February 16, 1942.

STRICTLY PERSONAL
AND FIDENTIA

¥r. Harry D. White,

Specisl 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
progran for Government financing. This is the
program which has already been submitted to
Secretary Morgenthauw, but which has not yet
been discussed with the Treasury. We are hoping

ta have some discussions shortly.

Sincerely yours,

¥. S. Eecles,
Chairman.
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February 19, 1942,
W O % I08 OF PARTIALLY TAX-EXEMPT FEDERAL SECURITIES

STRICTLY CONFIDXNTEAL

scoording Yo the February 1 edition of Goldsmith's letter, which
is widely read in financial ecireles, the following statements on taxation of
partially tax-exempt Federal securities were made at the Seeretary’s press
sonferense on Jumwmry 26:

"Since Seoretary Mergenthau gave the war as & reason for a change
of poliey on outstanding State and Munieipal securities, he was naturally
asked by reporters why the war éid net also mecessitate & change in the tax
policy on outstanding partially tex-exempt Tremsury bonds. He replied:

‘Hecnuse where Yederal issuss are concerned, there is a contract
between the Federsl Uovermment and the holder of these fssues, and there is
no comtract between the ederal Goveormment and & holder of a Utate or
unieipal.” And later Seoretary Morgentheu added: 'I feel that there is
a sontract which stands between the Fedoral Govermment and the holder of
these ‘ederal tax-exempt scourities, and I den't intend to direetly or
indirestly break that comtraet or oircusvent it. Is that flat encught'

mwm&mumwmuwmy
reaching some of the partially tax~exempt Treasury bonds by lowering the
normal tax, Seeretary lMorgemthaw indieoated that he was expoeting that ques~
m:-mahmmummmn.mnm ir. Sulliven
:

‘e have not occneidered lowering the normal tax on individuals er
sorparsations. mumm.nmmuwwusn
normal tax, and wo think that amy inerease the Congress considers should be
ineresnses ia surtaxes, rather than in normal texes. The reason why we are
mmm.msnmmxm.u.ummmm.
namﬂuwuuwmmtuuutnmm
sccomplish direetly. We think it would be pretty much --' At this
Seeretery lMorgenthau added; 'We don't want to cireumvent.'

point

'mwwmmmuowmtuuuwmu

to the old Glass scheme ( by Semator Carter Glass whem he was
tary of the Treasury in 1919 of plaeing taxable inmcome of people who
taxeexenpt inoome in o higher tax bracket. Secretary liorgenthau replied;

‘I think we hawe gone arcund the thi protty much, I said I
oppesed -~ let me go ovor it once mere. Xm&utmm e
mmmmmmmummmmm
ri&n.mwh%mwdm«MMhth
mﬁh M'?'Muﬂmclmmum. Doesn't that cover
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It appears that the discussion of ohanging the dedusticn provisions
bas stirred up & large amount of uncertainty, both as %o present and future
tax poliey, where only & small smount of revenws is imvelved. The present

sions do not seem to be & loophele any more then is the stenee of
Federsl tax-sxempt seeurities, and as nentioned above they appear to be as
much & part of the implied sontract as is mainteuance of the present mormal
rate. The eriginmal reasca for inserting the provision in the law was %o help
both the Federal and the State and looal security markets. There is more
voason now than there was in 193k, when the provision was enscted, for helping
the Federal security market.

g

in view of the present market situation it seems certain that the
Treasury should make a statement olarifying ths position, so that investors
cun appraise the relative walues of partislly tax-exenpt ss against taxable
securities and can prooeed with thelr investment programs. Under the present
situation investors are unlikely %o de any buying until they can
decide whiech type of bond meets their om vidual requirements. Nven if
the decision is unfavorable to holders of partially tax-exempt bouds, such an
anpouncement would remove one impertent unsertainty and probably weuld greatly
improve the situstion in the market. In view of the statoments st the press
conference, however, it would seem that the Treasury is already comsitted
sgainst changing the dedustion provisions as well as ageinst lowering the
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In view of the ecurrent uncertainty over the possibility of taxing

the production of tax-exempt interest. Although this poseibility has been
mm,.mmnutmrm;maumzu
consideration the Ireasury has reached the comclusion
law might be oomstrued ss an attempt to circumvent
d has declded not to recomnend thet the change be made,.
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