CEAPTER I

JOREIGH FUNDS CONTROL AT PEAK OF OPERATIONS

Total war is fought in every part of the world on every front = financial,
economic and peychological, as well as military. In such a war the contributions
of economic and ﬁnanciﬁl warfare to ultimate victory are far bezfom! what 1s
gezerally known, In the long run no army can be more powerful than the economic
machine that supports it, Any operation which stops the enemy from producing war

materials or from paying for his operations hits him in a vulneradble spot. -

The Axis nations planned thelr economic and financial battle lines for World

_ War II long before actual hostilities begen, remembering that in Vqud War 1

" collapse came first on the economic front, Rigld controls on foreign exchange

| and trade were among the first lf;cpl of the Hitler government and the Japanese
idlitarlsts. German and Japarese inldustry was encouraged to penetrate throughout
Parope, the Americas md.the Yar Fast, They bought up rawv materials and production
. factlities, German cartels male financial and trade arrangements which restricted
. pro.duction of vital materials in other natione., Mnancial and commercial "fronts®
wers planted throughout the world and through them propaganda and espionage wete

financed on an extensive scalae,

The United States was aware of these mfes. By executive order of the
?reaid,ant?;:nmt to his suthority under SBection 5{b) of the Trading with the
" enexy Actsl'oreign Tunds Control began i{ts economic and financial war nearly two
years before Pearl Harbor and the commencement of World War II, Through the
Bechanism of Forelgn Funds Control the Nasis wers kept from using dllions of

assets {n this country; Axis fronts were uncovered; the J"ape.ueu were prevented
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from getting American eoil long before ver was declarsd., It was the one agency
n@nlible for seeing that the Axis reaped no benefits from the billions of
" dollars looted from its victime; that enemy dollers iero prevented from competing
'vith Allied dollars for the scquisitibn of var materials; that the Ax:isu Were
deprived of money necessary for esplonage, sebotage and propaganda; that rwarﬁu
4o cﬁliaborationiits and cloaks for their services to dictators were adequately
. out off; that as territory commenced to be liberated by our forces the controles
Were used as a firm basis from which cur armies moved forward, and for further
wenkening the enemy's position. %The Control could accomplish these obdjectives
since the United States is not only the largest depository of for;ign asssts in
the world, but is also the world's dominant financial market, As a result, a
large porticn of all major international financial transactions, particularly
those affectixig the Western Hemisphere, utiliged the financial facilities of the
-‘United States a.nd such transactions came under the scrutiny of i'oreign‘hnds

confrol.

The objoc‘tives of Foreign Funds Control shifted rapidly: at firlt_’ to i:rofoct
the acsets of countries over-run by Eitler; then to defend against the effects
of the epread of Hitlerism in the United States} and thefeattor. to supplement the
tides of the military war as they cMged. The contimued object of Foreign Punds
Control ¥as to hit the enemy where he was weak; to strangle his faultering ecomomy;
to destroy hie ability to get and use resourcee; and to prevent him from financing

bis activities at home, in neutral countries, and within our border.

The history of Joreign Funds Control, both in terms of the programs under—
takes and methods of sxecution, reveals a pattern of improvement and refinement

Jies
derived from experience and increased awareness of the potential pignificanee of
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Forsign Funds Control as this Government!s financial spearhead in its economic
attack on the Axis, The following chapters will attempt to descride this
svolutionary process, both in terms of programs adopted and the sdministrative

’- organigzation estadlished to effect these programs., 8ince the basic philosophy
of FJoreign Funde changed consistent with the changes in the war progress through-
out the world the history of Foreign Funds Control ean conveniently de treated
ﬁong the following lines: "Genesis of Foreign Funds Control = 1937-1939%;

¥Period of Protective HElocking, April 1940-June, 1941%; "Period of Defensive
Rlocking, J'un; 1941-December, 1941"; "Period of Aggressive Blocking, December, A
1941-dngust, 1945;" "Termination of Blocking Controls, Fovember, 1944-.April. 1948%,
imm—oéai&mw.f
‘Funds Control adspted 1tself both from the point of view of administrative technlques

Before detailing how FPoreign

a.ﬁd concrete programs of action thfoughout its yems of operation, irf.‘va‘.‘s con-
sidersd useful W to present at the outset a bird's eye view of the
functions and administration of Foreign Funds at the peak of its operat"ons in
the latter part of 1942 a.nd oa.rly part of 1943,

A HAJOR PROGRAMS

At the peak of its operations Foreign Funds Control was carrying on five
main financial warfare programs th.ronghout the world, These programs, based on
Executive Order 8389, as amended, and pursuant to Seotion 5(b) of the Trading with
the Enemy Act, as amended, voro as follows: -
1 Exevent enemv from using assets in U.S.
During the uncertain yeas prior to the war large sums were transferred

to this country for safekeeping., When the nations fell the Axis povers began a
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eystenatic campolgn of galning control of all of these assets held in the United
S;gtes. Foreign Fands Control took vigorous measures to insure that the innocant
owners Who put their trust in the atgength and integrity of this country were not
deprived of their property by the force and fraud practiced by the enexy. Under
sue authority of ths Trading with the EZnemy Act and Executive Order 8333, as
ameaded, all assets held here Ty nationals of invaded countries were placed
under "protective dblocidng", Under the Treasury's powers ettempis to transZer
any blocked funds without Treasury licenses were nade null and void. Operations
in the Unites States of business enterprises which were substantially owned by

nntlonals of tlocxed countries were rigidly controlled by Tressury licenses.

2. &m:muwmw ron loo%.
Germahy.waé degpevately ir need of forelgn exchange from the time

the Hitler machine began grinling out the toole of war in the '30'sy She needed
greaterAbalanceé gbrond in order to'buy from other nations the goods and services
t§ feei her militery ecoxomy,. ‘As the war progressed sheArequired even more eXxe—
change to buy from Switzerland, Spsin, Turkey andvother neutyrel areas the metals,
e goods and W laTor she regulired,

ﬁ,‘When Seruany overran the lietherlands, 3elgium, and Frznce, she selized
large quantities of negotiable securities, Americen currency, diamonis, and gold.
It eoon became apnareat that the German governneﬁt intn;ded to use these raadily
marzcteble assets to help pay the costs 0f the war, and that efforts would dYe
made over a period of time to liguldate and dispose of all Americen securities
and currency which had been seized, Many schemes were developed to turn the -

valusbles into forelgn exchange., The genersl pattern, however, was to make use of

. black market operators or "fences" in neutral countries who were willing to gamble
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that they could snesk the looted billions into respectable chennels until eventuslly
they could be redeemed at full valﬁe in the United States itself. Among the
functions assignéd to Foreoign Funds Control was the resﬁonsibility of rendering
ineffec£ua1 any such attempt of the Axis to realize on its loot.v

Under one program initiated to meet this probtlem, all aécurities and
curreacy imported into this country wers required to be delivered to a Feder:
Regerve Bank for examinestion, The securities and currency were not rgleased wn-
less the Control was esatisfied that<the titlevtheréto was free fronm Axis taint,
Thus, in effect, all dealers in questinnable gsecurities and currency were.told~
that they purchased them at their peril, 3y thlis means the value.of looted
gecurities and curreacy in neulrel merkete wasksuista:tially decreasei. thereby
sheroly relucing thelr worth to the A;is.‘

Through the carrency control program over three million dollars of
taiataivc<“rency which the holders were trring to gun“past the tlockede were
seizel end imgounded;:kﬂunirede of miliions mor;.;;;‘undoubtedly in the possession
of the &xis, much ofﬂié?held idle because of the tightness of the freezing controls,

' ﬂ:j- Becéggg‘Of the many devious systems concocted by the enemy to convert
stolen assets, the contrel progrem developel many varled techalques besides theat
of licensing. For example, severzl of the large banking houses in a2 particulsar
South American cauntry were doing an exteﬁsive business in black nerket dollars.
Three of the large dealers were "gpecially blocked" by Foreien Funds Control.

This blocking tied up the United States‘holdingstof the companies and stopped them
frow doing business in black mrket dollars. When forced to decide between doing
business with the Nazis or with the United States they @ckiy agreed to submit

all major transactions to the American Mission for prior approval. Black market

activity in thot country dropped to a frzction of its former volume."7

—
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R Another tecﬁnique was the strengthening of currency conirols through-
sut the Westera Hem!sphere through cooperation with the respective gévernments.
In non=-dollar-using aress all currency transfers to this country were channelized
throuzh the Centrzl Banks of the countries involved. In dollar~uging aress the
Control encouraged locel governments to establish strict importetion controls to

suppleneat our own, so as to afford the Axis no opportunity to realize on their

1

hoard of looted dollar currenéy.{Q
After the invasion of Holland and Belgium, the German High Command

seized veluable stores of diamonds and other gens held by the industry there.:
Systexns simller to those used for currency and securities were worked out to
_convert this loot into forelgn exchangg for the Rei:zhwehr., Foreign Funds Control
‘exercised constent eare to frustrate attenpts to dispose of the zems to persons
within>the Jurisdiction of the United States. The effectiveaess of the meesures
underiziken is exemplified by the coaviction of the Germen agent; Von Clemm.

Von Clemm; a relative of Von Ribbéntrop, was acting as the "eence®™ in this country
to dispose of the stolen gems throuzh his apparently respectable Ploneer Import
Compzny. He was prosecuted and convicted under the Trading with the Enemy Act,
His coaviction waslsubsequently affirmed by the Upited Stétee Circult Court of
Appeals (2nd Circuit),

The restfictions imposed by_Fbreign Funds Control drasticaily impeded
theAenemy in his efforts to secure much neededvfdréign exchange. The success of
the Control was evidenced by the fact that in Spain, Switzerland, and Portugal the
Axis countries accumulated_hugthdverse balances and thet they had increasing
difficulties in purcassinz supplies from these countries, Reliable aéurcee
indicoted that the Axlis was unabtle to compete with United States representatives
in Portugel bldding for such a vital waf material as wolfram, and that Germany was
forced to sell elrplanes and merchant ships to Spain in ofder to provide funds

with which to buy other essential meterials for the Axis war machine, Likewige
. - ’
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the Germans were known during thie period to be seeking frantically for pesetas
to pay the "Spanish Biue Division™ and Spanish laborers worldng ir Gernang.
3. S with 7.

‘:TRespvnsibility for administering thé licensing controls under Sectlon
3(a) of the Trading with the enemy Act was assigned to Foraigﬁ Punds Control,
Fursuant to this provision, regulatioﬁs restricting trede and communicotions with
enemy gationals were issued providing that uniesa a Treasury license was obtained
no financiai or commercial transaction could he’effected by any peréons within
the juriadicti&n of the United States 1f it involved directly or indirectly an
enery national.t:l

Foreign Fands Control adhere§ tc & genersl pollicy of severling and
eliminsting all financial and commercial intercourse direct and indirect between
the Unlted States and the Axie and Axle-~dominsted countries.

::rAt the peak of ite operations it examined and regulsted all communications
of & Iinanclel, busliness or commerclal charscter and all trade transactions be-
tween perscns subject, to the jurisdiction of the United Sietes and persons in
eneny countries or persons in Burope or latin America incluced on "The Proclaimed
Liet of Certain Blocked Nationals." Its staff studied and analyzed thousands of
censorstip despatches each mshth; reports frop coﬁnercial atteches were‘reviewed.
Through the examination of communications betweeh_tha United States arnd Buropean
neutrals instnnces were uncoverqd vhere persons and firms 1n‘this country attempted
to effect‘financial transnctions in Axie occupled countries through willing inter-
medlaries in neutral countrig§;1 One American company, for example, was found to
have been directing a Swiss "front® to see to it thet certain patent royalties

were pald on its behalf in Germany,
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. In addition, standarde of conduct were prescribed for Amerlcan con~

trolled concerns in Latin America and the neutral countries prohiditing them
frow having any financial, business, trade or other commercial dealings with
persons or firms in enemy territory or with persons or firms on the Black List
éxcept pursuant to specific Treasﬁry suthorization, It was found that certain
branches and subsidiaries of American firms dolng business_in neutral countries
were exportingz ani importing goods to and from Germany. In one caée one fim
actuslly manufactured and delivered acrose the border radiq-telephone transmitters
for trucks of the German army. Such supplying of vital equipment to the enemy
was stopzed, \7
A

All communicatione with the enemy, of course, could not be denled,
Certain communications with persons under enemy influence had to be licensed
because the relzase of such communications wéuld have rendered grezter benefit
to the United Stntes Government than would have been rendered to tﬁe enemv. JFor
exarple, 1t was found desirable in some cases to grant licengeévfor tradé or
-commanication with persons on the Proclaimed Ldei 80 tha} American suppliers could
e pald for goods purchased prior to thelr black listing. Agein in certain Portuguese
territory a numtef of producers of 8 criticsl war mate:ial, aiéal, were designrted
as Froclrimed List enery nationzls, Hove§er. because of the grezt need for slsal,
large'remitt&ncea~to these pioducers were permitted, With the cooperation of the
agencles of the Government engrged in the purchase program, arrangements were
mace to insure that the funds thus made ava’'lable vonid be utilized for the pro-
duction of more sisal for our uses. |

The cortrol of the trading with the enemy wac complicated by the fact that
résidents of the ﬁnitod States vere permitted under certaln conditions to effect

limited remittances for livirg expenses in the neutral countries of Hurope. Olose
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gurveillance of suck cases was maintained to insure thet the remittances were
no* fipding their way inte enemy herds nbdroad.

The "ransom rrcket® was one of the favorite techniguee the Nazis used
in extortior of money. Naz!l representetives would'ferret out refugees with
heléinge ir the United Stetes whe had relatives regaining in Germgny; The victime
werc notified that thelr reletives would de tortured unlees certaiﬁ BumMe were
paid. - Strict control over remittances from tkis country abroad cut off this bleck
rmeil, _ .

—y Direct weapens of foveien exchenge.

The Unitéd_Sta:es is the.outstaﬁding market for internetionel finencial
operaticne ir the worléd tcdar. Because of its irmerse resources, its large volume
of fcreign trnde, and ite effieie#t machinéry for finarcing international dealings,
the United States was the chrnnel through which & large portion of transactions
beiweer nations floved, Througk 1te banldrg facilities perments were effected
for foodstuf’s and rav mmterials moving from Soutl Americe to the Zurcpeer neutrals
ené for the goode and gervices moved in returr,

'The dominant position of the Unlted States in international finance vas
enhzneed By the strength 6f the dcllar as 2 medium of foréign exchange, Dollar
balences are cne of the few media generally acceptetle in transactions betwee:n
‘nations. Becguse the United States was the outstanding channel for financial
exchange between nations, it was in s strategic position to apply controle ever
transncticrs Yetvecn nations a8ll over the world., JForeign Funds Control exercised
thése controls for the United States Govermment throughout the world. Executive
Order 8385, as amended, prohibited, except pursuant to Treasury license, "all
transactions in foreign exchange..." Under this power to iicenae. Foreign Munds

Contrcl was in & position to exert tremendous influence, first, to insure that no
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trareactions beneficial to the Axis could be consummated and, second, to promoté
transncﬁions of benefit to‘the Allleld cause.

In mony inetances, licenses seeking to finsnce trade and commercial
transections involving neutral countries were deﬁied wihen careful study showed
that, while appeaﬁing on thé surfacf to be trade trﬁnsactions to benefit this

country, the ulitimste results were advantageous to the enemy. For example, the

neutral countries of Europe and their nationals repeatedly attempted to use blocked

doller aseets in the United States to purchase large stocks of food and stretegic

rew peterinle from tte Letin American market for storage untll after the war vhen.

they would be availeble for trade. In view of the fact that such purchase programs

corpeted with our wartire purchase programs in Latin American countries, Foreign
Tunds Control discoursged these stockplling operafions.

A corgicersble volume of trade in foodetuffs, ra¥ meterials and manu-
factureé goods flowed between Latin America and Europe. Even though the go;ds
flowed Zdirectly, the payments in the iarge majority of instances, were effected
threugt New York beceuse no other means were aVailabie. Thie permitted Forelgn
Funde Control to scrutinize tﬁe clrcumstances esurrounding thousende of shipmernts
thrt otherwise would be outside the purview of the United States. Payments which
invelved Quspicioua firrs were stopped and the spparently clean checke which carry
Proclaimed List endorsements were held up until the underlying transaction vee
investigrted, |

In addition, the Control's review of the fin#ncing of Latin American-
Buropean trnde provided a fund of information vital to the agencies of this and
other governments engaged in blockade and commodity purchase programs. Yoreign
Funde Control's "Trade and Pcomomic Information® reports comstituted the only

corprehensive source of information available on that trade from which Government

= 10 -
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sgencies such as the "Forelgn Tconomic Administration” (refers to all pre-
decessor arganizationa) and the Stéte Depertmert coulc constr;ct the totel
~pleture of international movements of vitel materiale in orﬁer to set export
quofas. determine preclusive purchase progreme, or to. check on the activities of
gpuspicicus individuale or companies, Through these reports, for exarmple, the
Stete Department was alle to prevent a duplicate shipment of machinery and re-
placement parts for the Madrid Subway, only one of which was authorized by export
_ license, In anﬁther instance, these reports indicsted that a letter of credit
was opened to finance $100,000 of canned tuna fish and salmon to Switzerland,
Since these cormodities were virtually unobtaineble in this country, the export
wee prohibited by the Foreig# Ecopoﬁic Administretion, although the letter of
credit could heve beer opened under tre Swiss general license.
Through the use of ¢ ertain licensing techniques, normal finencial trans-
| actiena between the Tnited Statee'and Baropean neutrels Veré required to be
offecteé {n a manner which would produce the Swies francs, the pesetas, and the
escudoe -required by thie Government.
The positive use of financlal controle was likewige apparert in Forelgn
Funde Cﬁntfol'n "China Frogran®. Under that prograﬁ all assets and transections
in the United States involving China were regulated ai the request of the Chinese
Government and in cooperstion with the Stahililation Board of China. Because the
Pulk of China's trade an! financial transsctions vere effected in dollars and
sterling, this joint regulation in combination with a liaiiar control Yy the
British helped China apply an affoctiva‘control over foreign exchangs and trade
operations, The tripartits arrangement permitted China to exercise contrel not

only in her free areas, but also in her territories occupied by the Japanese,

-1l -
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a foreign nationnl had an interest, direct or indirect. JForeign nationals who had

<& P n y bl LI iop.

In June, 1941, the world situation which resulted in the extension of

.
RPN DR PRI 7

freezing control to the entire cortinent of Purope also made it irperative that

thie Government obtain comprehensive information on all forelgn—ownel property in
the United States, including that held by non-blocked countries and thelr nationals,
Foreign Funde Control mede provision for reports on Form TFR=300 by all persone in

the United States baving custod&, poseession, or control of any property in which !

errived in tkis country since June, 1340, were also required to report their own

properiy. i

About 565,000 reports were submitted. The study of these reports, which | I
(w

is nearly completed, shows that total assete iz the United Statee belonging to : \
pereors in forelgn countriec amount to about $12, 700,000,000, of which over gbﬁfy
$6,000, 0ﬂo.ooo is held by blocked countries and their nationala.

\ As the war progreessed, it becanme apparent that the Treasury and other i

agencies of thie government needed more information on American property interests

abroad not only to deal with blocked countries and to meet problems of reoccupation

tut also to enable this government to perform 1ts duties in formuleting the pesce
an&‘taking its place in tre post-war vorlﬁ. In June, 1943, persons subject to the
Juriediction of the United States having foreign assets valued at $10,000 or more
wefe required to file reports on Form TFB~-500. JNorelgn-issued securities held
1n'thia country, as well as property physically located abdbroad, vere covered by
the requiraments?j} 4
Some 235,000 reports vere submitted, of which 171,000 came from inﬂividua;l‘;wx
Preliminery tabulations, which may be subject to considerable change in the final ”-;f.

analyeie, indicste total holdings abroad of approximately $13,000,000,000.
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6., L ted A P Il
‘ The liveraticn of territory which had previously been under eneny

dom'netion irposed hcavy additional responsibilities upon the Treasufy and, in
turz, upon the staff of Foreign Funds Control. By order of the President, tpe
Tressury wae initially responeidle for applying comprehensive financial. eco#omic
and property controls in ezch re-won area. The scope of its operations in this
field were in direct relaticn to the success of the militar& advance,

The North African experience illnstratgs on a small scale the type
of probdlems which tﬁe field etaff of Forelgn Funds Control was required to meet
and the work which the Washington office of Forelgr funde Control wes called upon
to dc in prepering programs for territories liberated or then near liberation.

One of the first recuiremente in the liderated arezs was the establish~
ment of adequate and roliable fipnarcial facilities fér internal and externsl
operations, Reliadle financial channels were essential to (1) the succeseful
finarcing of our mllitery forces in the area, (2) the 1mp§rtation of materials
needel in the ares and the exportaticn of materiels ueéful to the United Nations.
and (3) the adequate operation of the internal economy; The possibility of ueing
oxieting firerclal institutions to provide these fecllitles was complicated by the
danger of remalining enemy influence. Accordingly, the staflf, both in Wéahington

and in the field, exercised every precaution before any North African financial,

institution was permitted to deal with the United States or before ite representatives

in tkis country were accepted for carrylng on transactions here.

For example, after cersful investigntion a proposed agent in the United
Stetes was prevented from acting or behal? of the Bank of Morocco because he was
found bty Foreign Junds Control investigators to have (1) acted as an.agent in the

United States for two banks on the Proclained List; (2) participated in a scheme
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whereby funds in the South American branch of an Itallian bank were trﬁnaferred
fron New York to an Argentine bank and thence‘into the control of tre Italian
1§terests; (23) withdrawn his pers§n51~funds from a New York benk in violetion of
reguletions Just after France wee frozen; (4) asséciatedtvith and held a financial
interest in a firm cortrolled by a person on the Proclaimed List; and (5) éisite&
Porig in 1941 with the permission of the Gérman avthorities and prémoted the
in{efest of muitions plents in occupied France,
| There was a further requirement for effective investigative york and

adequate sanctioﬁ; to dry up poesible sources of Axis financing still in the
~ libverated area, In thia respect the situation in each area was roughly the same

ag that coﬁfronting Foreign Fands Control in the United 8tates, Axis or collabora- -
tioniet ownership wernt undergroﬁnﬁ. Unlegs the trus control was Aiscovered and
-neutmlizeld, monéy and property were awailablg fo} sabotage, esplionege, and the

purctase of strategic materials in the heart of our military installations. Investi-
gations of such persons or firms were éonducted both in the United States and in ;
the arec. Information availadle from both mources often rounded out a complete
atofy of enemy affilistion., By coordia~iiaz forelign and domestic investigations the
Coatrol was able to tarow a gpotlight on the operatiqna of two large French banks
which coatrol vast incustries in Jorth Africa and exclude them 1z the strateglc
period from any operations in areas subject tc our control,

The investigation of one of these baaks disclosed fully the role it had

Played in arranging Franco-Uerman financial colladoration, Practicglk& all of its s
| partnersAand assoclates figured prominently in the Vichy Government, One associate “J
Played a leading part in the negotiatibns of July 1540, facilitating the surrender |

of French Indo-China to the Japanese, 4 second assoclate Qal (1y‘nanager of a

- 14 -
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Franco=German iren ana gteel cartel which adminigtered the program for Sanding

over the control of'all large French enterérises to the German interests; (2)
was responsidle for the organization of the F&ench chemical industry into a unit !
'of‘which the German lI. G. Farben owns 51 percent of the stock; and (2) es Minister

of the lInterior toured French North Afries to exploit the production facilities

(e S e —

for the Germans, Another sésociate'vaslfound to be the moving force behind Vichy's
fiaanciaikdecreea which organized France's bankiné institﬁtiops within the I?ancb—
Germar economic program, Still agother bad collaborated closely with tbe Germans in
Vdéveloping financial arrangements to cover the occupation comts aﬁd other demands
by the Germans.

A further necessity for the United States in the newly libersted area

Qas'elimination of commaication and trading with the enemy from the newly-won

v i g

area. ZIrom the view point of allisd militery operations, this measure was of
particular importance as long as the enemy held any terrifory. Every precaution

was required to be teken ir cooperation with all agencies in the areé_to destroy

= T —————— = %

possible vehicles for transﬁiasion of information to the enemy. Farthermore, &as ;
more and more territories were liberated and-the enany was corresponiingly weakened,
hig efforts to uee his Vaniﬁg resources increased, The agents and collaborationisfn {
who were left'behind doubled their efforts to.senﬂ finagcial and economic aid to
fhe.enamy. o ‘

To sharpsn controls over trad; and communication, Trezsury representatives )

were able to secure the issuance of the "Trading with the Enemy Ordinance" by the

UYWAY

French African officiels. Yet, in spite of regulations; certain colleborationist

mansgers of a bank in Morocco wers actually able to spirit $700,000 in gold from )

North Africa after the completion of our invasion., Acting upon the basis of i1-

legal comminications from Paris the collaborationists flew the gold to & neutral
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country to be used to finance‘Nazi purchases. These machinations were investi-
gated by Forelgn Funds antrol representatives who made a detalled report of the

facts surrounding the flight., Forelgn Punds Control thereafter ordered the

pegresetion of and specla'ly blocked an equivalent $700,000 held in the United
States by the Moroccan bank for such disposition as this Govérnment may deen
~desirable. The violators of the Ordinance Were arrested.

* To meet these various reéuirements in libderated areas, Forelgn Funds
Contrsl essembled all avallable economic and financial information which would be

of use to the 11£eratihg forces. In particular. they concentrated on the collation
of doto on the significant4operations and relationship of official ard private banks,
the other finaneial institutions, and the in&uétrialvcombines in aacﬁ territory

to be entered, They msde evailable members of thelr etaff to adviee with respect

to the institution of the necessary financial controls in liverated areas anﬂ to

develop new conirals in the light of local conditions.

B, ADMIIISTRATIVE ORGAIZATION

The effective applicetion of freezing contrelimeasuree wags not accomplished
'merely by the ennctment of suitable legialaiion and the establishment of AppTo~
‘priate regulations. It required an active and fiezible administrative ofganlzation
whitﬁ was able effectively to enforce the objectives of the Control, It reqﬁitpd a
‘competent and imaginative staff capable of rapid édsustment to constantly changing
 problems who were thoroughly familiar with the alms of the Control and with the
| techniques which might be used, ‘ | ,

. The Treasury Departmeat created such an orgenization in r5reign Ihpda Control,
By the time the operations of Foreign Funds Control had reached their peak, Foreign
Funds Control was divorced from the Office of the Seoretery and accorded separate |
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administretive status comparable to other bureaus of sinilar size and importancs.
It wos eupervised by e Director who was eleo Assistant to the Secretary, aubject
to general directicn of the General Counsel, It utilized the services of othe}‘
Departnents of, the mréasury Department to perfect its operations, A staf?f of
lawyers within the éeneral Counsel's 0f¢ice were assigned to devote entire time
to freezing control legal problems. Higblv tralned eccnonmists from the Diviaion
of lonetcry Lesearch were employed in the analysls and solution of the many and
canplex problems 0f economic and financial policy confronting the Coutrol. Gustoms
officlals policed our reguﬁationa with respect to the control of securities and
currencr. The Office of the Coordinstor assisted the Feld Invest*gative Staff
of foreign Funds Gontrnl in its iaves*iga*ions and enforcement problems. Close
icooner:tiﬁr was mainta¢and with the Bureau of Internal Hevemue.

At the peak of its operations Foreign Funds Control, whose staff both within
a;d-Ougside of nashington mmbered approximately 2000 people, was organized into
four-pajor divisions which we-e, in turn, 8ub-divid§d into clenrly definsd 0perating
tnite, The licensging Division, which dg;elgped and implemented~the licenéing
poliqies to corry 6ut the'm&Jor programs o: Forelgn Funds.Controi. vas made up of
three sepnrate gectioﬁa: Busihess and Securities; Iiverated Areaé: and Trade,

The Enforcemeat Division, which initinted and develéped programs to increase the
affectiven;ss of the‘freazing control anﬁ to direct 1ts enforcement, was mads uwp

of four individual uegtionu: Censorship Relations; Compliance; Foreign Enforcaﬁunt
ant Program Planning, In aidition, the Enforcement Division had field staffs of
investigators in New York, Chicago, San Francilcc.anﬂ Los Angeles. The StatiiticiAu
and Reporting Divicion,Avhich developed, directed aﬁd carried out ﬁha statistics and
raport}ng progran in lbreign Tunds Control based on the census of foreign owned
x4propgrty in fhe United Btates and the census of Amerienn owned property abrosd, was
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organized into three sections: Pfoperty Accounts; Statistical Operations: andA
Machine Operations, The Administrative Services Di§ision, which provided Foreign
Funde Control with edministrative manapement servicee and advised generally on
%he protlems of organizationél and operaiioﬁ relationships, was organized into
‘.th;ee gpections: Personnel; Budget and Planning; and O0ffice Services. In eddition,
there was ar Office of the Special Assistant to the Director which was cherged
primarilr with represénting the director in diascussions and negotiations with
forelgs goveranente and diplomats concerning the policles of the freezing control
ag ;elateé to their interests. Directly responsidle to the Director were three
fielé orgenlzatione: the Hawailan office which carried out Foreign Funds Control
operétions in the Territory of Hawall and advised the Civil Governor and the
nilitary autﬁorities on the policies and procedures of the freezing control; the
Libé?ated areas Staff which concigted of Treasury representatives locrted in areas’
Vliberated frox enemy domination who were charged with the_respsnsibility of
gene:aily assisting the forelgn governmente i# the\de%elopment and appliéatioﬁ of
fieanl flanncisl and bantding, proparty contrel measuves within such areas and
to intezr=te such messures with those in effect 1o the United States., The Puerto
Bico Office carried out Foreign Funde Control operations in Puerto Rico and advised
th¥ Ihsulfr Governaent,as to the policies and procedures of the freezing control.
Since the direct application of the freeging control wés effected principally
th=ough the banking system, the Treasury selected the 12 Federal Baserve'Banka

to act as its field offices in adminigtering the control. Each of these Pederal

]

]
€

}

HEeserve Banks maintained élo.o contact with the bdanzs and other financial 1n3£1tutions i

in ite district and thus provided effeciive ragiOnai administration of the policies
establiched by the Control., The individual banks in turn, were kept aivised through
Federal Peserve Benks of the rules and regulations concerning transactions affected

by the freezing control,
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The banks regulated their own transaétipﬁs and those of their customers in

accordance with the policies 0 the Treasury Department. 'In fact, the major part

of the enforcement was done by the banks themselves. A bank which participated
in a traasaction in violation of the freezing order or regulations was not only ;
subject to severe penalties btut waes also likely to f£ind the contracts entered 1nto' E
in violation of such reéulationa vere unenforceable. Thug. the banks had an g
interest'§n enforcing the Urder both because of their desire to cooperate in the
wer effort and because of the fact that they might be held criminally or civilly .
regponslible for an& transactions in violation of the freezing regulatione in which
they micht heve been involved. In recognition of the fact that a heavy responsibility
wag pleced on the banks for tiansactiona which, in many cases, they themselves did
not initizte and with res?ect to which they may not have Been in po#sesston of
8ll the fects, Foreign Funds Control generally took a lenient view of unintentionsl
" or purely technical violations.

The administrative advantage of.cpefating thfough the 12 Federal Reserve
Bankzs and the 15,000 commercial banks in the United States cannot be over emphasized.
Effective liaison betwesen the bants and Foreign Punds Control was secured and main-
tained through the operstions of an advisory committee of bankexs, known as the
"loree Committee". This committee not oaly served as a mediun for advising Foreign
Furds Control how to mset technicnl banking problems which might be involved in
Ioreign Junds Control rngulation:. but also assisted in o&ucating the principal
banks enguged in foreigp business, thus providing for effective administration of
the regulstions,

Becguse the activities of Joreign Munds Control affected sc many aspects of

[ N

our domestic and international relations, the Control cooperated closely with many

o
.
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other Government agencles. 4 close liaison was meinteired with the Department

of State, Office of Censorship, Foreign Zecononmic Adﬁiniatration. Maritime Commission,

Yavy ené War lepartrents, the Federal Bureau of Investiga;ion, the Bureau of
Immigretion and Feturellzatlion, the poordinator of Inter—American Affairs, the
Office cf Stretegic Sérvices, ﬁnd the Office of the Allexn Property Custodian,
Hejer policy decisione were freauentlv considered bty interdepartmental groups.

The ae-v*ces of Foreign Funde Control were used to implement many of the operations
of thece departments. For example, Foreign Funds Control investigated for the

Var Depertrert the branches of neutral insvurance companies which opér#ted in the
Tnited States under Forelgn Fuade Control 1icanaés and wes thus able to assist the
Yar Depaftment in developing an appropriete security program consistent with our
milita?y otjectives to be followed by foreign owned insurance companies, By the
a&me token, Foreign Funde Control was ensbled from time to time to incfeaaa ite
effectivezess through securing essistance from these agenclies, For example, the
Cffice of denaorship furcished to Foreign Funds Control appropriete dispatches
wiich revealed financial schemes inimiczl to the 1ﬁtereata of the United States
and which were in violation of Foreign Funds Control regulations. These schemes
could as & result either be "nipped in the tud®, or aroropriate punitivé action was
taxen. Frequently, Foreign Funds Control worked jointly with one or more of these
departments to uecu%e a primary objective., Foreign Funds Control, together with
the Yoreign Economic Adniniitrstion. vas adle to stop a Swedish company from
eending ball-bearing parts to Germany, thus cutting down Germany'n'prima:y'laurée
of iupply for this strategic material, To succeed in accomplimhing this objective
Foreign Funds Control cut off practically all financial relationships between the

United States subsidiary of the Swedish firm and its Swelish parent.
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Actuslly, tre administretion of Foreign Funds Control throughout its

history cennot be considered a costly operntion of this Government. Funds

ir the amounte listed below were granted by Congress

oferations fron 1940 through 1548:

1940 - § 700,000
1941 - 618,000
1942 -  6,257,07F
1943 - 5,146,200

1948 - $275,000

1944
1945

1946

1547

for‘Ebreign Funds Centrol

$3,825,000
4,000,000
2,000,000

1,000,000
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EAPTER I1

Genepls of rbréign Funds Control - 1937-1939
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