
October 1, 19.41 •

Dear Henry:

Just to keep the record straight, I am enclosing
from the flftrtvisvd print of the hearings on the price con-
trol bill| ̂ hat I said on tio points, namely the excess
reserves problem and the excess profits tax, because the
press erroneously gives the impression that I advocated
further action on the reserves and that I opposed what you
had said ir. regard to excess profits. The fact la that I
MM very careful, as the transcript shows, to reiterate
that the subject of reserves was a matter of consultation
and that "whatever may be done In the o(/er-ali credit con-
trol field mist be done always with an eye to the Treasury1s
problem of its financings, and therefore must be done in full
and complete cooperation with the Treasury I..H

I. was not asked whether I favored any specific tax
plan, or whether I agreed or not with what you had stated.
In fact, to head off questions so far as I could, I simply
referred to what I had stated previously and testified to
before the Ways and .Means Co&rrdttee when the tax measure
was before it.

While 1 feel that you do not have any mistaken im-
pressions about It, I wanted to p&sa the transcript along
to you as a matter of record &n& infomation-

Sincerely,

Honorable Henry Xorgenthau, Jr.,
Secretary of the Treasury,
Washington, D. C«
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Since this was dictated last night, I
had to go before the Committee a^ain this
rooming. They pressed me 8] eclfically on the
6% excess profits matter. As soon aa I gat
a transcript, I*11 send ay reply over to you
in ca:.:;e you are interested in feeing it—but
I think it went all right. I Mid we agreed
on keeping excess profits down and I discussed
the basis of assessing the tax to accomplish
th end you and I both favored.
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From unrevised print of M« S. Eccles'
Testimony

Pontember 22, 1941
Before House Banking and Currency Committee.

Page 1179:

"It is not possible in this country, and It Is not possible in any
other country for the banking authorities under emergency conditions to
act with independence. It has not been possible In Britain or Canada or
any other country, and it is not either possible or desirable in ray opin-
ion in this country. I feel that whatever may be done in the over-all
credit control field must be done always with an eye to the Treasury's pro-
blem of its financing, and therefore must be done in full and complete do-
operation with the Treasury, and In the public interest.

"That does not necessarily mean that I may not have certain views
as to what should be done and the way it should be done. It ioes not mean
that my views with reference to the place of over-all credit control may
not co form to the views of the others, but I am sure you will all agree
that "in times of emergency that the coordination and cooperation between
banking authorities with the Treasury is an absolute essential in the public
interest, and to that end the Secretary of the Treasury and I issued a state
ment a few days ago which was an effort to point out the close interest—T
mean the common

Page 1180:

interest^-that we had In the problem and the need of the closest kind of
cooperation, the futility of either of us undertaking to act separately and
Independently. So far as the Board is concerned, or the Treasury is con-
cerned, any recommendation that may be made with reference to this whole
field will be done jointly, after further consultation. That is speaking
for the future. That does not mean that my views as have been expressed
and are in the record have necessar'ly changed."

Page 11%:

(MR. CRAWFORD:)
"Now, let me ask you this question, If you care to answer it: Do you

believe that Congress should consider legislation right now to permit further
Increases of reserve requirements, subject to the limitation that they shall
not be increased to more than double the maximum requirements under the present
lav:?

"I think that is referred to specifically, that formula, in your re-
port of about last December.

"Will you give us a comment on that?
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(Page 1194 - cont'd.)

"MR. ECCLES: Yes. It is rather difficult to avô 'd a comment on It
under all of the circumstances. As I stated this morning, any Increased
powers over the reserve situation, over the over-all credit association,
presents a matter in which the Treasury, with its large amount of financing
necessity, is tremendously interested."

Page

"For that reason, if increased power, whether the kind is indicated
or In some other form, were given to the Board as an independent agency, not
that the Board would act without consultation or consideration with the
Treasury, but if that power were given, the Government financing situation
could be very greatly affected by any action taken, and therefore its infla-
tion oroble and monetary and fiscal problems are so interwoven that any re-
commendation that may be made to this committee with reference to monetary
legislation should be made with the approval of and in conjimction with the
Treasury.

"Otherwise I do not believe that effective results could be secured.

"Does that answer the question?

"MR. CRAWFORD I think that that is correct, and I agree with your
observations in that respect.

"But let me say it this way: Assuming that Congress will draw the
legislation in such a way that left it entirely to the discretion of the
Board working in conjunction with and coordinating with the Treasury Depart-
ment, are you in position to recommend to the committee that it now consider
or enact legislation which would authorize the Board to, using this same
language increase reserve requirements, subject to the limitation that they
shall not be increased more than double the maximum requirements under the
present law, and let you and the Treasury proceed to work out what you want
to do after that type of legislation Is enacted?

"Would you go so far as to recommend to us that we ei/ve you that
authority?

"MR. ECCLES: No: I could not; I would not at this time do that; and
let me just read î hat I assume you have heard before, and I think that this
Is possibly a full and complete answer to the reasons why I could not answer
your question.

"MR. CRATSPORD: Are yon referring to the joint statement?

"MR. ECCLES: les.
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"MR. CRAWFORD: We have that in the record.

"MR. ECCLES. It is —

Recommendations on the question of what
additional powers, if any, over bank
reserves the Board should have during
the present emergency, and what form
these powers should take, will be made
whenever the Treasury and the Board,
after further consideration, determine
that such action is necessary to help in
combat!ng inflat1onary developments.

"So that in the light of that statement, and in the light of the
conferences and the consultat»ons that the Board and the Treasury have been
carrying on for some months, it would seem inadvisable and contrary to the
understanding as expressed herein that either I or the Board should make
any recommendations with reference to this subject of bank reserves.

Page 1173; (The following is the only discussion of the form of excess profits
taxes:)

"THE CHAIRMAN; While you are on that, let me ask you, just
ho?: far do you think the Government should go in the recapturing of excess
profits, or profits?

"MR. ECCLES: Well, it ought to go a long way. Certainly the taxa-
tion should start from the top and come down, and not the bottom and go up.

"I have expressed my views with reference to this corporate tax
question before the ""ays and Means Committee of the House. I also have ex-
pressed them elsewhere.

"MR.. KEAN: May I interrupr there" Was that in the hearing on the
bill just passed?

"MR. ECCLES: Yes, sir.

"MR. KEAN: In the Ways and Means Committee?

"MR. ECCLES: That is right.

"To be more specific, I have greatly favored what is known as a floor
and a ceiling plan, based upon a base period of earnings. I suggested the 10-
percent ceiling plan and a 5-percent floor.plan. In other words, whatever
base period is used, if a corporation made less on its invested capital than
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a 5-percent return—and I realize that there is a question of definition of
invested capital which is important—that it -would not then be permitted to
make more than 5 percent before it was subjected to the excess-profits tax.
If a corDoration had been making more than 10 percent during the base period
it would not be permitted to make more than 10 before it would be subject to
the excess-profits tax.

"The excess-profits tax should be greatly increased over what had
prevailed. I feel that possible/ with the $5*000 exemption, maybe less than
that, but certainly no more, that the excess-profits rate of taxation, in-
stead of being what it had been, I think 20 percent should possibly start out
at 40 percent, and maybe as high as 50 percent, and when the earnings had
reached, say 12 percent, anything above that, or 15* that then the tax should
be at least 75 percent."

* * *
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