
FEDERAL RESERVE BOARD
WASHINGTON

John McKee:

These are the communications

I mentioned to you last night. When

you have finished with them, please

return to the Chairman*
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This has been rend by Mb% Davis, Mr* Szymczak
and Mr. McKee, but has not been seen bj Mr.
Bansora and Mr* Broderick, who are out of tovm.
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ADDRESS OFFICIAL COMMUNICATIONS TO

THE SECRETARY OF STATE

WASHINGTON, D. C.

DEPARTMENT OF STATE
WASHINGTON

August 5, 193?

Dear Marriner;

Thank you for sending me a copy of your memorandum

to the President. I shall bring it to the Secretary1s

attention.

I can appreciate the reasons why the further inflow

of foreign capital, even of investment capital, is dis-

turbing to the Federal Reserve System. The State Depart-

ment hopes the problem can be managed without abrupt or

such far-reaching action as to disturb all of our monetary

and economic relations with other countries* The sugges-

tion made of banking legislation to increase reserve

requirements for foreign deposits combined with a very

moderate increase in the withholding rate should, if

carried through, act somewhat to deter prospective move-

ments. Therefore I am sorry that the Board has decided

that

The Honorable

Marriner S. Eccles, Chairman,

Board of Governors of the Federal Reserve System,

Washington, D. C.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 2 -

that the best thing to do is to let the whole matter

rest - but this is a personal judgment. A graver situa-

tion would "be presented if by any chance the conflict

in the Far East should so disturb the situation in Europe

that the creditor countries of Europe should take over

the deposits and security holdings of their nationals and

use them to buy war supplies. Germany and Italy have

already done that, and I imagine Japan ic moving along

the same road. The outcome of this would be that we

should actually be the owner of all the gold over here

instead of merely the warehouse keeper of a very large

part of it. Under any such set of circumstances, I

suppose our only alternative would be the restriction

of the export of goods abroad or the increase of our

io$)orts from abroad* We should not want to become the

real possessor of almost all the world's gold, for I

fear there would be a grave future risk of loss in value.

Sincerely yours,
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August 2, 1987<

Ba&r Herbert*

to tfc&aic you for the aeoo-
sent so outlining your case against

tot ppograa for dealing with the gold

I am enclosing & copj of a.
raodua vfolch ̂ ent directlj to the Presideat
&f^r I bad goaa orer it ̂ sith Wayne Taylor,
who h£d ao objections to It* Considering all
the drooBStaacas, it B^a&s to ms that the
b«st thine to do is to let the
go oror until amxt

Honorable Herbert
of State,

enclosure
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Ittaehad Is & copy of the

for th© Fr®&id©2it vhleh X r@acl to you

the

Honorable layne Taylor,
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ADDRESS OFFICIAL COMMUNICATIONS TO
THE SECRETARY OF STATE

WASHINGTON, D. C.

DEPARTMENT OF STATE
WASHINGTON

July 31, 1937,

Dear Marriner;

The more I turn over the subject-matter of

our discussions in regard to the taxation of non-

resident a l i ens , the more importance the subject

seems to acquire. Therefore I f e l t that I wanted

to make my views of record, and I take the l iberty

of sending you herewith copies of two memoranda I

am giving Wayne Taylor this morning.

With best regards,

Sincerely yours,

The Honorable

Marriner S. Eccles, Chairman,

Board of Governors of the

Federal Reserve System,

Washington, D. C.
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July 31, 19*7.

A suDstantial increase in the present withholding tax

on bne investments of non-resident aliens would fall most

directly on tne investments of the people of tbOM countries

itft vhom we have oeen developing the Mit OlOM relation-

- ips in tae economic and monetary sphere, and rith whom

we are most closely cooperative - e.g., Great Britain,

Canada, France, itzerland, Holland and relgium. It would

affect the interests of many thousands of investors in

these countries Fiose individual holdings are small and of

an investment cnaracter.

Consequently

(1) It might well affect adversely the future of the

tripartite monetary agreement. This is not only because

of the potential complaints by tnose affected, not only

uecause such action would &e taken s a sign of the inten-

tion to pursue n unnecessarily drastic policy, but ?lso

tecause it would be deemed as new interference with ordi-

nary capital mo/ements. In short, it would weaken the

sense on the part of other countries of obligation toward

the tripartite agreement.

(2) It might adversely affect the attempts to extend

the
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the trade a&ree&ents program - s>ftrtieul&rly current nego~

t iat lons with the United Kingdom.

(3) I t woula be ueed to Juetlfy motion on the part of

other eountrlee to i^vy unjustly heavy taxation against

American lnveflt%«nt<t abiwo which totaled m*my billions?,

the monition of th is investment in many countries i« *1ready

siuoh J eopa rd i «e d.

(4) I t v̂ould mak« «mch 1#«« or eo«?Ifttely end tne

pot«i b i l l t i e s of getting cooperation with, t&e tma«\iri«t

of other countries in dealing with the problem of tax

t both by Anerlocna arm by non«*r«eident

On the other hand, drastic action, affecting adversely

Important and desirable AMrMM intareete, is ndt now neo-

essary to core with trie oroblesse of foreign d*'|>oelte and

essential ly epeoulatitre foreign oper&tlon» in thl^ country*

oroblen-.f c<ui be h4ndl»d by more direct rsê r**, which

hare the advantAjte of avoiding highly ^ritiealr&ble col lateral
Such action

ef fec t s , f t i s not neoeeitary to mice reaeonably ef fect ive
bankirur l eg i s la t ion Increasing r*»enr» reauire^ente on

A very eaall inoreaee in the withholding rsie *ould

indloate the concern of the &nerioan Government. Tne 10

percent rate (which ie in addition to other American taxes
applied at the source) I believe alr#ady oorrearond© to
an income of »ub§tftntial

Weighing these consiaeratlone, only action i f a very

moderate character would be jus t i f i ed; and notion of another
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character -sight, through i ts direct aria indirect effects,

greatly impair tne ••raole effort of international economic

and monetary cooperation la w**icn we have oeen engaged.

Lastly, one line of -volley indicated by our dis-

cussions 7;ith tae Canadians ^oula appear xo offer a much

satisfactory solution la al l respects.
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July 5X( i«Sf

The position in regard to the tax treaty -ith ;-aa

follows:

The tax treaty ith flnmiil oalo' lower tne ••ith-

ing rate fro-a ifet ptimmto 10 percent to I percent.

The Canadian (Government has now assured us officially

that intonedlately upon tiie ptMftfi OJ the treaty i t ^ould be

g to anfcer iat:> o)iitinuoa8 ciiscassion ith the A.-eri.-

Go^ernmont designed to Toric -)ut the revision and Alp*

pleiientation of tne treaty along the follow! ag lines;

(a) The fullest po-sible cooperation between the two

treasuries designed to c^eek evasiont not only "by non-

resident aliens, but by Americans usine: private molding

©oeipanies, e tc . , on a reciprocal basis.

(b) The revision of *ue rate -"nereby the low rate

be retained for the "many ti.ousande of 0-i.nadian investors

who receive I small sum fires American investors, KM the

-lication ox the same t*l scueduies to %k* larger "*• radian

income receivers B,S taougL uey '.'ere Anierleans - thii to

be made effective through reasury cooperation.

The benefits of such an arrangement would be many;

(1) Public opinion would be favorable. The tr,ousands

of mall investors would pay a -u it able rate, '^.,ile if they

were
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taxed very heavily they ^ould have a BIBN of injus-

t ice. Oil tbt oi-ner -«;.na, tfet large investors TOUIG pay the

American -cale.

(3) Government revenues wouli oe increased by the

caeckiug of evasion.

(3) A basis will t>e created by w-.;ich we could treat

ith other governments, thereby taAiag thi TISKS of dlt*

crimination and controversy in Hill field.

The opportunity exists to < ork along th# general lines

of "one C'lnadian tax treaty to build up witn other countries

a series of tax agreements nich would ?u .plement the

t r ipar t i te monetary agreement and our trade progfta, and

at %ae same tirae probably produce more revenue*

The contrary course - an abrupt and substantial in-

crease in tkt witnholdlng tax - would have opposite con-

secaences.

;
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July 31* 1937.

f or

THE .PRS3IB3JT

IK. compliance with the request tranaiHittad to m yesterday

by fliOfitiy/ Mclntyre 1 ahaH ffttMiflftt br ief ly the situation

affecting the t®x loophole legis la t ion , the taxation of non-

resident aliens and the wcompanion11 legis la t ion which would

grant to the Federal Reserve Bftftf pOWT t o increase NiNHPfi

requirement0 on ctepos&t balances oainiAlned in th i s cotmtsty by

^resident &lian$#

I shall also stjiraaria© th@ poaitiona of the tm^mxry

j the Secretary of State aa&i Ul© Federal H ŝeanr© Boanit

The htaringt of th© Joint Oowitta© on Tax AToidane© have

been concluded ©xoapt for a final ssaeting to be held on Tuesd&y,

August 3rdf a t 9*30 Ju U* At th is meeting the Coimalttae1^ Iteport

wil l be appHtii and th@ only unfinished bus±nBSs$ rmmlj} tim

clmnges to be recowisnd^S In t t e tax treatment of non-reaident

ali#na# mill b@ agreed upon# Tte GoM&ttae haa be^n infcarmsd by

representatives of the Treasury that the changes to be r@ooiB^Bd#d

by tbs Trea0nry at t h i s Session wi l l be sisple aai tha t tba rate

of withholding and other provisions wil l neither represent too
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gmaft a variance firoa fehu existing 1ft* nithfecflldtng n i e fir

teiividmmla nor iMgR tta& pWftti^H of tte Caiiadlan tax treaty,

la pattlftAftf the si ^I l iMMlai MMMI f i r iftdt*&4ari&a« semta

cm tte QeNMttttfe tax treaty fc§§ beoti withte-M ^ming an

of tto tax avcd&mce litWallMn Tha IfeWMWy b

that th& ©xalmnge of lurora^tlmt ami tba eloae cc^ptrstion

tha tax authorltias of the ootmtrlea tnvlaaf»d by tte

i tse l f ami tha MffMlti au^pdraaiital, vcorkljag:

jjilKi s t o i of dealing triHl aiisn oajAtil -wtdeh eo^s to

this eouufcry in 0rd^r t© ! § ! • f rent tb# tax mitlwriti#s# tad that

* a ^ f aa/Mf HtiHlftT i^.olprooal ajnMMPMMka emm fc

otter ecmntrita tba aimw&iit of fugittro c o i t a l cf this

to this oamti1^ irtH be dULMMWNMP̂U the Twri^iiy beli^Tsa tlmt

effort Awfiii be aade to obteln wMiMalMM if tbe Ceaadlan

Hi this S* sal <)& •

frtumiry i s eeiMEUtafc t t e l a reaecw^CLy satisffeetory

l i f t e d t«K loophole blU oaa lM ims^d at IferiU l

but tlmt Mitt 14 l i t t l e i tHM f<sr UMli WWdiieW of tha

t l m dmUjig wltb the "temtion of MeMNMft4ittl ali^na# In faot an

te^f of IMMI iii>|iet If Up letai OiHi%lee

or the Mil Mfi Ml ^an3 and ssmta ftaawM

Mlitata epAatl the ai^c^ta of tha domatle tax

Tim Traasuxy tHiJiflie tfcai i t should be p®sstblt to obtain

of the ^Sawriim Tax Troatj#/a mdm^^ts immmm in the

rate for tMttfflfclNia from Mi to 15^ •
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Th® Tra&aury i s also prepaid to mcoisiaxsd to tha Joint

Comitte® an increase in the rate of ta& on noi^residratt foreign

corporations on fixed and deteralB&ble income £ra& teit#d States

conrcaa fr<m tfas present smte of 10 per cent on dividends and

15 par cent tm interest* rents , royalties^ annuities, co^>®nmti

etc», to a f lat rate of 22 | per cent* Ksase taxes sr® co3JLect©d

by withi^olding at the source. This rate would be tha B®m as

tim norml tax rate imd^r existing law on incore from United

States sources of foreiga corporations carrjdng <m a trad© or

bu0in$$a or hairiag an offie® or plsea of buainas^ in this

coimtry# In ®r&$r to prevent attempts by foreign corporation©

to qualify as r#iideEt eorporationa aiKi tteraby obtain th®

benefit of th@ 05 per e&ist cradit for int#r-<5orporat0 diTidands

mmlj by establishing an office in th is ec^mtry, i t will b#

to incltida in the iteiWi recos^andstioii an

to limit the classification of resident forei^i eorporstioas to

thos© aetiaally engaged ia tirade or business h&re»

Tte fr^amxry i s also prepared to suggest the eliidj

of the proviaion of existing law wldch exsii^ts from taxation

interest paid on foreign bank deposits •
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While the Treasury does not feel %Mt these proposals deal

with th© situation adequately, it is prepared to reoomend them

to the Joint Oemnlttee wi th the reservation that more comprehensive

treatiaent will be embodied lm the general tax revisions which will

be presented to the neart Sessloa» fMe present proposals ®bviomsly

do not differentiate between large and small alien holders of

..iiseriean investmests# nor So they take iato consideration the

existing exenrption of nOB^xusident aliens from capital gains tame,

but they will doubtless serve as a significant mature to notn

resident alienst indicating that this country is not a permanent

happy huntinc; ground for itinerant International specula tors.

X shall not attempt to diseusa the details of the proposed

"eonpaulou** legislation which would grant to the Federal Reserve

Board power to increase reserve requirements on deposit balances

maintained in this country by non-resident aliens. The treasury

believes that this legislation is desirable in itself and represents

a definite forward step In the international as well as the domestie

credit and monetary fields* It believes that the principle of treating

foreign balances on what might be described as a segregated basis

should be established as soon as possible*

f&lle the Treasury clearly resogniaes the relationship between

foreign balances and foreign investmentst it is prepared to reeowssmd

the banking legislation on its own merits whenever the opportunity Is

offered*
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Cki Jtnia 24, 1937, th@ Federal R© serve Board adopted

following confidential r@soluticm

In view of the fact that the gold i&flewr in recent months

baa been exceptionally large and my coittimi©, and in viesr of the

further fact that the inactive gold account of th© Treasury ia now

in excess of a billion dollars and the public debt has increased

accordingly| Urn Board feels that the situation ij^>els i t to favor

lagialation granting the Board additional powr to abacsrb excess

x^serves resulting from additions to the stock of gold by increas-

ing reserve reqiiirewiiits on deposit balances imintainad in tills

country by non-re aidant aliens.

The B<mrd i s of the opinion that the injurious effects

upon th© daaestio ®can<m& that would result from an tmcbacked in-

flow of gold would be such that th@ Board and the Treasury shotild

seek a solution of the aspeets of the problem which affect the

dorostic situation,

Hie Board fully rml±%e&9 however, the difficulty of

accomplishing the desired ends and considers i t essential if th©

Board is to employ effectively this additional pcmar thstt

(a) ?h© Treasury smintain in i t s inactive
gold account approximately the pr^sant amotmtj
and

(b) Effective tax legislation be @nact#d
to discourage foreign investment in American
securities either throu^t the inflow of nmt
capital or through th® uae of balances already
in this
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Chairman Secies and th® federal Bsserre B®m*&

reviewed mil th® factors fcswtamt in the existing tax

and the pWitlMlttilil f$r coaprehenslv* legi&l&tim a t th is

S^mimt Chairman Socles while not opposing the tax r*eoaoezxlfttioGui

which ths iMMNfy i s prepared to mice, baliavss that th#y n iH not

b# of a character to naat tJte r@quii^w^ti of *Uto Bisard as outlined

in 1fe0 final p&ragraph of the confidential r^solution and

fore he ia opposed to the introduction of tbe propomsk

banking legi$lati<m mt Ikii Seetion* Chairi^ii JSecdee feels that

the relatiOTt b@tw®#ii the tax treatment of alian inTastors and

the trsateant of foreign balances ia so elo&e that i t i f undesirable

to a l te r tha traatmsnt of foreign balances i f co^r^h^asive and

effective tax la;gislatioia oannot be ennoted

Tim poaitian of the Secretary of State i s as follcmsi

A substantial inorea^B in the praamt -withholding tax m

the inT@^tm#nts of non-re^dant ali#na ^ould fa l l w*% directly

mi Urn xmtBBtm&nta of th© people of those countries with whom *m

hams bmm developing ih® *mst close relEticmahipa in Urn eeoncsdle

and nmetary sphere $ aaad with i«hom im mre ao«t elosaly ooop^ratiire *

e#g*t Great Britain^ Canada^ France, Ssrit$@rlandf BaLland and Belgium,

I t would affect the intereats of ^sny th0iisanda of inrestors in these

countries whote individiial hoUdinge are ssuill mt& of an inrestmant

(1) I t might w@H affect adversely the future of tita®

t r ipar t i t e monL t̂ary igMMMiti* This i s not <mly b^cmuse of the
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potential complaints by thoun affected, not ®nly becmai

action would b© taken as a sign of tfas in tent im to pormx* m

w&acessarily cirastie policyf but also because i t wcmM fo# deeded

ae mw l&terferezice with ordfc&rj capital j&ovanents* In shorty

i t woM weaken the sense on the part of other eoimtriea of

obligatim t0TOM the t r ipa r t i t e agrBe3»nt#

(2) I t migtit BdrBTmly mff@et the attempts to #.xtetKi ths

track agrMaraita prograa - partioulErly eurrt&t

(3) i t woidd be m$#& to Justify action on the part of

othar U f t I An to l@^y unjustly i^iTy taxat im against African

iuT©@tBants abroad #iieh tfitfNi »my M I J I I U J L Tto position of

this inTastn®Bt in n^ay countries la already wich jeopardised*

(4) I t would make mteh less or cc^pletely ead the

p0#sibiliti@0 of g#ttin{; cooperation vlth the tro&i^iries of

otter oou&trlea in (tjjttitf with tim problem of tax tTaaioot^ both

by kmrtcmns m%cL by MA«Mil4«Kfc aliens*

CM the othar hand, drastic &etion# affecting ad

important and detlrable .to^riean inter#sts# i e not nm

to oope idth. the problem® of foareign d@^>aita and

apt'<mlati¥0 foreign operatiOTta in this mintfy* Such

cm be handled bjr mors direct mman9 #xioh have Hie advantagi of

avoiding lii^tljr imdedliable collateral effects* Such action i s

not oecesmry to mak© rmammMhlj effective banking legislation

increasing reserve requira^ents m foreipi deposits*
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A very small increase in th® withholding rate would in-

dicate tins aonearn of th& Aserieaa GOT&rnmnt* Tfa® 10 parcant

rate (-which is in addition to othar Ameriofya tasoes applied at

source) I believe already corresponds to an incogs of substantial

sise.

Weighing th®a@ considerations, only aetim of a vary

laodsr&te character would be ji^tifi^d} wad action of aaatiier

charaoter might, through its direct and indirect effects, greatly

impair the whdLa effort of international econaalc and mcmetary

eooperatim in iriiieh we have been engaged•

13m position in regard to the tax treaty -$ith Canada is as

follows t

fhe tax treaty with Canada woald lower the withhcldiag rate

from the present 10 percent to 5 pero«it»

The Canadian OmmtWKItA has now atsured ua officially that

iiaa^diately upon the passage of the treaty it would be 'willing to

enter into continuous discus si cai with the American Dover n«nt

desiipad to work out tha reTisioa aaid supple^entatica of the treaty

along the folloirisg lines *

(a) Tha fullest possible cooperation between the two

treasuries designed to check @vasiont not only by non-resident

sliest^ bat by Americana using private holding companies, eto*^

on a reciprocal basis•

(b) The reirlaicm of the rat© whereby the 14V rate would

be retained for the mtxy thcmsands of Canadian investors
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reeeive a smU tsvm frca American inves t s ntsjaad the application

of ths sastte tax aotectolas to ttfci larger Canadian Incom reealTOra

&3 though they w r e ftttHr&MRNI • t&ia to be nsde affectiw through

The benefits of HMdl aa mrraig^^ant would be n«qgrt

(1) i'ublic oplnicm woî Ld ba faTormbls. X3M thouaaiids of

inr^stort would pay 1 suitable r a t e t while i f they w#r@

Wtjf h0air.lly th#y nould hs¥© % Mmas of •injustice* Cto the

other h|Hl| tiie largs tmietW< wmild pay th© latfleMI

(2) SpVtWMl r©T0nues would, be iiieresised by the

of f l i l t IB. ii

(3) A hM&i M i l be mttttoi by 4tdeh -m aould tr^sat

otter goimnmBBtSj iimp®by imti$Mg %}m rink® of discrimiBati

eontr oirtr^y I* this fleM*

The opportunitgr exists to -#ork along the go&eral ISasa of

the Caaadiaa tax treaty to build up with ott*#r cotmtries a series

of tax effemMS&a which would ouppleaMMl t t e t r ipar t i t e mcmstary

agreement and 0ur trada program, ami a t ttas» a.aaais Mai piiliittty

produce m^̂ a reTamie*

Hi contrary course - an abrupt aid substantial iiier@&#s in

the witWiolding tax « would ha¥e opposite
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