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'PERIOD OF PROTZCTIVE BLOCKING, APRIL, 1940-JUNE, 1841 .
Ihe period from 1933 to 1940 uarked. the exodue of vealth to the United
e Stntea i’ron :roreign countries. particularly thoee vithin the Eu:repean Cont nent.'
ﬁimltaneoualy with the rise of Hitler, there \ras apna.rent S grndunl ahifting of

"cred.it and investments to thil country.' Securitiee a.nd deposita came in 1nrge

. 'qua.ntitiea. Hrst, luch ve&lth ca:ne from the ’people vithin Germany' then from

R the people in the countries neighboring Gemany vho vere in the path of Geman

3' a.ggr}es':‘ion* nnd then"from th 'go"emmente /a.nd ntr&l ‘oa.nks of these very cw.ntries.

' ';.5f Inl Septen’ber. 1939:5var“’nroke out 3.n ,Bnrop

v.

The Eumpea.n aitnntion vas

I'AReporte vere in poesessinn'of this government that the Germane. ai'ter their

N

" entrance 1nto Czec‘loslova.r:ia. forced the residents of Czechoslova.lda to tur.. over

s bo them mnde thev owf' d.in the Un.ited Statea. .'l'hie fact coupled with this

\ 'govermnent'u recognition that 1n the past ten yeara it han becane the ani‘ehaven '

K :fnr Kuropean vealth caueed. this government to reexanine the toole it could uge .

I

: . to gunrrl these nonies and cred.its. Tne decumenta pertaining to the so-—called

‘" ‘freezing control, : d. \chich Vere relegated to the Treaeury sa.fes 1n Seytem‘ber.

-,1938. were a.ga.in 'bmm

On April 8. 1940 Gvemnny 1nva,ded. Denmark wa.nd Norvay. = On April 10, 1940, |
§ the President 1aaued Executive Order Fo. 8389 as amended eomonly referred to. A
 as the 'freezing order".. Thie action vae taken under Section 5(1:) of. the Trading
'vith the enemy Act. ae amended. and. vas prcnptly ratiﬁed by CQngresa. It \raa

directed tofa.rd.e the pmtection of property vithin the United States of friendly
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aliens and thus confirmed "an international belief and an international faith

in the integrity of the United States Government that it will protect, safeguard

and serve the property even of aliens thet is legally and lawfully in the United

| States.® 1In brief, it had the effect of freezing in the United States some

~ $92,000,000 of Danish assets and $175,000,000 of Norweglan assets, Transactionse
relating to this proper%.y vere prohidblited unless permitted under license by the
Secretary of the Tressury. As a result, Danish and Norveglan property in the

" United States was not permitted to become pert of the frult of Germany's conquest,
German aggre‘asi..on conéhixmed; Parallel with the progress of German aggression the
United States t&ok defensive measures to protect foreign mssets in the United States
belonging to the countries who were the victime of this aggression,

Thue, on May 10, ;1‘940, the freezing control wae extended to about $1,612,000,000
of,xeﬁherlanas assets, $76,000,000 of Belg.ia.nv assets, and $48,000,000 of Luxembourg
esgets, On June 17, ﬁhe ésseta of ‘Fra.nce. in th; United States were 'blo’cl-:ed; on
July 10. _the assets of Latvia, Esthonla, and Lithuania were covered; on October 9,

- Bumania; March 4, 19411, Bulgaria; March 13, Hungary; March 24’, Yugoslavia; and
-April 28, 1941, Greece. |

The freezing cont:rol was ihis country's answer to the German chailenge for

% ‘control of these dollar assets, Through its medium thé ﬁnited States served notice
to the world that it had a definite and direct interest in the use to which theee
aasets were put and that the United Statel reserved the right to prevent any
attempted use of such assets in 2 manner harmful to our defense efforts and our
economy; that persons 1w"ho Placed thelr assets in this country out of confidence

in our free institutions and our integrity will not heve that confidence violated

'. by our permitiing such assets to be wrested from their true owners.

331369



http:Runga.l7

Horécver. an invasion or other revolutionary change in the political and

economic life of a eéuntry vitally precipitates conflicting claims to the owner-

ship of property. The freezing control served a definite function in minimizing’
the 1iabilities and responsibilities of American banks and other business
institutions against the assertion of such conflicting claims pendirng ultimete

clarification as to the true ownership of such property.

A RARLY ADMINISTRATIVE ORGANIZATION
1. Intersal Organization
During the f£irst period in the operestions of Forelgn Funds Control,
the organize.tion credted to handle the problem was of a very informal character.
The responsibility fo} the adminisiration of the Executi#elorder was repoeed in
the Office of the Sec;etary. An gssistant was appointed to the Secretery of the
Treasury to snpervise:its administretion; reports to the Secretaxy vere made
through the Genersl Counsel, Personnel was borrowed from other operating divisions
‘of the Treasury ~- from the Divieion of Monetary Research agd from the Office
of the General Counsei | | |
When the fréezing control came into effect in 19;6, policy was
formilated incidental to the iicensing éf various transactions, There was no
Pre-conceived 1dea of which way we were going with respect to the administretion
»of the freeging contrql; but, instead, the policy was developed on the baeis of .
problems which were pfesented to the Contrel daily in the form of applications.
The small hendful of people who initially constituted the so-called staff of
. Forelgn Funéds Control iooked'at'practically every application filed, or at leest

the typical cases in each category. The very problems were dealt with when action

vas taken on & case, whether affimmative or negative, It wap obviouely logical to
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act on the next similar case in the same manner and thereby was developed a
‘policy derived from Fhe ﬁroblems gubmitted to the freezing control.

'Obwioualy, this vas'an unsgtisfactory form of organization for handling
applications and developing policy, particularly as more and more countries were
cor ered ﬁy the freezing control, Ccmpléx problene increased, reguiring the
concentrated time of the top staff. At the same time the volume of applications

incressed so thzat some orgenization was required for their handling,

- The initial administrative set-up of Forelgn Funds Control was
established on a geoér&phic baais.‘ Arplications involving the use of Norweglan
and Danish ass=ts, régardleas of subject matter were hendled by one group;

‘applications involv;ﬁg accounts’of the Netherlands were hendled by another, ete,
The remittence yclicy typifies the underlying reason why it was considered
important to hahdle {he problems on a geographic basis., For example, it was

» determined that remittances could be made to Fran;e against blocked dollars but

they could be made to Norway only against free dollars. Obviouely, remitterces

‘made sgainst free dollars were more undeairable from tke point of view of the
interest of the Unite§ States than remittances e®fected againct blocked dollars,
It was important to avoid putting free dollers at the disposal of the Norweglen
banks which were under the control ;nd domination of the Axis.

. It was soon found that the procedure for handling applicatione on a
geographical dasis could not be the exclusive basis for orgenization since it
.becare epparent that there vére factors to de taken‘into coneideretion other than
the area involved, We began to deal with people in the United States who were

blocked netionels. More and more refugees vere seeking eecurity in the United

. Stetes, It made very little difference whether the refugee, provided he wac a

satisfactory person, was a French national, Belglan, Dutch, Norweglen or Danigh
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pational =~ if he was a satiefactory pereon and had some money here and vanted
money to live it did ‘not make 8 great deal of senge to treat the Korwegian
éifferently, more fevorably or less favorably than the Frenchman, There were
other prodlems such as those involving esiatee, truats. and bueiness entercriges
in which nationale of various blocked countries had an interest. Obviously, the
operatioh of a Prench owned enterprise in this country and the operation of &
Norwegian ente:priseiin thie country should be treated the same way. Neither
would be allowed to éperate in & way which would denefit the Axie,

Accordingly, it appeared desireble to modify the orgenization of
ioreign Funds Control along lines which would permit conslderation of certain
groupse of applicatioﬁa on'the hasio of type of transaction involved., OGroups were
organized to treat v;th appiications relating to purchase anéd sale of securities;
ships and skipping; ;trategic materiale; etc, As a result, the organization of
Foreign Funds Control consisted both of geographic units ﬁnd.trantactionai units,

There was & complete coordination between the gecgraphical_groupe and
the type of transactfon groups, Applicétions c§ming before the Controi wvere first
passed through apecialiats or experts on geographical areas. they were then sent
to the groups who specializod on special types of transactions., The geographic
man coordinated the action on the cases involving the same area, The trgnsaction
groups in thelr consideration of the cases coordinated their action on the same
type o: transactions nnlesa there were apécigl circumstances involved which
varranted or made it desirsdle to treat §n§ case of the sﬁme transaction type
differently from another. |

Duiing this first year of Foreign FPunds Control operations, an inter-
departmenﬁal commdttaé. consisting of top Treasury, Stcte and Justice personnel,

pet almost daily to handle the more &ifficult probdlems involved in applications.
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The Departmest of State actually had a Division of Foreign Funds Control which
maintained active limison with the Treasury's ‘l‘oreign Punde Control o:;ga,nizat.ion.
It was particularly iimpcrta.nt during this tense pre-war period to avoid action
in Foreign Funds Con;:rol which would embarrass our foreign relaticns.

The Control had to be in a position to function promptly in all
parts of this country, although ite activity was largely concentreted in Rew
York. The 12 Pederzl Reserve Banks vere immediately utilized as the field
offices assisting 1n;the enforcement of the freezing controlaf. Within each
“Pederel Reserve Bank there was established a special departnent to trest with
Foreign Funds Cm:sbrcblE problems, In New York, for example, Where the major tmlk
of the work was largely concentrated, the administrative organization was patterned
clcgely on the organization of the ¥aehington office of Foreign Funds Control.
Although in the other'. Pederal Reserve Banks the administrative orgsnization wae
not required to dbe th{zs formalized, there vas gt least one senlor officer in each
such bank who maintaix‘;ed‘ active liaison with the officiale of Foreign Funds Con-
trol, and who was résponsible for wupervising the operations of the freezing
control within his jurisdiction.

Apglication; were directed to the Federal Reserve Bank in the district
of the perscn or inot;tution desiring to apply for thevlic'ense to utilige some
of his blocked agseté.{ Through the twelve Federal Roserve Banks contact was ﬁade
by the Treasury with the approzimaté 15,000 banks 4n the United States, any one
of which at any time éight have a client who desired to effect a transaction |
prohibited except mide;r a Foreign Punds Control license, In this way, all blocked
bank accounts within the United States were immediately affected as vell as most

sscurity gccount- and a majority of safe deposit boxes. Also, any cuetomer of a

- f -
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dank, whether or not a blocked national;, could have immediate infome.tion' from
hie own bank regarding his dut;.les and liebilities with respect to blocked
.property. New reguliq.tions or changee in previous ones could immedietely be
commnicated throughout the country. |

3. Zelations with Forelgn Governments.

From the very inception of the freeging control there was active co-
cperation detween Forelgn Punds Control and the officiale of the govemmezitsfin—
exile, the funde of vihose-nationals were subject to the freeging control., In
fact, during the 1ni€ia.1 stages of the operations of Foreign Funds Control,
members of ite staff were in dally contect with representatives of those govern~
ments and discussed with them practically every significant applicetion reiating
to their netiopals or. thelr respective government's funds, Propoaed Foreign
Funds Control regulatiions were explored with representatives of these govermments;
informetion which would aseict in the operation of Foreign Funds Control was
freely furnished by tﬁese governments, Although this cooperation was effected on
an inforrmel baeis, 1t charasterized thg operations of Forelgn Funde Control through-
put 1ts operation in §rder to ensure that our controls were being utilized to
attain the commen Unit'teé. Hations objective,

B, AMINISTRATIVE T“‘C‘WIQUES

i‘he initial poriod of l'areign Funds Control from an operational poirt
of viev was chara.cterlzed. by a ‘development and perfection in the regulatory docu-~
mente which constituted the basie for the freezing control., At the outset it can
be said that the Treaspry Department vas equipped with somewhat clumsy legal

toocle to carry on ite york. Refinement was made in terms of the hecuﬁiva Order

- ot only to meet the realities of the situation, but alsc to provide the most

‘ constructive gulde to §he Public who were affected by its operations.
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The following 1!3 a digeuesion of the various ‘Eypes of décu.ments developed
| by Foreign Punds Control during the first yesr of its operstion, Although the
forne of the documente were modified from time to time during the operations of
Foreign Funds CcntroJi., and the usefulness of some even ceased during certain
periods, they conétifuted the basic tocrle thrbugh which the Control opgrated
throughout its histofy. Fo attempt will be made to discuse the subject inatter
of each document isez%éd during this, or any other periods of the Control, dut
rather to identify the type of dccument and the circumstances under which & parti-
cular kind of document is used, |

Twe Knde of ®cments were used by I’ore‘ign Punde Contreli  putlic docu-
mente which were 1;su;d to the public at iarge. e;na confidertial documents which
ere only for the siaf:f of Forelgn Punds Control and the Federel Reserve Banks, .

The pu‘glic documents esaestiallf explain to the pu‘bii; what wap 'prohihiteci
under the freezing control and emunciated sta.ndaz-da'of conduct which should be
followed by persons iz reespect to transactione which could only be effected pursuant
to licenses. Cértain;tn;ee of transections were authorized in the generzl licenses.
‘Cer'tain transactions Vefe prohibited in the form of general rulings. Standards
of conduct were emuncizted in the form of generzl rulings and public 1nter’p:e-
tations. | |

The confidential .documents' recorfed for tﬁ; use of Poreign Fande Control
and the Federgl Reserve Banke what to do and how to do 1t in certain situastions;

they explained in ma.:w‘ instances the reason for the policy or tke program or

procedure required and hfw and why it was evolved.
1. XEublic Documents. |

Although Section 5(b) of the Trading with the enemy Act and the Executive

Orders providing for the freezing control are not public documents ispued by the
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Control, it vas considered usef:l to include & discussion of these documents

in the general discussion of "public documente”, eince they not only constitute

the basic tools of the Control, but were the primary guides to the public with respect
to the scope of the freezing control,
(a) Section 5(3) of the Trading with the enemy Act.
The séwcalled fréezing control‘administered by Foreign Funds
' _Control stemmed from powers grented by Congress to the President under
Section 5{b) of the Trading with the eneny Act. At firet pasced 1nV1917,
Section © was part of a lengthy act deslgned to 1nstitute,ﬁeceasary controle
in a then existing war and to further the prosecution of the wer, The Act
estebdliphed an Alien Property Custodian to vest edemy property, Section 5(b)
as originelly pa;sed was #ot primarily conceived as a property control
Dmeagure nor even as & measure %o 1mpobili:e property, since these functicns
vere delegated to the Oustodian, Section 5(b) was to prevent; except under
tqper#isiop, certain trenssctions which were not otherwise corntrolled,
Those finencial transactions which directly or indirectly might be of
advantage to the enemy arnd would normally be accomplished through usual
banking channels ﬁere to be‘pfevgnted.
| Between%?orid War I and the inception of the freezing contzol
Section 5(b) vﬁn twice invoked to meet domestic emergencies} thé povers
under this section were exercised to close the banks in 1833 and to call
in the gold in sgpport of the‘Government's gold policy. o
In April, 1940, when pursuant to the powers under Section 5{(b),

the President issued the Executive Order freezing the property within the

United States of ﬁqrway and Denmark and their nationels, the provisions of

Section 5(b) VQreicubstantially the game as those 4n 1917, On May 7, 1940,
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Section 5(v) vhg amended. United States was then at peace. There was a
reluctance at tﬁat time to ask Congress for plenary powers, and the
amendment took a very limited form, end relatei only to the control of
securities. However, Section 5(b) of the Tfﬁding‘iith the enemy Act, as
axended on May 5. 1940, was the legal basls for all freezing orders issued
thereafter up to December 18, 1941, |
(v} Executive Order.

"The o¥iginal freezing order, blocking the funds in the Unifed
Stetes of Denmark and Norway was in the form of an amendment to Executive
Order No. 6560 Qf Jenuary 18, 1834, The freezing orders of April 19D, 1540
and May 10, 19401were similar except that the latter, because of the amend-
ment of Section 5(b) of the Act, on Mzy 7, 1940; specifically covered
- evidences of indebtedness and evidences of ownershlp of p;operty. The
order of May 10, 1940, Executive Ordor 8389, as amended, slso permitted
the control of payments to banking institutions aB well as by banking
institutions, .

The pufposes of the freezing order were never stated therein.
In retrospect 1t seens thet that was cleerly an act of statesmanship on
the part of those ?ho were connected with the §riginal issuance, The
purposes of the qrder changed from time to time, and any statement of the
pur?osea on oné dgte would have required periodic amendment of our objectives,
Moreover, if our purposes were stated there would have been less disposition
to meet each probiem as 1t arose; ecch decision would have required considera-
tion as to vhethe% 1t fitted in with the original statement of purposes.  In
additlon, difficulties would have been encountered in making subsequent and

unanticipated cha#ges in our licensing policy.

- | 331377
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39ctign.9F of ihe Order of May ;0. 1840 represenfs a lendmark
in Government regulations. This provision, which pfohibita Many trans-
action for the éu:pose of which hes the effect of evading or avolding the
foregoing prohibiti;h’ vee deliberstely inierted to avoid evasion or
avoidance of th; provisions of the Order. It was found from experience thet
'< as soon as the éovernment spelle out precisely the field of prohidition,
éﬁ:?; lévyerstrieg to find some way to circumvent the purpose. Most
countries have ﬁad experience with forelgn exchange markets and their regu-
lations would close the loopholes, However, as soon as & country passed a
new regulation someone 1nv§nted a wvay of getting around it, It was with
this lesson in mind that, having defined the obvious ways of engnging in
transactions in;olving domestic finance, the proposition was laid down that |
any other type of transaction which was for the purpose of avoi&ing the
.designated prohibdition was also prohidited. }

Section SF of the Order was criticized as totalitarian in approach.
Actunlly, éhe pfovi;ion vwap very successful. Although no one was ever
prosecuted under this provision of the Order, it was at least explanatory
— that when reference was made in Sections 9A.to 9E of the Order to specific
types of transactions, no.technical interpretation of the terms was intended.

A further provision of the Order which deserves some discussion
i Section 11B which provides that the term national of Norway or Denmark
Bahell include aﬁy person wvho has been or when there is ressonable cause
to believe has bgan domiciled in, or a subject, citizen or resident of
Norway or Denmark at any time since April 8, 1940." The phrese "reasonzble

cause to believe® is significant, It goes to the whole philospohy of the
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definitioﬁ and the theory of the Order. The theory of the Order is not

. that the Tre&su&y was going out to hunt ‘up a national, The theory of
the Order was that anybody hoiding credite for another, or engaging in
transactions fo?'another vas going to have to determine for himself
whether or not ;he indirsidual with whom he was dealing was & national,
"He had the duty’to block the account andAthe duty 6f getting the license
| before he allowed the transzction to be consummated. The phrase was included
to (a) protect persons in acting upon reasonable information, and (b) give
" the Control the widest poésible coverage to allov any person who thought
he ghould not h;ve teen designated as a national to appeal to ?ereign
.o «Foads Gontrol'aﬁd prove that fact cr‘at leacst rebut the présumption that he
was a national. : A _
The form of the Executive Orders issued after May 10, 1940 were
TN ‘ very eimple. All countries blocxed detween May 10, 1940 and June 1941
wvere blocked by!a single order which simply stated that it amended
Executive Order No.‘8389, as amended, "so as to extend all the provisions
thereof to or with respect to, property in which™ the country or & national
thereof, covered by the freezing order, had an interest.
(¢) General Licenges |
The gréa which thé Control undertook to regulate was troad. Its
basic policy 1mmobilized. except under license, all property within the
United Stztes of‘all nationale of every country blocked undgr the Order.
However, within ihis broad area vero’areas in which tut 1ittle and, in sone
. ~cases, no supeﬁision wag necegeary. By 8 system of general licenses

permitting certaln categories of transactions in dlocked property the Control

- -12-
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achieved flexibility. viih & minor burden on American businese, with-

out impairing t;e Control's ultimate povwer. A license could be con-
tracted or expandéd by the addition or remission of conditions. Wﬁere

1% was deemed nécessary the Control kept itself advised by means of
required reporis. |

During the initial period of the Control the scope of the

general liconaag vere limited with & view to relaxing the controls over
as small ; cphefe as possible since the Control, uniried in the fleld,

wag reluctant to extend the areas which should be free from‘control for

a long time, It was only after the Gontrél acquired more experience and
more(knowledge of the pitfalls that 1t wae willing to let some areas go
with less contrdl in order to control the more important areas, This is
an imporiant aspect of the Control'e history and is reflected in the fact
that gradually more and more transactions were being freely allowed under
general licenses, The pattern was one of recognizing tﬁat it wes not
importent to conéroi the every last iten --_1t was Imporitant to cetch

t;e lerger thing;.4 |

' Fo attempt will be made here to discuss the scope of each of

the.general licenses issued by Foreign Funds Control during this period.
- The detgils in this connection have been ade§nate1y covered in & confidential
document prepared by the Treasury Departﬁent (January 26, 1944) entitled
"Discussion of Documents and Other Matters Portaining to Foreign Funds
Ccntrol.f The following discussion will relate only to a sumwmery éescrip-
tion of those geﬁeral licenses which reflect the basic programs of Foreign
Punda Control, or where they represent how Foreign Funds Control improved

its drafting tecﬁniques. The generai licenses can be divided into three
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major groups: (1) ae to particular types of transections, (2) me to
persons; and (3) as to geographic araaé;

During the early period of the Control the genmeral licenses were
exclﬁsively tranﬁactional licenses., The gubject matters of these licerses
were covered initially by geheral aﬁtborizations issued to the Federal
Eeserve Banks to guide them in acting upon groups of'applicationsvfalling
ipto certain defined categories, For exarple, the predecessor of General
license No. 1 vas General Authorization ﬁo. 4. That suthorization permitied
the Federal Eeae}ve Banks to grant license on individual applicetion in
ceses which involved transfer of credit or parmente to Norwegiazr or Danish
accounte in danking instituticns within the United States under instructions
1scsued on or efter April 8 (there had been previous instructions with re-
gard to pre—zero:transactioﬁs) provided suck credite or péyménts were rot
made from Norwegian or Denish accountsAin the United States. Obviously,
it Qas not the‘pér?aee'of the Certrol io gtop funds fror coming into
blocked accounis, | N

Gene;ai License No, 1, as originally issued, authorized all
benking institutions to receive ?a&ments and transfers of credit for
deposit to accounts held by them in which Norway or Demmark or a netional
thereof hed a property interest, provided that the peyments or transfers
were not made from accounts inVthéh Hérway or Cenmerk, .or a naticnel thereof
had a8 property interest, The type of drafting used 1# this document wae
subsequently changed, Durinz this periodvthe Control hed not yet developed
the concept of "blocked account”, or the "génerally licensed netional",
There wae nothiné but the terms and the lenguage of the Order to serve as
the vehlcle for expression 1n the licerses, 4s & result, Generel License

Ho. 1 was required to be anended as the funds of edditional countries were

331381

-14 -



blocked, In addition the phraseology was detailgd and involved es com—
pared with 1ater issued documents. A
The additional transhcticnal general licenses issued in this

period were concerned with permitting blocked nationale end their agents
to manage or liquidate property and to meet neceesary expenses and taxes,
Some, however, covered distinct flelds of considerzdle importance, nucﬁ as
'the question of living expense remitiances to dlocked countries, and of
handling estates.

| General License No, 3, whick liceneed payment of checks drawn
béfore the freeiing date, 1.e. pre-gero transzctions, presented an
interesting problem. Initielly, this license, which was made appliceble
to the funds of each country as it was dlocked, was revoked at the end of
30 days, which vas corsidered an adequate period to cover checks in the
"mill." It wae a year before it occurred to Forelzn Funde Control to make
such licerses expire by thelr own terms in thirty days, thus evciding the
Job of reveking them. ~

General Licerses Nos., 32 and 32, which permitted remittances to

pereons in territories occupied by the -enermy, reflgcted the Control's
generel remittance progran during the war, 8hortly after the {ssuance of
the firet Executive Order in April 1540, tﬁe Divieion of Accounté of the -
State Departmenttraised the question of whether the transmiseion of funde
through the raci;izies of the\State_bepartment to Americans stranded in
Norway and Denmark required a license under the Order, The Treasury Devart-
ment, in § rep}y{oﬁ Apfil 17, 1940, advised the Stste Department that it was

. Dot necessery to obtaln specific licenses for the transfers of reasoneble
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amounts for 1iving expenses to stranded Americen citizens, since it

wes not deaire& to have the Order operating to hemper such trancfers,

At thét time; ihis Government was trying to encourage American citizens to
come out of this area and the Control did not want to §ut impediments in
the way of their getting out. Consequently, the Gontrol\rulea thet where
che State Department would haédle the tranefiesion of funds to American
citizens 1t would not interfere subject to the following precautions:

that the State Departﬁent should look out for requests that were reasonadbly
large and should also report to ue periodically all persons receiving

funde abdroad. Initially, thiﬁ ruling 41d not relate to foreigmers sbroad,
but it was consequéntly extended to cases in vhich‘the spouse of an American
citizen was an éiien.

One of the most troublesome problems, politicelly, and from the

. point of view of pressure brought to bear, was the question of remittances

to non-ﬁmerican;citizens. Persons in thie ccuntry had acquired the habit
over the yecrs of sending funde to their relatives in areas which subsequently
becane occupied?evaﬁ though such persong were not American citizens., In
the early days‘éf the Control, many applications for suck remittances were
feceived and for & long timevnéne were acted upon, resulting in the creation
of the first "ice box". All apolications of this type were held up becsuse
1t was felt 1f one application were granted thousands of ﬁthers would heve .
to be allowed,

Initiaily, fhere was considerable resistonce in the Treasury to
igguing a generai license permitting remittances to this cl&ss of persons,

Many argued that4no remittances should be allowed to be made to Norway and
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Dﬁﬁﬁark since‘that ma&e dollar exchange availadle to the Axis., On the other
hand a person at the ‘ame time could reﬁi; to Germany itselfy an American
eitizen, after the Hlocking of Norway who had a sisfer in Norwey could not remit
to her; yet, if ke vagte& to send money to Hitler himgelf there §as no law
against 1t, The 1ncoh§istency of this position was soon recognized and General
License No, 32 was issued in Angust 1940 pgrmitting reni ttances to non-Americen
citizens vithin the Ylocked area upon certain restrictive conditions.

The 1mportance with which the whole remittance problem was vieved at
this time was evidenced br the fact that Presidential approval vas secured to the
policy set forth in General License ¥No, 32 prior to its issuence.

~ The original General License No, 32 contained some of the following
condifions'to permitting the remittances: very small arounts could be remitted§
only individuals resident in the U. S. could make such remittances; the
renittances could only be mede to relatives or dependents of the sender; they
could only be made by individuals who hed resided continmuouely in the United
S}atea for one yezr; no remittances were permitted from blocked accounts.

General License No, 33, which was isgued on September 10; 1940, provided
for the remittances to American citizens residiﬂg abreed. Prior thereto the State
Department had besn handling all these remittances,

General Licenses Fos, 32 and 33 wers subsequently amended on February 1,
1941 and the remittance area was further enla'ged on the basie of experience
during the earlier six months. For example, 1t was provided that the remitter
need not be a resident of the United States and that the recipient of the remittance
no longer had to be a reletive or a dependent of the pereon here makiﬁg the
remittence and that the rem!ttance amount of $50 was too smell. A major change

was to permit remittances from blocked accounts fo provide for .he non-Ameriean
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citizen abroad who had no reletives in the United States who counld make
gratul tous remittances fo him, There were certaln restrictions attacked to

remittances from blocked accounts, the most significant of which was that

if guch funds weﬁe used to make & femittance to perspﬁs gbroad the dollars
had to bde credited to 2 blocked account.; In other worde, we were willing
to allow blocked doliara to be used here to sustain alperson in Denmark
1f the Danish banks were willing to take dlocked dollars.

éeneral Licenae’Nq. 28, issue on August B8, 1940, ie the only
license 1ssued during this period which deals with & clase of persons
rather then n typ; of transaction, It provides that an American citizen
returning from ab§oad whose accounts were preivously blocked because he
resided in a dlocked country was accorded the same status ae 1f he vere
not a netional of a blocked country. Thig license constitutes fhe first of
the generally licensed netional concept which is reflected in the later
iessued & cument, éeneral License o, 42,

The geoéraphic generel licensé was not issued until after the

freezing control was extended to the rest of the world, At tret tire

the sé-callgd "neutral general licenses" ﬁere issued which will te dig-
cussed below, | o
(a) General Rulings
The genefal rulings define types of transsctions prdhibited or
pernittied under ﬁhe freeziﬁg regiations, 4 féw rulinge were anewers to
inguiries and vere:vhélly i;tefpretative. Subsequently, the functions of

such rulings vere carried on by "Public Circulars" and "Public Interpretations.”

Some related to temporary situations or to matters important to only a few
persons, Others, however, were the>medium through which were instituted
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bﬁad programs of the Control, In fect, during the initial period of

the Control two ‘cl>f its most important programs Were inaugurated through

the d'avice'or tbe general ruling: the secnritieg control program and the

currency control .program,- which will be d.iiscﬁssed in greater tiete.il below,
Generzl Enling Fo. 4, which wes amended May 24, 1941, deserves

special comment s’in;e this Buling represented & translation of the‘knowledge

»vacc'nnmlated Yy '!blreign Funds Control since its inception, This pudlic

ruling set forth the definitione of certain dasic terms for which Foreign

Funds Control ccuid hold the public accountable hersafter. There were some

16 definitions included in this Roling dealing with such terms as “the Order®,

"license", "blocked country®, "generally licensed nationel®, *dlocked account®
and "benking institution®, In fact, some of the» definitions ’a.nticipated the
extension of the freezing ¢contrcl to the whole world, an act which took
' place in June and July of 1941, |
These dgfinitionq were 1seued on May 24th 1#5‘&93& of waitiﬁg until
the' Control was actually extended since it was desirous of getting the pudlic
acquainted with the terminology before the major steps of extending the Control -
was teken, In that way, 1t was hoped to avold a dual confusion — (a) a
confusion due to a{ll the new termﬁ. and (b) a copfuéion incident to a wide-
spread extension of the freezing order.
In addition, thie Ruling is significant for the following provision
%The Secretary of :the Treasury reserves the right to exclude from the operation
of any license or from the prﬁlleges therein conferred or to restrict the
applicability ther#of with respect to, particﬁlar persons, transzctions or
.' property or classes thereto., 8uch a:.;tion shall be dinding upon all perscns
receiﬂng actusl notice thereof or constructive notice 1 in any case notice

§
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if filed pursuant to the provisions of the Federal Register Act." This
provision ves a'milestone in the administrative thgught of the Control,
Before the docuﬁent §as~1sSned the Control was of the view that it had to
welgh and balance’the claess of persons who would ba a’fected by a proposed
general 11cense4 If the bulk of the people fa'ling within the general
license were good the general license was 1ssued, although cgrtain dangerous
persons might thereby incidentally obtain the eame advantages. Initially,
it was the view }hat dangerous persons could not be excluded from the license
except to the ex%ent that the technlcal languege of the document might carve
out certain cstegories of them. The abové provision attempted to meet this |
problem directly: It followed the theory that in according a privilege to
a category or c1§ss ofvpersons the Qoﬁtrol could feel free to accord‘that
privileze to a class and on an ad hoe basis‘deprive other persons of these
privileges withogt carving them out expressly in the document, Acituallyr,
this constituted the first step in the evolution of ad hoc dlocring whick
vill‘be discussed iﬁ greater detall in the following section of this history.
(e) Regulation |

The Tregsury issued "Regulations under Executive Order No. 8387,
es amended.™ The regulations covered the formal aspects qf the Control as
distinguished frop the substentive aspects of the Céntrol. In other words,
they do not tell 6ne anything about how policies of the Contfol are really
decided or what the policies of the Control are. The device of rulings and
general licenses Qere used for this purpose, Regulations required eporoval
by the Presideat, With the rapidity with which policy was changing and

new areas Were developlng, it was much more convenient to administer in terme

of general rulings and licenses which could be issued without ennoying the
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Three significant items were covered by the regulations, One
was the definition of the words "property,” "property interest", and
pr§perty interests which i{ndicated the extreme breadth of the Control over
the property of -hlockod nationals. The second was the provision’ that the
Poust dy" of a safe depocit box included not only the persons hﬁving access
thereto, but the ilessora vhe;her or not the létter had access to the dbox.
The third was thé requirement for & report of the amount and kind of foreign-
ovned property 1# the United States by the persone or institutions having
the custody, contrél. or ‘possession thereof. The latter regulation was
significantly mod.ii‘ied in June 1941 when the IFR~300 property report form
was prormlgated.

(£) Bublic Interpretation

Foreign Funds Control also iaﬁued Pudlic Interpretations, Often
they were not mergly interpretations but explanations., They amended general
" licenses; they curtailed the scope of certain generél licenses;‘ they enunciated
policies thet prohirited cértain transactions; and some also established
stendards of conduct.

The explanatory type of Public Interpretation is represented by
Public Interpreta‘gicn No. 5, which explained that imports or exports which were
insured by enemy national imsurance companies required a waiver under General
Rling No. 11, '.Ehia it erpretation vas also precautionary to prevent
ingurance being placad. by traders a'broad. with enemy nationals, An mmple
of a Public Interpretation which was used to amend the scope of a general
license is Public Interpretation No, 3, which materially curteiled or restricted
the freedom of operations under the four neutral general licenses which are

descrived in greater detell below, Public Interpretation .o, 6, for example,
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vas definitely‘p%ohibitory. It provided that checks, currency, or drafte.
could not be aenf out of the United States to the Eufopeaﬁ neutrals,
() Bublic Circalers |

The pudlic circular, which would normally be expected to be an
explanatory document follQQed a diverse patiern.‘ Some were prohibitive, some
arended general iicenses. téme were explanatory, others estzblished standarde
kof conduct, whilé 8ti1ll others smunciated policles or were interpré{ive.

Publicj01rcular Yo, 12, for exzrple, represents the prohibitive
type of circular, It provided that a.certain fype of draft could not be
clezred except pursuant to a license, Public131rculars Noe. 4, 44, Band
C were explanstory of TFR-3D0 reports. Public Circular No. IB‘established
the standard of éonduct.for Americen firms, which opereted outside the
continental United States, with respect to their relations with blocked
nationals and enehy nationals, An example of the interprggive type of
circular is Public Circular No. 3. During 1941 several inguiries were made
" 88 to whether Ganérél License No, 58, which authorized trade between the
VUnited‘States andiChina. pro;ided no other blocked interest other than
Chinese, was involved, authorized t?ade~transactione if the gocds were
carried on & Japanese veesel. In Public Circular ¥o. 3 tﬂe Control
interpreted General License o, 58 tc‘mean that the mere fact that the
shipnent was carried on a Japanese boat 4id not prevent the transaction from
otherwise qualifyinz under General License No. 58.

(n) Press Releage

Another type of public document which supported and implemented the

‘programs and poliéies‘of the freezing control was the press release., This

document served a more important purpose than one would ordinarily expect,

331389




They actually were explanatory and interpretative announcements to the
public of the Coﬁﬁrol's progra&s and policies as incorporated in general
licénees, gehéralfrulings. etc, A press release often went much further
than the public document and indicated what the policy of the Treasury was,
Qh& the policy was involved and what action vae likely to be teken in
connection with sﬁch prodlems of applicationa in respect to such trans-
sctions were presented to the Control for license. Por example, Public .
Circular No. 18 was the public document issued by Ioreign Fands Control
which eatablished-a gtandard of conduct for American firms in Latin America
to mainiain in their dealings with enemy naticnals.. The press release |
jgsued at the same time went much further then the Pudlic Circular, It‘
expleined the,undérlying consiaerafions for the issusnce of the circuler;
it explained its objectives; it indicated clecrly what action wes likely
to be takea on caées VSich might be raeised with the Control because of the
publlc document, |

Second outstanding example of the enunciation of policy through
the medium of the press release is Press Releese No. 42 which wae issued
at the jime Gener§1 Rling No. 15 was issued. That Ruling prohidbited attach-
ments of Mexicanlzailroad rolling etock in this country by certain creditérs
of Hexican.railroéde. The objective vgs to speed up the movement of vital
goods between Mexico and the United States. Up‘until the time of the igsuance
of that Buling, goods were éarried to the border on Mexican cars eand there
unloaded and put on American cars and cerried across the border into our
country because ﬁhe Mexican railfoads were in defaﬁit and it was felt that
if the Mexican railroad cars came over the Mexican border créditors would

attach the: and immobilisze them. At & time when rolling stock became short
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and vitel during the vér it was desirable to preveﬁt‘suchvattachmenta

and to encoumge; the direct, uninterrupted shipment withou? this unloading
and reloading af&the<b§rder of goods from Mexico to the‘United States,

The railroad prohidited the attachment of Mexican relling stick without

a vaiver of fhat:ruling; The press release, however, expla’ned in detail

" the conaideratiox:m which motivated the issuesnce of the Buling; explained the

the policy the T:;'aasury vas trring to follow and indicate?d very cleariy that
any license for attachment to such raliing stock voulﬁaﬁe‘pemitted. As a
result the noveméﬁt of goods between Mexico and the United States was speeded
wp an;l the effectiveness of the prees release in connection with the document

wag illustrated by the fact that no applications were filed with Foreign

‘Funds Control to attach any Mexican Railroad rolling gtoék.

2. Confidential Documents.
(s Authorizations

To guide t:he Federal Reserve Banke in their daily operatione with

respectvto applications eo that & minimum number of applications would be

referred to Washihgton for action, the technique of the confidential document
Qas‘used known asithe authorizétiozi. There were two kinds of authorizations:
General and Speciél. _

The Ganeml Authorization was a guide sent to all Federal Reserve:
Banks endeavoringftov advise them on how to act on a certain category of cases
or types‘ of tfans:%ctions which could not be effected under the pubdlic documents,
General Authofizatim ¥o. 44, for example, which was an elaborate docmént.

endeavc;ed to advise the Federal Reserve Banks what remittances and under

what conditions such remittances could be made if they did nd fall within the

standards set fo th in the publicly enuncisted General Licenses Nos., 32 and 33

-2 -
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Special Authoriszations are essentially aiﬁilar to the General
Authorizations in objective, although thelr circulatioﬁ was confined %o
the Federal Rssérvg Banks in the United Sfatea or in many cases %0 specific
Federal ReservezBénﬁs. For ex;mple. Dallas and San Fra;cisco both had
Special Authorigationa to také action on certain types of currency iﬁports

when the currenéy had been imported from Mexico. It was not neceseary to

" glve an authorigation of this kind to all the Federal Reserve Banks since
* the prodlem was pecullarly one for Dallas and San Francisco, districte -

} adjasent to Mexico which were likely to re;eive the applications relating

1

to currency coming‘from Mexico.
Another type of Special Muthorization was the type which aathorized

certain Federal RBeserve Banis =- New York, Boston, Chicego and Sen Francisco,

to take action on any type of case submitted to~them'provided the Federal

Reserve Bank iﬁ those digtricts vﬁe fully satisfied that the transaption

wes not contrary;to the odjectives of the Executive Order an§ that the

aétion vwhich the# proposed to take vas consistent with the policies of the

¥Washington office and was the aétion that the Washington office would

have takeﬁ on that type of case,

V With the New Tork Federal Resevve Bank, with which the Wasbington
office wag in frequant dally communicetion by telephone, it wes possible to
g0 even further and to authcrize that benk to take acuion ever on those
cases vhich ve have, by circular or by caveat in another document, ordinarily
required be sent to Washington for action so long as the Federcl Reserve Zank
in Few York was satisfied that what they were doing was consistent with what

¥we would have done and with the obiectives of the Executive Order.
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(v) Action Ouides
Action Guides were another type of confidential documeni which

to & lerge extent.engbled'the Federal Resérve Banks to talte action on appli-
cetione rafher'thhn to refer them to Washington. There were two tyves of
action guldes; thé caveat type which insfructed the Federal Reserve Banks
to refer certain types of transactions to Washington for action. Usuall&
the§ were typés of transactions on which either the policy or the stardards
or action veré not cleerly established or in reepect to which the eststlich-
ment of factual irformation could not be easily accomplished by the Federal
Reserve Benk, For example, in cogsidering a transection involving strateglc
materials 1t kas not easy for the Federal Regerve Bank to comsult with the
War Production Board or the Petroleun Coordinator or whatever agency here
ias viially cbncefned ag ar expert on that problem, It was much more efficient
to have that cae?ireferred to Washington end to allow the péople in the
Licensirg Divisioﬁ who especialized iIn that type of consultation to handle
the protlen.

The secéﬁd type of action guide had the effect of granting authority
to thé Federal Reserve Banks to teke action of a certain nature on cases.of
a certair kind, If the caces fell within the descriﬁtion in the Action Guide,
the Federal Reserve Banks were authorized to take certain action provided the
transaction met prescribed tests or standarde defired in the Action Guide.

(¢) Circulers -- Confidentisl and Special
Confideﬂtial and Speciel Circulars were Qf a ﬁore diverse nature,

Some gave suthority to the Federal Reserve Banks to take action on certain

problems; some Were caveats advising the Federal Reserve Banks not to teke
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actién on certai£ applicatiéns‘but to_refer the case to Washirgton,
Others imposed reporting r?qpirements on the Federal Reserve Beniks, Still
others wer~ purely explanatory in neture. In effect, these circulars consti-
‘tuted a form of commnications to the Federal Reserve Bank recofding iﬁstrpc-
tions, regulatioﬁs, or inférmaticn given to the Federal Reserve Banks which
would assiet not §n1y the banks, but the Washington steff.
() Inter-Office Licensing Memorands

| Later on in the history of the Control a new document wes evolved
known as the "Inter-COffice Licénsing Nemorandum", In theée memoranda were
recorded the types of cases which were generally required to be sent to the
Wachington steff. for action; the standards and teste which were imposed on
the Washington atéff in coneldering such cases; and an indication o the
decieion which woﬁld have been arrived at provided those tegta and standards
vere met. These go-called 1nter—§ffice licensing memorenda enadled, for
eiémple; the New fcrk Federal ﬁeservé Bank to take scfion on & much larger
number of cases tﬁaﬁ they would othervwise have been authorized to hendle.
IGRIFICANT PROGRAM
1. writies Cont

¥hen the first Executive Order establishing the freezing control was

fesued on April 10, 1940, it was realized that if the Control was to be effective

in preventing the assets of invaded countriesfrum falling into the hande of the

invaders and being liquidated by them, a méthod must be found to prevent the enemy

from disposing of looted securities. Although the Order as issued contained no

specific refergnce to sécurities. it was the odject of this government in issuing

the Order to include théﬂcontrol of securities within its scope.

i

-z 331394




Some Quesfi§né arose, however, at the outset, as to whether the
Trading with the enemy Act of this First World War, upon which the Order was
based, gave authority for the extension of the Cortrol to securitiec, The
Treasury Department immediately clarified its position in tkis question by
1ssuing General Ruling Fo. 2 (April 19, 1940) and steting thet the Control ad
extend to aecurities. Ebwever. nubsequently in Mey, 1940, ms described above,
the ‘rading with the eneryy 4ct was amended to cover control of securities and tkre
evidences of 1ndebtedn¢as. In the meantime, however, the general ruling provided
the temporary stoP-gaplwhich prevented tremendous quantitles of securities from
voac;;ing our control.

The invaston of Holland, Belgium and Luxembourg in Mey, 1940, gave
tremeﬁdoug importance to the matter of securities control, ‘The pedcple of these
countries, particularlé the Dutch, for many yvears had been actively interested in
American secnriiies and had lerge investments in them, The'peoplé and govérnments
of these bcnntrigs réaliéed thet unless a way could be found tc prevent the liqui-
dation of securities seized by the invaders, trenendoue loéses would acérue to
their legitimate owners, and a tremendous asset would be given to the wer effort
of the Axis on the economic front. .
| On Mey 1Zth, ?oreignAFunds Control recoﬁmended‘to the Hpgue the
~destruction of sécuriti;e. It was regarded es not feasible., The authentication
and transmission of a certificate §f destruction was not an assurance to the
owners that the securities would Bs replaced, Moreover, on the same dey the .
Dutch Minister had 1nformed the State Department that he had been on the telephone.
with the Eague and that the militany sltustion had deteriorated to .the point where
they ragarded it a8 too late to take any measures on finaneial matters, Another

reason why tkat plan could not have woriced out ‘'as that the owners were naturally
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reluctant to destroy their s?curities, preferring to bdelleve thet somehow'the
occupylng forces véuld leave them alone, Finally; wve had 8o few Consule in the
Netherlands that'it v§§ld have been physically impossible for them to do the Jodb.
It wgs at that desperéte ﬁoment that the cable wvert over, "Dip them in red vineQ“

To meet one phase of this situation. Genéral Ruling Fo. 3 vas lssued on
June 3, 1940 p}ovidiné thet the freezing coﬁtrol prohidited the acquisition, transfer,

disposition, transporﬁationh importation, exportation, withdrawal or any other

dealing in or with respect to any security registered in the name of a national
- of any of the countries which had been blocked under the freezing control. Unler
this ruling it became impossidle for a registrar or transfer agert in thie country
to chenge the name in which e security wes registered (if euch name were thet of
avblocked‘national) even though it appeared from documentary evidence that the
trensfer hed been mede long before the dete of the invasion. It was recognized
¢~x\ by Foreign Funds Control thzt the inveders were adroit enough in the use of
compuleion and fragd to 9btain appa;ently legitimete evidence for untrue state-
nents of fact. | | |
Although General Ruling No. 3 solved the problem of desling with
registered securities it did not solve thg problem of bearer securities, mary
of wkich were held in invaded areas, To meet this latter problem, an over-all
system for examining securities brought into the United'States vas required., It
vas recognlized that it ?ould be ingufficient only to prohidit the importaticn of ‘
‘gscurities from the flocked areas, since sécurities could enter the United States
through the channel of néutral nations which 414 not hav§ restrictions ageinst
the irportation of securities.
- To ‘meet this situation Foreign Funde Gont:ol issued General Buling Fo. 5 |

on June 6, 1940 which in effcet provided that all securities entering the United
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Btetes from whatever place or origin must be deposited-in a Federzl Reserve Bank

~ from which they could be relessed only upon proof, Judged to de sufficlent by

the Tressury Depértment; that no blocked country or nationel thereof had any
1nteresx~in such securities since the date of the freezing order.. In the enforce-
ment of this ruling the Control acted in close cOOpération with other agencies

of the Government and perticularly the United States Customs and Post Office

‘0fficials, the former of whom examined the effects_of incoming passengers and the

1atfer of whom saw thétvaecuritiea contained in incoming meil were depoeited with
& FPederal Reserve Bank, |

Although it 19 not tleer where the idea for General Ruling No, 5'
originate& the files indicate thet about Mar 18th the British Embassy advised
that 1t had been suggeated by the Governor of the Ketherlands Bank Juet before
the Dutch surrendered thet the United States should take steps to prohibit the
importation of bearer Qecurities. The British endorsed thi§ proposel, with the
suggestion that importation under license be allowed as to béaier securities
certified by the Britiéh.and,French Governméntn 80 tﬁat there wouid not be any
delays or difficulties’in digposing of their securiyies. It will bYe recelled that
there was no Lend-Lease progrem at that time aﬂd the Britisk and French wers
financing the war, in part, by the liquidation of securities in the United States
market, On May 20 the'British Arbassador wrote to the President, indicating
vays in which the United States Government might be of assistance to the Allied
Government, and sugzested thaf arrangements be ﬁade to pfeVent the sale of bearer
securities shipped from Burope except under license so as to safeguard the market
againet sale for German accounts of securities obtained in occupied territories.

It was not an'aasy matter to issue General Ruling Fo. 5 under the

circunetarces existing st that tipe. ™e views of the United States on foreign
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relations were not crystallized, Moreover, many of the government agencies

vere worried about tampering with the mails. In fact, the Post Office Depart-

ment wrote the Control a strong letter opposing the plan, stating that 1t wae
contfary to tkeir tre.ditiqns. Bowever, there was enough opinion on the side of
taking th.ive action coupled with the urging of the Britiah, the Dutch aid the other
countries, that finally on June 6, General Buling ¥o, 5 wae cleared by the
President. o
The ruling wae raised with the President for several reasons, This
was the firet cate of a2 ruling that etfended' berond the scope of the Order, it
éould not be called an interpretation of the Order, or a license under the Order.
It was an outright prohidition. Thue, by securing the approval of the President
it could be saild, if nécessary. that 1t was 1_asuéd under the aﬁthority of the
Presidernt, It weuldx/lgve mde.a.ny difference if it were called an executive
order or not, Actually, it constituted an order under the statute, The statute
did not specify that the President had to act under an executive order. Avtusddy;
\t%fould have been better to have igsued the provision of General Ruling No. 5 in the
form of an executive orﬁer tat the Treasury was troudled about the reaction to
that kind of a document, . Y
Securities imported info t};e United States and which were not allowed

to be releangd by Foreign Funds Control remained 1# ‘the custody of the Federa.l‘
Begerve Bank, However, to prevent undue hardship, General Ruling io. 6 was |
prormlgated, which allowed such securities to b;e transferred from the I’ederél
Reserve Bank in which they wers originally deposited, to & domestic bank within

the United States into ﬁpecially blocked accounts known as "General Puling No, 6

Account®, Dividends end interest counld de collected and placed in the account and

1
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and the securities could even be gold 4f the proceeds wert into the‘gééount.

To complefe this brief dgscriﬁtion of the securitles control program,
it might Be well tc‘refer briefly here to the use of T;eaeury Forn TFEL-2 which
faciiitated operatixné under this program. In part, the problem of dealing with
securities physically located abroad w;s simplified by an Enropean practice of
fequiring the placing‘of a tex stamp on securitiee held in such countries, The
stamp in itgelf showed that the ae&urities,came from or had been held in a
fo?eign country. The Erecutive Ordér (Section 2A) exprescly prohitited any
trazsactions in such securities except under license. When the title of stamped
sscurities had been n#tisfactorily established, the Control attached to thenm an
official certificate célled Form TFZL-2, which signified thzt the securities
could be traded freely.

~ Another pert of the program related to securities isesued in the United
States by blocked,éoun£ries of Egrope. From time to time payments of coupone
on such.securities becgme due And. if matured, the face amount of the securities
becams pzyadle. Certain,ofAthe'éountries.occupied br the enemy which had such
dollar iésues outstanding had funds within the United'States which the issuing

country desired to use in maintaining the fiscal service on these securities,

Forelgn Funds Contrpl,‘in general, was wiliing to authorlize the use of these

funds for the payment or redemﬁtion'sf such aecdrities. However, the question
immedistely arcse as to‘which securiiies,might legitimately be paid and which\
could not be pald axcepf, of course, into Vlocked accounts, Here again,‘by

the ﬁae of Form TFIL—B,ithe Control faciliteted fhe operation of mormal paymenf.

| - The TFEL-2 form, thch was’prep@red b& the Bureau ¢ Engraving on ebout
.' three days notice, cont.é.in‘e& all the standard precautions against counterfeliting —

the vignette ~=~ the colored pape; which discloses any erasure, The forﬁ had the
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date, the issue of the security, the issue, the certificate number ﬁnd the

denomination so'that‘;t descridbed the security to which it was being attaﬁhe&,

making it impossidble for a man having & security thet was not wa th much to

transfer that form to a valuabie security of qneétionable origin. The apﬁlication
| form for getting the ?FEL—B certificate attached to the security was simiier to’

the one used on the importation of securities it was an ingquisition, \?

Originally, ‘all dealings in stemped securities required the attach-

ment of Form TFEL-2, Gradually, it was found from experience and furﬁher knowl edge

of the security practices that there were circumstances when such form need not be.

~required as a conditio? precedent to dealing in the securities. I; the security

bad been held by & bdanking institution since prior to July 25, 1940, (the d=te

of the imposition of the mtamped securities control), the holder couldrcollect

the coupons without fulfilling the requirement that Form TFEL-2 be attached

to thé security., This, vae recognized and adjusted to the realities of the

slituation — thet banks and insurance companies had been holding foreign

starmped securitiec for,many years — some oI them having been repatriasted during

- the last war —— and that therefore it was practically impossible for us to declere

the attachmernt of FormeFEL-z to securities as necessary when all these institutions

wanted to do was to collect on the coupons. |
Although the Philippines hed the same status as the United States

under Executive Order 8389 during the period between April 1940 and July 26, 1941

an important exneption was made to this general principle in the treatment ac-

corded the Philippines:ﬁy the Treasury under General BRuling No, 5. Under this

ruling the Philippines were treated as a foreign ccuntry.»



http:fore:!.gn

The Treasury directed that Oustoms and Post Office officlals in the
United States should hold gecurities coming from the Philippines as if such
securities had come from & foreign country. This procedure was necessary for the

successful enforcement of the prohibition on security imports. S;n the Philippines

J— .
the Custome contrcl was under the local Philippine Government and wae not deemedﬁﬁf”

N

to be adequate, ) Anyone mightrland there from & small dboat bringing looted"
securities Qith him end then proceed to ship them to the United States. This
‘would have constituted}a vehicle for obstructing General Ruling Fo, 5. |

On July 2, 1940, attorneys for the New York Agency of the Philippine
Fational Bank advised the Treasury that certain securities forwarded for collection
to this agency by its heed office had been seized By the FPost Office muthorities.
The attorneys etrongly:arguéd that 1t wag 1llegel under the Executive Order end
the rulés issued thereunder to treat securities coring from the Philippines as
though they were coming from a forelgn country, relying on the fact that (1) no
trensfer of credit in wiich a national hed an lnterest was involved, and (2) under
the definitions in the Executive Order the Philippinee are pert of the United
~ States, |

Treasury cabled the Eigh Commiseioner of the Philippines inquiring
whether he could give the Treasury.any assurances that he could éffecti?ely con-
trol the'importation of securities into ihe Philippines, ‘Th§ High Commissioner of
the Philippines replied thet the Treasury could be given no sucﬁ assursnces ‘
and urged the Treacury to retain its control on the importation of securities
into the United States from the Philippines. ﬁ

Tréasu:y acoo%dingly continued to apply the princiﬁles of General .
Ruling Ho, 5§ to the Phillppings. Iy‘vas the Treasury's position thet the importa-

tion and control of oechritiee from the Philippines was a reasonable enforcement
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measure to carry out fhe purposes of General Ruling Fo, 5. The status of the
Philippinés was analogoue to t:;fhtate of the Union which might have dbeen inva@ed.
In such é case the Treassury would have blocked off such a stéte from an enforce-
ment point of view aﬁd would heve treated that state like a forelgn country.
Subsequehtly on September 18, 940, General Rullng No, 7 was issued wkich provéd
that the provisions of Genergl Ruling No, S-and Genersl Ruling No. 6 had been |
extended to aecuritieé coning from the Philippines.
| It wae not until Octodber 20, 1§41, after Treasury representétives had
‘érrived in the fhilippines that Gemersl Ruling No, 6 accounts were established,
~ At that time the Treasury reprssentatives reorganized the metho& of'handling the
-importation of securities in the Pnilippines and established'a‘fbgieter 1n'vhich
the aecuritiés received into Géneral Ruling No, 6 accounts were regiestered, A
filing eystem was set up in the Office of the High Commissioner whereby securities
were placed in envelopes 8o that they might readily be located,
2. Hforcenent Technigues. |
Prom April 1540 to June 1241, the enforcemenﬁlwork was of a very

restricted character, Licensing itsélf wae an enforcement technique since throvgh
the proper use of liceﬁs;ng trensactions wére alloved which Veré consldered desiradble;
A licenses were refused where the transnction was considered improper,

’ During the first months every license fequirsd a report, This require-~
ment was ordinarlly vritten into the terms of the license. After some experience
with that requirement 1t wae decided that it could be eliminated. Many of the:
transactions which veré the# being licensed were exceedingly simple and it was
deemed unnecessary to require someone to file a report that he had paid a check |

o of $500.

(a)

The major enforcement activity during thie period was the procure~

R P2 N
I \ .

mezt of property reports on TFR-100 form. Xach time a country was frozen
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a Regulation vasiisaued requiring that all persons holding assets in which
- nationele of suc£ country had an intera?t file a report on TFR-100 glving
| information with reépect to the amount end general character of those
assetls, | | A
TFErlOQ was a sitple form of one page ¢n which the peraoﬁ e rely
gtated thet he was holding so many assets fcr such and such a person and
whether such aeséte were in cash, secuiities or cther property. The person
who filed & répoft was thus on record of having assets of & forelgn naticnal
and the teﬁptatiéﬁ of vioiating'the freezing order was @inimized since
such persca had no knowledge of how the information was belng used by
the freezing control. The information was tahilated and ind exed.
One drew back to the effective utilizetion of the TFR-100 reports
vag the fect thaé we 4id not require a report on a separeﬁé form for each
' pergcn. Thus, fér'ezample, Chase Naiionel Bank filed a dbrochure itemizing
the infcrmetion for each person for whom they held accounts. Such :eport;
coﬁld not be fileﬁ alphabetically without teering each report apart and
filing each part seperately. Thie was a distinct difficulty 4in the form
. requirements so thaé actually the ﬁrimary importance of these reporte from
an enforcement point of view was the féct that it reguired a perscn to
meke Tty his mind'immediately whetker he was going to comply with the CUrder
ard put himself on record ae holding funds for a forelgn maticnal, It
served ae a stimulant for him to comply.
C
(v) WWMM&J
Prohablf the next important step in the enforcement progrem was
taken somewhere in the sutumn of 1940 or early in the spring of 1941, through
the issuance of Form TF3I~1, Prior to the issuance of this form the business
enterpriges which.igra frozen’merely filed applicetions for businese oper:zting

-1icenges, furnishing whatever information they saw fit, No one had ever made
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clear whet thingg were significant or what informetion was desired in
connection with ihe licensing of business enterprises. Gradually, as the
Control was exteﬁded to more and more countries and the strong probability
‘appeared that the Control would be extended throughout the world to cover
the funds of practically all countries of the world, it was felt desirable
‘that some bésic information shouléd be obtained vith respect to business
- enterprises which were going to operate ugder the freezing control ragulatiohs.
Ibr.ceveral months & questionnaire to serve this purpose was worked on.

Yhen the form vas finally iasued known ap TFEE-1, 1t called for certain
basic information with respect to which each business enterprise operating
“under the freezing control; facte relating to ownership, neture of business,
. 8 rectors, officere, companies with which affiliated, etc., This 1ﬁformation‘

supplied us with‘the fir;t'data on foreign controlled’or owned bueinees
enterprisee operating in the United States and furnighed ore of the beses

upon which the enforcement work of the freezing control could rely as the

first step in investigetion and enforcement.
(c) DUse of 3ritisk Censorehip Intercepte.

A further aid in securing enforcement in the freezing control was
derived from the censorship intercepts furnished by the British. In the
summer of 1940 we were not in the war eand there was no American consorship.
Eowever, the British secretly and confidentially began during the summer of
1940 to furnish ue with thevcenaorahip intercepts they made. Initially,
tbis‘infprmation ¥as read only by the fop steff since it was considered

inadvisable to let word of the existance of this informetion in Americen

files get to the American or Britlish public., Eventually, however, it became
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neceesary to establish a procedure for the effective utilization of
thig materiel, In Bofem‘ber 1940, two members of the staff commenced to

index these 1ntei‘cepte. However, it was not until l(ay 1941 that Foreign

Funds Control began to search all names in the applicatione ageinst this
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CHAPTER IV
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Developme;zt of Enforcenent Technique
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camounaged.

Sapplenenting the I.B.I. 1n its control of eabotage, espioneze, and
Pmraganda. 4

Hodiﬁcatioas in Semities Control Program.
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1.

2., Pudlic Educetion of Freezing Control. .
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Treasury and to other Depariments of tle Gove*nment
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