
February 16, 1942.

STRICTLY PERSONAL
AND CONFID1SMTIAL

Mr. Harry D. White,
Special Assistant to the
Secretary,

Treasury Department,
Washington, D. C.

Dear Harry:

I am sending you for your personal

and confidential use a copy of the suggested

program for Government financing. This is the

program which has alreacfy been submitted to

Secretary Morgenthaia, but which has not yet

been discussed with the Treasury. We are hoping

to have some discussions shortly•

Sincerely yours,

M. S. Eccles,
Chairman,

Enclosure
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STRICTLit

to the Fefermry tk edition ef Goldsmith's letter, whleh
i s widely read in financial eireles, the following statements en taxation of
partially tax-exe»pt Federal securities were tsade at the £eeretary's press
eo&fare&oe oa ^usmry 261

**Slaee Secretary Hergenthaa gave the war a* a reason for a ©hang*
policy «» outstanding; State ajad Municipal ««oiurltit*», h» was

* sited fey r*£ort*rt why th« war did »«% also x»e«*iitat© a ehaag* la &m tax
palley OR outetanding partially tax-a«««R t̂ Treasury bo»d«. H» r«pll«dt

ar© «Qna#rtt»d, th«r« 1* a
and th» h»14*r of *&*•• i»mmm0 m\4 thor«

no oontraot batwsan the «<J«ral O«v«rsaKtnt and a holder of a State or
aaniatpal.1' And later Secretary tJorr>©nthau ao^eat U feel t^at there It
a ©aatraet whleh staj»d« between the Federal Oovermaent a ^ the holder of
these federal tax~es*pig>t «eeiiritiea# a,rwS I dou't intead to direetly er
Ixs4ireetly Twreek that e«mtra#t or oirm^wwat it* Xe that Hat

aake4 apeoifieaily whether be has any intention of indlreetly
reaehiag some of the partially tax-ox«apt treaeury bex«ia by lewerise the
mraal tax, Seeretary MorgeBthau laiieated that he was enpeeting that
tioa whleh he ref#tre4 to A«ei«taitt aeeretary Jttim U Sullivan. Mr.

•We have set ©onsisered lowering the aoraal tax on isidivlthia
eorp«ratioj». On th» oth^r hand* we are opposed to any laereaee la the
^«aal tax, ait* we thiaJr that a**y ia«rea»e the Coafreas eonelders should fee
litereases la aurtaxes, rather than ia noraal taxes, the reason why we are
a*t aeBtilaTiae a redueUoii i& the nonwl taxes, i s , as the Seeretary said,
we de not wish to attempt to do by iadireeti<m what we think we eamot opemly
accomplish directly. We think i t would fee pretty auch —• At this point
^eeretary Slergenthatt added 1 ««e don't want to olrounveat*»

*fhea lstV0wsJ| ^rgeat*iau was asked whe^ier what he said applied
to the eld Glass eehese (prepoaed fey Seaator Garter Glass when he was Secre-
tary of the lrwum*f in l<m) *f pU*in% taxable SBMM ef people who had
tax-exempt iaeo*e i a a hi^ier tax braoket. Secretary Morpmthau replied*

•I thiak we feave 0m arouad the thin* pretty miwh. X said I em
l t &WHI *•**•• x rwwHrtltw * eo&timet exists2 f ! ! ! *i% ** • • ^ ^ l t &WHI *•*•• x rwwHrtltw * eo&timet exists

fe«%wee& the Federal Qemrtmmt and the asm or weaeii who have feeught our
s##wit les , and we don't propose fey direction or Indirection to tax them
m this lnoowi as long as tfe«»« i&s^es are mitstandi^. t l u i ' l ths* eorer
the w»terfr#»tlf "
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1% ap,«ar» t&at these remarks say explicitly that the treasury *•••
aet propose direetly or ladireetiy te break «r oirmwrent th« contract with
the holder of Federal tex-exewpt •o«url t i« . this M W eiearly to iadieete
net ealy thafe the treasury doss not pro?»»e to l«wr ths namal tax rate but
that thsy do net ftf«pe*e way «fce&fje in th» law or in th« regnifttloxut that
would have the saae effeet at woold a lowering of the nomal tax rat*, fh*
****** nmnm at ftrtt to haw plae#d the ««*• l«t«rpr«tatioa •» %h« «tat««Mii*«
lift 19&)-6$i» ^ i « a tiad <NMilimtl fcy S6/Jt «1»«» tb# rtmNrt f irst «tart«d,
rao«wr«d by i ° /^ 2 cm th« two days foilwrlng th» pr«»» vmtmrmmm* A» &tm
rvmor* d«v«lap«<l# howcw, thlt r»«.ttry WM quickly lost# and «.t ywrfe«rdayf«
elo«a th# X^0-6^i WBf« «̂*ot«d at 100 3/^t» a d#«ll»« «iacMi <gamary 15 of

4t far a* th« l«v in «ese«ra#dt Cimgyaaa h*« tb» p w r to
aoraal tax to a n«^Liglbl» fî :ur« If not to ftllmtaato It altog*th«r.

has $G»«r al«o t# claaag® %« pr©Titi<»i« rogar^iiag a#^w«tlo»« i»
Salthor eha»@» woul̂  directly abro^at* tho Tr«a«ury«»

jpartially taacHKMRpt fr«a»*«ry bond*, mtil«di r«md» Bth»
ihall INI »m«»ft# both a« t® prisei^al aad Iat®r««t, fr©ie all taxation

now or horoaftwr inpo«#d by tfeo Ualtad Stata«v a&y &tat«# or any of the
^ot sassiest of the tJidtod itatos* or by any local taxing a^K&ority, #*o«pt
(a) sstato or itjhorttaaoe tax«st ©r gift tajt»s, and (b) graduated additioiaa
ifts«BMi taxas* oowtonly ksunm at surtax*** and oatoass-jparoiits a»d war-proftti
taxssf new or feorsaftsr li^osad \t$ ths i%itsd statss, usp«a tho iaoowi or
profits of in<iividualt# partnership*, &8*ot?iation», or ttmrporation*". As
far at isdlrtotloa aad oi reuavoiitiim aro «o»cornsd# thoro appoars to bo no
difforomos froai tho point of viow of tho invostor whothor tho normal tax i t
lovorod or th« ssno raiult i s asJiioYad by r«rfucln^ doduotions.

If i t i s arguod that tho proswat do^tsti<m prorision* aro unfair
sud should ftsvtr havo boon Juasortod i s tho lsarf tho arpaM»nt oould bo wads
that tho normal rato should » w havo boon raisod to 2U psr ooot# and ths
tax inersasst of rsewat yoars should al l hairs boon in ths form of a surtax.
If this had bssn doao ths rats sf istsrost on now istnas of partially tax*
sssapt FodoraX aoottritios mmM Imm bosa hiCh«r than was actually ths ©ass.
It i s tras that sons of thoso tsottritlss wsro issusd whac ths normal tax rats

***** than ths prssoitt a^ p*r osi* aad timt orl^Laal fHtrshas***
ottsi^at of a windfall as a result of subsequent inorsasss

naraal tax rats* It lit alto trus* hmwnr, that inrsstors sines t^tt t ins
havs h<m$& partially tsx-sssti]* tooiirlUst at prsaaiums that *ore prsdloatsd
m tbm maltttsiaaiiAo of th« tb p t #*®t rats, i t would a^poar to to a violation
not of tho strict Itfgal e«mtraet hut at tins Inpllod tstist of ih* oontraet to
rad^te ^ s aorml rato. Wvm ths poiat @f tisw of l«To«t«-«, how»wr, tho
daduetioe, provitloiiB ars as mieh a part of tho implied tsra* of th* ô mferaet
as is tho norm! rat#t sixtes tfes two sr« tl«d togsfthor in detraining tiai

t of tax ^hat itili hairs t© be paid.
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It appear* Uiat y*# ftiaonaaieti of ahangini; the d#4t*ati©»
toe* »tirre«S up a large aaouat af uacertainty, both aa to pre«ent And future
tax poliey, whore only a ftMail aaotuit of revenue in involved. The pretest
provision* «to i»t aeom to be ft loophole any a&oro than ie tb« «jd»t«n«o #f

Ux*ox«»p1; «o«urlU««9 »nd «s n»ntioocd abaw tti^f a^«»r to b« a«
« part of th« implied o&itrftcst MI 1« aftlstoiauMMi of the prmmmm uorwal

» Tht origlml roas&a for ia»«rtiiif, Ml ^rowision in th« l»w «m
tko Fwtorid and th« Stttt* *&4 Xooai i#ourity mrktti* Xhor* in

w tfeaa ther* vmt In l$$k* «h«a tho prmriaion «** «jj»et«<i, for
tho Foftorml i#«urlty

Xt 4o«« aot mj>|HMr tliAt failure to cnan^» tfaw deduotion prorision*
would ftffftftt tfe# po««tbili1:y of obtain lag th« taxation of State and Xooml
«oouritio«« th$ arg*wi«it for tine 1*1 tor i« that tho fmdmrmX Qmvmrmmmt has
no oontraotual obligation to hol«tor« of tlwoo somiritio** It is propo«ed to

tlMi t*3t-OiHWqsitio« of Stato ami loosl ««mirlti«« by * sow pronriticm of
law Krith a© roforonoo to t^o do<Hictlon proYiaion*. la faot thore aeoaa

to b« no roojma for 4r«aia( attoation to thla ^royisiim in oomiootio& with
tho propoood tax bill*

In vie* of tls» proaooat aajrk»t nitw&tton i t aoaita oartain that %h»
«iujuld cako a rtatoawnt olarifyin^ tho poaitioa, «o th*t ixtwmmtmrm

tho rolativa imluoa of partially t*x*oxoi^t aa *^aim»t taxablo
oaci prooood with tfcoir in'wwttwoat prQ^nm*. VaA*r tho iroaost

sittmtion imroatora aro unlikely to do any Jyn^ofiwat buying until thoy can
dooiio whioĵ  typa) of bo»a aatta thoir 01m Individual r»quir»a»st«, l n ^ If
t^a doeiaion i t unfavorabl* to Holders of partially tax««xo»pt ixmdt, »uoh an
annou»c«B»at would rwMOVo OJOO imMNrtant mwortaiitty a«d prob&bly would greatly
iaprow tfeo »ltu*tioR is iho mrkot. 1% riow of the «tat«aoatii at tho proas
ooafearenoe, hmtmvmr, i t would aoos that 1̂ o Trtmmuy i* already eowittod
agaiaat ohaaglmg tho deduotiou provialona a« woll aa ap&aat loworing tiio

l tax rate.
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la *%mw ©f th* current uncertainty «v*r th* possibility «f taalag
outit«fldli^ partially t«x»«w»jjt F*d«r*l ««et*riti«s* att*«tt©ii in eall«d to
A atat*a*©nt by th« S**r*t*nr ©f ti» trmmmry *% & pr«i« oonf*r»no« on
26, wiii» h« said i "I f««l thadt th«r« i t a oontmot which atttatfs bttitin
F#d#*»l ^vwmMuit mrtd th« holder &JT th«»« F«i«r*l Vwf«t«ttpt «eeurlti««t and
I doa9t lBt*nd to dlr««tly or l»41r»©tly htmk tfa*t o<mira«t or «ireuttr«it it,1*

tlw nmnml t*x on individualB or ©orporation*." Snfa««<ju*iitly
haa b««a giTm to

Jjwr nfhi^i now p^ridt th« d©4uctiort of expew incurred i s ©««m»«tion
th* production ttf tax-«3taapt int«r««t. ^athough this pocftlMlitj h*«
under »tudyt feh» /r«ft««i^ At n» tiaui r«*ohe<! * dsoiuion to r«t«w»m
•m«t»wst. Aftar o»r«ful cMmsid<rfttioa thu l*r«»»ury teas r#a«h»d thi conoluaioa
tfett «woii * cixaae* la the Xfi* ad^Jit b» o@B«trtt«d as SA attis^t to oirouwront
th« amlstisg «*ntr«.ot and has d«old«4 sot to miKM«A tbe>t th« change
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