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-.t.-

~la\-U a~~d lletlpat1ont 
Bl.AIIton, Catherlae: Pat Ba.rrloo" • 1 1pectal 

ae111t&ll\ 011 lellate Plaance Oo.aittee - appo1ate4 
to lDterDal Kev111ue Bureau- 9/2/41 ••••••••••.•.• 437 49 

- B -

Blt.lltCD, Catherlae 
See Harri1on, Pat 

ButlDeoe Ccndltionl 
Baal eomor&Ddua en tltuaticn tor wetk ondlnc 

.lu&U I t 30 , 1941. . . . . • . . . . . . • • . . • . • • . • • • • • . . • . • . • . 

- c -
CaD&da 

S11 'llheat 

- D-

Dt!ontt S&vingo Iondo 
See rtn&Dclng, GoverDment 

- r -

Pl11&D01Dg, OonrDmlllt 
I ndian Service, Department ot I nterior: Snle ot 

$10 m1111oD o! 1ecuritiee cl1tcu11ed at 9:30 
aoeUng - 9/2/41 • . .•••••..••••.•••...•.•••..... 

0izco11 Roeerves, Credit Contro11, and Troaeury 
Financing•- Baal zaoorandua- 9/2/41 ••••.. •• • . 

a) DiteultioD by HMJr, Baa1, Bell, Stovart, 
BerDetela, Murpbt, and Vh1t1 - 9/3/41 .• . . . 

1) Cb&rte ... .....•.••••.•• •••••••••.•••. 
b) Diocuotion by HNJr, Currie, Btrnltola, 

Jl&neom, Goldenve1aer. Stewart , Viner , Haae, 
M~h7. Boll , and Vhito - 9/4/41: 
Soe Book ~. page 4 

c ) Ditcul elon by ~~r. Bantom, Ooldenwoleer, 
Stewart, Vlaer, Sproul, Bell, White, Haaa, 
and ll.urpey - 9/10/41: Book tii• page 224 

1) Preliainary contero.nce ot Treuury 
croup and moaorandum on which tboy 
agree: Book m. pagoe 21? and 220 

d) Dlteuoelon by HJ~r . Morri a, Haae, Stewart, 
Wh i te, and Bell - 9/22/41: Book ill. pago l 

1) Propoeed ~re11 reloaee: Book ill• page 28 

146 

12 

82 

205 
272,etc. 

• 
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- r - (Continued) 

PlUDoinc, Oo ... raact ( Cont1Due4) 
Dettntt ,..,tnc• Iondo: 

Ltzincton, Kaaaachuaatta, M1Duta M&n1 Prataa\ation 
to daQCbter ot da t i01ar ot r eplioa uaed 1D 
prottnt &dYe~itiQC ditcuoted b7 BMJr aad 

look 

ToUAC (Oo.,ernor, Federal Rt ttrYe lank of Botton) -
9/3/41 • .. ......•... . •••.•••••• ••••• •••.•••.••• •• 437 

Treaeur,r Glatt Hou•• at Rooktteller Plaaa, •ev 
Tork, d1opl&&t1n& to HMJr; 14th Street hit 
tirot choice and 23rd Stroot hit etcond -
9/2/41 . .. ... 0 •• 0 0 • • • ••• ••• • ••••••••• • •••••• 0 •• 0 . 

Dall;y tal eo tor J.u&utt ....•••••••.••..•. ......•.•• 
Pri•e-vlcnlng pootert - Muteua ot Modern Art -

9/2/41 ... .. •.•.... . .•.•.•..••.•.•••••••••••. •• .. 
Conterencei preaent: HMJr, OraYea , and t t&tt -

9/3/41 ......................................... . 
a) Repor t trom mail-o~or 41Yltion •.•• . •••• .. . 
b) Statuo of State organhatloftl •••• ......... . 

?ranee 
Sea War Conditione: r ore1cn Punda Control 

Ger~~&~~;y 

Sot V~r Cond1t1ona 
Gold 

Set War Conditione 

H&rrhon, Pat 

- G -

- B -

Blanton, Catherine (Harriscn'• opecial aaalttant 
on Senate !inanee Committee) : Appointed to 
Internal RoYaoue Bureau- 9/3/41 •••••••••••••• 

Bicbv&T Act o! 1941, llatlonal Detonae 
Bittor;y prepared by General Counaol 'a ottict-

9/2/41 ...................................... .. 

Inflation 
Stt Spoochea b7 RMJr 

Interior, Department of 

- I -

Indian Sor..lce: See rtnancln&o OoYornment 

- J-

Japan 
Sto War Conditione: Gold 

rae• 

&3 

63 
137, 138, 139 

140 

289 
33S 
338 

49 

74 

• 
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-. -
•~tlonal Detonee BlshvaT Act ot 1941 

Btetor,r prepared b7 Gener~ Counee1' e ottlce-
9/2/4\ •...... .. ....•..••..•••. . ••••....... 

! eUA&nn, JE&nuel {laergencr Co .. lttee t or Zlonlet 
Mf~tro ) 

See P~eeUne 

- 0 -

Otflce ot 01v111an Detenoe 
Oaoton appointed Treaour,r 11a 1oon repreoentat l•• -

9/3/41 .. . .... .. .. . ... .. ... . . . . . ............. .. 
011 

See War Condi t ione 

- p -

Palut lne 
Report on preoont situation by !banuel Neu:onn 

{Emergency Co~ittee tor Zlonlot Mtalro) -
9/3/41. .................................... .. 

a ) Copy of memorandum aont to ~ellea ..•.••. 
Pt.ul, Randolph 

0Redoolgn1ng Federal Taxation • ..••.. . .•.•.••••. 
Petroleum 

Seo War Conditions: 011 
Poet-War Planning 

Brltlob implre--Amerlcan cooperat1on: White 
memorandum on McDougall-Bruce {Auatrallan 
roprocentativeo tn Waoblngton and London) plan -
9/2/41 .......... ... .......................... . 

Price C~ntrol 
See Spoecbeo ~Y BV~r 

Procuro=ent Dlvlator. 
See Yer Condition!: Lend-Lea•• for delay compl.alnta 

- R -

RtYenue Re•teion 
Soo ro~ctlon to 6~ profit limit propoool tn 

KMJr'o opooch In Booton on inflation: 
Spoechoo by HY.Jr 

"'ledooigntng l!'ed orol Taxatlon ' b;r Rando1pb Paul .. 
1941 Ro•onuo Bill cbangea aa approved by Sena t e 

Ftunco Cocmlttoe - 9/2/41 ...... . ............ .. 
Hondoroon {Loon) correopondenee with Congreoo on 

joint r etur na dl ocuooed by HMJr and Bondoreon -
9/3/41 ..................................... .. . . 

- s-

S\lver 
Soo Var Condi tione 

43? ?4 

35? 

353 
354-.1. 

68 

142 

68 

69 

281 

• 
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Spttchto b7 IIMJr 
IntlaUon: 

- S- ( Co~tinuo¢) 

Pratt 1 o! optech to bt ' l•eo t o Botto~ 
AdYOrthlng Club - 9/3 41, ••..•. ,, ......... . 

Preft 2 - 9/ 4/ 41: See Book ~. p~e 9~ 
• 3 - 9/4/41: • • ~. • 112 

FDR1 t IUQ:tltlono - 9/5/41: Book~' PIICI 215 
Drett 4 - 9/5/41: Book 431! , page 216 
Reading cop)' Bl t aken to Form for rtvlov: 

Book ~. PA&• 237 
e) Changeo: Book 438, P"6• 3&e 

Leon Honderson-ll.ha ~lllott colllllent: Book 438, 
page 270 

Praft incorporating changee R«rtod upon b7 
Hv.Jr and Kuhn - 9/8/41: Book 439, page 6 

Final reading cop)' - 9/9/41: Book ill. page 104 
a) Mut\J.&.l Broad.ca•tlng :.;.••te= atat1one 

carr,7log opeoch: Book ill. pago 135 
Prete coa=ent - Merillat report a · Book X!Q, 

page 215 - 9/12/H; Book 442, page 346 -
9/19/41; Book ill• page 84 - 9/26/41; 
Book ~. page 304 - 10/3/41 

Ma!l resume' (Mre. ?orbuoh): Book ~. 
pll;l e 3 - 9/15/41; :Book 44?, P"6• 184 -
9/19/41; Book 447, page 309 - 10/3/41 

Stob111zation ~~reement a 
Recu.~·· or to date - Cochra.'\ MfM~randU£\ - 9/3/41.. 

• T-

Thailand 
See ~ar Co~dltloos: Gold 

- u -

Uoe=~loy:ont Relle! 
Work ProJect& Adminiseration for Yoek ending 
A~.~gUat :x>, 1':141 ................ ............. .. 

U.S.S.R. 
Sec ~fo.r Con11tlons 

Un1 ttd. Klnsdo" 
Soo War Con~ltiona : V.!litar7 Plannlne 

'lar Condl tiona 
.Urpl anea: 

- It -

Book Pa,;e 

437 188 

3G2 

158 

Sblp=ent$ to United !1ngdo~ and ovort eAt co~ds -
~rltlah A!r Cc~iaolon report- 9/l/r.l . . ... ... 1 

AQcrlc&o airplanes In Unit~ Xlngdoa: White reauce' 
of report• brougnt beck !ro= Unl~cd Kingdom-
~/3/41... ... ... .................. . ............. ~' 

• 

• 
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- W- (CoaUnut4) 

War Con41t1ooo (ContlDuod) 
Boolt Peco 

IZobaaco ..rkot reoaao' - 9/3-3/41, .. ,,,,,,., , , 
ll:port Control: 

437 166 ,384 

~orto of potroloua produoto, ocrap lroo., 
aad oerap ot oel !roa tlll1tt4 atatoo to Japo.o., 
Buoola, Spain, o.lld Groat Brltalo, vook 
en41nc Aucu•t ao. 1941 ..••••...•.•...•••.•. 

Jorolcn Pundo Control: 
rranco: 

Jronch GonJ'DlDODt pqaonto o.llOVOd -
f olo;y-Pohlo a .. oro.ndua- 9/2/41 •••• ,,,,,, 

GOJ'111&D71 
Propa&aado. fllc• diocuoood by IDI.Jr and 

Breckoor14co Long- 9/3/41, .•••. . •..• ,,, ,, , 
Cold: 

!b&lland National Bo.oklng Bureau of Mlnlotr.r 
of rtnaaco and Yokohaao. Spoclo Bo.ok conclude 
acrollllent for purchaoo of 26 allllon baht 
ln Japan••• gold- 9/1/41., •••.•..• .. .•..•.. 

Lood-Loaoo: 
Vblto, Harry D.: !o be !reaour.r llaloon officer-

9/2/41 . . ................................... . 
a) Acknovlo4g=ont by Ph1111po - 9/3/41 •..• 

Mack and !M.Jr dltcuoo contlouod cocplalntt of 
4olq - 9/3/41. ............................ . 

a) Dltcuotlon on Soptoaber 4, lt411 
See Book 438, pa£00 ~7 and 86 

b) Gr oonbaua-KKJr convorta tlon: 
B~ok m. page 194 

c) Stottlnluo conforonco on opoodlng up: 
Book ~. pace 143 

d) ~•ck aaaorandum - 9/10/41: 
Book ill• pace 322 

o) RHJr•t report to rDa- 9/12/41: 
Book tiQ,pago 188 

f ) Lord Be&Yerbrook thaalto !M.Jr for rt4uclng 
tlae for co~lotlng purchaoot - 9/12/41: 
Book 441, Pa&• 331 

g ) Oreonbo.,...Mo.ck conforenco - 9/18/41: 
Book ffi, Pa&• 99 

h) Chart• thovlng tlmo nocootary t o fill 
ordere froa lDcoptlon of progrc -
10/27/ 41 : llook 1!!!. paso 260 

Mll l t ar.r Planning: 
War Depart ment bullotlnol 

Italy ln the Preoont War - 9/1/41 •• ..•. .•••. 
Th.rough Sun and St.Ddotora t o Soll\IJI - 9/3/41.. 

Beporto from London tranomittod by Campboll -
~/'i?--3/41 ..................... .. ... .. ......... . 

011: 
Plpo llne - Southoaotorn Plpo Ll no S;yotom - a 

pronlaaatlon- 9/3/41 ••.•••..•••.•• , •• , •••••• . 
Poot-Var Plannl n,o:: 

Brltllh lap1ro--Jaer1c~ cooperat i on: Vhito 
a"'orand= on McDougall-Brueo (J.uotro.ll&D 
roprooontat1Teo ln Vaehincton ond London) pl an -
9/2/U ....................... , .• . , • · ...... · .. • 

162 

117 

339 

141 
347 

179 

1 
389 

168,396 

360 

142 

• 
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- V - (Continued) 

Var Con4lttono (Continued) 
Purchaolnc Mlooion: 

Too tlnc ordor aaloo - 9/2/41 .•.•••••••••••••• 
911-.er: 

llroakdovn of purchaooo 1>7 oourcoo: Cochran 
:IOIIOr&nd\11> - 9/3/41. o. o • • o o o • •••• • • • ••• • • . 

u.s. s.a.: 
American Mi ooloo poraonn o1 - 9/3/41 •• • •••• ... 

llhoat 
Surp1ue C~•adiao wheat dtoouoood l n memorandum -

91!~4~1~~~~1~; ·~1~h· ;Di- ~4·M~ ~ : ·r.oa·i~····· 
connection with coot ot 11v1nc ••.••.•••. 

b) Pouible anover to CMa <IA gropa.r od by 
rreaoury but not oont to 7DR - 9/12/41: 
Seo llook !iQ. ~· 1?9 

VbHo, Harry D. 
To be 'l'reafU.."7 lt&hoc o!ttcor 1n Lo•~-!.taoe -

9/2/41. 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

a) Aeknovl~ent by Ph1111po- ~/3/,1 ...•. 
Vork ProJocto J4111n1str&t1on 

Seo Uoo:oploym•nt Reli ef 

llock Page 

43? 144, 1411 

356 

361 

156 

26 

141 
:l-;7 

• 

• 
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' MEMORANDUM 

fROM BrHiab Supplz Co11110U in llortb AMrioa 

TO Mre. HeJII'ietta lOots 

Coepliaenta on:.R. Gra;y 

r -· 

./ 
• I 

-

L. . 
... 
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U. K. 

u' lt. 

U. K. 

M.E. 

u. x. 

STA11¥fl!T NO. 30 

AIRCRAlT S!JIPPED TO U, 1i, & Oml$1AS CO!fW!DS 

u. Jt, 

u' 1(, 

U. K. 

Port SUdan 

u. lt. 

By Sea 
week ended 

5 

6 

7 

9 

• 

22 
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hW .... , la•l, UG 

"'"'· ~ Pft4Ut' a MUon ... d ... •• u outaet 
•P"•Al oe 5&\lll'dt.r ltat la\o ... ""'- M&elet• aeA 

._..ala J)l'o-.1~••• el ... "'~ lft tbt Oablae\ MIU \e 

arlUel .. llJ.e tor bellllf \oo '-'laltlq. la~M Mlnlat• 

~~ .... 4aJ' M W llal Dlrelll (- !Cll'lhte• trtr f'Oftlp 

Atta1ra) ucl ad.a tor ao.-UaUone \a 1lle ... ...,.. .,. .. 

• NSII&l\ a ... ,lac vaa hel4 r••••r«aJ •nlftc la ._81',1 

'aleM a\ '*tell Slllil ?Joeal .. , ~ Pn41et, Wal 'flellb, 

•at ~. ~~ .. )Uala&• aa4 ... oe. .... .,..,.,, 

lbaiP' ealt at U &Ul·lu '"-Ill.• Wl"tk ot 1014 ••• 

......,.... •• -.au _, ... tiM .... •'iUll 36 Dalh4 ltatee 

6eU..a 0114 ... poOill4 o.-U. ..-ela 6,01 tlalt.. 8\oMI 

.. u. ... oqul.• 10 &1eala eo ....... . traaapon ot \he a-ll 

\a lntf ell h at opUta at lllah&.r et Plaoaea, wo alb 

to• lll SIUU .. Ueala -"k •=rtta~1 I 1 l•4• .. 

Naaia aareut&et le ..U of J..... • .. ., ........... 

2 

• 
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0 
0 

p 

COliJ'J.Dmii.U. T COlltDLalr I.U. 

¢' • . 

•' ~ ,._,~" P .A. R .A. P B R .A. I Jl 
""'f - - - - - - - - - -

J.merioan Legation at ~II: rMde ou.betant1all:r ae 

follOWII 

of J.,..,.at 28, the Yoll:ohaaa Speole Banlt and. the Batioll&l 

llo.nl<1llc Bureau ot the laniotr:r ot J'lDaAce b&1'1 concluded. 

an acree~>~nt pr ortd.1a& for the purcb&ee by the IJaUoD&l 

!lenk1D& llur•u of Jepane .. cold. to a Yalue of twent,-.fin 

million bs)>t, EttecUn the date of the eig~~&ture, J.ucuet 26, 

the acre-nt will relllllin 1n operation until Dec•ber 31, 

1941 and. ia eubject to alteration, termination or proloaca-

tiOn proTid.ed the p&rtieo to the t.CJ"Ie .. nt giTe their 

conoent , .A. eubotantial pe.rt of the cold , or perhapa all ot 

1t will, at the d.1acret1on and. u.pon the requeet of the 

Jinance llinieter of '!baillul4, be ehipped to Jlancll:oll: mere 

it will couti tute a portion ot the currency reeerYe, 

In thh connection, the b11t authority bat d.1aclcaed that the 

ehipment of gold to tllit extent of baht thirteen 111111on h 

beinc aall:ed for at once, The Japanue are to be g1Ten 

baht currency ln an 11110unt equ1Talent to the Yalue of the 

gold for purchaeea of rubber, tin, riot and other 

couod.1ti .. , .A. credit uP to baht twent,-.f1Te llilllon bee 

'been 

• 

, 
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PriM lll.ahhr, howftr, ..-1u4 tift..., \be lapqeM 

1D tbe 1114 acre..S. to •11 tbot col4 oa tbot hl'lle , _ _, ... 

• 
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!10 Ol!JWliO!I 1'0 P!!BLIQ.U'IO!i II! liERYIC! JQ!!I!l!U,~ 

14ILITARY Ill'l'ELLIO!IIOJI DIVISION 
VAll DEPAR'l'Mli111T 

Vaahington, September 1 , 1941 

l."OTIC3 

n:ll'l'.A!rlvt LESSONS .BOIJ.IIl'Ill 
llo. 162 

G-2/2667-236 

The information contained in thia aeries or bulletine 
will be restricted to iteco from official eources whicb are 
reasonably confirmed. The leaeona neceaoarily are tentative 
nnd in no oenee mature otudieo. 

Thie document it being given an approved distribution, 
end no ndditional copies are available in tho Military Intel­
ligence Division. Yor provisions governing ito reproduction, 
ooe Letter UG ~.06 {9-19-40) 11-B-M. 

ITALY Ill TilE PRESM VAll 

SOURCE 

This io the third end lest of n eerieu of three bulletins 
booed on trenalations of connected article• written by a German 
war correspondent end published in separate iaouea of tho Militar 
Vochopblatt, a aeei-o!!icial periodical diatributed to the Geroan 
er~. 

This bulletin, whi ch describes tho Italian loaa of Veot orn 
C)Teneica, ie a continuation of tho article• published in Tentative 
Lesoona Bulletins lloo. 150 end 151. 

As thh account was written from the Gerl!ll\ll point of view 
and wee intended to bolster friendly fooling between tho Axia 
partners , propegandietic t endenci eo should not be overlooked, parti­
cularly with regard to the aize of tho forces oppoaing the Italiane. 

UQ O!JEOTION TQ P[BLlCjXION IN S!RYIOE JOQBN•r~ 

- 1-

? 

• 
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!iO OBnQ1'ION !\'0 l'!lBLIOjZIO!I IX SIRVlCJ .rni!RJm§ 

IUIJ Ill T!!l fliiSP'R VAR 

.Ltter takill8 Tobruk, General Vilaon counted upon Italian re­
aiatance at Derna, the next i~ortant aettlement, Actually, howevor, 
Morahal Grazi ani bad decided to oc~ a mor e f avorable defenaive poai­
tion which had been prepared woat of the town, on the eastern pert of 
the plateau of Barca. Only combat outpoate were left behind in Derna, 
Jor tbroe d~o theae fulfilled their dol~ing miaoion against the 
toremoat groups of purouing Britona, before rielding the town on 
J anuerr 30. Tber then withdrew to the main poeition, wbich ran aouth­
ward from Cir ene, • 

Britiah advance detachmenta reached jpollonia on the 3let and 
eatabli ahed contact there with a Britiah f orce estinated at oeveral 
diviaiona. ~ttack aeeoed verr difficult, eopecially since the terrain 
waa unfavorable for the Britieb armored uni t e. Obviously, however , 
the poaition could be held only it it wer e not turned on the ooutb 
aide. If it were, t he defender could be cut off from hi& aole rear 
communication leading along the coaat, via Bengaoi , to !ripoli, and he 
would then share the fate of the defendera of Bardia and 'l'obruk. The 
Italian command was not willing t o toke thia obance, and it had, 
theroforo , already pr~ared t o evacuate Bengaoi. !t meant to bold out 
eaat of that town only so long aa that could be done without endangor­
ing the lOth Arm:~ . General Tellera, the Col!lmAAder- in- Chief , accord... 
inglr had aent the armored unit at hie diopoaal - one brigade - t o the 
road Junction at El Uechili \li th ordern to protect t he right flank , 
correctly anticipating that t he Britona would seLd forces toward that 
Junction. 

~s unit encountered ene"')' t anka on January 31, and tbrev 
t hem back. During the next t~o d~a, however, auporior Britiah armored 
uni u arrived, and the Italiano wore obliged to r etreat to Bengaai , 
Some of theae British unite followed them over this route, but tho 
maJorit7 puahed toward tho eouthveet i n an effort to cut off tho 
Italiano and prevent t heir reaching tho coaat road, These Britioh 
ar=ored unite advanced in two columna: one armor ed brigade vent br W87 
of Solucb: and t he other group, conaiating of armor ed units, artillorr, 
nnd motorized infantrr, croased the doaer t at top speed, fUrther aouth. 
Both ran into retreating Italiano on 7obruarr 6, for aa soon aa General 
1'allera had received newa of the fall of El Mecbili , he had given or der• 
to qui t tho defense of t ho Barca plat eau and to move back al ong the 
coast road. The attacking Britono, t herefore , were able t o march into 
Cirone on Jebruarr 3 after alight reeietanoe, in the form of a del07ing 
act i on, from the Italian rear guarda, On the 4th, the van of tho lOth 
Aror aet out to the south from Bengaai ; the other troops followed i n a 
long column. Tho British aroored uni t a, having r eached the vicinitr 
of tho Italian route of march after a 30-hour advance over difficult 
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terrain, were able on]J' to hara .. the eulqf on Jebruar;r 5. !he illd<rano. 
element• of the lOth Ar~, about 7,000 men, were therefore able to 
contiuue their eoutbward retreat after repellinc a fev flank attacke, 
and they enntU&l]J' reached Tripolitania without turther contact vitb 

9 

t-he eneJDT. • 

liT the morninc of the 6th, the llrithh, on the other hand, blll4 
received euch reintoree .. nte that tbe7 were able to adYance eerioue]J' 
to the attaolt. !hei r ar...red bricade at Soluch vae the ueatut dancar 
to the Italiano. ~t 10 o'clock therefore, General Teller& ordered hie 
armored brigade to counterattack. Of the 100 ~13 tanko which took the 
field, including the one in wbicb the General himaelf waa, only 14 were 
left vhen the battle ended in the enning. 1'be Italian machinea were 
not etroft8 eno"8)1 to vitbotand tboee of the Britiab in the individual 
duele which developed. Jut the latter eleo had eulfered heavy loeaee; 
one of their armored regimenh left the field with on]J- eix maohinee 
not dieabled. General !l'ellera bad been mortal]J- wounded in the couru 
of the battle, and bil :place bad been taken b)' General :BorgonsoU, al­
though the latter bad been eeriou&]J- ill in Bengaai Iince bh illdnnturoua 
eacape trom :Bordia. 

'l'be eacritice of the tanka bad not bro,.,t the deoired relief 
to the retreating Italian column. 1'be area to the eea wae eo narrow 
that the rear of the column had been affected; ita forward elementa had 
boon held up by tho English southern column. On i ta two flank• a aerioua 
div1o1on in the unite had developed, and the commend had loet control of 
tho o1tuat1on. ~ battalion of the Englioh rifle brigade had eproad out 
tor a dietance of fiva kilometers acroes the coaot road, down t o tho tea. 
!l'bree ti~e• in the couree of the night the Italiano atte~ted to breok 
through; deapernte call• for help vent out troa the battalion, and anti­
tack guns, tank •inee, and r einforceQOnte were eent to ita aaoiatance. 
llevertheloee, the 11 tuation waa extreii8]J- grave on the JOOrning of the 
7th vhen General Bergonsoll put hia total forcee into action, including 
the 34 tanka which were etill oervieeable, and ordered a treab nt\o.pt to 
break through. 1'be Italiane amaabed in along a rather vide tront and , 
according to otatemonto of English officer•, fought brilliantly. Hov­
ever , they did not eueceed in breaking through , and at 10:30 o'clock, 
attar a three-hour battle which nearly exhauated their ammunition , 
Bergonzoli gave the order to eurrender. He and five other general• were 
taken prhoner. 

!lot until atter thie victoq did the lngUah approaching troa 
the north 1110ve into llengaa1. Mobile troope ll&de a vain atte~t to reach 
tho Italiano vho hilld retreated oouthward; but the latter , by traveling 
via .lgedabia along the eoutheaat tip of the OUlf of the Ckeat Syrte , 
Vbieb cute deep into the lend, finally reached 11 ~ella. 

The !rit1oh depicted thio lRat battle aa a tremendouo v1ctor.r; 
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tha7 ola1•4 •o ban \alt.., 18,000 prhoMro, 8114 \baa repor\M t!la\ 

tha• brau&bt tho total CI!Ptur .. alnce tb41 bec111J11DC of tho oftonoift 

to 130,000 .,., and mcll oqu.lpooant, ~ poooouioll of :Beacui harbor, 

llhlcll, lt wu oa14, wao oulted tor cruloero and llght tlghtlac torcoo, 

... woll .. tor a ouwl7 'bolo for tlchtiiiC foroeo, .... IIIPhaoind .. 

'boiDC Juot aa h1portant for tha control of the Btra1 to of Sioil7 ao 

vaa tho pou iblllt;r of utiac tho ItaliiiZI a1rf1ol4o ill C;rrona1ca. !bat 

a onere blow had. ind.oed bee11 doalt the Itali1111 MilO' wu acltncvle~d 

b;r ~ooollnl in hlo opoecll before tho h.tolot .&r., unite on Jobruer;r 

23. In that opoocll he oa1d: 0'!'bo lOth Mrq vaa COIIPletel7 onrrw1; 

Air lloet 5 vao almoot lltorall7 oacrlficod, • He wao, hovo.,.r, ab1o 

ri8htl7 to aM that thlo defeat did not ohelto Ital;r, but d,qpl7 al!.dod 

to her determination. 'l'ho contri butlono thuo far made by tho mother 

countr;r to llorth Ahica had. beOD larp. lro• October 1, 193?, to 

Jenuar;r, 1941, 14,000 officoro and 327,000 DOn had. boon oont to Africa 

for the 6th and lOth Mmleo, vlth their ton diTiolon~ of wb.l te and 

native troopo. 'l'heoe men had. been equipped vlth 1, 924 guno, 16,386 

machine guno, 7?9 tanka, 9,585 laDdcoing vehicloo and 4800 other motor 

con••1a.n.cea. 

Upon hlo own requeot, !Carohal Orasiani vao rollevod ao Cb1of 

of tho O..neral Staff of tho .&rltt:!, Governor O..neral and CoiDID&IIdor-h>­

Cb.lof 111 Libya. and Co.........,.r-in-Chlef of .tJ.r lloot 5. O..neral Porro 

&lao cave up hlo eolll:lllllld, Orasianl'o for•er ou'bordiuto, O..neral of 

tho MilO' Garibaldi, ouecoedod him in North Africa. 

At t he lnat, tho Italian troopo had. fought againot groat 

ouporiorit;r. Three Rritioh ermored and. DOtorised divloiont, throe 

In41an, throe .Aiutralian, and two !lev Zealand. divioione, Polhh and 

French units, and three additional divioiono in Palootlne ao reoerve , 

oppo .. d tho ItaliiiZio, vHhout mentioning t ho """ who had aeon act1o11 

1n 4aot Africa, 1.3>,000 in tho Sudan and 100,000 in Xen;ra. • 

'l'bo Znglieh nov had to decide bow t hey were to e~loy theeo 

foroeo in tho tuture. '!'boy probahl7 had. tho original intention of 

eontinuiiiC the attack on into Tripolitania 1n order to 41'1Yo the 

Italiano ont1rol7 out of llorth Africa. 'l'hlo wao ni'Jor dono. It lo 

not yet known vhothor or not lt vu concern ovor tho torrl tor;r llhlcll 

had. flrot to be travoroed. on tho voy to Slrte, and which vao without 

water for a atretcb of 400 kilo .. tore, that deterred the !ritloh from 

carrying out thlo intention. 'lhe trip to tho llear Zaot at the end of 

l'ebruar;r by tho Cb.lef of the I~rlal O..noral Staff, General Dill, 1111d 

by 7orelgn llinhtor lclon, oeeme to have decided. tho Brltlah to llelto a 

halt ln Cyrell81ca. General Wileen, tho collllander of the Army of tho 

llllo, wao -loted. Govol'llOr of O;rrell81ca. Bio troopt wore to talco 

• 'l'bo olze of tho Rritiob force 1o conolderab17 exaggerated, 1>-2. 
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over the det ent e ecainat Trlpollt..Ua 1D t he re~lon of n -'&bella. !he 
!rltlth dri ve et oppe4, then, at itt haltw.T aark, and t roop• wer e re­
IIOVed for uae eltellbere. 

!he Italian otroacbolde vhlch were otlll hol41~ out in the 
deoert oouth of 07rene1ca, under theoe circuaet anoeo, could 110 lo~r 
be maintained, The Oaoh of lutra had been held for 35 de¥• b7 Captain 
Oolo1111a; he had puohed forward of fenoln:Q> 'apinat .i:n«lleh and Jrench 
attacko until J'tbru&rT 23, b7 Which date the Oulo vao enUre:Q' en­
circled. In the for enoon of March 1 he vu forced to ea:,itulate and 
to eurrender t o the Jree Jrench. Oiarabu.b pve in on:Q' on Uarch 21, 
after a four 1110nth '• reoht ance and aft er the woundl~ of i te heroic 
commander, Lieutenant Colonel Castagna. In March, the !rit ith forcee 
there had been etrengthened more end eore, end flnal:Q', juat 'before the 
Eft411eh rule in Oyreneica eollepoed, the defenae of thlo laolated poet, 
which had been oo couraceouo:Q> ...Untainod alth0U41b it rare:Q> oaw 811 
Itallen airplane Oftrheed, wu 'brat.n. 

Tho reoulta in eaotern Cyrenaica encouraced t~!rltioh to 
undertake attack• upon Ital7 l teelt, During the ear:Q>"'!!wt of tho nlsl>t 
of J'e'bru&rT 10, parachute Ju.-pero landed in Southeru Italy in 811 effor t 
to deatroy an i~ortant weter condnit; 'but they were ooon reudered 
hermle11, Short:Q> thereafter, a neat unit coiOI.ng fl'om Gibraltar under 
Vice-Admiral Sir J. Somerville - the 'battleohlpa KolDYA and~: t he 
cruieer 5heffiold; the airplane carri er ~ ~: and other ohipe -
appeared before Genoa ono overcaet d~ and 'bombarded the city in a aur­
prhe attacll:, ldlllng 144 and ¥oun41~ 272. Ell&l811d bellned her 
domlneUou of t he eea wae oo eoa:>lete that ehe fixed a blockede area 111 
the central Uedlterraneen, thinking ohe could prevent communlcetion 
between Ita:Q' and Nor th Africa. But ehe wao ooon to exparianoe bittar 
d1oe;ppointmonh. After Grand Admiral l!Aeder had 1111t w1 th the I talien 
Under-Secretary of State, .4dmlral ll1ccard1, at Herano, on J'eb~zy 13 
and 14, the Sheffield oteaced i nto Gibraltar eeverel:r ~d by 
Italian fllero. 'l'he Su.n Canal v ae 'blocked repeatedly for lo~ pori ode 
by auceeootul Germau air attaeke. The uncertainty of tho co.wdcatlono 
indlaponeable to t he !ri thh poet tlon in the Bear Eaat ,,.. clearly ahown. 
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September 2, 1941 
10:00 a .m. 

GROUP ::EETmG 

Present : 

!! : :. Jr : 

Gaston : 

!:. ·~ . Jr : 

':ast on : 

Bell : 

Gaston : 

l.!r . Cochran 
!X. Bell 
J :r . Haas .. Foley 1-.r • 
I:r. ?hemps on 
l!r . Kuhn 
:_~ . Blout h 
::r. C-aston 
J.:r . Sullivan 
!~. Schl'larz , . . .r . Graves 
~.:r . 1 •• hi te 
l.:Z.s . Klotz 

1.:e11, it is nice to see you all here. I 
never 11orried less about t he Treasury. l..ell, 
Herbert, nhat did you do that 11as ril'ong? 

Let's try to approach it froo the other 
direction. 

I s everJtlu~~ al l ri~ht? 

I thlnk everything is ~mder control. There is 
a little t~atter which Dan 11ill be interested 
in this morning, this transaction t hat I 
snolce about of the Indian Service of the 
Departnent of Interior, trJing to sell ten 
milli on of securities . Bill Heffelfinger 
can tell you all about it . 

He did. 

'.le are just sittint; back waitin&. I think they 
have a right to denand theu if they coc e back 
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and insist on it. 

Bell: I think t hey have been sold and I think the 
brokers are calling this morning as to when 
they can get delivery. I have an idea l'le 
will have to let them r.:o . 

Gaston: I think that goes both ways . I think they have 
been sold twice . 

3cll: Yes, I t hink they have gone short . 

!!..:. Jr: 

Bell: 

II.:.:. Jr: 

Bell : 

Gaston : 

aell: 

n.::. Jr : 

Bell: 

\'.ell, you r:1ight 11I'ite a very stron9 letter for 
me to sign to Harold Ickes saying ~t mustn't 
happen again . 

I t h ink we can sh0\7 them where they are 
losing money. 

\'.ell, ,·;e just can't have agencies going off 
on t heir o1•m like that . I don 1 t care how 
str ong you make it . 

All right . 

This \'\'as a slick salesr.m.n for this brokerage 
house 1;ho just ca.oe around and high pressured 
theiJ into ~t . 

Yes . r;ell, he knen better because he has 
been in to see me a number of t imes and I 
told him to stay away !roo the agencies, 
that they all operate t hrough the Treasury 
and we operate throuP,b the Federal Reserve 
Bank of N e\7 York, ani! \'le favor no brokers. 

You can make it a little caustic by sayin~ 
you a r e surprised Harold Ickes \'las taken 1n 
b7 a Fuller Brush man. 1,','ell, you t ake care 
of it and I nill si &n it . l!ake it good. 

All right • 
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JJ . J.:. Jr: 

Gaston : 

li . l~. Jr : 

Gaston: 

U.::. Jr: 

Gaston : 

Bell: 

Gast on: 

n.::.Jr: 
Gaston: 

H.::. Jr: 

Gaston: 

- 3 -

\lbat else? 

There is this matter that Dan is also 
interested in of this censorship bill 
prepared by the Navy, under which we are 
to have ArnrJ and llavy mili tary censors 
in case of ecergency. The only way they 
have approached us is infonnally, but t he 
onl y rtay they have approached us formAlly 
is a.skin~ your approval on that section 
of the b1ll that relates t o the Coast Guard, 
nhich l'lould enable them to detail Coast 
Guard officers on the same basis as they 
detail l!avy officers to censor . I have 
prepared a letter for you stating that 
you don't approve it because you think 
military censorship is the wrong kind of a 
censorship, so I t hink you may want to 
consider that before --

Viell, have you writt en it? 

Yes, I have a memorandum. 

r:ell, I had better read it, ha.dn ' t I? 

I think you had, 

llay I see a copy of it, Herbert? 

Yes, surely. 

An;rthing else? 

Nothing else . 

Herbert, talking on that, "Short-wavers 
give big news tips; Govern."llent listeners 
learn of German plan to march into 
Russia. " ·::ell, that is Fly's outfit , isn' t 
it? 

Fly? 
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H.U. Jr: 

Gaston: 

H.U. Jr: 

Gaston: 

H.M.Jr: 

Gaston: 

H.ll. Jr: 

Gaston: 

H.L!. Jr: 

Gaston: 

H.M.Jr: 

Gaston: 

H.JJ. Jr: 

Gaston : 

H.1l.Jr: 

- 4 -

Yea . 

Well, I suppose they are talking about Fl1. 

Wellt anyway, if there ia auch a thing, I 
woul<1 like Kama.rck to be put in touch with 
the man, if there ia anything like that around, 
please. 

There is a broadcast listening service that 
listens to short-111t.ve and standard broadcasts . 
In Europe it is mostly short-wave and they 
are aending out short summaries of the highlights. 
I am getting a copy ana have arranged to 
have Mr. Kulin put on for copies . They have 
been doing it for some time. 

Kamarck? 

Yes. 

llilitary is what he is i nterested in. 

There has been nothing so far of any interest. 

Well, let Kamarck take a look at it for me. 
Do you know who he ia? 

I don't think so . I have heard his name. He 
ia in Harry \'lhi te• a shop, ian' t he? 

Yes, but the work he does 

Oh yea, I know. 

I mean, what he does for me has nothing to do 
with Harry White' a shop. Is that right, 
Harry? I mean, it ia two separate things. 

Yea, surely. 

He works for me direct • 

• 
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Gaston: 

H.IJ. Jr: 

Gaston: 

I!.t:.Jr: 

Foley: 

Klotz: 

H.!.{. Jr: 

Foley: 

H.!.!. Jr: 

Foley: 

H.li. Jr: 

Foley: 

H.l t. Jr: 

Sullivan : 

H.I.! . Jr: 

- 5 -

Like the Captain? 

Like the Captain used to, only better. 
All right? 

Yes . 

\'/ell --

I haven't been back long enough to find out 
what did or didn 1 t happen whilo I 118.8 afty. 
I came in on the Capitol Limited this morning 
and I went hane and came right dovm , 

He doesn' t want to know whether you have been 
back long enough, he wants to know whether you 
have been away long enough. (Laughter) . 

And I am not leaving the room. 

Everything go off all right? 

EVerything went off very well, thank you a 
lot . 

Were you at the ranch all that time? 

Practically all the t ime. I flew from the 
ranch resterday and got into Chicago around 
noon tl.me and came dom on the Capitol 
Limited last night . 

I won't ask you any questi ons about your work, 

All right . 

John? 

We are going over the bill this morning at 
eleven. It will be introduoed tomorrow 
morning. 

You leave any time you want to . 
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SUllivan: I han plent7 of time. 

H.1!. Jr: 

Cochran: 

H.!.! .Jr: 

Cochran: 

Merle, I didn't read - I oka7ed that Mexican 
release but I didn't read it a.eywhere. 

Vlell, the Preeident of Mexico gave his 
message yesterda7 to Congress but he decided 
not to go into details so the State Departmant 
hasn't oean obliged to give out anything as 
yet1 .so it m&f come later but so far there is 
nothlng. \'lhat is in that envelope, Canadian 
money'? 

Not vecy much. See what you can do Tli th it, 
please. 

All right . So that release m&f not be given 
out until after t he t hing is signed and no date 
has been fixed yet, but they think it will 
still be before the fift eenth, Which is the 
Llexican anniversary. 

The Ecuadorians were in and talked once or 
twice since you left and sent in a formal 
request but there is no rush on that . We 
have bad same exchange messages with Fox 
and all of us are workinf on that now. It is 
rat her co~licated. It s freezing and 
stabilizat1on together . 

H.ll. Jr: I would like you to prepare for me a t humbnail 
sketch, if possible not more than one pa~e , 
just nhere, for instance, the stabilizat1on 
_,an Tli th China stands, our stabilization loan 
'IIi th Argentina, where does that stand'l Have 
they used any money and so forth? And from 
noiV on I would like to have it once a month, 
you see. 

Cochran: JJ.l right, sir . · 

H,U,Jr: I mean, if somebody a.aks me, bas China used 
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&ny' of the money, I wouldn 1 t know. Haa 
the Argentine? And then we have fOt that 
gold agreement with Brazil, haven t we? 

Cochran: Yes, we have that . 

H.U.Jr: But any one - juat on the stabilization or 
the gold. 

Cochran: I keep a table of t hose. I can give you a 
summary each week. 

H.I.!. Jr: 

Cochran: 

IU.l. Jr: 

Cochran : 

H.ll. Jr: 

Bell: 

l!.Lr. Jr: 

Cochran: 

From now on, once a month, you see, and then 
if - write it ao that if I want to send it 
to the President and Mr. Hull, I could. 

All right, sir. 

But keep it to one page . I mean, anything 
that we are doing with any country on money. 

All right, sir . 

And before it comes to me, would you let 
1'/hi. te look at it and if he has any addi tiona 
or subtractions - let him look at it and go 
over it before it canes to me. Do you want 
to see it before it comes to me, Dan? 

U ot necessarily. 

All right . But if you would let White look 
at it, but I would like you to prepare it for 
me, Merle . 

All right , Then Tie had a request from London 
a ooup1e of days ago in regard to any negotiations 
here by the RFC with Russia, where the British 
thought i t might help them. So I asked Mr. 
Gaston ' s approval to have the Department of 
State refer the inquiry to Llr . Jones and we 
have had nothing with the Russians since you 
left . Ue have finished that arrangement that 
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H.U.Jr: 

Cochran: 

H.Ll. Jr: 

Cochran: 

n.r:. Jr: 

Cochran: 

H.l!t. Jr: 

Cochran: 

H.H.Jr: 

Cochran: 

H.lr.Jr: 

Kuhn: 

H.l!.Jr: 

Kuhn: 

- 8 -

we made that dar· There has been no Russian 
gold shipment s nee you v1ent away, 

Well, that three million that came in that 
same day, did we get that? 

Ho, that had been sold to Chase Banl:. 

That is all right, I didn' t think we would, 
ll:les your office handle the daily purchases 
of silver, too? 

Yes, sir. 

. -. 

Well, I would also like that on silver we have 
bought, how much we bought f r an Canada during 
August or Mexico , 

By the month? 

Yes, 

All right, 

You might give it to me for two months in this 
case, for July and August, and then fro~ now 
on once a month. 

All right. I have just one mamorwdi.IIJ I think 
you ought to see. It is from Coyne on the 
Canadian proposition of taking u.s. securities. 
It is rather a good memorandum. I have sent 
copies to Mr . 'lliite and Mr. Bell. That is all . 

Did you go to the Laurentians? 

Yes, sir, 

Where were you? 

Up at a place called St. Donat, 

• 
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H.t:. Jr: How far 1·;e.s the. t? 

Kuhn : Eighty miles north of !Jontree.l. It rre.s very 
col d. rle stayed about e. week, 

H.lr. Jr: 

Kuhn : 

1!.1:. Jr: 

Kuhn : 

ll.l :. Jr: 

Kuhn: 

H.:.;. Jr : 

Foley: 

Kuhn : 

H. l: . Jr: 

Kuhn : 

H.!.(. Jr: 

Kuhn: 

l!.i.!. J r: 

Four blankets? 

Four blankets, fire in the cabin night and 
morning. 

Eighty miles north of -­

Rib)lt up in the woods . 

We rreren't near there . 

There is e. settlement seven miles north and 
then after that t here i s nothing to the 
North Pole . It is very swell. 

No radio? 

It is cold out in '.',Yoming, too. Cold and 
rainy. 

Couldn't even get the Treasury Hour. 

I got it, and I got off e. telegram too . Have 
you heard about it? 

I heard about it. 

It is all right . They snapped back - that 
Eddie Cantor hour was Vlonderful. His take-off 
on that opere. was amazing. It \Vas amazing. 

Did you knoVI that those --

But no more of that Oboler. It is out . HoVI 
they can keep using - I don 't want t o get 
started now - e. fellow like Oboler when you 
have got a man like Carl Carmer ready to do a 
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Kuhn: 

H.JJ.Jr: 

Kuhn: 

H.ll.Jr: 

Kuhn: 

H.U.Jr: 

Kuhn: 

H.Y. Jr: 

Kuhn: 

H. l.!. Jr: 

Kuhn: 

H.LI. Jr: 

Kuhn: 

- 10 -

pl ay, is just beyond me , 

Do you know that they are the number one hour 
in the country, number one progr~? 

Incidentally, Howard Dietz - I cal led up to 
tell him because I wanted to talk to Edaie 
Cantor and I want to write him a letter. 
He wants to come down and see me, 

HoTIIlrd Dietz? 

Yes . 

I spoke to you about that before you left . 

Does he have to be there Wednesday night? 

I think they are going to postpone t hat 
hearing in the Senate which has got Howard 
DietZ' so v1orri t4. That is what he wants to 
see you about , 

No, he told me he had a proposal. Is that 
what he wants to see me about? 

~ell, he said before you left that he was 
very anxious to see you --

Here is the point. I have got to listen to 
the Hour and if I have got to talk to him, 
couldn't I do the whole thing Vlednesday 
night? 

Shall I ask him if he can come down? 

Yes, see . 

lie is very worried, though, about the Ylheeler 
investigation of the movies . 
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I don ' t want to talk to him about it . 

I think that is what he has in mind. 

I want to talk to him about the next program 
but I can' t devote two evenings to this, ao 
if he wante to come down and you and Harold 
are available. 

At your house? 

Yes . We will do it Wednesday night . But 
I don't Tlant to devote two evenings to it. 

I will get him on the phone . 

I can't devote two evenings to it . Incident­
ally t his is my idea of what a good program 
shouid be (referring to cligp1ng). This is ­
"The J!.an \iho Came to Dinner - 'that is his 
name? This is Alexander Wooloott . That is 
my idea of a good program. And on the train 
last night was a representative of Time and 
I told him I wanted to see Henry Luoe and 
he said he would arrange it and let you know 
when Luce could come donn , I want to talk to 
Luce about t his dramatized news and why they 
gave it up, the possibility of t heir doing it 
for us for fifteen minutes . 

The IJ.aroh of Time program? 

Yes , 

I have a memorandum on that. 

I want to know why they gave it up. What is 
the name of the man that represents them? 

Belair. 

Yes, Felix. 
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Does he work for them? 

Yea . 

He and Harcy Hopkins had it hot and heavy 
last night . fie went in afterward. Harcy 
wanted some milk and crackers . Belair came 
over, God, the way they talked to each other 
was an eye opener for me, 

Felix is a scrappy little fellow. 

The way Hopkins talks as soon as he leaves 
the President and the language they used was 
amaz~. I haven't heard laziguage like 
that s1noe I left prep school. 

Colloquial? 

No, more prep school . 

You have asked for a report on the dismissal 
compensation set-up. I have it ready today, 

Wonderful . That goes up to the house , I have 
asked Ur. Sullivan e aoh day now to give me an 
up to the minute report on the tax bill so 
I can send it to the President each day, It 
is quite inter esting, George? 

Here is the report on Savings Bonds . 

Haw up to the minute is this? 

To the twenty-ninth. There are a couple of 
other things that could hold if you are in a 
hurcy, 

I don ' t !mow. George, I am putting you and 
Harry \/hi te on notice - you may have gotten 
i t - and Bell, at ten-fifteen tomorrow morning 
the whole question of excess reserves and 
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&D4 IIOiltJ 1D olJ'oul.aticm &D4 all the nat of 
that atutf, rou aee and would fOil at the 
nry firat uet!Dg lnTite Gola.Dweher or 
~ t hia oCIU em tlie aeoond meetiDg'l 

I 110uld, a&7 the aeoond. 

Do 70U eXpeot to hAn aenral meetings to 
diaouea it? 

Well, I want to drtlfte enough time until I 
make up 111¥ mind what I want to do beoauae 
Herbert Gaston told me he hAd a telephone oall 

from Eccles thAt he dian' t want us to do 

• 

8Jl1 long term financing until he could talk 
about tlie exceaa ruenea. The7 -r 'alit to 
raise them. Then lr1 thin two da7a I read the 
whole storr b7 Klaa S7lvia Porter in the 
New York Enning Post. She hAd the whole 
.torr. She said, · "ot course rou can't tell 
what 1a going to hAppen, beoauae llr . lforgenthAu 
ia on vaoation,"but she had the whole atoey that 
Gaston wrote me about. 

There is eane reference to it in led Goldamith'a 
letter thia morning, too. 

It ia also in Standard Statistics. 

I would like to first aatiaf7 m~self. Jake 
Viner will be here Thureda7 and I han asked 
Walter Stewart to oane down partioularl7. 
He will be here tomorrow. I would like to 
aort of go ~o school on the whole thing, 
mone7 and oiroulatlon, and marbe the second 
da7 after I hAn aatiatied 111¥181! we might 
han Currie . 

.And the Federal Reeene Board. 

Tomorrow morning I want to spend just &I 11111oh 

time on it aa possible . It we are going to 
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to any financing I have got to make up m, 
mind, Dan, you see, eo let ' s first thra&h . 
out this excess reserve . So if you two men 
could get together and let us have eome 
charts- didn' t I send word to you, George? 

Yes, I have a memorandum which you can have 
tonight if you want it. 

No, we will do it tomorrow. 

I would do it in your own shop first for a day 
or two . 
All right. You have got a memorandum? 

Yes. 

Who has seen it? 

Nobodr has seen it except mr own shop. 

Well, let White see it and let Bell see it, 
will you pl ease? 

Yes. 

I think the bankers are pretty much against 
Eccles on that thing, on his program, the ones 
with 'llhom I talked. They aq don't let Eccle\ 
get away with this reserve business. 

I figured if we settled it in our own minds 
in Treasury this week we oould deoide on 
financing next week. I s that all right? 

We are all right on financing. We can wait 
until the end of September. 

I think that subject can be w:11 re- examined 
periodically. 

Well, I would like to - I would like to spend 
enough time on it this week so I am satisfied 
in J!f1 own mind which way to go . 
All right . 

The other thing, Lfrs . Gardner lleans--

25 

Regraded Unclassified



.. 

White: 

Haas: 

- 15 -

caroline Wue. 

Wanted ten thousand oopiu of this 
11 ving" chart . I think you should 
fore we do it . 

•coat-of­
see it be-

H.M. Jr: Yes . 

White: 

Gaston: 

H. U. Jr: 

Gaston: 

H.J.l. Jr: 

White: 

H.loi. Jr: 

Now ooming down on the train last night, )(ra. 
Roosevelt went after the President on cost of 
living, so I piped up and told them about ar 
prepared talk, and, among other things, I was 
going to recommend bringing wheat from Canada 
and sugar from CUba, and he said, "Well how 
can fOU bring in the wheat fr0111 Canada?' and 
I sa1d, "You have got the authority to do it 
by lowering the tariff." You could lower it 
fifty percent . You might figure if he lowered 
it fifty percent, woula that take oare of a 
forty percent differential or not . I don't 
know, but you can figure it very quick~. He 
said, "I am for it.• 

The differentia! is just the duty, forty-two 
cents. 

You can bring it in free as cattle feed . 

Can I? 

If you certif1 that there is a drought and need 
for feed. 

Get all those things together, the cattle feed 
and the duty. 

How soon do you want to look at a first draft 
of your statement? It will have to be redrafted 
because there are several things that have 
occurred since. 

I will tell you in a minute. 

Harold, you got rq mesaage or somebo~ got Df 

.. 
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message about going to Boston to apeak. 

I didn' t get your meaaage. I waa going to aak 
you. 

I sent a message out of mf offioe. Did it go 
to your offioe, Kuhn? 

I never saw it. 

I said I would talk - this was the message -
I would talk in Boston to the Advertising Club . 
They were checking up - only if I could give 
m7 price talk. If they didn' t want me to talk 
on prices, I wouldn' t oome. 

You said that before you went away. 

Yes, I got that before you went away. 

What happened? 

I don' t think that they have specified 4n1 
subject. I have assumed that you are at liberty 
to speak--

You said they wouldn't want me if I came up 
there on p.rices. 

Well, I felt that it might have been more in 
keeping with that--

Did you give thmn that message? 

No , I didn't t hink i t waa neoessarr. I! you 
wanted to talk about that 'it seemed it was 
perfectly proper for you to do that. 

Harold, get in touch with thmn this morning and 
aak them do they want me to talk on prices . 
What was that date? 
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The ninth. 

A week from tonight . 

If they do, I wil l come up and talk on prioea, 
and then we will have to begin to go to work on 
the speech right away. 

Ted Goldsmith this morning says, "Secretacy 
!lorgenthau ma.y express his views on the entire 
inflation question in an address he has tenta­
tively agreed to make before the Advertising 
Club of Boston on September 9 ." (Laughter) 

'lb.ere it is . 

. 28 

I feel somewhat aa Harold does . I am not ~e -
would you reconsider whether it is appropr!lte 
to ask them whether they will listen to you on 
condition you apeak on prices? They have asked 
you to talk. 

They did not specify subjects. 

Nothing you talk about to that crowd will make 
a bigger hit than t his. 

Bigger than what? 

Price control and inflation will make a bigger 
hit with tham than any ot her Treasury subj eot 
you could apeak about. 

When is your Bankers' speech? 

End of the month. You are satisfied? 

Oh, that is the place. I agree with Harold 
that I woul d.n'·t submit it to them. 

It is a little bit peculiar to say, "I will 
talk to you if you let me talk on pr ices.• 
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I don't care how Harold handles i t. In hie 
uaual diplomatic, auan wq, he can handle it 
a:ey 1n.y he wants, b.lt I am ready to go up and 
talk on the ninth. 

Suppose we let it go at that . 'ftlq didn't 
specit,r the subject. 

All right. Do I get a radio hookup? 

Yes , it is ~ understanding. That is what thq 
said at the time they gave you the invitation. 

Well, between you and Ferdie, let me know during 
the day. 

I will . 

A little publicity as to the subject which you 
will talk til out --

Out of courteq to them, I woula.. simply call 
up and te.ll them what you are go1.ng to talk 
about . 

Now that I know the President will go along -
have you got a draft of the speech? 

We have got a draft, but in the last two weeks -
oh, not a draft of that speech, no. It was a 
d.raft of the statement. But we can revanw that J 
anq if that is going to be your subject, 1t 
won't take long to prepare a speech. 

When could you have something for me? • 

How long would you want to talk? !bout a half hour? 

No, I never like to talk more than fifteen 
minutes . 

Well, I should think we could have - you name 
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the day and hour and we will have it . 

Nine o'clock tomorrow morning. 

l'le will have a draft. 

One-half of What ~ou have got. Twenty-four 
hundred words . E1gnt pages. 

No one listens to you on the radio more t han 
fifteen minutes. 

That i s twenty minutes, wha. t I said to Harry', 
twenty- four hundred words . 

Well, I go a hundred and twenty words, and then 
you have got t o multiply it by fourt een because 
you have got to allow for announcements . 

Twenty is better. 

But you can't get twenty minutes. 

That would be fifteen. 

You would have to use fift een, that is right, 
for t he radio. 

Or thirty . 

I understand Mr. Kuhn will have the responsi­
bili~J . I will hel p him. 

Mr . Kuhn will have the responsibili ~/· '.'/e 
will start at nine tomorrow morning. Just get 
your boys sort of oiled up. 

I suppose that it would be possible in making 
a speech on that subject to bring the Defense 
Savings Bonds s tronglY into the picture? 
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ell, ave, beoauae the fut tbt lf t!ab tJa1Dc 
1a going to go up ua n mo. - !aft OUl I 1n 
honutr ask people to iJIYut bl a fixed aa11t'l 

Well,· the eall of bonda 1ll 1t111lt 1a a deterrent 
to-- · 

And the other thblg, talk!Dg bl lew England, 
it rou people - it 70U want to 'ust .., here, 
it rou p_eople will bring 1D. a llntenoe of thh, 
George, ~ou people of Jew JDgland rou buT ao 
II&U1 llillion dollar• worth ol grdna a reu 
tor cattle and ahlpplng teed and it rune into 
the llilllou. • Get 1t trOIIIl the Hew BDgl and -
t he Departaent of Agrioultve. •tou people 
hera lil Hew England, of all the pl&cea lil the 
United states, realise What i t means .• In 
dhouui.ng it laat night with Hopkins, he 
said, •uen•t rou golnf to aq aOMthing about 
inoreaaing produotiont and I said, ~ell, aure. 
That is tlie purpose of bring the grain in, in 
order to inoreaae production.• The President 
liked it. lira. Rooeevelt waa oraq about J1tf 
epeeoh. She said ahe hoped I would gin it. 

Find out about - I th11lk it I keep Dfselt on 
fifteen minutes, Ferdie& I ought to get a 
coaat-to-ooaat 'hlooough - piCkup. 

You will get a kickback. {Laughter) 

Thla apeeoh will han to be different, I take 
it, trom the etat ... nt, 1D. phraseology it not 
in •lor content, tr0111 the statment rou were 
going to dve before the Senate Collllittee, 
because it oomea before that. 

<h 1811• but Harey, I oan eq the things there 
that rou people were worried about. I oan talk 
to the American houaewite there. 

Yu, that is right. 
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I oan talk to the .&ul'ioan houanite. I oan 
talk to the adnrth~ un, after all, who 
1110ld ~bl1o opinion, •w it 11 up to you men 
who 1110ld public opinion throUS!:b your adYertle­
ing cow, it you want IJV' buelneee after thh 
thing 11 onr, and it you don't want to go 
through and - look at the adnrtleing l.lneage, 
where it went to in 133. .!low you aen whoee 
bread and butter depend upon adYertieing lineage, 
take a look at it. It you don't want another 
slump in advertieing lineage, which is all 
hooked up with this thing, you had better get 
buq and do soJDtthlng. • 

That 1a down their allq. 

"If you take a look at the advertising lineage 
in '33" - it you can five it that ld.nil o! a 
!lair, you can cut ou some o! Ferdie's perora­
tion. 

Kuhn: That is the plaoe for peroration. (Laughter) 

B.ll.Jr: 

Baas: 

H.ll.J r : 

Hau: 

ill right? 

I have one other thing. Philip Young has 
written you a letter asking for a copy o! a 
Britlm re~rt which he does not recein. It 
1a made up br the British Commission themselns, 
and we have five copies which are distributed, 
but he does not get a copy. 

(Secretary held telephone convereation with 
llr. Biggers.) 

I am glad you brought it up. Fr0111 now on get 
out of doing the work for the BritiSh Purchas­
ing unleaa we need it !or the Committee which 
Harey handles !or me. But I don't see whf we 
should run those statistics, you see. 

All right . 

/ 
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I mean, it costs a lot of money. V~ shouldn 't 
they do the statistics and furnish them to us? 

We get some money for doing it, you know. It 
isn't done on Treasury money, except what has 
been appropriated for that purpose . 

That is a little different . 

Where do you get the money, if it isn't Treasury 
money? 

Well, the Bureau of the Budget gave us fifty 
thousand dollars to do this job and Congress 
added it to our regular appropriation. 

It is still Treasury money. 

Well, but we would lose it if ~re had to turn it 
back. 

You are supposed to be spending it? 

Well, we are. 

Then you \7ouldn ' t lose it. 

What does Philip Young want? 

This is a report which ne do not make up. It 
comes f rom the Purchasing Com:nission to· us and 
we handle the distribution of it . All we have 
to do is ask the British Purchasing Commission 
for another copy. 

It is useful inforn~tion, and if that is the 
only way--

As soon as we stop it, I think you will find out 
we need it . 

Tell Philip Young to go to the British Purchasing 
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Colllllllaeion. 

You wanted to centralize it before. 

Ask them it 1t is agreeabl e to thea. 

Oh 7es, thq would be willing. 

Well, that is all right. O.K.? 

Yes. 

The onl.Jr ripple in your absence ns some 
co~nt b7 the Chicago Tribune on your f!Jing 
and t he use of oil. I called it to Herbert ' s 
attention. 

Use of what? 

Gasoline and oil. 

I didn't know, but ~s. Roosevelt told me 
about it. They said we used three planes. 

The Tribune didn' t a&'1 three . 

It said a NaT,Y plane . I thought it was useleaa 
to quibble about a NaV'T plane. 

To go where? 

To go to Montreal. 

We agreed, considering the source, that it 
would onl'T prolong their viewpoint. 

She aald that aome paper had run it that we 
uaed three planes to go to Montreal. 

Somebod'f might well have picked it up and im-
proved on H . . 
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It that all th17 taid? 

I wouldn't give it a eeoond thought. 

They tried an editorial to put you up against 
Harold Ickes, that he wa1 trying to tave oil 
and you were using it . It died a natural death. 

It is all right with me. 

I thou~t you would like to see this American 
Federation of Labor booklet. 

I also saw the--

Sea grams thi a morning? 

Yes • 

.l whiskey ad? 

You let Harold get out of the office a couple 
of weeks and look what happens. 

That is pretty bad. 

O.K. ? 

That is all. 

Harry? 

You asked, apparently, llr. lloDougall and ltr. 
Bruce, the Australian representatives 1n 
Washington and London, to prepare a memorandum 
on the raising of post war standards of living. 
They have prepared a memorandum and I have 
digested it, but t hey want to discuss this 
with you. • 

I am not going to dhouu it. I have met thie 
fellow llcDougall and he bores 111 to death, and 
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I aa not intereated in post war at t his time. 
I am inte?ested in - it I have got to be 
interested - I met him at lunch over at -
I had to go to lunch at Wickard ' s, and he 
talked and talked, ana he is one ot these 
star-g&!ing fellows, and 70u can add it to 
7our responsibilities. 

Well, I just have a page aummarr of what he 
said. 

All rignt . It doesn't interest ae. I have got 
too lllllllY things to do to win the war before we 
talk about Wbat we are going to do afterward. 

It a~s to me that that committee of Wallace's 
is apparentlf wanting to concentrate . The 
thing he seemed to thin~ important was tbis · 
organization for di scussion of the fUture 
economic set-up after the war . 

\ 
Well--

This might well be turned over to them as part 
of their material. 

To--

To 7our committee. 

That i a right . 

And that would be a W&7 of disposing of it 
as far as the Australians are concerned so 
they wouldn't want to take it up with 7ou 
further . 

Is there aD1 reason wh7 I shouldn't write 
David Lawrence a letter of thanks for a ver7 
nice article he wrote about what I did for 
airplanes? 
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No, I don't 11e uq naaon. 

If it is critical of the other people, I don't 
think you should do it. 

No, no, it is a straight-cut pra1ae of the 
job of starting prcduetion ana ezpana1on 
ear~. I think he would like it. 

O.K. 

Incidental~, you know, I reallY thinlt 1t is 
outrageoue that Treasury leta these people 
go two months without Plf• I th1nlt it 1a 
terrible. 

Hasn't Crawford got hie money? 

No. His Civil Service is cleared, but he 
he an' t got hie mone;y. The IIIAil he works for 
sent tor him and told him he has got his 
Civil Service, ancl. here for two months he ht.an't 
got aey money. 

They assured me a 110nth ago he would be paid 
that day. 

It ;you don't lllind rtq aqing it, I thinlt where 
I raise a question like that, it ought to be 
followed by himz and eTer;yboq alae in the a&~~~ 
boat, and I wou.Ld like a report t0110rrow. 

Aaa told he waa paid that dq. 

Well, whoever you relied on can't be ver;y 
efficient. 

Commissioner Johnson personall;y telephoned up 
here. 

I don' t ask mch - I am not onlT talking about 
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this man but two or three hundred others. It 
puts them in the bend• of loen ah&rka end 
everrthing else. I think it is terr ible . 

It is worse then terrible. It ia inexcusable. 
I lust don' t underatend it . 

I think it is inexouaable, that Wbole group. 

I had a report that his Civil Service had 
cleared. 

That cleared, but there are at least three 
hundred men and women in that group. 

Well, there are only two in hie particular 
circumstances. 

But that whole group was held up. You told 
me there were two or three hundred. 

In the whole emergency relief. 

But have they got their money? 

Yea . 

But are they being paid. You don't know. 

Yes. I would have heard of it. 

You didn't hear of this. Do that for me. 

38 

Don't be too sure. I think that ls inexcusable. 

It ls. 

He ls not complaining, beo,uae he borrows from 
hie sisters eo he ia all right, but acme other 
fellow who doesn't have a ahter would be in a 
bad apot. 
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H.)(.Jrs 

Whiter 

H.li.Jr: 

Gas tons 

Whi te: 

Gaston: 

H.\!,Jrt 

'#!hi te I 

-·-
I •• .... a. 
Barl'f' 

There are two or three lt ... ;rou alg!lt wut 
to know about with respect to Brltl1h Le•••­
Lend aotlYlties during ~· two weeki. 

One relates to the Vimalert purchases in the 
war Depart~~ent which JOU uked Kr. Gaaton to 
investigate sa to price. 

He told me about it. I know. It 1a rq 
understanding that we didn't •11 JIS or no. 

I ude that ver, plain to Brown. I thought 
the investigation of price wae perfectl7 use­
leas for reaaone I.thlnk you will understand. 
This is stock the7 bought baok in 1919. No­
body can say what it is worth today. It would 
cost very much more to reproduce it thiJl the 
price they are charging for it. They have 
made a relatively 1110dest increaae. I don't 
know whether it was to paf an attorney's fee 
or what for, but anyw&J, t wasn't an unreuoa­
able increase, ln Yiew of t~lact --

,_11 then, JOU aleo posslbl7 told thea that 
the War Depart~~ent 1tlll wouldn't pq the 
additional aaount, and the Brithh coul.dn't 
wait, so they bought it out of outalde lunda. 

Yea, that is right. 

In order to save tiae here, if there is anything 
outstanding, put it on a sheet of paper, 

111 right, the two other it«ma I will. 

Here is a paper on two developments in the Far 
Eut which wOuld acre or leu bring you up to 
date on a nu.ber of thing• going on· there 
and in the Tre&IUI'Jo 
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H.)(. Jr r 

Xloht 

Whiter 

H.II.Jrt 

Whiter 

H.ll.Jrr 

Bell: 

Folqs 

H.ll.Jrr 

-·-
All right. 

And the war that per1on brietea tho•• letter. 
ot Co•'• na .,.,., gooa. ao-boq brhtea 
Coe ' a letter• tor ... 

rua 70U were a.,. 
we have got a 41tterent batch. 

The soe thlng on Lena-wa". 

All right. And OD that IIQOr&Ddla that Kerle 
referred to, with respect to the Cana41u po•i­
tiou on their dollar exchange, it is ot intere1t 
to know that the Treuurr h the oD17 Depart­
aent of four agencies in the Gonrnaent ilho 
do not feel concerned 1bout Canadi&D foreign 
exchange. The rest of thea are ver7 auch con­
cerned, and there ia a good deal of discussion 
and investigation and so on going on, But 
this memorandum supports ua. In fact, the7 
have ao little concern about their foreign 
exchange position that the7 are advancing 
that as the reason whf the7 are not going to 
pursue their suggestion to you or their diacuaion 
of selling their American innatMnb:. · 

Can I interrupt rou a ainutef 

Bell, who ia responsible in the TreasurJ for 
going over the 110nthl7 buqet tor the FrenoiJ 
EabasSJ here in W.ahington' 

The French Emha11Tf So far aa the Foreign 
Funds control, tblt coa.s under Fole7, 
John Pehle, 

John Pehle, 

Who reviews their expen41 turuf The7 are auppo"d 
to give ua an iteaiaed atat ... nt. 
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Fole7r 

H.ll.Jrr 

Fole71 

B.V.Jrr 

H.M.Jrt 

Sohwaru 

H.V.Jrt 

Schwarz: 

Foh7: 

B.V.Jrr 

Fole71 

B.V.Jr: 

Fole71 

-ao-
JoiiD Pehle. 

Well now, JOQ lla't'a't baa tlu, ht \M !pl._. 
StOI'J, 1011 111, that ~ ., to pt bol4 ot, 
which rill ;,.ate1'4t.J U4 tbl 4q befOI'I, UOQHI 
th• of speaatq IIOiliJ to 4o a!eroowr wol'k4 
70U see, l.ad I 1a wre I 11111 be ukt4 tllat -
IUld it MntiODI the 'f'reatul'f I})IOificalJ.r, tbat 
we give thea the aoney to 4o thh thiDC• 

TbtJ are under a lloenu. 

Well, but let'• laJ that we gin thea a 
alllion dollars a acmth. I don't know. lfcnr, 
aa they are euppoaea to giYe u• --

An ltealzation before thq get the next aUllon 
u to how they spent the last. 

You end Pehle had better co• in here at about 
ten minutes of three prepared to tell me about 
1 t before IIIJ" preu. 

Do 70u want to eee the pres• todllfT Thie ie 
Tuna.,-. 

Oh. 

'!'he Preeidant will haYe hie at tour o'clook, 
But rou will be ultea Thureda7 .orning. 

I will get 70ur (Schwarz•) aaol'lllldua on 1t 
tor toaorrow aoming • 

• Well, there won't be a nine thirt7, but get-. 
it in to., huaa. In thie oaee, gi•e it t~ 
lira. notr., will rouf 

Sure. 

But read thoee two atoriea. 

111 right. 
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Fole)' t 

schwar&r 

H.:II.Jr t 

Foley: 

H.ll.Jr: 
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H.M.Jrt 

Gaston: 
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Foler: 
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Gaston: 
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I woulcba't nit. I woula hlt lt thl.a 
110rnlag, ao we lll.ght want to uk tha Tl"lbau 
on the thlq for tourrow aorlllag. I woulc11a' t 
walt. 

All right, it Chlck will get .. the atorlea. 

I will get thea right to rou. 

Becauae I like to get thoae thlnga -­

When the)' are hot . 

Find out who reYiewa their expenditurea. 

Ie it reall7 the Eaba117 expenditure•' The7 
are drawing aone7 to uke purchases !or ehlplllllt 
to Kartilllque. That also coaes into the picture. 

But that is something the State Department 
approves. 

Oh, rea. 

You aight want to bring up the whole thlng 
at your meeting. 

I don ' t know whether we have one tod-r or•not. 

Anywa)', get the ~ribune stor7 and Herbert e-rs 
the Martinique thing, and I nner did understand 
the Martinique deal. 

And then there h oil being bought at the Vir­
gin Islands for . thoae trana-itlantio voyages. 
The7 are getting their supplies at st . Thoaaa. 
That le the general cargoes that go to Martin­
ique , 

You had better get the whole atorr. 

It 110uld be better toda7 than toaorrow, Ill'. 
Secretarr, becauae the French !abaaeador ia 
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Bell : 

Schwarz : 

B.ll. Jr: 
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R.L!. Jr: 

Graves : 

R.M. Jr t 

Graveu 

H.M.Jrt 

Graves: 

H.¥.Jrt 
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holding a preu oonferenoe at four o• olook 
tod&J in order to tr7 to explain it, and that 
will revive the ator7 in tomorrow's pepere. 

You had better get the whole thing. 

One 8 torf said tber had unl\111 ted funds to 
spend for thle l'az propaganda. This fellow 
is prett7 good. 

Ansel Talbert . 

I am sorJ'1, Rarr7, did I inter rupt 7ou? 

No, I was through. 

Harold? 

I think Mr. Gaston has told 7ou that General 
Burns and Phil Young gave him --

That bothered me, but I controlled mrself and 
I didn't blow up. I have confidence in Cliff 
Wack. 

Yea. Yr. Gaston called on Cli ff for a mem­
orandum explaining that apparent lag in the work 
over there, and he has suggested that I give 
70u the statement with Kr. Kaclt's explanation. 

Well, I would let Kaolt tight it out with them, 
you see . 

He is apparentl7 taking it up with.them. 

And tell Kack while he ie doing it, to get 
me a couple of good oaeee where he has been 
sitting around '*iting for them, 7ou see. 

Yes, sir. 

O.l. 

(Kr. SUllivan left the conference). 
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H.M.Jrt 

Graves r 

H.\I.Jr : 

r.raves t 

H.V. Jr : 

Grave a: 
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Whiter 
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Graves: 

H.M.Jrr 

Graves: 
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Jo!aclt h straightening it up w1 th O.oar Cox. 

Well, give me a couple of good oaaea. That 
will be easier than e1 ttlng around wai tiug 
for thea. 

He baa got a hundred million dollars in that 
figure of allocations on which be is waiting 
for requlaltlona from OPK. Whether there la 
anr fault there, I wouldn' t know. 

SUre, be can talce care of blaaelf. What else! 

I have nothing. 

How about a&eting Wedneada7 at three to go -­

Tomorrow at three' 

Yes . 

No, 70u gave somebod7 else that time. 

Then make it three t1fteen. Not to rush it, 
we will make it three thlrt7, Grave•' crowd. 

Incidentall7, llJ' . )(ack and I have been talldng 
about that allocation, and n ban both agreed 
that he needed much more study and inforaation 

b afore he (J) uld meet their requlreaents, eo 
that he has been keeping me lntoraed as well. 

I am sure it is a statistical one and not an 
operating one . 

I think so. 

But anywa7, three tbirt7, Harol~ 

Yea, sir. 

.Ul right! • 
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H.ld. Jrr 

Ball: 

H.lc!.Jrr 

Bell : 

H.V.Jr : 

Bell: 

H.M. Jr: 

Bell : 

H. V. Jr : 

Schwarz: 

H.M. Jr r 

Grnveu 

H.M.Jr: 

Graves: 

H.V.Jrr 

lll right. 

Bell? 
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we sold a bl~lion and thirtr- aeven million 
dollars' worth of tax notea in &uguat. 

Waa that the result of the telegrams? 

Yea . We got telegrams up to Saturd&f'l buai­
nesa, and it ia a billion and thlrtr- seven 
million. That is seven hundred sixty million, 
I think, on your daily. 

August 29 says nine hundred eighty-seven. 

Well, you have got one more day and you probabl7 
won't get them all credited for the daily. 

Vlha t is it now'l 

A billion and thirty-seven million. 

(The Secretary held a telephone confersation 
with Mr. Young, President of Boston Federal 
Reserve Bank), 

After all, since Henry Wallace has had hie 
picture taken putting on a cotton sock, 
at least I can climb up on that statue 
and gr ab its foot. 

It is a btf foot . 

All right, Harold. 

V/ould you want to do a thing like that? 

~uld I? 

Yes . 

Would you let me? 
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I would. 

It woul d take you at least an hour to go to 
Lexington end back, even with a motorcycl e cop . 

How l ong did i t take Paul Revere? (Laughter) 
I saw the story and somebody said that this 
man was saying something about comparing 
himself - the men who designed the engine 
that flew Lindbergh across the ocean, that he 
never got any more publicity than Paul Revere ' s 
horse did, and he says, "~bo knows the name 
of Paul Revere's horse?" After all, he carried 
him. \'iell, you fellows can think that over. 

All right . J.!ay I ask who you were talking to? 

Governor Young of the Federal Reserve Bank of 
Boston. All right? 

He is so serious about it . 

He is always serious . You can't be in the Fed­
eral Reserve System for tv.enty-fi ve years 
and have a sense of humor. (Laughter ) 

All right, Harold . 

All right . 

I think that is wonderful on the tax notes . 
Are you ~oing to say anything about it in 
tomorrow s papers? 

Can, if you want to. It would be the daily 
tomorrow, and not a billion thirty- seven, but 
close t o a billion. 

Let ' s gi ve out a little something tonight . 

Do we have a breakdown by denominations? 
Y:e have had a lot of questions . 
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Ha&U 

R.v . Jrs 

Bell: 

R.V. J r : 

Bell : 

R,'I. Jrr 

Bell : 

H.li. Jr: 

Bell r 

H.J.I . Jr: 

Bell : 

R.K. Jr t 

Bell: 

H.M.Jrs 

·-· • 
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.lt-out a wellt floa. toclq ;rou will h&Yt it. 

Gin out a oM thing tonipt fol' toaol'l'OW aorn­
ing' a papel'a. 

.., 

We can give out a billion and thirtr-aeven 
million if rou -ant to, Chiok, that is the .. ount 
we got. 

Is that the UIOunt'1 

Yes, sir. 

.lll right. 

It won't show up exactl7 like that on the dail7 
because some of the transcript won't be 1n, 
but it wUl be close to that. 

I would give it out. 

Our balance will be about a billion nine fift7 
or sixty at the close of business saturda7. 
That is pretty healthr. 

You see, that was the reason we droppe~the 
~tea troa two hundred to one hundred. 

The bills , you mean. 

Inowing that this stutf would ooae up, so, rou 
see we therefore dl'opped it from two hundl'ed 
to one hundred, knowing we would han this tre­
mendous working balance, and that ls the explana­
tion Whf we dropped from two hundred a week 
to a hundred a week. 

Do you want to continue thatf You remember 
we just made the decision with respect to 
one hundred million. 

Sure, we will go back troa two hundred to one 
hundred --

Regraded Unclassified



Bell t 

H.M.Jrt 

Bell: 

Thompson: 

H.Jl.Jrt 

!Uoh: 

Thompson: 

H.t~.Jr : 

IUotu 

Gas tons 

Thompson: 

H.ll.Jrs 

!Uotu 

H.!.I.Jrr 

Thompaonr 

B.V.Jrt 

_.,_ 

Wipe out thol8 tlaHe la11111f 

Sure. 

National Defeue expell4l tur .. took ~lte a 
lump thh IIOilth, up to a bllllon .a fortr 
two lll.lllon. rue h the 28th. '"'-7 .u 
probabl7 go a little OYer a bllllon one! wbloh 
h a hundred and alxt7 llllllon c1ollara noreaae 
in a 1110nth. '!'hat h prett7 good. That la 
all I han. 

The President approYed a retlre .. nt eztenaion 
for Captain !dwarda. 

Did hef 

Good. 

We will have to get h111 reinstated. 

What ia it for, Krs• Klota or Colonel leakinat 

1 combination. 

What happened about !d~ardat 

Re had resigned to go t o tile state Qoyern.nt 
out in lriaona, and that blew UJ ao that he 
wanted to ca.. back, and we reinstated hla and 
than got h1.a an nttndon. 

That is soaethlng. 

He lolt out on the State job and he ne out in 
the cold. 

And the President approYed ltf 

Tea. 

lbnderful. I ooula't get h1.a a poat office, 
but I can get hl..a an eztenaion. 
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Kin Catherine Blanton, 11ho waa a epeolal 
assistant to Pat Barriaon on the Finance 
Committee, was in and wanted to aee JOU• 
I talked to her, and abe aald the Senator 
had told her that in cue anythl, happened 
to hlm he would llke her to o01111 o 7ou and 
ask you to place her ln Treaaur7. I haTe 
found a place for her in Internal ReTenue, 
where she .uta to go. • 

She ia a ver1 capable peraon. 

Ver1 good. 

Mr. Helvering is ver7 glad to get her. 

If we are going to do it, I would llke to do 
i\, so arrange for her to come in and see me. 

Did she accept the salary? 

Yes, she was getting fort7- two hundred and 
the best we could give her was th1rt7-eight, 
which I think 1a ver7 good. 

I will 8&7 it is good . tell, if she is going 
to do it, let her come in and aee •· H 1t 
is all fixed, she can come in --

well, the papers are going through. 

Well, 11hen the7 are read7 let ae do it J118elf. 

You ought to get it all clfar before. 

The Whole staff apparentl7 is personal to the 
Chairman. 

Except JohnaQn. 

She •as with hia when he wu the head of the 
Speakers ' Bureau when 11 s.lth ran for Preaident. 
That goea back that far • 

. . 
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• S9 . 

She is a vel'J nice wa.an. 'le han th6 li01'W 
picture ro011 all ready except the chairs, anl ' 
they are definitely proldeed thle week. 

They are still hammering while this meeting 11 
going on. 

Yes, they said that would be through last 
Friday. 

Anybody got any afterthoughts' 

Juat one thing. You read about this ferry 
from Montreal that went down? One of the 
bombers. 

No, I didn' t. Another one? 

Yes, sir. 

It ia only missing now, isn't it, Merle' 

Well, they are reporting it to relatives. 
It doesn't give the names. 

~ch way were they coming? 

Going from Montreal. 

O.K. 

• 
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IOIJr: 

John 
B1ggera: 

IOIJr: 

8: 

IOIJr: 

8: 

HI!Jr: 

8: 

HMJr: 

8: 

HI!Jr: 

B: 

llliJr: 

B: 

IDIJr: 

B: 

HMJr: 

Oo ahead. 

Bello. 

Kr. Secretary • •.•• 

Yeah. 

John Biggere. 

Good aorning. 

Bepte•ber 2, 19~1 
lO:JO a .a. 

Good aornil18 to you. I vae at a meeting -
preeid1ng at a aeet1ng vben your call came 
through, and I vae unfortunately unable to 
leaTe. 

Yee. 

I Just wanted to tell you that I haTe a dee1re 
to etop in and eee you tor a rev momenta before 
I leave on this British aieeion .• • •• 

Good. 

•.• • • and get the benefit o! your OYer-all 
guidance it you could spare ae tboee aoaente. 

I can spare you the mo•ente. I don't know bow 
•ucb guidance, but I'• always gl ad to eee 70u. 

Well, you'•• handled that problea and 1tud1ed 
that problem from 1te 1noept1on •• •• • 

Ub bub. 

••••• and I'd like to get a rev words or v1edoa 
rro• you it I aa7. 

Well • . ... 

When would suit you, e1rt 

Well •.... 

51 
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8: W01114 thon 'lie U•o .._...., 

RXJr: !eeh. Bow abo•' tbno o 1olook .._1'1"0, •"•~'­
noon' 

B: Tbat wolll.4 ouU ao f1DO 1t I U1 ooao onr. 

l!ICJr: Bo lla4 w ••• 1011. 

B: !bank 1011, dr. 
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hp'•"-• 2, 1,_1 
101 !50 •••• 

IIIIJr 1 .. llo. 

Opera~r : lo'll'erDOr Yoac 1A Boi~D. 

JOUr: Rlpt. 

Oonraor Rof 
touac: Bello. 

JOUr : Bello. 

t : 

! I 

• 
IDIJr: 

I : 

IIMJr: 

I : 

RllJr: 

Y: 

Bello. X... Soorotal'f? 

r ... 
YoiiiiC •PN-klac 1n Bootoa. 

How 4o fOil a? 
!hq toll ao fou' ro 00111nc vp hero on 'fuoo~, 
tho a1nth • 

!hat'• what I 1a thinking abovt. 

Well, 1 14 bo happf 1t fov'4 1111 tho bank hero 
AI JOill' hMdqlllrtero. We'll 11'11'1 fOU an ott1oe 
aa4 O'll'ol'fthliiC ,.u waat tor f Oill'lolt . 

Oh, .. u, that'• tl1'1'1b1J aloe. I think I'll 
J .. t pt up thoro 1a Uao to \all. 

Oh, fOil WOD 1 t lit up 1111\11 tho O'll'oning? 

lo. 

Vo~1 I'a a 11ttlo 1 01'1'7 about that, booavoo 
I uuak I ban an opportllDl tf tor ao.o real 
Pllb11oltf - -thlac that I •ntod to \all 
O'll'or With fOU whoa I wao dowa thoro. 

Pub11o1tf oa Wbat? 

0a tho 4otonao bondo. 
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Oh. 

I' ll give you the atorr in a ainute, and you 
can probably turn ae over to one ot your publicity 
aen to eee whether there'• any value in it or 
not. 

Go ahead. Shoot. 

There's a woman livea out here at Stockbridge ••••• 

Yeah. 

• • ••• end the banker out there wrote ae, and ehe 1 a 
the daughter ot the aan thet designed thet atatue 
that'• out at Lexington that's ••• • • 

Yeah. 

••••• used in all your detenee diagrams. 

Yea. 

And she wondered whether it wae possible tor 
you to autograph one ot the posters tor her. 

Well, aha's written to me about that, and I think 
we did it; and ahe'a written also to Mrs. Roosevelt, 
and Mrs. Roosevelt said in her Monday ooluan ahe'• 
giving her a big write-up today. 

Yeah. 

Either today or • • • •• 

Well, what I had in alnd - it you could come up 
here a little ahead ot tiae, we could run out 
to Lexington and have you aake the presentation 
out there with the movie people and the whole 
thing. That'll go all over the country, and I 
thought it waa a pretty good idea. 

Well, let me talk to my tolka about 1t and eee 
what they eay. 

Lexington 1e only out a ehort ways. You can get 
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Yl 

liii.Jr 1 

Y: 
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011\ thoro 111 twell'J m•'••• '" lalow. 

I •••· 
A belt bolll' at the OIIU14o, Ud the tlbole \blq 
oolll4 lie taken oaro of, all4 I oolll4 baYo the 
'baJIItor bl'lllll bar 4oWII then u4 lie then. 

Well, what ••• • • 

'l'ba\ '• ao.otblllll \bat -.olll4 Ia\ lll the aortae 
and 10 all oYer tho OOIIIl\I'J, ud I tblu, lie 
real holptlll to fOil. 

liii.Jr : 8bolll4 I ollab liP on top of \be atatllo u4 
ahako bla llf the hudt 

!bat'• rlpt. Yeah, we'll 4o all ot \bat. 

IIMJr : OUJ. Yell, 1 111 tallt U onr wUh aJ llofa, 
and we'll •••· 

Y: Yeah. All rlpt. 

HMJr: ADd I 1a glad fOU 1l'O 'blnklq alOJll tboae l11l ... 

Y: Yeah. All •llh'· 
RNJr : !hank fOil. 

Y: Oood- llf•· 
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!!rplM !I...,., M Oemt• 

I•eon 4aSl•• •ef '!9"' oa c-w••a l4wt' 

The t..por,aUoa at ..._, fi'IJ• ClaMda 11 nb~"' 
~0 (1) an 1•.PO" ctat7 • a 'INa!wl, vblah vaa ralae4 
~0 thd b nl ln Aprll 11114ar ~a tlazlblt JIII'OYlalon r1 
the tariff Aot of 1922 , u4 ( 2) an bport q110ta of 795t000 
balhela proalaliMCI 'b7 t.laa Pnal4aat ua4er saouoa ft or , ... 
ActiOUUIU'al A4jaat!Ma' .... , at 1,)), •..Set ucl PI _a,M, 
Vhioh 'be- attaatlft Mq 29, 19'1. 

!he lalpor,atloa of ~ ... , ti'IJ• c ... cta (ut'U tor 
bwa&D oon.u~~pUon) la a\&'J}ift to all upon da'' or 5 pwoant 
under t he t rMa acrar '"' vltla Carrada attaaun J~ 1, 
1939 . (!he tull ,..,e 1a 10 par-t .) 'rba UDI&IIt of, ... 
vhea~ llhiob aa7 ba bporhd la aot Ualtt4 1lft4ar \he t rade 
auee~n~, 'bu' 1A praaUoa U la I'Utrloted b7 Cau4laa 
lloena1ns, vtuah !wa !wl4 laporta ot 11lah 118eat to J ,Z37,000 
buthela diU'lJIC t!w taar e nded hrra 30, 1911.1 . !'he •o11at or 
a1luns llheat 1aported dvlag \bat parlo4 (al .. n A11Urt17 
t roa C&.ll&da ) totalled 1,5 ,000 'IN&bela . 

!'he PHI14•' -.q !ian autllorl'J 1&114&1' !laaUon 314 of 
the 'farltt Aot ot 1930 to 1'114\&ae t!w bpon cSvtJ oa wbta\ . 
The AOt proyldea lbat 'ldwaeYer lba Praa14oat eb&ll '117 
prool&a&U oa d"l.al'e u e•erpaar to en•'• ha aa¥ aathorl&a 
t he Seor et RI'J of tile 'freaa111'f to paraU "t!w liiJIOr t a \iell 
t ree ot 4ut:r or food, a1othlng, &114 ae4loa1, nrglolll, aa4 
other tuppllu t or ua 1a •we-7 rellat von . • flala 
prortalon vu lftY.t.4 b7 tba Pre•ld•t oa .11117 25, 1~1 to 
rtliOn tile 111port dutr oa tal'aga tor UYu t ook to ald ll•a. 
at oelt produoera la t.lao aortM&ahl'll drought ete t u . 

Paed ahlpeat 1 lDto l ew !Mlud 

llo 4ata are an1lab1e that v OIIU lndloa t e bov -h he4 
;poatn 1a ab1ppe4 lDto \he llev Dlelarrd area. It la of lnhr­
n t, hovner, \hat o ne 1arca t araal't' or pnl aatlon la tbllt 
"" ~• . t he r.aat.,.. !lto.ttt l'araera' b eharlea at llprlftCt'lal4, 
l!&cenchu .. na, b&nd1a4 tl.S,OOO,OOO 'IIOJ'th of f eed ln 191!.o , al· 
raort enUrel7 brCNpt b rr.a other Gt a tea and pooall4 or 
•lx~~<~ at ita a.lll at Bllttalo, !lev Yon. 
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TREASURY DEPARTMENT 

INTWit.OI'I"ICIE COI•04UNICATION 

Secretary 1!orgenthau 

~essrs . Foley and Pehle 

ot.n September 2, 1941 

?.\E,.CE GOVERill.lENT PAYJJENTS ALLONED BY FOREIGN FUNDS CONTROL 

s· :1.::Y 
1. The Treasury has been granting licenses permitting the 

monihly expenditure of $91,000 for French dipl omatic 
and consular expenses in the United Stat es and $1201000 
for similar e~enses of the French C~vernment in Lat1n 
America. In Vl.ew of all the circll!liStances these lll!lounts 
~ere not unreasonable. 

2. The Tr easur;y has been guided by the views of the State 
Depar tment 1n licensing French Government payments, 
includin~ its views as to the reasonableness of the 
aoounts 1nvolved. 

3. The Tr easury polices the expenditures made by the French 
Government insofar as is possible under the restrict ions 
i mposed by t he State Department . 

4. The more significant advantages accruing to t he French 
under t he f r eezing control are not t he payments allowed 
for diplomatic and consular expenses in t he Western 
Hemisphere but t he substantial" amounts allor1ed for the 
purchase of goods to be sent to North Afri ca, and the 
~100,000 a month allowed to the French for governmental 
payments l'li. thin China. 

,', . ::'rench Diplomatic and Consulate Expenses in the United States 

The monthly amount ori"inally allowed t he French for thi s 
~ur~ose Tias $105, 700, This amoilnt was regarded by the State and 
•:e:1sv.r~· Depar tments as a reasonable amount under all the 
Clrclll:lstances . liowever, in ][ay 1941, confidential iniorm.ation 
7:ns :eceived throu:;h t he American Embassy in Rio de Janeiro! . 
Jraz11, concerning a circular telegraQ sent to all French d1plomat1c 
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missions in the Western Hemiaphere. The IUbatanoe of thil tel•P"• 

was that the French aiuiona in the Weattrn Hemiaphere had not 

been drawing the full IIIIOUDt available under T&riOUI liOtnlll1 &n4 

that in the future the miseiona should withdraw the entire amount 

of their mont~ allotment and with &liT unueed portion build up 
reserve fund• sufficient to enable the minions to be ll&intli. ned for 

ae long as one ;year without the uee of addi tionu froaen !unda. 

In view of this information the aonthlr liceneea isaued 

to the French Government for their e xpenaes in the United Stat11 
were reduced from $105,700 to $91,000 which represented the average 

IIi thdrawals per month prior to the reo:!}t of the eiroular telegram. 

The licenses in question require the b 1 at whieh the nrioua 

Embassy and consular accounts are maintained to submit aonthl{ 
reports with respect to the transactions in sueh aecounts. I has 

been difficult to obtain these reports beeause of the lack of 

cooperation of the French who have at times protested to the Depart­

ment of State. Nevertheless, the Treasury is insisting upon the 

reports being filed and examines such reports in order to police 
insofar as possible the expenditures made under the l icenees. 

• 
It should be kept in mind, however, that in a number of ways 

dollar f unds may accrue to the Fre.nch other than through the Treaaur;y 

licensi~ system. For example, one of the items referred to in the 
Herald-Tribune story was to the effect that a French official had 

accepted dollar funds and arranged to have the franc equivalent paid 

in France . The result of such transactions is to make free dollars 

available to the French. Of course, such transactions constitute 

violations of the Executive Order. We propose to have this phase of 

the matte.r investigated after clearing our action with the State 

Department. 

B. French Diplomatic and Consular Expenses in Latin ~rica 

The monthl;y amount originall;y allowed the French for this 

Pburpose was $161,300. In view of the circular telegram mentioned 

a ove, this amount waa reduced in June 1941 to $120,000 per month. 

Fo: tAe month of June there waa also deducted the amount of $77,000, 
wh1ch, through confidential aourcea, it waa learned the French had 

on de~sit in UrUgU&y. At the aame time a letter was sent to the 

~hiar ent of State by Yr. Fole;y aa icting Seoretar;y requesting 
t the French au~itiea be rttueated to submit ~romptl;y a 

(
written statement of all funds in Latin America av&llable to the 

rench Government or French diplomatic and conaullr missions, auch 

Regraded Unclassified



59 

t tt~~~ent to inolude local currency ae well u dollar funds , It 5 a: also suggested that the French authorities be advised by the 
State Department that the funds available to them under license 
are to be drawn upon only to the extent neoeaaary to meet the 
current expenses referred to in such licenses and that the Frenoh 
authorities be requested to su'bmi t to the State Department by the 
15th day of each month a definitive statement of the amounts drawn 
under license duri!J8 the previous month in the United States and 
the Western Hemisphere1 specifying the embaaay, legati.on, or 
consulate by whioh eacn portion of such funds 1111.s used and 
containing a definitive statement that t he amounts transferred to 
each such mission were actuall:y needed and used for the normal 
expenses of suoh establishment during the month in question, over ana above the amounts available through fees and other commission• 
earned by such establishment, and all other sources of inc0111e. 
Although we unde.rstand certain requests were made by the State 
Department pursuant to the Treasury's auggeation, the Frenoh 
Government apparently has made no reply to the State Department 
with respect to t he information requested, 

Furthermore, very recently Ambassador Caffery has 
reported that a courier arrived in Rio de Janeiro from Vichy with 
$1 000,000 in American currency which he turned over to the French 
Ectassy in Rio de Janeiro as an emergency fund for French minions 
in Latin America. We have also learned that the French Ernbasa:y in 
Rio de Janeiro has available the milreis equivalent of $385, 000. 
In view of t he above, and 11i. th the acquiescence of the State Depart­
~nt, the Treasury has not renewed for September the license 
authorizing expenditures by the French for their diplOJDatic and 
consular establishments in Latin America. 

C. French Possessions in the Western Hemisphere 

Since January 1941 a monthly sum of approximately ~800,000 
has been made available to the French Government out of the1r 
frozen f unds here, for purchases of goods to be sent to ttartinique, 
Guadeloupe, and French Guiana. A similar arrangement makes avail­
able $~5, 000 per month for goods sent to St. Pierre and Mlquelon. 
To some extenl; these funds are replenished through shipments of 
local ¥roduoe from such areas to the United States, and the ahip­
~e~t.o gold from French Guiana to Brazil. The Treasury obtains 
e &lled reports on the purchases made under such licenses . In 

C~ddition the State and Navy Departments have observers in lfartinique 
.o insure that none of the goods are reexported. 
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n. china 

it the specific request of the Department of State who 
dvised us that the matter had been cleared with the President, 

the Treacury has since March 1941 allowed $100,000 per month to 
be re~nilted t o China out of French Government funds in the 
United States. We are advised these amounts are needed for 
French govermental expenditures in China, but we have no informa­
tion as to the exact nature of the use to which such funds are 
out , nor as to t he advantage, if any, accruing to the United 
Statee under such arrangement . 

E. llorth Africa 

At the specific request of the State Department, who had 
ne&otiated t he matter with French and British GovernJnents, there 
has been made available to the French Government approximately 
$7, 000, 000 for t he purchase of certain specified commodities to 
be sent to North Africa. The Treasury did not participate in 
these neeotiations and has merely at the written request of t he 
State Department issued the necessalf licenses to effectuate such 
ar rangement. We have recently been advised that such arrangement 
is to be placed on a yearly basis, under which approximately 
$12, 000,000 of goods will be sent quarterly to North Africa. 

F. Uadagascar and Indochina 

Special arrangements have been set up designed to facilitate 
the export to the United States of rubber from Indochina, and 
gre.phi te and mica from J.(adagascar, in return for goods to be sent 
to such areas and other concessions. 

G. Havas News !gency 

th 
From time to time, at the request of the State Department, 

e Treasury has issued licenses allowing payme~ts for the 
expenses in the United States and in Latin America of the Havas 
!IelVa Agonoy. There has been some disposition on the part of the 
State Department to curtail these expenditures, but until recently 
pfayments were still being allowed, ee.oh at the speoit'ic request 
o the State DepartJnent. 

-
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F'ranc1a 
814clle: 

RMJr: 

• 
8: 

f!MJr: 

8: 

I!MJr: 

8: 

I!MJr: 

8: 

I!MJr: 

B: 

I!MJr: 

8: 

I!MJr: 

8: 

I!MJr: 

8: 

I!MJr: 

8: 

I!MJr: 

Yea, air. 

&ept .. ber 2, 1941 
l2:o4 a ••. 

I '• baolt at 117 deelt, and I want to tell JOU 
how delighted I aa • 

Good. 

Also 117 Mre. 

{Laughs) Well, Jou're both - JOU were both 
two ot the originators ot the idea, I think. 

Well, I'll take a teeneie-veeneie ored1t. 

Well, JOU oertainlJ deeerTe aore than that. 

Well, it'• grand to haYe JOU there nov. 

Well, it'll be bullJ \o - it'll be bullJ to 
be with JOU. 

I look t orvard with lote ot pleasure to haYe 
a orueader oYer there. 

Hov ' e that pleasant I sland ot Mount Deeertt 

Pardon? 

How'• Mount Deeert? Vae it n1oet 

I vaen't at Mount Desert. We were up in 
Canada. 

Oh, JOU were up in Canada. I eee. 

Yea. 

Lot ot ra1nt 

Rain and YerJ oold. 

Oh huh. ReDrJ • •••• 
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IDIJr: 

Hnold 
GraY tal 

HMJr: 

G: 

• 

S.ptM~r 2, 1941 
2:)0 p.a. 

. -. 

I eaw an announoeaent that rou were baYing 
the Treaa11J7 Glaee Boult at Rockefeller 
Plua. 

Yet. 

Well, I'a •er1 d1eappointed that ther'r• 
hold1118 1 t there. !bat' • a long n1 troa 
Fourteenth Street and 'l'wentJ-Tb1rd, the waJ 
I auageeted u . 
Yeah. Well, I don't know about it. I'll ••• •• 

ID!Jr: I aean, tbat 1 e the place when the1 .. u the 
aoet preoioua Jewele1'1 and it'• a high pr1oe 
fur retail to people on F1tth AYenue. 

G: Yet. 

HMJr: Tba.e &l'en't the kind or people I want to 
reaoh. 

G: Well, I'll look into it. 

IDIJr: I'a YBJ'1 auob d1eappointed. I eaid Fourteenth 
Street wae ~q t1ret oboioe, and 'l'wentr-Tbird 

0: 

HMJr: 

G: 

HMJr: 

G: 

HMJr: 

G: 

waa .,. .. oond. 

Yeah. 

Mow theJ go to Jlookettller Plar.a. 

Well, I'll look 1nto 1t and. • • • • 

Well, tell whotYer d1d it that I'a Ye1'1 auoh 
d1epleaeed. 

Yea. Ma7be we oan ao•• it or put it 1n 
another ..... 

Well, tber're opening it toaorrow, I think. 

Oh, tbe1 are? 
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IIJUJ'I 

~· 
IDIJJ'I 

~· 
IIJUJ'I 

~I 

IIIIJJ' I 

~. 

DJJ' I 

~~ 

• 

-·-
z_.,_,u,... ..... ,'- .. -• ..... -....... ~~~.. -'······ ,.,._ .. 
r.u. 
r.u. WoU, 11U 1-* late lt. 

Wt.U Jftf 

W l 1U at lMot paaa M 1"1" ....... 
• tea. to• Mll lila Ulat tllat t.u'' t1ae ld..a& 

of tbl., &bat ••••• 

'fOil"'· 
lt11 a little Mt of a hJOI' - tlao11N •• 

t:!,"fr:-.:"..:•:e: :;-~:r.u, l :U• ., ..... , ..,.,. 
ro.J wou, 1 111 loot t.ato u. 
ftlaall , ... 

roo, ot.r. ~-·· 

• 
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HMJr: 

Graoe 
Tull7: 

8epteaber 2, 19~1 
J:lO p.a. 

,. - · 
65 

Hello. • 

Hello. Mr. SeoretarJ • •• •• 

HMJr: Talking. 

'1': 

IIMJr: 

'1': 

IIMJr: 

'1': 

IIMJr: 

T: 

IIMJr: 

'1': 

IIMJr : 

T: 

Mr. Seoretarr, nov I took that ~p, and that 
vaa a aiatalte, and, ot oo~rae, be abo~d baTt 
been noUthd. 

Yea. 

He ebo~d haTe been there. 

Yee. 

B~t, boveTer, the Preaidtnt doean 1 t think he 
ebo~d oall hia but he think• Pa aho~d oall 
~P and apologize to hia. Ie that all right 
With 70~7 

That vo~ld be entirel7 all right. 

Yo~ think that'll hancUe 1t all right! Beoa~ae 
be - the President aaid, •or oourae, he ebo~d 
haTe been there.• He aaid, •I don't know vhf 
he vaan't.• Tben I aa1d, •Well, be vae told 
not to coae. 1 

I. • • . • 

And then be eaid, 'Well, I don't know vbo 
told hia not to ooae, 1 and I eaid, 'Well, I 
g~eae Pa •~at haTe.• 

Well, 70~ ltnov I didn't •~ggeet that the 
President aho~d oall. That vaa J~et, 70~ 
know • • • • • 

No• B~t I aaid, 'Do 7ou want to oall hia?' 
And he aaid, 'Well, I don't think I abo~d 
get into it.• Atter all, 70~ Jtnov it vae 
Pa'a Job to do it. 
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RMJr: 

'l' : 

HMJr: 

T: 

HMJr: 

T: 

BMJr: 

T: 

HMJr: 

T: 

. -
- 2-

!bat'• ript. 

So that we'll let Pa handle it, eo I will tell 
Pa to oall Xr. Gaaton ••••• 

Well, I •. ... 

• ••.• and tell b1a that be'• Yer1 aorr,, that 
be ebould b&Ye notitied hia to be here. 

Well, d1dn 1 t the Preaident teel badl7t 

Bubt Yea. He aaid, "I don't know vbT he 
vaan't here.• 

Well, I thinlt it 1 a up to Pa to oall h1a. 

Yea. I do, too. Wall, all right. Wben - Pa'a 
probabl7 out - I don't know whether he' e baok 
tro• lunoh, but a1 eoon a1 I get in touob with 
bia I 1a going to explain it to h1a • •. • . 

EYer eo auob obliged. 

••••• and then ask hia to oall Mr. Gaeton and 
explain it to hia and aake 1oae apoloSJ to h1a 
tor not doing it. 

HMJr : Yeah. What'• the nev1 about Mi11 LeBand' 
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REDESIGNING FEDERAL TAXATION 
BY IUNDOLPH E. PAUL 

.. fllith U a fino [n~tioo 
f'ot tt-ndemen who tee; 
8ul miCIOI(Ofi'CI' are pruckftt 
In •n f'lfiC''1encyl .. 

EMily Ditki.,Ofl 

I
N these hord. critical days the words 
o( n New England poet may be full 
o( •nlutary suggestion. They may 

be: applied to the whole kaleidoscopic 
intun:uion:al situation. They may be 
:odd..-d as well to the ftueruating na­
tiooul secnt. including the problem of 
financing national defense. The neces· 
sit)' ol pa)ing for continuing to live in a 
ci'ili1al tOCiet)' will put an indescriba· 
blc strain upon our t.ax system. In 
such an emergency, shall we O'USt to 
blind faith, or shall we add to our 
£aith as Americans the prudent use of 
mic~opes? 

The vaguenesscs of preliminary dis· 
cu,.,ion hnve recently been clarified by 
concrete figures on the subject of financ· 
ing nationnl defense. t The total cost of 
the projected expansion o( military and 
n:wnl plant, exclusive of maintenance, 
h3! bc:<:n crudely estimated at between 
~16.000,000,000 and $18.000,000,000. 
l"hc<e figures are sul!kiently challeng­
infl. C\en for twentieth cenrury thresh­
hold• of sensation. They mean that the 
t:nited States must pay the equi,.aJent 
o( the MICt value or eighteen General 
~lotors corporations as the price of ade­
quate dd~x. But even more arresting 
arc I he ~umates or annual maintenance 
and operation cost of the new military 
pl:ant when completed. Here many im· 
ponderable factors, such as airplane 
; .. f.<w.ploflf!J 11-.e Flnandn,: or t-:ac~~ Oel"eNe and 
" I t'Onomk Corutquenta.'' 21 S.m'JII' Bllllk J .. w­

tiJ II (0\:tolwr, 1~0). 
~I hh b 11 I~H •he "'tn whleh may be tpel'lt ht. che 
•ul '~•r .,,., lor lnctca.ed planl. Leon Hmdcr-

obsoiCJCence and military vacillations 
preclude precise estimate, and diera~ 
a range estimate of from SS,SOO,OOO,OOO 
to SS,OOO,OOO,OOO. Th.ls sum may be 
compared with less than S I 000 000 000 
of Army and Navy expcnditu.r~ in' the 
Government r.,.al year 1940. At the 
very least we shall, therefore, have to 
increase our annual governmental ex· 
penditurcs by $4,500,000,000 when 
our military plant is completed. Proba­
bly the increase will be nearer $5,000,-
000,000.' And these sums may be 
underestimates. 

Such nc.ccssities bring incalculable 
problems. To what extent shall sucb a 
program be financed by borrowing? To 
what extent shall it be financed by taxa· 
tion? What iJ necessary to adapt our 
Federal tax system to the inevitable 
strain of providing iu share of the neces­
sary funds? Questions of such staggering 
importance need calm, objective, non· 
partisan discussion. Our wisdom will 
depend upon our detachment. If there 
is too much heat, there may be too 
little light. And there cannot be too 
much light upon a problem that will be 
with us for 10 long a time. for we have 
not only the fmancial problem of build­
ing up defemc during the next few )"Qn, 
but abo the vital long-run questions of 
po!t-dcfen'C IUcal policy in connection 
with the problem of permanent cost of 
maintc.nance and operation of an ex .. 
tended military plant. 

Whether many are right in their as­
sertion that we may borrow freely with· 
.on1 21 .S.I'i-.,1 &11! J•wrul 46 (Ottobtt, 1940); 
Rich•rd V. Cllbttl, 21 S.f!iJV' Bmt! }~ 9 
(Oc.tobt.r, 1940). It b not • tlmplc tuk co •pend 
money. 

t4) 

rn.-.!.u.s.A. 
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144 Harmrd Business Review 
out undue ri•k need not be debated 
now; ,,r ha'-e no orher choice for the 
momtm. J l:him:ucly ,,.e «hall ha'~ to 
dc;tl ,, irh 1hi' quC!(tion a~ a mauer of 
lon~·nm poli< l'· . \ nd ."• <hall al<o ha•·c 
ro dc•ddc \\her her 10 mcrear.e our taxes. 
"~r prohlcm i~. hoWC'\'Cr1 far _larger 
rhan n quc,tion ofincrc-:.~ caxauon. h 
mn)' \ \('IJ be thru raxcs s.hould be used 
mod('r;1Cf•h· until we h:wc achicvt-d a 
full utiliz.,fion of our resources. • It mny 
n l~o hr rh:u 1>r{'~urc.s of n:ttionrll morale 
will requi r(• u~ quick!)' 10 increase tax 
ratr< hrrond rhc levels achieved b)' the 
t\\O TC'\('nuc ac1s of 1940 . .~ However 
th~ tjuc.-..tion< mar be answered. the 
-.;rim n('("c·,sity of a scarchin'J rc·analy~i.: 
o( our t~i~tint;" mx system is knockin~ 
h>nl ar thr door. That necessity will 
rnrrtl) be rmph>sized by any further 
inrrt."'fo(" in raxcs. TI1c cruC'ial qut"Stion 
i~ "irh u< ('\ <'O if increa~ national 
rM't"nur' ~m·c us from rhe nt-cmity of 
inrrt'.t,inq r:utl\: ·ro whm extent and 
ho''~"ll oul' l;lx .S)'Sicm I>C redesigned 
to 11U'l'l .ut unpr(-ccdentcd cmergcnC)'? 

1\ rnx ·')'~h'HI <·n~a~t"<l in t he task of 
c•x-:H·linq' from 8''; 10 10(; of the na­
tiuu,,l itu·onw, hn lOp of U !oOI:ttl' and 
IOC':ll rx:wcion of abotn Jor;, 1'11ust be 
:1 "')uncll.tx :-\:-H·m .• \ parr from it.s u.sc­
helnl'"'"' hlr nonfi,c-al end-.. caxation ic 
hur ,1 mt•th()d of r:ti,im: T<'\'<'nuc to de· 
fr.1, the· t''IK'n...._"' ot e:ovcrnm<'nt. anrl 
uC 1.1irh di,rrihutint: 1hc burden amonq: 
III(N• '' ho mu't lxar i1.: J-:,·cn if we 

'cT t;u\ (offf'f, •• \m .. ._ .:t.nd 1~.-..i~ for h ." Ill 
1/.•J ,·, If ,,.,.-, ......... ~} t' l)\mtbtt. I<J..O): £.A 
, ........ ""'"'""· !t , ...... (, Jl .... (j ..... Jl (Otlobc-t, 
1<1~1'\ (,1 ,..,,, r11 HI . p. 1}, 

• \ot!hnt, '"11 111 . 1• H, (;rn-r, t!p. cit , PJ, t.S·O. GS2 
• I nutc- I~., ...... ,., !l ' ""'no:<.(J ll01'Jl ]~r:.,w,J 30 (Oren.. 
lot"r, l<llll). 

• I hr lf'llll,.l d~tlut;ln an •l•c- ill'~plt'd drfi11jtil'" !-( 
141\"' ~~ 1ho11 lilt"".~ •ll"f' .ut r-.,:.tl'li<MI ol to\"<:rTiROI)'• ~· 
Thum.u ~~ ( ••·1~. I •o;~ t/ 1tJwti(m (4

1
t
1 

t'd., 
C'1tiC'II.,II\ I, ( ollloUjh,l!\ & ~'Uip;lll\, 1924) pp 61 
<•fJ: ,.,,,,,,.,,J ,. R~·"" · :!9~ l' ... 't I , 61 (19J6):. n.wi 
v. l MtJ ·''olttt, ~'_'5 l, .::-, ~.r-·. !S? (ll)JS): Ft~,J., 
C'nttr,J ll"l r'""" ~~ /, k C ' Rn .... ,'J,, 183 l '.$, 

assume that our CXlSilng S)l>tcm llll 

raise the requisite revenue Under .! 
economy stimulated to produce a Dll· 
tiona! income of from $90,000 00o 000 
to SIIO,OOO,ooo,ooo,• the qu.;tion' rt· 
~ai~s whether its ?urden is equitably 
d1str1buted. Only wrshful apologistJ "ill 
claim rha t it is. Even in taxation, oquit)• 
may be n roguish thing; but it has some 
principles. It rebels at a palpable fa ilurt 
to reach available revenue, which in 
turn passes avoided burdens to othen. 
It protests, with equal vehemence 
against inflexible attitudes which cxa.:; 
their pound of flesh without discrimina. 
tion. The quality of mercy should not 
be strained even in the field of taxation. 
And a tax system must keep reasonably 
abreaJt or economic realities; il cannot 
li"e in an ivory tower apart from a 
changing world which it is supposed to 
serve. 

Dtjtcls of the Tax System 

General principles do not usually de· J 
cide concrete cases,' but to judge a 
tax system it is necessary to adopt some 
point of departure in tenns of basic 
theory. There is considerable debate 
among our leading economists upon the 
question whether the chronic depression 
which has characteriud our national 
economy is caused by a lack of balan« 
between the disposition to sa•·• and 
available investment outlets, or has .some 

• 71, c7S (t902). 
1 
Ju.Mitt S!oM, diurn1in.g in Crul N,-dttra R•'I•WJ 

c •. v, IIH.I.1, 297 U.S. ns. tSS (1936); fefuc Frank· 
furtt-r, ,\[,, ]llJtiu HtHmu «NJ tlr~ SMJxwM C.t 
(C'.,.mbrldgr, Harvard Uni~Jiity Preu, 19)$), P· 
42. 
I &r c~ ... op, e:h •• pp. 6SO, 653. See abo 21 Soto 
l'f,tl/'(1"'' ]tttmtn/8 (Octobtr, 1940), 
' juJIIt(' f-lohnt'11, dla.encing: in IAe!Jnn v. Ntw nw~. 
I ')8 l'.~. 4$, 76 (1905); 11Holmes., Lcnc::r 10 Dr. Wu, 
Ju"(' 16, 192),11 ]rut•'u 0/hw WriUitll llo/m~J, /111 
0...4 ·'•r•~ti4J4d ll-.f!l/ttttrl Uttns mtd Pajwn. Edite-d 
by l l ~~ony C. Shrivrr (Nrw York, Central Rook 
Coonpany, 19J6), pp. 164-165. 
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les.i ob,•iou.s cause, the elimination of 
"hi('h ,,'OUid in tum eUminate idle sav­
im, .. a< a depressing fac~or.'~ \~ithin 
1he limits o( n short arucle It 1s not 

~ible to explore the validity of many 
available statiS!ical studies on this sub­
jt-ct or to appraise the significance of 
controversies. The disc\usion of pro· 
posed chang~ in our tax structure in 
thi< article is premised on the belief that 
some reduction of stagnant savings by 
taxation and by their reintroduction 
in10 the income stream through expen­
ditures i• desirable, and that a reduction 
"·ichin cerrain limits can be accom­
plish<'d without having unintended re­
<trictive effects more than offscuing the 
dcsimt advantages. 

Whot specifically is the mauer with 
our tox S)'1tem? If one could be Congress, 
what would one do 10 improve it? Tax 
talk needs to be on such a brass-tack 
level. Tax questions can rarely be an­
swered with smooth generalities. Exact 
descriptions and bills of particulars will 
be a refreshing change from most tax 
talk. 1\ nd they arc a prime requisite of 
C'On4itrucdve tax discussion. They arc 
the trees that make the forest, which 
incidentally must always be kept in view 
as ajorrtl. 

h is not difficult to be specific about 
,. a. the di.fl'tffnl polntt ot ... iew as rcpracntcd in 
H. C. )toulloo, C. w. Edwanta.J. D. ~hgtt:. and 
a..... ......... c.,.,. ~- &./'(._,_.,, -.1 
&...,.fll Sl.Uu~ (Wuhi.nston, The Brookiop 
Jrm,tution. l940): ~ation.al Buruu o( £cooomic: 
Rttt:~rch PublicatioN, No. )41 c.....JJfJ Rao 4!tll 
Ccl'llli F.,,..,,.,. by Simon Kw:nc:u., and ~o. 3S, 
Cc11t4/ lMuUII#IM Mti A/jMJbMifl by Solomon 
rabricant (New York, The Burnu. 1938); ••Papc:n 
"~ Proctt<Unp or the f"ifty•fint Annual Mttdl\g o( 
tht Ati'IC'rieAn Ec:onomie Alloc:iation •• 29 :'lmtric.-11 
&oMP~~ Rtt'tfW I~ (Suppltn\ent. ~hrc.h·, 1939); 
AMn l l. litruen, "Prog~U~ .and Occlini03 Po pula· 
tlon," 20 A.m,ia"' F:nn6mt'' Rttitw J (Man;h, 
1939); Jllf &oftf""/t l..,flttlm jtlf Amnk.-n Dtf'll«r4fl 
br Seven Hatv1rd •nd TufiJ Economitts (New York, 
1 he Vansuard Pte•, 1938). 
" Our F'edC':ral ttx tytcem it abo unduly compJi· 
atcd. h now compriaa more ch.&n 100 tuet 

Mabel Newcomer, Tu•liM cftd Fixtll P.tq (New 

the deftcU O( OUr (BX S)"StC:m, II fOr it 
faib to deal adequately with many of 
its problems. UnrelUOnable corporate 
accumulations arc a common phcnomc· 
non." The provision penalizing unrea­
sonable corporate accumulations has 
been found completely wanting, because 
taxpayers have successfully argued that 
they may pile up surpluses for the myth· 
ical rainy day of the unpredictable fu­
ture, or thnt they may in the same sort 
of future go into n new business in the 
ma.nncr of the White Knight, who kept 
a bee hive on his horse because he might 
some day wish to keep bees." We have 
for years supinely failed to seek re­
examination of a fiVC·tO·.four decision o( 

the Supreme Court of another day that 
stock dividends are not comrirutionally 
taxable. Only comparath•cl)• recently 
have we ventured to tax some Hock 
dividends, and we still shy at an attempt 
to tax common stock dividends upon 
common stock where only common stock 
is outstanding. In spite of recent deei· 
sion• of the Supreme Court, legitimate 
wholesale avoidance of income and es· 
tate taxes may be accomplished by the 
use of trusts at the cost of a relatively 
low gift tax." We do not try, in the 
manner of the more realistic British, 
to cut under this whole problem by 
Vc.-k, Columbia Unl..,.ly ..._ 19<0), p. 17 
But I htsltate ~ ru.Le chi• eoropbint, ti.t!Ct! 10 much 
ol the c:ompkahy tprinp from a desirt to bt: fair to 
taxpay<n. Sec Rob<n 8. Ekhhoh ... _ IN 
federal Income T.n Be: Simplifi!C&, .. 48 Y.J1 !.. 
J--' 1200 (May, 19)9). Mu<h ...,.p!Wiy -
attribut•ble to th.it CAute origi~tet in the ~tivt: 
deaii.tt- co prew:nt cu avokl.anc:C':. 
uSee: Cr«r. op. eh .• pp. 6SO, 660. 
uSee F~tt41 Rt,.,t t/ '~ Cfi'Midkt f/ tAt }/tJti.Ml 
T..,- A JJ«Iai'IOII • " l·~lmJ Tu•t;.,. './ C~tfHt41iflll, 
Nal'ionN 'ltu AUfltlllti•n, Pr«ttdiJIIll (1939). 
t • Nan example orchil J.wlng, h .nay be noted that 
a gift ol 110,000 (rom en uuate than will a.mou.nt lO 
•lightly more than 11,000,000 tat the dt:.ath of the 
donor avoid• a protpc:cdve c:stat C': tax of $3,520 by 
paying 1 a:ift t•x or only 1 165. Thi• ex~mp1e u. 
Jumn that the donor ha. wed che $40,000 exemp­
tion, but hu made no other si(u. It abo ignotc:~ the 
14,000 udution. 

• 

• 
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aboli<hinq husbands' and wi\·es' privi· 
leg~ of filinll Kparate returns. Although 
the Supreme Court has unshackl~ us 
from sev~ral suppo~ Constitutional 
limitation'-! we con1inuc a 5tatutory ~~· 
emption of income from state and .mun1c· 
ipal &c<:urilics; and in so domg we 
provide n haven from the sw~~p of the 
Jurtmc with the rcsuh that a constantly 

! • ' 0 

growinR ma,;Ji of tax-exempt securwcs u 
seriously endangering the system of the 
p~rcssivc income tax. Life insu~nce 
remtlins for the iniliatcd a mamfold 
inlftnunent of tax avoidance. \Ve ha\'C 
no adequate provisions to prevent escape: 
from the estate tax by means or inttf 
n'rtu girts whieh are in fact, if not in 
synthetic lcqal throry, in contemplation 
of d~ath. The estate tax is Oagrantly 
ovoid~ by th~ insrrumcntality of special 
powen of appointmenL" We discrim· 
inatc against earned income, such as 
salaries, and against unearned income, 
such as dividends, by continuing in ef· 
feet nn unduly low tax on capitalgains. 1• 

And 1he nngel of death saves many 
" l~:rwln N. (iri,wold, .. Powen of Appointment 
and thC! l' cdc:rAI Ntnte 1'ax," 52 JlatNttd C...w 
Uumv ?2? (AJ>ril, 193?). 
uSee C.c:fhttrtl C:OI.n, "Tht: Reo.'t:nue :\ c.t of 1938," 
S S•t~<rl Hmattlt 255 (~ptc:mbcr, 1938). Tbl.t 1.t, or 
CWDC", 11 hitchly ronti'O\'<'nial poinc. Oplniol'l rancc• 
Q\Cf 11 "ide l~tlttkk from thr ~dvocotq o( compkce 
t'llmln..hon of an~· t".apit;tJ pin tu to rontentioN 
th.lit MJCh f1011irv.thol.•ld ha\~noimmunlty.Sn: Arthur 
tr t\.t'nt, •·Jllor ~ olTaxift;s Captal Cains. The 
e;.. Nr ra ..... uon," 7 t-.-c..u-,.,.,7 h.tlt.u 
19<4 ('princ. 1~); C:cd"IT)• ~- Xr-hon, ••Ttw: Catoe 
ot Ta,•r~• l':.tpi~l C;t~.N. Thr C.. qaimc Tua· 
, ..... •• 1 1.- ""'c.-.,."? "'- 2011 <Spnns. 
19..0). !'In' •ho ('~ 0 . ~by, Tavw.trl-'lff I"Mu 
-t .-i..MNrtiJf IU·f-nMII.J (;'~;eo.· \ 'ori:. A.mn-ian 
hucihnt' f\&btuhin.g Co. and Pritt, Waterhoule & 
Co., 19)6), \'QI, 2. P• 144; Htnry C. Simoru., p,. 
•Mal/..., I~~~~~~ (a.icago, Uni\-enit)'OfOl.icaao 
l~<"M. 1038), p. 1"8; H.obc:n Murray H&ig, "Tax. 
'-tion or Caphat Caim," 11'•11 S1ur1 ] oUJntJ/, March 
23, 25, 20, AJ>rll 2, 8, 13, 1937; Roy B~ugh and 
W, II. lltw-tu, "C'...'IJ)hal Cl~ins.,'' (Onta.inC'd in 
,+;t,,.h,J ;,. {,..-~,mad ll 'riMt! (Nc:w York, N.:ulormi Bu· 
rt"au o( Economic k~arch, l938, Vol. 2., p. 191); 
N•tlonal Tu Assot'i:•lion C'.onf'trence:-, Repon or 
Conunlttcc on Caphal CaiN, 1938, Apart (rom the 
rtnC'ra110t'¢ lncr.:ut t"ti'«IC~d b)' the: fint Re\·enut 

capital gains from any tax at all because 
or our Statutory rule that th~ CState 0( 
the owner of the appreciat~ property 
may take value at the date of death as 
the basis of the property. Finally, the 
estate, income, and gift taxes are wholly 
without integrat.ion. 11 

While we thus make the mistake of 
being tender-minded, we also disregard 
William James's advice by being tough. 
hear1cd . Our tax statutes are full or 
discriminations. T he existing situation 
wilh respect to consolidat~ returns cries 
out for further study. We now permit 
such returns for excess profit$ tax pur­
poses, but not for income tax purposes. 
If there is any plausible reason for this 
differentiation, no one has stated it on 
any available record. The tax effect ol 
mortgage transactions, from the stand. 
point or the capital loss provision and 
the bad debt provision, is a morass ol 
metaphysics." Our rules of res judicata, 
every year a more important subject, aro 
completely archaic." The statute is in· 
excusably harsh with respect 10 personal 
Act of 1940 we now tax long-tenn gains at a 15% 
t"~IICI AJ tgalnll • top JUI'tAX or 75%, which with tbe 
normal tax totall797o• This &et".ms to the writutoo 
great • dlff<'rtntladon. 
" Among the rna.ny mir10r blunder'$ln our ta:c .cu: 
may be mentioned (1) the extenSion ot the ri&ht to 
deduce few income c.a.x purpoees the muket value 
olattt. made co ~lisious, charitabk, :tci<':a.ti6c, ud 
tdueltlonallftl.tiluti.oat, (2) the C.Uun:: co make t.hr 
baAs ot....,_y to be UICd by lhc <lliuibu!<a olao 
atatc COftlonn co the valuation aUowcd Wider 
Sccllon 811 (i) ol the: lotunal RC'\<-u~ C'..ock, ud 
(3) l.ht ('"(teftDon ol the ri&:hl to decluc:t lOt C'Qk 
l&:c purpoeu claims _,-&imt the atate-. t'\-en tbouc:tl 
tueh dattnli may noc: be enfon::ea.ble aa:aimc par-· 
1icu.lar -.u of the es:tAte, web u imur&DQt. 
R1n.dolph £. P.aut. "Ufe Insurance aod the FedtraJ 
£.tate TalC,'' ~2 Hll.t'Nfl I... RtrAiw 1037, 1072 
(Moy, 1939). 
11 RJndolph £. Paul aa.d George S. Allan., St.iiu 
irt 1-'tJmd '1'ttxllliM1, TMrJ SuJ.II (Cambrids<'. Har· 
vard UnlvcnJty Prea., 1940), p. 296. 
•• See Erwin N. Crltwold, " Res judicata in federal 
·ru CMc:l.," <46 Y.Jt LttwJotdntJ/ 1320 (JunC', 1937); 
Randolph E. l>t.ul and Philip Zlmet1 &lat,_J StuJ;, 
1'.11 fiJnal T uat{o,., S«011l &riu (Chicago, Callashu 
ond Compony, t938), p. 104. 
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holding compnniCJ where dividends can· 
ot be distributed." The statute has no 

;:,.,. ision for such intelligent generosi­
ur-" 35 a credit on ac~ount of dependents 
Uct"cen the agCJofnmeteen and twenty· 
one years, or a limited deduct.ion for 
per>Onal medical expenses. 

CoiiSWIIPiion, l11come, and Estate Ta,xts 

E,·en if we corrected oursdvCJ in these 
...,pects, we should fall short~far short 

of the goal of a sound taX system. For 
our existing system is conceived in vacuo. 
Our predominant philosophy is the shop· 
worn notion that taxation is for revenue 
only." Such a philosophy contradicts 
experience, which is the best teacher of 
all.u Tbe use of taxes, with incidental 
and e\'cn non fiscal motives, is sanctioned 
by precedents as old as our Constitu· 
tion' ' Whether we like it or not, we 

know that every tax is in some measure 
regulatory, since it interposes "an eco. 
nomic impediment to the activity taxed 
M compared with others not taxed."" 
But we hesitate to view our tax system 
as part of an entire economy. We act 
upon the charming fiction that its only 
runction is revenue raising, when we 
know that our choice of taxes affects 
our whole economy. This is particularly 
"The tank" situation cxiltt under the di.tcatded 
11ndillributcd profita t•x whete there haJ b«n an 
Impairment or capiud. 1/tlmr'ffl v. NMtlfJ.CJtll SJt-ri 
Roiii'Jtt ,\filii , lnr. , deeh~d by tM Sup1·eme Court, 
~0\'embtr 12, 1940. 
"S« John M. Ma.guirl':, uCapitaliut~n ol Pu-iod· 
j(..J- PaymerU$ by em.·· )C H.,.J u. RmM 20, 
-t9 (XO\'t:mbcr1 1920). 
u An e:xttpc:ion is our FukraJ acatc cax, which b 
11\'0.,.,.edly for the purpoee o( wealth rediJ:trilx . .tion, 
~ rcrnub o( Congrc•man (later Vice Pte•idcnt) 
Carner in 6S C~ttUio~t~JI kttord ll2.2 (1924); 
~~marks of Congreuman LaCuardi.a (now Mayor or 
:-.lew York City) in 75 CAqrun'MOI Rte.,l 6678 
(t9l2). S.. abo M ..... of Prtsldenc R.-•·•1~ 
J"nc 19, 19)S,quoted In H.R. Rep. No. 1681 74tb 
eon,., ht Sa... CB \9)9·1, Pan 2, p. 642. ' 
1

' Stt Ctthan:t Colm, ••full Employment Throv1h 
,•,•" PolK-)'?," 7 SotW Rtst-.rcA (November. 1940). 

Stt Robert Murray Hals, ·~axation," 1<1 EAt)ltlo­
f~JAtt/ur of tlu &dal Stlr~ttu S33 (New York, The 

true in relation to our election of sub­
stantial consumption Ulxc• instead or 
taxes upon savings. 

Our tax system is now overloaded 
with comumption tax<:>. In the fiSCal 
year 1940 our consumption tax<:> totaled 
S1,813,000,000, or about 33% of ou,. 
total receipts, as compared with S1,210,· 
000,000 in 1929. These taxes have been 
increased by the lint RC\·enuc Act of 
1940, and it is probable that consump· 
tion taxes wiJI reach the unprcredent<'<l 
total of $2,240,000,000 in the fiscal )'ca•· 
1941. A recent TNEC Sludy" demon­
strates the effect of these consumption 
taxes. Families with incomes of SSOO and 
under, pay taxes amounting to 25°; of 
their total income. Families with in· 
comes from SSOO to SlO,OOO pay between 
18 % and 20%. In the lowest income 
families the process is to take money out 
of one of their pockets and to put it back 
into the other pocket. 

Regressive consumption taxes provide 
the easiest administrative way of raising 
revenue. But they arc primarily a levy 
on the poor, violating the first canon of 
progressive taxation, the principle of 
ability to pay." In addition, and in 
terms of "things and resulu,"u their 
effect on our economy may be e.<tremdy 

~lac:mlltan ec;mpany, 193-4): Atrtctl C. Buehler, 
"R~gulatory Taxation," 17 II.A.IWAMO ll\.ISI-'lr.a 
uvn~w 138 (Winte-r, 1939): Cl~ter ·r. Crowell, 
uTantion Not for Re\'<'.OUt," 176 /lluprr'l Motcr.:.ltt, 
89 (Occcmbc.r, 1937). Su abo ~~. !A11i1 l'o•t, 
Ait-ntwtq C.. v. St. IA11i1. 249 l'.S. 269 (1919), 
jwdfyint: a high tax to ditcoura..~tt bHibo&rds.. 
"S...,AI.lJ•·ll..uiSllus,lOO IJ.S.l06. SIJ(I931); 
P«Jfo A.wrv• Fu4nUt v. Al•.t., 26? U.S. 269, 2n 
(t?2S). 
u Gerhard Colm a.nd Htkn Tanuov, IJ'ho Paplftt 
ToxtJ.', !\·lonograph No. 3, Temporary Natiot~a l 

P.Gonomlc Commhtte (1?40). 
" Henry S. Den.nison, Uneoln f'llcne, R~lph £. 
Flanc:lttl. and MonU £. L«dt, '1..,..,-J F•dl £-. 
,.._,..,., (New Yott.. Wh.iuktty J IOUJt. McGraw· 
Hill Book Company. Int.., 19.)1), p 21S; ~tw<'OmCT, 
op. eit., pp-. 22, :)7, 39, 40. 
t. OUvt.r Wendell Holmt'l, ColltcW U zal P4pt·u 
(New York, H~rcourt, Braee •nd Company, 1920), 
p. 282. 

• 
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damaging, b<cawc they seriously affect 
the incomes and welfare of all persons, 
including taxpayen in the upper brack· 
eLl. Any fonn of taxation 

, , • H'lkN money out of somebody'• 
pockc1 and entails 10me decrease in ex· 
pendilura or lhat peNOn. Taxation diveru 
funds fl'om 1hc taxpayer 10 the Government. 
The expenditure or the"" runds by the 
Covernmt:nt in general merely replaces ex· 
pcrldhurt'!l by individuals and business firms, 
nod doe• not add m the stream of national 
income and thus 10 the volume or employ· 
rnent. Only in the event that taxes divert 
10 the Covemment funds which would 
otherwbc be hoarded can tax-financed 
upenditurcs have a nc:t expansive effect 
upon the income stream and tht- volume or 
ttnploymcnt." 

Coruumption taxes, including such 
rnw luxury taxes as the taxes upon 
tobacco and gasoline, should br a last 
resort in a modem tax system . ., There 
may come a time-such time has come 
in Creat Britain- when consumption 
taxes will have to be used to curtail the 
production or peacetime commodities." 
The primary function of consumption 
taxes should be to control production . . 
nol to ratse revenue. With unemploy· 
~nc~t nt present l~vels it looks as though 
11 '""bra long umc brfore this country 
has to adopt Goering's slogan of gun.s, 
not butter, unless bottlenecks intervene. 
But as i( t~iJ were not tr_ue, we are using 
consumption taxes to rai$C revenue when 
we should br holding them in reserve to 
act M a control upon production. The 
efTcc:t is to repress the expansion of the 
economy. We thus take two steps for­
ward, and then one step backward. What 
':·e should do is finance less by consump· 
uon taxes and more by taxes upon the 
11 Cllbc-rt. op. dt., p n. 
.. Dcmnbon, .,1lcnc, Hl\ndrrt, ;and l.ccds, op ch 
P· 237 • A C'AJe may be made (or d'tt' guolin~ 11~ 
upon the lf'OUn'l clt~U it pc-oportiON highway COli 
to we. 
II Cllbr~, op, dt., pp. J6, <46;Jeromc Frank, Speech 

moderately high income groups and, 
as a practical matter, upon COt'pora 
tion.s." While taxes on moderately hi&h 
incomes have some repressive effects 
upon invesanent and thus upon em. 
ployment, they operate to reduce idle 
savonga. From the standpoint of the 
whole economy, they are therefore 
muol1 mo;e desirable than consumption 
taxes, \vhteh reduce the spending power 
or individuals in the lower brackets 
And even if the supply of goods availabl~ 
to comumers must be reduced brcause 
or the requirements of national security 
and defense, it is more than ever neces­
sary that the sacrifices should br boroe 
by those whose consumption can be 
reduced without impainnent of health 
or efficiency. Full employment provides 
no justification for regressive taxation 
for the purpose of raising revenue. 

If we look at our tax problems with· 
out the pressure of interest in our own 
personal pocketbooks, what is the true 
situation? Our existing individual in· 
come taxes, even under the rates of the 
first Revenue Act of 1940, and even 
including state taxes," are insignificant 
compared with British income taxes un· 
der the rates proposed in the new BritiJh 
budget. The efl'cc:tive rate for a married 
person with no dependents having a 
fully earned income of S3,000 a year ;, 
21.9% in Great Britain and only 1.5% 
in combinod United States Federal and 
New York State income taXes. In other 
words, such a person pays $658 in Great 
Britain and only $45 in the United 
States. A person with an income of 
$10,000 pays $3,621 in Great Britain 
and only 5854 in the United States. The 
same story holds until we reach the high 
be(oi"CC tho Anny [nduurial College, April 8, 1940 . 
u As 10 the talt:ation o( corporations tee, howevt".r, 
commen&J In note 3S. 
u The tCnate Brhlth co l.s heavier than the com· 
blncd Federal and nate taxet in t:bt: United Statu. 
Newcomtr. op. cit,, p. 23. 
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brnckecs" or the co_rporate field." M_any 
rporations, parucularly corporatcons 

~th high earnings in th~ period from 

1936 10 1939, will be relauv~ly 1mmune 
rrom che excess profits taX cmposcd by 
the Se<:ond Revenue Act of 1940. O n 
che other hand, corporatio~ with l_ow 
invested capital and low eamcngs dunng 
chis period will be unduly penalized. 
New corporations, the growth of which 
it may be desirable to encourage, may 
ai<O be handicapped. 

In the estate ta.x field we have no such 
taxes as are imposed by the British. The 
United States taXes a net estate of S50,· 
000 before exemptions at the effective 
rate of 0.44%. Great Britain taxes such 
an estate at the rate of 6%. A United 
States net estate of S I 00,000 pays a tax 
rate of 4.6% as against a British tax of 
10.8'7.,. The pendulum does not swing 
the other way until we reach extremely 
large estates when, finally, our estate 
taxes do become larger than the British 
taxes. 

To the extent that they are unsuc­
cessful at avoidance, persons in the up· 
per income brackeu pay their share or 
taxes. The middle a.nd moderately high 
ineome groups do not. And the poor 

'' It may be that ita the upmot• br.c:ketl our lftCOR'K" 
tuu are at chc: point ot dimirW.hinc returns. The 
'"""" to this (luettion b dull~; the: 1ubjeet attds 
mor~ thldy thao ha.t been riven to h. 
u Many advocate the virtual elimination of our 
lrnpcnonal corporate taxta.. The elimination or 
tiM:te taxes., except poulbly the exctM profits tax, 
may be hishly dcsirtb1c, but 10 Car none ol the 
'ubttitutes offered lttmS worltab)e. Sec F«i•l ''­
T•• ,.._,,_ (Nrw Ycrl, Twc.ntkth Century Fund, 
19)7). pp. 164, »7; D.nnloon, Alene, f1Anden, 

a.ftd ~ op. cit.. p. 23); Crttr, op. dt., pp. 6SO, 
~-
•• Fo.- • detailed diJeuaion ol lncc:nti.vc taxation. 
k'C Cc:rh&rd Cotm, "Full Employment Throuch 
Tax r'olicy~."7 Soti41 RmMtA (November, 1940}. On 
NO\'tmber 21, 1938, a Senate f1nance tubc:omminee 
bcflln • aeries of bearings co explor~ the idea that 
bwlnc11 may be induced to employ cucaln pracdoea 
bcnc:ficl~l to labof- and lndutcry u a wbolc by giving 
tOrporaUODS cooform1n1 to Neb ptKtioc:s 10mot 

rututtlon ia tu. 1M heatln&J WU"C bdd until the 
oNdcllt ol Drc.mbcT, t ne. 

pay more than their thBre, with the re­
sult that the need for relief is increased. 
Such a tax program is fantastically un­
realistic. Redistribution of the load u 
essential both from the standpoint of 
equity and in terms or economic corue· 
quences. Certainly the solution or our un· 
employment problem depends in large 
part upon intelligent action in this direc­
tion. And a relatively heavier burden of 
income, estate, and gift taxa tion in the 
middle and moderately high brackets 
may be the only thing that will save our 
savings. 

Space u not available to discuss fur· 
ther defic.ieocies or our tax system and 
their more ephemeral remedies. We have 
given little thought to the whole subject 
of incentive taxation," and the u.<e of 
taxation as an instrument of economic 
control. Much can be said in favor of a 
flexible rate schedule which would rise 
along with, but at a faster rate than, the 
level or productive activity measured by 
the indexes of the federal Reserve Board 
and the Bureau of Labor Statistics." 
And, finally, Mr. Keynes has suggested 
to his countrymen an ingenious plan for 
financing war.11 Unfortunately Mr. 
Keynes has called his plan "radical." 

u Crur, op. cit., pp. 650, 6S7-6SI. Sec Gcm..td 
Colm, 2t S..V.,• s-t ]_,. •1 (oaobcr, 1940), 
•uaadnr that the at.cnoe o1 a fWcib&e tax upon 
coruumption ln a period of (uU moblllution of , 
productive forcc:a il "like drivlnJ a hl&h speed motor 
ear equipped only whh an old h.a.nd brake." Sec 
alto Ocnni.Jon1 Filcne, Flanckn, and Lcccb, op. ch., 
p. 9. 

The cllfficuhy is that we do not know JoQs In 
advaocc: wbcn a aatt of jll«duJJI full employment 
wiU be ruchoed. h b pn:lbabk that cxpa.nliocl may 
be limhcd by • lad: ol t..rilitia or ol -un ol 
tpcd&c: sHU at a time whe.D thottt: arc aci1l .omt: 

mUUooa uocmp~. Suc.h a Umiu.tkln may the1) 

be removed by the CONotructlon oC ocw £acilic~ 
and the training or skilled worken which will 
permit rurther c:xparu.ion untll • new cciUns is 
n:achc.d. Such are the quettlons leadlns to the 
flcxlbk cu policy propc»al. See Ccrbard Colm, 
F•'•.t Polil7 lPfJI R~ (New York, National Ta• 
Coni=-, 1940). 
"John Moynoni ~ II• " 1'9 I• u. w., 
(New Yod<, H.,.,.,, s.-IIA<I Compaoy, 1940). 

• 

Regraded Unclassified



150 HariJ(lrd Business Review 
Such nomenclature may be enough to 
eondemn the plan in some quarters. 
AA a matter of fact, the plan iJ not 
radieal in any invidiOUJ sense; rather it 
&hould be ealled faN-eaching. It is a 
combination of an ineome tax and forced 
loan, or, as Mr. Keynes latertenned .it, a 
delayed payment of wages. A controbu· 
lion, fairly high in relation to total 
income, is levied. Part or the contr1bup 
tion b regarded as a bank credit to, or 
loan by, the taxpayer, to be evidenced 
by Jccuritie< repayable in installments 
after the termination of the war. The 
proportion of the totaJ contribution cred· 
itrd to the taxpayer and repayable to 
him is in inverse ratio to hi< income. The 
higher the income, the lower i.s the por· 
tion credited and repayable." Certainly 
it is worth)' or serious consideration 
whether such a plan would be adapt· 
able, whh modifications, to condition.s 
which may later arise in this coumry. 4' 

Coudusiou 

J t ls not easy for those who pay to 
!wnllow n heavy dose of increased tax­
ation. Medicine that does good is rarely 
plensMt to take. But friends of the cap· 
itnli<tic system should not act like pro­
testing children when their most vital 
interem are at stake. If they refuse to 
accept the requisite dose of income, 
(State, and gift ta.'<es, their own interests 
"ill suffer more than any other interau. 
f'or it is they that ha,·e the financial 
stake in the capitalistic system. tr they 
will not consent to a balanced use of 
~on~umption ~axes ~nd taxes on savings. 
It \HIJ be cheu savmgs, not the savings 
of those who pay consumption taxes 
tt .ff'rorM: Ftank. SPf'('ch befOre the Anny fndu•trill; 
C'.oUc~. April 8, 19-40, Stt abo 21 S.t't'"l' Ba11 1; ]u,. 
lt.;l 52 (Octobt:r, 19ot0). Mr. Kc:)'ntslw al10 u'llcd 
" upll11l kvy aftC'r d~ war, but Ibis Sl.l.g!tttcion h 
lnck ):~t-ndcnt ol the. ~•Heel Kc)'ntl: Pl~n :md 
aho"kl not be roAM<k:f'Cd inhcrt:nt i.o thllt ~<a. 
.. J~n Mayn&l'd .~~ "The United StaC: a~ 
the Keynes Pl.-n. ..\,., Rt,..lik, Spttial Section 

that will srand in peril ol COrn~ 
disappearance. It is as clear as anytt.u.s 
may be in these opaque times that .., 
undue burden of eonsumption laJ(ca will 
halt, and perhaps break, our nati<><W 
eeonomy. It will prevent the econom)• 
from rising to meet the emergency. The 
rest or the story wiU be increasr<~ un. 
employment and the hardship for tht 
many that goes with undue deRation 
This is the real threat to the capitalisti~ 
system. T he part of wisdom in such an 
emergency is graceful acceptance of the 
inevitable and an intelligent control over 
what is only difficult. As an English· 
man, who knew America better than 
many Americans know their eounuy 
today, observed in another less event­
ful century, " To yield a little may be 
prudent, for the tree that cannot bend 
to the blast may be broken."" 

The final point may be one of attitude. 
In taxation there is aJways a school of 
thought which cloaks timidity in the 
garb of fur ther research necessities. Some 
will urge "finicky limitations" and "doc· 
trinairc formulas" drawn from the gen· 
eral language or the Constitution "as 
n means of circumscribing the d isc:ret.ion 
or legislatures in the necessarily empir· 
ical process of tapping new revenue or 
stopping new devices for evasion.'"' But 
we cannot be ConstirutionaJ pedagogues 
when emergency ealls for action; nor 
can we be too hot for absolute certain· 
ties when delays have dangerous ends. 
At such a time we may do better to call 
upon our Constitution's larger spirit and 
true theory, which is experiment." The 
eventualitie< of intelligent experiment 
are unlikely to be as periJous as those 
inherent in paraJysis. 
p. tS6 Outy 29, t9<jl), · 
u Jarnct Bryce, 'rltt AMI'fiun Com~MI~u'lalt4 (Nc:'~<~· 
York, The Macmillan Company, 1910), Vol. 1. 
p. 274, 
' 1 Frll:tt Frankfurcer, L#w Mil Polillu (New Yotk, 
Harcourt, Br.ee and Company. 1939), p. 78 . 
II Jwdec Jlolmcs, diac:ndnc in A.NaMI v. u.a~ 
SW<s, 250 U.S. 616, 6l0 ( t9t9). ,, 
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September 2, 19~1 

JI.&MORANDUM fOR THE SECRETARY 

SubJect: Cha.ngee in the Revenue Bill or 1~1 as 
approYed by the Senate Finance Committee 
oYer the Bill ae paeeed by the House or 
RopresentatiYea. 

69 

RIYenue chan~ 
(In Millions of d~lara) 

1 . Individual inccme tax, •••• , • • • • 

(a) Exemptions reduced rrom $800 ror 
single pereon and $2,000 tor 
married person to $750 and $1,500, 
respectiYely, 

(b) Rates revised to integrate the 
defense tax. 

(c) Optional simplified tax echedule 
provided ror persona with groea 
income or $3,000 or less . 

(d) Privilege or tiling on basis or 
community property eliminated, 

(e) Alimony and aeparate aaintenance 
payments are to be taxed to the 
benet1ciar1ea, 

+ 332 .~ 

2. Corporation income and exoess profits tax + 71 .8 
(a) Ratea revised to integrate the 

de!enae tax and round the normal 

(b) 

(c) 

(d) 

tax rates upward. . . . . . . . . • + 19. 0 

Surtax rates increased !rom 5~ en 
surtax net inoome not in exoess or 
$25,000 and 6~ on surtax net income 
i n excess or $25,000 to 6 and 7~. 
reepeotively • ••••••••••• 

Special 10~ excess profit& tax ) 
eliminated, ~ 
The exemption tor corporations en­
gaged in m.ining C"erta1n atrategic 
metala whioh was eliminated by ) 
the House is restored, ) 

+ 120. 5 
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Re•enue ollallp 
(In ai1lion1 
ot dollar•) 

3• Capital a took tax. • • • • • • • • • • • 311 .~ 

4. 

5· 

Allowed annual •aluation inetead ot 
valuation e•ary three ye1r1. 

Eetate and gitt tax. • • • •• . . . . . 
Rates revised to integrate the detenae 
tex. 

Manutacturere1 and retailer•' exoiae 
taJC.ea. • • • • • • • • • • . • 

Distilled 82ir1ta. • • • • • • • • 

The rate on brandy 1a increased to be 

• 

• 

the eame a a on other distilled ap1r1te. 

Wine a. • • . . . • • • . . . • . 
Rates on et111 wine 1noreaaed trom 1!, 
24 and 50 oente per gallon to 10, 35 
and 65 oenta per gallon with corre­
sponding changea in artificially 
carbonated winee, sparkling winea 
and liqueure. 

• 

sport1ns goode • • • • • . . • • . . . • 

Artificial lures, bai ta and tliea 
eliminated trom baee. 

• 

• 19 ·3 

• .7 

• 9. 4 

Electrical appliancea. • • • • • • • • • • 19. 2 

Baae expanded to include gae and 
on appliances. 

Photographic apparatus • • • • • • • • • 

Unexposed motion picture t1lm tor uae 
1n malting newa reela 1a exempted. 

Waah1ng maohinea. . . . . . . . . . 
Base revised to include household 
type. 

• • • 
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Manutaqturere• an4 retailere• exoiee 
taxee lOOntinued) 

Sott drinke, , , , • • • • • • • • • • 
Tax el11111nated, 

Eleotrio light bulbe , , , , • • • • • 
10 peroent or aanutaoturere' l&le 
prioe. 

Mieoellaneoue taxee. • • • • • • • 
Ada1aa1ona • • • • • • • • • • • • • 

(a) Eliminate exemption or lee• than 
10 oente. 

(b) Inoreaee ratee rroa l oenf tor 
eaoh 10 oente to ratee graduated 
trom 1 oent it the amount obarged 
ie not oyer 10 oente to 15 per­
cent or the aaount obarge4 oYer 
50 oenta, 

(o) Exemption or adaieeione to agri­
cultural. taire and to oerta1n 
oonoerte oonduoted bJ oiYio or 
ooaaunitJ aeaberehip aeeoo1at1one 
el1a1nated b7 t he Houee, are 
reetored, 

+ t.o 

+ 

+ 

Tele~hone , telegraph, radio and oable 
tao! itlea •••• , • • • • • • • • • 2.3 

( a ) On telegraph, oable or radio 
••••agee a tlat tax or 10 per-
cent or the amount charged 11 
eubet1tuted tor the graduated 
ratee or 5 oente tor eaoh ~0 oent•• 
where charge 1• more than 2~ cente. 

?1. 
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teleihone , telefirinhA radio and oable 
tao! lt!ea (oon nue ) 

(b) 

(c) 

The rate f or certain olaeaee of 
leased wires (including tele­
typewriter• or talking oirouit 
apecial aerTioa) are inoreaaed 
froa 5 to 10 per cent , 

Burglar and fire &lara aerTioea 
and neva tiolter eerTioea furniah­
ing general neva eia1lar to pub­
l ic press eerTice are exeapt froa 
the l eaeed vi.re tax aubJeot to 
the 5 percent rate , 

. -. 

Rennua ob&l!l! 
(li iiiiiooa 
of dollare) 

Tel ephone bill, • • • • • • • • • • • • + 

The rate is 1ncreaeed f roa 5 to 
10 percent, 

Bowli ng alleys and billiard and pool 
tablea. • • • • • • . • • • . . • • • 

The rate ia reduced froa t l5 to tlO 
per annua. 

Coin operated aaueeaent and gambling 
deY1oea • • • • • • • . • • • • . • • 

(a) !he rate on pinball and other 
aiailar aaob1nea ia reduced froa 
t 25 t o $10 per annua, 

(b) The rate on alot u ob1ne a ia 
increased froa t25 to t 200 per 
annum. 

• • 

• • + 1, 0 

Redio broadoaeting, , • • • • • • • , • , 12. 5 

The tax ie eliminated, 

Outdoor a4Tertia1.ng • • • • • • • • • • • 1. 7 

The tax 1a el1a1nated, 
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Total excise and miscellaneou• tax••· • • •• Sil- . 5 •HUon 

Net revenue o.hange. • • • • • • • • • • • + il-56. 0 • 
Revenue 

Revenue 
bill . 

under House bill. • • • • • • • 3, 216. 11- • 
under Senate Finance Committee 
• . • • . • • . . • . . . . • . • 3. 672. 11- • 

It is anticipated tb&t the Co~ittee on conference mar aot (l) to restore the tax on sort drinks , 
(2) to restore the special exce•• profits tax 
or 10 percent, and (3) to remove the excess 
profits tax exemption or corporate profits !rom 
t he mining or certain etrategio metals, thu• 
upholding the prov1e1one or the House Bill in 
t hese reapeots. 

• 
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TREASURY DEPARTMENT 

l~lt-Of"'''CI: COMMUNICATION 

Secretary Morgentbau 

Oenel'&l Counsel 

For Your Information 

?4 

DAT• September 2, 1941. 

On the JllDrning of August 7, 1941, at your request, 

this office prepared a summary of Senate action on the 

President 's veto of the National Defense Highway Act of 

1941 {S. 1580) , a digest of the veto message, and a 

statement for your use in press conference supporting the 

veto which bad been overridden by the Senate. As you no 

doubt recall, the House that afternoon narrowly sustained 

the President's veto . 

On August 11, 1941 a substitute bill, S. 1840, bear­

i ng the same title,was introduced in the Senate. The new 

bill bas passed the Senate, and on August 18 was referred 

to the House Committee on Roads, where it is now pending. 

The principal objection to the previous bill in the 

veto message was that the appropriation authorized to cor­

rect critical deficiencies in strategic highways could be 

spent only under the state-apportionment-by-population 

provisions of the Federal Highway Act . The President had 

• 
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requeated $25,000,000 for th11 1tratea1o ~J wort 

to be aTailable without the apportloDaent reatr1ot1on. 

Although the prnloua bill had inoreaaed th11 uollllt 

fivefold, the Preeldent felt that neotll&l'J fleJib111tJ 

in the uae of the 1110ne7• oould not be had UDder the 

reatriotion. 

The new bill authori&ee the uae of a $25,000,000 

aum unreatrioted b7 apportiou.ent requir ... nt• and al1o 

authorises a $100,000,000 1ua aubjeot to apportiouaent 

reatriotiona. The other objeotiona in the veto meaeage 

have been aubetantially met in the new bill. 

It ia apparent that the Senate in the new bill hae 

atteapted to Met the Preeident 1 a objeotiona, while at 

the aau tiM retaining a• aoh &I pouible of the pork 

barrel feature of the vetoed bill. 

lttaohed ia a aemorandua ooaparing the proviaiona 

of the new bill with those of the vetoed bill in .ore 

detail. 
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Knol'loJI41a oil s. 184.0, ... ufeue u.,._, 
bill deaigDe! to .. et the obJe•t1... la the 
nto .. uage Oil pl"ITiou 11111, S. 1680. 

On August 11, 1941 S. 1840 was introduced in the 

Senate to aubatitute for S. 1580, "Deteue Rigbwa7 Aot 

ot 1941•, which had been Tetoed bf the Preaident aaa 
which Teto waa narrowlr auataiJled b7 the Rouae. The 

new bill bearing the aa.e title &Dd lhort title (De-

76 

fellle Highway Act of 1941) 11 duigned to obTiate the 

objection• of the Preaident to the preTioua bill aa out_.. 

line~ in the Teto message. The new bill has paea.a the 

Senate and on iugust 18 waa· referred to the Committee 

on Roads in the Rouse. 

The Preaident objected to the authorisation of 

$125,000, 000 tor strategic hi&b-ay work beoauae of the 

requireunt of apportioDMnt in the uae of the flUida iD 

a manner delineated by section 21 of t he Federal Highw&T 

.let. The new bill carries the saae authorisation but re­

quiree apporti ouaent of onl7 $100,000,000 with the re­

maining $25,000,000 to be expended tor the purpoeea of 

the bill without the restriction of said aeotion 21. It 
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h to be DOted in thla reapeot that tba ol'lp.al ree_. 

mendation of the President waa tor a $26,000,000 .a.. ~ 

new bill, therefore, adapt• thia reo~nllation but alao 

adopt. the sua ••tiD& t'he appronl of the two Bouea in 

their original panage of the prerlou bill. '1'he n• b1ll 

provides that theae faDda &hall beoo.. anilable (after 

appropriation) upon appro'ftl in the .... anner u 11 

normall7 followed under the Highwa7 .lot (U.s.c., Sup. V, 

title 28, eeo. 2la). The Preaident in hie veto .. aaage 

had objected to the procedure provided in the previoua 

bill wnioh permitted the incurring of an ob~ation of 

tbe Federal TreaaU1'7 without further review~ the ex-. 
ecutive or legialative braDOhee of the Goveru.ent. fbia 
• 
objection would appear to be Mt b7 the laat-aentioDei 

addition. 

The amount provided in the new bill for acoe11 roa4a 

haa been reduced aa co.pared with the previou bill troa 

$150,000,000 to $100,000,000 which latter uount 11 that 

which the Preaident had originallT reco ... nded. 
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The 11ot1oa of the predou 'bW 1dalola U4 ..... 

lsed the uae ot portion• of the taad1 tor ofl•1treet 

parking taoilitiee, to Whloh the Preaideat ha4 ezpre11l7 

objected, haa beea deleted in the reT11ed bill. 

UDder the preTioUI bill authorisatioa ... giYen to 

u .. not exoeedlag $25,000,000 to re!Durae ·the aenNl. 

atat11 tor e•rgenoy repaira acle uoeaa&J7 by Anv •· 
• neunre • . The nn bill authorbea relaburaeuat tor auola 

d• I' without expreu liait on &IIOWlt but IIOCU.tlea the 

procedure to ma.ke it oontora with that followed in akill£ 

whole other olalunta againet the GoverDMnt. The preYiou 

bill had authoriaecl the Co.iuiour ot lllblio Roacla te 

make re!Dura ... at. Uacler thl reTiaecl bill the Coll&l•aiODer 

h authorhecl to cleteralne the uoat of the olala &114 then• 

alter to oertlty to COJ:IIPIII tor par-at out ot aubae~t 

appropriation~. 

The l'eTleecl bill .odltiecl the l&Dguage of the preYioua 

bilt aa regarda the detail of -.plofle• aa etudeata at teoh­

nioal inetitutiou at the expen11 of the Fecleral GonrDMnt 

by limitiug the uaaber ot auoJa detailecl -.plo7ee1 to tea 1a 
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&D1 liacal 7ear. !he objeotioa of the Pre1ideat appar­

ently was 41rectea to the uallmitea authorisation to de­

tail eaploreea a1 studeate. 

The pronlion 1D the prenoue bill author111Jtc a 

recall of retired .. ploJiel, aotwithet•ndlug proviaiou 

of the Civil Sernoe Retir ... at lot and other lawe, hal 

been deleted lroa the revieei bill. 

In IIO&t other reepech the language of the reneea 

bill is identical with that of the previoua bill. There 

is one change in phraeeolou which 1111ght be aentioud. 

In aectiona 4 aDd 5 the worcliJ!g of the redeed bill au­

thorizes appropriationa during the contlnuanoe of the 

emergencr declared b7 the Preeident on lla7 27, 1941 for 

carrying out the purpoaee of the rupectin 11ctiou. 

The language of the previous bill appear• to M to han 

been subject to the oonatFUction that perfor.enoe of the 

funotiona (development of fiight stripe and oarrpq .out 

advance engineering lurTeJ•) lhould be liaitea to the 

continuance of the ... rgeaor rather than that the au­

thoritJ to appropriate lhould be 10 lildted. The 
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desirability of this change of phraseology is, I think, 

obvious. In section 4 of the revised bill, authority 

is granted for the construction of "flight strips•, 

whereas the previous bill referred to •experimental 

flight strips •. The change is not explained in the 

Senate committee report. 

It would appear that the Senate by this new bill 

has attempted to meet the objections outlined in the 

President's veto message , while at the same time re­

taining the pork barrel features of the previous bill • 

• 

• 

80 

• 
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A;.E/IJl,l,; J:.X£~u'I'IVJ! OJUlEl, NO. 9771 o~· JUN~ o , 1~41 
~UrLfLt~:l:l, 11AU"frlO~Ui.!N~ a.ll' .. mfJ. 1'~. ~; ..;tJ..r~ ~TI.._r. co~­
t.l&S!OII ro T.ki;• OV'Il C>;hT.UN FOkP,lJ~ ._,.1\~.u .. n Vi::>$~" 

by virtue of .l.~a pursuant to t.le outnor1 ty v6Steu in ""' 

b~ ti\e 4t.Ct. of Coi~ress tm:.t.tltd, "An ACt. t.o &.utncrize the 

~cqulSltion by t.~e lJnit.w !>taus of t1 tle to or tnu use of 

coc.t~rcti ~J~d nat.1.ol'ld.l uefcnse, ~ .or ot..ner ;~.Jri):)ses", ap-

~rov&~ Jun• J , 1~•1 (rublic Low 101, 77th Con0 ress) , LX&cu-

t i va Order !\O . J771 ot Junu o, 1.:.-l t.ndtlcJ , •'J~.utncrlzing 

t.he ;;nited ~tetes ... aritimtl ~Oi•.J•.Lssion t10 i't.k" Ovt:r ... ertain 

Porei,,n .. erc~ant VHssels" is huebi' au.<.nueli so •.~at the 

;rov lsions thereof s:1a11 be a,,i)licable to MY or Gl.l iore!tn 

.• h:Sca·ibtki in s'"iv oroer, l.;it\,.. ic.lo in waters With.:.n the 

juru41cUon of tl:e United States , ••'cl'J~in; thd t'.illip;>ine 

hl"'·"' •n.. t..'>e Caru.J. t.one , at ""Y t1ce olt.ar Jun. ~, l.-41 

~• up to -n~ 1nclu~inJ Jun~ ~J, l o~2 . 

t:lS 'iHI i'E HOU..Jt-;, 

Bt: 

• 
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Prep!U'ed 1>7: Mr. Ban•tt 
- l(r. Po7 

Mr. Murpb7-
Mr. l!aaa 

TREASURY DEPARTM ENT 

INTER OFFICI COMMUNICATION 

DATE September 2, 1941 

SUbJect: Credit Controls, and Treasury 

'1'h1• memorandum is prepared at the requeat of Xr. 
Gaston made folloYing a telephone oall whloh he 
reoe1 Ted from Chairman Ecole e Vhlle JOU were awa;r. 
A oop7 or }lr. Gaston ' s me11orandua to JOU IIWIIIIlariz-
1ng hls conversation with Chairman Eooles is at­
t ached hereto. 

Chairman Eccles asks that the Treasury concur with 
the Reservs Board in raising reserve requirements 
to t he present etatutor.r llmite and in requesting 
from Congress a fUrther increase 1n such 11m1ts. 
He recognizes that such action will deprsee the 
market tor Government eeouritiee , but belieTes it 
neoesaar.r in order to combat intlation. He urges . 
theretore , that long-term tinanoing be deterred 
untU atter the announcement ot suoh a program in 
order that bot h the Treasur1 and the Reserve Board 
&a1 be spared an1 accusati on ot bad taith. 

Excese reserves nov amount to about $5.0 billione , 
a decrease or $1.9 billione einoe the all-time high 
reached on October 23, 194o. Barring ohenges in 
ottioial polioJ or the lmport of eubetantlal amounts 
ot gold from Russia, total reserTes appear likely to 
fluctuate Within a narrow ra.nge tor the next year or 
ao. Any fUrther deorease in excese reeervee , there­
tore, is likely to come only from an inoreaee in 
required reserves due t o continued deposit exPansion. 
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euoh tranetol'llat1on ot axone reeerne 1nto depolite 
__ at a ratio ot about t5 of depoeite to tl of ex­
c81a reserve• - - wolll.d be 1nfiat1onar:r, rather then 
detlat1onar:r, 1n 1te iaplioatione. 

While the 1amed1ate etteot ot raieiag reeerYe require­
menta ia to inoreaee interest ratee, ita etated ob­
jective ie to combat inflation. rhle obJective would 
be achieved in eome degree b:r the mere pe:rohological 
ettect ot the inoreaae. In order to be ct permanent 
value as an ant1-intlat1omry aeaeure , however, an 
increase in reeerve requiremente muet reeult in squeez­
ing eome borrowers out ot the market. rhle wolll.d be 
done by making borrowing more eXPeneive and eo oaueiag 
the Government and the detenee induetr1ee to oompete 
with other borrower• on a price belie. rhle naturally 
leads to the queeti on of whether an increaee in in­
terest ratea ia the beet aethod ot equeez1ag non-es­
sential borrovere out of the market. 

A consideration ot th1e queet1on leade to the oonolu­
sion that the d1reot exoluaion ot non-eaeential bor­
rowers from the market wolll.d be preferable to exolu1ion 
b;y rate competition. Selective credit oontrole -- auch 
aa control ot consumer oredi t, of houeiag credit, of 
new capital ieeuee, ot etook exchange loane, and ot 
bank loans tor non-detenae purpoeee - - appear , therefore , 
to be superior to t he general ored1 t control proposed 
b:r Cha1rman Eoolee. 

It 1a ooneequentl:r auggeeted that :rou lbould not oonour 
in Chairman Eoolee• requeat that :rou Join with the 
ReeerYe Board in reoommen41ag an inoreaee in reeerve 
requ1remente. In 1uob a oaae there eeema to be no 
raaaon to deter long-term Treaeury tinanoing be;yond 
the time when it wolll.d otherv1ae be advi18ble. 

I. Obairman Eoolu ' Propotal 

On Auguet 22, Chairman Eoolee oalled Mr. Gaeton to eXPre11 
h1e hope tba t the 'l'reaeur:r wolll.d otter no long-term aeourttiee 
in BePteaber or at an:r tille up to Deoeaber, but that auoh new 
mcne:r ae IUght be required in the meantime lbould be procured 
b7 aeane ot Treaeur:r billa. J. oop:r ot Mr. Gaaton' 1 aemorand\111 

• 

• 
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to 10u ~iuDg hh t.1ephone oonnreeUon 18 attaohe4 
hereto. Kr. Gaeton requeeted ue to oonau1t with ... ber e of 
the etatf of the Board of Oovernore oonoerniDg Chairaan 
Eoolee' propoeal and to pr epare a auorandua to ;rou. 

Obail'llan Eoo1ee' reaeon1Dg 1a a a follow a: 

The preeent level of Government bond prioee ie Justified 
onlr b7 the ex1atenoe of a 1arge volume of exoeee reeer.ee . 
It 1e dee1rable 1n the interest of the oontrol of inflation 
tbat th1e volume of exoeea reaerne be reduced eharpl7. He 
would like to han the Treaeurr oonour Y1 th the Reeer.e Board 
1n 1noreae1Dg reeer.e requ1re~~ente up to the preeent etatu.-
torr l1Jl1tl and in aaiUDg Co~~grue to inoreaae theee 11BJ.te, 
tberebr giving the Reeer.e 8)"atem authoritr to 1noreaee reeern 
r equ1reaente :ret further. Theee aoUone '110u1d probabl.r oauee 
• eubetant1al deol1ne i .n the bond u.rket. Re 1e parUoularlr 
concerned about thie deo11ne in the oa .. of the two new loDg­
tll'lll taxable i .. uee, ae he baliene that the tax-exeapt iuuee 
and all ehort-ters iuuee oan take oare of the~~eelvee. He ia 
nr:r anxioue, therefore, that no new long- term taxab1e iaeuee 
be put out at the preeent 1nal of the market. To do eo at 
th1e t1me, and ehortl:r thereafter to take the action vh1oh he 
oonaidere neoeeaarr With respect to reeer.e requ1remente , wou14, 
he believee, eubJeot both the Treaeurr and the Reserve Board to 
Juat1f1able aoouaatione of bad faith. 

Obail'llan Eoclu' views appear to pruent the follow1Dg 
queat1one : 

(1 ) Ie it 4Be1rabl.e to inoreaee reeer.e requirAente 
at th1e t1aet 

(2) If th1e 1e not 4Ba1rable, 8hou1d anr alternatin 
meaeuree be taken? 

(J) It ruerve requirementa are to be raised, ehou14 
long- term finanoing be poetponed until suoh action 
hae been taken or at 1eaet reoolllllen4ed to Oongreu 
b;r the Reeern Board and the Treaeurf? 

(I+) Oou1d the Treaaur:r finance iteelf for eome monthe 
entirelr b7 abort-term borrowing, ae euggeated b:r 
Obail'llan Eo ole a 7 

The laet two queetione preeent muoh the eaeier problul and 
ma:r be ooneidered firat. 

• 
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.&ot1on of tbl character propo .. d would bt l1lttl7 ~o oau .. 
• 111betant1al deol1ne 1.n the urket. The TrtaiJUr7 would, 
tberetore, be open to a Juetifiable aooueation ot bad faith 
1t 1 t llhollld undertake long-tel"'ll tinanoing Yh1le oont-.plating 
Joining 1n tuob a recommendation. 

Financing TreasurT neede tor the next few aonthl exolu­
a1vely by thort-tera iaeuee would ~pear to pre1ent no apeo1al 
41ffiollltiee, except that most of the 11ourit1u 10 told would 
go into ooueroial ba!lke and 10 would ruul t in inoreaa1ng bank 
depoe1te. SUch an inoreaee oould be ea1il7 Juetified, howeTer, 
1t it were merel7 the t1ret etep in a program Vhioh would re­
tlllt in the long run in the eale ot fewer, ratblr than aore, 
atourUi .. to oouero1al banke. 

It wollld eee111, on the other hand, if 70u do not propo11 
to concur Y1 th the Reserve BeaM in reoo11111end1ng an inorea .. 
1n ruerve requ1reme.nts, that there i1 no need tor po1tpoD1ng 
long-tera t1nanoing longer than might be indicated b7 the other 
taotort in the eituat1on. 

The advieabilit7 of adopti ng Chail"'ll&n Eccles' specific 
auggutiona with respect to current financing operationa, there­
tore , turns upon the broader queetion of the advieability or 
1nadv1aability of concurring With the Reaerve Board 1n their 
propoaal to increase reserve requ1rementa. 

II. The Pruent Situation With ReiPeOt 
to Exoe•• Re1erve1 

Exoees reeervea amounted, on Auguet 27 , to t5.0 billione. 
Thle 11 a deoreaee of $1.9 billione einoe the all-t1ae high 
reached on October 23, 19110. The taotore accounting tor ~e 
deoreaee are llhovn in the fol loWing table : 

• 

. 
• 
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r aotora .A.ooount1ng for lleoraue in J:xoe .. 
ReeeM' .. , October 2J, 19llo, to .A.QSUet 27, 1~1 

(In b1111one of dollare) 

raotora abeorbing exoeea reeer Teel 

Inoreaee in 110ne7 in circulation 1. 7 
Inoreaee in 'l'reaeurJ oaah and dapoei te 

in the Federal ReeerTe Banke , 5 
Inoreaee in req\lired reeerns .a 
.A.ll other ~ 

Faotora creating exoeaa reaervea: 

I.noreaee in 110netar7 gold etook 
.A.ll other 

86 

It will be obaerTed froa the aboTe table that total re­
llrna declined during th1e period b7 onl7 tl.l bil.!!Oii'i -
the rell&1n1ng to. a bi ll1m • of the decline in exceu reaerTee 
being caused b7 an inoreaae i n reqllired reaerne reeulting 
from depoe1 t e~eion during the period .• 

About to.7 bill1ona of the deoreaae in total reaerTee waa 
oaueed b;r an increase in 'l'reaeur7 deposits and other aore or 
leu non-recurring faotore. !he rell&1n1ng to.4 billion• of 
the decreaee wa• oauaed b7 the exoesa of the inoreaee in 110ne7 
i n circulation oTer the inoreaee in 110netar7 gold stock. !he 
IIOTelllntl of the .. ho faotore are l1kel7 to dolllnate future 
moTementa in total reaerTee for aoae tiae to come. 

All nearl7 ae can be ut1aated -- barring ohangea in of­
ficial polio)', or the import of aubatantial uounta of gold f rom 
Rueaia -- total reserves appear l1kel7 to fluctuate within a 
relat1Tel7 narrow range for the next 7aar or eo. Thle aeane 
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tbat ~ turthar .ubataDUal cleCil'Nie iD e:~:oe .. r .. el'T .. ie 
utelJ to oo•• onl7 troa u inareaee in reqUired r .. erT.. due 
to oontinued 4apoait el[p&Daion. luoh a deareaae in e:~:oeea 
reeenea would, or oour .. , be intlat1onar;r, rather thu cle­
tlatlonarr, in ita 1aplloat1ona, •• 1t would aeu that .... 
ot the prertoualr enet1ng 1:11:0811 reaerT .. had been trane­
tormed into deposita - at a ratio or about t5 or depoaita 
to $1 ot e:~:oe .. r .. erTea - and had 10 IIOTed one step ttl!'ther 
t oward the epen41ng atreaa. 

III. Probable Oonae~enoee ot an Inoreaae 
1n ReaerTe Regu1reMntl 

The objeot1Te or ra1a1ng reaerTe requ1reaenta ia to aea1et 
1n prennt1ng intlat1on. !he 1-ediate e tteot or euch an iD­
oreaae would be to reduoe the aTa1lable aupplJ or bank are41 t 
and eo t o aak:e bank• leaa rea4J to lend and to purchaee aeour1-
t1u. It 1111ght aleo inollne 11aJ17 or thea to sell aeourit1 .. 
alrea"-3' held. !hie would be eepeoiallr true aa an inarea .. 1n 
r ea ern requ1reaenta would h1 t the lew York 01 tr banke the 
hardeet and other bank• are inollned to follow the lead ot the 
New York 01 t 7 banks 1n handllng their aeouri t7 portrolloa. !/ 

];/ The following table in41oatea the 41etr1but1on by olaeaee or 
o1t1ee ot e:~:oeee reserves on June 25, 19~1, and the amounta 
to wh1oh tiler would be reduoed it reeerTe requ1rementa were 
1noreaeed to the preeent atatutorr l11111tal 

Central reaerTe 
Ruer•e o1 tie a 
Oountrr banka 

fotal 

• • hoeaa Reaerna 1t 
:Actual l:~:oeea : Requireaenta Increased 
: Reeerna 1 to Btatutorr L1.a1 ta 

I 
(In a11Uone or 4Dllara) 

o1t1ea 2,612 1,976 
1,~&9 l,Ut 

The aboTe table makes no al.lowanoe tor w1 thdrawala or 
inter-bank balano .. inoidtmt to 1noreu1ng r .. el'Te re­
QUirements. !he starr or the Board or Gonrnora .. tiutea 
that euoh w1tb4rawale would not e:~:oeed t75 1111ll1one. 

(!hie footnote oont1nued on nan page) 

• 
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All inoreaae in reeern reqUil" .. enh wo11ld ooneequent}J' 
inorea .. intereat ratee and put don bond priMe. !hie •• 
agreed to b7 all aeabera of the etatf of the a .. erYe Board 
ritb wboa the aatter •• 41aouaee4o 

'1'be extent of the inoreaaa in inter .. t rat .. - and d.e­
oreue in bond prioes - would depend upon the oharaotar of 
the aotion taken and ie 41ffioul.t to prediot. All inoreue in 
reqllireaente to the pr .. ent etatutorr Uaite, ooupled with I 
definite auuranoe that no furthar inoreaee waa oont~l&te , 
a!Shl sa •• ••rr little market effeot. 1 oonteaplite narease 
in reqlli.remente abo• • thepreaent stat utorr Uai t, bowe•er, 
would be bearilh to an in4etera1oate degree depending upon ite 
impaot upon banker p17cbologr. .An inareue in reeerYe require­
aente aut1'ioient to reduoe exoeea reaer•ea below 11 billion 
oould •err euilJ' put new long-tara borrowing on a 3 peroent 
buia and put dD11D the pr1oe of the new taxable 2-112• 1 of 
1956-58 b;r a• llllcb aa 10 pointe. (!hie h about the a .. e ae 
the anrage deollne in the prioee of long-tara !reaeur:r bondl 
between the high reached in June 1939 and the low after the 
outbreak of the war. ) 

An inor• .. in reaerYe requirement. would aleo put down 
ebarpl;r the prioea of all outltanding partiallr tax-exempt 
eeouritiee, It 1a true, of oouree, that eucb eeour1tiee, be­
oauee of their growing aoaroi tr, woul.d baYe a better ohanoe 
o1' etaging a reconrr than woul.d taxable ~touritiee, the eupplJ 
ot which ie being oonata.ntl7 inorea~td, but web a reooYer:r 
IIJ.gbt be a aatter of )'ears. 

If reeerYe requirement• were raieed subetant.iall;r, it 
would aleo probablJ' be neoeeearr to etart new eerie• of aannge 
bonde at eubetantiallJ' higher ratee than tbol8 now being of­
fered and to refund into eucb new aeriee aan:r of the outstanding 
bonde 11h1cb woul.d be preeented for oaab redU!ption in order to 
take ad•antage of the higher rate. It aigbt enn be neoeaaarr 
(for reaaona of publlo 110rale) to aall:a the higher ratee retro­
aotiYe on aanngs bondl alreadJ aold, 

(rootnote l/ continued froa preceding page) 
It reeerYe requirement• ware increased to 25 peroent aboYe 

the pruent statutorr aax1mum, the exo••• reaervea of central 
reserve o1 t7 banlta woul.d han been reduced as of June 25 to about 
$712 ailllone and the aggregate reeerve detioilno:r of all banltl 
baYing reserYe defic1eno1ee woul.d han been about 16o0 ailllona. 

8inoe JUne 25, the date to which the abon figure• applJ, 
aggregate exceae rea81"Yes of all member banlte haYe deareaaed 
about 12~1 ailllona. 

• 
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Ioor.&dag tiM ooet of bol'l"'W1J18 to the Gonl'lllleDt wolll.d 
not 1n 1teelf MlP eoln the probl• of inflation. It ebo1114 
be oonei41re4 ratMr •• a 41e&dnntace of the propoeed aetllo4 
ot attaolt and ebould be weighed aca1net Ue INPPGeed &4nntacu. 

Tbe firet benefit in the fisht acaiDet inflation likelT 
to be der1Yed from inoreaeiag re .. Me reqlliruente t. PIToho­
log1oal. Inoreaeing reaeMe requir•ente 11 a tr&41t1onal 
aaethod of oo111bat1q the inflation incident to bueinue booae 
and 1U uee at the preeent juncture would probablT be inter­
preted ae a tolr.en of a.1noer1t)" . 'fill announo ... nt of euoh a 
pol107 mi ght t end, therefore, t o dupen -.peculation in the 
coiiiD041 tr a&l'kete. 

SUob a pe)"oholog1oal adYantace would be ahort-111'14, how­
ever, unlen the inoreaee in requir•ente had aore tun~ental 
oonaequenoea el.eo . The PriJaa.rT oon .. quanoe of the inorea.. · 
vould be, a• we haTe a .. n, a etifteniq in intereet ratee. 
'l'hia et1tfeniq would IIPPlT t o all borrovere - - S01'1l'Dllental 
and non-gonl'Dllentll , eeeentill and non- e .. ent1al llilr.e. It 
would be effeot11'e 1n oontrolliq pr1oee, hovenr OnlT aa 1t 
aot;uaJLlJ re~Luo41d borl'OY1ng and~he~nio'W,~*~~~~~~r 

the borl'OYera 10 equeued out. 
Th17 would ban to PIT YMteTer rate. waa neoeuar,. 1n order 
to obta.in the requh1te ore41;t. Th1a llade naturell.r to the 
queeUon of whether an 1norea .. 1n ratu 11 the but .. thod 
ot aqueui ng non-uaential borl'OYere ou t ot the urlr.et . Th1a 
1a the tundMental problea of the rel&U1'1 dea1rab111tT of 
general va. ael eot11'e ore41t oontrole and Yi.ll be oonei41re4 
1n the next notion. 

IV. !lel•t1n Merit of General and Selaot11'1 
Credit Controls i n the Pruent Situation 

It 11 the PUl'pOae of all ore41 t oontrol e to reduoe borl'OY­
ing and hence epen41ng, and eo to reatrain pr1oe i noreaeee 
JU<13ed to be unduirable. Ore41 t oontrole .. ,. be olaaaithd 
•• general and eeleot1Ye . 

General ore41t oontrole operate br oauaing an all-around 
aoaro1tJ ot l endeble tunda, therebT patting a generll preeeure 
on all borrower• to reduce their borrow1nga and Mnoe their 
•Pendlnge. General credit oontroll to be effeot1n auet bring 
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about an inoreaae in the rate or intereet, Iince it ie through 
such an increase that general preaaure i1 brought to bear upon 
borrowers. An inoreaee in member bank reeerv1 requirement& il 
8 general credit control. Open market operatione (selling 
Go•ernment eeour1tiea) by the Federal Reaerve Banke oonatitute 
another. 

Selective ored1t oontrola operate by wholly or partial17 
abutting out a given olaee o! borrowere !rca aooeas to the 
existing auppl)' or lendable tunda. In thia way, total borrow­
i ng -- and hence to~ epending -- is out c!ovn '111 thout an7 
necessity tor a rise in the rate or interest. Selective oredit 
controls already in operation consist or some limitation ot 
stock market borrowing (by means ot margin requirements) and 
eome limitation or consumer credit. Other selective oontrole 
which might be availed or at the present time would be limita­
ti on or housing ored1t , restriction of new capital issues, and 
restricti on or bank loana t or other than national de!ensa pur­
poses. 

The relative appropriateness or the application of general 
or eelective credit controls to any situation sho'll1ng eV1denoea 
of 1nc1p1ent inrlation, depends upon the character or the aitua­
t1on. If a more or lese uniform contraction ot borrowing all 
along the line is desired, general ored1t controls are mere 
appropriate. It , on the other hand, it 1s desired to contract 
borrowing only in certain !ields, selective oontrole are in­
dicated. It is, ot oouree, by no means barred that the appro­
pri ate remedy tor eome situations might be the application o! 
both general and selective controls ot varying degrees ot in­
tena1 ty. 

The present situation appears to call tor the application 
ot special and not general controls. The reasons tor th1a oon­
clua1on are simple. The application or general controls would 
place a pressure (reflected by higher intere st rates) upon bor­
rowers all along the line. There are two vary important olaaeea 
ot borrowers, however, who will not contract their borrowinga a 
cent under th1a preaaure, nor is it socially desirable thAt they 
should. These borrowers are the Federal Government and the 
nati onal de!enae industriee. Between them, they '11111 probably 
account during the current tiaoal year t or at least three-quartere 
ot to tal borroWi ng, and they will have to pay Whatever rate 1a 
neceeaary to aaoure t be needed tunde . 

The pressure engendered by general credit controls, there­
fore, can be etteot1 ve only w1 th respect to the re111a1n1ng 
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borrower• wbo topther vU.l pro'babl7 aooowst tor 111111t OYer 
one-quarter ot tot&1 borrowing. ben theee borrowere turther­
more under pr11ent i noipient booa oon41 Uone , Will be ftl'J' 
b&rd' to d1eoolll'&ge b7 aeane ot rate inore&ell. '1'he aet etteot 
of appl;yil18 etringent general ore41 t oontroll at the preeent 
t1me , tberetore, voll1d be to inoreaee greatl 7 the ooet of bor ­
row1118 to the Federal Gonl'lllllent and to the national. 4et enee 
1nduetr1ee, in order to etteot a relati YelJ .. all contraction 
1n borroW1118 tor other purpo .. e. Uil4 general ore41t oontrole 
would heYe a leas 4raetio etteot on intereet ratee , but b7 the 
eame token, woll14 be eYen leee etteotiYe i n combating inflation 
e1noe 1t ie only through the ae41wa ot an inoreaee in intereet 
ratea that general credit oontrole are able to etteot reduot1ona 
1n borrOW1118 and apen41ng. 

Seleot1Ye ored1 t oontrole, on the other hand, ma;r be oon­
oentrated aolel7 on thoee areae ot the eoono117 where oontraotion 
11 dnired. Borrowing a&J' be Vholl7 or part1all7 blocked out 
1n tbeee areas, thereby inoreaaing the proportion ot the t otal 
supply of tllnde an1lable to the GoYel'Jllllent and the national 
detenae induetr1ee. Thia aeeme more deeirable than tightening 
oredi t oond1 tione generall;r and forcing the Government and other 
detenee bor rowers to compete on a price b&eis tor an expanding 
proportion ot a limited 8\lppl;r of credit. The uee ot eeleotiYe 
credit oontrole might be compared i n thia reapeot to the present 
policy ot prohibiting the uee ot alwainum tor pote and pane and 
eo permitting ite purohaae tor national detenae purpoaee at a 
l!lOderate price. The use ot general ore41 t controls ooll1d, b7 
the eame token, be compared With a poliOJ' ot out-bidding the pot 
and pan i nduetr:r t or the ay&Uable euppl;y ot a1ilillnwa . E1 ther 
pol1o7 might be made to reau1t in a 41nrei on to defense need• 
or an,y ghen proportion ot the total 8\lpply ot alumiiiWil -- but 
at very d1tterent ooete. 

V. Conoluei one 

It appeara that eeleotiYe , rath er than general, credit 
control• aholl1d be relied upon t o r uee in the present eituat1on. 
Such oontrole will be more etteotiYe i n checking inflation and 
cay be applied without inor eaeing the ooet ot borrowing to the 
Government and the defense i ndlletriee. 

Selective controls are already being appl ied to stock 
market loana and to oonewaer credit . Stock market loans at the 
present time constitute no problea~. It at eome time in the 
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tuwz-. theT abol&l.d gin alpe of 4o1ng eo, ·tbe n:1n1ac oon­
tl'Oll ahol&l.d be USbteaed ae auob ae neouearr. !be 11 .. '"' 
Board baa Juet oa.aenoed Ule rell&l.&Uon of oon-r ore41t. 
'lbe 1n1t1al reglllaUone are ••rr aUd and wUl ban 1oo be 
tightened vet'T oondderablT 1f 1ohe •oluae of euoh ore41 t 11 
to be aubetant1allT red~oed. 

Other t1el4a 1n vhioh 1eleot1n ore41t oontroh _, be 
naoea&al'J aN boudng, nev capital. inuee, and bank loane tor 
other tban national detenee purpoeu. 

Houa1ng ore41 t ool&l.d be reduoed Tel'J eube1o&nt1all7 bJ 1o111 
appl1oat1on ot eeleotin oontrole. At the preaent time 1ohe 
expansion ot euoh ore41t i1 being aotll&llT proaoted b7 adver­
t1a1ng oampaigne by the J'HA and other agenoiu. 

New oapital iuuea do DOt pruent an 1aportant probld at 
the preeent time, but abol&l.d be regulated b7 11leot1n oontrole 
vben and 1t the)' 4o. 

Perbapa Ule aoet truittul and 11uae41ate -- •• well ae the 
moat complex -- field t or the operati on of 11leot1n ore41t oon­
trola 1e that ot non- detenee loane bJ ballke. X.aber bank loane 
expanded b7 $2.(1 b1U1onl duriq the filo&l )'e&.r 19~1 -- a great 
deal ot vll.1oh auat han betn tor DOn-detente PIU'POaee. It thh 
expansion 1e i n 'llhole or part undedrable - - a neoeeearr prell111 
tor the adoption ot general ore41t oontrolt - eoaa atteapt lbol&l.d 
be u.de to get at it 41reotlr. The Brit1eh ban atteapted to 4o 
th1a and their euooe11 1n th11 regard bat b11n an aportant taowr 
1n aooounting tor t he lov rate at 'llhioh Uler ban been able 1oo 
t1nanoe the war. Br1 t1eh banke ban been 1natl'lloted 1oo relaz 
tbe1r atandardt tor deteDM borrower•, but to exero1ae r1g1d oon­
trol over all ortdS. t tor non- define• purpo11e. AI a rul&l. t, 
deap1te the inoreaee 1n loana tor detenaa purpoe11, 1ootal •AA­
Tanoea• of the London Olear1q Banke han deolS.ned bT about L126 
ll1ll1ons linoe Ule beginning of 1ohe war, and an equal 11111 bae 
oonaequentlr been plaoed at the 41~eal of the OOnrmtent VS.Uiout 
an 1norea .. in bank 4epoa1te. 

It, aa euguted abo••, r ou ebol&l.d deoS.de not to oonour VS.Ul 
tbe Reaerve Board 1n a reoo-endetS.on to ra111 re .. rn reqii1J'e­
menta, there would appear to be no neoett1tT to deter long-tera 
tlnanos.ng longer than 111ght be 1n41oated bJ taowr• in Ule aitlla­
Uon other 1ohan the propoeed S.noreaae 1n r• .. "' reqll1r•enta. 
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Alapet 22, 1941. 

'1Q: Seoretal')' Morgenthau 
J'IIOih Mr. Guton 

Xarr1Der :&oolee oal.led •• toda7 to P7 that he 
wae lP'flDg ton1gbt to be gone tor three or tour weeke 
and he would lUte to giTa ue h11 thougbh on Septaber 
:!'1ne.no1ng, 1t there ehould be anr, a eubjeot on wh1ob 
be had not had &n opportun1 t7 to talk to the Seoretll')' 
although he had aentioned it br1efi7 to Mr. Bell. 

93 

Mr. Ecol11 hop11 there Will be no long tera IIOur1-

t1ea offered in Septaber or at 107 t1ae UP to Deoaber, 
but that euch new moner ae "' mar require mar be pro­
ourld b;r meane of bille. Hie reuon wae tbat the 
aarket toda7 ie baaed on a large Yoluae of exoeea reeer"Jee. 
There are tew long tera taxable bonde outetan41ng. The 
two 11-• out are both eell1ng on a two per oent Jield 
~aie. It there ahould be any new long tera t1nano1ng in 
September it would natU1'1J.l7 be priced at near toda7'e 
lllal'ket. 'l'hia would me&n 1n effect treer.ing of the pruent 
e1tuation. B7 that he meant that our hande would be 
tied aa to anr action to change reaer'fe requirementa. We 
have not ret ueed the preeent power to i .noreaee reaer'fea , 
vh1oh uounte to about a b1111on and a qua:rter . .. thinka 
Federal Reaerve lhould ooneider With the TreaeUl')' an in­
orealt 1n the reeerye requi.reaente up to tha 1111 t of 
ex1et1ng power. Not onl7 lhould this be done before an:r 
new long term eeouritiee are iaeued, but he thinke that 
the Treaeurr and the l'ederal Reaer'fe ehould Join in P7-
1ng that it aeeme adrtaable to get further powera tor 
inoreaeing reeer'fe requiraente and that both thell th1nge 
ehould be done 10 that the aarket oan abeorb their etteot 
before a07 new long tara aeour1t1ea are put out. Other­
nee he thinke the A4ain1etration, inolllding the redlral 
Raeerve ae well ae the Treaeur:r , would be open to chargee 
ot bad faith. 

Copy to: 
Mr. D. W. Bell 
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Septeaber 2, 1941 

lCEMOIWIDIJl.l lOR THE SECRETARY: 

Pureuant to rour 1netruot1one the attached 

report on the eubJeot ot d1ea1eeal ooapeneat1on 

hu been prepared and 11 reepeottull7 wbaitted 

b)' an 1ntormal ooaaittee oone1et1ng ot Keeere. 

J. J . 0 'Connell, Henrr Kurph1, George Edd7, and 

( Ro7 Blough. 

v 
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&ep'eab•r 2, 19~ 
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MEMORANDUM ON DISMISSAL COMPENSATION 

l . 
plan at 
noeda: 

A diemieaal oompeneation or aaveranoe wage 
thia time would contr ibute to aerving two 

(a) The need to deter expenditure or 
part or the oountrr'• current moner income aa 
a partial eolution or the inf lation problem, 
and 

(b) The need to make provision tor main­
taining purohaaing power i n the poet-war period 
when there ia danger that maar vorkera in all 
kinde or induetries will be laid ott , 

2. Investment ot diemieeal compensation re­
serves in government aeouritiee would turnieh the 
Treasury With !unda to mee t defense detioite, How­
ever, the tisoal problem ot the government would be 
only temporarilJ improved thereby since when the 
benefit paymente were made , additional revenue or 
borrowing would be neoeeearr to meet euoh p&Jments. 

J, No d1emheal compensation plan nov in oper­
ation includes the features neoeeaarr to be or sub­
stantial help in meeting the i nflation problem, How­
ever, the plan by that name, drawn up b7 Proteeeora 
J , Douglae Brown and Everett D, Havkina, while i t baa 
not been tried anywhere , appears to be a reasonably 
workable proposal, 

~ . The main teaturee ot the plan ae modified in 
this report i noludel 

(a) Collection ot parroll tsxee during the 
detenae period, totaling 5 percent initially, 
the tax t o be e l iminated at the end or the 
emergenor detenae period. 
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(b) f1w b.z to be illp01e4 pr1.azo117 OD 
eaplo7111 but aliO on •~loyere. lpeoifioally, 
it il euggeeted that eaployere pay the taz on 
the tiret 110 a week of eaob e~loyee'• wagee 
and that the balanoe of the tax be deduot14 
from the employ••'• wac••• 

( o) Worklrl OOTil'ld to 0 oaprill thOII 
included in the old-age aDd IUl'TiTor•' ineuranoe 
eyetea, plue railroad employ•••• plue Pe4eral 
GoYernaent esployeee, totaling approxiaa,ely 
50 a1111on worklre. 

(d) Con•ributione by eaployere aDd 
employee• to be eet up in indiTidual l'lllrTII 
tor the account of eaoh worker; eaob worker to 
get baok hie enUre reeeMe at the U a e of d1a­
a1eeal i n the poet-detenee period or eubeequently 
whether or not he hal been d1ea1eeed. 

(e) l&oh worker'• reeer••• t o be aYa1lable 
to him in pereonal eaergenoiee •••n during the 
detenee period. 

(t) ReeerTee to be inYeeted i n aooounte 
l ike eaTings acoounte kept by the Social Security 
Board, paying 2t peroent intlreet, the prooeede 
to be turned oYer to the 'l'rlaeury. 

5. At the euggeeted rate of 5 per cent t he an•i­
cipated collection• tor calendar 1942 are 12.8 billion. 
It collecti on• cont inued a• th11 rate t or three year• 
they would total onr IS bi llion, Wbich uount lhould 
ha•• eubetant1al ett eote both during the period ot 
collecti on and when redietr1buted i n the poet-detenee 
period. 

6. In a taw daye the Sooial Seourit7 Board 11 
expected to aake propoeale tor de•elopins and expan4-
ing the eocial 11ouri ty prosram. It the II propoeale 
are adopted the paJl'Oll tax•• tor eoc~al eeourity 
Will increaee from 5 peroent to 10 peroent, in Wbioh 
oaee a tur•her additional 5 percent rate tor d1eaieoal 
oompeneati on aisht be too beaYy tor aociptance at th11 
time. 'ro IOH extent the looial Security Boar41 • 
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proponle would ao008Pl111h the reeultl eoupt to 'bl 
achie~ed by d1ea1eeal oo~eneation. ror tblee reaeona 
it 1eeae highly deeirable to work out a full acrea .. nt 
w1 t h t he Social lleourUy Board. 'l'he deeira'b1l1ty Of 
dieoueeione with tho Board il inoreaaed by the raot 
that under the •ucpeted pla!l or diniaaal oo~neaUon 
the indi~idual reee~e aooounte would be kept by thl 
Board. 

7. Adainietering dinieeal oospeneation would 
1n~ol~e ooneiderable expanee bat it GOYer&~~ ie 
liaited aa auggoeted there ehould 'bl no unueually 
difficult adainietratiYe probleaa. 

~. Oppoeition to dieaieaal ooapeneation aay be 
expected to be Yigoroue and to aril8 troa both l abor 
apokeeaan and eaployera. Opponent• Will probably 
point out that to a oone1derable extent thO plan io­
~olvee neither diea1eaal nor ooarpeneat1on but in larp 
degree pro~idee a fora or deterred inc~ or ooapuleory 
saving. However, di .. teaal ooapeneat1on il likely to 
be more acceptable, at leaet to workere, than deterred 
income or compuleory eaTing 'bloauee or the partial 
employer contribution• and beoauee it ie related to 
t he ho&ard ot dilahaal. Ita probable a:reater 
acceptability ia the principal ad~antage or diea1ee~l 
coapeneation oYer a plan tor deterred inooae. 

9. 'l'he danger fill inflation 11 eo groat that the 
problem ahould be attacked on many tronta. J. plan or 
diemieaal coapeneation would not 'bl the whole anewer 
to the inflation problea but it would contribute 
iaportantly to ita eolution. lither diea1eeal com­
pensation or aoae other plan e1a1larly w1th4raw1ng 
purchaaing power trom the wap-earning group (With 
pro~ieion tor eubeequent re1abureeaent) ahould be 
adopted and put into operation pro~tly. 
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MEKOJWIDUX OM DIBKISIW. OOMHR~'fiOII 

••• 
I . Introduction 

1, Mature or d1all1 .. al ooapeneaUon 

Strictly epeaking the ttrmt 1diea1aaal ooapenea­
tion• and 1 aeYerance wagea 1 oennote a type ot epecial 
payment made bf an eaployar to an taployee at the tiae 
tbe latter ie peraanently laid ott, the payaent beins 
JUde 1n liquidation or the lesal and acral r1ghte or 
tbe worker to hie Job. Diaaiatal coapeneat1on plana 
or tbie kind are reported to baYe been ueed b;r acae 

1.00 

500 eaplorere in the United Statu and are required 
1n one tora or another by the lava or aeYeral roreisn 
countriea at an alternatiYe to aer.1ns notice on 
eaplcreee before diaobarse. The emplo:rer under thea• 
arrangement• par• the whole oompeneation, No tax 
reaturea are 1nYolved and reaerYee ma:r or mar not be 
kept, Legislation requiring th1a kind or d1em1eeal 
oompenaation would operate to etrengbthen workers ' Job 
r igbte and 1noreaae eooncaio aeourit;r, but would haTe 
little 1t an:r fiscal a1gn1ficance or tfttot en inflation, 

The naae 1d1ea1aaal coapeneation• haa been applied 
alec to a quite different plan deYeloptd b7 Profeaeore 
J ,Donglae Brown and EYerett D, BaWkine, 'fh1a plan, 
with euggeeted aod1tioat1one, inYOlYea the following 
principal teatureal 

(a) 'fhe plan would cover all thoae coYered by 
the preeent old-age and tUrYiYore' insurance 
and rai lroad retireaent a:reteme, and Pederal 
employeee other than thoee 1n the armed 
tore••· Approx1aatel:r 50 a1111on peraona 
would be 1nvo1Yed, 

(b) A rederal payroll tax (auggeeted aa 5 per­
cent ot parrolle) would be collected during 
the period or the detente emergenc;r, part to 
be paid bf the emplorere and part to be 
deducted troa wagee, 
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After 'Ia eD4 or 'Ia detenee eaerpnor 
period, an eaploree Who wae peraanen,lr 
laid orr or d1eoharpd wi,hou' oauee would 
reoeiTe (wi'h intereet) the aaounte 
oolleoted both troa h1e wace• and troa 
h11 esplorer with reepeot to h11 eaploraent. 

(d) ror a pereon not laid orr after the end or 
the detenee e .. rgenor, the aaounte collected 
(w1th interut) V1th rupeot to h11 eaplor­
aent would eTentuallT be paid to h1a, the 
paraent to talte place perhaf' after larp­
eoale d1ell118all had ended or perhape 
before tha' t1ae.) • 

!he preeent aemorandua ie concerned with th1e plan 
and po181ble Tar!4t1ona or 1t. 8neral pointe ehould 
be noted in oonne"ion with the pl&DI 

(a) !he plan inTolTee large-eoale tax oolleo­
tione during the eaergenor period, amounting 
to poeeiblr t2.8 billion• a rear, and large­
ecale benefit paraente thereafter. I' thue 
hae iaportant fieoal eignifioanoe. 

(b) To the extent that the colleo,ione are rroa 
eaplorere~ the benefit paraente are oorrectlT 
referred to ae ooapeneation. !o the exten~ 
that collection• are deducted rroa eaploreee1 

wape, the benef1t paraente are not coapen­
eation but ~her deterred wape, and ooneti­
tute a tTPO of ooapuleorr eaTing. 

(o) !he ~lan hae no ineuranoe eleaente. KTerr 
worker would reoe1Te the tax oollectione 
(plue intereet) with rupeot to h1e eaplor­
aent whether theJ were large or eaall and 
no one would reoeiTI aore than that. 

(d) !he benefit payaente would be oloeelJ related 
to diu118al onlr durin& the i .. ed1ate poet­
detenee period. ETentuallJ eTerr worker nth 
rupeot to vhoee esplOJ11ent taxu were paid 
would reoeiTe 'he benefit paJ11ente whether 
or not he -e d1a1111d. 

101. 
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(e ) fM plua wn14 DO' M 11111, ... '0 Utoee 
1Jidu.,r1ea. Ia ua euol1ar propeul, 
:Prot .. aer :lnw RCI••h4 'ba' the p1aa 
app~ h 4eten" 1JI4 .. , .. 1 .. , "' Ul1a ,.. 
later aeu 'o be lapl'&oUeal ( aiJioe a:ple:r­
aent 1D 4tteaae 1D4uetl'J' 1a 1apoae1)le et 
workable 41at1not1on tro• o•-er related 
eaplo:r• ea') aad 1D~'II&h ( a1noe l&rge­
aoale 41P1aaall are aaUe1pah4 1JI o~r 
t1aaa dateaae 1n~etr1ea. ) 

( t ) n. reaarYa tuda would preaaab~ )e 
Ml'l'OWe4 _,. ,-. !reaaa17 1D tu .... -er 
aa aoelal eHv1t7 tude. Dan 41abu' .. -
-ta 'ook plaoe, otlaer •areea ot rnuua 
or a441Uonal Ml'l'Owlnl would be req111re4. 

2. P1tS1paS1op tr!• ppolonaS 1AIVIpOI '"" torott 
M!1 8'1 • 

D1P1eeal ooapeuat1o~ttera 1n lllportuat re­
epeota troa otur plana prepe .. d to aoblln 'b.• e ... or 
e1a1lar obJeo,1Tea • 

..(a ) D1a,1DoUon troa !l!!llll!lorunt 1naurpoe. 
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D1P1eeal ooapanaatlon reeeablee uneaplo7MDt 
1Dnruaoe 1D ~t bo~ are ... pu.l1017 pl aaa 1D­
Y01Y1DC .-. oollao,1on ot h.xee Y1tla reapeo' 'o 
nploJD&n,, bo~ 1DTol•• Mnetu p&JDent a to 
workera , ead banet1t p&JD&nh 'alll.er bo~ are 
)rol~Ch' 1D'o operation 1t7 .-. l oaa ot eDPl07MDt · 
!llere are, howeTer, "'1'7 lllportuat 41tteranoea. 
!lle 41U'aUon ot ,.,..., ot unellplOJMAt 1Davaaoe 
dependa on ~ worker reaa1D1DC une~~pl07t4 l 41a­
a1aeal IOIIp&Da&UOD 1a pald when U U poNa111ntl7 
lald ott regardleaa ot whetur -.,.eont1Duea to '­
ueaplore4 or llo, . 1JaeaploJDeAt tanraaoe 1a 
operete4 on ~~ 1nauranoe pr1no1ple, tba' 1a, aou 
workera aar neYer reoe1Ye &Df beAet1t p&JMD'a 
beoauae ~7 are neYar uneaplere4, while o~era 
.., reoe1Ya DaDf tiD" ~e &IIOUDta ot taxaa eolleoted 
Y1~ reapeot to their eapl oraant; 41aa1aeal ooapea­
aat1oa 4o .. not ope.rate on ,-. 1ne1U'&Iloe pr1ao1ple 
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and eYery worker eYentually gete baok all or 
the taxee paid with reapeot to hil emploJment, 
Minor ditterenoee are that unemployment inlur­
anoe payments are made in a •eriea or weekly 
payments oYer the period or unemplOJment while 
diemisaal oompensation poaeibly would be paid 
in a lump sum, J'or the molt part unemplo;)'lllent 
i nsuranoe taxes are borne by the employer; 
under the dismissal oompensation plan aa large 
a share aa vas feasible would be oolleoted as 
a deduction from the vagea or the worker, 
UnemploJment insurance 1a a peMI&Ilent plan 
vh1le d1sm1ssal compenaation would be 1apoeed 
to meet the needa or a particular period or time, 
namel7 the period or defense emer gency when t .he 
danger ia inflation and the immediate post­
defense period when the danger is depression 
and personal hardship, The benefit paJments 
under old-age, aurYiYora, and proposed diaabilit7 
insurances are dependent not on d1amiaaal or aYen 
unemploJmsnt but on retirement, death or wage 
earner, or physical disability reepectiYal7• 
The tiaoal effects are, however, somewhat mora 
e1milar to t hose or dismieeal oompenaat1on than 
th1a would suggest, sinoe the benefit paymenta 
under these type• ot insurance would be greater 
during depression period• than during prosperity 
per1oda , For example, retirement• are much 
hi gher when peraona oYer age 65 are unable t o 
find work, 

(b) Diat1nction from forced eaY1nge • 

.la preYiouelr indicated, d1em1eeal coapen­
aation inYolvea rorced aaving i naorar aa a por­
tion or the worker'• wage ia withheld during the 
detenee emergency period and ie paid to him arter 
the end or tne period. It differs, hoveyer, rroa 
toroed saving in aeYeral reapeotal 

(1) Under roroed aaving there would be no 
employer cont r ibution auoh as is con­
templated under diemiaeal compensation; 
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UD4er toroe4 aaTillf the Ulliq of 
the repaJJient wolll han nothing to 
do w1 th dh•lual, Which llilht be of 
1•portanoe t1aoall7 alnoe 41 .. 1aaala 
would in general 1nd1oate or toreoaat 
the depreaalon while the re~ent ot 
toroed aaT1nga •1ght be .ade at a tl•e 
When 1ihe7 would oauae an intl&tlonarr 
boo•; 

Under forced eaTing the deduotione 
would probabl7 be .ade troa 1ntereet, 
rente and other p&JJiente beeidee wagee; 
under d1e•1eeal ooapeneation taxa• 
woul.d not be apo10d on euoh paraenh 
elnoe the proble• of 1d1eateeal1 doee 
not arlee with reepeot to etockboldere, 
bondholder•, real .. tate owner• and 
other euppllere or capital in the .... 
eenee at leaet ae it doee tor wage 
earners. 

II. Critique of die&illal ooapeneation 

1. Ueetllln••• tor inflation control 
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Although diallielal. oo•penaation wae oonoo1Ted and 
dneloped ae a tora or protection an4 ••ourur to 
vorkere, i1i1 prlnoipal. eign1t1oanoe ae a plan or oo.­
plll.eorr and general application cbr ing thil period 11 
in con~~ection with ita poeeible Talue a• a .. ,bod ot 
reetra1n1ng or controlling 1ntlationarr prioe aoTe•ente. 

'1'he national detenee proil'u 1a oreaUng a danger­
our price e1tnat1on. Fuller eaploraent an4 higher 
waae rate• are expan41ng ooneuaer 1noo•••· At the .... 
tiat, inoreaein& proportion• ot the nation'• produo1i1Te 
tttorte are being oonoentrated on the produotlon of 
dttenee oo .. oditlee. The production of oiT111aa 
ooaaoditlee 11 1noreae1ng l••• rapidl7 an4 in •o•• 
artae 11 being curtailed. In oonee~uenoe, ooneuaer 

daaaa4 tor c1T111an goode 11 rap1dl7 outrunning the 
euppl7. Prioee are rtelng aD4 poeltiTO etepe are re­
reqU1rtd to lnterrapt tbe 1atl&t1on&r7 tendenolea. 
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A• part ot a ooaoortod attaok on ~~ probloa, 
aeano auot bo toun4 tor roduoiq or toaporarur W1 til­
holding tho inooao vhioh othorw10o 10 anilablo to 
conauaer• tor oxpon41turo oa o1T111an ~ and 

.. rn•••· 
!he aaount ot ro4uot1oa in purohaoiq power 

wb1ch auot bo etteoto4 in tho intoroet ot tho prioo 
lituation cannot bo otatod in proo1oo torao. Xoro­
o•er, it Will Tary ao tho dotonoo prograa progrooooo. 
fhere 10 no doubt, howoYer, that OTOD under oon4it1ono 
prnaililll today, tbt ourta11aont ot oonnaer p'lll'­
ohalilll power auet bo ot an annual ~tude ot ooT­
eral b1llion 4oll aro, 1t it io to help appreciably in 
retarding prioo inflation. L1koW1oe, there io no 
doubt that auoh ot ito burden auot tall on thooo 
deriYiJII their inooao prtaarily trom wagoo - the 
laboriq population w1th rolatiToly low inooaoo. !he 
bul.k ot oonouaer purohaoi.ng powr 11 in their b&Ddo. 

The Federal tax prograa and the doteneo a&TiJIII 
prograa aro in part 41rootod to thuo ondo. !be tax 
program diminiehoo the eupply or purohaling power 
currently in tho halide ot oonouaero and tho eaTing• 
prograa not onl:r dia1n1oheo the i-diato oupplJ ot 
purcbae1Dg power but at tho oaao tiao proTidoo a 
reeerYo1r ot purohaoing power to bo uoed at ooao ttao 
in the tuturo. 

!be tax progru and tho ouinge progru, howenr, 
are not outtioient. !hey tail to take outtioiont 
quantitiu ot purohaling power awo.y rrom thooo 111 the 
low 1nooao groupo. !he bull or tho ut1onal inooao 
and largo portiou ot tho i noroaood 1Dcoae rooul Ung 
trom tho doreneo prograa are oonoontrate4 in the low 
income groupe - thooo who &&TO little and pay no 
direct taxeo to tho Federal OoTornaent, but reprooont 
the bulk or the population. !be oupplr ot purob&oing 
power in the bando or oonauaero cannot bo otteotiTolr 
curtailed 1111t1l tho purohaoing power ot t ho low 1nooao 
groupo io curtailed. 
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The preeent pr1oe aituat1on appeara to oall 
tor aoae type or a plan b;r vh1oh an appreciable 
deduction troa worker•' ngea oan be aa4e. Suob a 
plan would not be the whole &newer to the inflation 
problem, but the aaa• aa;r be ea1d or each or the 
other propoaed remedil8 taken by 11ilelt. The problea 
of inflation suet be attacked on all tronta u it ia 
to be IUOCelatullJ IOlYtd. 

An7 propoaal tor a tax deducted at the eouroe 
extending down to the loweet p&1d clue or worker• 
prcbabl;r ought to be accompanied b7 eo.. propo.-1 
tor the repa:raent or theee deduction• in the ruture. 
There are three reason• tor th1a oonoluaion: (1) Suoh 
a prom1ee 11 probablJ pe;rohologioall:r neoeeaar:r 1n 
order to eecure the enaotaent or t he tax at all; 
(2) t he earninga ot the loweet paid olaaeee ot worklre 
do not oonetitute a euitable tax baee under normal 
oondit1one, eo that a tax ltYied on thea during an 
emergenc:r period aigbt Yerr well be refunded ror 
equitable reaaone alone; and (3) the refunding or the 
tax will contribute subatantia11J both to the aolution 
ot important social problema and the problema or 
individual workers at the oloae or the araament boos. 
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An7 tax leYied upon emploraea muet probablJ be 
accompanied b7 a tax upon emplo:rere 1n order to lll&ke 
it P•Johologioall;r acceptable. A tax upon e~lorera 
preaenta special dittioult1ea, howeYer, and would not 
be nearl;r aa ettect1Ye dollar-tor-dollar in combating 
inflation aa a tax on emplo;reea. The tax on emploJeea, 
therefore, ahould be ll&de ae large relaun to the tax 
upon emplorera ae ia practicabl e. 

The extent to which an eaplo:rer tax would reduce 
the amount ot purohaaing power aYa1lable tor oor.euer' • 
goode would depend upon ita ino1dence. Part or the 
tax would ind1reotl;r tall on the Federal GoYernment 
einoe it would reduce liabilitJ tor income and prot1te 
taxea. It the balance or the tax were abaorbed ent1rel;r 
b7 the •~plorera, without torward ahitting through 
increased prioea or backWard ehitting through reduced 
wagee, the reduction in oonauaer1 e purohaain.g power 
aad eapeoiallJ i n consumer'• expenditure• would not be 
appreciable. 

• 
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It tlw tax on e~lo:rer1 nre lllitbd tol'Wal'd 
through price inorea•••• it would atteot puroha11Dg 
power in the 1aae aanner a1 inflation. In the oa•• 
ot producer• working on ooet-plu•-tixe4-tee deten•• 
oontreot1 1 the tax would probabl:r be 1h1tbd torward 
to tlw goYerllllent. !he tax would be pa .. ed rorward 
through higher prio .. in area• wlwre a eoaroit:r ot 
ooamo41tiel hal de't'elope4 or where aonopolietio con­
dition• tend to preYa1l. 

It the tax were eh1tte4 baolt through loWir 
wage• till 1tteot on parobaling power would be thl 
lUI •• in tlw oa11 ot a 41reot tax on e~lo:reu. 
!be tax would tend to be lhU'hd baolt 1;o labor 1n 
are11 where labor wa1 inetteoti't'el:r organised and no 
labor 1oaro1t7 hal denlopld. fh11 would allo tend 
to be the indirect ettect in 0&111 where the pa:raent 
ot t he tax b:r the emplo:rer eel"t'ed a• an etteoti't'e 
arguaent again1t deaand• tor wage 1norea1e1. 

A tax collected trom eaplo:ree1 would ha't'e more 
direct ettecta. Suob a tax would be deducted troa 
the earning• ot the emp~e•• and would reduce their 
1amediate purcha1ing power. !he net etteot on pur­
ohaling power, hoWe't'lr 1 a1ght be le .. than tlw tull 
uount or the tax in that the prueure tor wage in­
oreaeee m18ht be greater and .ore extene1't'e u1e 
a1ght be aade or con1uaer credit taoilitl••· 
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Althou8h tax11 ba11d on wage• but a11111ed 
aga1net eaplo:rer• would ind1reotl:r etteot •o•• reduc­
tion in purohal1ng power, the:r are di.tinotl:r i .nterior 
to eaplo:r11 tax11 trom the point or Yiew or the intla­
Uon problea. For that rea1on tl» relat1Ye 1aportanoe 
or eaplO)'II taxu ebould be ltept at a II&Xiaua. 

The relatiYe aer1te or taxe1 tor di.-illal ooa­
peneat1on, toroed ea't'ing and 1ooial ineuranoe in 
reetra1ning inflation depend in part on the aethod• 
or iapo11ng the taxea. Social ineuranoe taxee would 
probablJ tall on both eaplo7er• and emploJe••• a• would 
taxee tor diea111al ooapeneation. Since the coYerage 
would be eubetantiallJ the eaae, tha relati't'e ettect 
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would depend lar,.l7 on tbe relatiYe proportion& 
ooain& troa eaplo71r an4 eaplo7t1, ~azee tor toroed 
au1Dg, howeYer, would tall enUrel7 on the worker 
and not at all on the eapl071r (in h11 oapaoit7 ae an 
emplorer). Koreo•er tht7 oould be extended to include 
all kinde ot inooae payaente and thue reach a wider 
area, Aooordingl7 forced eaYing would appear to be 
the .oet etteoti•• ot the three tor intlation control. 

2. Etteota on poat-detenee deflation 

!he tax collection• tor diaaiaaal ooapenaation 
would oaaae upon the oonolulion ot the eaergeno7 
detente period, aa deaignated b7 Preeidential pro­
olaa&U on or in eoM other auitabll unner, !be 
reetraint on inflation would thereupon oeaae, ae it 
ehould, auUiling that tbe proolaaat1on ooinoidld wUh 
the beginning ot tbe readjuataent period. Furthermore, 
ae dieaieeala troa detente and other in4uatriea took 
place the benefit paraenta would etart on a large aoale, 
f heee paraonte would help to aaintain purohaeing power 
at a time when the deoline in emploJaent wae reducing 
it, The otteot would thue be to eotten the iapaot ot 
the depreeaion and maintain a higher ltYel ot buainoea 
than would othorwieo preYail. 

!he timing ot tax eliaination and benetit paJ­
mente sight not be aa perteot ae the abo•• paragraph 
would indioate, A booa aight oonoei•abl7 tollow the 
end or t he detenu period, ae it did in 1919 aD4 it 
the end ot the eaergeno7 waa declared at that tial, 
t axu a1ght be el1a1nated aD4 benefit p&Jaonte begun 
at a tiae when inflation control wae eti.ll neoeeearr. 
Dieaieeale in detenee in4uetriea a1ght be followed br 
new Jobe eleewhere during t he booa, eo that t he plan 
could work out quite oppoeite t o the intention, I.t the 
paJ&ente lade later to all worker• wno had not been 
dieaieeed were eubetantial in aaount and oaae during 
a booa period the7 aight accentuate the boca, Perhape 
a more likel7 eituation would be one where it wae 
deeirable to p&J the benefit paJ&onte to all worker• 
Juat before the downewing ot bueineee, wnioh would 
require abandoning dieaieeal ae tht teat ot benefit 
parment, 
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.Utllough diaai .. al OOIII)Ini&Uoa llilbt thul not 
contribute etteoti~elr to aaelioratiD& tbl poat-defenee 
deflation &D4 dtprellion, tal prob&b1litill &re creatlJ 
in ta~or ot ita beiD& effeoti~e. 

roroed aa~iD& oould &lao be .adA ettaoti~• dur1DC 
the poet-daten•• period, but aubetanti&l a4ainiatrati~• 
d.Uoretion would be required in deter&.illillfl when the 
tax ehould be dropped and the ••~inc• u4e n&1l&ble 
to the taxed ••~•re, 

UneiiPl07Jient iniiU'&noe benefit peraentl would be 
etteotiYI in aaint&1n1ng piU'oh&einc power 1n the 
poet-defense period e1noe p&7J1ente would be oloeelr 
related to IIDI&plo7Jitnt, !he other eooi&l i.neuranoee 
1110b •• old-&&• ineur&noe &nd the proJected die&bilit7 
i n1uranoe would be 11 .. etteot1n einoe while the in­
or•••• in benefit p&Jaeate duriJIC depreeeion periode 
would be eubetant1&1 1t "''rould not be &I poeat &I in 
the other aethode. hrthel'lllore, the eooi&l ineuranoe 
tax rate• would preeuaabl7 reaain at h11h lt~tll durinC 
t he depre .. ion period thue aaintaininc the detlat1oll&1'7 
etteote in a period when the desire wae to o~erooae 
dltlation rather th&D to reetrain inflation. 

3. Ab1litl to a11t n11d1 of worure 

!he deduotione troa wace• to aeet d11111eeal ooa­
ptDI&tion would oonetitute rel&t1~•17 little burden 
tor t boll f&a11111 With iDOrl&lld W&CI &D4 eal&rJ 
inooau during the deten11 ... rgenor period, but .1' 
t&a1li•e vniob had no &441tione to 1ncoaa a1gbt find 
tbe burden & gril~oue one, eepec1&117 •• oodl ot 
l1•1ng 1ncrea11d, 'l'h11 burden, howe~er , would be telt 
under anr other plan which toolr. tax:u out or th11 in-
ooae le~el, •• in the o&ee or 1noreaeed 1oei&l eeourit7 
taxu, Ooapuleorr a&~ing aight be &dJuded b7 exeapt-
ing the ~•rr loweet taooae, thue to 10 .. extent •~old- . • 
1Dg the b&rdlh1p. 

loae pro~ieion would UD4oubtedlr be u4e in 411-
&111&1 ooapenaat1oa tor aalr.1ng the tax: tUDdl •~ailable 
to t&a111ee pae11111 through eoae aoute need tor tun4e, 
tnn dur1nc the deten11 eaerpnor period. lillilar 
pro~11ion oould be u4e in the oaee or coapuleorr 

• 
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suinge. .l proYition or this kind would not be i n 
bsrmony wi th unemployment i nsurance or old- age and 
eurvivors ' ineuranoe, or eYen wi th dieabilit1 inaur­
~nce, except to the extent that acute !aail J need• 
tor runds would in man1 caeee arlee out or a1 tuat1one 
under which bene!ita would be paid by theae i neurancea. 

During the period when diemiesal oompeneation 
benefits were being paid at diemiesal, many !amil7 
needs would be met through the benerite. Cash, tor 
exomple, would be aYailable t o move the family to a 
Job in a different oity. Unemployment insurance 
woul d be supplemented. Per dollar or benefit p&J­
menta, howeYer, the needs met would not be aa great 
as in t he oaae or unemployment insurance since man1 
people would receive benefi ts Who were not i n any 
particular need, eepecial.l7 in the cue or t he benefit 
payments made to persona who were not diamiaaed. 

~ . ·-
a ve orogru o 

The steps that might be taken to reduce t he pur­
chasing power in the banda or t he worki ng population 
tt.rough the dismiasal compensation plan are i n part 
affected b7 t he Social. Security Board'• legislative 
program tor the current year. .l dratt memorandum, 
with a letter from the Chairman dated August 22, 19~1 , 
has been received f r om t he Social. Security Board, wh1ch 
reco~ends draetio ohangee in the Social Security pro­
gram. It is understood tha t t he memorandum ie in­
tended to be presented t o t he President shortl y after 
Labor Day. 

The 'sooial Security Board is proposing that the 
present payroll taxes tot al.1ng 5 percent, which are 
scheduled to 1ncreaae to 7 percent in J anuary 19~3 , 
be advanced t o S per cent in January 19~2. !he Board 
also suggests that an additional 2 percent contributi on 
be leYied on workers While t he defense program ie 
carr ied out. The net errect or these rate changes 
would be to increaee t~e payroll taxea f rom 5 percent 
(~ per cent on employer and 1 percent on empl oyee) t o 
10 percent (5 per cent on employer and 5 percent on 
employee) . 
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~ 8oo1al S.ourit7 Board'• propoa&l oontea­
platel the eatabliahaent ot a aingle n&tioD&l aooi&l 
1n1uranoe ayatea, The aoope ot Fe4aral old-age and 
aurYiYor•• protection and the uneaplo7aent inauranoe 
1yetea would be expanded and combined, Federal aid 
to tho Statee tor publio aeaiatanoe purpoaee would 
ba 1norea1ed and liberalized, 

Vith reapeot to old-age and aurYiYor'a 1Dauranoe, 
the Board 11 reooaaeDdingl 

(a) The exteneion ot pa7roll taxation and 
ooTerage to taraer1, agr1oultur&l labor, 
doa1etio l&rTioe workere, e~lor••• in 
non-pr otit inetitutionl, COTernaent 
eaplo7e81, bue1D&II aen and non-OOT&r&d 
groupe; 

(b) The broadening ot the in1uranoe prograa 
to include oa&h benetitl tor uneaploTaent 
due to temporary dieab1lit7 and permanent 
dilability and oaeh hoep1tal benetitl, 

Vith re1peot to unemplo7aent 1n1uranoe, the Board 
11 recommending: 

(a) The liberalization ot benetit• with a Yiew 
to improTing the protection attorded those 
who under ex1et1ng law• are dilqual1t1ed 
troa benetitl attar a tew weeki ao4 to 
thoee whoaa protection il now inadequate~ 

(b) The exten81on ot payroll taxation ao4 
ooYerage to au wage worker•: 

(o) The oonYerlion ot the pr&l&nt Federal-State 
uneaployaent inauranoe •r•tea to a •traight 
Federal 17etea, 

The Board il reooamending the oon1olidation ot 
all •ooial ~eourity program• into one national ~eouritJ 
•r•tea to proTide tor a aore unitora prograa, includ­
ing the oolleotion ot one 1ooial ••ouritr contribution 
in lieu ot t he preeent aeparate taxa1, In th11 ooooeo­
t1on, it ie &110 recoamending that the collection ot 
taxee and the adainiatration ot benetit• be plaoed 
UDder ODe ageno7, 
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the Board eat1matea that it all or ita reooaaan­
dat1one, including broadened ooverage and higher tax 
rate• tor the entire aooial aeourit7 e7atea, are 
adopted, total p&JrOll tax oolleotiona during the 
rour-Jear period 1942- 1945 (1nolu41ng t hoee under 
present l aw) will u ount to t12 b1111on. 

fhe Board1 e propoaala , like a 17etem ot diaaiaaal 
compeneation, would atteot i ncome trom wagea and would 
applJ primarily to t he working population. Moreover,· 
t he adoption or lither plan would automat1oall7 reduoe 
the likelihood ot t he enactment ct t he other unlees a 
comproa1ee were worked out between t he two , 

5· Equity 

112 

Although the objective• eought through diamleeal 
co~penaation are ot auch importance that some detioieno7 
1n equity oan be Juetitied, it i e iapcrtant that equ1t7 
be promoted to t he greatest poeeible extent. The 
suggested dieaieeal compenaation pl&ll does not appear 
t o contain eerioue i nequitiee among worker•. The 
covered groupe would be required to make temporary 
saoriticee not imposed on othere. An otreetting con­
sideration, however, is t hat theee groupe would receive 
the contribution• ot the employer, The payaent or 
interest on the tunda ia not a aignitioant point einoe 
even voluntary aavere would receive the 1ntereat , 

The maintenance ot the equity to employeea re­
qu1rea, however, that the purohaeing power ot the runde 
when they are actually paid shall not be aubetantiall7 
lover than at t he time the tax waa 1apoeed, Otherwise 
the groupe which were not subject to the diaaieeal 
compenaation plan would have an advantage 1n the higher 
purohaaing power ot their mone7, 

Employer• who were deriving no benefit trom detenae 
and were atruggling to aainta1n the aolvency ot their 
busineeaee deepite the impact ot priorltiea, the 
destruction ot roreign trade and other tactore would 
be h1 t unuauall7 hard b7 thl part or the tax applJing 
to the employer. Some 1117 in tact be driven out ot 
busineea. 

• 
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The toroed eaving plan lligbt be aore Widely 
aprtad and aight be more adequately ouehioned nth 
e~emptiona and other epeoial teaturte to reduce to 
a minimum the hardehip and inequ1tiee oauatd by the 
levy, The aooial inauranoee would be aubJeot to the 
aame oritioiama at diamiaaal compenaat1on, perhapa 
to an even greater degree , 

6. Oonetitutional problem• 

No etudy ot poeaible oonetitutional d1tticult1te 
hea been made in preparing t hie memorandum, It ie 
euggeeted that diemieeal compeneation it not likely 
to be held unconetitutional, but that eince the 
ineuranoe principle it not applied the Supreme Court 
deoition• on eocial ineuranoe aay not neceetarily 
apply, Forced eavinge would be aubJtct to greater 
doubt in thie connection than diemitaal compeneation, 
einoe there ia no direct relation ot torced eaving• 
to tbl protection ot the working .population, 

7, Administrative problem• 

A number ot administrative d1tticultiea would 
undoubtedly be met in a tyatem ot diemieaal ooapen­
tation. The collection ot the tax thould involve no 
new problema, ainoe the baeee are the eame aa t hoae 
employed i n e11ating taxaa and daduotione, except aa 
the div1aion ot the tax between employer and employee 
waa not uniform tor all employere, ae euggetted in the 
diaouaaion or the detailed provitione ot the plan, 

leaping t he reeerve aooounta t hould likewiea 
preaent no new problema although the aagnitude ot tht 
tatk would add greatly to the number ot employee• 
required to keep t he preeent eooial teour1ty accounte, 

The proviaiona tor payment to workera Who have 
pertonal !inanoial emergenoiee during the detenae 
period would involve problem• or oheoking and investi­
gation, This would require a ttart the magnitude ot 
which would depend on the n~ber ot application• tor 
payment, 

• 
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In the poet-defen .. period., oertit1oatione by 
employer• oould be the baeie tor tbe payaent of 
benetite. Since all e-.ployeee would ••entually 
reoeiYe their reeerYea, incorrect oertificationa, 
altbougb undesirable, would be auch 1e .. banltul than 
1t eucb were not the caae, 

The final dietribution to all eaplcyeea With 
reeerYee not uaed up by diaaiss&l ahould inYolYe no 
unuaual difficultiea, In all aepecta of the plan, 
however , it ehould be clearly recognized that the 
keeping of ind1Yidu&l accounts tor some 50 million 
people would be a matter or substantial expenee, 

a. Problema of public acceptance 

At the preaent time there appeara to be no oon­
eldereble sentiment in faYor of cl1aaiaa&l oompenaation, 
Kr.V1lliaa Green, Preaident of the American Federation 
ot Labor, teatifying before the Tolan Comaittee on 
Detenee Migration, reco .. ended the atu4y or a aupple­
aentary ayatea of oontributory dUaUe&l wagea in 
derenee employaents to o•ercome dieadYantagea or the 
temporary nature of auch employaent, Thi a propoe&l 
would appear to h&Ye little in ooaacn with the one 
deeoribed in th1a memorandum, 

It ie not known what attitude labor organisation• 
would take towarcla a di.alaeal ooapenaat1on plan, but 
1t aay be expected to be hoat1le, The publication• of 
the C,I,O, appear not yet to recognise the clangera of 
inflation, expreaeing the bel ief that autfioient 
1noreaaea in goode can readily be affected. Further­
more, labor organization• aay be expected to ineiet 
on all or a major abare being borne by eaployera, 
while aa preYioualy indioated the inflationary pr oblem 
aaku it desirable to place tbe bulk or tile tax on the 
workera. Eaployera, on the other band, would object 
vigorouely to inoreaaed payroll taxea, 

It thr plan 11 to be 11&44 acceptable it might be 
teaeible to atart rroa the benetite aide, Keabere or 
labor organization• aa well aa other people are not 
11ke~y to be iapreaaed auch With the 1aportance of 
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paying par~ or ~heir own w-sea to pr.Ye~~ ~latio~ 
even ~housh they 8&7 giYe intelleo~ual aaean~ to 
the danger or intlat1o~. 8tronc aaph.aah on the 
advantage• or haYing the a4di~ional puroh.aaing power 
at the end or the detenae period might be pereuaaiYe. 

The attitude towarda oompulaory aaYinga aeema 
entirely hoetile where the matter baa been oonaidered 
at all, except among aoademio oirolea. It may be 
queationed whether oompulaory a&Yinga would h&Ye any 
chance or acceptance unleaa and until 1t beoaae 
apparent that the only alternatiYe waa to iapoae the 
tax with no rep&J8ent whateYer. 

Diemiaeal ooapenaat1on ahould thua h&Ye a leaa 
ditticalt Job or being publioly accepted than torced 
eavinge, although the task in either caae appear• 
tol'lllidable . 

Social security expansion might h&Ye a aomewh&t 
easier time in aecuring public acceptance. The Board 
ia euggeet1ng extension ot benetita to include die­
ability. The hazard or diaab~lity ia one or the very 
great teart or laboring people. They might be willing 
to accept eubatantially i ncreaeed tax burden• it 
protection &ga1nat th1a h&&ard were to be proYided. 
Jnoreaaed unemployaent 1neuranoe would probably bring 
1naiatence on financing by the employer atte• the 
teah1on or the preeent uneaployaent ineuranoe plan 
1n the bulk or the Stat••· 

9• rtnanoing benefit papenh 

Aa aoon aa oollectiona tor the diaaiaaal ooapen­
eation reaer.ea are etopped the plan will reault in 
net oaah expenditure•. Koainally the outpayaen~• 
w111 oompriee merely a oh&nge in the tors (but not 
amount) or the public debt, but the Treaaury Will h&Ye 
to ra1ee caeh neYertheleea. The problea or securing 
oaah tor diemiaaal compenaation may be oomplica~ by 
poeaible e1multaneoua large-acale redemption• or aaY-
1nga bonde, withdrawal• from the aocial aaourity ra­
aervee, diaoharge allowance• to the araed aer.ioea, 
a public worke prograa, and other expenditure•. 
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III. Proyltltat of a U•teel ,,_.,,,,,, plp 

1. "" ... , •• ,,, 

A prop.a Of 0011pal.OOJ'7 41aaloMl MllpODMtiU 
llaa NOD worked os1i ltJ Prot .. oor IYoroU I. llnk1lla of 
xt. Bol)'olr.o Ooll ... , Dll4or 1ilao asponhloa of Proto .. or 
J. Doql&o •rewa of Pr1aoo1ioa h1Tord1iJ, wbo b.aTo 
at1141e4 tM proltloa tor a aallor of JOan. !holr pro-
11"&11 .., lto o-.1so4 •• followo: 

(a) Oonroco a1i loao1i ao ftoee4 aa 1illo pro .. a1i 
014-.a.o 0114 llllr1'1Toro IaiiUZ'uoo u4 laU­
roa4 louroaut IJ.tloao, wltlt. 1'01111lt&J'7 
partlolpatioa la ibo plu op.. 1io 01'0J'7oao. 

(lt) A opMlal. 41aolt.arp allowaaoo tor - 1a 
1ilt.o OZ'IM4 torooa. 

(o) 

(4 ) 

(o) 

( f) 

(h) 

Ooa1ir1ltllt1oaa d ilt.o raio of 5 poro .. 1i ot 
p&)'rolll ~ OllploJOOO 0114 aD a441 Uoaal 5 
poro .. i ltJ .-ploJoro. loth ooa1irlltut1oao 
aro 11s1ie4 to 1iho f1rot 13,000 of oaolt. 
1a411'14ual'o ;roarl;r oara1ago. 

.lltonaa1i11'0 plaao aro proaoaie4 for llaa-
411.ac tM rooono tsa4o, tlaoQC!a iho 41tfor­
oaooo aro nport1o1al. Ollo sooo loo1al. 
loo1ll'1tJ aooouu, iho otlt.ar 4otoaoo Mll­
paaoaUoa oiallpo aa4 ltoa4o. 

laoh 1a411'14ual 1o tsado to lie w1 ill4rawalllo 
at &llJ tlao tor poraoaal. o .. raoao1oa. 

Ooatr1ltll1i1oaa io ooaao at ilt.o al.ooo of tile 
4otoaoo pro...-. 

hr oao JMl' 1ilt.oroafior, oa o~~plo;roo .-­
aoa1il)' 41oolt.orae4 to olttala ao •• of \lt.o 
roaono --'-'e4 1a la1o aooo1111i ao bo 
4oalroa. 

Anor oao JO&r tollow1ag 1ilt.o olooo of 1i1t.o 
4ofoaao ~ -.plOJOOO to olltala al.l ~f 
1ilt.o1r rooonoa a1i ~. 
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!b1a JlawlUAo pi'OP"U, wUh a tn IMI41t1oat1oao, 
••••• • • be •• oorrioe&Mo a ~!" for Ua1oaal eoa-
peneaU on •• •• oan 4onoo. on~ illponu' ohaaco 
wiiJ.oh vo woul4 roaoaen4 1o 1a ~ ra•• ot eoa,r1ba­
u on. A tull 5 poi'OoD• ot pq-Nl•• ln114 11pon a­
plorer• ( 1a a44U1on to 5 parooa• ot paJrOllo 1 .... 1o4 
upon eaplO)' .. O) ..... Ufair •o oaplO)'ol'Oo O•ur aiaor 
ollallgoa rooo-414 are •u oonraco ot P14oral OoTal'll­
••n• a8plor••• ao4 a oo..wba• .. ro tlox1blo, 41ooro­
Uonar)' pl&D tor roloulq tu4o attior tho war. ftao 
pt.)'AOili • • MD Uoohargect fNa tho arao4 toro" 1o ao' 
tuon up 1D •11.1• paper, •• their pq ..... too 1- • • 
warreat 008pulaorr ooatr1buUono, aDd tho Oonl'llaod 
ahoul4 no• 'bo aado to ••• ao14o rooonoo •- ter poo•­
war p&)'801lh . 

!be folloYiag ooo•1ono dloouoo ~ roaoono tor 
adopUJ18 oaoh of tho -Jor toatvoo ot tho N00-..114 
prograo. 

2. Oonryo 

Paotoro to bo oono14orod 1D pl&llllillC tho ooworaso 
of tho propoaod 41oa1aoa1 ooaponeaUoa pl&D 1Dolu4o tho 
tollowiaC: 

(a) ProtooUon tor •• 0&117 people •• po .. 1blo 
wllo aro 1D dugor of bolac d1oa1 .. 14 attar 
tho araaaonto booa. 

( b ) 

(e) 

( 4 ) 

Jloloaoo ot h.D4a attor tho booa 1a •• 
largo yolgao ao teao1blo, 1D or4or to 
for•••all o general ~oiaooo 4oproao1on. 

Iaoluoion of a outt1o1oat auabor •• aoou­
...t.to a rooono 'b1c ODOuah • • ooaounto 
a oa'botut1a1 bat oqaitablo oter111sat1oa 
of purohaoiaC ,_or. 

lxoluo1on ot olaoooo of 1n41Y14uala wbooo ••••rae• would loa4 to too 0&117 a'buooo 
aa4 oroato oxoooo1Yo ada1D1atrat1To 41tt1-
oult1oo. 
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( o) Do&ire 'o ~a'o 1l&& Of 1A41Y14aal& 1 

aa4 'lll&e1a .. & 1MOM b ~ -.llo&' 
4tcr•• oou1aha' wUll 4tal1ac wi~ Qe 
1atla,1ta pro-loa .. ooo&&tallJ. 

ti8 

AUlloqll n.o agt&Uoa h &1qlol'Y1o1al~ plau1lll., 
upoD oloetr •'~ 1' ••o•• wroac to aiioap' to 11111' tho 
plaD 'o eaplo;roo& 1a 4ofueo pro4uoUoa. ao .. plaah 
art vboll;r oa 4ofoa&t work, -., a crt•' 4tal of ~ pro-
4uoUoa phg 1ato .-.ah h 1aeopara'll1;r a1ze4 with 
o•ur pro411oUoa. J'luotlltraor&, a polt-4tfaa .. 4epr&&l1oa 
woul4 no 4oabi affto' t1Y111aa 1a4D&'r:r ' ' a ooae14tra-lt 
exttai. Por .. •• wbo lo&o Job& 1D o1Y111aa pro4ut,1ta 
voul4 .... to roqDirt u -ell prohoUoa at tho•• 1a 4o­
feDit plaa'•· 1a a411'1ta 'o tht&t eoo1al ooa&14tra,1oa&, 
iht purpoeo to 4oftr eo••-r tzpOa41hr& aall& for a& 
broa4 oonrqo •• po .. 1'11lo. Aooor41aglJ, all sr-.• 
wUhia Qe l1aUo of ~ fo..nll aa4 fifth po1ah oUe4 
ebon &boul4 bo 1Dol'D4e4. 

!ht w%4 .. , praoUoal OOYOr&gt ..... '0 bt Qo .. 
DOW 1nolu4e4 1a 'h• 014-Ago aa4 lllrY1Yore laeuraa .. 
'lltDtf1h, plu& 1a41Y14ual& oOYON4 '117 Jla1lroa4 RtUr&Mil' 
btnetU&, plu& oaplo;rt .. of 'lt.o Pe4oral GoYtl'IIMD'· All th••• croup• are alr&a47 oOYtrt4 'b;r aoao foraal plaa 1a­
YolY1DS fDil'Oll oolloo,1oao aa4 boatf1te. !bo probloa& 
ot txtoll&lq tho ooYtrago elloal4 ao' 'Itt 1apoee4 on a 
411111&&&1 HllpU&aUOD prograa, whiell will. llaYO a llar4 
tlloup UM whahg avpport. llownor, •• aooa •• other 
olanta aro 'brouall' 1aio tho 014-Ago aad lhll'Y1Yor& e:reha, 
ibt:r &boul4 aloo bt 1aolude4 1D Qo 41aa1eaal ooapu•a­
Uoa plaa. 

!'iao prlaolpal alua .. azolll4e4 ai lH•' ipPOrar117 
froa illo abon raoo-D4aUoa ara: 

doat&i1o &tl'Y&D'' • 
acrloal'aral &llplo:r•••· 
iho etlf-oaplo;ro4, 
oaplo;roo& of Siaio DD4 looal fOY&raatDi&, aa4 
illteo rooo1Ylag laoo .. oihor 'haD ..... aD4 
&alarl ... 
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!he d1ff1oq!i1ol ot &ltoralal., do .. ltlo 
IOI'YUh 1 W.COI (Nth Mllb aa4 tho Yal110 
of oilier laoo .. ) aa4 of oaforo111C ooatl'1-
bai10DI aa4or ille 4lealllal oo.p1aoatloa 
plaa by Olihar .-plOJII'I 01' 0~107011 
appear tO bo OZOOIIl't'Oo frO&Ilii'J Off1-
elall 1dlo haYo ota4le4 tho probl• with 
a Ylew to eztoa4laa pr .. eai loolal hcna-
1'1t7 NaOfUI precU.ot that a YOI'J hlah 
poron iaco of ••aoloa w uld oo011r. 

!ho 1... faoiora wbilk f aYOr 'he ozolaoloa 
Of dOMitlo IOI'YUh appl7 tO 'he MOO of 
acrlnUual. 1~07111~- hriho.JW~ro, a 
ooaoUorabl.o proporUoa of acrlou 'ual. 
~107111 are aor.allJ irulloah or .. ,., 
troa tara to tara 1a oao lolal1t7. 1D1o­
a111all1 are 10 fl'lq .. at thai 1laoablo 
I'OIII'YII OOUld aot bO buil t 11po 

!ho oolf~lo714, bol1eYI4 to aaabor 11 
or 1! a1111oa, tw-thll'4a of wboa are 
faraor1 aa4 the ro••tador proprlotoro aa4 
profoooloaalo, are eoeeat1all7 oaplOJOI'I 
rather thaD 011pl071... Ooaoeqaeat17, tho 
01Btl'1bat10DI ll't'lo4 11p0D both .-plOJII'I 
Ul4 011pl07011 WOuld hl't'l to M pald by 
\lao - perooao for 'halr owa aoooui. 
!helr po .. lblo 14lea111al1 by th•aolYoo 
wnl4 bo pa.N4oz1oal. !lao probl • of 
oatoroo_.t would aleo be 4lff1•U · 

Ooaatltutloaal objaotloao W uld be ra1ol4 
IIP'Dit l'l<lall'iaa ~lOJOII Of Jtato aa4 
l ooal goni'UIIlto t o ooat l'lblato. ltlll 
1troagor objootloaa woul d bo ra1ol4 qalalt 
roq.tl'laa ~l171r ooair1but1oao troa ltaio 
&ad looal go't'II'DMDtl. 

( e) lo 't'llilgo of a 4lea1olal 11 poeo.lblo 1a 
the oooo ot oiooll:hol dorl, bo~ldoro, 
laa41ordo, pat oat owaor o, oto. li would 
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eeea an exoeseiTe etretoh1Ag of the 
aean1Ag of the hra to require deduoUou 
fro• 1llooae troa th .. e eouroee on the 
sroude that 11i wae to proTide d1lll111al 
ooapenaation. !he queetion ehould be 
oonaidered, howeTer, whether the aoouau­
lation of reserTes of purohaelDS power 
ehould be required onlr of tboee who 
reoeiTe wage• and ealariee, who oan be 
diaa1eaed, rather thaD of tboae reoeiT1Dg 
inooae of all lt1llde. 

120 

The Bawk1lll plan reoo-ende that fao1lit1" be 
erranged to pera1t aocuaulation of reeerTee br tho•• 
exolllded froa the ooapuleorr plan on the eaae bade ae 
tboae ooyered. BoweTer, a 2i percent I&T1DI1 aooount 
with IIYirl lia1tat10DI 011 Y1tbdr&W&l bel DO &dTant&gll 
o1'8r the purobaee of 8aT1nga Bonde. !here eeeaa little 
point 1ll aalt1DS Toluotarr participation 1n the plan 
posa1ble eo long ae 8aT1nge "Bonda are on sale at present 
ter••· 

( 3· !rpe of benefit pAf!IDte 

lf1th rupeot to eaplorell the purpo11 of dlemiaaal 
ooapenaat1on ie eia1lar to the purpo11 of uneaploraent 
1neuranoe. Both eeeent1allr are t o proteot eaploreee 
against uneaplorant. D1111111al oo~apeuaUon 11 a luap­
eua paraent paid at onoe upon being dieoharged tor no 
fault of t he worlter (though 1t ie eoaet1aee paid 1ll 
inatalaenh ), regardleae of when the eaploree f1Dd1 
another Job. h the present plan, eTID tho11 who are 
not d1eobarged will eooaer or later reoe1Te the eaae 
pro rata paraenh aa tboee who are d1eoharged. !hie 
teature 11 d1aouseed below. tJneaploraent 1Dauranoe par­
aente, on the other band, bes1n after a wa1tiDS period, 
oont1nue 1n weeltlr aaouate while the worker reaaiaa both 
out of worlt and willing to worlt, and atop when the worker 
geta another Job or exbauah the paJDlenta allowed, whith 
11 16 weeka at the aoat aDd le11 1n a sood -.nr oaau. 

8o far aa aoono111oallr aeet1118 poet-war nelda of 
dieobarged worltera 1e oonoerned, the uneaploraent in­
auranoe trpe of papaent ,.... aore eu1 table thaD 

• 
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diemieaal oo~eneatioa. P.,aeate would not be aade to 
those who obtaia other Jobe ript awar or to thoae w11o 
are not dhoharge4. At the ... e Uae, larger ecgregate 
p.,aent1 would be aade tio thoee 'llbo are out or work tor 
lllll1 weeki. 

0111 ot the aoet ~ortut qu11t1one tio be deolded 
i n torculatlng a dil&iaeal ooapen1ation plu tibat will 
be helptul t o t hh oount1'7 under present oiroua1tuo .. 
11 the etruoture ot the re1erYe1 t o be aooUIIUlate4. 
The oboiee lie1 bet ween a 11Dgle poole4 reaerYe intended 
to PIT diemi1eal oompenaation 01117 t o t hoae who are cU.e­
oha.l'gad after the eaergenor, oa the one bud, ud, on 
the other, reeerYea tor eaoh oovered individual whiob 
will be available to that 1DcU.vidual at aoae u .. wether 
he 1a 41aoharge4 or not. 

The nuaber ot pereone wilD will be cU.eoharged arter 
t he eaergenor ounot be pre4iote4 with aD7 reliab1lit7• 
The period ot their unemploraent before obta1Ding nev 
Joba 1a equall7 uncertain. •either the length ot "tbe 
preeent armament booa nor the oount1'7 11 1uooeea 1D pre­
venting a poet-war depreeaion can be aore tbu gueeeed 
at. The iapoaei bilit7 ot eetiaating the axaot need, 
however, a., not be a aaJor consideration. 

Aaauaing the aerv1oeabilit7 or eoae intelligent 
eetiaete ot the nuaber that will be dll&iued, a .uob 
eaaller total reaerve will, or oour1e, be required to 
PIT 41ea1 .. al ooapeneat1on ot U1 given ei&e onl7 to 
tboae 41aa11114 rather tbu to aoolUIUlate 1av1nga or 
equal eize tor all 1Ddividuall oovlre4 b7 the plu. 
The larger the agal'egate ro1eM'e to be aoo1111Ulatl4, 
the greater the oontribution ot t he propoeal to the 
problea ot preventing inflation. 

It d1aa1ual oompenaation il liaited to those 'llbo 
are d11oharge4, &al\1 vorltera-probabl7 a aaJoritr--will 
PIT oontributionl (aeeuaing t hat 1oao contr1but1one aro 
obta1De4 rroa .-plo7eoe) 1lbo will not reoeive 411a1aeal 
ooapenaat1on. !heir oontr1butione will be paid to other 
wor1ter1. It eeeae bad publ1o pol1o7 t o tax all workore, 
1nol114.1.ng &&111 1n poorl7 paid Jobe, i n 'llb1oh thoro &&7 
be little danger ot di1&11eal and 1til l le11 ohuoe of 
reoe1v1ng an increaee in i nooae ae a roeult ot tho 
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4ot ... o otton. 1oM ot t1ao proooodo ot .-ll tu .. 
would bo tru.torrot to Uloao who haYo ~t1n4 .._ 
~eh b1&hor •••rae• 1Aooaoa 1a 4otonao 1a4uatr1oa 
8114 1lbo llaT or llaT aot bo oat of work tor ~ .. &nor 
war or«ora trop. 

122 

Porhapa a at1ll sroator obJaot1on to luap-... 
p.,aenta on aa 1a.araaoo roaono baa1a, paif. oz:olaa1••1T 
to tbDao 1lho AN d1aebar&o4, 11 .. 1a tlao ••••• n& a . •1•te• would be nbJoot to. !lloro woull. be a atro .. 
1Doeot1Yt to worker• to be 41ooharge4 aa4 to oaplorora 
to cl1oohargo their oaplorooa. Workora would waat tlao1r 
oaplo7ora to d1oohargo ~- 1n or«or to obtain thoao 
p.,aooh, parUoularlr 1t 1lhOJ woro hopotul that thor 
oould obtain aaothor Job or porbapa •••n tho .... Job. 
lxiot1Dg ooapaneat1on plaaa ha•o not boon aubJoot to 
th1a d&Dgor booaaeo paraont oaao out of oaplorora' own 
pookota. !hero woul4 be ao raatra1nt 1a obta1a1ag par­
aento tor workora oat of a OoYoi'IIMIIt roaono. J1aa7 
oaploJora would be oagor t o obta1D p87Dfata tor their 
oaplor••• b7 oollaa1Yo d1aa1ooala. 

Ia or«or to a•o1d traaatora troa one worker to 
aoothor, aad 1n or«or .to ao~ro tho aooaa\llat1on of a 
larger aggregate roeeno dur1ac tho pr .. ent booa, oll17 
tb.o fora ot 41aa1aoal ooaponoat1on rooo-an4o4 aboYo, 
1. •·, 1Dd1Y1dual roeonoa tor oaoh worker 11h1eh ho will 
obta1Jl oooner or later rogar4looa of 'llhothor or not ho 
11 cl1oohargo4, oaa be rooe-D4od. 

-.. ,,., gl ooeaa1op ttr 41tblr•p•at 

to ooao onont, tlao oaplOJOt wolfaro aapaota of 
tho propooal &N 1n oonfl1ot with tho dotoraoat-ot-
1oooao aapooto. ProY111on of aanaua protooUon of tb.o 
taplOJH would allow h11 rooono to be drawn upon aoro 
or loao 'llhono•or doa1rod. Maa1aoal dur111C tlao -~7 
booa, unoaplo)'MI1t, roaoYal to a d1fforoat looat1on, 
e1okaeoa, aa4 o~ar porooaal oaorgono1oo at U1 tiM 
after tho 1noopt1on of tho p l aa would all oall tor tho 
roleaeo of tho 1ad1Y1dual '1 roaono. lzpoad1 tU'O of 
rooerroa, dur1ng tho dotonoo period, howo-rer, rune 
oountar to tho otton to pro-ront 111tlat1on. 

Regraded Unclassified



( 

c 

c 

123 

- 2~ -

n h reooaeD4ed that 1;he ooouione wpon 11h1.oh 
an 1nd1T1dual'• r .. ene 1187 be drawn upon ebould ~ 
narrowlJ 11a1ted during the detenee period. A liet 
ot the detailed oond1tione upon whioh reeerTee would 
be releaeed while oontributione are etill required 
ehould be drawn up in ooneultation with epeoialiete in 
the adalnietratiTe probleee ot eooial eeouritJ. 

Whether indiTiduale' reeerTee lbould be aade aYa11-
able tor expenditure ..tttlJ or eloWlJ atter the eaer­
genoJ period ie paet depend• upon the eoonoa1o oi.roua­
etanoll ot that period. !be .. oiUUiot be predioted wUh 
&nJ oertaint7. OoneequentlJ, eoae tlex1bilitJ ot oontrol 
ot the releaee ot the reaerTee ebould be prOTided • . 

At the end ot 1;he last war pr1oll oontlnued upward 
tor 20 aonthe a1'ter the .lrw.1et10e. U would obYiouelJ 
be undelirable to lldd the purobal1ng power ot all the 
aoou.ulated reeerTee to a Toluae ot expenditure that wae 
alre&dJ exoeeeiYe. On the other band, eaplo7eee would 
obJect to baTing their reaerTee bound up too rigidlJ. 
Atter the war aeergenOJ, indiTiduale needing their 
reeer.e tunde lhould be giTen aooeee to thee apon eaeier 
conditione than during the detenee period regardle11 ot 
the general eoonoaio situation. All reetriotione lhould 
be remoTed when increased ooneuaer buJing in general ie 
eoonoa1oallJ d11irable. U 1187 turn out that all re­
ltrTee be releaaed eTen betore diem1eeale beooae general, 
in order to try to nip the depreee1on i n the bud. 

5· Rep411pg the ream•• 

!be reeerTe to be acouaul.ated under th e propoeed 
d11a1ual ooapeneatlon plan il not intended t o be a 
aediua ot long-tera eaTing. Rather it ie intended to 
oontora in tiae to the period ot the araaaent booa and 
the beg1nnin& ot a period when inoreaeed ooneuaer ex­
penditure• are deeirable tor general eoonoaio reaeone. 
fbeee ooneideratione eeea to aaka preeent daten•• eaTinge 
bonde an inappropriate aed1ua tor inTeatment ot the indi­
Tidual reearTee. 8aYingl bOnde do not aature tor 10 Je&rl, 
wb.ioh 1187 be longer or aborhr than the lite ot the d1e­
a1eea1 ooapenaation reeerTae, and theJ bear TerJ low 
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ratu ot 11lhroo• it r.4o.-.4 v1Uiia a tn JOaro. 
f ht LDn•••ODt, t1ll'Uieli'IIOro, ot e44 .-uto ot eoa­
tr1bUt1oDI would .... , .. oh iaooaYoaioooo an4 ozpeaoo 
tor tbt 11••• ot •tUIJPI an4 bolld1 to oao!l ill4iY~d'll&l. 

U thorotoro ,, ... a4Y11a'blo that 41 .. 1ooal oo• 
pen1at1on reltrYeo bo raa ia a aaanor liailar to I&Y-
11181 baDk aoooato. la41Yiduab oo•or.4 'bJ tho plan 
would rtot1YO pao1'bookl in whioh oontr1'bution• an4 
dtduoUone would 'be ODtoro4. Xa1tor aooo1Uitl would 'be 
klpt 'bJ tho llooial lloftl"1 t7 loud. lat1ro1t ooald bo 
ooaputtd on a tld parooataco 'bo.to. &olea•• ot had• 
oould be h&n4lo4 tllrlueh tho •au ohanaob 'bJ wh1oh 
eartqe bondo aro r.4o.-.4. 

All 11ltoroet l'&h ot ,. poroeot, tllt - ae oow 
pa1d on tllt ... 1a1 llto1l1"1 t7 ,.._,t tuode and llor1te P 
and C. aaYiDgt bondo, ••••• appropriate. 

6. l!nloJtr yt. 'I''Oxtt toplr1)gJ1oat 

124 

D1ea1ooal ooapanoat1oo, io tho Yoluatii'J' •oh•••• 
exhUq 1D •hl.• oouati'J' an4 1D tho tn ooapuloOI'J' 
eohtatl 1D toro1p oouatrioo, hal 'boon p&14 'b7 aaplOJOrl. 
fht pr1oo1pal oxoopt1on1 ha•t MOD tho YllUtii'J' 41o­
&1elal ooaptDiation plaao ors&Dizod, oolltotod, an4 paid 
bJ trade 'RDlODio file folloviog OOD I 1deratiODI1 llowoYer, 
a111tatt ag&1not oollootiog oootr1batioo• oxolaol•olJ 
froa oaplOJero: 

( a ) P&JM&h 1Dto tha 41oa1 .. al eoaponoation 
rooorYo v1ll oonotitut o a baoiaooo ozponoo 
an4 will r.4aoo prot1tl n bJoot to uoo• 
an4 oxoooo-protitl tax01. 

(b) A bao1Do01 tax lnio4 on tho 'bade ot P&J­
roll• 1o looe eqaito'blo than otktr bao1Doeo 
tax••· It attoot1 1Uitquall7 oaplOJOrl aolnc 
41ttoroot proportion• ot labor an4 p&JiDI 
41ttoroat l'&hl ot W&CII• A nbotaatial 
additional tax lnio4 on tho 'bal1o ot P&J­
rollo would no doubt oau01 11&117 t11'111 to 
rot1ro troa buoiaOIOo 
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'fo ovll 1DtlaUon, par1; of no ••• of 
1Dooaa reoe1•e4 ., th011 bolow or at 1iho 
beUoa friqo of tho laooao tax lll'aoketo 
.uot be ofpbon14 ott at lea1t t.-pol'&l'ilT• 

125 

It tho ba.l'lten of pqiq for a lara• cUe­
aioeal oo8pon1ation r1111'"11 oaa oq~tablT 
aa4 f1DaDo1allT be plaoecl on o8pl071r1, 
it ,,, .. proforable to .ate thie oollootloa 
aa outright tax without pro.,icUDC tor 1te 
rop&Taont ., tho p•oraaent to lllpl07lllo 
'rho repaJMnt toat•r• 1ooae appropriate 
prino1pall7 a• a aoaao of ••k'af o11plo711 
oontr1but1ono aoooptablo to .-p 07111. 
IU11Do11 aa4 1D41.,idual 1nooao taxo1 lhoald 
bo a1 high ao aq Jutl7 bo required. Jle­
IOr1i to a doY1oo I Uoh ao di1al11al oo...-oa­
tlon rOIOI'"fll biOOUI n01111ar7 *-n OOao 
utho4 -•t b e foUJid of obta1Dia& ooallder­
ablT larger traa1tore of purohai111C power 
fi'Oa tho .. with low 1nooae~. Bather thaD a 
hea"f7 ua-repqabll tax on t!ID11 'llholl 1D­
ooul aro below IOOilllT 411irabll a1n1aa, 
it 1•••• preferable to 4oY111 a plaa whorob7 
thOT will eutfer OnlT tompOraJ'7 dl4aot10nl 
fi'Oa their 1Dooaa, all decluUono to bo 
ropald with lntor11t when podl aq bo 
luppl 114 to oonoaaoro 1D 1roator abuadaDoe. 

!he 1.noroall 1D labor oo oto of pro4uoUon 
o ooao1oae4 b7 o8pl071r oontribuUone would 
1D aaD7 oao11 lla4 to hlpor prio11. 'rho 
uait pr1oo of aaD7 dotonoe oontraoto would 
ao doub t bo raliM• 'rho OOit of tho oa­
pl070r oontr1but1onl 1D thoee 1notaaoeo 
would therotoro tall baok upon tho CJo•ora­
aoat. lD tho oa1o of o1Y111aa podo, h1S)Ier 
pr1ooo would ooatr1bute to tho pr1oo r1oo 
alrea47 1D pJ'OirOII, thorob7 argraYatiiiC 
tho 1Dflat1on probloa. 

Lo"f71ng tho OOit Of dilaillal OOIIpOneatiOn 
eolol7 upon oapl0711'1 would aaount to aa 
1noroa1o in wago1 and 1alario1 obtained ., 
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41.reot Go•oraaea' 1Dt1oteaoo. laeh a 
pol.10T would 'bo 1Dhrprehd liT eo• aa 
aa oaooarac-•• t:o l&'bor h 41•an4 aUU 
Mpar •aa•• •• ae1r OWA aooout: aa4 ao 
aa a44U1onal 1D41o.&UOD tibati ~~ Gonra­
aoa1; 11 lultUlo to lllpl.OJ'Ol'o aa4 bu1Dooo 
1D geaeral. !ho ..... 1aorea11, hnhor­
aore, woul4 bo ...Uotti 1D tihe low-wqo 
braoltoh aa4 MP.ot 1D ~~ was• 'braoltoh 
wbioh are alr1a4J' OXOOIIlYOo 

126 

Dotp1te theto reaeon• aga!Dot requ1r1Ag oontrl'butlODI 
b7 O~lOJ'II'I , 1t IIIDI nOOOiaar)" to require IUoh OOntirt­
butlODI at leaot on a taall toalo. !h11 11 1D ol'4or 1;o 
just1ty tho t1tilo, diaateeal ooapeneat1on, ae oi'41Dar11T 
undorat oo4 to ooapr1ee eontr1but:1one b7 eaplo)"ort, and 1D 
order alto to llit.lte tihe plaa aoro aooeptiable to eapl.oJe••· 
E.ploJer•' oontr1but1ont aboul.d be ltopt •• ltw &I potl1'ble. 
A auabtr of arr&Agtaentt ~ 'be dn1114 to proY14o 41plo­
aet1oallT tor a ooab1Dat1on ot ao4o•t eapl.O)"Ir ooatrt'bu­
Uon• and IUbttaatlal llll)l.OJ'eO IODtrllNUODI. U 11 
doubted that aa atrUpti arguaent oaa be feUDd tor aDJ' 
particular arrangeaent. !he tol.lov1q, lulwner, ••••• 
a generallJ tati1ttaotOI'J' ooaproat•o: 

EaploJor• to 'be requ1rl4 to P&T thl 411-
aitlal ooapentat1oa ooatr1but1oat at the 
41t1ro4 perooataae on tho t1r•t tlO of 
waeltl)" •aa• or lal&I'J' of eaoh 1D41Y14ual 
oonrl4 bT th1 plaa. Ooatrtbut1on• ln114 
upon 1D41Y14ualt 1 was•• aa4 lalarh• abon 
110 to be paid bT 18pl.OJ'III and di4Uot14 
troa tht1r P&T• !hi uPJ)er 11a1ti ot 1aoo .. 
tubJeoti to 41ta1ttal ooapentat1on oontir1-
'but1on• 11 41tou•tod 1n the following eeo­
U oa. 

7. BaStt ot togtr1buS1op yl •W"S&t t s osal ot "''"''' 

It the eoatir1'buUOn ball 11 the flrl' IJ,OOO Of taoh 
ooYerl4 1D41Y14ua1'• P&T plr )"ear, eaoh peroeat ot the 
oontr1but1on r.to will, 1ti 11 eettaato4, 'br1, in a 'otial 
ot 156o a1111on 1n 1942. It tho ball 11 not: 1aUo4 to 
tho f1ret 1),000 'but extea4od to all was•• aad lalar111 
ot 1n41Y14ualt oonrl4, the t:otial 11 e~Uaetl4 at: 15*> 
a1ll.1oa per )"tar. 
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!lae nto of eoatnlNUoa *lola oaa 4oa11'a'bl7 be 
11T1e4 ..... to bo ~. nlllll t aat of tho followuc ooa­
t1dorat1onl l 

(a) 11ao of the 1D41Y1411al r .. ono •• a propor­
Uoa of om worker'• roooat oan111f•, 1dUoh 
lt would bo 4••1rablo to haYo aoo..ul&ted b,r 
tho Uao ~. ~nt booa ead1 to U4o h1a 
OYOl' tho roa4Jalt11011t porlo4, 

(b ) llso of lft7 vhloh thl ~bllo vlll aooopt 
1l11Clor thl - of 41&1111-.1 oo.pu&~Uon. 

, ..• . . ' 

' . ., 
. . 

(o) OontraoUoa of ~llo, OYoa tboQih tollpOZ'UT• 
Gloh vorbro oan oqllltabl T be aob4 aa4 wlll 
bo vllliag to aooopt for all aoooUDh, wbatbar 
fol' 41&1111-.1 OO~OII&IUOII, old aao, -.-plOT­
aut 1Douraaoo, or what not. 

(4 ) Ro•trlotlon of OOIIIU.Or oxpoa41taro• whloh 
11 nooo111&17 111 oNor to ltoop total oo11-r 
op011d111g 40VD to tba &Yallablo nppl7 of 
pod• at 11111Dflate4 prio ... 

( o) Allount of ad41Uonal pa7roll tu: .. Glob oaa 
oquUablT bo lnle4 011 OIIJ)lOJDrl· 

( f ) fila !roulll'J''• noo4 for fWid1. 

( &) llapitwlo of plll'CihallDC power 4oa1re4 t o 
bo raloued 111 tho pon-d.ofolllo porlo4. 

!lae 5 porout tu: on ~lla lOY1e4 upoa OIIPlOJOI'I 
(aatohi.JIC aa equal ooatribuUoll b,r OIIPlOTO .. ) aa roooll­
aon4e4 111 tba .._, u plan, ..... .ao1a too .. nro. Oa 
tbo other han4, a ooab1Do4 oolloot1on rata of 1••• ~ 
5 porooat aoou laadoqnate both troll tho po1at of dow 
ot uutral1a1q ourront l noou aa4 fro• tho polllt of 
Y1ev of protoot1q workoro in a pod-war 111111P· A 
ooab1ae4 5 poroo11t nte oa tho flrat t),OOO of wagoa 
tor tho propoaed oonnco would produoo, U 11 .. tt.aatod, 
t 2.8 billion in 1942. !ko rolol"fo of oaoh 1a41Y1dual 
woul d 11atvall7 uount to 5 poroa11t ot hil vagoa (up to 
t3,ooo, 1t th1• l1a1t 1a adopt .. ) for oaoh J•ar durlq 
vhiob oolltr1but1oao oro oolloated. A•.ua1ag a vasa ot 
t1,500 a J ear, tho ro•ono would bo tl50 attor two JO&rl, 
t 225 attor throe JOara, oto. 
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A 5 porooat rate ..... a Ju41o1oao oo~roa1oo 
aeoD& ~ho •ariouo ooatl1otlaa 1Btorooto. 

!be rooo .... 4atioa to balt ooa~ribat1oao whoa tko 
4eteaoo or war por1o4 ea4o ooou to r~ro ao Uooaoo1oa. 
!he euopoao1oa a1pt bo lllllo clepeDAoat ~· a Proo14oaUal 
proolaMUoa. 

!be quoet1oa whether or a ot to aako tho ooatr1bat1oao 
appl1oahlo to tho f1rot tJ,OOO of wac•• onl:r or ~o vha._ 
enr wage or oal&I'J 1o rooo1•14 howner hlp hao arpaeah 
on both oi4oe of approx1aatol:r oqaal wo1aht. At loaot 
throe taotor o fa•or a4opt1oa of ~ho tJ,OOO oo111aa: 

(a ) Proeoat uo~lo:rua~ 1Dour aaoo aa4 ol4-qo 
aa4 ~1•or bonofU taxoe appl:r olllJ' to 
t!lo tiro~ tJ,ooo ot 1DooM . 

(b) llloouo abno that le•ol are well Yithia 
tho 1Doou tax raago Ul4 11a7 bo oxpootll\ 
to bo re1Ulato4 throulh that •41-. 

(o) Soao people oono14or it 1aooncruoao t!lat 
h1p-oalar114 off1o1alo ehoul4 bo pa14 
ooapuloor:r 1 41oa1ooal ooapoaoaUoa. 1 It 
1o tbought that tho:r ehoul4 pro•14o tor 
1111o~lo:ruat out of •olUAt &I'J oaYiDgo. 
It ehoul 4 bo roa.Uoro4, bonnr, that 
boaof1h uad.or th1o plaD are oapponll\ b:r 
oaoh ~lo:roo'o ooatr1butioao, abo•• .... 
a1D1maa .-plo:ror ooatribuUoa, oo that 1111 
oharU:r 1o 1a•o1Yo4 1B allowlaa pa:ruat 
llaoo4 011 hip. 1aooaoe. 'tho !roaii&J'J' 1 o 
1Dtoreot 1o to aoo..W.ato ao larc• rooonoo 
ao pooo1blo. 

!bero 11a7 bo l,al 41t fioult;r 1D opplJ1DC tho 1D­
ooao ~ax to aaouato 01\uotll\ troa iaooao at tho eouroo 
&D4 roqu1ro4 too bo oocrogato4 1a au.OI\ roeorno tor aa 
1o4ot1D1h auaber of :roaro. Althoqb loo1al 8oour1t:r 
ol4-aao pa:rroll 401\aouoao are nbJoot to 1Doo .. tax, 
t horo 11a7 bo otroq objooUon 1t pa;rroll 4o4aoUoao are 
oarr1o4 liP 1Bto tho nr:r h1&h braokoU. !be 41oll1ooal 
ooapoaeatioa 4odaotioa a1aht ooaot1tuto 00 largo a ~ 
ot tho 1Booao len athr Jodoral aa4 etaU iaooao taxoo 
in tho h1gb.oet braokoh that tho oourto would ouota1B 
obJootiono to it. 
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Ar~Uente 1.D favor of O&r17ill« the 4111Jl1nal 
oompeneat1on baee be:roD4 t3.ooo are: 

( a ) 

(b) 

It would 1Doreaae the e1ze of reeerve to 
be aoouaulated out of ourrent • one:r 1noo•• · 

!he publ1o ll1ght aooept t he 14ea of pqroll 
4e4uoUone -.,re v1ll1ncl:r 1t t he:r ll:nev that 
1t vae be1ng appl1e4 un1to~:r. 

129 

(o) It preeent and proepeoU'ft taxu 111poee wbat 
aa:r be aeiiU&ed to be a t a1r ahare of the 
bur4an of t1Dano1.ng 4efanee lq)On all parte 
of tha 1noo•e range, then an a441Uonal 

• 

burden to be plaoe4 on the low-1noo .. bracket • 
ehoul4 be oountered b:r an at leut equal 1D-
oroaae ot the burden upon 1nooue above t3.000. 
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Appendix I 

Compulsory Diemiasal Compensation in 
Other dountr lee 

131 

More than t wenty- five countries 1/ have adopted 
legislation relating to the compeneatr on or employee• 
separated from an established employment connect ion. 
However, in several or these countries the legislation 
appears 1n tact to be an errort to protect employees 
against exceptionally unjuet treatment by requiring 
a short period or advance notice before an employee 
i s dieoharged. Thue thirteen oountriee Sf legally 
require advance notice or diam.iaaala or compensation 
in lieu of notice. The notice required, however, 
rarely exceeds two weeks exoapt in the case of 
employeee of long standing. 

In three countries, l( provie1on is made tor the 
enforcement or agreements to pay dismiasal oompensat ion 
secured by collective bargaining or t hose arising out 
of established cuatom. I n eight countries , ~ employ­
ere are compelled to pay compensation When permanently 

!/ Argentina, Australia, Bolivia, Brazil, Bulgari a, 
Chi le, China, Colombia, Dutch Eaet Indi es, Ecuador, 
Finland, Franoe, Guatemala, Haiti , Honduras, 
Hungary, Italy, Japan, MeXico , Panama, Peru, 
Portugal, Rumania, Salvador, Spa.in and Spanish 
Morocco, Turkey, Uruguay, and Venezuela. Several 
countries under German occupation have been omitted 
from this discussion ae uncertainties now surround 
the operation of their labor legislation. 

gj Argentina, Bulgaria, Chile , China, Dutch East Indiea, 
Finland, Guatemala, Haiti, Honduras, Portugal , 
Rumania, Salvador, and Spanish Morocco . 

l/ Australia, Franca and Spain. 
~ Bolivia, Chile, Col ombia, Hungary, Italy, Panama, 

Peru and Turkey. 

• 

• 
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4Uobal'C1nl oerkin olaaou y ot .. ploreu. 

11x oolllltrUa 1/ ban a4opte4 le&1alaUon Nqa11'-
1nr; 41.aiual ooapenaaUon wb1oh ollllraou all vap 
and wuU4 oaplo7ooo. In B~1a, hovonr, lone 
.. 1'T101 l'tOONO &l't I'OClll1rM aol ~ OOIIJIORo&Uon 11 
low. y Jlox1oo baa tho 11aplut 17atoa ot ooaponoa­
tion nqu1r1na tho p&T&Ont ot thl'to aontho' ooaponoa­
t1on to all workoro. ~t ooapuUo &l't roqll1ro4 
to par ool7 ono aonth1 o wagoo. Vonosuola roqllii'Oo 
the paraont ot ono-balt a aonth' 1 oal&r7 tor oaoh 
:rear ot .. M'1oo an4 Uti to tho aaxiaua ooaponaat1on 
to a1x aontho1 oal&I'J. In Bra&11 oaplor••• -•t 
reoe1•• ono aonth1 1 PAT tor oaoh 70ar ot oorY1oe. 

!/ boopt 1n 'furltOJ and BUDg&rJ 1 thUO proYU1onl 
applJ to oalar1e4 .. plo7ou: 1n i'111'1to7, un11Al 
worltero aro ont1tlo4 to t1ttoon 4&7•' PAT tor 
taoh 70ar ot ltl'YiOO OYOI' t1YO. In BllDgarT 
oo .. ero1al eaplo7001 With aon than t1Yo 70&1'1 
oerY1oo rooo1Yo one aonth'o p&J tor oaoh throe 
roaro ot oorY1oo v1 th a aaxlaua ooaponoaUon ot 
ono 7tu1 o aal&rT. In Ital7, oalar1o4 oaplor••• 
Who baYO boon eapl0704 OYOr t1YO Jl&l'l l't001YO 
one-halt a aonth 1 o oal&rJ tor oaoh fOAl' ot oor­
Y1oo whoa 41oohargo4. In Poru, o1a1lar eaplor ••• 
ot thl'oo aontho' otan41ng aro ooaponoato4 at ~ 
oaae rate. In Bolirta, Ooloab1a, Obilo u4 
PaA&M tho rate ot ooaponoaUon 1o about ono 
aonth tor oaoh rear ot oorY1oe. In Panaaa tho 
a1n1- OOM'1oo l't!IIUiroaoot 1o ten roaro, hovoYer. 
In tho latter throe OOWitr1u ~ ooapooaat1on 
proY1o1ono &l't relato4 to ret1roaont •r•t•••· 

gj Bra&11, Blllgar1a, Ecnaa4or, lltx1oo, UrucaaT an4 
Vtnt&Uilao 

J/ S.plOJOIO baYing t1YI 70&1'0 oont1RUOUO OIM'101 
I'OOI1YO Ont aontbla PATl t hOII OaplOJI4 tiD 71&1'0 
root1Yt two aontho1 PAJ• 

• 

Jl. ~-•.. -.. ;.·~ 
~ ' .. , 
• . . 'yi.l. 
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file plana ba•i.Dg creahat •alu tor an alllllliaa.­
t1on or aatho4a of pro•idiDg a uavanoa of ooapea-
11uon ror dUplaoed worura on a naUollW14e bade 
are tho•• aatabliah1ng epeoial faade for thee• pa,-
11nte, In Ururua7, the emplo:rer auet ..U a apaoial 
contribution to the penaion fund equal to one aonth'a 
ellarY or •as•• ror aaoh three :reare or eer.ioa or 
the d1eoharged eaplo:ree up to a aaxiaua of three 
aontbe ' oompenaation. fhe Fund than pa:ra tile d1a­
aieeed emplo:ree one-halt a aonth'• pa:r each aonth 
until the emplo;rer1 a oontribution haa been ezhauated, 
or until tha worker aecurae a new Job, Iince worker• 
are denied coapenaation ir t he:r refuel au1t&blt eaplo:r­
aent , t he e:ratea ia 1n taot a rora or uneaplo;raant 
ineurt.nce. 

Japan and J:cua4or han utablilhed fundi wlllch 
are eleaenta or retireaent •:r•t•••· In Ecua4or, the 
eaplo;rer ia required each :rear to aet aeide ona 
aontb1 1 pa:r 1n a fUDd whioh oannot be alienated or 
traneterred, When eaplo;raent 18 ters1nattd the 
employee 1a entitled to th11 reeer.e, un1111 he 11•• 
inadequate not1oe or waa die charged tor oauel. fbU 
rund il alao ueed aa the baeie or peneione tor aged 
emploreea, 

In Japan the legielation il aore intricate and 
exoludea ealaried and proteaeional eaplo:r•••· Three 
tunde are eetabliehe41 

(1) 

(2) 

( J) 

A coapuleor:r aa•inga fund or two peroent 
or annual wage• to be deducted by thl 
eaplo;rer froa t he pa:r of the worker; 

A lea•i.ng allowanoe tuD4 into Whioh t he 
eaplo:rer auet pa:r an aaount eQual to two 
percent or wagee plue an aaount deterained 
b;r the authoriti•• of not aore than three 
pre11nt additional 4apen41nl upon profit 
ratea, and 

A diea1elal allowanoe tund aade UP of an:r 
uncla1aed balance• in the lea•ing allow­
anoe fund. 

• 
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lfb.en an oaploJ•• 41oo or loano tho aoJ"Yioe be 
or h11 ba1ra are ont1tla4 to h1o aa•1nga out ot tbl 
tiret tund plua 1ntareat. Ba ia &lao entitled to 
b11 balance in tho aaoond tund 1t bo ooapl1oa w1 th 
11tabl11hod rogula~iona. It hao been ruled that an 
e=plo7•• whO ~u1to without roaaoa ha•inf leao than 
three yeara ot .. J"Yioe ahould not be on i tlad to an7 
payaent trom tho eeoond tunA. Hla ooapeneat1on oan 
be reduced to ono-t h1r4 ot h11 balance it be lea••• 
without reaaon atter three 71ara aorT1oe. rinall71 
an e=PlOJOI diaa1na4 through no tault ot h1o own ia 
entitled to twont7 da71 1 wagee it be haa .. I'Y1oe ot 
one but leao than three 1•ar• and to th1rt7-ti•• 
daya• wagea 1t he haa o•or three 71&1'1 ot IOI'Yioo. 
Hovnor, the oaplo7or ia onl7 re~u1red to p&1 thoao 
latter euaa it t here io eutticiont IIODIJ 1n the 411-
aiual allowance tund. Tho e~lo71r a&J continuo in 
operation an7 plan proTiding aore ado~uato ooaponaatioa 
than the atandardo oetabl1ohed b7 the law. Ba ia aloo 
ottorod tho altornati•o ot aott 1ng aoide about J-l/ 3 
percent 1natead ot tro• 2 to 5 percent ot wageo, and 
on eeparation p&Jing a loaTiD& allowance ot tweln 
daya• wagoa tor each JO&r ct aorTic• plua d1aa1aaal 
allowance• ot twont7 and tn1rt7-t1•• dayo 1 p&Jo 

• 
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MPtpf'J II 

P£0p01''' 

luoh 41aa1u&l oo~~~peuatlon prograaa ae are 
aotuallf in atteot in the United Jtatee haYe t or the 
moat part been introduced b7 priYate enterpri•••· 
Onr tin hundred ooapanlu han reported that ther 
han eetabl1ahe4 the pol1o7 of aelrhg parunh, in 
exoau of vagea due, to an wtlo are pel'll&llentlf 41.­
charged. ..va.er, 1t 11 41ttiouU to uae th11 data 

1.35 

aa a aeaau.re of the extent of the aooeptaaoe of the 
praot1oe ot ooapenaatlft8 e~~plouu pel'll&llenur .. parated 
troa .. tabl1ahed eaplo,aent oonneoUone a1noe the rate 
of p&J11Ut ia aaar oaau auggeah that th1a pol107 ia 
Uttle aor e thaa a aubatltuh tor a ahort period of 
adnnoa noti oe prior t o 41aoharse. Ia ceaeral, the 
poeaibilitiea of .oluatar.r a4option of thia praotioe 
bJ priYate enterpriaea •••• to be oont1ned to large 
oorporatiODI, produoing 00-041t1u 1D 'lltl1oh vagea 
oonatitute a relat1Yelr a1nor eleaent of the te'al 
coat and 1n fielda 1n vh1oh there ia little prioe 
ooapetitlon. 

A tev Jtatea ha•e enacted leg1alation to in.ure 
adequate notice pri or to 41aa1eaal but none ha•• aade 
pr oY1aion tor oo~~~penaation wtlen an eap1or .. nt oonneo­
Uon 1a ••••red. '1'he oloaeat approaoh to the reooa­
aandation of th1a polior ie found 1n aome ot the 1egia­
lat1on nggeated to oarrr out prograaa of uaeaploraent 
1na1U'&IIoe. 

!hera ~eara to ha•• bean no t oraallJ introduced 
Pederal legialat1on eabo4Jing t he general appl i cation 
ot the prlnoiple of par-ent of d1aa1ual ooapenal!tlon. 
!he Vhee1er-Croaaer 1111 1ntroduoed 1n Karoh 1936 would 
han required the rail road& to ooapenaate e,loreea 
41aplaoed a• the reault of ooaaol1dat1ona. ove•er, 
1n lla.T 1936, the railroad& agreed t o a aohedule of 
ooapanaati on tor auoh .-plor••• whioh 1nolu4ed not onlr 
liberal pqanh on d11ohaJ'Se 1n pr oportion t o r•ar• ot 

• 

• 
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1erY1oo, bat aloo allowaaooo tor \ra'l'e11ac ezpoaooo tor 
tranetorro4 o~1o7ooo aa4 tho aooa.p,loa )7 ~ rall­
roa4e ot 101100 la \he 'l'alllo ot ~lo7ooo' propor\7 
arialas out of ouoh \ronotoro. 

•aaorouo propooalo tor oo11puloo~ 41oa1ooal ooa­
peaooUon ha•o booa a4'1'&DOo4 )7 la41'1'1411alo. IRior\17 
athr tho Worl4 War, Jl.o7al K .. kor, Oo_,111oaor ot · 
Labor 8tot1at1oo, &114 Prot .. oor 14war4 Boll et the 
t1n1nre1t7 ot neooaola ural4 that; two w111to 1 pq bo 
slnn Uepl&oo4 vorltero aa4 bepa o ouoeoalea of IIIC­
snUoao b7 eh4onte ot 1allor probleao. letoro tho 
euotunt ot 8oolal 8eourU7 lepalotloa GeYaraor l>ropor 
ot the Boar4 ot Go'l'el'DOrl ot the Fo4oral lleoll"''o 87ot .. , 
wbo na tobell a11 ottlcor ot llllla lrothora 00IIpOJI7, nc­
sntl4 o ooalo ot ~to •U'71DC wltih .. "too aa4 
roasiDC troa ono aon\h 1 • pq tor tibo11 haYlJIC olrYloo 
reoor4a ot au aontho to fl'l'o 7oara, too au 110ntha' 
Pl7 tor tohoao oap1o714 aoro thaD tovontr raara. When 
the loonOJ!f Aet ot 1933 wu 1ntro4uoo4, Pr .. uenti anon 
ot t!le Aaorlou Fo4erat1on of Labor oponooro4 a blll 
proY141DS dlealaoal oomponoot1on tor 41ep1ooed Fo4oral 
eap1o7e .. ot ono 70U' 1o oerY1oo an4 l&hr 1D tihe , .. , 
71ar endorlld 41oalooal ooapenoaUoa fer all wortero. 
In 19,5, tho Fo4eral Oo~ootloao Ooaa1oo1oa .uggeeto4 
that 1117 gp1o7e .. dloohargld ao a rooult ot o proJeote4 
••rser ot w .. tara UD1on ud Poetal !eleii"Ph rooe1'1'e 
ooapanaat1oa. In teot1.t71ag before the ! ••• 1 .0., P!l111p 
llllr1'&7, thea Ohalrll&ll of tho 1t111 Worker a Orpa1slJIC 
Ooaatnu, propoald 41oa1aoal eoap111aat1oa aal the orcan1-
~at1oa ltaelt lllbaequaat17 rot1t114 reao1ut1oaa ll1'C1DC 
tihe ~t; to pON&Illllt17 41aohuso4 worker• ot tea 
peroeat of their eom111go o•er o te11-71U' per1o4 or a 
ala~ ot t500 too thou who han worlr:o4 le11 than t111 
71al'lo 

• 
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M usEuM OF M OJ)ERN ART 'S PRIZE- WINNING POSTERS 

IIIT£1 STATU IEFEIIIE 
IA¥111" liltS .. STAIIPS 

By .fuhn C • • \lhtriOn, Hidgefitld, Cunn, 
$.j00 rif'lol l ltri>:l' "·inner. 

Uy Jo~ph nin(ltr, ~t" Yttrl.., ~. Y 
$2!)0 <i('t' IHUI 1Jr11.t' \\ innl'r 
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TREASURY DEPARTMENT 

INTK" O~CK CONWUNICATION 

I~ 

1.42 / 

DATS September 2, 

TO 

SubJect: 

Secretary Morgenthau 

llr. White 

Britieh Empire - American cooperation on problema 
or post-war reoonatruotion 

!lr. McDougall and Mr. Bruce, Auatralian repreaentativee 
1n Washington and London, reapeotivaly, submit memoranda on 
U.S.A. - Britieh Empire collaboration to raise poet-war 
standards of living. This done at request of Seoret&rT 
Uorgentbau made at August 7 luncheon given by Seoret&rT 
Wickard. 

!lr. Bruce wants to diaouae this with Secretary 
llorgenthau. 

The Proooaal 

In apite of a large aohool of thought to the contrary, 
the U. K., the Dominions, and the U.s.A. ought to begin now 
not only to define peace aims but to lay the basis for iEiir 
practical realization aa promptly aa possible after the war. 
This for two reasons: 

1. Without such planned cooperation the economic d1a­
locat1ons of the war will result i n wide-spread peat-war 
depression and economic rivalries. 

2. It definite neaoa plans were made now it would 
hasten allied victory by 

{a) 
{b) 

{o) 

sustaini ng the morale of our own peoples, 
weakening the morale and will to reaiat of 
Axis peoplee {must be coupled with increasing 
military pressure of course), 
giving new hope and will to reaiat to 4onquered 
people a. 

The President'• •tour treedoma• repreeent the beet 
statement of the peace ideal yet given. For practical and 
paychologioal reasons we should begin by concentrating on 
'freedom from want,• and within that area on aeouring an 
abundance ot tood tor all. 
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1.43 
D1•1e1oa ot IOaetar,r 

ReeeaJ'Oh 

1. Lars• groupe ot people 1n ell our o01111tr1 .. ba•• 
nenr been tree t~ want, eepeo1all;r ae regal'lle too4. 'l'h1e 
will oonetitute an underetandable h1ghl:r popular obJeot1• •· 

2· •opti&la1 d1et"'6.e a known taotor and eaeUy within 
our Joint produot1•• oapao1t1ee. 

3• Inoreaeed too4 production would help eol•• poet­
war agricultural problem, would bring about rational balance 
of apeoi.a.lization, di•ere1tication, eta. 1n the cooperating 
oountrin • 

. 4. Would etiaulate 1ntemat1onal trade. 

Thia prograa ot a generel world ao•eaent toward 1noreaee4 
consumption would coat conaiderably but tar leea tban 1n41reot 
coat ot hn1118 no .J>I'Ograa. (KoDougell, Auetrelian Legation, 
t o Secret ary Korglntbau, ~et S, 1941). 
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; TREASURY DEPARTMENT 144 
INnlt.OI'JI'ICE COMMUNICATION 

DATE Sept .. ber 2, 1941 

TO Stcretozy Morcecta.n 

...... Mr. CocbraD 
STRICTLY CON FID ENTIA L 

Ott1c1&l oaloo ot »r1t1ob-owned dollar oecur1t1to ucdor the Yo otinc ordor 
etrectho 1obru..ry 19, 194o: 

No. ot Shareo $ Procee4o ot 
Sold Sbaroo Sold 

Aw. ~ 6,470 168,1()1 
26 9,220 250,953 
l7 1,320 69 ,022 
2tl 669 }l,~ 
2'l 1,6o') }4, 5 
!0 100 216 

19,384 554,947 
S&leo troo 

7eb. 22 , 104() to 
Aug, ?.~. 1041 9.774,813- 1(2 279. }44, 141 

Total 
Peb.22, 19llo to 

2.194, 2:i1-l£2 Au.~. }0, 1941 

Auc. 30 
.,... 18 - ~. 23 
'l!otol 

AU&. 18 - ~. }C 

A~~&, 25 
26 

212,8~1088 

7 unite ool4 
...E-. • • 

...!L' • 

6 rl&hh told 
16o • • 
I1ib • • 

July 24 to Aug. 23 55, ?21 

Jul~ 24 to ~.}0 55, 451 

• 
• 

• 
• 

11oa1c&l Value $ Proeee4o ot 
of Bocdo Sold »ocdo Sold 

35.COO 27,4110 
}4,000 }0,164 

500 550 
1,000 611 
8,000 5.575 

1111 1111 

78,500 • 64, }40 

44.954.716 36.948,241 

~10l},216 l1,012,5;81 

s 16 
26 

$ 42 

$ 8 

~ $ 

102,20l 

i l02,44S 

• 
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TREASURY DEPARTMENT 
145 

IHT'aWH'I'1C2 COMMUNICATIOff 

fO 

Mr. Oocbra STRI CTLY CONFIDENTIAL 
orr1o1al oa1 .. or :Sr 1t1oh-ollllo4 4ollar oocur1Uoo Wl4or t ho .... u., orur 

atrocUn J t'b!"U!'7 19, 19llo1 

! J'rocoo4o of • J'rocoe4o or 
lharoo SoU Soab 8ol4 

All&· 25 168.llo1 27.~ 
26 250.953 3(),164 
27 69,022 550 
23 31,~ 611 
29 34. 5 5.575 
JO 216 111 

554,947 64, JllO 
S.ale1 fro• 

7tb.22,1940 to 
Au«.2J,l941 2I2 , J!!!t,141 l§ ,9;!!8,2111 

Votd 
Job.22,1\l40 to 
Auc· 30.1941 ;a~ . ~~~~ .oss li , 012 , ~81 

$ procoodo or ao~>-noto4 oocur1 U e o ao14 
Auc· 18, 1941 to ~Q&. 23, 1941 

$ proctodo or noa-noto4 oocur1t1eo ool4 
s.pt. 1, 1939 to ""'· 16, 1941 

S procttdo of ao ... not·•4 oocur1t1oo ool4 
Sept. 1, 1939 to Auc· 23, 19111 

7 ..Ut o ao14 
_£ I I 

~..,. 30 
Auc. 18 - Auc. 23 

f ota1 Auc. 18-AQc. 30 • • 

6 r1&htl ool4 
16o • • 

""'iJib • • 

• • 

fotal 

619,287 

316,292 ,}82 

l16 ,911 ,669 

JOO,t.o 
2}2 , 000,000 

2}2, }()0.000 

• 
! 

$ 

$ 

102,203 Julr 24 to AQc. 23 

Jnl7 211 to AQc. )) 

~.291 

55, 457 • · ~r·102.~ 
... 
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TO 

Subject: 

TREASURY DEPARTME NT 

INTER OFFICE COMMU NICATION 

The B ness Situa tion, 
Week ending August 30, 19~1 

Summary 

146 

CONFIDENTIAL 

DATe September 2, 19~1 

(1) The gener al pri ce level continues to move higher. 
Tbe BLS all-commodi ty index in the week ended August 23 rose 
o . ~ point to 90.0. This is the higheet point reached by the 
index since April 1930, and the rise since mid-August 1939, 
shortly before the war began, now amounts to 20.6 percent. 

(2) Featured by conspicuous strength in r ata and oils, 
basic commodity prices rose last week. tfueat and cotton prioee 
gai ned despite the Pres i dent' s veto or the bill t ree£i ng 
Government owned stocks of cotton and wheat . Cotton prices 
~ere aided by per sistent reports ot serious boll weevil damage. 

(J) The New York Timee index or business activity in the 
week ended August 23 again rose slightly, advancing to 131·1 
fro~ 130.9 in the previous week. However , Barron's index ot 
bus iness activity declined tor the fourth consecutive week, 
with t he index dropping to 137.6 trom 13~ . 6 in the previous 
week. 

(~) The FRB index or industrial production f or August i a 
excected to show little or no change trom the July l evel. The 
July figure or 162 comoares with 111 in April 19~. the low 
reached shortly before the start o r the detenee program, and 
wl t b the Augus t 1939 pre-war figure ot 10~. 

(5) According to a mid-year survey or the American Iron 
end Steel Inetitute, steel ingot capacity ot the industry waa 
increased 2,000t~ net tone 1n the tiret halt ot the year to 
a total or s6,1~.ooo net tons . The schedule of maximum pri ces 
for steel eor ap as fixed by OPACS is repor ted to have broken 
down. Full priorities control tor iron and steel eorap is 
said to be i mminent. 
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O~tl prloee etlll r1e1!( 

Atter lenllag off for 0111 weelt, the BL8 all-o-odU:r 
1n4ex re.uaed lte extended rl•• in the week ended Auguat 2' 
and adnnoed 0,4 to 90,0, !bla ie the blgbaet polnt reaobed 
bJ the index einoe Aprll 19,0, and the riee froa aid-Auguet 
1939, abortl:r before the outbreak of the war, now aaowat 1 

to 20.6 percent. Snen of the 10 -Jor oo•odlt:r groupe ad­
yaooed. !be onl:r groupe to lbow deolintl were textlle pro­
ducts an4 metal• and .. tal produote, J'urther!aore, the 
declines in the•• groupe were Yer:r alight and refleoted the 
imposing of prioe oeil1Dgl on burlap and tin b;r OPAOS. 

R1ee in baal o 00111110d1t1ea led by fate and o1le 

Bas1o oollllllodlt:r prion aoYed higher in the week ended 
A\lgllat 29 and the BLS indeX of 28 OOIIIIIIOdit1U adYanoed 0.9 
percent to a new high, nearl.y 5' percent aboYe the leYel 
prevailing in August 19'9· Although the BLS index of ll 
import oollllllodi ties roae fractionally, the adYance ln the 
combined index waa prinoipall;r due to atrength in doaestio 
oouod1t1ee. (Bee Obert l,) 

Tbe feature of the riae in domeatio oommodlt:r prices 
was the extension of the previous week's ga1ne in oottoneeed 
oil, lard, and allled oo111111od1tles of the fats and o1le groUP. 
(Refer to Chart 1, lover eeotion.) As a result of the ad-
Y&ncea that bid ooourred , Prlce Adalnietrator Hendereon ieeued 
an order late !bursda;r forbiddlag purel:r sp811&].&tin trading 
in tats and oile. !be order stated that the'9rob1bi t1on vae 
not to appl:r to tuturea tradlag for hedging purpoeea nor to 
purchaaee and eales in the course of reoogn1r.ed 111nutacturlng or 
distributing funotione. While the order apparentl:r was aiaed 
at forward bu;ring of aotual fate and o1le rat~ than at trad­
ing on the futures marketa, trader• were oonted b7 the order. 
Ae a result, futures tradlng in oottonaeed oil and lard 1n the 
leading markets vae auepended on J'rldq pen41ng olar1fioat1on 
ot the order, and eome unuttlement vae felt i n other oo•odlt:r 
aarketa. 

Wheat and cotton rise despite Yeto of freezing bill 

In addltion to the fate and oils group, cotton and wheat 
acTed higher during the week. At the beg1nn1ag of last nell 
t he Preeident•e Yeto of the bill freezing OoYernaent owned 
etooka ot cotton and wheat vae announced. !h1a action ap­
P&rentl:r had been fairly vel.l dlaoounted, sinoa both wheat 
and cotton rallled attar ehort aell-offe folloWing the 
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announo•eet, ud wheat uC1aall7 olooect Cho tre41Jic ooall101l 
with a el1gh11 pin. lhl'boequonUJ, UOIII'uooo 'IIJ DopaMIIoat 
ot Agriculture ot1'1o1ala tbat \he ·nto 'lllluld not 'bo a lllpal 
tor immediate reloaao of \ho CloYor•ont oned otooll:o holpecl 
prices. Cotton pl'loeo &lao rooo1Yo4 npport dur1ns the vooll: 
t rom perlletont report& of tel'1ou 'boll von1l 1ntootat1o11. 
An additional taotor, 1Ahl'J)l'eto4 balllllhl7, wae an 1Aol'O&ae 
111 t he ootton PIU'ltJ pr1oe to 16,74 oellta, •• oo~d w1 \h 
16.49 a month e&l'llel'. 

The DIP-&l'tment ot Agrlo.lture laet veell: ratted the eugu 
quota by 996,000 tone to a total of 9,003,000 tone. !h1a ao­
t1oll vae tall:en 1n 01'401' to bl'lng in PIU't of \he reael'Yo eupplJ 
held i .ll CUba, vben 1t vae ll&l'lled tbat ret1nere taoed a 
lhortage or r av eugu bJ noxt 110nth. 

ruturee index at nev hlp 

The Dov Jonea index ot OOIIIIlOdlt:r tuturee mond up laet 
veek and r eaohed the h1gheet point tinoo Apr1l 1937. (Bot 
Chart 2, dotted 11ne. ) B:r the 111d4le or laat voell: the index 
hid rl een 110 leu than 64 pel'oent abon the lov po1nt touohed 
111 Auguat 194o, an4 6S percent abon Uae pre-var lenl or 
August 1939. MoreoTer, out of the 11 oo•o41 tin ooapr111118 
the index, trading hao been auapeaded 1n 11111: aa4 l'Ubber wh1le 
a price oe111ng 1e in etteot on hldee. 'l'radlng 1n eugu 
futures vee euepended uound the lllddle ot .t.uguet but wae 
r esumed l aet week. 

Deap1tl the continued r1ae 1n pr1oea ot baa1o o-d1t1 .. , 
the Tollllle or tradlng in the tutureo urll:ete above 110 real 
n1denoe or a groWing epeoulat1Te booa. .t.ttlr expand1Dg aub­
etantiallJ 1n the t1ret veelt 1n .t.uguetL the Tol11111 ot tutur .. 
trading •• reported b:r the Journal ot 11oameroe tell ott abarplJ 
1n the euoooedlng 2 veell:t. (Refer t o ) !he pr1no1pal 
raot or in the deol1Ae vat the lharp 111 graln 
trading. Laet week, the Toluae or tra41ng llhoved a 1104erate 
i noreaae. . 

Veekll bua1neae 1ndexee ebov 41Tersent trend• 

The Rev York Uaeo 1ndax or bu&1ne11 aot1T1t7 1n the 
veek ended .f.u8uat 23 aboved a traoUonal galn tor the eeoond 
oonaeout1Te veell: and r o te o.e· to 131.1. KoveTer the 1ndax 
1e aUll 2.2 polllto below the reoent peak roaoi*i 1n tM 
fourth veell: 1n Jul7. (Boe Chart 3, top eeot1on,) XoriOTer, 
Barron'• veell:l:r index of builneoe aot1TltJ continued 1te 
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doVIIvard drift ~or the ~ounh atr&1Cht week u4 4ropped 1,2 
tO 1}7 , 6. fhU in4ez IIOW llliDWI &II &ggreph deol1De ~ 
}.4 pointe ~roa iU reoent peek. 

Bolle e1'idenoe ~ a lenllng oU in bunneu aoU1'11i7 
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i• eeen in ~re1gb.t oarloadinge, Whioh are eUll und- peek 
1enl8 reaohe4 earlier in the -er. (Refer to Obart J, 
lower section.) The reoent trend o~ ~reight oarloadlnge hae 
led aome obsernre to predict tl».t the ~all ~ in t~tio 
will be abort o~ earller expeotaUone. Have,.er, on the bade 
ot norQ&l aeaeonal ~aotore, a further ~aneion 1n oar loading• 
ot about 10 percent ehoul4 OOO\U' between the third weelt in 
Auguet and the earl;r part o~ October. 

Although a number o~ automobile producer• ha1'8 been 
turning out 1942 model oare ~or 181'eral weeks , 1'olume pro­
duction in the industry a8 a Whole hae not yet gotten under 
V&J. Production 4\U'ing the paet week deolined about 6,000 
units to 4-o,ooo, Whioh i8 the loweet point reaohed this 
rear. (Refer to Obart t, 111d4le eeoUon.) Due t o t h e holl­
d&J, production during he current week Will probabl;r con­
tinue at a low le1'el but a 4e~in1te riee in production ie 
expected to get under W&J ne~ week. 

FRB index ~or August ezpeoted around July le1'el 

Present in41oation8 to the Federal Reaer1'e Board are 
that the FRB iDileJ: tor August will ahow 11 ttle or no obange 
trom the le1'el reaohed in Jul;r. 'l'hll index ot 162 ~or that 
110nth, repreeenUng a 5-point gain 01'er June , OOIIP&rel vlth 
a low o~ lll i n April , reached ehortl;r be~ore the inaugura­
tion ot the de~enee program, and with an J.uguat 1939 pre-war 
t1gure ot 1<>4. The J'RB index i e ebortly to be reported on a 
revised basis, to retleot de~enae production more adequatelJ. 

Steel production oapao1tz 1noreaaed 

'l'o telte aooount o~ the e:zpannon 1n eteel produoUon 
tao1llt1ea ude 1n the ~1ret haU o~ 1~1, the .AIIerioan 
Iron and Steel Institute reoentlJ ooapleted a 1114-;rear 
eurvey o~ steel oapaoity, thus departing troa the u.aa1 
praot1oe or rating the induetr:r only onoe a year , J.• a 
roault or the ~ind1ngs o~ the lur1'ey, the in4uatry1 a rated 
production oapaoit;r,aa o~ June }0, 1941, wae raieed approx1-
lllately 2 ,000,000 tone, to a total o~ 86,149,000 net tone. 
Moreover , the tiguree oo1'ering weeltlT steel operation• 
ainoe the beginning ot Jul7 ha1'e bsen l'81'1aed t o ooc~ora 
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to the nev baee figure, The reault haa been to lover 
preY1ouel1 reported operating ratea bT about 2 pointe. On 
the nev baaie, ateel operation• laet week were aoheduled 
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at 96.5 peroe.nt of oapaoitT ae oo•pared With 96. 2 peroent 
1n the preTi oua weak. During the current week, deepite the 
hol iday, operation• are eoheduled at 96.3 percent of oapaoitT. 
(Refer to Oh&rt 3, middle eeotion.) 

Steel eorap prioritiee order impeeda 

The schedule of IU.%1aua prtoee for steel aorap fixed 
by OPAC8 is reported to baTe broken down. It ie aaid that 
1n eome instances 1n the Pittabu.rgh area actual pri cee baTt 
exceeded ceiling prtoea bT aa •uoh ae t6 per ton. Ae a re­
eult or the Tiolatione of the price eohedule and the 
chaotic conditione prevailing in the scrap market, defenee 
cffioiala have indicated that iron and steel aorap Will eoon 
be put under full pri ori tie a control. J'urtheraore, Price 
Administrator Henderson baa eaid that aa soon aa the pr1ori­
t1ee order is effeot1Te he v111 uae eTery power of the 
Gover nment to enforce the prtoe echedule. He 11 aleo ea1d 
to haTe e~~~phaei&ed the fact that there would be no change 
1n the general leTel of scrap prices although acme adjust­
menta might be considered. Meanwhile, f igure• recentl1 
released by the Institute of Borap Iron and Steel reTealed 
that scrap consumption in the first 7 montha of 19~1 ran 
~~ percent &boTe the corresponding peri od of 1~. 

Priorities and • •ri als shortages causing dialooatione 

Vith the full force of the recent prioritiea order on 
eteel due to be felt in Bepte•ber, maD7 amall metal work-
ing plants engaged in non-defense work are great1J concerned 
ever the outlook for continued operations, Boaro1tT of auoh 
strategic materials aa aluminum, &lno , nickel and copper 
have already oaueed difficulties, and nov laok or ateel 
supplies looms up ae an additional problem. In dlsoueaing 
the a1tuation created bT priorities and the diversion of such 
aaterials ae eteel to defense worlr., the Iron Age ant1c1patea 
t he llkellhood that a&nT hundrede of small plant-.in Ohio, 
PennaylTania and other industrial states will ol~a down or 
reatriot operations. In recogni t ion of the prioritiee unea­
ployment problem, as vall ae with a view to apeeding defense 
production, the OPM council announced a abort time ago that 
the ArmT and Navy h4d agreed upon drastic revie1one in pu:r­
ohaa1ng policies to facilitate the apread of sub-contracting 
throughout induetrT. 

Regraded Unclassified



- '- 151 

Further dielooationa ot non-detenae buaineaa are l 1kel7 
to raault trom a new broad prioritiee order iaaued laat week 
by OPM. Dlia order, entitled 1 Priori tie a R8suJ.ation llu.aber 1", 
extenda to all aateriala or equipMnt the a&M kind ot prate~ 
ontial treat.ent tor detenae order• pre'l'ioua.l7 aooorded to 
auoh 1tame ae pig iron and ateel. Under the pro'l'iaiona ot She 
order, all llaDutaoturera, producere, and diatributora are r.­
quirad to accept detenae ordera, with a tev 11a1tationa, e't'en 
it thia v1ll del&7 or pre'l'ent deli'l'eriea on non-detenae ordera. 

Further upaneion in ahipbu1ld1ng prqgraa 

The ateel indust~ haa been under particularl7 h8a'1'7 
preeeure to turn out platee and other t7Pe1 ot eteel needed 
in the n.atly expanded ahipbuUding progru. Dee pi te the 
high priorities rat~• accorded to thie ateel, the Karit1ae 
Commlaeion recently atated that emergency ahip conatruotion 
vaa being slowed up due to laok ot steel. 2be Coaaiaaion 
ata ted that there were 10 ahiP¥&71 on which keele could be 
laid 1t 1teel companiea had met the expedited achedulee ot 
the ahipyarda. 

Shipbuilding acti'rit7 haa been rieing almoet without 
interruption aince the beginning ot 1939, although the largeat 
part or the riae has occurred since the middle or laat yea:l. • 
Thus, by July 19~1 the FRS leaeonally-adJuated index or ship­
building activity had r1aen to ~78 from 189 1n July 19~· 
(See Chart~. upper eection.) 

Due largely to the awarding ot 't'e~ large contract• tor 
ahi p construction earlier th1e year, merchant 'l'ealela under 
contract or construction by Auguat 1 had already riaen to 
853 Yeaaela totaling 5.4oo,ooo groea tone, an increaae ot 
nearly 4,000,000 groaa tone aince the oorreapond1ng date in 
194o. (Refer to Chart 4, lover aection.) rurther.ore, aince 
the t i guree mentioned oo'l'er only eh1pa built to Aaer1can Bureau 
or 8hipp1pg Claea1tication, they do not include 62 're11ele I 
totaling 428,000 groaa tone, nearly all ot which are being 
buu t tor Great Britain. · 

On top or the n~ hea'1'7 na'l'al and aerchant ahipbulld1ng 
program already under va7, the Xarit111e Coaaiuion during the 
paat veelt indicated that plana tor the conatruotion ot no leu 
than 566 additional merchant ah1pa had reached the ooatract 
etage. Order a were gben tor 66 ot the ah1pa, and epec1tica­
t1one tor the reaaining 500 v111 depend upon anUabUi ty ot 
aatariala. In addition to the ordere tor ah1p conatruction, 
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contracts were alao awarded tor 23 ot the 4g additional 
ebipwar• which are to be built under thie newl7 enlarged 
phase ot the shipbuilding program. 

Employment and payrolls at new highs 

Both taotory employment and payrol ls have continued to 
exoand, and in July reached reoord high lenle . Total non­
agr1oultural employment rose to a new high ot J9,24o,ooo, an 
1norease ot 3,785,000 over July 194<>. Despite the overall 
rise in employment, eubstantial declines occurred in the 
aluminum ware and die casting i nduetriea, due to lack ot 
materials. Significant shortages ot materials also were 
reported 1n the allk and rayon, hardware, electric household 
aoplianoe, pluab1ng supply, heating equipment, radio, non­
terroue metal and cork products 1nduetr1ee. ~e increase in 
t actory empl9yment and payrolls over the previous month and 
onr July 19110 are ahown in the following table: 

July 19~1 June 19~1 Jul7 194<> 

Fo.otory employment 
(BLS, 1923-25 : 100) 

130· 5 127.6 103.2 

Fnotory payrolls 
(BLS, 1923-25 = 100) 

152-5 152·0 98.2 

New orders index !!5ain lower 

Deepite an increase 1n textile buying, our index ct new 
orders declined ~ percent in the week ended August 23. (See 
Chart 5·> New orders tor s teel dropped to 105 percent ot 
capacity trom 125 percent in the previous week, whUe ordere 
tor products other than steel and textUes declined moderately. 
!his drop in our index ot new ordere vae the tourth consecutive 
decline trom the recent peak reached in the fourth week in Jul7. 
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TO 

PROM 

TREASURY DEPARTMENT 

INT!II OFFICE COMMUNICATION 

Seoret111ry b r ~ntbau 
Mr. Ha 

• 

. -
158 

DATa8epteaber 2, 1941 

During the week eDded August 20, 1941 , Work ProJects 
Ada1n1etra t 1on eap1o,ment 1noreaeed 1 ,000 to 1 ,o4J , OOO pereona. 
This t1gure compares with 1,036,000 pereona eap1o:ted at the 
end ot Jul7 . 

r 

At taohoenh 

• 
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VORX PROJECTS ADMINISTRA1'ION 
Number of Yorkers Emplo7ed - Week17 

Un1ted Statu 

159 

Week end1ng 
19111 

February 5 
February 12 
February 19 
February 26 

Number of Workers 

Maroh 5 
Maroh 12 
Maroh 19 
March 26 

Aor1l 2 
Apr1l 9 
Apr1l 16 
Apr1l 23 
Aor1l 30 

May 1 
r~ay llt 
Hay 21 
Hay 28 

June It 
June ll 
June 18 
June 25 

July 2 
July 9 
July 16 
July 23 
July 30 

Alli!Uet 6 
August 13 
August 20 

Source: Work Pro jects Adm1n1etrat1on. 

(In thousands) 
1,892 
1,893 
1,885 
1,867 • 

1,806 
l, 764 
1,736 
l, 70S 

1 ,662 
1,634 
1,607 
1,586 
l,56o 

1,519 
1,497 
1,414 
1,1164 

1,442 
1,1123 
l,ltlO 
1,368 

1,172 
1,0}0 
1,016 
1,025 
1,0}6 

l , o41 
1 ,o42 
1,0113 

.. 
Regraded Unclassified



1939 
January 
February 
Mnrob 
Apr1l 
M83' 
June 
July 
Auguet 
September 
Oct ober 
November 
December 

1911<> 
January 
February 
March 
Aor1l 
May 
June 
July 
August 
September 
October 
November 
December 

19~1 
January 
February 
March 
April 
Me.y 
June 
July 

VORl: PROJECTS ADKINISTRA'l'I ON 
Number of Worker& Employed - Monthly 

Uni ted Statu 

Number of Workers 
(In thousands ) 

2,9S6 
3 .0~3 
2,9SO 
2,751 
2,600 
2,551 
2,200 
l,S~2 
1,790 
1,902 
2,0~ 
2,152 

2,266 
2 ,32~ 
2,2gg 
2,092 
1,926 
1 ,665 
1,701 
1,691 
1 ,704 
1,779 
l,S21 
l,S7S 

l,S95 
l,S67 
1, 70S 
1,~6o 
1, ~ 
1,36g 
1 ,036 

Source: Work Pr oject s Adm1n1strat1on. 

Monthly figures a re weekl y f i gures tor the latest 
week of the mont h . 

They 1nolude oert1f1 ed and nonoert1f1ed workers . 

160 

• 
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ID'C)li!S 07 p!!ll(ltJ:OII ftOIXJCts, IOII.t.P 1- .Alii) IOII.t.P II!'DL 1 62 
FROM t!IJ UIInD II!UZS !0 JD~. IIUSSU., •.uJ, .Alii) CiliA! III!.uJ 

AI BJn liT DIP.&ftUII PDMI!S 01A11RD 

·- ndod Aaclut JO, 19111 

p;:TP.OLJMI PliODUOTS 

l'uel 6114 !leo Oil (1oc1u41DC 
Dleoel 011) 

Cru4e -

Blooded or Callforola 
!101 Octano Cru4o• 

All Othor Cru4o 

C.oolbo -

Ge.t ollAI J.•• 
GaooUoo :B• 
All Otbor Oe.aolloe 

LubricaU D& 011 -

( Artat1oll LubrlcaUnc 011° 00 

All Other Lubr1cat1~~~: 011 

!etraeth7l Load••• 

'Booattra•, web ae Iao­
Oct&De, lao-Hexane, or 
104-Pontaoo 

sew Il!OIJ A!ID sclW' S'fDL 

i .. ber l Boa17 "-1 UDC Scrap 

All Ot.hor Scrap 

IVSIU. 

2J8. 26o llblo. 
75 .000 Bbll. 

S2,6oo llbll. 

};,;oo :Bbla. 

711,000 llbh. 

9(),000 Bbll. 

112},000 Bbll. 
1,100,000 lblo. 

1124 ala. 
48 ,109 lblo . 

6,J7} , ••• 

2,94} !oaa 

Otflco ot t ho Secrot &r)' of the Tre.,.,.7, Dl'flolon of llooearch &114 StatioUca. 
Soptoaber 2, 1941. 

Source: Ottlco of Morchant Shlp Control , froaoury Depart • ..,t. 
• ~ Mtor1al troll wblch b7 coiiiDorclel d1ot1llat1on thor o can be aeparatod 

oore than 3 percent ot &T1 at1on • •tor tuo1, bTdrooarbon or bTdrocarboll 
olxturo- Proaldont'a reculatlono ot July 26, 194o. 
!rt&tloa OaaoUaa. 
!o detlud 11> tho Proa14eat' o re&nlatloaa ot July 26, 194o. 

• 
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PAIIAPBRASI 

A to1ocraa at Sopteeber 2 , 1941 froe tho uertcan 

Conoul at Kunatns reado aubotant1a11y ao to1lowoz 

.. 

Tho Chlneaa ~thor1t1ao are reported in tho Kunaiac 

.163 

prttl t o have opened tho Yunnan-Dur'&& Hishw~ to unroatr1ctod 

tr1Uleportat1on of co.,.rel.al. , oo41 ot abtton c1auoa. 

'fhh Maturo wae oaid to han boon talroan at tho roquaat 

ot tho Oonrnaent of ~. 'lho coo4a attoctod are 

chiefly cereal toc4a, cotton and cotton pro!ncta , metolo, 

aach1ne toolo, cement, petrolaua producta, ch .. 1col 

m.a.terlala , medicine, aalt , hemp aac\ca, COIIIIWiic.atione 

and oloetricol materials, ( f ) , and artlolot tor oehoola • 

.Between lpingl&Dc and Lutenc, a little more than 

one hundr-ed kilometero from Kunminc, thoro occurod 

a landaltdt which de~ed traffic tho ctqa. One-•u•f 

traffic h toDporar11y .aYinc ao tho road wao ropetrod 

li'E I J D1Nl!S 

-

Regraded Unclassified



( 

In repl;y refer to 
J:l. Sil0. 51 J'ro&en Or..tlto/}255 Septoabor 2, 1941 

!be Socreterr of State preoonto bit oo~pliaento to 

~he Honorable the Secretuy of tho !'reaour;y t.114 

trr-Dulta a c0p;y of t elogr•• llo, )ill, r..,o1.,.4 on 

.t.q~~ot 23, 1941 fro• the J.aericlll Conllllate Oueral 

ln llelrul , concarni~~& tho releaae on ~·t 26 b7 

Prot 7renoh autharitieo of llr1t1ah an4 Polootilllan 

aooeto b1ocke4 b;y tho decree of December 13, 194o. 

Eno1oourel 

Prom Ooneulato General , 
llelrut, llo. )ill. 

• 
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17111la•et 

:a.o•t. AII&Uit 21, 1~1 

11125 •••• 

Stcrttary of ''-'• · 

Dtcree 111U.4 J.uguat 26 b7 hea ht11ob author1t1at 

re1ea111 !r1t11h and Pelatt1n1on ••••'• b1ooka4 b7 

decree of December 13, 1940, tho tert of which VII 

tr•ntll>1tta4 to the Depertooont vith ra:port 4ata4 Daoabar 23, 

VSS 

165 
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TREASURY DEPARTMENT 166 

INTt: .. .OI"I'ICt: COMMUNICATION 

Stcntar7 llorpathan 

Mr, Cochran CONFIDENTIAL. 

Sold to co ... rcial ccacorno 
hrchaood froa oo-rc1al coacorno 

£103,000 
£1.2),000 

Op .. aarat otorll.ac , .. acalD quotocl at 4.0}-l/2, &D4 thoro wore DC nporto4 

tr&DI&etioDI• 

!!>o 411cout OD tho Cu'boD p01o D&rrowod to l/21- thh aftuncoa, tho 'bo ot rato 

tor that ev.rruC)' 1D aoro thaD throo 1Wart, 'lho 114nACO vaa attr1'1111to4 to tho 

proopact of an u;pau1oa 1D Cuban oupr oh1_,.to t o thh coDDh7 DDclor tho roCODt17 

1ueruoo4 ~v.ota. fodar' • aD.DO'IIIIcoaoat that a hoar1ac would tolco placo uxt woelc oa 

ro4uct1on of our Cuban _.- tariff vao aloo aa l.aportant faotor, 

In J;ev York, clooi..Q& quotat1ou for tho fon1p cunoDC1U U oto4 'bolow voro 

01 follOWII 

Oaaac11an clollar 
Arpat1ao peoo (froo) 
J r&a U1an a1ln1a (froo) 
Coloal>1aa peoo 
lluicaa po oo 
Voaoouolaa bol1T&r 
lJ~&D pooo (fru) 

10.9/1~ 41ocouat 
.2)74 
.0505 
. 58()0 
.21)70 
.2765 
. 4425 

Ia tho undf1c1al uch&.Q&O ...Ut ill Sboa&l>o', tho ruan , .. quoted at ll-3/41, 

repruent~.&c a docl1u of 9/321 troa tho qv.otaUoa of ~t JO , !!>o otorli.Q&-clollar 

crooo rato worked out to 4,05-3/S, ott l-3/81. 

Vo purcb .. od $1,125,000 1J> col4 fro• tho oaraarlcod a ccout of t h o J&Dlt of 

Xuieo. 

¥o now pl4 oncacoaoato were roporto4. 

I.n LoDclon, opot ODc1 toi'V&rd oU.,.r won apia tl.xod a t 2}-l/2cl &D4 2}-7/l6cl 

rorpocthoq, !ho u. s. oqlliwalonto WIJ'I 112.671 &D4 42.55;. 

!!>o !roaouJ'7'• purcb .. o pr1co for toro1CD oU.,.r ,.. unchaacecl at 35t• ll&II4T 

1114 R........,,, oottlo .. nt pr1co for toroip oUYor vao aloo unchaapcl at 34-3/4;. 
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-·-
vo .,._ tl:o: pvobaHa of - :p~loa allftr \otalt.ac 170,000 -• ....ter 

u.o sunr Pllrcha•• ""'• all ~ •iclll waa llntlo\ for f-aN .. 11 ... 17. Of tUa 
...,oAt, 6oo, OOO o-• - froa hl'll, u4 210,000 OUOtt fl'oa Bo ....... . 

fho r~ual ll.aM...,. Jaak1 • re:pon of .AII&U' 21, 1htt.ac 4epoaUa of \alike 1a 
Ado wltll tho Jew t orll: aceaolaa ot l~M 'baall:a, tllow4 that ..,.,.. 4a:poa1\a \o\alM 
$56,221!,000 , ao 1aoraaaa of $12,000 alaoa ......,.,, 1!0, Al.oo re:portM wra Mlao\M 
II••• troa tho oiataMai of ilia toll:cm- .,.ole Jull:1 o law tol'll: Acn07o !1M latter' a 
prioclPal 4ollar lla'b111Uaa w aa4 4ollar olaiaa oa liiPaaoM 'baall:a 1a .Mi a a\oo4 u 
toUowl 011 Aq~>ai 27• 

L1o)1UUoll Depool\a tor l- aa4 lla&dlvla. •• • • • •• 
Depoalte f or Cb1~ ··• ••• ••••••••••••• • • 

• , 0,8, fre&l, BlUe, co-. pqer, et:o • .• • • 

•r•' 21 

.,.1,)02,000 
~17SS,OOO 

25, 721, 000 

Clalat 
I 

1 Loan•· ···· ····· ··· ·················•• ••• .11.397,000 
1 Otllor - -.ialr liP• laport llllla... .... . 1,)68,000 

ell.,. fl'oa ....,..,eo 
+ • )1,000 
+ ),000 
- u~.ooo 

- 2211,000 
+ 785,000 

CONFIDENTIAL 
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168 

Oritish Embassy, 
\Ia abington, D. C., 

September 2, 1941 . 

DoGr Mr . Secretary, 

I enclose hore i n for your personal 

an4 secret in!'omat i on a copy or t.'l" latest 

repo::-t rece i ved fro:. Lone on on the m111 tar] 

s i tuaticn . 

lleliove mo , 

Dear J,;r . Secretary, 

Very ~incerely yours, 

~ ~or.o· lra t; le 

United Sta~es Treasury , 

W!i~ ~!16 ton , D. C. 

• 
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a,ooo t-. •act ..... et a,ooo ..... , en"" ... a 

th1l'4 .r a,ooo -.. 1a1.e1r QJ ,. ... 1 ~ •'IPI• t •• _. 

ea-..i'N tins •-4 ln 4M'II ..... A ,., ... aS.....,, 
1s bells'N4 .. 'lla'N hU • e,ooo te ...., -'-' lbQ 

ett ... , ltat~. 

lOo 30 81 2 S. a'ttl¢1, I • =UlGD taoMIN 

t n 11tsll7 ..s _. ela ~' ldu en ,.... '-• ot 

bet.b tMMrl.esr , If -u Mlee 

u. "" "' I'PM• 'l'a'b•'* l'ft:bo 40 41'N 

l l '*n attuW an4 ~- s!ll•• 0......, •• ....,, 
lbOt ... aa4 .......... p~PDbal)lJ .......... . 

IIU~lSII -~~. 

U lSIUllOTO», Q,Oot 

a&i l I, lMle 
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~2657-220; No. 482 II.I.D., W. O. 11:00 A.ll., Septed>er 2, 1941 

SITUATION REPCIIT 

I. Eastern Theater. 

Oroundo German troope ho1d six omoll bridgeheads on the east­
ern bank orthe""Dnepr River balow Kiev , These bridgeheads from south 
to north are as follows: Opposite Borialav, opposite Nikopol, Zaporo­
zhyo, opposite Dnepropetrovsk, opposite Cherkassi, opposite Kanev. 

The German drive southeutward from Goll>Sl in tho di­
rection of Kharkov made moderato proereas on August 29, 

The mechanized spearhead di visiona of the German 
armies leading the drive, reached Voronezh on the Bryanek--Kiov rail­
road, and the north bank ot tho Soim River, twalvo oiloa northeast o! 
Konotop. 

Farther to the northwest, a Oenoan infantry column 
h&a roached an area fifteen oileo northoaot ot Chernigov. Tc the south­
west o.! Chernigov, a Oenoan colw:n baa eatabliohed a small bridgehead on 
tho eaot bank ot the Dnepr. 

Russian counterattacks continue on the Yartaevo-Roo-
lavl--Bryanek front. . 

To the e.u.t or Velildo Luki, " German Arm;y baa reach­
ed and occupied Toropetz. 

The battle on the Leninerad front continues, 
Strong German forces (at l out ton divisions) advan­

cing from Novgorod in a northoa•terly direction have seized a forty-milo 
stretch of the l!oscow--Lenin_.rad railroad. 

In the direction of .. oninvad, tho advance down tho 
railroad has reached Tosoo, a town 35 :silos southeast of the city. 

Advanced German m~hanieod units pushing north and 
nerthoaetward from the l.!oaco-Loninerad railroad, have reached the 
!Aninerad--Iaroslavl railroad at two pointe, Berlin claims privatel.r 
that the important railroad stetion ot 1111< wae captured on August 29. 

Berlin also reporte privately that a strong Russian 
81'0UP hu baen encircled to the north and northeut o! Luga. 

n. :festorn Theater . 

Air 1 Cologne wu bombed by night and a heavy "'"'ep over the 
invaaion .OUt. this 100rning was reported. 

NeweaaUe was the objecUve or a heavy German raid. 

III. l.!iddle Eastern Theater. 

Ground: There have been minor akirmiahoa at Tobruk, and some 
Axia art.uierY1ire along tho tront. near Sollum. 

Air: Heavy bombing of Tobruk by a hundred Axis planes was re­
ported by iiii British. 

RES'llllC'I'ED 

' 
• 
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Mr. 
McConnell! Mr. Morgentbaut 

HMJr: Talking. 

Me: MoOonnell. 

HMJr : Hello, McConnell. 

Mo: Well, hov are 7out 

!DIJr: Oka7. 

Xo: The apple boxee • .. .• 

HMJr: Y ... 

S.pteaber 3, 19~1 
8:35 •••• 

Xo: Sb1pped Saturda7 night 1A NIP-19346· 

HMJr: In .matt 

Mo: In oar NIP. 

HMJr: II ••••• 

Xo: NltP. 

HMJr: ..••• KP •.•. • 

Me: 19}46. 

IIMJr: 19}46. 
Mo: Yeah. And I ' a putting our trattio aan at 

Buttalo on it to eee where 1t 1e. l1; ehould 
baYe been there betore nov. 

IIMJr: Well, 7our aan told Arthur Hooee it wae on17 
be1ng loaded Tueeda7. 

Mo: Well, there'• eoaetb1ng oook-e7ed there eoae­
where. 

IIMJr: Well, the whOle tb1ng'e been oook-e7ed. 

174 
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IIO I 

IOIJ1' 1 

No: 

BJIJ1' 1 

l o: 

llo: 

IDCJr: 

1101 

IIIIJ1' I 

Mo: 

IIIIJr: 

llo: 

IIJIJr: 

Mcu 

IIIIJr: 

llo: 

IIIIJr: 

- 2 -

Yeah. Well., I ••• • • 

1 •• proa1H4 ••• 11oz .. b7 B&beoot b7 caw 
tltteentb ot Aacutt. 

Yeah. I IID4ereua4 ~t caw, wo1114D 1 ' let 
~ .. etop on a 4efenee oon~aot ~ ........ . 

• Well, bu'····· 

•• ••• to paok cawee llozee. 

Well, U • • Juet oi"'UII&I'J bulln111 oovU17 w 
let •• kaov ~•···· · 
WhJ abeoluttlJ. ~••• 1 • no queet1on on tba,. 

I •a ••• •• 

1 aeaa, JOU take bett e• oar• ot a rtsular 
tal'lltl'. 

(LaUCh•) Yeah. Well, ., oar• are 1'14 on 
thle, an4 1 1a 401DC t'lti'Jthlac now to aon 
that oar ln thal'e. I 414D1 t know antthlDC 
about lt until 1t oaat ln Jllttl'daJ. 

Well, 1t -.rt oat Jat111'41J, JOU taJt 

Well, ~·l'l caw report 11 •••~~NAJ D1pt 
aa4 thtJ ,..,, •• the oar nuber. llow, lf 
thiJ ' ••· · ·· · 

Well, 1 don't thlak U lett ~11'1 \bat D1pt, 
beoautt Boo•• talked !utt4a7 aol'fti ...... . 

Yeah • 

• • • • • to JOUI' IIIJl&ltl' at Crown Poln t, an4 ht 
1&14 hi -· ODlJ 1oa41DI 1t !utldaJ • 

Ot thll w111tt 

Y... 1o 1 40D 1 t belil'll thiJ ehlpp14 U 
latul'4aJ. 

175 
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- ' -
Jlo: Yeah. Well t.bat we - !ll .. ~ WI J1Uel'da7. 

HIIJr: Yeah. 

Mo: Well, there'• eoaeth1nc wronc there , eoae~ere • 

J!IIJr: 

Mo: 

J!IIJr: 

Mo: 

J!IIJr 1 

Mo: 

Mo: 

HHJr: 

llo: 

lDIJr: 

Mo: 

lDIJr: 

llo: 

HMJr: 

Mo: 

• •o, I don't belieYe theJ eh1pped it S.turdaJ. 

Uh huh. Well, I'a soinc to tind out. That'• 
the report up there. 

lo, beoauee Booee oalled up JeeterdaJ aornlng -
I don't know the naae of JOUr aanaser at Crown 
Point - and ta1ked to h1a • ••• 

Yeah. 

•• •• • alld reported to ae t.ba t the oar wae onlJ 
being loated J .. terdaJ. 

Uh huh. 

I wieb - I reallJ - I'a setting kind ot tired 
ot beinc lti4ded on the thina. 

Well, I'a not trJing to ltid JOU. 

Yeah. 

It 8J i ntoraat1on 11 wrong, I'• being kidded. 
too. 

Wel.l, I oan onlJ so bJ Vbat Artbur Boo .. - the 
•"ease t.bat I sot troa h1a. 

Well nov, Arthllr'• handling it 4Dvn there, lraht 

Yee. 

Well, we'll tl'J not to bother JOU on 1t, and I'll 

f
et that oar in there it we haYe to put a truolt­
oad in there tor JOU. 

Well, ot oouree, that'• what theJ ea1d oris1nallJ. 

Yeah. I don't underetand Vbat'e happened there. 
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RIIJr : fileT aalcl OI'1C1JiallT tht7 1 c1 eencl .. JIQ't ot 

1 t bT truok b7 the ucldle ot Aquet eo we ooulct 
•ak• up the box .. , and the ren would be there 
w1 thin a ooaple ot w .. ke. 

Mo l 

HMJr: 

Mo: 

HMJr: 

Mo: 

JIIIJr: 

Mol 

HMJr : 

Mo: 

Yeah, well •.... .. 
And I'•• ne•er had. ••• • 

• • • ••7ou 1re not half ae .. d ae I ... 

And I ne•er had aD7 •••eac• and I took !t 
cranted wben Baboook eaid U 1 4 'e eo that 
would be eo and I oollld torcet Aout u. 

tor 
u 

Yeah, wel.l JOU llliD\Ild ha•e b"n able to. 

But here we are atart1nc Xoint oeh, ••~e 1n 
creen1qe, paaohee - I ' n cot to Pl-7 loolll.l7 
twentT oente a box ancl I oan't cet th ... 

tlh huh. Well, 1t we oan c•t th .. 1n there 
toda7, w111 1t take oare ot 7011t 

Well, 1t 111 help 11ke bell. 

Yeah. (Lauch•) All r1pt. 

IDIJr: But I'd relll.lT lUte a teleii'U fro• 7ou. I'd 
11ke to kDow; beoauee - whether the oar relll.l7 
lett there 7••t•1'4a7· 

Mo: Yeah. AU 1'1pt. I'll report det1D1ttl7 
where the thlq 1e before the da.7 1e o•er. 

JIIIJr : Well, e1 ther telephone or telecr-Jih, beoaaee 
I '• relll.lT - u 1 a cot •• lll.l bothered. 

Mo: 

HMJr 1 

Mo: 

IDIJr: 

Yeah. All r1&1n, Mr. Xorcentbau. 

'fhanlt 7011. 

(La~~&be) Ae I ea7, 7011 aren't half aa .. 4 
ae I .. abo~t 1t. 

Wall, I want the bose• and I'• tarr1bl7 

• 

I 
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Me: 

RliJr: 

Mo: 

- 5-

d1eappo1nted 1n the OLF. 

Yeah, u.h hu.h. 

ou:r. 
Yeah. All right. 

HMJr: Thank :rou. 

178 
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cut ton 
Maek: 

HMJr: 

K: 

I Hl!Jr: 

~: 

Hl!Jr: 

H: 

r !!IIJr: 

M: 

Hl!Jr: 

H: 

lll!Jr : 

H: 

Hl!Jr: 

M: 

HMJr: 

M: 

HMJr: 

8epteaber J, 1941 
8:50 •••. 

Good morning, Mr. Morgenthau. 

Ie this Clift Mack? 

Yee, dr. 

Good morning. 

Good morning. 

Clift, I ' ve been bearing all thie atutt 
about tbeae varioue comPlaints that you 
tellove don't get out the ordere taet enough. 

Yea. 

1?9 

But I don't believe it. I think- personally, 
I think it's Juet eome more ot thie blankety­
blank atatistica. 

Yea. 

Nov, are you going to be able to get that 
etraightened out? 

Yee, I am. We're - I've talked to people over 
there at Lend-Lease since tbat report vent out ••..• 

Yeah • 

••••• and I told them that that report didn't 
give a complete picture ••••• 

Yeah • 

• •••• that i t didn't identity a lot ot the 
money vhieh 1a, in etfeot, frozen ••••• 

Yeah. 

••••• that we haTe these orders running over 
a period ot time • •.•• 

Yea. 
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11: ••••• an4 un\11 we cet allooat10DI troa OPI ••••• 

I!MJr: Yeah • 

M: •• ••• we're- our ban41 are t1e4. We Juet oan't 
!lAke a purobaee. 

HMJr: Well, nov, what I vae th1Dk1DC •• th11. there'• 
a new elreotor ot PQrobaee, 1en1 t there' 

M: 

IIMJr: 

M: 

HMJr: 

M: 

IIMJr: 

M: 

IIMJr: 

Yee, there 11. 

Wbat' • 111• naa•' 
XaoEeaoll1e. 

Xadeaoll1e. AD4 1t J'OU ooul4 cet tocetber 
the taou, I 14 11lte to eeDd tor Xadeaoll1e 
an4 ba•• J'OU o•er here an4 let'• e1t down­
I 1d 11ke to e1t 4ovn v1tll the two ot J'OU. 

Ver,. good. 

It J'OU ooul4 eort ot 11et J'OUr troublee. 

Yee, I 1d be bappt to. 

You lee' 

II : Y11. 

HMJr: the ~ble 11 v1th XaoEeaoll1e'• ott1oe, 11 
1U . 

M: 

IIIIJr: 

M: 

IIMJr 1 

Yll. 

lfbo elee' 

Well, XaoEeaoll1e bat taken onr lleleon'• 
Job. 

Yeah. 

M: then the pr1ur,. 41tt1ou1 tt hae been 1D till• 
pr1or1tt e1tuat1on. 

IIMJr: lfbo vou14 tbat be' 
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M: Wall, that aow 1a llalaon. 

III(Jr: Wall, WhT ooa1411 1 t I au llahoa and Jlaoleaoh1a 
and Jout 

M: Wall, Ter7 good. 

KMJr: Wall, gat the atutt raad7; and aa aoon aa 
70u're read7 to ehoot, let •• know and I'll 
aalr. the two of thea w ooaa oYer. 

M: All right, air, I'll aura do that. 

IIIIJr: Well now, let •• Jun e&7 ~· now. Wau a 
aiauta. Could JOU be read7 - oould 70u be 
read1 b7 three o 'oloolr. 'rblar1da7t 

M: Yea. 

KMJr : Wllatt 

Mt Yae, I'a quite eura I oould. 

KMJr: Or 11 that orowdinr :rou too auoht 

M: 

HXJr: 

K: 

IDIJr: 

M: 

IDIJr: 

K: 

IIMJr: 

II : 

llo. 1 111 be raad1 b7 that tiae. 

Wllatt 

I'll be read7 b7 that tiae, 7••• e1r. 

Vall, I tell 70u what I 1a ping to do. I'll• 
aelr. Mao~aaoh1e and Baleon to ooaa hare at 
three o'oloolr. •••.• 

Verr good. 

••• • • on 1'tlur•da7, and :rou be raad1 - ellould 
we haYe aft1bOd7 l1lr.e Pll1l1P Young or aft1bod7t 

Well, I ~nlr. that aigllt be a good idea it 
Pll1l Young oaa• oYer, 1••• e1r. 

Or General Burne. 

Well, I tll1nlr. Pll1.1 Younr 11 batter. Be hal a 
better picture than General Burne doal. 
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!DIJr: Ph111p YoUJIC. 

K: Y .. , e1r. 

HXJr: Tbl'ee o ' ololllt, and I 'll 1nY1'e tb .. and I'll 
tell thea What 1t'e about and JOU be rea47 
to etate Jour etoi'J. 

M: 

HXJI' I 

K: 

RMJr : 

K: 

IIMJr I 

lh 

RMJr : 

II : 

HlloJr : 

M: 

RMJr I 

II: 

• 

Ye1'7 good. 

You eeet 

All r1Sht, 111'. 

And don 1 t be atra1d to oall a epade a epade. 

llo, tbat'• perteo\17 all r1fbt. I'll be bapPJ 
to 40 1t beoau11 I tb1nk 1t • all - I thilllt 
1t 1e a .e1tuat1o• \bat lleleon and Maoleaob1e 
and the r .. t will anduetand tbat bae to 40 
w1tb allooat1one ot uter1ale tor a long teN 
per1od. 

Doee Oeoar Cox appear 1n thie at allt 

I dOn't belle•• ba doee. He'• alwaJ• Yel'J 
belptul, beoauee I think he'• about the aoet 
capable fellOW thiJ baYe OYII' there. 

Well, I'll alk b1a to ooae, too. 

'•1'7 cood. 

And then JOU be rea47 to etate JOur eubJeot. 
But don't- I aean, tell the•- Juet put 1t 
to tbu, how tbe hell oan JOU bUJ 1t JOU don 

1 
t 

·get the o1earano11. 

Well, tbat'• u. 

Whitt 

That'• 1t. I'• tr71ng now to work out a 
plan tbat I think will be the anewer to 1 t, 
and tbat 1e to cet utbor1 t7 to aake purohalll 
aooor41ng to the per1od ot t1ae tbat 11 
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HMJr 1 

M: 

HMJr: 

II: 

I!MJr: 

M: 

KMJr: 

M: 

I!MJr: 

M: 

RIIJr: 

M: 

RIIJr: 

- 5-

~ ­

'· 

epeoitied. In other worde, it the Br1tiah 
want &ino requir .. ente t or e1x aonthe ••• • • 

Yeah. 

183 

••••• it we oould plaoe an order t or a1x aonthe 
and aet olearanoe troa OPM on that bae1e, then 
the whole tranaaotion ie ooaplete. 

Wall, be read7 to etate the thine and take 
th1e attitude, 1t we oan't do it reaeonabl7, 
we'd rather not do it at all. 

Well, ot couree. 

Beet 

Yet. I oan wel l underetand that. 

And haYe a little aemorandua tor ae that I 
oan aort ot t ollow 7ou on, 7ou •••' 

Yee, e1r, z•11 . . . •. 

To put on -r· deak. 

Fine. 

'rhr41f o 1 olook ThuredaJ. 

All \oi&ht, 11r. 

'fhank J OU. 
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RE PRICE CONTROL 

Present: 

l: .::.Jr: 

r:!ute: 

!:.::.Jr: 

'.,hi to: 

::.:·.Jr: 

::nite : 

... ..: . Jr: 

llhite : 

li .::.Jr: 

· .. hl te: 

1!r • \'•hi t e 
l!r . Kuhn 

I thought you (\'ihi te) ought to go to that 
meeting uith ~·:allace. 

Yes , and if you don 't want me to be late I 
will have to leave in a couple or minutes. 
There are two things I would like to speak 
of . At ten-fifteen you have a meeting on 
i nflation. I woul d very much like, if it 
is agreeable to you, to have one of my 
assistants who !mows 

The ansv1er is yes . 

••• at least as much as I do on the nubject here . 

At least he will be half-baked on the subject, 
then. 

That is right • 

The answer is yes . 

The name is Ur . E. U. Dernstein. He is a 
professor of the University of llorth Carolina 
and has been with oe a long t ime. 

','fe won't hold that against him. 

SeoondlJ, Ferdie and I talked this matter or 
the draft over brieflj· and he has done all 
the work. This is tho first t ioe I have seen 
the draft. I glanced over it hurriedly. C1 
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B.U. Jr: 

!ulm: 

B.L!.Jr : 

Wbi te: 

.. 
Kulm: 

Whi te: 

B.ll.Jr: 

thlte: 

B.U.Jr: 

libite: 

B.l! , Jr: 

White: 

·•· 
illpl"tlalOD 11 that I thlDk OD the baall of 
thl1, 011 a 11001ld dnft, ad it dotm't 
1Doli1f&. llllllf ot the thlilp •• both apll4 
you .. d -.nt 1D the ohiqiiL the IIOODd 
art.ft whloh •• ooul.d baTt l"taCQ" ud I 
ooul.d wo•lt Gil the whole afhi'IIOOil, it will 
be TIPJ olose to what rou ftllt. 

He i1 getting diplaaatio. 

He il all right. 

He thinke 1 t il a 111111dll"flll dnft ad bJ 
aftii'IIOOil we O&D reallr flx it up ad llit.b 
it good. 

No, it 1a a niot job ad • did it all 
himaelf • 

Thie i1 nineteen minutea. It is too short. 
There are three or four ideas that are 
mining fl"'Ol it and ought to be put ln. 
'l'ha t 1a wba t I th1nk llal"rr means • 

.And there are one or two things --

lhere are the oharh of Haa1 ''l 

I bann't seen th•· 

'ilbat elae do fOU ftllt to get O't'lr'l 

.Just tho11 two th1Dp. All right? 

Tllo I think that fOU ought to go to these 
aeet1Dg1 'tlhlll I eu t go. 

.. 

.And I baTt a f .. thlnga to auggest for th•• 
I will tell rou about th• but- there !~ 
nothln& • atrelf auggestlcma of what ...,.._, 
1D'1'11tlpte. 
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H.!.!.Jr: 

\lhite: 

li.J.!.Jr: 

W te: 

H.lJ.Jr: 

'lihl'te: 

H.li. Jr: 

H.M.Jr: 

\Th.ite: 

B.IJ, Jr: 

White: 

, 

- 3 -

\ht'l 

Well there 1e one on - there 11 - the 
Italians still keep an important airline 
running fr<lll Italy to Bracil and it baa 
immense propaganda nlue and it 1e used in 
Spain. 

The Condor Line. 

I was wondering whether thq might not want to 
investigate the possibilities of telling 
Spain that we '1//Af ourtail the aupplf of oil 
to thsm unless the7 atop refueling that 
plane beoause if the7 don't atop refueling 
it the7 oan continue to go. llerelf to 
explore it . 

That is all right~Wbat else? 

This Sides - we have got some evidence that 
the Swiu are being uud veey L veey - are 
verr ueetul to the Germane. .L kn011r,t 
he 1 related, I thowdlt it might 
delloatel7 suggested tliat t he subfMt idght 
be explored b7 a aub-oomadttee. 

Well nowlnnot tbl'ough frozen funds, are 
the7, be g used? 

No. 

How arelthq beihg used? 

Oh, their orders are giving th .. - their 
factories are giving them tr~mendoua aupplies 
and thef are utillling the oountey just as 
though 1 t was part of theirs. . 

That ia all r ight. 

That 1e it. Then there 1e a third itsm that 
allpa 7q llind at the -at but it ~· of no 
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Jl . ' ,Jr: 

.. hi to : 

:; . '". Jr: 

- 4 -

more importance t han that . 

Ylhen you come back gl. ve mo one page . ( 'f -.r- IJ-1 ) 

I will do t hat • 

All right, Harry. 

(J.:r . ",lh.i te left the conference). 

~: I don' t know about using the charts at this 
Boston thing. 

18? 

• 
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