.935 879,205 
5,000,000 3,922,524 11,1178,935 11,1179,205 

zrrocthe nteo 
1freaonr)' propoaolo 1/ 

Pr .. ont : v1 th poraonal ex- -
lov I ""Ptlo11 of 

: 11,500 $1,200 

-
.~ 

2.1 
3.6 
4,6 
6. 2 
7o5 
8.7 

10.9 
13.1 
15. 7 
11!.3 
23 .1 
27-5 
IIQ.9 
48.0 
52·7 
69.0 
73·3 
71!.5 

1.~ 
4,0 
1·0 
9.5 

13.4 
16.1 
18.} 
21.7 
211.11 
27.11 
)0,2 
35.3 

~
.s 

.3 
3.2 

69.0 
1!5·8 
117-9 
89.6 

1.~ 
2.} 
3. 2 
lq 
6.9 
9.6 

11.9 
15.3 
17.8 
19.9 
2},0 
25·5 
21!.4 
}1.2 
36.1 
4o.6 
54.7 
63.6 
69. 2 
1!5.8 
87.9 
89.6 

h•••Ul7 Dopou'taent, Di Tioion of Tax LaeArch llaJ 7 • 1§112 

!/ Surt"" rate oct\lo ao propc oed b;r Secrotl'r;r liorgoothl\u., 118rch 3, 191!2. 
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_, ot 1D41ndlal "- '-• _. attaou .. rata• 
-r pn•at 1a _.. propoaal 

$ 1,900 
2,000 
2,JOO 
2.500 
~·000 .ooo 
5o000 
6,000 
8,000 

10,000 
12,500 
15,000 
20,000 
25o000 
50,000 
75.000 

100,000 
500.000 

1,000,000 
5.000,000 

llarrle4 penoa - !Ito a., f=nta 

hraoaal e:~~MpUaa, JII'IIMDt t.. - $10500 
Dopewa\ cre4U, .PI' .... \ t..- • 1eoo 

-. 16 
32 
so • 12 • 32 us .~ 

1~ 118 219 1.9 
333 457 3·~ 271 587 721 ~:6 397 861 1o007 

111 1,472 1,633 9.0 
1,117 2,143 2,321 11.2 
1o728 ~·089 ,.299 1.},8 
2o475 ,167 ·397 16.5 
1!,281 6,629 6.895 21.4 
6,48o 9o472 J·111 25·9 
19 .~67 26.537 o917 ~9-9 
35· 2 li6o753 47,173 1-3 
~·1 68,261 68 ,~ 52. 2 

3 ,476 428,215 428, 68.9 
7Jlo9JO 81So215 818.665 73·2 

3o92lo8311 4,4JS,215 4,478o665 7S.4 

!roaa\1!'7 DopQI'\10)11\ , D1nl1o11 or ~ soaoarcb 

1.3~ 
3o9 
8,3 

11,4 
14. 
18,4 
21.4 
24.7 
2J.,8 
33·1 
37·9 
53·1 
62.3 
68,~ 
S'j. 
81.8 
89·6 

249 

•• 1.6 
~·5 
·1 

1·~ u. 
14,1! 
16,s 
20,4 
23.2 
26.4 
29·3 
34.5 
J9.1 
~·8 .9 
68.7 
S'J,7 
81·9 
89·6 

*" 1· 1942 

Y aor\ o.x rn\o at\Glo na propooo4 lJT SOGrO'GI'Y Mor&OIItb4uo lla.rcb J , 1942, 
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c~r11CIIl of 111d1d4,.l llll'tax rote oollod\olo UD4or P'IIIDt 
l ow 0.114 t~ropooa1 

sm • -oat rate 1 'l'otal ourtaz .-lati'N 

not l.Jlao. PrNent low 1Propoao.l !/' Prooent l n I Oropo•1 y 
<eooc>l I I I 

3 -. ;6 • lZl( • ao • eo 
. 6 - 1 e 16 60 la6 

1 1 . 6 6 18 90 226 

1.5 - 2 6 20 120 326 

2 a 9 22 211) M6 

3 • 9 24 aoo 786 

4 6 13 27 561). 1 , 325 

6 d 1'/ 30 900 1, 925 

8 10 21 34 1 , 320 2, 606 

10 12 26 a a 1, 820 3,366 

12 14 29 42 2,40t 4 , 205 

14 16 32 46 3 ,040 5 ,106 

16 18 a a 48 3 , 746 6 , 066 

16 20 38 51 4 , 600 7, 086 

20 22 41 54 6, 320 8,166 

22 26 44 67 7,080 10, 446 

26 32 47 60 9, 900 14,046 

32 38 60 64 12, 900 17, 885 

38 44 53 68 16,080 2l,H5 

44 60 66 72 19,380 26, 286 

60 60 67 76 26 , 080 33 , 865 

60 70 59 78 60, 980 41 , 686 

70 80 61 80 37,080 49, 686 

80 90 63 82 43,380 67,886 

90 100 64 84 49, 780 66,286 

100 150 66 86 82, 280 10i, 286 

150 200 86 86 115,280 162,286 

200 250 67 86 1~,780 186, 2&6 

250 soo 69 86 183, 280 238, 286 

aoo 400 71 86 264,280 324,286 

400 600 12 86 326,280 410, 285 

500 750 78 86 508, 780 626,285 

750 - 1,000 11o 86 693,780 81.0,286 

1,000 - 2,000 f6 86 1 .~~. 780 1 , 700, 285 

2, 000 - 5 ,000 76 86 S, 72S,f80 4,280 , 285 

6,000 end a.er 77 86 

freaaury Deoartaent , bi•l•lo~ of fix Reeearoh Jilay 7, 11112 

1/ Aa t'lrO'DOIId by Secretary Yor,enthau, Maroh a, 1942· 
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'· 

~unt of 1D41•14aa1 1DOO .. taxee aD4 ettect1•• rat•• 
Wider pree..,t 1a &114 propol&l 

Sioe1• porteD - DO 4epeD41at e 
Pon oul ex~UoD, prooent law *750 

700 
800 $ 
900 

1,000 
1,200 
1,500 
2,000 
2,500 
},000 
1!,000 
5,000 
6,000 
8,000 

10,000 
12,500 
15,000 
20,000 
25,000 
50,000 
75,000 

100,000 

3 
ll 
21 
4o 
69 

117 
165 
221 

~~ 
649 

1 ,031 
1, 493 
2,178 
2,994 
4,929 
7,224 

20,682 

500,000 
1,000,000 
5,000,000 

36,487 
53.214 

3115.654 
73},139 

3,923,124 

- $ 
$ 8 

24 
4o 
72 

1211 
~~~ 
~ 
735 

1,023 
1,333 
1,990 
2,720 
3. 74o 
4,888 
7.473 

10,418 
27.715 
48.055 
69.625 

429,610 
1179.610 

4,479.610 

16 

~ 
64 
99 

156 
263 
J ill 
509 
777 

1,069 
1,379 
2,o41 
2.777 
3,803 
4,961 
7.555 

10,509 
27,829 
48,181 
69.757 

429.7115 
879. 7115 

4,479, 745 

-
-~ 1,2 

2.1 
}.} 
4.6 
5.9 
6.6 
7.4 
8.7 
9·1 

10,8 
12.9 
14.9 
17.4 
20.0 
24,6 
28.9 
41.8 
48.6 
53·2 
69.1 
73·3 
78.5 

-
1 .~ 
2.7 
4.0 
6.0 
8.5 

u.s 
13.8 
15.7 
111.4 
20.5 
22 . 2 
24.9 
27.2 
29.9 
32.6 
37·4 
41,7 
55.4 
64.1 
69.6 
85.9 
88,0 
89.6 

251. 

2.Jf, 
4,0 
5·3 
6.4 
8 .3 

10.4 
13.2 
15,2 
17.0 
19,4 
21,4 
23.0 
25.5 
27.8 
30.4 
33.1 
37,8 
42 .0 
55.7 
64.2 
69.8 
85.9 
ss.o 
89.6 

Treu1117 Doparteent, D1nl1oD of ~ax Reeoarch liar 7, 19112 

!/ Slll'tu rate oce.le 1\11 propolld by Seor etal')' Morgentheu, llarob. J , 1942. 
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Allo'IIDt of 1a4h1~ la- \&zoo 1114 ofteothe rateo 
'IIJider preoODt lav aa4 propoool 

Married pereoa - ao 4ep0Ddoah 

Pereoa&l oxeaptlon, preoen\ 4v - t1,500 

!iet iDCOIIO ~ .Amount ot to.x J:ttecthe retoo 
bet o N 

:Tre"ow-7 propooalo1/ 1Trea1Ur7 propooa1o 1/ 
peroooc.l : Prooont : vi tb peroonal •• P!eoent I vUb peraoMl ex--

: ln .. o:option ot 1nv 1 ""Ptioa. et 
exe:iptloo : fi.soo : ,1,200 I ,1,5110 h.roo 

l,JOO -$ 16 1.~ 
1,lloo ~~ 2.3 
1,500 - - ~.2 
1,700 • 13 $ }2 so .~ 1.~ ·1 
2,000 42 8) 

~I 2.1 4.0 6.9 
2,500 90 175 ~.6 7 .o 9.6 
~,000 ~ 21!5 357 .6 9·a 11.9 

,000 535 613 6.2 13. 15.3 
5,000 375 8:15 889 7-5 16.1 17.8 
6,000 521 1,100 1 ,193 8.7 18.3 19.9 
8,000 873 1 ,735 1, 8~7 10.9 21.7 23.0 

10,000 1,305 2,435 2,5 9 13.1 24.4 25., 
12,500 1,960 ~,425 ~.551 15.7 27 .4 28. 
15,000 

~:m ·m ,673 18.3 J0.2 31.2 
20,000 7. 7, 225 23.1 35.} ~.1 
25,000 6,864 9.96o 10,143 27-5 ~.8 .6 
50,000 20,439 27.145 27 .~73 llo.9 .3 54.z 
75 ,000 35.~ 47.425 47. 77 48.0 3.2 63. 

100,000 
~· 68,965 69.229 52·7 69.0 69.2 

500.000 ,084 428,935 429.205 69.0 lf5.8 lf5.8 
1,000,000 732.554 1178,935 879,205 73·3 87.9 87.9 
5.000,000 3.922,524 4,478,935 4,479,205 78.5 89.6 89.6 

1teaSU!')' DopN't..,nt, Di'fioion of !tax Loeuob IIIIi 7. 1§42 

!f Surt..x rate ooalo ao propoeea by Secrot~<r7 llor,entbl!,u, ll&rob 3, 1942. 

Regraded Unclassified



_, f>f 11141'1'1~ lAc- '-• 184 ottootl,. rahl 
...,...., pro•at lar 8114 propooal 

llarrll4 p«r''Q - ............ ,. 

hrooaal 1-.ptlCIDo pro-\ lar - r•500 
Dopo..S.at ore4U, pro•at 1a - It()() 
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DOt lncoaao s 
bot oro : ----;""'-;;o;;;un-;:t :;o::t-::tu:::::::::':"r.:""Tr!----:-•::,tt;,;;o;Dt;,:l:::'"';.;ra;t:.:o_:•--...,....,"'"-

poraonal 1 1 Treuur7 propooalo y 1 1 fi'Oaollr)' propoOAlo y 
o:rAl!llpUon 0114 1 lwith poroonal OliiDIIJ)- 1 1 with poroonal ~ 

dop<>n&:lnt 1 Prooont 1t1an and 4opendant 1Prooont 1 tion and dop<>ndon\ 
crodi t law 1 law 

• 1,9()0 -. 16 .~ 
2,000 32 1. 6 
2,JOO 110 - - ~·5 2,51)0 • 12 • 32 us ·5~ 1.3~ ·1 ,.ooo 58 118 219 1.9 3·9 1·~ .ooo 154 m 457 3·~ 8.3 11. 
5,000 271 587 721 

2:6 
11.4 111, 11 

6,000 397 86~ l o007· 14. 16. s 
s,ooo 717 1,1172 1, 6}3 9·0 18,11 20. 4 

10,000 1,117 2,1113 2o321 11. 2 21,4 2Jo2 
12.500 1,728 ~,08<) ~·299 1t.s 24.7 26, 4 
15,000 2.475 . ,167 ·397 1 ·5 27.8 29·3 
20,000 11,287 6,629 6,8<)5 21.4 33.1 34.5 
25,000 6,48o 9o472 J·777 25·9 3M )9.1 
50,000 19·~67 26.537 o917 ~9·9 53.1 ~.s 
75.000 35· 79 46,753 47.173 1·3 62. 3 ·9 

100,000 ~,15o 68,261 68,~ ~·2 68.l 68.7 
51)0,000 3 , 476 428,215 1128, ·9 8'j , 85. 7 

1,000,000 7}1o9JO 878.215 878.665 7}. 2 87oS 87·t 
5.000,000 3·921, 834 4, 478,215 4, 478,665 7S, 4 1F.J, 6 Sl}. 

fron111r7 Dopnrt.,nt , Dlrloion of ~ Boooaroh llq 1· 19112 

Y ~tox rnto oon1o no propoaod b)' Soorotnry Mor&Onthnu, Mnrch 3• 19112. 

Regraded Unclassified
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..-

:;,.._ _...,_ -~ -eutnptkoo .... 
.. - - -.. .. O. t I. 0 0.1 
II ,. II L2 1.7 I, t t 
II 40 II I. I 6. 0 Lt 

,. 
II 68 II ... Ll n 40 n 12 1.1 1.0 ;: .. Ill ... Ll ... 

147 • ... L2 ... 
117 - Ill ... IL I ... 
Ill ... 110 ... ILl 7. I 
121 f'IO ,.. 7 • • II. 7 &I 
It? nl .. 1.7 I&• &7 - .. - NO t.f 10.1 I& I ... 1, 111 ... 10. • 21.1 IL 6 

!,Oil .... - II. I .... .... 
It: t~ 127 16.. 17. 1 U.l • 681 lf. t ... .... 

~= 
... 31.0 21.1 .... 

~= 
... .... 117 • • U.l 

~ ... IN ... tL 7 .... ... ,111 ... •La .... .... 
! '" ...... 681 •• kl ILl 

u: .... 411 II. I .... 1&6 ...... - 18.1 .... . ... 
711,111 ·~110 471 n.a 16.0 16. 7 
ni,I:W 4ft; 110 ..., 1'&6 .... II. l 

••nne WO DU'altD ....... 
f'INOff,U. U h PnOX llP 

... 600 ........... ....... ii . ...... iii" ""iiii' ··-·o.··· .. .. i.T "'"O.'i 11,000 .............. 
11,700 ................. 18 82 II . 8 I, I 1. I 
11,800 ................. 21 .. u Ll 2.7 I. • 
11,100 . .............. .. 12 M 12 L7 ... I, 7 
n.ooo ........... 42 80 .. 2.1 f.O I. I 
A,IOO ........... 62 .. " 2.1 f.7 ... 
A,IOO ........... II Ill 67 2.1 ... ... 
n.ooo ........... 71 1117 II Ll a.o ... 
A,tOO ........... 10 168 fl Ll ... ... 
n.ooo ........... 10 171 .. ... 7. 0 ... 
11,000 ••••••••••• 111 .. 167 ... .. . ... 
14.000 ........... - Ill - &I 1&• 7.1 
11,000 ........... 1171 101 - 7. 6 11.1 ... -........... Ill 1,100 671 &7 11.1 ... =--......... .,. l,nl Ill 10.. tL7 10. I 
' 000 .......... ..... ..... 1,1 .. 1L 1 .... ILl 
fl;ooo .......... ..... ,_ ..... 1L 7 "·' IL 7 
fii;OOO .......... ,_ 

~= ~= 
IL I ... , ILt 

m,ooa.~········ .. ... ILl 16.1 II. I 
.-.ooo ........ .... ..... ~m 

..... 17.6 II. I Ill. I 
1&0,000 .......... ..... ;: .. ,.. 00.1 kl .... 
17~000 .......... ··- ..... 4&0 I& I 16.1 
II ,OOO .......... "'* .;::: ..... 11.7 •• II. I 

.-ooOOo.ooo ...... ... ....... ... ... ao ... .... 
''· 000 ... .......... .,. ... 171,111 

~·· 
ft. I 117.t 16.. 

14.000.000 ....... ~- 624 ~""' ... 411 7&1 •• IL 1 

Regraded Unclassified



tuaaau nMOJt'-'I"WW DanKDaJna 
P&MOJI.t.&. u ::aMPTIOW ll,-.. D:anllll~ ca.a:orT ltOt 

...... , 
l•w 

Perc•nl Pnctftl PnN'JU 

::::: ·······•r ······iia· ····aiii' ····o.T ····n · ·····a.·• 
"'0::::::····· 12 a2 20 • & 1. a • a •u 2Q M 33 1. I 2. 4 U 

68 118 60 1. 0 &0 11.0 
lM 333 11e a.o &a 4.4 
271 687 318 6. . ll. 1 &.I 
307 sat "" e. e .... • 1. • 
111 I, 472 75.6 a. 0 l&. 4 I. 4 

1. lll 2. 143 1. 02t II. 2 2l. 4 lO. 2 
I, 728 3, 088 I, 381 1&. 8 24. 1 10. t 
2, 47& 4,187 1,802 111.6 27. 8 Ill 
4,281 a.m 2.s.2 2L4 aa.1 11.1 
&, 480 t,472 2,!102 2$.t 87. 0 110 

It, M7 2G, 6ll7 &, 570 31. t 61. I II. 2 
1.&, 47t 4&, 763 U. 274 47.1 1.1.1 IL 0 
62. 180 u. 2e1 111, 101 •2. a e& a ~~ 1 

144, 478 42G, 216 83, 71t 88. t 8S. I I~ 7 
711 830 818, 216 14&, 285 1&. 2 87. I IU e:u: 814 , • 78. 216 331 7& • 18. 8 11. 2 

(OILUlT TO BB IN8UTitD LATBB) 

Regraded Unclassified



I • 
(OBART TO 8& 1118UTBD L.lftl) 

UIO -------- ... -.. -,,._,.. ____ _ 
11,..- elf« ,.,_., tu, ~ ,._,., ... eM tiM ,.,__..,.. ,_ 

$10,000: 
8iP&J., •o de,_dtnte ............. ~ ............... ............... . 
M.airMd, DO Cl$elldtl'ltl ....... •••••••••••••••••• ••· 
M.anied, 2 depeodeot.e .............................................. . 

12$,000: 
SJncla. •• c~occ~o•"· ........................ .. :::=: r~~~::::::::::::::::::::::::: 

160,000: 
SinS)e, no ~tl .................................. . 
M.nted, no ClepeoOI!a. ........................... . . -. - .. .. 
Monied,2~1a .................... . ... .. 

""~ ... ~ ........................... .. =::=: ;-.:::.:=.~::::::::::::::::::::::::: 

,._,, .... 
tlt,CNt 
11,748 
11, 474 

<0, 178 
a9, 20< .... 
11~ 14· 
108. ' " 1001,88< 

280,283 
173, ... 
17S,OIS 

ti4,1T• 
14,011 
••• 41S 

e.a, 721 
eo, •• 67,22( 

N,&<( .,.. 
211, 61( 

Regraded Unclassified



180 

- I. lllbifiDCJ.U. IMOOIO Y.U: ~ 4IQ) YIIUie ...... "· , ...... ., ....... ,.,..,.., ,.., ,_. 
....... ut4 ......... ,._ ... , .. ,.., ....... ,.,... -= ~-.., 
.,..,..., ., ~,_,liD .... &e of taco... . . ,...., 

~~---
NIIIObwot Nttla- Norma! ..._ -- - ...... ..::.. .. _ 

Uoder e.e,ooo ............................... n......u sau... Billtoo. DiU;.., ID,m m .• tiS. a flU aa,ooo to au,ooo .............................. 1, 181 11.8 ov ... w.ooo ..................................... 7. 8 7.t 8< ... ..2 u 
Tot.&! ••••••••••••••••• •• •••••• 20,MD 61. 0 2.\8 2& 4 

• Wlt.hou< mand&toq Job!• muma . 

Source: Treuuey ~&, Di•lalon ol ~ a.od &au.u., Ma,y 1, ltu. 

N .. __ 

Mal..,_. 
II. 0 

2&& I 
200. 0 
:10&. 
2011.8 
119.. 
11&7 
DIU 
7& 0 
6LO ... , 

170.1 

1, 106. 7 

Nwoborot_ .. _ 

~Ia~::::::::::::::::::::::::::::::::::::::::::: . ff: = 
-lo ,wd: /o-

"'-' law................................................. 1711. 6 
Ttool"'1 ~....................... .............. ...... 17 .. . 

1 Wl~oui mudaC.01'7 Joln' returaa. 
• Ioclu&. 2,000 marctnat retu.me7teldlor oomlo&l aet. tncAUe. 

Sout"Ot: 1'nMul'1 I)ep&rtcneot, Dlvt.ton of Re.oarc:h aad 8-ta'letlcl, M&,7 I, 
10<2. 

Ed,IWt 11.-6atlmatH IMr••• • In rncnv.. from • l H ·INro.nt tax on "'' 
lneom•• (INfor• tout) In IXN .. of IS.IH, at tit• edlm•IN l•Nl and 
dt .. lrlbutfon ollnt'Omt: or ,,.. c.l•ndar ,f:., 1111, •nd ' " "-'"'"·' • lull 
'"' ol , .. , llutloM ......... .,~ 

L Net. ~ fA a.- ol $5,000 brtfor. &.duet.iq U• 
empdooa ••• ___ __ ................................ . 

2. Fint S6.000 oll\em 1 ••••••••••••••••• • ••••••••••• 
3. B&Wa.ee In ex.- ot 1$,000 oe& IDOOIIIe • • •• •••••• ••• • 
f.. Tu UabOJ.t-.. •••••••••••••••••••• •• •• ••••• ••••• • 
5.. l l'lcreut l:ft UablUU. trom a 100-pe.reecn ~ on oet 

lr:tOOtoee In Poe. ot 15,000 •••• • ••••••••••••••••• 

• Wltbou' aUowlna tor lbt propGMd maodaWr)' joint. RtiJmt but allowlaa 
lhe proJ)Oied ollmlnatloo of ttt. earned lneome d(ldt~Clfoo. O>rporadon 
n.~ are a.pumod uuc.haopd rrom &he Rennue Act ol 18411. 

Source: Treuury Dept.rt.toent, Dlvt.lon ot n.ea"'b a.Dd StaU.tlc., Apr. 1, JQ42. 

X 

Regraded Unclassified
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[OONIJDINTIAL OOMMI'I'l'a PRINT-UNUVISIID) 

DATA ON PROPOSED 
REVENUE BILL OF 1942 

SU'BIIITI'SD TO 'I'IIJl 

COMMITTEE ON WAYS AND MEANS 
800811 OP Rl!lPRESENTATIVES 

BY 'I'IIJl 

TREASURY DEPARTMENT 

No.6 

MAY •• 1!N2 

0. Corporadon Tuee-Coatlauecl. 
0 . Ind.IYidutl Incomt Tu-Condnutd. 

Stc:tlon &. TrtNUeylAdJridual Income 
TuP~ 

Beedoo • · ladlvlduat Income Tu Bu. 
aod YW<Io. 

OW1'J'IK) ftA~ 

OOft&MlaNI' l'tDft'DJO ornc::a 
W-'PIMGIOII t lMI 

Regraded Unclassified



t ( 

OONTENTS 

o. CorporoU.O .......-ooollouod: 
~biblt eo. t..t.Jma• ot &bl ,.,...ut tlect. ot tbt wa11 &lid 

Meaoe Oomm.IU•t'• tea.&aU't't ac\.loo ot May 1, IOU, with 
J'IIONOot l4 Olwlctt lD t.bt OOrponUOG th law •••••••••• •••• • 

D. IodiYidual lDoome t..u-Ooodnued: 

SecUoo 11. Tlooturr lndlvlduollll- tu ....-L-----------­
£xhlbit. Ol. 8ummt.rt ot Treuury'a proJI'(*II with rt~peel 

to ladl.,ldQallaoome w ....................................... . 
Elhibl• 82. a.m...- (I{ llldlridoal - - oohedulo 

uoder pree~~Dt.law aod 1'reNw7 propoea.L ............... . 
£xbfblt 01. Amouol< of bw.UridualiDoome t.uet a.od .cftiC!tln 

ftU. u$N Pf"MD&- ""&oct 'I'rMiwy PI'OPC*L------···· 
EdlJbft, &4 .• todlrichaal lDeome ~Drectln r&u. tor...,._ 

rW 1*'11011 wi&Jaoul dtpeodaat~, UliiCiil"r .......... aod 

n-u,. -------------------------------------
IW>Ibi< 811. lndlridual Ia.._ <ox-Uoft<d S....., Uoft<d 
ro.,-. ....S Cauda, tlf..U.. rowo for IIWried-

""""'" depeodoo....__-- -----------------------------
IW>Ibi< 811. NOl ....... requbed <o looTO 110.000, w .ooo, 

100.000, ud aaoo.ooo at* Federal w, under Pft!MI' taw 

ood <be,..,_.,. 11"'~--------------- -------------
SeeUoa 0, IDd.IYld'U&IIooome t&l buellllld yield~: 

El:bibll 07. Number ot tuablol rel.ura, Ad iacomo, a~ 
tu net. t.noomt 1 t.Od t urt&a oet loeome, by net. tnoome 
ct.ueot, und~ 'hMwrr propcMoll at. taJtnd&r yeu UM2 
le•oLt of laooroe .............................................. .. 

&blblt. 68. Number ot Wable Rlturu aod eatlm&t.ed yletd 
ot prt~ent law a.ocl 'l"mMut1 propoeal. b7 oet IDOOIIIWI 
~. at.eUtnda.r )'eat l0f2 Jenle oiiAoome •••••••••• •• 

E".blbl' H . ElrtJma.t.td nWDbtr ot ludh•Sdu.W a6eded .ud 
7Wd tt IDdlvlduaJ tDoomol were limited to 125,000 atw 
tu, at tUeDd&r 7tt.r l t42 le•all ol t.ooom. ..... ............ .. 

Eshlbl .. 70. Jr.t.but.td IMteMe ln re'ftGIM: f.rom • J 00-pe:rwa.\ 
tu oa '*' llleOIDtl (bllor. We.) lD. uce- el ~ooo • .t. \he 
eotlmal<l<l loYOI and --.ol"'- cllloo cw.leoclor .,.., .. 2,_,-.,.,.u,_(l{ ________ _ 

(Ill) 

.... 
161 

161 

161 

IK 

Ill 

Regraded Unclassified
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C. CO&POUnON TUB" C•"•IMII 
EaWWt • .-.. u,..., .. ., ,,.. ,.. .. ,. ... •'.c'• ot , ,. ... ,. ..,.., , .. ,... eo,.. .. 

mJttW• ' '"' •''" .ctlo" of Aftr 1. 1141, tell It r•f•re"" to eu,.,., '" 
t he tor,IHH'alloll tu &.• • 

- 7"- 6 -m• 
HSL7 + M7 •• 

-n«. a - n .a 
+2. 71 ... + 2.87L I 

-6&6 - 107.6 

+ 2. 6<1. 8 
- 6L6 

+2, 1118.6 --· + !!!!:.! 

Regraded Unclassified



D. JNDIVIDU.U. INCOME T.U~IIaHd 

-· L Tll&48Val' llfDinDU.U. DICOMI T.U P1t0P08..U. 
JD(Witl.-8ummatl of f't..,utl'• ,~,....,. tdth ree,~Nd to lndl#ld.,.l 

fiW!O,....IU 

1. JWu.-Nonnal ....,..._nUnue preoent 4 pernont rate. Surt.u­
adopt rate ooa1e in exhibit-. 

2. E.umplloM.- Retoin prMMt exemptions o! $750 lor • a!oalo 
penon, $1,600 lor a manied person, end $400 lor eaeh dopendont. 

3. &m«J ;...,.., <r«<ii.- Elimloate p......,t oomed inoome credi~ 
4. Ooll«<il>n Ill lA< ..,.,....- Authorue the Secretory o! the Truawy 

to becin oollection ol inoome weo a t oource atony toimo and at ratea 
withlil hil d.iocretion up to 10 pen>ent o! wagee end aal&rioo, with an 
allowanee lor -.W exempuon and credit lor doPIJldent.o, and up 
to 10 pernont of tho full amount ol dlridend.t onct bond intoreoL s. Po~ oJ - .-Requite J>A.11MJll o! on .. bal! or tho 1042 tax 
liabilit;r onMoieh 16, 104S1 and tho remainingon .. bal!iD iDotollmenl&. 
thoreoftor. Tho on .. bal! auo on Mudl16, 1043, could be s-i<J oithoilo 
in eaob or in lho !onn or • ....tit lor - collecl«< at .. .,.. 

( lA) 

Regraded Unclassified
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.._...., u.-eo._..,,_,. o1 ~Mel • wtu r•ltteltHM-a. .,.q.,. P'*""' 
... aN ,........,., ,..,... -- TO&aliU~ cvm~ 

a.. .... -- = .._, 
Phllmllaw ~..:I ..... 

p- -e 12 NO leO 

··---------- • u eo w 
e .. 10 22$ 
e :10 110 ... 
t 12 .-Jg .. $ 
t ,. 7&1 

II 27 010 I,,.,. 
17 80 1100 I, Q2.l 
21 84 1, 110 

~= 2& ll8 1,8t0 
H 42 2.400 4,20$ 
12 .. 1,010 $, 10& 
aa 48 1,740 8,06$ 
aa &I 4,&00 7, 08$ 
.I M ,.., 

.t~ .. 67 7,010 • 
41 eo 

·~= 
1 ..... • 

&0 M 17,885 
&S &8 18,080 21, M6 
&& n 

~= 
20, 28& 

-----------
&7 7& 33,686 
&t 78 80, G80 4.1, 68$ 
&I 80 87, 080 4:9,&86 
ea 82 u.ao 07,88> 
84 .. ... 780 "'2&1 
6$ 81 82,280 100. 2&1 
M 81 It$, 280 ·~28$ 
87 81 148, 780 It$, 28$ 
et IMI 183. 280 238. 28$ 
71 IMI 2M, 280 32<, 28$ 
72 IMI 82&,280 4:10,2&5 
78 IMI &08, 780 620, 28ll 
14 84 &83, 780 840,285 
16 IMI . . .. 1,780 I, 700,285 
78 88 a. 721, ~ .. 280,285 
77 IMI .............. . ·····-------

Regraded Unclassified



[CONFIDENTIAL COMI\Ui i&i PaiNT-

DATA ON PROPOSED 
REVENUE BILL OF 1942 

SITBJIJ'ITBD TO T11B 

COMMITTEE ON WAYS AND MEANS 
HOUSE OF REPRESENTATIVES 

BY T11B 

TREASURY DEPARTMENT 

No.6 

MAY 4, 11142 

- ---

C. Corporation Tas--contiau.ed. 

D. IAd.l'ridu.al lDcome Tu-cond.autd. 
Sed.loa 1. Treuury IndhiduaJ Ineo• 

T .. Propooal. 
Seed on I . Ia4t-.:iduaJ hleome Tu a­

ODd. Yloldo. 

tiJIImD ft..A.'Ia 
oo,.,._....,....,.,_r P&Dri'I::MG wnca 

w A8IN'QTO)f • l.Nt 

Regraded Unclassified



OONTENTS 

0. Oorpor•\.loa w--coaUnued: 
Eshlbl~ 00. F.t.lm.at.el ot ~be reTeoue e«eet.e ol the Wa11 Md 

Me!.,~ OorruniU.Cit11 t.eotatJvo aetloo ol May l, led, wlt.b 
relorenoe WI cbaqe. lo t.be OOl'pOradon w law ................ .. 

D. lncUvld'IUl.l Jooome tu-OooUnued: 
S.OLioCI 6. Tru.lwy todMdual tnoomo W propoMl.. .. u ........... .. 

E.ahlblt 01. Su.mm&ry ol TniNW"Y'• propoeak wU.b tt1PM'-
&o lnclJ•lduallAOCNDe t.u._ .. - -------- ............................... .. 

Exhibit e~ Compuieoa. o1 lbdlflduaJ •~outu rat. eebod'Wt 
under pr~M~Dt law aDd Treunry J)rOpOI!al .................. . 

£rhtbh. u. Amoo.at. ol lradiYidu.al iDocae tax. &Del t«oeU.-. 
..... u.odtr prelleo\ ... and Trot::uwy JII'OPI*l.-.......... .. 

E&btblt M. lo4i1idul iDoome &u-Drecdn. rattt tor ...,... 
rW ~ without ~C.. under ,_....1 a.w a.oct 
~ .,.__ -----------------------------------

&.hlbll 66. lod!Yidwol ,_ ~a<-Uoil«< IleA.... Uoll«< 
Ktqdoaa. aod c.n.da. e«odin raw. torr married penoo 
whlaou1 doepcodea\1 __ ••••• -------- •• --- ................... .. 

&.bSblt e& Not income required to '-n~ $10,000. 12.5.000. 
160,000, aod $100,000 alter Fedtnl tu, u.oder p.._nt. lAw 
and lbe 'f'reuu.t1 propOIIAl.. .•• _ ................................ - .. 

Seet.Jon 0. lodlvtdu-.1 Ju~ LA.1l b680I aod yieldl: 
Ea:hJblt 07. N'wobu or ~M ret~:~.rn~, net lnoome, oonul 

t.u oot. locome, ud au.rt.u net. lnoomo, by net laoom.o 
cl._, under Treuu:ry propoeal at calendar rear 1 04 2 
l.clveLt of lneome ••••••• --- ••• --. ---------· •••••••••••• 

E:d 1lblt; 68. Number of taxable retuma and ettlmated tSold 
ot ~o' law and Treaeu.ry prapor&J. by 04' toeorno 
cl,... ai. ealendar year l9-Uleve.Lt of ifiCIO~ •••••••••••• 

E.hlbl~ M . FAtJ.mated number ol iod.ividi.IAll atrtdtCl ud 
JStld lf lod.lvldual lacornee 'ftt8 liDUW to 126,000 tiMr 
t.u, at.~ 1'f!tiiJ 1942 levels ollnooCM •••••••••••••• 

Ezhlbh 10. F..c.lmaled lttereue Ia. revettue fnD a 1~t. 
\U OD Del iDoomea (Wore~ lo nee. oiiS,OOO • • , t.bt 
tltbDat;ed ....... &Ad &triba&ioa/:rllaooa!le ollbe ~ 
,._ ltd,ood-..Joc aloJJ-,-<l ...... loM ...... .. 

(m) 

-
Il l 

111 

111 . .. 
111 

117 

Ill 

110 

reo 

reo 

Ill 

111 

Regraded Unclassified



C. CORPOIIAT10N T~lla ... 

lll.IWt ... - 1-fllm..t#• ol liN,.,.,. ... •'.t• ol tiN War• aU , .. ,.. C."'· 
mlttH'• ltnteiiH aetlo~t ol "" l. 1HJ. •1111 r•f•r•rae. to ella,.,.. '" 
II•• eorpor•IIOII Ia la•• 

Regraded Unclassified
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1M 
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l'l'e1 !a1ary Fir;l!l'll 

iOoDOY ~poa41tw'M, !U ,.,_.,to, liet kTI.Jic; or Detioit, an<l Uovar-t Doa4 1\lrohalll 

lot~t•• tar Clt7 faal1loo &D4 11~1• Poroolll 

Flrot ~tar ot 1942 

A ... r•r:• ·~-·c:• loney lnoOM Cl••• rotd Di reot 
ln 191;1 llaaley 1'o.a 

x..o ... Po;yMntl 

ATW'&C• a.Nnt in dol~• 
t 500 112 108 

ud uD<Iv f1SO 183 174 v 
aod uD<I• tl,OOO 245 2.3) 1 

t.nd Ulldar U,2SO )a1 291 1 
•1>4 Ulldw 01, SOO )70 )50 2 
•1>4 W>dw $2, 000 ~ 44S 4 

aN! undw t!I,OOO 6ll1 619 22 
t.nd uD<Iar . 5, 000 922 791 /,2 
and ua4ar •10, 000 12.52 985 68 

l"woent ot totd -Ill)' illo-

t500 1oo.o 96.4 ~ aa4 UDder f1SO 1oo.o 9S.1 
and uD<I ... 1,000 100.0 9S.1 0.4 

t.nd - tl,2SO 100,0 94.8 0.3 
""" UDdw .1.500 100.0 94.6 0,, 
and uu4., t2,000 100.0 94.9 0.9 

aa4 Ulld., t},OOO 100.0 92. 8 '"' •114 """• . 5. 000 100.0 85.8 4.6 
t.nd " ""• .JO ,000 100.0 78.7 S-4 

A\'erac • 
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8 
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16 
20 
25 

47 
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5.2 

'"" ,., 
7.0 

14.3 
21.4 

)4,8 
19.1 
1),, 

2.8 
2.4 2., 

looludill£ Upg41Worll far 0\U'r•t o~tlOD, Clttl •Dd OCIIltributiODI and direot tue1 

1Ma thazl 10.50 lf !Me thua 0,1 pero.at 
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Ann.~;o lDO- an4 O..t1ay 

lett..teo tor Clit, Feaili .. anti S1Dg1o l'loraona 

1 9 4 1 

t ote1 
l!oDey 

Direot Lonoy lAoOIM C1&01 ltxpendituroo ':" pollAI hot 
In 191.1 UoDey for CUr rent for Tax Savin;; or 

lDOOM Conouaption Gitto ond Paymonto Ootioit 
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:124) l2ll 'J7 ) --~ 
l\11d W>llor 12 • 000 175) 1623 6) 4 o6) 

• o4 W>dor 13.000 2544 2283 131 1~ 11~ 
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lo:'d W>llor . 5.000 lQO. O 14.) 4.1 0.5 U.1 

• n4 uD4or •1o.ooo :ulO.O 80.1 ).0 0.5 16.4 
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• 
.l.nra~ C~ ia Speoltiod !)pea of Auota C_.-ed with Jet C~ 1a .Ooota aad 1a Uablllt1oa 

lott.ataa tor Cit)r haa111oa - 8iac1• Pwraoaa 

1 v' 1 

• v.s. oon....t ac;aa let let wy 
-o.t-~ '"" -~Ia •haac• Ia Jet ClluP -

~u... m ~ .. -n,.. _,sa _,~a Clluce \a a.n• 
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~0-- trcaoa1e l'llrob&oed aocouzat a aooo\IDtl .l.llete tiel Deftdt 
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MAY7-M 

lmtO!UIIDIJ)( lOR. f ilE PRESILIIITa 

DwiDg ov dhou .. ion ot the .Aaerleu Bo•h 

utter, JOil aaked ather cl1Yidellcla pale! on the atook ot 

the .Aaer lo&n Boaoh Corporation whleh Geor ge KUPD&ne la 

hol.c!lng aa YOtlng truat.e aould ~ tNnatarred to s.Mu 

Wider tile Swed.lah gueral lluue u d •de anllable to 

tho GaPaa.D -ra ot J.Mrlou Boaoh. 

I n vhw ot the 1nvaat1gatlon •cle b1 the Foreign 

FUDda Control ot the J.Mriou Boaoh Corporation, thla 

eOilpaJQ' baa ~ .. blooltad not onlJ aa Swadhh, but alao aa 

GaPaa.D &Dd Duteh. !a a oouequanoe • the .Aaerloan Boaoh 

Carporatloa aaa aot pa7 c!lvl claoc!a or •k• aiQ' other par­

auh llllior the SW.CU.ah geMral llouae. 

R.oooatl7 the J.Mrlean Boaah Corporation applied 

tor a lloaue to aab a dlvldalld paJMat. the llcuae, 

when gNntacl, reqldred that t he dlvidellllla 1D the -•t 

ot U20 ,000.00 oa the a took bale! b7 IIWD&ne ~ pale! lata 

a apeoial blooltai aooouat 1a hie ~e .. voting truatee. 
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• a • 

Ko pa,.enh oaa ba aae troa Ul11 a .. ollllt liMn the 

~'lltdhll geMrt.l lloen... All applloat1on b.a1 rneuU7 

boon t1le4 b7 Kurllalle to tran1ter lUCIA tuDa1 to tbe 

aooollllt ot till Stookholu nlk114a Balllt. 0..1 trau­

terred to 1uo!l aooollllt, tllo fwlaa eould bo ue4 llllllor 

the Sweallll pural lloaM. rue appUoatlo11 1t bolac 

dollied. 

It h 1aportut to note, ilollt't'tr, tMt 1t the 

Trtai\U'7 Departaut baa not UIIOO't'tl't4 the Gtl'll&ll 11ltert1t 

i n the Swedhh·held atoot ot the .Aaerioan Botch Corpor­

ation, the Swedhh geural 11o entt alght han boen ua .. 

to tranater to Swtdan tbe db14..Uil pa1a on euoh atook. 

It h tl'IM that tbe s..ahh gonrDaant baa 

auur.a u that 1 t would not ut lh pural llceut tor 

tht trauter ot llaMa ill talah tht u.h b.a4 Ill illterut. 

Ho~~tnr, the l;w.aim gonr~aent luhh tut thtra 11 no 

Gtl'IUil 1Dttrt1t rtta1n.a ln tb.a Swt4111l•ul4 marta ill 

AMr1oan Boao!l. S..dtn woula thardor• MJ that 1t hal 

not 't'iolat.a lta a1auranoe1 to ua b7 tranaterrlag abroad 

the dblclenh paid b7 Aurloan lloaoh on Marti held 1a 

swedlm -· 
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Tk11 11tuat1ea 11 I paNble to 11Mt JI1Pt 

han happ1M4 wUh repr( to tM OeniPal Aalllu u4 

rUa Cwpwat.lta u4 tM I. o. CUale 1t tM 'frea1W7 

ball net "'- 11a..U.H et tiM O.naa lahr11t la tllat 

OOJIII&IIT u 4 blMbcl tM 11 .. 711 &I O.naa &I well &I 

!;wi N. 12M SWill luliW Uaat Glaeral AalllM .. 

SWlu ..... u4 woala U.retwe ban eouldeN4 trau­

tere to l'wltaerlul ~ tM O.n•Nl Aalll» ..a Ylla u 

•oabc wltlda tu Swl81 p aeNl 1111&11· 

1M tlrepla( 0.1 •• .., 1a wld.ela the 

£1111Pal U.ea111 bd4 117 S.li•, SwUaerlaa4, llpala u4 

Portupl P"Y14e a eJI&aul tlarei!P wllleb t.ae •1 be 

trua1Ue4 te ov oalllo 

(Signed) B. &lo~thau. J r. 

S11retar, If tu ! 1'1&111117• 

BBIKB11Tll - 5/7/42 

Regraded Unclassified



I'Riurtt OOitlDD lilt .• , .. 
!Jl:'\IOlUtilill)( lOR THE PilESI J..ENTa 

~ 

loa aaked iH to brill£ up to date ra:r IIIIIOP&Dcl• 

to 70U Of Jt.DU&P)' ~. 19f.2, CCIDOel'lliaa \ 1111 .. '/.• l!&t\'e 

connection with Aaerlcan Boeob Corporetioa. 

279 

Ia that anoranch11, a oop7 ot whlob la attached, 

I pointed out the lollowiag: 

(1) Batt baa been wlth SU aluoe 19111; prect1-

oall7 all or h11 1uoo.e la lroa 11lar7 aa bead or that 

coapanJJ u d uDder a Yotlng truat agre .. ent eKeouted ln 

1941, h• aeta aa truatee tor the atook in ~KY owned b7 

SwecUah lnhruta, whlcll UOUilh to ~SJ of the atoclc of 

(2) 111.14 lleaieleaohn IJlll Co. no:Uall7 ac­

qui red t.ha C.rMA 3oach ilatarut la Aaerloan Doach iJa 

l~s•, Ceor&• VVMAe of lfoaaet, llUI'IIIJle IIIAl Co. -• 

dee1gnatl4 to represent Wendelaaohn'• lntereet ln Aaerl­

can Boaoh. In la38, ~urnane reorganiaed !aorlcan Boaoh 
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STBIOTLT OOIPIDENTIAL • 

·•· 
and pv.t 1a u Pna1U.t, k "' P. a .... -. w -. 
r••-•114 .. to kla l17 .Batt. At U.o - u .. Batt •• 

ll&dt a dlPootor of Aatrlua llao&. (ICUDaat atatei 

that 1t _. upoa llh "' ·1141Uoa U..t Batt ... 111141 

l'l'talc!tat of SU.) 

280 

(a) Utor tho fa1lvo .t V.ll4o11Miui ..a Co., 

1 h 1atorotb 1a AMI'ltaa !lett& "" •14 1a lll7 liND to 

Swtcllt& latoNate cllalaatoa • U.. l alloalllrc tullr, 

whick fa:alq allo -' a ••'•nt 1atoroat 1a Alltr1 ... 

SKF. ~ ....... cleal~ttcl •• tbe Yotlae tru•t•• ot 

tM Swtcllab 1atortate 1a AMrlaaa Soan. 

Tilt 1anet1pt1on of !atr1ou 811t& whlth tbe 

TPMI\IJ"1 D1part..Jlt hal ... 111tl7 OOA01114tcl PIYoall tlat 

toU..aca 

(1) Ia 1* C...-n BoNk, ctalrla& to protoot 

1t111t -catut tlat .. 1 foNlp ozoMap ••trol, tft.u­

tor..a 1to latoNob la !aorlou Bo11ll0 Br1t1a lloeoll ad 

f rtMk 11110 to Keadoli..U of Ulto..._, Ntaial.ae aa 

optloa to ..., ... -.. U.. atOlL Oftlelolt ot 0...-n Bollll 

•nt aloac to loaato,._ w1 U. tla• traaller of tlaen lhaNt 

to 1aiU'I eatlnM a..... iii.U IMtrol n'll' tllo11 . ..,. ..... 
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(I) Jludoli..U, otalft17 to 1 ta ape-t 

wltll Gti'Mil .Btttll, pltd~M tM etotk ot Aaorhaa Boatll 

281 

wl t b tht ... Tort '!'nat Co. to IHVO - lOI.U. lJiloa 

~ndelleoba tallK la tM '-e• ot li~, O.PaA Bottll 

•• Tlf7 touM lut the lt~k 1a AMrl•a Boatll be eolt 

b7 tM "- Tort TPut Co. to e-..ttac Ae1Plou laternto 

who •IlK ntue to I'IMll the lbuoe to O.PaA Boetll. 

Gtor&e ~ ..a llh putaep Jou loloAMt partldpat.i 

U llt&Qtla tlou to pi'IYtat the 1111 Of the Allll'ltaa Bo10h 

atoek to latoneto thtt wolllli aot bo trhlld.l7 to Ge...u. 

Bollh. 

(a) • coUat1ou took pla11 bttwoea Cllealoal 

Baak 104 ~~ Go...a Rl lebe'-ak tor tbe aequlaltloa _, 

Chealoal ot Ua. Aaorl~~&a .BtNh etotk atalut ~Q~~tat of 

$1,000,000 la euh to be pet vp _, Cllal•l, topthtr 111 til 

$2,200,000 ot etaaohtlll cn41ta aequt..a b7 Clltaloal oa 

opt1ta r .... S.ltbll l!eulac latorlltl. UDdOJ' tht propoal, 

Chealoal •• to -aroe to ""11 tho Aaorloaa Sottll etook 

to Go..a lllcll. attor the nr. 111' ,., r•Ma tM11 

negotlatlou toll tllrowp. n. Ro1wllaak ott1clal tolt 

t oU.U, tM l'lpPIIIatatho ot Cboal•l• that tMI'I 11M 

... tM :a.c. 4elaJ 1a eoncli!Uq tun aeaotl.tlou ... 

Regraded Unclassified
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tU WtH Jr. f.- .. t tllat = ¢ d O• e ateei­

atlll II'Mltt •• ll aft.._ •tl tt .Utebatt t.M 

,... ... ,., tbe m-11111. 

<•> Ia ~ lNO, u. ...... o.t Aalrl- 8eMia 

whloh w •• lle14 liT Mn't""• ...... pw•'""' liT 'ftle 

StotJrbe'• belr114t 8uk. IoU.U of Chahal llalt wu 

tllerMIW tell liT tile o.ttld&l fll the &eltllalltalt tl!at 

tM •"* W 11tea •l.a to •s uu. fri.aa•, the 1Jelln 

'buga, • hNI a'•"•• to tho11 UH1!1tl4 with hi-. 

"M]J, • tile ltu11 If the atoolt lle11!c ..... u to 0..... 

Boaoh w!Wa • Jll&l'l after U. nr. r.:u.r atlttl 

that u u.. 'I «r h 1r ..a.., a.11a Sse'• 1t 11 

wltb tilt ~ ·-· 1 a. •• Ultll' tutla.­
Ual ........... 

(6) I\ 11 ., j11dpaet tlaat tll• SIS'H 1a ... 

tull'lac tile dealt 1a --1- Bt .. haft 1&1'114 tt ... 

••11 1t tt Oer .... after the .... !lit r s.all' tf 

br Gter&• *' ·• .. .r .. w-et ..a 111u. L. Batt 1a 

U. .&llerl .. hllll plstwe. 
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Ge41"&1 lblnaM bu U.ol•bsllcna.Snc that thue .a 

1:JJ:f Oer- lntuest 1n the .l!:luloeD Boeoh steok wba that etoek 

we lwld ncwlnell.J 117 Keaeheoba. In thet OOIUleotlon the 

!ollowiQ& teetiPC~T 117 Arthur 'l. ~. Preside~~.t of .berloa 

Boaoh throu&;h l9a1, 1a of 1nt.,...ts 

• • • • Dr. JJennbe.l...-1\lrther tol4 • that 
lt .. hle deelre ana 1ntct to hol.a the ebaree 
1n all ot tblee oaap&nlss as Agct !o!" the Ger­
wnera 1111til ?Ucl: tl;w U tha l/ul Reaae DO 
longer exlsted, when t he1 would be returned to the 
real wnere. 

• •• 
'I .. talldQ~; w1 t h llr. l.!l.lrnaM L'ld I Sllgi)llted 

that sooe de; both o! ue ~1t:!lt find oiU'selvu belnc 
aeked b;y t he Gnertu~~nt who r eall)' owned the Boeeb 
etook, beoauee I felt than tbt ?OOMr or attr • 
W11' betwen ~ and the Unl. ted Statee am tha 
net or tbos woJOW-. inevitaba. ~:r. llW"'WWI 
repUe4 that be at &oine to sse to H that hs 
..,... ..ae ?.1fT lllquirJ u to bolr t he Boeall ebaree 
- lnto the hancle of ILenUleeohll !t c.. be.- hs 
a1Jrata wanted to be 1n a poei Uon to Mol honseUr 
that eo far u he kiln tu elJ.&l'se .. re ths prvpert;r 
ol llelldelaeohll & COI:IP&Dl• . _7bie eonYerMt1on tOok 
plaol ~ tllle clurlil& 1998 or 193'1 • 

• • • 
"Dtutt£art wanted to be ney oerta1n that there -·t an:thln& .. ow thro\1&!1 the ualls thet ths 

Naa1 n.11• ::tl,ht &el ahol d o! to indicate that tbe7 • 
... the real -are of Unltecl btriMD lloeoh lbarae. 

• 11'. a•bilWP - tDi hii4 or liiiiieliiOiii & co. iiCi hli 
eulolcle 1n .lUf;\Ut, 1939 lecl to the 11 quldatl Oil of 
~leeoba & Co. 
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.._ ... wa Mill -u..a 1a J-wrr ~ 
ter tale PreaU..q fll AMr11A a..-. ba ..te a lett.r 
te Batt, a NFI fll11bltla 1a atteeh=i, la wbleh .. ataW 
la pari U fell AI 

"Dear lllla• 

•~~~~t ntwwl te C.l 'u :r-•terat' •• tlWI 11 tba tlrat ..... I ba'ft 11M te tell 
,.. tlaat llr. *' ne 1a 1a rq ff11l1w all U.t ,.. ataw u1 .... t wLl"ll te ch• - .u ..... m lata ,.. ua1w -.1-...... ltt.lle t 1 atate.at 11 1 bat pre-
•••• I • uu.tlel that lie ... I Mall 
&It al~ 1a a .. t llt.latMWJ -· !1M ~ Hbp 11 eaeUT u 7ft a.eerlW 1t with lllltnl {*) 1a K zhlr•h • c.., a.tter'rr rt lela _. Ow a Beeell al , =• ••ta t• tllla. 111 11u .,,.,_UT u _. authedt, •• 10W. \e •zre•t=i 1lili• 
--~-.· 
ftla t .. ecolac wolllcl elearl7 la41eat• tbat Be11 

aaUrlt..i t ... !' .... ••11 .. Batt tut »-b'r'Mb 
.. ••Usc t•• ... .. 

111-Ll'•Uw 111~ 
Rau ...... wa u etthlal et GA = Be•·~ 'IM7 1IVI 

llusn'ac •urra1. CU7 lluk' • .ttwt te ••lr• tu 
lllarea 1a .-..1- .... 1a aelluce t• \lwW ~a .... 
111ete ..... -. •uiMl C1t,. • ... pelat=i oat U.t 

llaee •urra1 Clt, - JftiLl\lt=i r... r•talalac --

284: 
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atoek rrta Uanch aotulncl 1a .. tU..at of lobto, Jatlov' 

C1t7 wovll. 'M ...,.ueA witllh a rouoaallle pulocl to ooU 

till abuoa of AMrloaa Booth aac1 that t!loM wuld thoa 'M 

• repttltloa tf tile talaUq 11tll&t1oa. a, thla llunaM 

ID ... Dt that tho llatloul Clt¥ Buk, like tha lllw York Trut 

Co., a1ght 01U tha ab&Na of AMrlO&D Boaab to 1atereata 

WIAOHJt&blo tl 0.,_. BoMb. 

lfoann• baa aald that 1a reapoaM to a que.­

tloa. bo awl M&Mu walloa'Mrc l viac a 't'lalt to th1o 

oolllltl'f 1a tbo Fall of l~, lllallen'Mrg atated that 

S•dlah 1atoroato aloaa o.e4 the abaroa 1a aerloaa 

Bo11b truaftPI'Ocl troa Mtacltlaooha, u4 tharotore, 

llVD&U bolltnd that there na ae Ool'IIU 1ateroat 1a 

AllarlOM Bo.U. 1t the,,.. tW. illl.ruaa ataW that bo 

btlltn( that ...... -1•ttera ..... HUII'IIOI tllo 

WalleaMP&O WON the eold .. t•blNclecl people bo bo4 tnl' 

.. t. 

lbaa llaMU Wallt&MI'& _. 1a thla 101111t17 1a 

tha ran of 1~40. bo -· Mklag "'17 nbataatlal pvtlluoa 

of ao .... .Uol,al ui lD.d~aa\1'1&1 boada •••cl 117 !Mrleaaa 

at pl'looa r,_ 20 to 2& euta oa tllo loU... 'lall.U.rc 
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.. *he tbeH pureh&H1 w1\b flaMe tr.ut......a to tba 

ecoounh oC tbt StoalcbolM Euldlda Dank t .. tba NOOlllltl 

of tbt Oe l'"ai&Zl Gol4 D110GI&Dt Duk. W.llftHao& .Wtte41T 

aa aotb& !or the belwtit of Cei'I.'IIU\ author ltlu 1D •khll 

theeo purehaeoe. TheM actidtl" b;r allon'bug wen wluq 

laiOIIl 1n t hl.e ooun\:7 &l¥l 10\Utt haft 'been lala.n 'b;r ~<•-· 

It 11 all• 1aw .. UAg to .Mvft tbat llar­

l allWir& adnlt.ted to an o!fiol al ol the !'Pou1117 1a tbe 

7all o! lNO tbet Sw4a M4 .... Jloi&Otlltuc w1 tA tile 

C.J'MU lD Ol'4V to pr9t .. t ltHlt f'roa a o-n iiiYUl-. 

It 11 ~ llellet tbat attv tho a. ... 1DYU1• .t 

llonal. Gw , 11114 S.Ueh fln.enolal &Dd lM•trlal latonetl 

4Pw elMer tecetur. SwHJ.eb latenetl -. •• ~ tM 

c.... te .bell tlUo to a.... - a pnpol'\7 ln tba tlldtol 

S\at11 b rlq the porfod of tbe ..,. ul s-t11h latenete 

..,.. al1o un4 l17 tba Gcr.::lau to a£&&• lu other !l.Dau.tal 

tran...u .. ben u4 ol11Jtwn f• the lleufl.t at a.r 
I.a nahuce tbel'.rv tbt W l•'Mrce u4 etbtr s.allh 

1lltv11t1 -'ttah., pz.toetla tor tbolP proport;r bolal.Jic• 1a 

Ger T ... o.r- eonplo4 terrltorlu. lleel1111 to..,, 

T alH bolla tlw s.o41eb pnporthe u a heebce te 

• ell s-41u t.ten.te to ut ea "•...," fill oa 'IT• 
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Jean llouet 

1 called ln Jean llonnet, who 1• the putner ot 

Gcoreo l!ur nane , who tharu ln llurnano '• earnln~;• u 

C.hall'l:lan ot the Board ot Ll:l< r lcan Boach ancl who 1a at 

preteni a a «aber or the Britlah ~upply Council . I told 

hia that our lnvettigatlon ot Aat~lcan Botch indicated 

t h.t Gei"'II&D Soach retained an lllter .. t in the atock ot 

~orlean Boaoh even thout~ the •took had been tranarel't'ed 

tlr•t t o Uendelaaoha and thereafter t o the Swedl th in-

tcreata. 

llonnot aald t hat he did not believe that the 

CeM~&na retained an1 control over the aharea ln ~wtdllh 

hand a and that 1! George \IUl'IWit •• aare or &tl1 auch 

tie-up he would han made such ln!orution knom to 

~onnet. nowever, ~onnet aaid he would queation llurnane 

about tha a1 tuation and report beet. 

At a aecond conference which I had with Uonnet 

a couple ot d&71 ltter, Uonnet tald that he had talked 

the matter over with Jluruane , that l!urnane hac! corrobor­

ated lua l:apreaai~n that t ho aalt tr0111 llendolnoha to 

lhe !>wecllah iQlercata aa w1 tbout an1 a trine• whahoever 

in favor ot the Oei'D&Ila. 
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I •• not aatlatied Uat LloDAtt •• tallJ.ar 

all that he lmn. Uolllltt unquutl.onabq klln dl ot 

t ba u pac:h or the Boaoh altuatloQ. 011 •uE;Uat 17. l!r.J9, 

a telecraa • •• aant to Btaa, the Praa l.dant ot !slrlc:aa 

Joach, bf Lr. Otto Flacher, one ot the •tcb-c!oga ot 

Ct r=an 3oach who worked out or the ~aneelaaohn•a o!tlce. 

In that tllai ru P'lac!lar l lllllcatH that t.hanka to urttllt 

rapraatntat lona b¥ ~andalaaohAa aD4 Uurnana, the itttest­

llltnt in Allaricaa !lOach hac! o .. n lttpt intact lltlcl that 1t 

looked aa t hout h deairablt 1nttrtata ••r• coing to ba 

able to raiat the a=ount raqul.rad tor raleaaa ot tbe 

Amt rlc&ll 6oaoh aharaa which were bald 11 colllteral OJ 

tho tln Tort: Trlllt Co. Lr. Otto l'bchar thea ata tech 

•x u r oillli to .. , Wr . ltolllla t 
toaaorrow in collllac tlon w1 th t h11 
proJect. • 

In a llt t10r&N!u::a in the tile a ot the l'lt " York 

Truet Co., aicn-4 OJ c. ~ . Bunter , a Viet Pre• ident, 

ne aal.d that llurna.ne had tolAa hla on A~at 21, 1939, 

that !.lollQit had eon• t o Juutardu to ln'ftltlt;at• tha 
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altuation r••p•oting Vtodtleaohn and tho A.or loan Doeoh 

abarec. Uonnet'• raport la etated ln eubatanoe to haYe 

included the followinc1 

"Thlrci partlu ben rirhta in tho11 
aharee, thla rl&bt conalatlns ot prlvilere 
retained b7 I'.obl. Joach C.a . b.H, to :!teet 
&Q7 pot~ntial bUJer' • price witbln SO del• 
ot the bid, 

•.1. group 1n Aaaterdu repree•ntlng 
Stuttgart--YIP7 reeponelble people, are 
wor~ine teYeri ehly to preeenl a proposi­
tion to us. Th•r are full7 abl• t o bu7 
all theee 1har11 •• hold ,• 

Jlonnet d11o tolll u Utat up unl1l t he latter 

pu t ot UlSB he wu a belin•r in r..pprocbetaent bet..an 

( ranee IUid C•I'UJl¥• 
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J!!l!w Lo ltU 

I W a talk witll latt J.ut 'hi...,. 1 teU Ida 

I llellnal tllat Ger . n le.U W nt&bM u lata~. !a 

AMrl .. DeMia.,.. thnch tile U&Na •n --a tlnt )J 

Mu~eu..u ... lata• ~~r t~ae s.Hta. ~att •'-'" u.t 

lll Ul Mt U. tMt 01: n la.U ... tlMII te Mft ... 

• laMNit *lle tM ....... , _,. ln llntela•lln'a -• 

wt Uat u t11e !NuvJ w - te u.t .... 11111-. 

ll.a ..Ul Mt •••U• lts 

Dvbc ..; tallt I et t•l leU & •PI of tile 

letter tll.at Bill lid wrlttu w ll.1a 1a JU1&17 1118 la 

~1M aU 111\11 "'"'' • '-trl•• Be.aa 
•fte ,...n1 ""' 11 ~tu .. ,. • 

..... lllal 1t wltll ... t .. l '10$ 1a llaielaaNa 
• ea •• a.tt.ria - ~....., ou.u .. ,. 
... • n·M 11t1 tar U... Be Ml ;:~uentq 
u .U autt.rlt.f u 1111U M aqee _... 
Rlllk el.rnMW?IIa• 

I a1M Nt•ll•( t& Batt tUt la ll.la latter el raplJ h 

&tu• u W Mt Ualel tt. o. .... a..a latanet 1a 

.... 1 ......... 
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Batt 1&14 that lt.e lad Mftr telA lfeaa U.t 1t.e 

bt t1ne4 tile ~elaiOJau wn ••Uac tar tM Ge...ue 

291. 

ud tllb par\ at tM letter •• lle11 1 pereoll&l IOIIJaetlare. 

I ulat4 Batt 1t lit woliU ban ueeptell a.U.r­

lh1p oil tile Boara et lll,..tor~ ef £Mrleaa Boeell ill 1m 

hd be ao.a at U. t tiM U. t tha GeN&U retabtl aa 

1nhreet 1a Vaa Il1ateb-u1A Aaeri1111 Boeu tll&ree. Be 

replied tlt.&t u willa line ueept.a the 4lreetortlllp at 

tllat U• .,... 1t be llai lleea..,. U.t tile a.,... eoa­

tlnut4 to 4oalah tb.t atft.ln of tile • ..,.Ill• Batt tllen 

pointed o11t that be al•T• bellne4 then •• a llltterace 

btbeea 0..... Ud.Mtr1alilta u4 tile Baal p&Pt7 u4 Vaat 

be 11M 11..,1 uterta1M4 tb.t lllp .. t .alratlu IIIII" 

·"nU• fer O.ND lllllutWlalllta. 

I tllu au.a Ilia 1t be llel1ne4 tllat tile Swiee 

WtN b.tl411c tlt.a tlianl 1a Aaerltaa Boealt. far tlt.e r4K"I 

1A eoulhratloa of an a.er•••nt oa tilt p&rt of tile Gerau 

to pNtMt tlt.e ilalluMPCI u4 atller a.e41111 lahNIU ill 

Gei'WII. su. Jatt a.lell tllat -lt. u ..,.. .. at exhted, 

atatlac tla\lT that be Mlln .. tile eale ,_ .,. .. eleeolt.a te 

the Euk11.4a lluk -· wltllnt 1111 ....... u ... aa4 that ... 

Ill later .. • lad uftP nu •tena ll11 alJII. I tb.ta alltel 

Regraded Unclassified



( 

-

-
STRIOTLY CONFIDENTIAL 292 
-u-

hila 1t 1t •• aot poad bla for IMh u Uftlll .. at to 

uht wltlllut Ida U.lai abed lt, &ad 1M ~aU 1t _, 

poul ble, althcna&h M 414 DOt \ell no lto Ia NlpOUI te 

&DoOtlatr t••Uoa, Batt atatM tat 10 fap, aa 111 kllft till" 

lla4 'boe • latvfePUoe ~ O.NUJ w1 til SU propii'Uea 

ln <iei"MMl-oenple4 hrope , ad be ue..a tMt t11111 pNp­

trU•• were IIebe \liM to aedet Ge-., 1a lh war etten. 

lie tua •*•4 ao at reuoa I bacl to iutu U..t 

tha truaftr of the Jlc4elaMha abarea to tho kakill!a lluk 

lnol114M u a v e .... t to re11ll to GII"MMl Boath alter the 

tlal'. I tol4 hla of tho illfoi'Utlon width haG oou to tile 

freallii'J'I attention, parUwlarlJ tlao aopt1atlou aJI4 

4houulou 'bobolll tho Chtaloal llaDk u a tho Rolohebuk. 

lfobdthatullq U..t, Batt 414 Mt thlllk lt •• eaulnbla 

that till allaab•rc• ewU be uuac oa behalf or u. a. ...... 
1 then tol4 Batt that we baa iAfoi'Mtloa to tho 

lffHt that 4vlag tlal 1all of lMO VaHu V..llu'borc lrd 

, .. " the IID1te4 s tat .. tor the pvpctll of pllNhalizlc fop 

the Relehabaak <iei"MMl allllialpal ua 1a41aetrlal boah at a 

dhOOIUll u4 had. tol4 IIPtalD pMple that Ill ha4 a fHI hu4 

la the pweii&H of tuM 11wrl U••· 

Batt eoutlr.e4 wllat we la4 prnlouall 'bou tol4 ll,r 

lt\lnao, ••17• tat tile Vialleablrc• "" la&ri ... aoU la 
-(... -I.....L -zi..J, ~. ~ 1.· -t ~ attera of _,, -t-;t. ~ 0 -

--.L • u ;z ;.....,. -~---~· 
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a." au ta\ • ...u ...... .._. u.. " ,, •• r. .... .,,..M&a, ..... tU.pt .. , 11 ..... la .. ,..,. 

Uon • •u.M n .. bo tiM luallUa Blat \o .....,..., U..t lU 

••lou laNk ...... wo.U aet M baute,.. tv &\ · 

ltaat 10 rave at\lr Ulo ~. 

1 leW "- tMt I ar,...laW 11.11 t....U.aa, 

wt I waatM to thlalt ta.. •U•• ner all4 w uU ht IWa 

mo. rq .. •l•hu latol' tk11 ..-. 

(Sptd) ur.:!jialMio ~ 
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llt~OIUillllJK FOl~ THF PRESIDRilTr 

You baYe aaked Ql tor lntormatlon conoernlDg Wllllaa 

L. Batt•a ooDAeotlon with a-rlO& Boaoh Corporation. 

1. In order to baYe a clearer picture it i• neoea­

•ar7 to Mlltion brlotlJ' Batt'• conneotion with su. Batt 

h11 been aa10olated with t.arlGOA Slt and lta prodoooeeore 

tince 1919. He wae general mana&er ! rom 191~ to 1U~3, when 

he beoOQa preaident, whioh ottico he at111 bolde. H1o 

ealarr •• prooidont hat ranged from $26, 000 ln 1936 to 

t&O, OOO ia 1940. lle cuatomarlly til•• a Joint return. Ho 

and hh wife han no algnil loant inoGrM other than hb 

aalar7 troa Aaerloan SKY Corporation. 

On Januar7 1, 19~, s .. alah SKY owned 76 percent of 

the outltancUna atock of .lllerioan SUI oertal..o othlr Swodllh 

lntoroata owaod approxlaatoly 18 percent. Tboao eharea were 

trana!orrod to Batt under YotiDg truat arroo30nta earlf in 

l il41. Batt bluelt 0'11111 a tritlilljj •oWit of ahar" 1.o 

I.Morhan SKY (66 ahar")• 

Regraded Unclassified



,. 

-a- 295 

2. Ia l i M Batt beea::to a 41noter of .t.erlou Boooll 

CorporatloA at a Mla1'7 tf 12000 a JOal'. !be roooN.a of \at 

co:ap&IIJ u4 tho btlllfll' agont do ut rrnal thot ho llu nor 

owne4 &A7 atook 1.1& Aaorht.n lloaoh. Uo ru11lnt4 u direotor 

of w rltan llo11h on l.l&roh 5, lOU. 

The m.JorltJ of tho a~ook ot Aaerlcan Ebeoll ••• ra­

acqu1re4 lA l w3l li7 t he Coi'IMII floaoh GOIDpea,y. In l;}S4 

llrndtluoliA do Co. non!Nl].J' uqu1re4 the Gel'I:WI Bo11h la.ter .. t 

ln bert oan :loaoh. S:tortll t !le:-Mfter, Coorgo lilll'IWII 'bo .. a 

director of Aatrl l&ll bOsoh and roproaentec Uen6tlaaohn'• 

lnterett 1n A:ericaa Boooh. Ceor , , Uurnant i t at pretent a 

lltaber of the f11'11 of Uonnet, lllll'DDU & Co. an4 fol'laerl¥ ••• 

a partnar of !At Hl£g1naoro llhert he e~ctivel-1 handloa the 

Xrtll(ll' u 4 'roll at ten. lohiPaano 'a partnll', Jea.n l!oll!let, 

101'!111'11 ••• obt.il'l!l&ll of the llrl thb Frentb ••~• collllCU, 

U1oC1 la 11ft a -'bor of tla J rl thb Suppl-1 CollAOil. lc"\lr:wao be• 

c~• ch&il'!l&ll of tho bo•r~ ot bfl'lean Bo"b 1n Juu l i l7 &114 

ln 1988 effaote4 a roorganl&atlon of tho ooapa~. The flnanolal 

reorganiaatltn left the atook l.n ~tn6elaaobn & Co. and the 

=an&gorlal reora-nlaatlon rcrJ l t ed ln Donal4 P. Hoao roplaclnc 

Ar thur T. llurre, at preaident. At t he •~• tlMt Batt ••• .a4t 

a dlroattr t f Aaer l oaA Boaoh. 

1rllu Yrl \a !lennbalau, tbo ho&4 of )(on4tla..U & Co. 

o..S. t W auld .. b 6\lpa\ liiSt, lltahlutlla l c.. talJM 
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-a-

aM-· llgulaatef. la W&J lMO, tilt .. IIIIUMU latiPIIU la 

.Aaerltu llonh were eol4 to the Steekhelllt l ukUAa lluk allll le 

0111114 bJ Ul.e l&lllaMPC taalq. lNnut aa thea 4 .. lpatl4 11 

tht YOt~ tnatee ot the lln4llh late"'" 1a ••loa~~ Botlh. 

J.t Ul.e prlltllt tiM, there§"• the sw.411h l.Dtlrettt la 

AaerliiA SU I.PI repPittnh4 b7 Batt, &I Totlna tl'llltee, w Ul.e 

•-•11•4 Sw411h l.Dhreth la .&atrll&ll B011h '" repreltlltM ~ 

UUI'II&Ilt1 &I TOtlJIIi trllatee. 

• • • • • 
So la the IOIII'H of 0111' 1Jn'lttl&at1oa of the perotuel 

a.nd noorb ot Aaerlt&ll ilo10h , wblch •• ttlrtl4 lut SatiiHq, w 

han rllll &IPOII llllorutloa whllh t U££IIh that arnDgnentl M¥ 

haYI bl&ll M4e wherebf the CtN&IIt wo\&14 proteet :111 hol4lJ1Bt 

0ti'U.Il-oooup1M eOIIIlt l'l .. 1a ueh•na• t or ettorta 'b7 the Wallta­

llerat to Jl"toet thl GoNaD l.Dterettl 1a .\at rloaa lloach. 011411' 

culh u &Pl'&JIIiiiMilt the i allnbtrc• woul.4 !Mill the Swala 

11lttreata la .&aarlcu llotlh utll the tD4 of tht W&P nu 1t 

•oul4 nn11 nih later11tt to the Cll'la&llto 

JlillnaM rtportl4 to ou of our Treu1117 lAnttlpt.oPI 

that 1t •• IIJOil blt re .... eD4atloa tlaat llatt ne M4t predbat 

o! SKI a~~4 thd Hall who tU.tiMM I.IUI'NJ la 1938 •• pretllnt 

Of .\atrlcu Bltlh W&l IIIUIItM bJ Batt. 

U bat alto 'booa reportel t.- uotMr oturee U..t ••lac 
the lltvllat1oa et tho Keaatlaeoba (attor U.. nt..U ol 

-.)bella lato"th ••" ukl4 te 'bi!J tllil ~olt..u-
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held aha.rea 1D AMr1ou Boaeb with t be wadtretand1Ag that 

at t ilt end ot U. war the -trol ..uld 'be r11olc! at a 

protit to Ceman 1nhreab; but t he l.llltl h b uohc ge autber­

i tlta re!Uaed to permit the t ran1aetion. ?herea!ter the 

~endtlaaohA 1ntereata 1a AQer1oan Boaob ware aold to lba 

pn 11n t :;wt41 eb bolder a. 

In 1'1ew o! the fut that our 1DnaUc at1oR ot A•rl­

!luoh baa jut bt£11D • ou not w.rrut tha aGclll'aCJ of the 

c-At• oontalut 1n "oUon 3 o! t b.h -ucl-. 

EIIFJrrBBrRPr.p 
1/:!Q/U 

(lllpecl) Jt. lliorpolbau, Jr. 
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Ju ~ re~ to Colu:obu yo . L r ... J ·~ !J 1 1• tho ir ~ chMoe 
I b vo h to WU 'IOU U. t llr. lunaftbo h 1A '-1 o;•lJUoa • li u.,. ~ 
1"" L l.o.'Ci U lJ w. • ao L rl.llln~ ~ ,;lvo ... ll n ·~· t 1 cl· t; 1'0 
OD1t ...... 1Al..D Bo..oh. Thll • t.h1 AU~-t 1 - >.m..t I' ... ,...,..., 
I ... u~n .1 thn b• AI 1 ...... ~ ' alcn, 1:1 ..., ·• • ·.1 r .. ...,r1 
:..An 1'. 'ttw ac,r l ;,Q i ..t • :t..tt.l, •' 7'0.l 1f'<:! Cr1t.: i t. vitb 
t.:ID~!"'l (?'OS) J.A ll ll'lelsDOI>n II Coo, RottO'\I.>.a • obicb D M C.r-...An 
Jo•ol-1 &11' ~tw-A -.ll<l c._c._o (or t.!lt.a. Rt h• .. • rom~, ,., '"1\leh u~.J lt.y 

cou\J ba • "'P*ot.N UDS.r uu.h oL""C"a ,v-nc••• 

~o·:a t.b..t .,~ nJ:»lnt. of o~.r-"il\n "'• 1. • ·, a..nur ct,ari~' DJ 
• •r<:~h: n lb\UC, H l ook 0ooJ to .,. wl~b , •• 1 oot t l blUtl ..... 
l •• · 1••11' oJ Y f'J wrr~o.t.1o p..Jrfo""'nce oY•r t..hu p oJ t. •v•n 7~ .. r•• The 
rln n.;ld ,>1c w r 1o tlOL l>ood - '<bi- h b "' obt bly ·.o I>" • Jl ct6d ln 
vl W Of J) t. ~,; minro , or l'tl.t.h:Or l 1.0ll. OJ ttam! nt"r 1>.1\:1 it 1 ' i VL"lt, M C 
.ocJ do l o """coru. ln ..n.. l.y•1~>~ Jl• .u. L ..,nthl.y ~· t ..... n~ lt l.nd1c- ~·• 

cur.+·•nl. •1• • ... and ll.a.bU1..1-•• about. b- J.~~rac• w1•~b " ..,. ll ·ou.nt. ot i.'t -h 
on h...n.S . I n t.h1• 1 ra OOILSi:Je.r1J\4 "ll QO ~o .. .- 1-'-u~ • current »l thou.6,1l 
Ult ""IM>ea~ clo.a not .bow • <uah o ( JuoT) to car~ .l.JI r "'""' nt• a a 
\0 :~G~t.•, e t.o . Tbi• ~ •hculJ ~ " ....._t:. ;r:oru., b::. • 'f'C.oJ tbll 
1 IUoU oo bh 1 p eHCt tn.ent.or iwa loo hi.()~ t.o ... 

llr • .._........., t.ol4 ..., !.hr.t !.h• b&nlc ra • ~ •Wln. lO c<>n•~ 
:.a no~• 18~ 1 1.00 ' , n... h • b. • ..d .1~1 ·• 1 UA t.o u\ I.Mo t1>a 
""" • ll> t o II •l t.llo c .t> ;x>dUon. .-"·1s1n :.au mol t.b1nt Bill , 1 
.,. ....:h incll.A-.1 to ~_.u it ""• ~ '· ~ rt., ... ,.o\ 1 • tur bo".h>• c :a, ·~ 
1 ••·'\ ~o ~ ho I.\ coru~l.~n b!o thoc!, ht. !lo~ lo t vo llr. llw~n, 
o&•thi~ 4ot1A1t.e wl.t.bin •,.bb na'C. .... wo •.o'•• Lno! ... tn\.Wl .. y ll jVil !'::t!" J'" 

Lt1¥Lhlrlj, t roa au.. • • t.o IU.o re.Un.• 1JI lq ... ,.rei IIOUJ.cl F t.\J' ,,,.,....,bte 
)"V".t ao adv 1a1J:l& ... 

~-J • • Hoal 

( • .li'II-V 

• 
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TREASURY DEPARTMENT 

INTI!It OFFICI! COMhiUNICATION 

L1ghter~e tre1gbt in ator~e and on band tor unloadi!lC 
1n Nav York harbor decreased b7 397 oara laet veek to 20,142 
cera. (llee Chart 1. ) Additional rail etor~e apace tor 
7,292 oare vas aYai1able at the and ot the veek. 

. Exports trom lfav York increased bJ 536 oars to 
7,745 oara, exceeding the peaks reached in 1941. (Bee 
Chart ?, upper eeotion. ) 

Reoeipte tor export at Nev York a1ao increased aligbtlJ, 
reaching 7,387 oare, or 220 oars over laat veek'e tigure. 
HoveYer, reoe1pta tor export at 9 other North Atlantic porte 
and 6 Paoit1o ports both decreased, the former b7 299 cera 
t o 3,488 oars, and the latter bJ ?24 oars to 2,824 oara. 
(See Chart?, lover aeotion.) 
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LIGHTERAGE FREIGHT IN STORAGE 
AND ON HAND FOR UNLOADING IN NEW YORK HARBOR" 
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EXPORT FREIGHT 
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TREASURY DEPARTMENT 

PROCUREMENT DIVISION 

WASHINGTON 

KaT 7, 1942 

KEKOIWIDU}( TO THE SECRETARY: 

Supplementing ., aemorandum to 10u ot 1ester­

dq'• d&te, I talked with llr. llelaon thh morning 

concerning the Russian eituation and he adTited that 

he ia Ter,r ~ch concerned OTtr the di!!icultiet that 

haTe neceaaitated the reduction o! thipaents and hat 

asked Bill Batt to keep in Ter1 close touch with the 

utter. 

302 

Testerda7 afternoon Batt •a ataiatant informed 

ae that he had talked with the Ruatian delegation 

relatiTe to selecting the it ... for forwarding, and 

the production schedule ia being reTiaed accordinglJ. 

In the aeantae, aateriala produoed ag&iut Rnuian 

order• are being atored eo that we will be in a poti­

tion to utilise the reduced nu.ber or Teatela to the 

utmoat in eo tar aa weight and epaoe content are oon­

cerned b7 haTing a aelection tor loading aoat adTan-

t.,geoual7. 

~lrl!d -4! or Procurement 

Regraded Unclassified
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SubJect: 

TREASURY DEPARTMENT 

8ecretar,r Worgenthau 

llr. Kamarck 

OATW lla)' 7, 19~2 

Shipment ot Planes and righting Vehiolee to U.s.s.R. 

Buamarz 

1. In the second ten-day period ot AprU, 
46 planee and 285 tanka (205 light, 80 medium) 
were ehipped to the U.s.s.R. 

2. The tota.l number ot tanke shipped to 
the Russ1a~s 1n 1942 haa now paeaed the 1,100 
mt~~rk . 
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Table A 

8h1peente ot Plane• and Fightinc 
Vehiclee trom the United 

Statea to the U.S.S. R.• 

Shipmente 
during 

April 10 -

Pl Ane a 

Pursuit 31 
Bomber a _15_ 

Total 

~ 

Lift 205 
lole 1um __.M..... 

Total 21!5 

Other Fighting Veh1olea 

Jeep a 0 
01,111 carriere 0 

304 

Cumulative total 

20 
Jan. 1, 1942 to 

April 20.1942 

337 
llL 

6118 

594 
~ 

1,106 

1,549 
78 

• TheRa t1guree are baaed on export declarat1cne recei ved 
tor the period 1ncUoated. 
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January, 1942 

February 

Aor1l 1 - 20 

Table 8 

Sblpmente or Planee and Tanke to 
u.e.e.R. b7 Kontbe 

Total 
Fighters Bomber a Pltu~ee 

56 4 6o 

123 115 2311 

68 170 2311 

_.2Q_ __zz_ ...!!L 

Total 1942 to 
648 April 20 337 311 

.. 

305 

Light llediwa Total 
tanka tanka Tanlte 

20 22 42 

172 JS 210 

159 258 417 

_ill_ ....ill_ ..2UL 

594 512 1,106 
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MAY 7 1942 

£,ear Ur . llelaon: 

I baYe been giYing careful oonaideration to 
your letter o! April 29 , 19,2, in which you aak for my 
viewa aa to what additional amount of ailYer froa the 
monetary atock.a o! the United Statu can be made avail­
able for war production purpoaea wi th and without ad­
di tiona1 l egi alation. 

In collDection with the poaai bilit7 of obtain­
in& new ailYer le&i alat ion, I should like to aention 
that I haTe ata ted to the ~pecia1 SilYer Committee in 
the Senate that I would not urge the enactment of nn 
ai lver legislation or the aale of aubatantial amounta 
of ailYer without firat consulting that Committee. 

In the eveut that you doai re to urge the 
enactment of new legielation, there are a number of 
di fferent waya of deali ng with the proble~ , 130ng which 
ere the following: 

(a ) Repeal or suapend during the war 
the Act of July o, 1939 , requiring the 
Treaaury to pay 71.11 centa per ounce tor 
aomeatioally ained ailYer. 

(b) Repeal or au1pend for the duration 
of the war aeotiona 3 and ' ot the Silver 
Purcbaae Ac t and ~:rant authority to the 
Secretar,y of the Treaaury t o eell the free 
ailYer atocka at a s!Diaua price of 35 centa 
an ounce and alao grant the authority to 
the Secretary of the Treaaury to di 1poae 
ot auch ailnr 11ithout aonetary considerat ion 
for uae in the production of war material• 
produced or manufactured purauant to contract 
1rl th the United Stat u. 
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(o) J.uthoriaa the Saoreta17 of the 
Treaau..,. to call i n outatattding coinage, 
melt down the aaae , and aall , leaee, or 
ot he!'Wlae dlap011 of the metala therein 
contained for purpoaea of war produc t ion, 
and t o aubetl t ut e for euoh coinage other 
coina ma~e of non- etratebio mnteriela. 

308 

(d) Authori&e the Secrelar7 of the 
Treaaur,r to euapend the iaaua of ailver 
certificates ana to retire outstanding 
silver certlf icatee. In the alternAtive, 
autaorize the auepenaion duri n& the war 
of the requir~ent for the caintenL~ce of 
ailvar aa collateral for outs tandint silver 
certif iea tae, ihereby Q&kint possibl e the 
uae of all si lver in the monetary atoeka 
•• f ree ai lver. 

The Treasury [ epartment will continue to be 
avo.Ha blc to\ discuss nlth you ana represent& tivee of 
the \,ar Produ,ction Joard an1 problema relating t o the 
uae o£ ailver in the war effort. 

Sincerely 70ura , 

Secretar7 of the Treasur7. 

Hon. Donald M. Nel aon, 
Chairman, \,ar Production Board, 
V1u hington, D. C. 

BB: KHF:vla - 5/6/42 

8y Jldeu - 10 JP: 
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Ill ropl.T ret er to 
J'l) 

... lacto. 

'lhe leoretarT ot 1\ate pro-to hit collpllaon\t to the 

l!onoralllt t ho h crotarT ot the ~UVJ' aDI. uclollo copitt 

311. 

of te1ocruot noe . 3118, utM liar 5, 19'13, tr011 tho ~rie&~~ 

Coulllate, IJiaiJ', ...._tra11a an4 tho ropl.T thereto , no. 177, to 

tho Ooulllat o, u\M liar 6, 19'12, coiiCorniAc habt to bo aaM 

tor aiJIU AC .Luttreliaa eclat. 

1. Jroa Conolllato, SF4no7, 
.... 248, liar 5. 19'12· 

3. !o OcDolllato, SJiaoJ', 
llOo 177 • .., 6, 19'13. 
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mJPjM 11ft 

IMI 
!hh teller• ••t lie 

.. . ~aphruat. bator• 11a1111 
~o-ioaW to aJ110U 

other tluut a Gowru•tal 
ac-ao7. (II) 

Al(IRIC.&I COISUJ. 

InDY ( AIJI'IAJ.I,&) 

177 

To...- alii, llq 5, 5 P••• 

llq 6, 19112 

11 P••• 

hlla vert ... li,..rK to !raaa...-7 .&Fil 31. 

J'lhJ'LI.... • 

tiiiOOPT 

~· 

II'OtL 
(J'L) 

.. 
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MoiL 
!l>h \olecr .. ••' 'M 
parapbraoef. boforo boiac 
oo..ueloa\ot \o IDIODI 
o\ber \ball a Goni'DIIIDtal 
.,....,. (Ia) 

Waobiq\oa. 

alii, llaT ~. 5 P••• 

o-•wal\h Jclr: h auiou \o blow wbethu 

Dopart.c\ boo J'Ooolnt h•h torvutot .lprll 6 

rl\h ., toopa\oh DO. 233 \a bo uot for llD\iac 

.luotrall .. ool.ao. 

P.wa:R 

ohiOOPJ 

~ 

31.3 
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Treasury Departmen\ ~1L4l 
Division of None\ary Reaearc~ 

Date ... llou .. 7 ................. 19 42. 

To: lliae Cbounee>< 

From: H. D. lbite 

The attached 1a for your 1'1lea. a 

waa lett with - l>Y llr. Plumptre ot 

Canada, 

' 
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.t. . 'l'be ptoblp 

!lae ,..-ta which Canada now t•eu :.... 

a oont1DU1q ••aaUal det1o1t ot u.s . exe. .. ~ 

ia likel7 \o be l«r1ouely aggravated by the =~••"~~ 

ourrantl7 UDder d1eouaaion tor t be pooling ot ca1~,, 

tota l •r produotlon through the Jo int 11\lni tiona S.ea1 &f·. 

ment Board 1n W&ahlngton , 

Canada eca~~enced the wor w1 th t ota l u.s. 
I exchange (gold and u.s. dollar balancee) or $391 ,000,000 

ot which $261,000, 000 repreeented ottioial reaervea bald 

by the 111n1a ter ot Finance and the Pol'elgn Eltchan&e Control 

Board and $130,000,000 repreaented aurplue private u.s. 
dollar talanoea held b1 incUviduala a.nd oorporatlona. B7 

tbe end ot 1940 (and in apite ot 1mporta of gold from the 

United Kingdom or $!50,000,000) , total gold and o.s.­
dollar balance• bad declined to $330,000,000. All o r 

th1e wae held b1 the 111n1ater or Finance and tbe Foreign 

il::ltohange Control Board - 1n other worda , eu.rplua private 

bold1nga ot U. s. dollar balanoea bad bean taken ower, 

lMvin& private ind1viciu.ela a nd corporatlona ( b&nke, 

inauranoe companiee, industrial corpora tions , etc. ) with 

onlJ the minimum wol'l<ing balanoea legallJ or practicallJ 

neoeeaarJ to oarr1 on their da1- to - da7 buainsea . 

In 1941, the net drain on Canada 1 a boldinga ot 

11. 8 . u obanga amounted to $142 ,000 ,000. This wu after 

taking into acooun t the net etfeot or the H1d• Pa rk Agree-

ment - .. ount1ng to $57 ,000,000. .t.a at Dao• bar 31 , 1941 , 

Canada '• holding• ot gold and u.s. dollara bad declined , aa 
e r aeult ot th1a drain or datic1 t dl.ring 1941 , to $188,000,000. 

Bati•t .. / 
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A. 'l'be Probl• 

'l'be probl• which Ollnada now tacn 11 tbat or 

a continuins aubetant1al det1o1t or u.s. exchanse wbioh 

ia likely to be aeriouely aggravated by the moaaurea 

currently under dieoueeion tor the pooling or Canada '• 

total war produc t ion through the Joint llunit1one Aaaign­

ment Board in Waeh1J>8ton . 

Canada commenced tho war w1 th total u.s. 
I exchange ( gold and u.s. dollar belanoee) ot $391,000,000 

or which t26l ,000 ,000 repreaented orrioial roaorvea held 

by the lli nh t er ot P1nance and the Fol'eign Kl.chanse Control 

Board a.nd $130 ,000 ,000 repre .. nted auJ1>lua private u.s. 
dollar tal anceo held by individuala and corporat i ona, By 

! the end or 19 40 (and in apite or 1mporto or gold trom the 

United Kingdom or t250,000 ,000), total gold and u.s.~ 

dollar balanoea bad declined to $330 ,000 ,000 . All ot 

thia waa held by the lliniater ot Finance and the Foreign 

Exchange COntrol Boerd - in other word&, aul1)lua private 

holdinsa ot U.s. dollar balanou had been talc en over, 

leaving private 1nd1viduala and corporation• (bank.a, 

inaurance oompaniea, industrial corpora tion a , etc . ) w1 th 

only the m1n1mum working balanooa legally or practically 

neoeaaary to carry on their day- to - day buoinooa. 

In 1941, the net drain on Canada' s holdinga or 

u.s. exchange amounted to $142,000,000. Thia waa after 

t&.king into account the net ettect or the Hyde Park Agree-

ment - amounting to $57,000 ,000. A a a t Dec•ber 31 , 1941 , 

Canada ' a holdings ot gold and U.s. dollar a had declined , a a 

a reeult ot thia drain o r detlci t ~ring 1941 , to $188, 000 ,000. 

Eati•tea/ 
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BaU .. tea ude 1n •rob of tbia JMI' f oreoaet 

an a44lt1CI'Ial net leu of u.a. dollera clurlac UIU -Una 
to t 711,000 ,000 'llhioh, 1t OOI'I'act , would reczuce Cenede ' a 

reeervaa to only tlOII , OOO ,000 at tha and ot thla :rear. 

A41111 ttedly , th1e forecaat we a attended wl th a good meny 

dltt1cultiea , euch ae the 41ftioulty ot toreoeating tutura 

ordere to be placed by U.S. aganclea wi th Wt.r Suppl iaa 

Limited end of eppraia1ng the affect of priorl tlea and 

ahortage of meterlale on production and dallverlea , tha 

41ft1culty ot torecaat1ng tha effect on tourlot expen41turaa 

1n Canada of rubber and gaaol1ne reatr1ct1ona, the d1tf1culty 

ot eatl .. ting what would happen to the production of gold, 

etc. In tact, actual reaul ta during the tlret quarter- proved 

a good deal better than bed been anticipated, partl7 due to 

the unexpectedl7 large capital movement• and to the effect 

on pa~ente tor 1mporote and exporta of rumoured change• in 

the Canadian-u.s. exchange rate. At thle time, however, we 

could not with confidence reviee to a lower figure our 

eetlmate or the exchange deficit tbr the year ao a wbola. 

Recentl7, a new and important factor baa .. erged 

which may, unleoa other etepa a re taken, produce a aerlcua 

adverae effect on Canada'• exchange proepeote. Thia 1e the 

propoaal tor pooling Canada'• total war production through 

the Joint Munitions Aaalgnment Board 1n Waehlngton, a pro­

poaal which Canada wlehee to accept 1n order to aeaure the 

meat ett1c1ant ut1licat1on of her economic roeaourcea tor the 

oo~~~~non war effort. 

It thia pooling propoaal 1a 1aplemented 1t ,..,. 

•bt.l'l'aaa Canade • a exchange poe1t1on 1n one oro both of the 

tollowlJIC nyu 

(1) Poulbl7/ 
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(1) Po .. lblJ thJoolach tale IIOG·paJII.,t or 11.8. clollare 

tor war ~applleo deliwered under contrect1 placed 

b7 11.8. war a&eDOieo with War 8\lppllll Llal.ted , 1t j ~·I> 

the lllJ>plleo ln quution are turned OYir to the pool 

lnd diwerted n._ 11,8, Ull. ( Pertlapo there 11 DO 

danger of thlo in reprd to Ol'dol'e all'ladJ placed) , 

(2) Pouible reduction or ouch crdel'e 1D the tuture 1t 

ao a reoult or the poollog arranaaaent the ll.a, 
)•fJ 

I , 
war agenc111 which have pleoed ouch Ol'deu ln the 

put real' the t the7 th .. oelvu will not l'ecehe tor • 

thelr own uoe the -r euppllee to be Ol'dered 1D 

rutul'l . 

B. .t. S!!gaeated SOlution 

Canada bel1ewu that the nnanclal relatione 

between the two oountriea ohould be aucb •• to ellal.DO to 

the inlluenoe or eonaiderationo relating to the balance ot 

pa}'lllonto between the two countries , both during end art.,. 

the war, upon the utilization o r the reaouroeo ot dther 

countrJ 1D the Joint wal' e ffort. 

Sbe ie exceedinglJ gretetul ro,. the ouaaeation 

.. de a little ovel' a 7oar ago bJ the aecratarJ of the 

'l'l'aaourJ wbicb wao •bod! ed in the H7do Pal'l< A.gre•ent. 

Tbio hao been end promloee to continue to be ot onoraouo 

benet! t to Oanado. The agre .. nt wao neaot1ated in April 

l iiU a nd naturall7 ooooe tlao bed to elapoe bef10re.. ito 

fi'Uito eould mature. Mowerthele•• Canada received a net 

benefit troa the agre•ent laot 7ear of t67,000,000 and t or 

194.2 we eoU•te a net banetit no l a ao t hen $379 ,ooo,ooo. 
' 

OUr llerob 11tl.atao indicated that, ware it not tor the 

BJdo Parle A&re-nt, canada'• dollar detioit tor llj42 would 
.f-!_J .... ..~. ... ~ 

total the lapouible figure or ttPI•OOO ,000 ( excludiog nat 

atteot of capital movemonta, ootimatad at $88,000,000) , 

U there 1o .,, hade tor the teero upl'loaed 

1a rec-rd to the arteoto on CanAda '• cloller raoa1pto of 

the propoaod/ 
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tho propoood poollna ai'ND&••nt , Canacla'o dollar dotlott 

would ooon rMoh a ••l!llitlldo ot ...-noaoablo propor tiono. 

lbot 11 thorotoro propoood 11 really on utonolon and por­

t eottna or tho BJdo Park qro-nt. 

It oo hippo no tho t Canado' o iaporto ot ftl' goode 

rroa tho United St&toa acoo1111te tbr all or Canocla 'o onnuo.l 

dotio1t ot u . s. dolla ro ( excllldlng the otteot ot the BJdo Park 

Agreement and ot not capitol movo .. nte). Tbuo , in 11141, our 

totol lmporto tor matorlale and 111ppl1oo tbr war purpoooe wore 

eot1matod at $294,000,000, wherooo, had it not boon tor tbo 

ottoot or tho B:ydo Park qroomont a nd or not capt tal move:mon to 

... o11nt1113 to .t 1l4,000,000, our dollor det1o1t would hove been 

$211:1,000 ,000 . !'Or 11142, we ut~tod thot our total laporte 

tr011 tbo u.s. A. tor war purpoaoo will UIOUDt to $542,000,000 , 

wb oreoe, wore 1t not tor the ot toot ot tbe B:ydo Pa rk Agrooaent, 

ond ot not capital movement a eotlmated a t $85 ,000 ,000 , our 

total deficit would be $543,000,000. In othor worda , our 

U.S. exohango doticit 18 entirely duo to tho contribution • • 

oro me k i na to tbo tigbtina otrongtb ot t be Uh1 ted liationo b:y 

tho production ot war supplioe. 

It would appear , tborotore, t hat our oxobango 

probl• would be eolvod it the tlh.lted Statu would agroo to 

purohall troa Canado through ft.r ~Npplloo L1a1tod an aaount 

ot war ouppUoa oquivolent to tho utlaotod ....,.,nt ot canada '• 

war purob&eeo t roa tho Uh.lted Statoa l eoo tho not aaount ot 

oap1t&l aov•ont. I t 1n tbio wa:y tho oo lea ot War S..pplioo 

Lt.ited wore tncreaoed t o tho point wboro t ho:y bolonoed our 

wor importo trOll tho United Stat eo, t bon • • would b&ve 

ocoomplioh od tbo Pre~idont'o objectLwe or elimi nating tbo 

dollar o1p;n rroa t bo contribution ot wor goode to tho oo-on 

wor ortort. 'l'ho t rade in war goocla would in o rteot ba'fo boon 

converted to a berter ba111. 

It ma:y bo added tho t tb11 •owop• ot war • t oriala 

and .,pplhe """ld be orranaod on a both wb1oh would not 

i mol'fa on elabora te roqu11i tloning and aooounUJI& •1•~• 
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t or war laporte neoeaa1tatea tho uae or aatl.ataa ln 

certain ouaa and it 1J011ld, it 1o believed, bo neouaan 

t o pi'Oceed on the baala ot on eat1mate tor the 7ear (or 

other convenient peri od). However , those oatl .. teo oon be 

mode wlth a reuonable degree of a ccurao7 and th17 oan be 

rovlaod attar the end of each quarter ln the llgbt ot 

actual e><perience. I t ohou ld pi'ObablJ bo an llDdaratancUq 

between tho two so•erma .. te that it the worldng of the 

ogreeaant our a period ahould roault in Canedo building 

up a au.rpluo ot U.s. dolloro or abowlng a tUI'ther dra in 

ot u.s. dollara, th.e agreeaant ohould bo roviowM and 

opproprlato adjuotaonte modo. 

It io believed that lt t h o u.s. Ooveraoont 

agreed to accept financial reapona l blllt7 tor tho purchoaa 

ot Oonad1an war production equivalen t to tho omollftt ot 

Canado 1 a import ot war goode fi'OII tho U.S.A., then tho 

oarioua u .a. dapartllenta and war agmoiu would be 

encouraged to place ordoro t or tho t • oW>t. It the ordare 

wbioh the7 placed on their own inltlathe wore lnautt1o1ont 

t o pi'O'flde the neoua&f'J' dollor " '"" • lt would be W>derotood 

that tho u.s.A. would agree to troo t aa U.S. ordoro a 

outtlolent o<ldi tlonal aaount ot Conodlan war goode turned 

over to tho oCIIIIIOn pool . 

It there ehould be •fi:.bllfl>_ed an7thlng ln the 

natu re ot a Joint ~Produotloni'Board l.o1gnod to d1otrlbute 

Ordero to wl>teYOI" ooUDtrJ bao the tao1llt1eo t or production, 

the &ri"'nc•ento outlined above could, 

t o work it tho t-.lted Statu would 

portion ot oucb ordero ae ol"doro p~.aoo"f tor lll.t ) ..... t 
t or wblob th17 would accept tlnanclal 

.. , 6, 11141. 
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ot hae ia fte•"'•• 
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Dur Mr. Socrotaryy 

nmu.u. usun Wl 

Of IIJ'II YORX 

AttootlODI Mr. H. 1). Vhito 

1 aa ancloalng our coap1lat1on tor the week 

oodod April 29, 1942, ohowin& dollar dioboroo•onto out 

ot t ho Brltloh Dopiro and French acoounto at t hlo bank 

acd tho moaco b7 which thooo oxpondituroo were t!ooocod. 

Fa!thtull.:r ;rouro, 

1•1 L. w. lool<o. 

L· v. look.e , 
Vlco Pr•oldut. 

the Honorable tit4r7 Mor&eothau. Jr. 
Secretary of the ~reaa~r,y 
vaob!octoo, D. c. 

lnoloeure 
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TREASURY DEPARTMENT ~ 327 ....... 
INTER 0F"F1CI! COio41o4UNICATION 

OATO llli)' 7 0 1942 

TO )lr, White 

Subjoct: Ill". Cuadt,y•a aocond report on the Britis h Voluntary Savings Campaign 

Wa ban received. a cable ,.port troa Caaadt,y buo4 on bio vtait 
to Qloucoater and &QIII vill.agea 1n Ute ourrouncl.ins agricultural and 

aini"i area. You wUl be 1nteresto4 in read111i the entire cable. 
The tollowilli bipugbts are o! puoticular interest: 

1. Doeantrallr;ation ll&l'lal tba <r&an1sat1on ot tbo savin&a ea:apaicn 
1n Qloucesterobire . Perunont aull coc.d.tte .. , large~ selected IV 
the Dopo.rt;y Re&ional COllltlissioner, carry tbo raal burden 1n each loealit)'. 
Thoao are alJaoat independent l>od.ae, under tbo euperviSion o! tbo Do put)' 
Ro&ional Co!lllld.ssioDI!Ir, rather than under tbo local town eo..!.ttees wld.ch 
tunet1on o~ DOIIinalJ3. These latter cOCIIIitteea are believed by the 
Deputy Re&ional COCIII1ss1onar to be (1) too lar&a to work ef!ecti ve~, 
aDi (2) otten t1llo4 with •atufted abirta.• 

The enaall active colllllll.tteea are do&iiP\ed to roach ovary section 
of tho population, e. g. , tbo 1Diuatrlal c011m11ttee ot buaiDI!Iaaaen and 
union repreeentati vas to organize a& villi• groupe in offices and tac­
toriea . Each ot tbose colllllll.tteae 1e allowed to UN ita own initiative 
in ael lilli •thoda and publicit)', and each raiaos ito own lunda tar 
OYer bead. 

2. '!'be value ot aa'f1 n&• leagues ( COilpot111i allj)].oyee crouPS) wu 
doubted by the Doput)' Ro&ional C.-iaaioner. Be cJ.to4 elCOIOpl .. o! 
tJ.ru givi"i a $). 00 cortitl.eate to l11i1 allj)loyee who wouJA contribute 
$2.)0. Tbie wu dono, be said, beeauoa o! tho excoaa pro.!'ite tax, and 
repre11ntad no gain to the BXchequer. 

) . The aa.. o!!icial was ctu.bioue about tbo value o! ld.oaks at 
factory p8/f windows be.,....ao, 1n bis opinion, eaployeea wUl not buT 
voluntari~ but must be approached and eold regular~ IV an enterprlaing 
individual. 

4 . During tho apec1el caapaigna ouch as warabipa week, an entire~ 
new Ol'ganization waa created in Qloueaater, with nl.ll08roua aub-oo!lllld.tteea 
baaed on aoctiono of tho population and several tunetional aub-co!lllld.ttee• 

1 · ouch aa publicity, entertaJ..mMnt, pagaantry and !inanoo. But ainol tho 
recent oraanhation of the oaall co:llllittae 0)'8tea outlined above, it i a 

' / ~..-. !) . . . ' 

( 

, 

/ 
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bel1em that tor tutUN apecial -• oJilT the 1'wlct1ollal oo-.l.tte .. 
will ban to be ora:am.sed tor the ooouion. 

5, It wu edmtt.ed that 1n tbe cl1tttrent local1t1eo duriJia: the 
tpeoial woea, troa 2S to ?S percent of the laTiDa:l - !rca larp 
1clt1tut1onal innstor• , and that tbe rttllltl •re to that extent 111•­
leacling. It wu adll1 tt.ed &lao that allY indJ:rlduall eand """ than 
tMy could afford durillll aucb special weolal and found 1 t ,..,. •• ..,. to 
tan leu than usual or notb1ng at all during -• 1m diatll,r !ol­
lowinl • But tbe purpose ot the apeoial -• 11 not tiapl,r to raiee 
""lll1• but to creatl antbu.ei&aa and reach ,... lanra. 1'be aa:areptl 
level of aan.Dp tend to be ll1slt•r attlr tbe special -• tban before, 

6. A cleTice found .xtrt.l,r uaetlll in -ll c-t1es 11 the 
abort looall;r mde ,.,.reel slxM1 durillll tba special •ek at the looal 
ciiiiM, With cloae-uJ)8, and local persc111 recopaabla. OUtdoor ..n.e 
Y&lll aboorin& picture•, relaued by the naticllal colllll. ttee are found 
e!fectin in ptberillll street crowda. 

7 . The followillll groupe ban been found unenthua1aat1c about tho 
oaYingo JIOV..nt-(a) worloors in IIIW war !aotoriee, becauae tbq are 
drawn frca various parts of tba countey and oonoider their ••Pl"lMnt 
to be teaporarn (2) YOUIIII worara earnina well for tile first tia 1 
(3) Dd.nera. The opposition ot lll.lllra 11 stltlcl to be on two ground•• 
(a) '1'11.,- remllber the M&JII tilt attlr the lut war 'llb4on tbe7 •re 
cleaied unea~t relilt WJtil all tbeir 1&'11111!• l1acl been used up, 
and apperentl;r a till diltruot tbe oo .. r.,..nt on tll1a •care. (b) So.a 
ot thm "fi.., the aaYingo ~ u a Mtbod of indootrinatina: worara 
in t be 't'irtuea of the capitalist eyatea u a aubatitutl tor a ccapre­
henain plan c! aocial oecuri~. 

Regraded Unclassified



( 

0 • , 
' .... ...... 

......... 1 ... 

... ,, t aSD p.a. 

..... la.!F., ...... .......... 
.. ,_,. t'e 1710, .t.,.U II_. ....... ,e _,, .t.JI'U 10. 

.t. YiaU- .... te S~Mr _. M - ... ,,.., _.Malate 
~ =::_.!:!• ..,sal ... tu.l( .. ..._- .. $ ...... ., ..... .. 
... ··--- .. • ................. 1 , • ., • a.tae 
Ule -). S~ter ...... ia tl-IIIM ; ; ••U• at U~teP 
ut Ulx1 ater ~ Uewtet (*Sa 1e tile -.-rUle ,........ .. ._ 
ef Ule U1-tn 1.-1 -attee) ia ........ .a M,ODO. ... at 
... ,.._ ................. . . •....n .............. .,..... ... . 
I• ~ wt~ a 1m ,.,.aJ.aU• at - . 101. IIllo Ia - at 
~the _, ... Ia Ule e•..._..._ net• ... ~ ............... •• 
..... u..u.n-. ..... ...u .......................... . 

·~1 ia • tift '-1'-" ...... tftlllatla ..... _.... 
•• ,.,..._ ._ .... II .. IF ... • u. 1-.1 _.,_ ..sa .. 
a.p - Ma ~ te _. alhetlwll' _. alMa tiUM wt~ n.ttM 
....._ .,. .,.. .. _. .... , ta _.. l.-lUr ~wpar " ,.. m' 
•l.eftla a_... el ,.. rt ..U _., .. ala~ ... real 
N' ........ _., ... -.a aure~ _. ia ia feet • ~ 
.. ,.. .... 0 z 0 .. --- ...... ,...... ... ., ............ ... • ••'-r ........... ., ... ~ _. ................. -ar 
ewl•'lr· IMN- eetlft ....... -''- M ...... ftWP Metla 
at u. JiAI •rtea. • ,~.aa - ... ..._,rial _., ... ..,.e .. 11 
'llulaallll _. •Ia •• ,..un\dlwe _. .. e ..... te ........ _...,. 
...... ,..... ..... etn.. .............. _. ...... =• .... 
e\fte\ .,..,., ......... u. _., ... _ ......... .... 
.. ..... ........ u. ......... 1 ........ at ...... ...... 
,_1-.le ...... _.,_ ...... _..--,......... .... ... 
._ tt ..._ -lap- a1 ... .-... ate ......... u- \M 
a1aaat ~ ...._..,.. ..U ••• ul• ~be.,.. ... 11 • ..., 

., ... ~_. ........ ~...alta ..... ..u ...... ia •"=• te- , .. - talttatlw ta .. n .......... _. ~uur. .u.a .... -'''** •- tte- .._.. I• won·. It Ia .. ,.. ... Ulet 
•• a • ta '~'"*'" -. .., ., -. ,.. • .,. .. .u..aat • ., 
•••e• t ......... ....,... ....... - ... -·rc.)' -· _.,_ 
........... _ _, .. ,._..., ...... _ •• .._. n ••• 

- alf,ft. 

Regraded Unclassified



330 

... ·: - -·- .............. fill -·· .. • • • .. aUM 5 N fill tu. ...... a tu.a. *Ul .... ..un.u. .... .... :.: w:: ~ ~ ·~ *Ul ........ 5 ll o IIIIa - . -· -- ,..,. ....... ....,_..,... ................... , •. 

.. - 111M ............... ...- fill_.... •• ~ ,... 
wl...... ..,, ..,,.., M .U, wlU Mt ,. - a fw • ..,. te """ 
·==~a.,.. I IMt ... _ .. fti;'C'V1r-- ............ o 

1 • ·-- .... fill tMlr - _,., k Iii, te ..... ,.., 
atllaa, ...,. ,,... ... -u,a kMe _. te wall 1 ' 1 ... -u,a WMra 

•• - ...... - ... ., ........ ,.... ..tip ...... ·~--............. ,11112F -11111111 Ia la&l.atllal aalN • 

...... - -- ... _..,. ..... ·~ ... - •tn~r 
- •• • ....... - .. • ........ _ ... at •• 1 ............ -
.... ._ fill ... .. : ........ -..1 ,...taal ... 1 ......... .. 

,.»taur, •••rtst '· ,.. ,., _. ,..,...... •• - ,...... ... 
.... ... ..u .................. u ........... -..,.. -u.. 
.... ~ ................... .,..w .... aalr ......... aal .......... 
• ..u ........ _ ... ,.. ..... _ ..... 

,.... _,_ ....... fill ...... - .................. .... 
-~ ........... ,..... ,.... ........ fill ..... ,._ ......... - .. 
......... ....... ._ ... ~ ,._ .. ._, ...... u ............ .... 
" - ..................... un. .... ~ ..... ,_ ... ",. .... 
at 6M tetal ..-- ,_ ....._ ... tlta.Uaal ._ .............. ..... 
nllalta wan te ....,.. ..._, rrtalM!I'•· It- alaa ...,., ...... -
la&lettlul -- ...... - -- ...... ,..tal ............ .-It 
aft ... -._,._ ..... ,... u 11111111'7 .. - .... -
......... Ia tM .... I lla ..... falledllso .. It- ................. . 
... ,..,... al ..... .,..w ................................ .. 
_.. ................ ftMII- - · .............. ·= •.• 
laft1 fill -· .......... - ............................... .,..w 
......................... - Ill f/1 Uar ...... Ia 6Ar J.eaUtr .... .. 
~- tllia .... 

._ ...._ ,....._.._.., •rr nfalla ...U ltlaa tea 
....... l_.Jr .... w -1 ............. .,..w ......... ~ J • ......_ .............. .,.. ..... _,..,.•lin ... _.,.._. .... 
............... • ,.. ..... .,.. .......... u ....... ..u 
lUar ~ ... ..,. .. ,.. ....Ua Ia,..... ......... IIIIa te ..,.. ..... 
WQ£ 1 ... 'lr a ............... taUr 'lr - aleta 1Mtar 'loat ....... 
~ ...... 1M .. ....,. wwta- ....... ,..._ ns-at 'lr 
Mllerral ....,., ... _. alae tnrat flltwllw Ia ........... •'"" ...... ...... ,..w..-.. 

A fw ....._ .... , ... ._ a ,.,..... 'lr ,._ ............. .. 
.. • , ......... (1) .............. at • ..., .. alalrt ......... . 
.. wa~ ....... ,... .................. eal1 ... , -..1 ....... .... 
_,ua _ _._ ............ _,... • ..., .... , ............ .. 
.._ _ ... , ... ..., ,_ 1 ..,... .. wo '!" • 1.taa1 ta 1 n a at • 
M to ....... (I) .... - ..... trial .......... ( til .... I 
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-COPY-

To: Mr . Lauren W. Casady, 
United States Embassy, 
London, Engl and, 

From: The Secretary of the Treasury 

Please send by air pouch samples of local 

news- reels mentioned in fOur cable !lo. 2391 of 

~ 5. If British authorities are int erested in 

seeing some samples of t he films used here for 

similar purposes, we will be happy to a end them. 

TIII: H!7.7: la 
5/15/42 

Regraded Unclassified
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Ka:r 12, 1942. 

Pl ... • rea4 pagaa S aa4 7 or the attaohe4 

oa'bl.a ~ Caaa4a,.. Aalt 'lb.lta to oabla ro'l' aupla or 

their t1~, aapao1all7 local t11JU, aD4 1D exohADSA 

a8114 th• a011a ot our State r11JU, whioll b7 tha wa:r 
I haYa D&Yar aeaD. 
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.., .,, 1,_, 

llllbJaa1il ,....,, ot Dellar o.rn .. , 1a ht1iurlu4 b7 tile 
~ ... , ........... , 

ftlo ana.-. .......... t- \lie IP1Ue~ .. a••r atat11 
tba\ \Ill tP1Uila ...,...._., "'11U7 NlllYM lafeneU• 
\bat \~1 'l'uU.a ..... ._., U. lleH '*711& IIller ftPNIIJ 
la lwUaePlaal ... dlpplac U to flln17 1a • U pl-UI 
pel •• ~ • 

... .. u .. 'bJ tile 'hlrltld ...... _, h _,..., " 
till ,,.. • ..., ...... I'll a.lla& '-"· ftllb h llllpll " pn­
na\ \Ill Aa11 r... -..et1"1a& t- .. llar _., ••11 .. 
l n taa 1a....._. -\Plea. ftl1 IP1Uila llah\PJ If 111aoe11 
laPlaPI ~111 1h "pla\1oaa to 011ft' .. l7 oanelpel tr• 
'I'VlteJ 1a tM .._. -• aa \A111 nplaU1a1 are appl114 
to O\UP llilillpiU -\P11e. fill Nlll\ .. , .. ,loa 1t 0111' 
Oea1P11 a.llag 6-A appl1ee to all .... ,1'1••• 1aol ud1a& 
flll'lliJ 0 

U .., 'bo .. eln'bll h 1ato .. \be fllrllllla Ooftl'llllllt 
Of ... polliJ ... •PI• \lallP OOOpiPIUia. A JIOh to \b.ll 
ett11t fop p111l'bl1 ••1 1• 'blt.c p.wpaPII. 
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In r11p}J- refer to 
FD 

DEPARDIDIT OF STATE 

'IIASl!INGTON 

llay s, 1942 

!be Secret&l')' of Stat& present& hia coapllaenta to tbo 

Honorable tho Secret&l')' o! tho TriUUJY and traneaita herewith 

o .,.orandua lett w1 th thie Deperteent b7 the Briti.ab J!)lbuq 

ot 'llaoh1n{cton 111\der date ot April 2S , 1942 concerning t he 

allog.cl purcbaeo of dollar bi lla in Swi t•erland by tho TUricilh 

OoYemment. 

!nclooure • 

-randua, dated 
APril 25, 1942. 
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( Reference• 
w.t.!OOl/A!/l9l/42) 

Jil!!9 Currenc;r Ruulationa• Turi<eY 

'lila Britub Go'femaent. reoent.'IJ' reoei'f'ed 1nto.,...t.ton that the 
1Uric1ob Oo,.e,..nt bad been bQy1ng doll&r bill& 1n Swit.urland and 

- ohippina th• to Anlc&re by Dipl010at1e Baa, thua prortdinc a ebannel tor 
enaion, b7 a blocked eount17, ot General Rlll.1na bA of the tJn1 ted 
Stat.ea Greninc Order and of the Britiab Go'fe.,...t.•a controls under 
U.. ~ Currency Re&~~latiooa , to' wbicb currane,r (1101181 or eecurltiea 

11 defined in the Bo&lllat1ona) 1n t....,.i t. tbrou&l> Bri t1ob terri tor")' 1a 
liable to .. 1 sure and forfeiture Wlleee the owner can pro .. e traed011 
troc enii!IY t.o1.nt. A copy ot theae lla&lllatione ia att.ocbed . 

TbU ebannel WO!!ld, of course, be open to a~ countey, ioelllding 
ene'l)l terri toriee, where tba Twite lllight. be willing to b1Qr, and it ·CO!!ld 
eerioua:cy prejudice the ..,aaurea t.olc«l b;y the United St.otaa GovemJient 
and the Bri tieh Go1'omll0nt to prnent diopoaal of currano;y in which there 
ie lilce:cy to be CIU\Y 1nt.oreat, and to deatro;y the market tor aucb cur­
renc;y 1o f)lrope. 

the llinUt.ey of Bconcmc Warfare bae tbareforo decided that 
the power of eeisure IUlder the ED~ Currene,r Roi!!latione will be applied 
to currene,r and eec:u.rit.i .. cone~ boca '!U!b7 u it 11 alreedr applied 
to cone~nt.o tro. ~- CCWitrieo . 'ftle Britieh AM>aee&dor at 
.lnlcara bae e -.nieated tbie deeilion to the '!Urtdeb OcrfemMDt and tbe 
u tter bae been diecuued &leo with the central Bank who ,.,.. been ..... 
queat.od f or their pert to dieeourage T!!rltiah nationale !roe enpgina 1o 
t.bia tratlic. 

It 1e belle"fed that it tba United Statal Alll>uaador in Anlo:ara 
were to aake repreeentat.iOIUI to the '!Uridah Go1'1~t and it neceooaey 
to the Central Bank requaoting thea to t.olce euch et.ope aa thq can to 
INppreoa thia tratlio 1n currency throu&l> '!Urkq, eueh repreaent.otiona 
Would heve coneiderable et!eot. Since the deoia ion or the 111n1atr;y ot 
Econoaic Warfare and the representationa alreacl)t ude to' the 8rit1ah 
Aabuaador are directed towardo obJectina which are c.,..on to both the 
United St.oteo Qoye..-nt and the Briti•h QoTenwoent, the 111n1atey bopeo 
that the United Stlt.oa Aabeaaador U¥ be inetruot.od a ccord1nil1• 

BRITISH IIIBASSI, 
W.&SI!IIIQTOI, D.C. 
2Stb April, 1942, 
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COPT NO. 1l_ 
BRITISH lllST SD:IIo.T 

(U.S. S.X:Rr.'f) 

tnro ..... uon Ncoivod up to 7 h . Y., 7th ll,y, 1942. 

l. lii.DAGASCAR 

335 

An attack l aunchod by our troopo •soinot ~NTSIIWio on t ho DOming 

or t.h ; 6th vtoe unoucco&Dful, t ho position bei ng ntr ongly hold with lar go nwaber 3 

of 7S M!.C.' a anti mach1.n() gunll . A further at.t.nck on AN1'SIR.UUI· in t.hu avoning from 

t.h1. :H>Uth aupport.ld by ~ l.&nding by Ue.rlneo on the Uort.h wa.e auccca:sful. Naval 

AM ~Uttery C~cra eurrcndorod but. no goneral capl"'-lat.ion. 

2 . ~~V.\),. 

NORT~ WATORS. An out-=<1 boun1 cOIIVOJ aJTivod a t Wil:WlSI\ on 

5t.l:. 22 ahipe out or 25 aJTivocl sorely in spit.> or constant shadowing and at.-

t~cks trJ enno' alrcre.f·t. anti 0- boats . 

J. ;.tR OPEJ!ATIOMS 

WESTERN I'RONT. 5th/6th Bosch Fnotory, S1'U1'TOART, waa not 1dont1-

flud ow1na to h04V)' l\tu.o but 93 tons of H.Jt. o.nd 1ncondiut·i~:J wor e droppod on 

•10t1Mtod poaition on tho town . ll tons 11 .£ . droppod on llhNT£5 docks . 6Wl. 

20 Bosi.ona a..nd HUrricano Boobcrs at tacked targets at. CALAIS, BOULOGUE and 

~i..L 41 Squs.dron• of Splt.fi.res provided escorts or -.cle •woopo over Nort.hom 

"nnco. 8 on-.y a1n:ru1'~ re.l.dod South- East nnd South-Woo< .!liGLAIID d!U>t.ginS -

:~vd A.ux1Uary Veaae la ln BR.IXHAJl HAIOO(JF... 6th/7th. i.i.rcra.tt. wuro despc.tebcd -

~:uMG.IRT 97 , N:.H'r£5 19, A•rodr """s 1n HOLI.aiD 4, L..al"l..U (FIWICE) 9. Seven 

•1roraft aro aio•ini· 24 R.C.A.F. (one aissinc) , 10 R. A.o.F. (~wo aiosins) nnd 

'\ d .Z. a.ircra.f't. took pRrt. 2 IM\(I==:f a.ircraft now lnlt.nd, ono one111 fighter 

l~stroyed and anothor ~god . ~o l ost ono Sp1tf1r~. 

MALTA. Dutween 1550/5 end 1050/ 6 twon~y-nino boabors •:nd 60 

~ightora ~ttnckod . 4 onoey o.il'cra ft. daangod by A.A. guno Md righters . We 

..('lat 2 f1&htore, ono pilot eafo. 

INIELLIQQ!C£ 

Pbotocnpbl.c rocormoiseancc or DAIWI on 5th t'-od no llllterial 

,:.,,.,, in FNncb Wartb.ipa prcsen~ . lloolbing or IIIJ.TA - ooU•t.od tha~ 6 , 728 ton:: 

.>! boabe dropped on IIIJ.TA in .prU cocapar«< •ritb 2 , 174 tonD in 113rcb and 99J 1n 

~ -•bNary. A IIU1tod doc....,oo i a ._..,..~ ainco 28tb-AprU. 
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COP! 110. ~ 
IIRITISH lllST S£CR£T 

(U. D. SECR£T) 

?ollowtna ia auppl0111entary reauma or operational ovonto cover ing t.he 
p>rlod )Ot.h Ap1'11 to 7th \ley, 1942. 

1. !lAVAL 

Nlnot.oon attacke , ty,·elve: by o.ir craft und aovon by aurtnco cro.ft woro 
~ r.ll'-d.:J uJ)I)n o:nulfl,)' tJubnD.rinos . It io ostJ.m'\todtho.t about ton u .. boo.te \'fOro opor ating 

11£!l1nl:it tho Ruelian convoy rou te . Thoro wao 1 conllidorablo l ncrenoo i n the number 
of uhlpu ~ttuckod and twonty~two incl uding aovon ~kora woro torpodood, of which 
lllx \:or... aunlc. Uoat casut1ll1os occurred \.n tho Ee.at. lndi(,tD UOfl.. 

OUr ou-rlneo lr. <h• l!EOITUUWIEAII ""port hAVing torpedoed t.hirtecn 
!MUO·.nd tona ot ••-.:~ ohlpplng. Du.ring tbe • ..,k ondlnc 6t.h \ley, oix lnlndrod Md 
...,v.,..ty olght ohlpe were convoYed. lllporto lnto tho UnlWd r.ingdoe trOD ohlpe ln 
con'IO)' tor wo1ok oncling 25th t.14Jr t:oro 621,000 tone lncludin.& 218,000 tons of oil. 

fJ!il:CK NAVX • It 1s r<>port<ld t.hnt S'!'RASBOURG on<! I'RlVIlltE .'\t'O at 'lOOLO!I 
!uu.- . rr .. uva. DUJUtERC.UE will not bu ~ for nlno _,t.ho. RIC~ at ll.IK.UI 
Jl.~, ono eun of hor 11111n a..nao.m~nt out ot" '\Ction . JUN B.un" &t. CASABLANCA has only 
on.l \.urrot 1DOUntod 1.nd is in lO'.l' stato or Nadinoaa tor aoa. 

I. !!ILIThJ!X 

.Ril§§IA. Tho total of Gor;nan divio1one on tho 1"ront, including FINLAND, 
ts now onu hundred and oighty-two. 

~· OUr forceo arll oper ating north and woat or l.tANDhLAI o.nd are 
~lthdrnwinc up tho OHINll\'rOll VALLEY to ... rdo KALEYJA. 1\l<YI\Il hue boon ovaeuatoo.. 
Tb~ Obln~eu nro roa1ating on tho DURYA.CHINA Frontior. 

) . AIR OPEI!c\TIOI!S 

, 

!fES'TE!!N l'!lOO'I'. Oey. Various Dillt.ouy objoctlvoo In Go"""' occupied 
torrtt.or1 W'llro bolalMtd ~ Bo:stons nnd Rurric.a.nea ·dtJ\ Spitriro oacort.a. Hen~ fint 
t'n. .,.. : .. dot1ncoa was often experienced. SY:o.Jpl b7 rlf')\Wra woro also ..ado. 
lllght.. 0\&r boablng oporot tona arc eurt..u.locl by eclvurao WOfttbc,r un two oigbts 
Uld by a hMvy oaa ... lnlng progrr.-> oo anotbor. MO¥vrtbol~••• - hunclrccl end lliloet~• 
•Ll t.ono or high oxploolvos Md - hun<L"''d c~ aix~y four ~one of lneODdl&ries 
'""" droppoc!, t.bo &in objoetlvh b<lng S'l'UTI'C:.nT, but cloud on<! hnzo spoUt the ru.u .tft~t or thoso n.ttacks . lU..!IBlmO w:us o.loo ndd\ld ~cu under s1.c1.le..rl.y \m­
fwOUJ"abl• condltlono. HigM lntrudor a boubod t.~lrto<.n dltro,..,nt onc;oqy ••~•· 
4n cver o.c\l of' about atxty onoay boab.:.rs opor~tod on t.hr oo nights by wo;y of 
"ruprl oo.l• raids on towns in cooat.fo_l eaunt.ioa, thoeo 4t.Ct1v1tioa ccutJod a noticoshl ·' 
rlllduct1on 1n Qi)t'lllf'ln mina-laying o.nd anti-shipping oparat.iono . It is ostimat od tt ..... 
tAW'"inc thC'I porlod. tw®ty-t.nr uo t.hou.sl'l.nd tono or cmom,y ohip,.dng wo.o sunk or d4mug- ~ 
try our alroror~ orr IIOR11AY '.nd HOLLAIID, 269 soo-minoo rroro lold. • 

IWill• Tho intonoit;r of t ho nlr ntte.cks died d"''" • onl.¥ too hundred ·•• 
~ ~on~y bomboro , oomettmoo with fight er escort nt~ckod, oomo ItaliQn aircraft t · 
,,, ... t in tht raida. 'l'h.is di»c.linCI, ~pnrt f rom. louuo, in prc.bnbl.y duo to wi W r o. 

' GOa\l G. A.F. W!.lta from SIC[I..J cmd al so to tho nuod tor 1•ea~ing crews f'rcxa t.'t: ~ 
· ... ut..out Ma boon de.nndod during t\ puriod ot lnt.on•~ ACI..hit.y • 

.ll!llll!a· Woll.lnJtono boabod AI(JAS attar ita occupation by th~ one...,. 

!$XIR.\CTS P1!C1! PHC!!'OGRAP!IlC ~ID lNTSLLIGDIC& Jl!!PORTS ON !UZIILIS OF AIR ATTAC:J: 
'I illlliJ TE!!!!l'j!)RJ I!! WJ!QPE. 

• ..UCSJ!I!!!i. Pbotogrn!)ba 29th ~Pril alloW tho> .. ln d lotol onpno shope d:.r _ 
·> swerfll dlnct. h1W: besides V':lrlous otbl.lr bu.UY1nll fondn& port of the II .A.h . 

!'&etorr. 
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COLOCiHl. Phot.op'cpbG: 00. tbe k:lot dew ·- \.on ·~ or Q.acce. 003c.l.y 

e:.:.:wd by tiro. t h 44::xlc02 1o such ttct tb.. autbort tl()e cc.n no lqor clc,;!lr • .,....., 
2. 1 brio ~ll.lcltl7 owl ..... chon up tryiJI& to hldo H by ONCOL!nc bo'\nUnp. 

~· In tho tt.rat. tao ro.14a, t.ha Kolnkol 1'or1cu roce11fod t.nlvo 
i!r- • .:t. •. tw trJ boe.vy boaba, work u.s coi.n.g CW\ at Ulu tiM. Two Of\li&.llring :bod.l 
~.~ht rlN "W! t.ht tiiC.l.U ot t.bo l4raast. ·usaoably ohop fuU 1mla.nle dea-tro7t.n~ 
tho.. ·.trcf"1t1. on tho linea . 1ive w&reho~ea 1n t.tw cloc:Q worv OW"nt. out. "'.nd :Sii"IW1 
..::-..n\11 1\ . .ll lnt.o t.h.t dock. 

K!cl.. Photogroplu! Jrd !by >bow • diroct hl t on oh<-do In tho c~'"""' ohl~ 
bUH !ln~ y"lrdD nnd t.wo D!'li.n uhope in u "'iru c.nbl" roct.ory complut.Jl.)' guttod . On 
lO!..ioa f Obn.liU")', " bollb f oll on tho c.esombly ahdd nt. t.h tJ JibrU1UW.tr ft. ll.nd kllioe DO:st. 
ot• · II ~> ni ght. chitt. U'loro. 

CE!IK!'Jll.Ll:.m , Photogrephs ot· )Ot.h ;.pr11 t:hO'tl dt:.wtC" t.o tbd po~~-or 
.. t.~:.to., , :. buil !ins 1n tb(l thOCGon-Hou.st..uoa (actoi""J gut.tod, •l1roet. hlU on n br£G 
t-~1 .. ;1n, n .. :u- t.hCt Goodrich t ..ctor; :on:! a wooch..o,.::. factor.: cocplQt.oly gu~te-:!. Ot..''n•r 
!l..:.tcu:.phJ t.tJc~1 llne" 2'"/t..~ April c.ontt.m :ir-A)cO t.o tho Sl'\ .. 11 ro.etol")' '11. W.JQUlSL 
•;..- JJoo:lt• o t otP.:KrFCK whvrc nino L""1T"'-Sion bo.rgoa WOJ'IO Joat.rotM r..nJ othon ~ 
·;: · t: .. re.Uw;.y st.~t.lon c..nd .1 C:letory :at. S:: . Olli::lt, e.n"l lhoPr 'bc.bo bu.rs'ttni 1r. tht. 
.:.hjAr;JU :!.r-.JI\ ::l. t. l&lf\IJ.lX Mt.tl"'d.rc-.c-3, "".lao 0!1 ~ f::ctory "1Al! '~ 1n..~tr1t.l 
~1. ·l....,fJ l'l. t. Ll~ T'hon,t it. 1a .J"'?ClJ"f.f. tbat e b::u-ru:U rocohocl 1.1.Nct hi ... ~ 

.. · :-U ~ ~"U\1 ~·•ro klllud. 

C?ER...T I(!!.,L AI:.:&JJ ~'I"'il£ C.~.~~ 

M-otroi?Ollt.M 6t'0.'1. Rrltls?l. In tb~ / . .1!-: &c~rt 22, fl,chWN .)1 , 
.a.:..~t...: a, Iorey Co--c~r:tt1on 1. i'otc.l 62. Six t lg,ht.cr plloto e.ro K.fe. 

~ Destroy~ Protr.bl.y Deatrgyc:d ~ 

Boabora u l 9 
tlQht..,r :s 2Q u 17 
ltlueoU..~cou.s ---L .J!.!L ...llll... 

ror • .L 53 ~6 26 
l'hroo or th.t boclbors \.--are 1ics~r::.::ac! by ,. . : • • !"11'(,. 

!kocbora 
Flti>IAlNI 

1'0:';J. 

~~ pllot. b Nt~. 

')c-. it¥ CrsNlj<S 

~n 
_L 

!kleboo:rs o !IU U 
Fiib...,,.. a 1 e 
llilcol.lr.D.IO<IO Nil ..!1L -L 

t'Ot.J. lJ. l .!0 

~41n or \h• :J.rcM.t't. :e:ro doat.royod at¥! a1x c!A..""lCJ~ .. b-J .~ .A. 

l 
_;!!.. 

11 

Jill 
lJ 

JU 
lJ 

F;.P. a.sr 

J 
5 

..l1L 
B 

su 
12 

----1.. 
lJ 
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IIOT£1 llo aoe0\11t II taloon ot """"' aircn.tt dao\royad en \he CJ'Oilnd 
to e:tt t~>•><H or or Br1Uab lln..U Airc:r:~tt e<>IIU>l.Uae. 

6. !IQ'.IE SF&UlUTJ 

&ltina.tod a1v111An ca1UA.ltiu tor woelt end.in,a tb " ·•· atxt.h. IUllod 
Uu·4 o hund.r~ ond n1nttuen1 auriously woundod 38?, inoluctin.a killed at. CCJ11rt3 51, 
ilXETEK 1)9, HORJIICH (on• night) SO. • 
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UNilm 5TATQ GoWftNMIHT 

COORDINATOR OF INI'ORMAnON 

llay 7, 1942 

The Honorable 
The Secretary of the Treasury 
Washington, D. c. 

Dear Henry: 

The attached is f r om the weekly general 

directive of the British Political Warfare 

Executive. 

Sincerely, 

~ 
William J. Donovan 

• 

339 

Regraded Unclassified



340 

Slrategr. 

a . Europe. "nle s l.gnificanee of the senle of our April 

air offensive, in lhal it is proof of the inadequacy of the 

Luflwaffeto prolecl the German War Machine , should be rubbed 

in. From now on Germany ' s increas ing short.ngo in equipment 

of every kind and her growing inferiority in the East will 

handicap her war effort. Gemany is already obliged to re-

I duce her air offensive against Britain to Baedocl:.er bocbinga 

and cut down the scllle of the llalta attack. Because this 

patent truth can no lon~er be ~idden from the German people , 

Hiller is ap r ehensive . 

b . The Far Easl. Japan's ;:robable intentions in our 

lo:~g-term propiiJ!anda line, are s<?en as: Conquest of Burma 

the extension of operations L~to North Eastern India , cap­

ture of New Guinea and Solomons, reduction of Corregedor , 

SouthY:ard and Eastward extension of operations in fiji , 

New Caledonia, air raids on Ceylon and poosiblo attempt to 

occupy the island, Air and Naval operations 

Ocean , and , in the event that a strategical course would 

::ake such a cove desirable in Japan ' s interest, preparations 

for an attack on Ruszia. 

c. The linking of the Eastern Theatre wi lh the Western 

should be avoided , but so long as IAadagascar leads , short -term 

modification of this is necesJsry. IJadagaccar lllUSt be linked 

with t.he battle of the Atlantic. A socewhat more ;:ro:llinent 

place will have to be taken by Far Eastern Ness generally. 

Propaganda eolicy. 

a. Both moral and physical results in Germany being 

produced by R.A.F. offensive. Gercana aro physically on the 

defensive in the West. 

b. Poor effect on Italy was produced by Hitler's 

speech. Italian internal difficulties broiJilht out. even 
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more strongly in Mussolini ' s address to the Prefects. 

c. By giving a good deal of attention to France ac­

centuate the war of nerves during the coming week. Give 

impression that there are many more raids t o coo:e and that 

Laval will not find it easy to collaborate with a country 

which itself is showing more signs of nervousness and which 

is constantly being ataacked in the French te~ritory it 

occupies . It is important t o go all out in discrediting 

Laval bot h as a politician who allowed himself to be used 

by the Germans to occupy a position which is even more 

difficult than that of actual Quislings, and as a t r aitor. 
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THE WAR TillS WEEK 

Following the recent accession of Laval, the British seised 
the initiative and struck Tuesday at Vichy-held Madagaacar. 
With parachutists and commandos reported in the van of the 
attack, the British have captuted the principal baae at Diego 
Suare• and threaten the early conquest of the island, aiming 

!-'abo·ve all to safeguArd it against potential future use by the 
Axis. At the other end of the Indian Ocean the Japan­
were fully capitalhlng the successes of theit newest offensive 
in Burma. With Lashio and Mandalay in their hands, they 
drove frceh spearheads northeast along the Burma Road, 
north toward Bhamo, and northwest toward India, and had 
virtually isolated China from all but air supply. To the 
southeast, developments in Melanesia clearly indicated the 
imminence of eome further advance in the Solomon Islands 
and suggeated that an even wider offensive in tho Coral Sea 
area may be in the making. 

In the west, German precautions in Franco and the Low 
Countries appeared to reflect no substantial anxiety concern­
ing a "seoond front," despite the widespread publicity given 
the latter possibility in the press of the democracies. On the 
eastern front the Soviets continued to win victories by com­
muniqu6, but American military observers were inclined to 
discount tb-au~ and to believe that the Germans are 
actually in the process of ironing out salients created by earlier 
Rwaian drives. 
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TM BritWI &iu 1M I niliativt in M~ 

The British expedition apinst Diego Suarea, following 

Preeiden\ RooeeveWa prediction of meuun:s \o preven\ 

lurt.her Axis 1186 of French terri\ory in any part of the world 

emphasUed again the determination of \be United Na\io~ 
\o aeiae the initiative from their opponente. Threate of a 

Japaneee move on Madapac1r have t-11 in the air .moe the 
fall of Sinppore, and mea.sun:s \o foree\all i\ were under­

taken even before the Vichy visit of Admirals Abe and 

Nomura accentuated the danger, according to preea reporte. 

The attacking forces struck directly for Madagaacar'a 

strongest fortified point--11 naval base and military area, 

with a considerable garri!on even in normal times. Gi!cr 
graphically thia northern tip of the ialand is practically iJio.. 

lated, save for a aingle non&-too-adequate road down to 

Majunp, and tbenoe inland to Tananarive, the capital. But 

capitulation of Diego Suarea would probably entail the col­
lapae of nlSistance elsewhere and open the way for rapid 

penetration of the wbole colony. The few thousand ill­

equipped native and French troope can hardly reaia\ long, 

and the possibilities of Japeneee aid appear remote. Fiflh 
column activities preeent no aerioua threat. The natives are 

unarmed, and disinclined \o guerrilla fighting; the bulk of 

the 25,000 Frencb reaidente are friendly; no aerioua inter­

ferenoe will be offered by seventy Italians, five Germans, and 

two "problematical" Japaneee--11 bote! keeper and hie wife. 

A~ of Holding Mad4q~UC~Jr 

The United Natione would gain decided advantages from 

a conquered and strongly held Madagaacar. Moat impor­

tant, tbe danger of boatile uao of tbe ialand would be removed; 

a critical threat to troope and supplies routed via the Cape of 
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Good Hope to the Red Sea, the Persian Gulf India and 
Australia would be neutraliaed. ' 

Furthennore, the United Nations would poB!I!II a new 

stra~c springboard, well situated in relation to tbe Middle 

and Far Eastern theatres of combat as a point of support for 

convoys, a base for submarines and destroyer patrols (the 

dry-dock at Diego Suarea can aocommodate 10,000-ton 

cruiaera), and a vantage point for aerial surveillance of the 

southern Indian Ocean and southeast Africa. Madagaaoar 

normally exports large quantities of agricultural and mineral 

producte, particularly beef, coffee, graphite and mica. It is 

unden\ood tba\ abe now has aubetantial accumulations of 

these products which will be available for the common effort 

as fast as ships can be found to carry them. 

DijjicuUia of Occupation 

Considerable local difficulties face a power which assumes 
responsibility for Madagascar by military occupation. Tbooe 

are not lessened by the publicly expressed determination to 

respect the etatua of tbe colony as French \erritory, ulti­

mately to be res\ored to France. The chiefs of the adminis­
tration are strongly coUaborationist, and probably cannot 

be left in office. The economic situation is very bad, owing 

to shipping losses and the eiJecte of eighteen months of 

British blockade. Trade has practically oeaaed, and there 

are acute shortages of aU kinds of manufactured goods, con­

struction materials, petroleum products, medicines, whea\ 

Hour, and condenaed milk. Health conditions preeent a 

third major problem for an oocupying foree. Malaria is 

p.revalen\ over the whole island, tuberculosis and eyphllia 
are very widespread, and the nticroaoopic jigger Ilea, which 

burrowa under the toenail to lay ita eggs, oould by itael! 

cripple an incautioua army. 
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Potenliol Da."'lfT of a Break With Viehv 

A larger peril is that the Vichy government might be 
drawn into full Axia belligerency, espooially in the event of 
protracted fighting. If the oocupation is completed by land­
ing troopa on Madagascar's insular dependencies in the Indian 
Ocean and the Mozambique Channel, not to mention the 
nearby independent colony of Reunion, the number of pos­
sible grievances will be multiplied. It is clear, however, that 
the United Nations face the chances of a break with open 
eyes. The United States bas declared that it will not hesitata 
to send troopS or ships to Madagascar, ehould such action be 
desirable in the common cause, and that it will regard any 
warlike act against either Great Britain or the Unitad Statea 
as an attack upon the United Nations as a whole. War with 
one power means wl\r with all. Laval has chosen to place a 
minimal interpretation on this formula, and to regard loeal 
resistance in Madagascar as falling outside the category of 
"warlike acts." Meanwhile it is reportad that the British 
did not consult the Free French in advance and that General 
de Gaulle's headquarters have evinced notable chagrin and 
diaappointment in this connection. 

Defeat in Burma 
The Japaoeso are moving swiftly to rout the last Allied 

resistance in Burma. Chinese and Britieh forces, defeated 
and separatad, are retreating on three frontAt-toward Ind~, 
toward nortbem Burma, and into China itself. Impe~al 
Headquarters at Tokyo claims also the capture of the ~r­
field at Akyab on the westem Burmese coast, only 300 air­

line miles from Calcutta, but the British have offered. no 
confirmation. This denouement of the Burmeae ea.mpa1gn, 
which bas now developed new threats to both China ~d 
India, bas led Generalissimo Chiang Kai~ek once ag&ID 
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to warn his people of the difficulties which lie ahead and of 
the po811ibility of further prolongation of the war. 

In the Burmeeeea.mpaign the Japaneeeappear to bave taken 
brilliant advantage not only of superior forces and equipment 
butalso of native aid. Fifth columnists captured Laehio aom~ 
hours prior to the actual occupation of the town by Japanese 
forces, according to reliable advioes received here. Four! 
!hai divisions are said f:<> have participatad with the Japanese 
m the attack, and native Burmese v.-ere active against the 
Allies throughout the ea.mpaign. In addition to the Thai 
divisions, eight Japanese divisions and two motorized regi­

ments are estimatad to be in action on the Burmese front, 
supportad by some 400 planes. Upwards of 250 light and\ 
medium tanks also are said to be in uae. • 

The Advance on China 

The strongest Japanese drive appealS to be along the Burma 
road, where the invaders are reported to have reached and 
passed Wanting, which liea beyond the Chinese border in 
Yunnan Province. The nature or this threat to China is 
difficult to evaluate, but it hardly seems likely that the 
Japanese can extend their operations rar into China at present. 
Beyond Wanting, the terrain becomea very difficult, and the 
Burma road climbs over rugged country to elevations as 
high as 8,430 feet. Various Chinese in Washington seem to 
be convinced that southwest China is not the danger spot 
for a Japanese offensive. The real threat, they say, atill 
lies in the Yangtze valley area. or central China, and particu­
larly in the region of Chang~~ha, which the Japanese have 
already three times assaulted. 

The Japanese may intend, however, to proceed as far aa 
Lungling. Their objectives here would be two: the sub­
stantial iaoiAt<on of Chins and destruction of lend-lease sup-
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plies cached along the Burma road. Although depot faciJi. 

tics between Lashio and Kuoming are poor, the Chineee 

apparently have transferred some supplies from Lashio to 
thia region. 

The I aolatW.. of China 

At Luogling, about 20 miles southwest of the point where 

the Burma road crosses the Salween River, there is a junction 

with a route northward to Myitkyina, thence to Fort Hertz, 

from which a road is now being built over the mountains to 
Ledo in Assam. Japanese capt-ure of Luogling would pul 

an end even to the faint hope of supplying China over this 

new route to the Burma road. 
Another supply route, known as the India road, is ll&id to 

be under construction. Starting at Ledo, it \l8C8 the route to 

Fort Hertz, then runs due east to Sicbaog in China and from 

thoro another 600 miles to Chungking. News despatches 

from Chungking say thnt "350,000 laborers" aro now working 

on this road. But it CI'088C8 very difficult terrain and ecveral 

high passes, including one of more than 13,000 feet. h is 

estimated that at best this road could not be completed for 

at least two years. 
The most. effective method or implementing President 

Rooeevelt's recent promiec to maintain aid to China appesra, 

therefore, to depend upon the further development or a 

traffic in airborne goods. Japanese air bases in northern 

Burma might also make this difficult. But the fact that, 

before the fall or Roogkong, a regular air freight service was 

maintained over Japanese occupied territory between Hong­

kong and Chungking indicates that freight service of this 

kind is at least possible. 

6 

WU/ulraUI<ll to Indi4 

A. third Japanese ~rive is directed agaioet British and 

Indian troops retreatmg along the Chindwio River toward 

Kalewa. From Kalewa there is a trail acroea the great 

Arakao Yoma range to Chittagong in India. The Japaoeec 

are reported to be moving up the Chindwio River in barges. 

Wbet!J~r_ they would attempt to foUow the retreating Alliod 

lorcee across the Arakao Y oma range is a,gaio open to quee­

tion. But tbeec mountains, formerly thought to be imJ)888-

able for armies, are probably no more so than thoec which 

lie between eastern Burma and Thailand, and over which the 

Japanese have moved their tanks to capture Lashio. Refugees 

from Burma, or whom there are reported to be eome 80,000 

have been filtering into India over the mountains at the raU: 

of a thousand or more a day for the past several weeks. I t is 

difficult to believe that Japanese troops oould not do the same. 

It must also be borne in mind, however, that the region on 

the windward side of these mounteins is one of the rainiest in 

the world during the monsoon aea.son now approaching. At 

Cherra Puoji in India, some 200-odd miles north of Chitta. 

gong, the raiofaU eometimes reaches 426 inches a year-with 

one exception, the heaviest in the world. 

The Japaneu MOfle F~ in MelanuW. 

Current Japanese naval and air activity in the Carolinee 

and Melanesia now suggeata the beginning of a forward move· 

meot in the Solomon Islaode, with an oft'eoeive on a large scale 

in the Coral Sea area not to be excluded. Since the with­

drawal of their naval concentration from the Bay of Bengal 

in mid·April, the Japanese have shif'iod the focus of their naval 

activities to the Southern Mandates-New Britain area. It 

is believed that 10001t of the heavy unite returning from the 

Indian Ocean proceeded to home waters for overhaul and 
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repairs. But at least two heavy crui.eer&, supported by de­

stroyers and submarines and later reinforced by the new air­
craf1. carrier Rvuk4fcu, sailed 1.o the vicinity of Truk in tbe 
Carolines. An attempt 1.o occupy Tulagi Harbor in the 

Solomons, which continues 1.o be the object of Japanese 
bombing attacks, is looked upon aa imminent. 

The Japanese may soon be able 1.o reinforce their troops 
in this area from units released by the fall of the forts in 
Manila bay. After a pounding from Japanese heavy artil­

lery, firing from the heights of Bataan, Corregidor's defCD!e8 
have given way, and this key for1. baa finally fallen. Terms 

for the surrender of other forts in the bay are being arranged. 
Resistance apparently is continuing, however, on Mindanao, 

Cebu and Panay and even in Nor1.hern Luzon, coming 
chiefl~ from l!lllall, scattered units and guerrillas. How far 
the Japanese intend to mop up in the Philippines at this 

time is a matter of conjecture. 

Ruonnaiuana in N N Guinta 

In the Markham Valley of Northeast New Guinea, where 
their troops were flooded out several weeks ago by heavy 
rains the Japanese have again penetrated inland. Observ­
ers o~ the scene, however, apparently do not ~nticipate an 
immediate attack on Por1. Moresby overland V18. the Mark­

ham Valley, but auggeat rather that the Japanese are seeking 
to disperse their airfields. Numerous comm~ fields 
exis1. inland, which in peacetime were used for au transpori 

1.o the New Guinea gold fields. 
The anxiety or the Japanese, reflected in their search for 

dispersal fields, is well grounded. On two successive dsrs, 
April 29 and 30, Allied fliers were able 1.o bomb and machme 
gun Japanese aircraft lined up on the ground at Lae, destroy· 

ing or damaging eome 50 planes. 
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R.~aponue Rwuicm l mpr0t1t' 

Japanese relations with Rusaia are improving, while thoee 

with Germany are getting wone, in the opinion of the Frtnch 
ambaasador in Tokyo, whoee views are to be rectived with 

some reeerve since in mid-March be regarded a Japanese 
attack on Siberia as imminent (TM IV or Thu IV td:, March 
1~26, pp. 6-7). Although the extreme militarists still favor 
war and the betterment in relations may even be a Japanese 
ruse to deceive the Russians, the ambassador thinks that 
cooler heads in Japan will restrain the others until the results 
of the expected German offensive against Russia beoome 

apparent. 
The following may be straws in the wind: General Tate­

kawa, ex-ambassador to Russia, has made remarks implying 
praise of Russia's war effort, and the Japaneae government 
again permits and even encourages ita officials to travel by 
the Trans-Siberian Railroad. Moreover, there were no indi­
cations of military movements on either side of the Man­
churian frontier during the past week. A Japanese warning 
to the Soviets that additional landings of American bombers 
in Stberia would endsnger Ru880-Japanese relations was to be 

expected in tho circumstances. 

Non-trio~ in India 
On May 2 the Working Committee of the Indian National 

Congress, by a vote of 176 to 4, adopted a measure calling 
for non-violent non-oooperation as the means of resisting a 
possible Japanese invasion. The motion precludes any sup­
port of the British program of military resistance, although 
the Congre88 states that it will put no hindrance in the way 
of that program. It was at the instance of Mahatma Gandhi 
that the Congreas acted-Oandhi, who less than two weeks 
before had protested againn the growing American military 
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strength in India. The motion repre~~eniA!, for the present 
a t least, the return of Gandhi to leadmhip, and the tem­
porary eclipse of Nehru. 

The Crippe mission had left the Congrees a prey to internal 
dissension. Nehru and Azad, president of the Congress, 
favored full resistance to Japan. Rajagopalachariar, tight­
wing leader from Madras, while also favoring active resiat­

ance, di.ffered from th ~ ··ther Congress leaders in wishing w 
collaborate \\ith the Moslem League by e~~tablishing separate 
Hindu and :Moslem states. His resignation from the Con­
gress preceded by a few days the vote in favor of non-violence. 

The Philosqphy of Non-Violence 

Non-violent non-cooperation is a technique of revolt 
developed by Gandhi in South Africa before the First World 
War. He took it to India in 1919 to use against the British, 
and it was the weapon of his widespread campaign during 

1919-1922. I ts pbiloeophy is epitomiud in the '1\"0rd 

aalyagraha-somewhat loosely translated by Gandhi as "soul 
force." Literally it means "stubborn insistence (agraluJ) 

upon the truth (aalya)." Truth, in Gandhi's view, as in that 
of traditional Hinduism, is a metaphysical force, "ith absolute 
value, which can operate to produce concrete results in tho 
physical world. A true cause, promoted by sinoere advocates, 

themselves strictly devoted to truth in every respect, cannot 
fail. Ethically, truth abbors the injury of living creatures: 

it is the antithesis of violence. 
In the case of modem India, Britain as its sovereign has 

appeared to Gandhi to represent untruth , to be "satanic": 
Britain took and enslaved the country; it holds India by 
violence. For this reason, Gandhi has felt himself called on 
to lead a movement to drive out the British by non-violence. 

For the same reason, he opposed active cooperation in the 

10 

SEClU'lr 

present war, and withdrew from the leadmhip of the Con­
gress when the latter offered in the summer of 1940 to BUpport 
the British war effort. Convinoed \hat the Ja~ 811 

military &ggrell80rs, are the agenta of evil, Gandhi now' haa 
induced the Congress to oppose them aleo with Mtyaqraho. 

Non-Violenu in Action 

The action of the Working Cormnittee is not pro-Jat>aneee. 
Neither does it imply merely passive resistance. I~ nJAy 
mean such active fonns of opposition as refusal to man the 

railways, abandonment of city servicee, mass demonstratioM 
against tax-an efforts to wear down the endurance of tho 
aggressors. I ta success is far from certain, but tho only 
other way of mobilizing the oivilinn populat.ion seenUI w be 
guerrilla warfare, and for this the people have no training. 

Preah Sp«t~UJli<m on Lt=l 

An element of mystery continues to surround the in­
tentions of Pierre Laval. General de Gaulle believes that 
he may for the present lull the French people into 11 false 

sense of soourily (apathetic reactions to Laval's return t.o 
power have been reported in various French circles). Tho 
General also believes that later Laval will perhaps place the 
French Oeet indirectly at tho service of the Axis in operations 

against Syria. 
In this snme connection, another observer points out that 

the cabinet is filled with second rate men (see Appendix I) 
and is really to be viewed as a half-way house on tho road to 
full collaboration. These seoond raters, some of them friends 
of Pet.ain, have been chosen as a traositional cloak under 
which Laval can act while he is establishing full control in 
France. Meanwhile the Germans "ill make concession.s to 
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La. val only as be demonstrates that be is their man, acoord­

in3 to thla argument, and they IIUI.Y then drop him in turn 

when be has served their purpoee. 

Various aouroes now picture L&val's appointment as a 

grudpag 7JU IIller on the part of P6tsin: if the Marshal bad 

refused to yield, Hitler threatened to ill8tall a Gaultiter in 

France and to i.ostitute military control (and perbsps total 

occupation) of the unoccupied zone. ln any event the 

Marshal recently defended the appoinlment by declaring 

that, although La.ve.l was aomewbat more favorable to the 

GerliUI.D8 than he (P6tsin), the new premier would give no 

military aid to the Nuis. 

Gmnan A n:l:iety in the W ut1 

On the eve of Hitler's expected offensive in the east, varioUJ 

developments and reports reveal GeriiU~.D anxiety concerning 

the military position in the west, according to aome observe~'$. 

It ia widely believed that the Nazis aought in the creation of 

the Laval regime security in their rear. The popular demand 

in Britain for a "second front" and the recent convel'8&tiona 

of high Allied strategists are believed in aome quarten to be 

the source of uneasineas in German counsels. An uncon­

finned report bas Field Marshal von Rundstedt appointed 

commander of the German Army of Occupation in the west, 

and it ia ineiated that Hitler would scarcely waste Von 

Rundstedt's talents on an inactive front. 

On the other hand, the present German military poeition in 

the west, as indicated by the accompanying map, suggests no 

great anxiety, either in terms of number or disposition of 

ground troops or of aircraft Some ten diviaion.s hold the 

coastal defense zone from the Gulf of St. Malo to Lille. Tbnle 

further diviaions are stationed in the Low Countries. Alto­

gether in occupied France and the Low Countries there are 
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some 30 divi8ions (one annored). The strength of each 

division la estimated to be considerably leas than tbst of divi­

sions operating on the Eastern Front, where more overhead 

troops are required, eo that the total of the 30 divisions may 

not be more than 375,000 men. Some obeerven, moreover, 

believe that the total number of divisions may be 27 rather 

than 30, but with an additional armored division in training 

in the vicinity of Paris. 

Tile Factor of Rapid Rein/oreemtnt 

The current situation could change almost overnight, 

however, since it is estimated that ground reioforcementa 

leaving central Gcnnany could be set down on the French 

coast within 72 hou". With adequate bases and facilitiee •• 

(which they are believed to po118CSS), and assuming the 

availability of openlional unita in central Germany and 

elsewhere, the Gennans could probably double their air 

force in 24 hours, according to military observers. 

Troops stationed ncar Cberbourg have been observed 

recently undergoing intensive training to resist possible 

landings, and preparations for defense along the cnt<re 

French coast continue. But there is no evidence of new 

Nazi invasion plans against the British Isles, Md certain 

American observers believe that Germany will be content. 

for tho present to maintain a strong defensive poj!ition. 

This view is perhaps confinned by a report that Rhine 

barges, previously requisitioned and adapted for use in an 

invasion, are being returned to their Dutch owners. 

However confident the Gennans may be about t~e eitua· 

tion in the west, it is t~ot true that they are using only third 

rate troops to garrison their defenses in that area. It is a 

fact that the troops include older men and that they are not 

the best in the Gennan Anny. But they are veteran fighters 
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with battle experience gained in the prceent war, and the 

divisions include a considerable leavening of younger men. 
Reports that theee troops are of a distinctly inferior quality 
may arise in some instances from contacts not with regular 

units but with Landuchalun. These troops are veterans of 
the First World War, and the Germane are using about 20 
battalions of them in France, primarily for guard duty in 

the interior. 

UbJ!an AUemativt• 
In the Western Desert observers point out that a shortage of 

artillery and anti-tank equipment may force Marshal Rommel 
to postpone until autwnn any planned offensive. As the 
hot summer months approach, the problem of water and 

of reasonably comfortable bivouacs may well be the chief 
consideration in the Libyan theater. Apparently Rommel's 
present positions at Jebel e1 Achdar are hilly, comparatively 

well watered, and much cooler than thoee of the British. 
Yet an Axis attack is not entirely out of the question. 

The virtual neutralization of Malta has permitted far more 
Axis convoys to got through to Tripoli than was the case 

lnst autumn and winter. Considerable reinforcement of 
Marshal Rommel's unny is, then, theoretically possible. 
The extent of this reinforcement will largely depend on bow 
much IUtllOred equipment the Naais think they can spare 

from the Russian front. 
Were Rommel to receive such additional strength, he could 

probably take the offensive at any time this summer. Highly 

competent observers suggest that even in the most intense 
beat mechanized warfare is poSSible on the Libyan front. 
The windy season, which lasts for a two-month period some­

time bet\\·een April and June, even of!' era certain advantage~: 
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dust storms lasting five or aix da,ys are U!eful for con-u.ng 
secret maneuvers from the enemy. 

TM. Gmnam StroiqhUn TMir Liru 

A Nazi effort to wipe out the chief salients established by 

the Soviets last winter-thereby straightening the German lines 
in preparation for ~~QRoorted offensive action- has character· 
ized recent operations on the Ruasian front, according to well­
informed American military opinion. Of the three great 
Soviet salients, tbe Nam have doubtless already eliminat.ed 
the one farthest south, toward Dnepropetrovslc. After two 

weeks of German clai.ms, the Rueaiana have finally admitted 
fighting around Izum, far to the east of their extreme penet.ra­
tion last winter. 

The middle salient, below Smolenek, where Soviet parties 
last February pushed as far ae Dorogobuzh, may alao have 
disappeared. Here the Nasie claim to be in Sukhinicbi, 
efl'ectually pinching of!' the area of Russian advance, but this 
claim still awaits Soviet confirmation. The final salient, the 
northern one around Staraya Rueea, may still be intact. It 
is of some significance, however, that the Russiane have now 
admitted for tho first t.ime that the Germans are occupying a 
number of towns south and east of Leningrad. 

As the Nazi lines st.raightened, the German armies were 
apparenUy attempting to clear the areas behind their forward 
positiont-in order to obtain increaaed mobility for a coming 
offensive. Where such an attack might eome wM still any­
body's gue68. So far as weather was concerned, the ground 
was dry in tho south, in the center it was still muddy, while 
in the north the ice was breaking up. 
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Sto.lin'a Ultima/4 Aims 

~pite its present position or extreme peril, the Soviet 

Governmon~ ill apparently unshaken in its desire ~ regain 

and permanently hold the territory included in its boundaries 

of June, 1941. In his Mt\y Day order, SWin eschewed any 

desire for " foreign" conquests. But his spec:i6o enumeration 

of tho peoples that the Soviets intend ~ libemte gives aome 

notion of his ultimate aims: "We want ~ free our brother 

Ukrainians, Moldavinns, White Russians, Lithuanians, Lat­

vians, E&thonians and Karelians from the insults ~ which 

they have been subjected by the German Fnsci!lt beasts." 

Hill~' a Spw:h Again 

Optimistic reports interpreting Hitler's recent speech con­

tinue to arrive. Gothenburg edi~rs dub it privately as the 

rehearsal or a swan song. The Swedish ambassador at 

Ankara mentions military tangles and sagging morale. 

"Hitler's uneasiness" is another phrase which occurs, and a 

Swiss Consul mentions the speech along with other factors 

foreshadowing a "threatened crisis." 

On the other hand, certain obeervers hero continuo~ regard 

tho speeoh liS one or Hitler's shrewdest and most carefully 

considered utterances. They point out that the speeob aims 

at opposite effects at home and abroad, and is to be under­

stood in terms or tho two intellectual climates-authoritarian 

and democratic-to which it wns addressOO. 

At home, it was a precautionary warning ~ all Germans, 

aimin,g not to weaken but to strengthen momle in the face 

of the arduous spring and summer ahead. The promise of 

further hardships and the threat of harsh treatment for 

recalcitrants need not have a demomlizing cffec~ on tbe 

Germans. The Nati state normally acts by spreading terror, 

nod if Hitler sought to warn the wides~ possible German 
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a­
audience against any derelictions of duty or half-hearted 

support of the war in Rwlsia, be oould reasonably aasume a 

new and severe "power''-ven though be already poseeseed 

it. 
Abroad Hitler mwt have known his remarks would be 

interpreted as a sign of weakening morale, according to these 

observers. Preeumably be aimed at this effect, both in 

America, where his objective is to retard the war effort and 

to create confusion, and in England, where he alao wi!lbes to 

awaken doubta aa to the wisdom of British policy in ce.rrying 

on the war. This be did by 3!18uring tho British that they 

are bound to loee the war, even if they lose i~ only to Russia 

and the United States. 

Ao:U Air Straugv: Tht Val.u of Inferior Linea 

Recent air development& have emphasized the Am advan­

tage or speedy concentration offered by interior lines, in the 

opinion of an American air expert. In the case or the 

Germans, who have not yet revealed their full reserves, this 

fac~r is Still of great importance. The Japanese, on the 

other hand, as a result of tlteir far extended lines, may now bo 

in a considerably lese favorable position than they were a 

few weeks ago. 
Plane production 6gures runaing to many thousands have 

often given a misleading impression as to the number of 

aircraft needed to carry out a given mi88ion: a relatively small 

numbor, if well organiJed and well supported, can accomplillh 

seem.ingly disproportionate resulte. For instance, in their 

aouthward drive on tho Indies, the Japanese used in all about ' 

2,500 planes, 1,500 or which were operational a~ any given 

time. ~pite their reckless expenditure of aircraft in 

specific actions, they exercised considerable economy in 

their dispositions of strength. For example, by ost.sblishing 
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landing stages about 200 miles apart, they probably cut down 
operational losses, as compared with combat losses, to the 
surprisingly low ratio of I: 1. 

From a central air base at Bangkok, the Japanese were 
oblc to despatch planes quickly whero they were needed. 
Against them, the Allies, desperately outnumbered, lost the 
greater part of their own aircraft on the ground. Eighteen 
American B- 17's i.n Java, for instance, after sinking 45 
transports and II naval vessels in tho battle of Maca.ssar 
Straits, finally succumbed to a Japaneeo attack on their 
landing fields. And even when the Allies were able to ship 
in new planes over long and dangerous transport routes, 
the necessity of guarding both Australia and lndia kept their 
air strength dispersed and divided. 

Significance of t.M AIUJGk on Ceylon 

Then came the Japanese air attack on Ceylon. It SOODl3 

likely that, owing to faulty intelligence, the attackers were 
surprised at the resistance they met. After losing around 
70 planes shot down or damaged (the decks or three carriers 
were shot clean), they broke off the at tack, and withdrew 
their heavy naval units from the Bay of Bengal. 

This engagement proved what the B- 17's in Java Md the 
A YO in Burma had already shown-that the Japanese have 
never yet won &II air-battle against properly equipped and 
properly organited "opposition. The AVO has outscored ita 
enemies by more than 20 to 1. American raids on Japan's 
bases at Rabaul, SalaDUius, and Lae have been almost uni· 
formly successful- and virtually without losses fo~ the a~ 
tackers. At the present time the American naval atr arm 18 

succellSfully contesting Japanese aerial and naval expansion 
southward through the Solomons. Faced with this new 
Allied strength, tho Japanese may well hesitate to launch an 
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all-<>ut air offensive agairlSt India, Australia, or oven New 
Caledonia. 

There remains the poesibility that Japan may swing on her 
western pivot in Burma and go into China. But this again 
might cost Japan more planes than she can afford to spend. 
And in Siberia the undetermined strength of potential Russian 
resistance present& a threat which the Japanese might very 
well hesitate to encounter. 

Tk P(Jd(Jr of Rum>u 

Our obaerver concludes tha~ Japan has no subatantial air 
reserves of her ovm. Nor is i~ likely tha~ by any gigantic 
pincers movement the German and Japanese air fteeta would 
be able to join forces in the Middle East. Formidable •• 
physical barriers would doubtlces prevent any such long­
distance replenishment of Japan's reserves. 

Turning toward Europe, we find that German handling of 
the problem of reserves has been extremely effective. Wben, 
for example, Marshal Rommel found himself hard-preesed 
by the British in Libya, he obtained an impressive number of 
additional planes within about two days. But the German 
air force in North Africa is merely an outpost. The Luftwaffe 
as a whole is organized in depth to a distance of roughly 
1500 miles from circumference to center, and the central air 

reserve is well under cover. 

lmporitiOM in Eurqpe 
I n Russia we can distinguish three main areas of German 

nir concentration. To t he south, in the Crimea, our observer 
reports increasing Nati strength. Such a conoentration, ho 
adds dooe not necessarily presage an offensive toward the 
Cau~. A aeoond area of strength is in the center, facing 
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tho co08iderable RUS8ian e.ir ml\88 in the Moaeow rcsion. 
Hero the immediate purpoao of the Nazis is apparently to 
atte.ok the RUS8ian railroads and blast the Soviet troope out 
of their trains into the mud. To the north, in Finland, tho 
growing Nasi air concentration threatens the periodic inter­
diction of American supplies to Russia. Tbe linee of com­
munication from MUI'llWlSk-running laterally to the dis­
position of the German air force-are pe.rticularly vulnerable 
to atte.ok, the lines from Archangel less so. 

In general, however, the Germa1111-favored by interior 
lines-have not yet revealed their full strength in Europe. 
Tho day-time fighter sweeps of the British, for example, have 
not foroed the Nuis to show their hand. Fundamentally, 
our observer concludes, Hitler must regard the building of 
American air strength in the British Isles, and not the Ruaaian 
land ml\88 before Moscow, as the main threat to his eystem. 
The diapersal of American air etrength suits his p~ 
well, and he may be expected to encourage it and to keep tbe 
United Nations guessing as long as he can. 

N Dl"Wtgian Rujstana GTows 
With the Quisling regime in conllict with practically all the 

clergy, teachers, and lawyers in Norway, c~~nt 8'91~ 
newspaper reports picture a spread of the spmt of revolt an 
that country. Many teachers have been arrested, thrown 
into concentration campe, subjected to foroed labor. Oo 
the whole, opposition has foroed the Quisling regime to desist. 
from its attempts to indoctrinate these groupe, and perte­

cutions have served only to unite the people against National 
Socialism. National Socialist agitators declare that. the 
Norwegian professional cla.sses are attempting to o~te 
chaos to facilitate eventual military invasion by the Albee. 

In the last two years about 20 percent of the fishing Boot, 
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including the biggeet and beet boats, has disappeared, taking 
refugees to the British Isleo~ . Quisling has attempted to stop 
this exodus with regulations of greet severity: recently 18 
such refus- were caught and then selected for execution in 
reprisal for the eeeeoination of two Gestapo agents. 

Meanwhile, the Germana bave been rapidly etrengthening 
their system of communications along the Norwegian coast. 
They have completed the cosstal highway all the way to 
Kirkeneo~, ncar Murma.nsk. Reports from Stockholm indicate 
that they have already extended tho coastal railway from 
Namsoe to Mo on tbe Rana fjord, that they expect to 
complete the previously projected stretch to BodiS by the 
autumn of 1943, and that they are using Russian prisoners of 
war to construct the final link from BodiS through Narvik to • 
Kirkenee, which will not be finished for at least two years. • 

A Dem«ratic V idoflt in Colbmbi4 
Democratic foroos won a fresh victory when Alfonso 

L6pez was cboeen president of Colombia in tbe elections of 
May 3 by a majority of 200,000 votes out of a tots! of about 
1,100,000. His opponent, Carlos Arango V61cz, is, like L6pez, 
a. member of the Liberal Party. But, whcroM the former 
drew his support from the right wing of that party and from 
the Conservative Party (headed by pro-Falangist, pro-Nazi 
Laureano G6mc•), L6pez found his constituents among tbe 
middle and working classes. He also had tbo support of 
President Eduardo Santos. The election, which waa almost 
entirely free from violence, reBec~ ';he ~ro-democ"':tic 
convictions of the Colombian people, ot 11 aaod. In foreogn 
policy L6pez favors an aggressive "international democracy" 
and American solidarity against the Axis forcet1. 
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TM- NoiJII Taku Jtu"iadictW'Il of VeM~Ian Tanker• 

To facilitate protection spina~ further submarine depreda­

tions, i~ is reported that the United States Navy baa jWJt 

taken jurisdiction of the tanker lleet serving Venezuelan oil 

fields. Practically all the crude oil produced in the Mara-­

caibo fields is transported by ahallow-{jraugbt tankers to the 
Dutch wands of Cura~o and Aruba for refining. Between 

February 16 and March 15 of this year Axis submarine IIAl· 

tivities in these watens bad roduced the daily average ship­
ments out of Lake Ma.-acaibo and other Venezuelan ports 

by a large percentage. 
The Navy has now orderod that the tanker fleet operate 

at less than 50 percent of normal. This rate of operation 

signi6es an annual loss of revenue for Venezuela of nearly 

two million dollars, and will also necessitate a. substantial 

curtailment in the personnel of the oil oompa.nies. Both 
the Standard and Gulf Oil Companies, however, have 

recently agreod to bridge this loss in revenue, which should 

be on.ly temporary, by non-interest bea.ring loans to the 

Venezuelan treasury, but they ha.ve not yet ma.de provision 

for their own unemployod workers. 
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THE CRAJlACTBil OP LAVAL'S CABINET 

With the 8.nal eouUtuUon of the L&vtJ mlniltry. 1' bu beoome poulblt co m.ate 

certain poeraltaatlont &bout. lt.e oompo~IUoa. Notewortby art tM lmlll number 

of boldovert (loom the prevlout ~11 avo-ud tbt tan. th6i oW.t lou:t 

dfpe..rUDtaW ol &he 10¥..._&. belidM ~ direc:ted bJ La Tal bf:ID.af tlnJiuD 

m.fDiewW rnt- a.a. obY&ou.l etron co *"• a muimu.. ot authority ill t.bt ~ 

of the Chid ol tbe Oovtmmeni.. J'urtbtrmore, FNMh rt~MtioG&I')" ud fa.ad.n 

groupe aro well repreeonloC!d, a.nd the Powortul Worm. ot. Clo, baokiD1 ud ! nd\&1• 

WI true~ oontromns a largo ah.a.N of tho F'rencb eoonom,y, whlle leN tmpor\&ot. 

nWD«toally Uwa ln t.be prerioiU c.blaoet.. .UU ret6SDI• ooDIIdvable repf'OIIOII taUOCL 

P'tDaU.1 \he miAiltr:7 ie I IIU of mu ol ttl&th'e rou-tb Md Joupedeaoe IIMIO w'bo 

haft I'ICIID\l)r OOCDe u,p throu;a:b \be ~ ud • lto DOW lOr u.e firM: &&De atWD 

eab!cet. raDlt. 
Brief blograpbJc&! detaU. foUow: 
Lvcif" R4"u'n: mlnletor of atate without. portfolio aU.acbed to Manb&J NtaJn. 

EdJtor ot tbe ooneer-YaUve daily lA Fltttrt aod IOmetbJnc olu aut.borhy on .S•· 

W~tatb oeouary PratiH. Romlet is a m.~.a of (I(IOQctorsbM In~ dllf.luc:Uoo, 

u inllma\e frieod ol N&aln, aad probably '-eobboradooiM. lbu tbe -..jority 

of the ublnn. 
JonpA BOrlAIU•r; mlolatcr of jUitJot. A fcmn~r dopul7 a.od on~tJtM f'n:neb 

d~lCi&tO to t.bo Leasuo or Nat.iolll, Oart.h,lemy il a ll!'lt la.od«l proprietor, wh.h 

vlen wbleb m&)' be d~rlbed u feudt.l a&T&rian. Uo J. a noted Jurfat., and Uke 

RomJer, a frieod ol P4.t.a.lo aod oot u outfi&bt. oo!kbor&Oonia\.. 
Pinfl c.u..r.: mi.D.I.\« of fiu•nr I ODt ol IAYal'• ol6eM. poLitJcll ....a.w., 

b.&'tiftl Mn'cd wfd~ him Ia hll min.iJt.r)' 0( IN I, aDd lD lbo Tatdieo miU~ of 

I 030 and t 032. 
IOQ.l1'N Lvov-L4dllrif: mlnisttt o4 ..,Ccul,ure acd .upplr-a Wee OOMOtVa.. 

tlve LAndowner, wbo wltt:ldl tbt preponderAnt. lo.flueaoe In &be National Ffldt:r ... 

Uoo 0( A.JriwJture. lU1 brolbN, O•brltJ, ll a p ldJDS Agu~ tD the &nque 

w.._ 
AW S...Mrfl: miDJMt f1l n.adoftal echtta.doo-a poet. ~ I!Df'mbtr of UM 

Aea.dem,y, for .ome time aD atdeoi upoatai ol coll&borat!oo. Be bu tupported 

BooapattJat.elaim.a to Lht Prtoeb throae, and hurfdieuled Aa&lo-Suoo elvlllaat.loo.. 

Ofnnol 8\lgin• Bridftt.&: minl.et.er of wAr. A• P~t&lo'e mJUt.&t)' doltpt.e at 

Paril on t.be oonunillllloo dllcullloa umil.tSoo probleml•ltb tbe Gennana, Oeaeral 

Bridoux b.u aaeilc.ed Ytn:I&.Dd die Bri:DOD1 a oo&orioua ooUabor&UonlA. 

A&irol Polll Avp\ea: ~ of ,.,..,. lor \be oa..,_oae ollhe 109....-i 

admJtU t.a &he a&'f'T, a Darl&D m.a.a, wbo.t poHdeaJ opto5ou baTt beee varioutl7 

report«i u .. pro-AUy" a.ocl ddnltel:t ''aatJ.-Americ&a.'' 

Oe11nol J&On Jt~~ntqu(,u eeeret.&ry of lt.&\e for -.ir-a dartoa Air IH.der Ia liMO, 

and ~t.tbl6quenUJr oomJUoder of Lhe Proocb air loroo Ia 8yrt. aL t.be Ume of 

Ill• Brltlob ADd p,.. I'Noeh ....... 
H•Nrl Lo,ar:H'e· ~ c1 *'-for &.bor-a ptrtOG&I frieDd or a.fv.ollill. 

•bo btl:ped dntL NW."1 J.bor ehanoer. 
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J to" Bi~At: .ecntary ot 1ta~ tor (Dd·UAriaJ produetloo-a mJJ:dDc tail 
neer with ooonecUona in U.e Freoch •t6e1lndultr)' and the 1>\Jt.ob coal Jndu.u.,: 

Re ila oollaboratlom.t. ud • I!'M~ admirer ot 08l"'D::ao e1Bcleoo1 • • 

R.IHn <liiHI: -.wy !II ...,. lor -....-olo--. rouac ..... .,....._.. 
dlredor ot t.be tltecridty ud ooma:u:udeadoca eeettU.r~at.. 

Mos Binut.~~/01H: teertc.&r7 ot tt.&\e for apicul\u,.. and •u-ppU-. O.radua\.1 ot 

the Ecol6 NormaJe 8up6rleu,., • eoel&lll& a nd ed.lt.or ot \ho worka of Jau_... 

Boonatou.e bu been preted· or Bouchol-du·RhOne a.lld I& Mid to admire au~ 

IUMS autborh&rlu COYWU~D~ni.. 

J.tu Brff'i•: eec-tttarJ ot •'*'te tor oolooiee-tOf'IIMtly rtllcltu~ ID ~~ 

cblna, a.nd a.o espert on French We~t Allica.n problema. He hN ltlftt'Uct4d all 

J.''rencb colooltJ sovemor1 t.o organlle a tte&dlaaL deftnae of the tmpl.te. 

Dr. Bor...-..4 Ot'Nfd.: Meret.uy olat.&t.e tor ta.mll7 &Dd bNJLb~mta1.al 

-foe P'IA'IA'ol'&llooal V-~Aw~ao ....S • looa·llme '*cbborot LavaL 
Po11l Mario.t: eec:nta.ry ot 1La&.e t or lntol'mAtloa- a.a amawur ecooomil& wtto 

bM been loMi()C.Ja·t.ed wfth a number ol the aew poUt.tctJ puUee to f'raoc .. 

oot.ably Doriot.'• fMciat Pt.rtl Populalre Franpail. 

• Tbe rollowtns U'fiiiOCf'e~ of 1t.a~ a tt.ebed to L&val: 

c.."' p.,...oo~ .t. sn-: Tbueloo !II • -'•b1 I....U, -.111> u ..,.,.. loto blp 

~rm&tl cirelft, de Brinoo wu efteedve bud ot the Comtt.6 fbnc.AIInnape, \be 

mo.t. aeUve of 'bo pro-Ocrmao sroupe ot the pre-war period. Tbe aut.bor or 

aevt'J'tl artie)• for official Nul orgaN eaprct~~Jnl admiration for the pollcltt or 

Ill\~, be WU OM of the priodp&l ens,tMf:f'lol the F'ra.n~D l.ra.dt. ~t 

llfc..Md alkr Mu:oieb. aad In \be ~Prine ollaateerv.d u Boa:oe:t'1 pei'IOQAI.,_t &o 

Goering.. Slnee tbe tall ot France be hat been PhaJo'• ambNI&dcw lo tho Gttm..a.ns 

A\ l'a.ris , at which po1t. bo now remalna. 
Ad'tt~iral Rnt4 Ploton: A toUower of Darlan, und~r wborn ha ~ervod M uudu· 

_.....,. , ...... colooleo. 
Joetpn Bttwlii·MidaiA: All ouYt.udina; ~ aDd Lhe au:t.bor ot * 

1e~ading Frueh book on the Reichtwe~hr, Benoil!l·(..oMfcbin .... ooolned ~ a pritoa 

tamp by t..he li'nmcb government. for a t.lmc during d~e prceeM war. On tho fAll of 

J't&6Ce. Abet~, Oe:nnan reprt~~eot.ative In PAril. obt.ained bil rt.leaeo. AD ardon\ 

CIOilabora.tionil:l. be bec$zoe MC:rda.l'y ot ..w.t.e under N-Wn,tervlaa .. inlenoeclluy 

bet. ..... Vlehy aod I be Otrmaas f:ft PaN. It wu be. wbo ft.nl ~,.ed t.lrle Idea 

of tranefe:trin& to tbe Jova.Jidee the ubet of Napoleon's eon. 

Joequu Ou4ronl; IIOCrtt.r)'·IJCfleral attached t.o X..val-fonncriJ' oonfldeonUAI 

l«'.rew.ry to Paul B.audou.ln, wel1 known deteatlat. of Lbe Annll\!oe period, durlDC 

t.bt latU!r"a teoure of the mlttbt.ry ol torelp &tl&lra.. 

Rllkn a.....,lild: IICCft\U'J-tt..e~eraJ ot ~· JOUAI ma.o. pre•ioall.J pl"'ftd 

of tho Department. ot the Marne, In oecupled Franoe. 

Owgu /Ut. ire: aecrata.ry·gene..ral or adminiltratlon In the mtoieh'y of tbe 

tnterior-a ootber younc man, allo a prdact lD ooeupied F'f'a.nCICI (Deparuneot. or 
t.be Aubel. 

JO(ff¥U s.r..N: ddep~ tor Fr&Do.Otnna.o ecoaomic rtias.loof­

an able , eu.ltuntd rnan, formerly one of tbe ec:ooomlo a.dvt.eu \o lbe Blum covuo· 

mC!fti. DeC!J)ly lnt.erMt«< ln Catbotlo tbooloa:y, he apparently bellev01 I\ pOMihlt 

\o 11tablilb a C.t.bolie \ota lltariao Europe. Be s. a pe.rtoer and leadin.C ftc~o~tt 

la \be &!~que Worm.. 
J Hql At«dwl: I Meral eomm' loner for 1pot1.1. f'o Wonutioa aY~ 
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THE ZONES OF OCCUPIED PRANCE 

Stnee the An:nliUoe Lbe portJoo of mecropoll\&11 Fruot oocupled bJ tbe Cierlll.l.ftl 

bu btu dlrided lD\o at. leu4. •ft:D di!'"a" .IODIM, MCb .,Oa lpecdaJ ~ 

fA I" own coatroiUDC tbe IDOvtmtDL ot Prentb.mto aod ~~ A\ prweot.-, 

bo-.ver, there appear to be onl7 LhrM &ODM wbicb bavt ~ poliUcaJ or m.Wtary 

Importance: the forbidde-n 1001 on the north a od e.a.n, the coutal aono, and the 

martU~~~oe lOne (,.. aCXIOmpuylng map). 

Tbt oout.a1 aoot lDdudet dae At.laauJc a.od Qla.onel COrMt. ol Pruot from t be 

Spa.D.IU lrootltr \0 tbe fotblddta aooe ID cbt aonbeMt. OYer mol\ ot i&t; kactb 

It I• a etrip of lfni\ory abcM1t nloeteeo mO. (thirty t llomekn) wide, but. the 

~anda.ry Uno cut. much farther InlAnd OO.hlnd t.be larger pe:nlnt~ul&~~ . Thi.l aone 

11 obv~y a rtcloa of pollfble eomba.L, and Lbe Oermu military autborlt.lel aim 

\0 (OQli'Ol all mo..-.meat and l"'lkkooe t.MN.. Sioee c>cc.ober 201 1$41, eotnD" 

inlO tbe aone bat beeD f~ &o all pertOaS ucep4 LtM:.e wboee priaripal 

tN:ldenee 1.1 there, and eveD ,.lcStote mut1- t...-e'pemtl\1 from d~e «)mm.aade.r ot 

t.he loc.l military dliLrlct In order to enU!r or f'C!maln In tbe aooe. N'o 1W1woomen 

are &llowed \0 MLabUth re~ddtD" Lbere. 

Tbt rorbiddeo aooe mdlld4ll Lbe ckpartiDfDia alone tM oo~ra rroatler 

eont(fuoua with Belsfum, Germao.r, acd SwStatriaDd, aod part. oltbiiiOOOCI row 

o4 depa.rtme:n'-1 lartber from the border. The return of tf'fupN to thll aooe Ill 

ablolutcly rorbkldtn, esoopt. to the Depart~Mnta of the MQie)le, JlM.nhln, and 

Jlau~Hh,n, whkh ComJ)Oie Allace-Lon&lne aod ht.vt bofo aonued outrlcbt. lO 

Gef'Uioa.ll,. All ,,..be ...... \hii.IOI!IIIaod t.he reA.ol p.....,.ifdoeel7 reet~ 

Tbe rOtt:>&ddftl 101M 11 eerT'td by lmpo~ta.Gt ...arced~ t.c~tac fraa tbe «1M\ to 

GermaD,J, and 1\o Include~ eomt of 'be mo" bf3bly dtvelopl)(l induuW diftrfcy 

ol tho C~C~Unt.ry and hM Lbe principal French deposjtl or Iron ore, eoa), and pot.atb, 

whkb, wl\h the IOie aoept.Soa ot b6u.xlte, are Fran•'• olll)' ltnport&ot. mineral ---Tbt Ge:rmAftl ori&fnallr e~ thtlr tp!dal cooLrol onr lh» rqioa .. 

llftNita.t.ed by bt:avJ war damage, tM d lftlculty ol prov-lttonfog tU aru, tbe 

dange-r of B'rlt-ltb al .... rt.kh, and tLtat.egic «~c•eJderatlont. Tbere It O'lldcnoe now, 

bowtvtr, w-hieb lodDtel that tbey inteDcl to annes th .. aooe, or at. k..-1. a.lara.C! 

part. ol It , 10 Oenal.oy. Frtoda COIItlol bN beea almolc. obllt.era~ by bantrta 

~.ntrNee int:o tht aooe 10 o!SdUI appoi!ltld to PI»" tbere b7 the ~ Govuo. 

uwmt. The reJual to allow former re~ldtote wbo lett. Lbe ~on during bola 

HilUM t.o ret..um to tbeir homce, and t.be ln\A!.nllve ~rutting or Frtoch lAborent 

for wor-k 1ft Gennl.o7 auge~tl an attemp~ to depopul.at.e Lbe a.rea. of Fruebmtn. 

A Otrmaa ..,..'cv.tuua.J ud ' ldn1 JiOdetJ bM caba over the euh.hoa.tJoo ot 

land owoed by refupet aDd II appalt:DI.J,- Jlf"tPfooiaaenotuall)' to •ult ~ 

on that la.od. After the Armiltlae \Jxrt appea~ In OtnnaoJ several boob ud 

art'e161 In Natlou.al Socit.lllt. pubUeatJoa. ICIC!ldog t.o J\i.ttlfy t.he e:zte.M-too ot 'be 
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Otl'lllAD froo\Jer wettward to Include much or eutem Fraaoe, whlc.b, It .,,.. 
malc\a.Jnod, S. geogrtpblo&lly aod culturally part of Germany, 
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TREASURY DEPARTMENT 
111)343 

INTER 01'1'1CE CONNU NICATION 

OATI ILay 7, 1942 

TO 

f'ROM 

Secretary Uorgenthsu 

Mr. Kamarclt 

Bu'bJ ect: Survey or 141litary Situation 

Axle Camoai~n Plana 

AccordinQ to Bri tish analysis, the following a re the 
Ax1a plane: -

!· Ruaela 

Overwhelming evidence indicates that the next major 
German operction will 'be an attempt to defeat the RussiAn 
Army and obtai n Caucasi an oil. The offensive will 
p r obably start late i n Uay or early June. The recent 
Russian operations have been designed to interfere with 
the German preparat i ons and so postpone the }It tack And 
reduoe its force. It i s over~oot1m1stio to assume that 
they have had any large effect . · 

J!. LibYa 

There ia little probability or en offensive 'by Ro~mel 
in the near future . 

Q. JiiMn 

Since the date or the reoorted i ncrease in Jaopneae 
rorcee in ILanchuria i a uncertAin, it ie still not possible 
to make sny deductions ss to Jaosnese intentions to .. arda 
RussiA. 

The Japo nese are continuin~ t o 'build uo their con­
oentrat i ons in the southern m•nd•ted islonds. This acttvity 
would indicate a Japanese •ttemot Pt outtin~ the American 
supply route to AustraliA . (Our MilitAry Intelli~ence 
states that the Japanese have several aircr aft carriers, 
a 'batt l eship, and about twenty traneoorta now i n the New 
Guinea rnd New Britain-Solomon leland area. The United 
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Statee hfts several task torcee deployed to meet this expected 
aeaault. Our main fleet, • hi ch formerly was in this area, 
hae recently been moved elsewhere.) 

(U.K. Operations Report, April 23 - 30, 194?; 
U.s. Mllitery Intelligence Information, May 6, 1942) 

!ir Operations 

As nearly as it CAn be made out , the Germ~n first - line 
~ir fleets are disposed ~a rollo-a: 

Western Eurooe . . 
Mediterranean are~ 
Russian front . 
Reserve in Germnny 

TotAl 

1, 000 
1,000 
2 , ':00 
1,000 

5.'500 

(The t otal or 5,500 is 1,000 greater than the British estimate 
of the German first-line strength.) 

(U. s . lil1l i tary Intelligence Inrormstion , May 6, 1942) 

Later information on the R.A.F. bombing ettack on Luebeok, 
the Baltic port, in March, gives mora indication or the large 
extent of the damage done. A complete embargo on the disp~toh 
of goode via Luebeck wee imposed for twenty-one days after 
the bombing attack. 42,000 people (about one-third or the 
po!)ulstion) were ma.de homeless. 

The R.A.F . has been al~oat completely successful in 
clo~ing the Streit of Dover to enemy shipping. During ~reb, 

only five enemy merc~nt shi oe or any si~e tried to oass 
t h rough t he Strait. One was sunk and a l~rge tanker wee 
aeriouely damaged and later beached. 

(U.K. Operations Re~ort, April 23 - 30 , 1942) 

Atlantic 

The main U-boat concentration is atilt off the consta 
of the United States in the AtlAntic and in thg Caribbean. 
Some I tol ian submarines are operating orr Braz il snd 
Free t own , Africe. · 

(U.K. Ooerations Report, A~ril 21 - 10, 1942) 
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PacHic 

A~atralian and D~tch trcope are still maintaining 
g~errilla operat i ons against t he Japanese i n Timor. 

A new Japanese ai rcraft carrier hoe J ~at Joi ned the 
neet, b~t whe t her she i a o converted merchantman or 
regular alrcrart. carrier iA etlll ~noerteln . 

(U.K. Operatio.ne !\!'port, April 23 - 30, lq4?; 
Uny 5, 1942) 
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