R lra.fts. mo this emi Genera.l nunng Fo. 5 vaa 1ssued. on July '7 1943.

o \rhich had 'been previoua y annonnced 1:1 h.blic ntemretaﬁon llo. 6. ‘\

Teason to 'believe had been'in, blocked ooimtries-and 'by refusing to

55ra.nt licenses authorizing collection of payment of mch checks a.nd

. General Buling 5.L prohibitad. oxcept ;pursuant to a license
' . ‘frererring to the licenae. the a:port of any oheoks. ore.fts. bills of
. ~ucha.nge. promissory notes. secnrity or currency trom the United States

B f;:f.directly or i:x..irectlyoto :a.ny uooked cou.ntry. \tith the oxcoz:tion of

General Bu.ling No. 5.L alao prohibited e:capt pu.rs.zant to a

.(’..

' f‘f-raaerel Beserve Bank of xew York shere they vere held maeﬁn.my

| lince it vas not our policy to liconne the relme o* such ohecks a.nd
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ecerned, it was aleo requifed that any finaocial instruments subject

i . | to the ruling should be surrendersd to the Collectora of Customs who -

. | were directed to forvard all such i:nstrnments to the Fed.eral Reeerve

Baniz of Few 'Iork together with e copy of the rapo:rt filed 'b;y the
tra,veler concerning such instruments. State Department requested the
Kiselons in all foreign countries .to‘)n'biicue Genersl Raling Ed.

" In tnls way 1t vas hopod to secire the cooperation of peraons in other '
parts of the Weotem Kemitphere in Mscontinaing the practice of gending

~ dollar checks and dra.fts to ‘blocced omtries. It wvas also hoped thet

banks and other persons in blecked eduntrios would refuse to aocept or
negotizte dolia.r checks and drafts. thei;eby rendering valueless such
insiruments as may be sent to blocked cmntrioo_.' Comminicaticns were 4
aeno to United States censorship staiions and éx’itis‘n cemorshixo stations
providing for the condeﬁnation of checzs aod. dre.ffa whenever foun&. Thie
condemnation did not maa.n daatro.ct on but thet the irstrunents were detained
for the duration in t e censorahip files. A special procedure was aé.opto&
at the request of the State Department te permit ‘United States employees

in dlocked cmntries to maite peyments by check to pe.yees in the United
States and to odbtain needed mz;:plies of local currency through the
oncashment of checks drewa on their checking accounts in’ths United
States. 'i'he um« ong in ‘hlooked coﬁntz‘iéo vore aothorized to meke
arrangenents with loeal -ba.nkn where‘by United States Government employees
would be able to cash personal chaca peyeble to the order of such ‘banks,
The banxs vith vhich,arrangamants ver made endorsed the checks over to

their correspoident banks in the United States and forvarded them through

:;fﬁﬁho .”f; . 331502
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the facilities of the State Department. The Mispions vere also
~ guthorized to transmit to the United States by pouch checks drewn ‘ny
United States Government employeea on their accounts in the United
‘8tatel \th.ich verev mede payable to persons in the Unitad’Stataé. in
order that wornnent ez!ployees could. pa.y snch obligetions as life
1nmrance premiams, etc. In either case, the check:e vwere examined by
the Btete Department before being transzitted to the adiressees in the
United 'Ste'.tes and were stamped in such a manner as to walve the provielons
of Gez;eral RBaling No; BA if the checks conformed vith the eeta‘blisheﬁ
requirements. | |
(c) &muudﬁummmmh_imﬂﬂjuuaahu
It has é.‘l.rea.dy been 1nd.icated gbove that the nev Executive Ozder
reposed in the Secretary of the Treasury ﬁremendous powers when it gave him'
thg pover to block on an ad h§c basis even .lmgrican citigens if he found
they vwere acting for or on behalf of & blocked count'ry. It hes also been
ﬁointed out thet in the initial exercise of this power the Secretary
proceesded with considerzble caution, However, with the onset of the wzr and
emotions runnigg high it wes falr to iay that the power was exercised with
less réstraint and American citizens were tlocized as Germen nationels without
© providing such peraont; with an opportuniiy to :brové otherwise. In effect,
therefore, by lilocking the accounts of an American citfzen as those of & German:
we coulrd be critidized for depriving such person of important rights without
due process of law, . ‘ | ' |
Although it was recognized that the exigencieé of war demanded

' ~ certain extreme measures, certaln !‘rqb.aury officiale were cognizant of the

'uiﬂf»  ;; *-",Léifkgfﬁﬂﬁﬁﬁ;12"3V"<3315ﬁ3




fact that admiﬁiati"atﬁe pmcesseé should be hantled vith great cection
’( ) : ‘ | " even during the war; thet Apericen citigens lhonld not bg labelled as German;
'- thet théy lhou.id not have all their funds tightly frozen without some adqqute
measures 'being provided to mh peraona to aa:pla.in certain of their activities
to qparopriate Treasury officials before too much damge vas done.

. Bix nonths a.‘.‘ter the war !‘reamry ofﬁciels proceeded to develop a
progran to 1nsure the protection of the inalienable rights of American cit: zens.
hu’ing that tine, many American citizena were ‘hloclced e.nd one in pertic‘ular,
an America.n citizen in California. sued the Becretary of the Treasury after .
he vas blocked as & Germar national. Although the ease actually was settled
out of court to the satisfacticn of the !‘reasur;'r'.‘ Treezury oﬁ“icial's vere
convirced by the poeition takeh by the American citizen in this case, One
of the main srguments ke made was that it wes unconstitutional for the 'l'reasux;v'_wg
not to have provided for a procédure entitling him to a hearing to determine
whether or rct his accountsvshould"bo untlocized, Although Section B(B) d14 noé.
provide for & heering end some courts heve held that the statut'e mist melte
provision for such a hearing before a person cazi maintain he ig entitled to
suck a heering, therc are ot her decisions that provide thzt a stztute does
not necessarily have to b:ovide for‘ e hearing under these cii'cumstancea.

‘ Treasury ofﬁciels. however, felt that it would be most exped.ient
and in the interest ot mstaining the adminigtrative law procena to make ~.
some provision permitting a person, affected by a Tren lmry block'ing or&er.

a hearing permitting him to show why he should be untlocked. To this end a
‘ - very simple ruling, Qeneral h‘lig ¥o, 13, was ﬁmé& on Mey 22, 1942, merely
' _providing ‘that certain forms vate'a?aila‘ble with ‘the Treasury Department

- (- S 331504
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to persone who desir‘a& to apply for & hearing on en g,pplication to be uns
blocked on the ground that he is not a nétionel of a }:lockeé. country, This
vwas a tfemendons stép‘ forward in the a&n;.inistrative proceé.uresof Fore!zn Funds
Control and masde the exercise of the ad hoc 'blocking power tustainable in |
the United Btetes courts, _

In the case of Hartmenn v I’od.gre.l 3eserve Bank of Philadelphia,
(U.5.D.C, E.D. Fa) the pla.inti"f.. an Americen eitizer, 'brought an ection for
1njunctive rellef egainst the Federel Reserve Bank of Philadelphia challenaing
the valldity of thre acuion of the !‘reasury' Depertmert in ad hoo ‘blocking his
assets. - Berimann alleged that inasrmich af ke was a citizen ma=d resicent of
the United 8% ates. he was not & neitionsl of a foreign country and that the
action of the -rem”y Depertmeﬂt effected’ ‘h*:mgh tke :.nstrurentalitv of the
!‘eder:-.l Eegerve Bank deprived him of his property withou! due process of law,
He furtter alleged that the_&‘efendant acted wiikout autiority "whéther acting
as an agency of the Uniied States or otherwise® to "blociz® hie bank account. -
The Federel Reserve Banl-:. roved to dlemiss the corplaint on the ground thet the
Secretary of tﬁé Trezcury 1 an indispensable party to an ac‘tion of t:xis kind
ard also on the ground t‘x:z*!: the plaintiff ca:ld not resort to jué_icial review
until he had exhencted his administrativeﬁémedy. pmvidéa by 4the Secretery
of the Qreaaury in General Buling Ho. 13, .

The court agreed with the defenda.nt on both counts end. d.ismiased the
Cozplaint holding that ®the motion to diemise the conmle.int on tre ground that -
the Secretary of the Treasury is an 1ndispensetle ’party mast te grentei® and
thet since he "may be sued orly in the Distrlct of Colurtia. . « he caunot

be mede a perty 1n this jurlsdiction.® The court agreed with tte contention
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of the defendant thz_ét ite functions were of a ministerial character and thut
l".the Secreta‘km"o;‘ the Treasury alone and exclusively ie empbwered to 'deternine!
who is a 'neticnel'! ard to ‘block.accounts, and the gefenlarnts here simply
perfome& a minigterial function in advie;..g the plainti"f aad his bank of
the Setretary'l deternination and ection,®

Although the conclusion of the court on the questicn of 1ndis-

penseble party made 1t a;a.ciemic tb conelder the other polnt raised by the

defend;a.nt.: the court added '“It must be ﬁta‘.ea thet this poirt 1s well taken
by thé defendant and would of 1tse1fv warrent a dismissel of the corpleint.®
?ne ccurt pointed o:z%; that the defendant i.'a.tssertta however, ané properly so, that
Judicial review may not be Led until the remedles preac bec. &y General
Raling No, 13 kave been exhausted. The Secretery of the Treasury hss provided
& peans wheredby an siminigirative review nzy be had of this acticn, with full
RN . © opportunity for heering. « « H..re the ple.‘ntif’ mede no ettsopt to explore
z., ” ' the edministretive recedy which 1g eveileble %o him ené thet feilure is
fetal to his preaen;. action,"¥
(4) Reziletions with respect to unlicersed trans”ers - Generel Ruling 12.
General Buling No. 12 whick was issued on April 21, 1942wes & tasic
Tree.mry document end like Genere.‘!. Buling ll directly implemernts the freezing
control. In effect it providaz that no transfer vith respedt to blocked -
property 1 valid w_ithont a Treagury ;icense. In order to understend fully
"the implicetlions of General Rnling 12 it i i@ortgnt to outline at the Out§et
one of | the prircipal cases with which I‘o;feifgn Funde Control wes faced early in °
. its var operations — the'Polish Ralief case (Commission for Polish Bellef,
Ltd, v. Banca Nationale a Bumaniel (National Benk of mmniaJ (1542) 288 N.Y.
232, 43 N.Z. (2a) 243),

o lme. 331508



http:unc5.erlte.nd
http:hea8'J.rj
http:proyid.ed
http:i:'reas'J.lj

In Octo'ber, 1939 the Central Eank of. Poland. dellvered gold

~ of the velue of about ts.ooo.ooo to the Central Be.nk of Rumenia in Runenis.

- At that time Poland ha.d been cverru.n Yy the Germans. Bumania was £ t111 &

nentra.l country in spirit as vell as in 1atter. Ehe Buma.nia.ns taok the Polish
| | gold in order to pravent 1t from felling lnto tﬁe hands of the Avis, In
April 1540, the Polisb ‘bank transferred its 1nterest in the gold to a so-cellefl
Americax; -eompany which was ‘really & comninion_;set up to provide Polish relief.
In May 1940, the Polish Rellef Organization demanded the gold from the Runanish
Back and wuck demand vas refused. In- December 1340, -the Polish Rellef Commtssior
sued the Benk of- Himania for the conversi(';n of the gold and attached some
$4,000,000 1n Eumanien gold which was on deposit in seversl New York banks.

The lea.nian Bank moved to vaéa.te the attachment conterding th;.t
under Executive Order ¥o, 8389 1te deposits with New York banke were wholly
unattechadle and in the absence of a license by the Secretary of the Treasury,
thére could be no Jurisdiction acquired by a New York court. The lower court
ﬁ ¥ew York up~held the Folish raliéf organization’s right to attach these
assets. In doing 8o, the lower court reasoned that eince the Rumanian Govern-
ment could assign wuch gold, the plalntiff might attach it.

It was the implications of this position which ceused the Govermnent‘.
to appear in the cese amicus curime. If the court in New York steted that
usets blocked in the United States were tubject to attachment beceuse they
:dght be assipeﬂ vithont llcense. it mea.nb. in effect, thet persons tmdar
the ﬂomination of the Axis in Europe could Ye forced to auign thelr assets
in Burope, either to the 4::{1- Or more prodatly to neutral cloaks; as a result, .
althngh udght ksep q.uets teehnically hlocked, the beneric;al interest in

such aiutl i ght be \rrestéd from the true cﬁners in occupled countries and

L. 331507
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flow to the beneﬁt of the Axie, This went right to the heart of the

. : freezing control.

Actua.lly. we vwere concerned with ihie problem 28 early é.s June

1940 when a general ruling along the following linee was drzfted:
'Hotiw 15 hereby glven that no license authorizing the

tra.nsfer of property directly or 1ndirectly by an invaded
- éoni;try or national thereof to an invaling couriry or 'nat;ional
$hereof will be issued under Executive Order 8389, as amended.
The United States will not recognize" .any such nttenrpted trane-
fer but viil trect the same ae being null an& void,"”
A memorendum was prepared to the President at the same time ltéting this
ruling was conelstent with the mmcémgnt that he had male that the United
States womld nét recognize any transfer 6f any Westemv Hemigphere possession
from one non-‘Amefic_a.n power to agotﬁer. Teis ruling wes not lesued.
The problem, however, contimed to concern Tressury officials.
The Polish relief case tended to increese our fears. It .\las récognized that
the decision of the lower court in this case could certainiy have given rige . ‘
to ‘ho‘pes’on the other side, at least, that the courts of the United States nighé
recognize that euch assignments were valid end that the bezneficial intorests : .
in the assets counld be'transferre&; The case was appealed to the Court of
Appeals in Mev Yor:, and a.t that time, the Government decided to appear m
mm and plea.d. our position. ‘ |
‘ One thing that 'bothered a m‘ber of personn in the Troasury in
. ( arguing the case was thet under Section S(b) as amended, the Government had

mpreu power to declare transfers mll a.nc. void, Thet power haﬂ not been
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expressly used by the Tressury Department ant insiead we were appsrently
going into the court and arguing thzt the fect thet the transfer wee not

licensed by this government made it void. Many felt that we ghould exhaust

the powers of the government in néking such transzctions vold ani then go

to the court with the proposition that the Bxecutive and the Congress had
done every:tb.ing in their po'\grér to meke these 'tra.ziafera void ard thet it
was up. to the 'cdﬁrt. ir effect, to back us up. . That was in generzl, ttre

position we took when we isgued OGeperal Ruling 12 the day tefore we filed

our brief in the case as amicus gurise.

General Ruling 12 provided thatvsfl) any attempt to aselgs or other—
wise transfer interest in an account that is blocked is void, (2) any trensfer
ma:‘.é after the effective dete of the Order, even béfore an account wes blocked,
vas ﬁ.nenforcea.ble wit!:x respect to prqperty in 2 Blocked accovnt, In oth-r

vords, once the account hal been blocied, even a trensfer prior tc the blocking

. Wwas urenforceable urnless licensed by Foreign Funds Coatrol; and (2) licenses

were required to validate transfers mede before the effective anie of the
Order unless the persoc to vhom the transfer wvas effected had writien nctice -
of the trarsfer before 'the effective date of the Order. Ia e.'c'iiition.‘ the
rulirg provided thet ifv a transfer was licensed either before or a.‘f'ter’ the
fact thet transfer 1s Just as good h.a. 4though General ﬁuling 12 or the freezing
control had never been lesued. A further érovision in tke ruling provided
't’h'at‘thg Judgmeni a pérson odtdned géve thgt PeETBCn Nno greaﬁer right than

the owner of 'that ‘tlocked property could give such person voluntarily without

& license. In other words the judgment as far es the freezing cortrol was

concerned was put in precisely the sane position as 'a.n ordinary payment order. - |

mmm .
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'Era.ui‘er' was defined broadly to inc.lnde ’any a.ctual or purported ‘act
‘ ' oT tmmtion, the pu::pose, intent, or effect of which was to create, -
o mronder. rolease. transfer, or alter, directly or 1nd.irect1,v. any right,
. rwed,y. po\rer. privilege, or 1nterest with respect to any pmperty and
vithout linitation u;)on the foregoing 1ne1ude& the mldng, execution, or
" | delivory of any anignments. - , L o
, _In fasuing the General Ruli.ng the Becretary of the !‘rm stated |
that 'mllcensed transfora of blocked uuets alvays have been vold and ‘
unenforceable under the froezing ordera ant thet today'e ruling serves the
purpose of emphssizing this fact for the benefit of any of the yublic who
nay have overlookeﬂ this asyoct of freezing cortrol.® S
In the ‘brief specific reference was made to Gemeral Ruling No. 12. ie
took the position th=t any unlicansed transfer was woid; thst however. we d.id -
not object to the atteckment actlons so long a8 eny Jjuldgment res.zltinv therefrom
vould confer upon the party odtaining the Judgnent no right geater than the o
owper of the 'blocked account might voluntarily tra.ns*"ar, whick right we said vas
nothing. unless we licensed 1t, In otker words, ve s2ld that the owner of & w
accmmt can tra:nsfer no interest in that account, unless the transfer is liconsoc
by the 'l'reasury. that a !l‘rea.suzv license pemits the tranafer of any interest .
' in the blocked accaunt vhich we b.ve licansed.. lfe then said that a Judgnent -
— | a.gainnt block’ed unoh can confer no gro..iher right than ceculd be o‘bta.ined it
v . *the mer of “the 'blocked account he.d voluntarily uttmp el to tmnfer tha .
o asaotl to tho Juﬂanant cre&itor. vhich neana that the Judgment tra.ns-ers o
- rea.l 1ntereat unlesa the !reasnry uceneen the transfer. ‘ :
. B m W °f ‘PPBBI! hﬂnﬂe& d.m & very. 1nterostlng ﬁecinion. The

Oonrt held,. 1n affoct that no tra.nsfer m valid. \dthmzt a license. However,

T 1 t‘urther uumoa that thmm an at achme 1nterest in the gold but that

a,éagaay; %33151v~.
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~the interest or whatever was acquiretl. would de sut; éct to & Iicensg by
the Treasury Depertpert. ’l‘he‘dissenting opinion categoricelly sald thet the
‘assets vwere not atizckahle. A
| It was always the view of the Treesury thzt the Coz:r’; of Apoeals’
unequivacally d.eci&ed the issue presented in this case in fevor of the
'govemment’g pgsitio# that. ar attachment of the blockel funds was prohibited
by ﬁxegutive Order 8359 except pursuent to Treasury licecse. The poiat on
¥hich tke Court differed was the @uestion a8 to whether a.n a’.’c‘tachment
subject to license, which would create or tﬁnsfer an interest in the attached
- property only as fhe appropriate license were fortlecm'ng, could gerve as &
basis for jurisdiction ovér the ndn—-resident defendart, The mejority of
the court thought 1t could. FPointing out that the Few Yo taxts unuestion-
atly owed debts to the defehda.nt, tkhe Rumanlan Bé.n’«.:.*wh sh coulld serve as a
res su.‘.'ﬁciexﬁt to cornfer juriediciion over the &efenﬁgnt, it selé:
| "Tae Executive Crder &id not ‘préhi'bit attaéhme:;t of the con-
ceded interest of the o'.gfendant in the credits upon w::i‘c’h the;
levles were meCe. For all we know, peyment of the blocked ec-
counts to. the eredit of this ‘aétion cen te permit.te& consistently
with the purpose of the O:der. We are ot to presuppose‘ that
tials wil.lA inevitzbly be refused in event of & jﬁdgaent ifor the
plaiantiff, The lein of an attachment is alwe;'s hypothetical *
in some degreé; 4 Vgelgure subject to license' was, we thini,
sufficient for the purpose of jurisdiction in rem over the |
- deposits in question,” | | | |
The dlesenters thought 1t could mot. Thus, Sudge Finch said:
"No effécﬁive levy cen be ma.dé where tﬁe right which 1s sought

to be attached 1s Dot & right in praesentl or im futuro, but
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is nerely a right based wpon & contingency which may or
m not happen in the rutnre.

"Uhat the >pla1ntiff is seaki;:g here is A fes sufficiently
;11un§ry not to fall ,yrithin ‘the all-incliusive proﬁi‘hition of
| ‘ths Executive Order and. at the same time to be thfficienf.ly
| : ﬁbﬁtmtiﬂ to aﬂ‘ordva 'bas.ia for Jurisdiction. 1In m opinion
rach 1nconsiat,ency Seek:s the impossible. Hence within the
mthorities no attachmant is pouible. V
Trat thia 1ssue of the neture of an attachsble intereet on the
‘ Eev York lew. was the only issue on vhich the court differed u made plain
by the follor ing further stztemert of Judé;e FMach:
sl understand.the-differenée of opinion in this court,
’11; e thet(tke na.jority) take the position éhat & transfer
»by att a.chment may 'be na&e conditioned upon & au’osequent
releasing of the deposits br the Secreta.ry of the Trsamnr J '
Both the majority and the dissenting opinions in the Polish Relief '
'ca.se‘tlml re) ectedv t_he view that & transfer of ownership in blocked property
could be made vi'thout a 'i‘reakuf} vlicense. Bo'th opinions regerded the aﬁach- '
ment sa 'hypothetical" and "lubject to license® in the sense that it would create
no lien mnd tmsfer no 1nterest except with the license of the "‘rean.ry -
Dapartment. !m:e mdority raw&od mh an attachment as affor&ing a
.tu:rficient buil for the mrche of Jurh&iction. v‘hile tke diecenters B
: thonsht 1t vss not. _ In thort there vas no resl difference of opinion as to t‘w
effect of the freezing ragulations. the mjority and the &iuenters differed |
only on the qnostion of the sort or 1nteremt n»d.e& to pemit the courts of

, Hew ‘Xork to axercise by uttachment Jm:uction over a non-resid.ent d.efend.ant. ,
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‘The implications c¢f Gener& Ruling Yo, 12 were agéin raised in

1944 1n the Siager v. Yokohana Specie Bexk, 263 N.Y. 542, 58 K.Z. 2a 725 (2944).

' e inger cese arose out of the attempt of the Standard Vacmun
Cil Gompm ‘n Jeparn to remit money to 1ts New Yo:k head office, After
Executivn 'O*é.er: 838¢ bééa:mhe effective for Japen, Stendard delivered yan to t‘xe‘
Yo‘.ohama Spec:a.e Barx in Je.pa.n with inetructicas to per tke doller eqnivalent
_to 8% E.nc’.,.rd. 1n Hew Ycr‘:. . The Yokohana Specie Bank instructed its Hew Tork
agencv a.ccordingly. and the New York Agency aclknowlelzed receipt of these
‘inetructions to Standard in New Tork. Upon the outtreak of war wiih Jepan,
the New York Age::c:.' of the Banx w*as placed in liquidatién porsuent to Section
606 of the i ¥ew York tanking Lew anl the pla..nt:l.&, ‘as Stacderd's assignee,

files & ciaim under that section. Tnder Secticn 60€ oznly creditors of the

Bank whose clalme arose out of the tramsaction had by it wiith the Few Torx
egancy were crntitled to share in the Hew Torx asséts ‘of the Bank, The Court .
: of képeals held the facts all e,;ed in t“e affiirvite before 1% served to
create en 6’oligatic'n in fevor of Stendexd enforci'ole aéainst the Yew Tor:
hzener, Z‘he Court furt er held the fact »bat Felerel reguleticns govorr..ng
transzctione in foreign exchange preventea the pe;rext to Stenderéd until
& Treasurr license wes procured did not meke conditicral this otligation
of the Fev Yor:: Agency 4o mese the payment to Stan’erd.”
| Actuall** therefore.‘.an the'face of thé opinion iteelf thet tré -
Court é.id not mort to PpeEs upo** the question whiether an assignm,-‘t by a
Frationel® of & Ylocked country of property held in a 'bloc":ed eccornt in a
- . domestic tank is ef“ect*ve to create an interest 1:1 sucb. propert; . ‘l’he
‘ V S.’mger decision. according to Tree.su.rv' ofﬁcials. zmst accor&ngly ‘be

read as assuming that no- transaction was there presenteé’. which vas prohi'b‘ ted
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'b?r Executive Ordef 8382 or Genersl Ruling No. 127, and thct therefore the
grarnting of a license was not a prerequisite to an ﬁﬁqu.e.liﬁeﬁ Judgrent in
fevor of Singéf.» but was ;nerely 8 conditlon to thé parment of that judgment,
To furtker quelify the Treasury pos:tion in Gereral Enling 12 1t
igsued in hg*sf. 1946 Pudlic Girc'ulér.ﬁo. Zl. Thie Circular atteﬂ;ﬁcec‘_ to
the validity of
forther cr'st&.llize the Sreasury view V‘th resdect to/attachmems tgainst
Tlocked ;‘oroperty. - It emphasized in the first insteace thet under Paragraph 1 ﬂ
of General- Ezling Yo. 1z, interests in blocked proﬁerty cannot be ecguired,
~tran§fer re6, or created Yy unlice”sad "transfers“ It wes furthker indlcnted
that en unilcensed transfer may not be the besis for the assertion or recog~ .-
nition of any right, remedy power, or privilege with respect to, or interest ”
in, any blocked property. It pointed out sp_ecificall:._r that_ an attechment .
corstituted & Ytransfer!" under Gemerel Ruling Ko, 12, and provided tiet en
unlicensed atte;chment could not oper;é.te to transfer or cieate any interest in
blocled pro;zez;ty. The Circilar furtier erphesized the significance of
Paregrezh 4 of Generel Rallag No, 12 whick inlicrted thet the Tressury had
go desire fo interfere with the ‘or'de.rly cmeideratica of cases by the Court
-pmvided thot the resalts of cort proceedings wer‘e pubject to the sare pol@cy
consideration from the polat of view of freezing control as those é.rising
frem voluntary acticn of the pev.rti‘es‘. In this connection, it pointed out tﬁat

thie paragreph 414 not constitute a licegse authorizing the seizuvre or creation

of any interest in blocked prop'erty Yy attagcﬁment 'procoedin'gs or other legal
_process, ﬁm@. the Treasury 414 not desire to interfere with such litigation
- provided it was understood thet the juﬁicial process ca.r.{#ot without a license
.; or other authorization fronm the Secretary of the Treasury, operzte to trensfer
| or croate any interest 121 ‘blocl.ed. property, Bubsequently, j.n the case of Ktrkhm

(f“ S v. Taylor, ™ f. SUPP- 202 (1947), the Treamiv's poaiticn with respect to
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Genersl Ruling No. 12 wes furt:ier clatified. In this cate, the Alien
Property Custodian had bested "all rizht, title and interest" of AXl,
Austria.n cooperative soc" ety, in certain unds held bv ASCAP an Americe:z
- associaticr. One quesilon before thc court wes whether Propper, by his
sppointment after the effective dste of kecutiv; Crder £3€9 a3 permanert
receiver of ASCAP, hed acq‘uired title to the funis pricr to tle issuance of
the G;artodian'a vesting order. L”ﬁe court held thet in tke absence of e
‘ licenée ;By.the Becretary of the Trea.sﬁrv; Propoerts gppoirtmert es receiver
gave h_iml zio interest in the_fai;dé. A:t'ter ||ett1r.g out aagplice'ble provis o“s'
0f Executive Order .8389, the court sald: '
"llearly, under the language of‘ tkis Crder, eny unlice'\sed
transfer of the AL funds held by ASCAT vas expressly prohibited. )
And this prohidition vé,s ase applil.ca'ﬁle to & transfer by jud‘.éial
proéeea es to & trensfer by voluntzrr ect. IEven if there were
. eny don®t on tket subject, which I 4o not entertaln, this doubt
vaé completely removed by the interpretative Genernl Ruling No.
12 1.saugd. b7 the Secretar" of the .rea.sv..:rsr or April 21, 1¢::Z,
Under this Ruling 1t was provided in Section (1) thst any
unlicensed tr#nsfer of funds, lur:h as involved dn the present
action, was "muill and void'g and in Section (4) thet no trensfer
of such funds by judicisl process cree;ted a greater.rright
than the owner of.the funde could have conferred by voluntary
“act prior to the igsmance of & license. In view of these
 prohititicns of the Erecutive Order I o oot think thet the

defendant l?ropper obtained any title to the AXM funis Leld by
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ASCA®Y on his appointment as permanent receiver.on Septendber-

29, 1941,

-

The issue was again presented in 1347 in Leods v, Ketzehstelrn,

where the plaintif?s cleimed a right to the deposit and securities in the

neme of the defendent bzsed on an alleged aasignment to km by the defeadent

after the éffectiveu date of the €rder ard without Treasury‘license. The

Lover Court in New York held for the pleintiff and ordered the defense

; ltricken ‘and thet the dsfendant was 1ncapable of passing title to the
" Bloe 'ed property since the assigmnent had never been licenseld b the T. s.

" Treasury.

(o)

Line oo 17.

Bvery banker knows that 28 percent, 41f not all, of the securities

held by American bankers in a.cco_unté in the names of forcign banie and

other financial institutiorns are the property, not of such foreign ban:s,

but of their customers, The "FR-300 reporte filed by Americer bar¥ers testify -

that there are very few instances in which the America.n banks know the name

ard natienali ty of the customer to whom uhe securities actually belanb. :
Under thece circumstancea it soon beca—e clear to officlals of Fo'-eign. Rl
Funds Qontrol t};at tke freecing control was ineffeqtiv_e in an important
area, in thet fc;reign barnks and other financial institﬁtions coﬁld freely
transfer on their Yooks securities held in Plocked sccountein their aazes -
in the Tnited States. | _

l'or exanmle. let us uupbose that Mr. Dupanv. a Frenchman in Peris,
hed 1000 sheres of Bethlem Steel .\r;th a Geaeva 3anX axd that the 1000 shares

had been deposited by the Jeneva bapk in an account in 1ts own né.ine ine-
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New Yérk bank, ZFhe Geneva 3&9&'3 account vith the New fork bank was blocked
in June, 1941. Kova_ver.i ﬁe Kev Y&fk bank knows nothing of Dupont's ownership
of the 1000 sfmrea of.Both:’l.ehem 8teel in @he‘ account of the Geneva bank and .
there was nothing .p'ribr to the provisions made by General Buling No, 17 which
would effectively ltop the Oeneva bank from accepting instructions from '
Dupont to tra.nsfer ovnerahip of the 1000 .haren of Bethlehem Bteel o2 ite |
books, - Thus, Dupont was 'free' to 1nztmct the Geneva bank to tranefer his
Bethlehem Bteel shares on its Yook to Hans Schmidt. & residdnt of Germany,

and there was noth.ng in the Gontrol to :top the Geneva bank from complying '

with such instmctions. Once' the securitiea were transferred to Schmidt on )
the books of the Geneva baok, Schmidt wes in & position to ssll those securities
to aay swiss. Spaniard or Portuguene. mmi. securities hveld in 'blocked ac-

connts of foreign banizs of fered the Gemns 2 means of lecuring foreism

exchange or any other commodity that wes availsble and needed.

@General Ruling No. 17.promulgafcd on October 30, 1943, was direcfed

precisely towerd pre%renting this situstion, that is, the unliéensed trg.ns:"er
on the dooks of avfox;‘eign bank or other financial institution iocated in a
foreign country held in the name of‘ such bank or other financial institution vit?t»iv ’
_ an Americen ba.nk. The Gene;-al_ ming proceeded upon the #ssunmtion that

| freezing meant freezing of ownership in e pa:ficﬁla.r'persoxi, .

. The basic §rohibition‘; of Generzl ..Ming Ho, 17 wee againgt the

" effectuation of any tranitar t;th yeipect to gecurities in a bBlocked account
ofa foreién bank or other finmancial institution unless the Ameri‘caﬁ benk
vith vhom the securities wers _dapouiteé. knew the nane and nationality of

the bene? 1cial owner*of tha ncuritiee and of all transfers with respect to
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- such securities since .April 8, 1940 or since the dote of tre &eposit of the

pecurities into the account, whick everV vas later., The prokibition went to
the nale and purchase of securities and to the receipt of dividends, interest
and other income on ucurities. -1f this prohibition had been left without
axcsption, there would be no tmmtion or vary faw tmnsactions in blociceé.
securities accounts. Recognizing thet in m.ny cases i1t wes not politic for
the name and mtionalit} of a particular ben»ficial owner of securities 1n

ite account, the ruling pmvided for a certific‘.t‘ on proce&ure whereby a
foreign dbank in whose name securities were held could certily that no person
in & blocked counfry hes or has had an inéiergsi in those iecuritiga wince |

April 8, 1940 or since the date on which the seccriiles were plzuced into the

account, which ever wzs later, end that booze end records of the certifying

‘tank world be mede availeble upon requeet to the ® nsuler or dirlomatic

officers of the United Sietes in support of such certificcticn, When such

certification was made, securities coulé be btouzht end sold a:d dividends

and income thereon equally as though ike &ieri,can benk ked a1l knowledge at

hand,
In order fo avoll creating al2itionel burders for domestic coupon

and dividend paying agents ané to minimize possidle losses where neither

- such information or certificaticn vas avallstle fhe riling elso permitted.

lale§ of secnrities and rece pt of d.ivi&ends and in% efest thereon provided
the proceeda were deposited in a Ganeral m:'mg No. 6 accaant.’

The General hﬂing contai ned geverzl '-eportin&, reqxﬁrﬁneuts including

2 requirement that ‘vhen an Americen bank geta information with 'respect to

.. ‘ A
the ownersghip of securitiss which was not reported be"ore it must file an

appropriate nev or a:ne“&ed ‘3‘3-300 raport etea tho“vh no previous CFE-300
repor‘b vas required. N
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The new regulations exemptied from thelr operati-n every trensaction

-effectsC under the general licenses extcndael to Portugel, Spein, Sweden,

or Switger®mnd or to their central banks, These gezerel liceneses ccntainel
restrictive provisizue similer to those irncorporrted 1ato the nev regdetions.

The Bwellish quémme:.t; sozetize prior to the issuerce of the ruling had

"arra.ng_ed té segregate the securities heid in the Tnited States in accounts

of Swedigh Zinanciel institutions, owuel ty naticnels of other ocuntries

from those. owaeld orly by Swedlsh netionale, With respect to ihe le“ter ike

Swedes certiflied operations undef tﬁe Bwedish genebre.l license a:;é-.tlms
their naticrals were not incomvenienced b the :;';iing frsolar as ﬁhe«‘ir
legitinate and boaa fide transactizrs wers concerned. Tie Svisg, haw ever,
Lal never mede guch: .a Begregaticn. l—loreo#erAth‘e:r hal alwers bteen unwilling
40 take the reapoizai‘dili‘;:'. of certifying any tr#nsactions unéer the Swiss
generel licerse, except those which were soiely for government or ceai:rel
bezk accem;ts.' | |

Essexzilally, General Raiing No. 17 weze a Swiss problem. | Thie was
due to the Svisse secrecy law under which Swi:zs irstituticns weve either un-

abtle or uawllling to furnisk the inforrmetion or to obtain it frorm their

‘elients.

In 13944 a-group of Swige deakers conferred with Treasury oi‘ficiala

o in Vashiz;gton to e:pﬁlo;e possi‘bilitieé of working out a substitute for

General Baling Ho., 17, & procedure for fecilitating ihe urtlocking of
Swigs @ssete. | o
‘They expleined the ®Convention G.3." which vas spbnsorai b the

iss ZBankers Aséoclati_on and accepted b ‘-tl;.o 3ritish es a."bavisivs for ‘perment

- 43 -
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of incore on Sterling iecurities?- ;ertﬁin baﬁks, @esignated as Class Aﬂ
Aa.nc’: cempriaing ééventy of the ia.rgeat banks, could certify 1n' affidevit fom’
the ﬁon-’-enemy' ‘character, alnée 'Septém‘bei' 1938, of ~St§'r11ng investments,
vClass 3 ‘baﬁl&s, adout siity in mumbder, could iike§i~§e sign' such affidavit
forms ‘bnt the *’fida.vit doea not become ‘mliﬁ until oountez\-aignea either
"bvy the Bwiss BanLers Associetion or a Glass L A |
' In a.de.ition. the Swigs ‘.Bo.nkers A.asocie.tion ;prom.lgated uni" atera...ly
Convention-A and Convention L, Gonvantion A vas a;pplicable to all foreign h
uacurities tra&ed in Mtzer]z.nd 'U’n:ler this convention. 8 ‘bank certiﬁed
that since a certain date. generally September 2, 1932, the gsecurities heve
been contimmusly held 'b;:v Swiss netionals petmanently residing in Switzerla:nd,
or by corporations which ﬁad been determined as Swiss corporations br the
Swice Baniers Association, ‘The purpose was to facilitate the markzetability
of suchisecuritiea and enable prospgﬁtive purchasers to be assured to a _
certain extent, that he was fuying a “élean" security. 0This convention covers |
more then the 130 banks under the ”Gonventian G.2." since ’pra.c_ticvall;-* all fi:ﬁ ‘
which were members of the Swiss Ban::huociation, which included prsctic,ally' B
all banks. could valldly sign such affidarits ‘on their own signature.

lffidamits under Convention L were in two forms and had a8 more
limited purpose Ghan-fhose nmale un&er Gonventiop A, Atfidavita under Gonyp&tién ;
perely certified thet thé"seénrifiea hed been in Bnitéerland on or before |
 June 1, 1944 and ‘since that date belonge& to a Bwiss reai&ent or a recognized
Bvige cozporation.' Another form of this afsidavot could certify that the
lecuxifieé had been dqpoaited since qutepb?r - 1239. or perhkaps some
later date;-buQ'did hot:ngka anyijpresentation as %o the naiionality or

residence of the owner,
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Under the .tanaarag {mposed by the Buiss Bankers Association, &

carporation wae a Swiss corporst on 4f 1t had & predomine.nt Swises intarest.

- )

Fifty-one percent would s‘ui"ice for the! purpose, although the delegation
tought to assure us that ganerally tke percentege was much greater. The
delagation felt thet if 1t guited the Britich, perhe')s they could find =
common neeting grmd vith we, - o ‘ '

- Many of the defocts of these affievit comventions Were self-evident -
even thoee_in:comention G.B. The Swies banke, by virtue of posseseion of
the oécurity to be verified, took. th'e pogition thet they could thue preve
at sny time from their own books the corr’;ectness of the afﬁdaﬁt. Tnowing
the Svigs predilection foi- fomily trastg, holding compenies, retention of
Yeerer stock by noterles, attornevs and the like, tne use of fider conel,
sa:f'etv deposit bdoxee, ell under the pro’:ection of the Svwies secrecy laws,
1t wae difficult to understand how a Swiss ba.n.\' conld determine from ite
own 'booke whether t‘me ostensidle ovrer was or vae not a clre.a fcr an enen&;

'Uhder all of thece cenventions, ro o2e could exanine or inspect the boﬁks
of the Swies banks to c.'.etaﬁ-mine thé accuracy of any dec?'.rzrstion. None of
the eonventior.s epplied to cach mecounts or the nroceeds ‘of securities,
Certain of the conventione did not even melre eny representaticn with res*:ect
to ownership. Even Convention 8.B. did not do more then permit the Swiss
" bank to col;ect income on Sterling securities, Dgapite our persietent
inquirr, the delegetion could not satisfy us ‘I;ﬁat Swice danlks were in &
position, in view of.the'aecroc:vilmdf., to go behind the benk's record of
noninal Atifle.!

) | g . 33152



http:a!'t1dP.Ti
http:perru:.ps
http:percente.ce

.‘Acco‘rdingly. the delegation was advised that: any procedure as
cépvontion é._:B. Ior any adaptétion thereof was not acceptedle in view of
thoir inteﬁtioﬁ to comply strictly with and to leave unchallenged their
secrecy lm. stponsibil:ltv for determinlng Swigs ownership nnder these
nlf-inposod llmtatiora could not be left by thie Govarnment to a private
usociation of 'bankers. I the Swiss Govermnt or any organization acting R
as 1ts sgency, would not certity to a tranmtion. this Government conld not
be upected to accept any lesser forn. _ . o :
| The Swiss showed no dilpoq;tion on their part to free fheir : “ 3
hahds' by recommending to their own Government any modification of their =
self-imposed 1imitations under the secrecy lav. Bince the Swise did not
seem rining to solve ‘tl;ie problem on their own, it seemed i;ncumbent upon
this vaefnhent; in enforeing 14ts‘o\rn regubations, to nti-éngtl;en the ruling
to force disclome of accurate informetion. hms, it wvas considered that
both certiﬁcations and 1dent1ﬂcations should dbe veriﬁ.ed ‘oy the financial o
institution involved and should be baclfed up 'bv a pled.ge to produce latisfa.ctory

documentary evidence to this Government, nubvithata.nding amr secrecy law, - )

b

and 1f the beneficial owner was alleged to be "pure Swiss", the certification
and 1dentif1cation could de further supported by "“Navit and documentzry
evidence of such owner, In the abdbeence of such certification or 1dent1f1cation, ,

~. -

the rnling should provmo that no tranuaction of any kind may take place in
nch an account. ] ' ’ ,
| !he Swiss ucrecy lav 1n 1ts operation ves furthar racuitatea by
the Micc of the omnml acconnt. The omnibna a.ccuu.nt 19 nerely the account
m::h one financial 1nstitution maintains in its own nsme with another financial

1netitution in \rhich are ko;pt fands and -ocuritias of its o\rn. together with
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those of ics cuatomers.vv It may ﬁe one account which is only broken down

on the books of the depositing 1nstitution. or it may 'be sub-divided 1nto *
'vmous mb—accmta or ru'bric acconntc. In order to comba.t the cloaking

acpects of the use of an otherviae normal banking procedure. especially as

mployod bv ne'ntral countrl es, 1t vas alao considered dcsirable 1n ctrcngthening'
‘ Gcneral Rnling ¥o. 17 to reouire a coqplete mb-d.ivision of the omni‘bue ac- |
‘count so that each su'b-account would reprccont not only the security but alao

' ) the caah of each cnstomer of the ‘bank 1n whose name the omi‘bnc account is me.in-' '

tained. This would make ccncaalment not . only axpensive, to the cuctomer. bat, i
unlcss they deslrcd. to risk violation of pur lews and attendant criminal :
pena.lties. 1mpract1ca.1. Not only would a breekdown of e=aeh, es well ae socurity
account, ﬁave forstalled concealment and forced disclosure of mon-Swige as-
lets airead.y here. but 4it would have furnished an cxampie to the other United‘

, ]!ations who had experienced e ﬂight of cepltel to S'ritzerland 4n 111ustmt1ng .
to them how thev might uncover this flight and enndle 1t to foree ite sudb- |
Jects to rpverse the procedure.' Ccncealment in other conntries. ees well ae
the Unite& States, vou..d become quite unattractive and would result in the
deflation of Mtzerland &8 an internatianel haven and banldng center,

'mere vas considcra‘ble doudt as to vhether. :lf thé Swiss Govern-
ment shou‘l.d cormence to utilize General License Ko, 50 for securities trans—
actione. we should allov such pmtice to ccntinne. Under Oeneral License 60, - ‘
1t would be necessary only to show a *pure Svhc' 1ntcrest in a tra.nsection |
#since Jnno 14, 1941; there was not requimcnt on the part of the Sviss
| . Government or theVS:\dn ¥etional Bark ‘co. reveal the mcs of the pgc'ties K
’: - involved (which to a cortain extent is wen Tequired under t'hek Convention G.3.)

-‘4'?-“
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nor to furnish the evidence upon which the certification vas based. If '

,. . _ 711'. should develop that t.heVS\rin G&vément wes prepared to undertake
| : certiﬁeetioni for securities tranaé.cﬁdzis. ihe:e remained the problem as
‘%o whether the Silss Government should fhen be adviged not to utilize -
General mcme Ho, 50 for that purpose and that a upmte moTe utr:lngent
. : ‘ucnrity cortiﬁcation 1icense would be ume&. _
| '.‘hn'ing the period of Msmcions vith fhe Bvise respecting their
'd.esireh_to slleviate the effects of Generzl mﬁng No. 17 on their operations,
!ifea;sury officials iére % v&rg and mean‘s‘of 'tightgn,ing up on General
V Buling Fo. l.f' to defeat‘ Swiss banking pméticea to the extent ther conflicted

vith'oﬁrnatiohal security. It was the feeling of certain Treasury officials

. that the Swiss hanldng structure was enti:;cl;v.out of proi:ortion to the
éconorzw of the country; that the Swigs have been able to dulld wp tt;eif |
danking fmaineas to a large extent fhr(;ugh the dsvice of the omnidbus ac-

B ~ eount -urroﬁndsd Yy lawe assuring secrecy; thet by destroying the omnibus .‘ 4

| sccount we would not only be reducing Swise holdinge but would alio be aerﬁng

notice on other countries that they ca.nhot.by using the sa#e device, develop
-an marran‘ﬁed positio.n in 1ﬂternationa1 finance; and thr.t other countd es
would be shown that th’ay $oo could break down the omnibus account to protect
their monetary system and prevent night of capital. ,

. An amended General Buling ¥o.- 1'? was. in fa,ct. drefted, vith a view

. to defoaung the Mn banl:ing xaraeucu. mumgn it never was issued, it
| A\ronld be uem o descride the main points of this propo‘sed i'nling.

. . - (1) Becuritdes. Securities in omnibdus apcmtg could not be purchased

"or sold and income could mot be received unless the securities had been
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| dentifiet or certified and the domestic benk had deposited the

cecurities (1n case of pu.rchase), or fhe proceeds of sale, or the

:ecurities a.nd the income rocoivod thereon. in a mb-account. ‘When

securities vere identified the mb—acc.ount vas required. to 'be in the

| me of the beneficial o\rner or ovnora, where the securitias were

. cortiﬁod the sub-account ves required to be 1dentified by the m‘ber ‘

- g!.ven to the certification. l'h.e fareign bank vas required to arrange

for one certtﬁcation mber for a.‘!.l tmsactions cffected by 3 domeetic‘

‘bBank for the same mer.

ek
c
W

mum_mummnm The forei@ bank or other . .

ﬁn.a.ncial«» 1mtitution 4n whose me the a.ccount wag maintainod. was

roquirad to furnish the name, sddress. citi:enship and nationality, .

‘a8 defined by the Order, of the beneﬁcia‘.l owners of the lecurities‘

aince Aprﬁ B, 1940, or the date the securitics vere received into -

the account vhichever vas 1e.ter. In addition, the foreign bank

wves required to certify that it vould submit utisfactory' cvidan'ceAﬂ .

s

to substantiate this infomati n. If the 1dentiﬁed owner was a’

national of a cou.ntxy vhich vas not B nenber ot the: United !ations, i

>the foreign 'ba.nk vas required to t\u‘ther csrtify that it possessed

a8 verified ntatement li@ed by the owner which declared that no

other person had any interest, direct or 1ndirec1; in the cecurities_

. and that such mer vonld submt uti-factory evidence to sud- .

stantiate that statement and the information submitted vith respect t:

ownership,
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Mnm_nzmmm The foreign dbank or other

financial institution in whoee name the account is maintained was

reguired to certify thet no person who was & netional of a blocked }
country other than the country in which auch bank or 1nst1tution wes
1ocated. a1d thrt no person on the Praclaimed List had an interest
in the securities since April 8, 1940, or the date such securities
- ‘vere received into the 'a.cbonnt. whichever wae later, The foreign
Yank vaﬁld theré'bv agree to furnish a veﬁﬁed statement of owner-
ship, and, uwpon request satisfactory evidence substentiating the
same. If the eertiﬁed owner of the securities was & national of
8 country which was not a member of the United Nations, the foreign
bank or othef financial institution was reqﬁire@ aléo to certify
- thet ;t possessed a verified statement signed by the owner which
declared thaot no Sther person had any interest, l&irect or indirect, o
in the securities and that such owner voulé. upon request submit
satisfactory evidence to substantinte thet statement and the informa-
tion mbmit'te& with respect to his ownership,
WWH. Securities, as will as income
- (when income 1g received) and proceeds of sale, if no certification
or identificetion is secured, must be placed in a General Ruling
Fo. 6 account, | o
(11) M:m},uu_gm On or before four (or six) months from the
date of the iseuance of the amended mling. the foreign ba.nk or other

, ﬁm;mcial gnstitution 1n vhose name any account or accounts were maintained

with domestic banks, were required to imetruct the domestic banks to

eredit to sub-accounts a total, amount equivalent to the total balance
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u tll dolh.r accounts naintainod. u of the date of the amendment,

ﬁth lnch roreign 'bankn or other fipancial institution. 4 separate

tu.b—acconnt vas reqnired to de esteblished 1n nn amonnt eoual to the
hlanca in each dollar acconnt mintainod with the foreign bank

» hch nb-account was required to be in tha nane of each person who had

" a Deneficial interest in the eorre-ponuu dollar acco'nnt and ac-

: »eompaniod by pertinent 1nformtion am to umreu. citizanship and N
nationality under the Order. The foreign bank was also reguired to submit
to the Treasury Department on or before four (or tix) nonths from the
date of the issuance of thiu amend.ment a verified ntatemnt disclosing‘
the total bs.la.nce in each dollar account m.inmned vith 1t as of the
date of thu amendment 8o that we could, if we chose, correlate and

check the informstion which the domestic denks wounld receive.

All dealings in
» securities and all debits to cash accounts were to be prohidited
after the four (or six) month period unless the domestic bank had
g .receivod. the necusary instructions from the foreign bank. had |
set wp mb-accounts as instructed, .and, in addition, hal nceivoﬂ. o
a certification from the foreign bazk that it vonld prodnco . -
tatisfaetory wid.once to substantiate tho information tntmitted.
(111) m_r_mmﬂm_mm& The crution of nb-ucountn vas"
- , ,upamtoly ‘authorised vith tho proviso ‘that mo proparty 1ntcrest or
" transactions 1n violat;on of‘the freesing control would be recognised :
‘ therelys - S ~ N . .
. . E (17) m Ho nport. on. !orn ?TNOO !.nclndin‘ tho original
‘.’”"'j;r?' ) , uriu. v.re rcqu.lrod. R




| (v) Wmmm. | Argentina was to be can~
sidered a bdlocked country for the purpose of the amended general ruling.
' Actually; no progress was made in |e¢uﬁng'&¢ine'compiiance with
General 'nnling No. 17, However, the matter was finally resolveéd by
instituting the defrosting jrnca&m;e for Switserland which will be
descridbed in the .follo.ving chapter.’ .
[¢9) ' |

_As the area of the Control vtd;ned. particularly after the commence-
ment of war, the government's need bf deteiled knowledge of Americen 1nteres<ta""‘
m relationships abroad cpnsté.ntly 1ncréaseﬁ. Buch ;nfomation wag required
not only for the operations of Foreign FPunds Control but for the work of
otber governmental agencies which involved economic financial and éomme:;cial
fele.tions with foreign countries and their nationals. : ‘f‘

Phe Treasury, under Specisl Regulation No. 1, reguired réporta on

Yorm TFR-500 with respect to all 'propgrty in foreign countries in vhich any
persor; subject ﬁo the Juriadiction :of the Unitea States hed an interest ‘,on
May 31, 1943, This report applieﬁ pot oﬁly to tangidle proverty but to all
intangible property issued or created by foreign countriés or by persons
within such countries, as, for example, donde issued by a foreign goyerment
whether or not payable in dollars. Also cﬁrrencv of coin, finaneial securities .z
vand negotiable instruments 1nued or created by the United Btates or any agency
er person vithin the United States, came within the scope of this census when-
ever such property was oitnated ina forelgn ecuntry or held in the custody of
a person ina forci@ country on the rcporting date,

4s a result of the census on Jorm !!‘!5-500 infornatim vas received

on the sue and ccope of lmerican-wnod assets in foreizn countries. The
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‘total of foreign assets owned in the United States on May 31, 1943 as
' reported on TFR-500's ves $13,542,000. It wes widely &istributed through-

out the country and held by all types of peraons. )(ore than 215,000
‘1nd.iv'1duals. corporations and other orga.nizationa in the United States reported
the ovne-ah.‘lp of foreign asnets. 0f 168, 000 1ndividuala ‘reportinag, 2? 000
'vere citi:am of foreign countries and two-thirde of these canme to thiu
,eountry after 1937, Individuals o\med $3 570,000 of asaets in foreign
conntries. apnroxivnately 12,000 coxporations and other profit or@nizations
reported ownership of $8,866,000 of aesets. while estates and truets and
non-profit organizations owned $1,106, 000 ‘ .
(g) Directive Licenses | |
Pitle III of the First War Powers Act conteined a grant of power
not'enco_mpa‘e'sed in the 'l‘ra;ding with the eﬁemy A;::t of 1917. This vae;’che |
pover to issue directive licenses, \;hich enabled the Secretary of the “I'reasnxfy.
_ ""% ’ under the President's delezation of authority, to direct any person or
institution holding.blocked property to dispos‘e' of it. | ‘ -
Deta:,lied dota vwere accnmuiated by Foreign Funds Control with respect
to ownership, location; and strategic value of millions of dollars woth of
merchandise held for foreign ;ccmmt. stranded in the United States largely
‘because of the 1nterfereneo of the war in shipping plans. It ¥as found that
much of this property vas of a. :tratogic nature in the war effort. but could
not be tolq. by the person having custody thereof, as ho lacked the a.uthorlty
to make such a sale. Under the directive license witbout Uability wpon
‘ - this holder the property vas placeﬁ through sale, iz normal comercial
. channels. l’grticula: property went directly to. the Army or Navy or to . -

persons having immediate 1eed for ﬂit in the wer effort. Also the moving of
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material, which could not otherwise lpve been sold, had the advantage of
making space available in warehouses and on docks to meet the increased

demands for the war effort. Not infrequently, ﬁ was found thet a payment

out of blocked property or a sale was in the interest of the national who was

the owner, Proceeds from a sale. vas placed in @ DBlocked account to the credit
~ of the national hawin.gj an intei-est in the property.

- Pursuant to a strong request from the ¥ar Production Boerd, a
license wap issued in February, 1941, directing (a) the destruction of &
large abandoned 1ndustrig1 plant in New Castle, Penncyluania, which was -
owned by suspect Dutch and French interests, and (b) the sale of scrap
mb.terialg derived therefrom to the govermn#nt for its scrap pile. It was
indiceted that this procedure would provide a ﬂch supnly of scrap materials
badly needed in the war effort. Another mmsual directive called for the
sale of a nmumber of long"all coel cutters 'vhich hed been manufactured early
in 194] for shipment to Algeria. Past effdz'ts to interest donigstic buyers
were unsuccessful due to the fzct that this particulzr type of cozl cutter
- was not designed to operate under American mining ﬁethods. The directive
| was revoked but efforts to interest a Duyer were.continued with the result
that I:eizd Lease déveloped an interest in the m&nery. In‘accorda.nce with
their request, the directive was reinstated in order thet shipment might be
made to Forth Africa. S | ' ‘-

The directive liceﬁing pmiqr was cautionély used lur Foreign |

Tunde Control. The one instance, however, where it vas nied to fni-ther a

foreign policy detision of our govemeﬁt dosofvel some comment, '
It will be recaliad that in August, 1943 when the President issued

his statement with respect to the estedlichment of the French Co;mﬂ.ttee of
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Netional ‘Liberation. he gave it very limited recognition, steting thet

he recognized it as functioning within specific limitations. In no event

" was 1t to be construed as a recognition of the De G:;mlle Government.

. In November, 1943, the French Committee, then functioning in North

Africe, 1esued instructions to the French American Banking Corporation to

L tméter $2,400,000 from the aécm;nt of Tresorieu OGeneral Aux Btats Unis
| an Oomitéml'ra.t;éaise ‘de‘ la Libderetion Fetionale - Genersl Account to J. P.

Morgan end. Co. Inc. to service rcou.iremente of the v!rench Government 7%

_ doller bonds, due 194?. Advice on the action to be taken on this apvlication

wae referred to the Department of. State.
The Depsrtment of State requested the Treasury to deny the appli-
cation, and instezad to issue @& directive license for the transfer from

officiel funds of the former French Government this $2,400,070 required for

"the service of the French 7's. The Treasury Depertment was reluctznt to

exercige this power in this case. ,
| In this connection, the Stete Department indicated that at that
time the forelgn policy of this goverﬁment would be best served by the
issuance of this directive license in this case. |
By Decenber, 1942, ovér 606 directives had been issued covering
goods valued at approximately $5,000,000. Of this munber over 200 directives
were executed involving sales of goods valued at $1, 100,007, one-third of
vhich included 1rox} and lteel materia,ls criticelly needed in the war effort.
In rebm.l?és it wes deterﬁined thzt directives would no
longer 'be issued in respect to Buropean neutre]. owned goods — unless such

goods were of & strztegic neture, occu;pieﬁ ltrategic warehonse spece, as

the 1ssuence of a directive was formally requested by another szency of the
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‘Government. Directives covering enemy-owned goois were henceforth issued

only after consultation.wit the Al*en Prqpertv Custodizn, In fezct, after

» Fe‘b-uary. 1943 the girective licensing power wes litile usel &8 & con~

. sequerce o" tiﬂ.e generelly eased Btorage situr tion in the ecourtry anc tle farther

fact thet the reqx.isition technique on the ge.rt of other government agencies

had dbeen perfectea to a degree waich permitted expediticus replacemernt of

diptressed materie.la. o
() m Art O - T. D, 51072

bogm -

_1In 1344 t‘me Treaso.rv Department issued rezulations extending
import controls to art otjects. 4 Ereasu1;1¢ license was req ired for thLe
release from'Customs’ custod,v of art o%j ecté worth $5,‘30’.) or more or were
of an artistic or historic nature 1rrespex';ti§j¢ of metorial vel:e. Licenses

for release were not granted unless satisfrctory evilence wes subnitted es

. to the origin an? prior ownership of such art odjects.

. This action wes ta:en to prevent the d.ivepoéition in the Unized
Sietes of art objeci:s wiich mer have been looted by the enerr., This ection ‘
was taiten by Trezsury in cooperation with the American Ccr;'.:issic»n for the
Protection and Sal.ve.ticn of Artistic and Historic Monumerts in VYar Arecs,
vhich was created by the President for the pu:pc;se of salvegingz those art
objects looted by the Axig povers. V
) L

Paitation o seqtals

%o ‘preVent blocked nationals from Vacquir‘.ng a substantiai interest

in Ame rican corporations during the var. Foreign Funde Control issued Pubdblic
Gircular 14 on February 3, 1942, which initielly prohibited the purchase with= |

out lpecial‘ license for any blocked account of more than one percent of the out-

.stending shares of any one clase of 'aa,v corporation. The Circuler was subse- - -
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quently amended in 1544 to reice the restriction on tiese investrents to no
more than three perceat of the outstanling sec: mtzes of cny Anericern corpor::t" o1

()

It wiil be recelled tizt in 1:?42 ,jurisc‘;ict‘ion‘ over ener essets was
divi ded between the Treasury and the Of"ice of Alien ‘Prozerty. The ’i’ree.sury
'd1& not vest any property but relied on its bloc ing controls, m.ile the
Gustodiaz:; vested ?;he ma,j;:r porticn of the assets gurject to his ffuris‘dicticn.
When the d_;viaion o fxmct-ons wae me.ae it wee felt thst the licn.ic. enery
zegsetls left w* tondn the juriediction of tl-e Trezsury s~ oul:: be left u_iistu*bed
until the dasic policv of this government with regerd to the ultim-te tree.t-
ment of enery cmntnes could be clarified. In ¢he spring of 194E, policies
were "omi. ted looldng toward the eliri: .z.uion of g1l excess Germer and Jads.nese
interests 1n the United Sted ves. in order to recuce the gbilit:- of Gerr:-“v |
S end Jepan to reveal their war potentisl and to deter future agcression.

‘In line vith thie decisién, the vesting order was &refiel, conferring
on the Custodian f'ail power to ve;-t ell Germsn end Japanése prcpa?‘l‘;}' ineluéing
the liguié essets heretofor under the jurisc’.ic;bien of the Treassurmr, lesving
to the Trecsury thevresponsifoility for ‘teveloping over-zll procedures to insure
taet énemy estets held ir the names of nationals of 11‘berz—.£ed or neutral
blocxed countries would not ‘be relezsed under tﬁe freezing ‘control pro;;re.m.:

Purther in line with this prozran, Treasury issued Gemerzl Raling 1lh
: | which 1imited withdr-vals from blocked Germen end Japznese accounts pending

vesting by the Alien Property ﬁstodian. Specificelly, the General R:ling
provided that no liéense or other authorigetion then outsté.nding unless
. 'e:;pressly referred to in General R:ling 114 wes deemed to authorize any pay-

ment, tra.nefer or withdrewal from any vloc:ed eccount i" the person with w::on
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the account vais Qaintained had reasona’b}.e cause to believe thrt any of

the folloving had an intereet in 'ohe account: (1) the Government of i:e-maw
‘and Japen cr any agent 1natmentalitv or zepreaantavive of elther govern—
ment; {2) any 1nd.1v1dua‘l who 48 & ci‘izen or sudject of Germeny or Jepan, or
who at any time on or since Decem‘ber 7. 1941, had been within the territorv
of eit.her country. or v:lthin a.n,v other ter*itory while it was aesignated

as "enemy territory” under Ganeral Bnling ¥o. 11. (3) Any pertnership,

uaociatian. corporati-n or other orgenizatl on vhich vas oraaz:iigd under the

v

lave of or which at a.ny_tiﬁe on'or since December 7; 1941 had its ﬁrincipal;- )
place of business ip acy territory of Geman:y or Japah; and (4) any j)artner-' A
ship, ﬁssbclation, corporation or other Qrggnization situcted yitl;in an;v ‘
foreign country which vas a nationzl of Germeny or Japan by reason of the

interest therein of any government or person vested br ghove.

In August, 1946, Vizen the Treasury took action by emending General

License No. 42 to undlock all persc-r.-s' in the United States wkho Were not in a

‘bloc}:eﬁ country on October 5, 1945;‘-. 'or.any orgenization blocized Yecause of
| the interest of such an in_dividual._ It specifically p.rovided by an gmené.menf
; to General Ming 11A that the pfovision of this new Genersl Licernse No, 42
% would not apply to Gafman or J@aﬁese citi‘zehl or aubﬁcﬁa who on or since ‘
i ‘Decmn'ber 7 1341 had been within G-emany and Japan or vithin any other territory ;
while it waa occtrpied by thoae oountries. , )

- On l(a,rch 4, 194’? General Rx:ling 111 vas further amended. to include
only Gemans a.né. Japanese vho had 'been vithin Gemsny, J’anan. Italv &mgerv.
Bulgarie or Rounania on or gince Docem‘ber 1, 1946 1nstead of the &ate |

. A Decm‘oer '?, 1941 l’hia nodiﬁcation vas mde since there ¥ee no evidence that

: . o 5 - | . 331534,
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eny sutstantisl number of Naxle of Jepenese left Germany or Jezen prior
io jaﬁuarﬁ 1, 194¢F aﬁd the férmer gote hed hed the affect’of imposing
restrictions on the eccounis of bone fide refugees w2o héﬁ £led fron Germany
prior.to that tire, |
€. Eoforcenen Uniied Sict
It has mlrezdy been inlicated that the legislative anl exec:tive authnrity
for Foreizn Funds Control proviced 1t with the'tools for wazing en ezsressive
econonmic warfarg prog-an. It is not sﬁ:p:ising, therefors, th}t with the onset
of the wer these tools W fa'ufilizeé to their fullest, This trend wes represented

in tre exforcenent operaticns of the Cenirol wiich beceme the pivotzl point of
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the .Control‘a activities du¥ing the entire war period. In this connection, 1t
18 importent to point out that although a positive énforcement progfe.m was developed '
and executed by the Control in addition to licensing operations, the licensing
operatioﬁ: thomaélves always &onatitnte{l. in and of themselvgg. the basic ani‘qrce—-
.nent nechanism‘ of the Control. Iaicénsos vefe aparoved or fenied onlé after the:?"
~ had dbeen evaluated in the 1light of the atandsrd 'hov much a perticular transaction °
might help or defeat the nliad var effort.® In this section, hovever. the dis- |
cuesion will be restrieted. primarily to a dolcription of the pos:ltivo steps, exclu-
tive of the licenoing operations taken by the Control to enforce this Governnent's -
economic warfare program. ) |
1. A Hoc Blocking Prozran
(a) m&mﬂz&m
From time to time in the sbove dimcussion reference was mde to the
ad hoc blocking pover of the Secretary revosed in him by Executive Order 8389,
as amended. It will bde recalled that it was recognized early in the June-
Decender, 1941. period th-t this was a wide grant of power which, 1f exercised
to its fullest, could recch the funds and operations of Americen citizens
in the United States. |
- The war provided the Treasury with the propef J’ustlﬁcatim for
utilizing this power to the fullest. m: does not mean, havever, thet the
!reatmry vas capricious in its uércise. It does mean, however, that vhzre
there vas m rmomble eanse to believe that = yercon :hould be controlled
to avoid a threat to the Allied \rar effort th:t person was mbjected to the

Wlocking controls.

- B7 -
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At the peak of the program approximately 2000 persone in the
United States were blocked oﬁ an ad hoc dbasis by _the Secretery of the
Treasury, Although we do not have figures concerning the extent of the
ascets held by these so-called "ad hoc‘ dlockees® the aggregate amount
thereof must have been considera.‘ble as viewed in the light of the following.
¥hen the mumber of "ad hoe blockeec” vere reduced, in April, 1946, to 360,
the'lr‘asqets anainted to some $57,002,000, Of this amount, $17,000,000
rcprea?nted assets belonging to 245 1nd1vidua;.‘s and the balance _‘40,000.000
represented the assets of 115 businese enterprises. | |

Fo criterion vere., es'tabl;shed in edvance for determining the basis
for subjecting individuels or ﬁusiness enterprises to ad hoc dblocking., As
1nt‘.'.ic;ated above; on en ad hoc baels persong were subjected td this specific
control becauce they were persons whose funds the Tressury found it desirabdle
to control to further the war effo'rt; In retrospect, hoverer. it was found )
that persong blocked on an a.d hoc basis fell into one of the following categories
(1) purchasers of $10,000 or more of Pueckwanderer marke since September 1,
1922; (2) dealers in food packege business involving dlocked countries and
nationals thereof; (3) persons renitting to blocked countries; (4) membders
of Germen .lmerican Bund who expressed pro-Hazi id.eals or engage& in pro—

Nazi activities, (5) persons arrested. indicted or convictecl for espiomge or

treason; (6) Persons guilty of vlolating the Trading with the enemy Act,
Belective Service Act or Foreign Agents Reglstretion Act; (7) persons with
respect to wvhom donaturalilation proceedings had ’nean effacted or vith respect
| | to vhom uuch proceedings vwere pending; (8) questionable organizationq con~
. sidered to be ;‘nbvez;aive in character; (9) persons in managerial affilistions
with such large German-controlled enterprises es General Aniline & I'il;a; ‘
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(iq) ‘persons ‘&nspected of éloaking eneny assets; (1) persons who might
lefve as Qodia for economic penet:;e.tion in thie country; (12) persons.
— é.fﬁliated with persons on the Proclaimed List; and (13) persons who had
~ been the mbject of internment proceedings.
It 48 fair to state that the action aga.inst blocked nutionals
in de;priving them of the privileges of general licensea wag taken where
there na,v hzve been only a suspicion of wrong d,oing.
hx the initial uerciee of this pouer and during the earlv periods

of the war the administrative procodure for blocking persons on an a,d hoc basis

vas pra.cticalli nil, Advice was sent' to ; Federel Reserve Bank to block the
accounts of an tndividual or firm. No notice vas sent to the individuel,

Ko af'ort was mde to £ind all the banks \vhere he might be holding accounts.

| No steps were taken to 1neure that the person had availeble funds to cerry

on his dey-~tO=day living or. opemtions. In other words, there were no pro-

' cedures get up to glve either the individual adequate protection or this

. government adequate controls over the subject concerned, It will be recalled
that as a result of this lack of administrative procedures the Secretzry

o the Treasury ves sued by an Amel;ica‘n d tizen who had been blocked on an
ad hoc basis early in the ver. In this connection, as descrided above, |
Public Ruling No. 13 vas promilgated to insure thet the individual wes given
® fair hearing with a viev to shoving why he should be uatlocked.

| ~ In eddition, S‘.n" thé lpﬁhg of 1942, & pmc&ue wes clearly defined

- to gulde the. ‘Gontr.ol and the ?edom'l Reserve Banke in the exercise of this

ad hoc bdlocking power. In the first 1n'stem§a the Federal ;Reﬁe‘rve Banks were

. glven detailed information on the assets of the pe:jién subject to the blocking,
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' The Tederal Besérve ‘Banks vwere 1nst'ntcted to*?iﬁvise the persons subject

3 ok

to the blocking roatrictiona that they"v‘%re”hhng ‘blocked, thet pemiuion

vas deing made simnltaneously for provid.ing them vdth a living expense
license or a business operating license, vﬂcﬁeur was appropriate, to pemi'c
'inhh permon to carry on his daily 6pez;§tion% "?m‘t'xject» to Treasury controls.
‘Koraavor. ha vas advised of hh rlghtl undei“h'blic huling No. 13 _ Thus, not ‘
only was the Oovement o.ffordod with the n@iﬁm for exercining adequate
‘controls over all the funds of. the persons to© be controlled tmt in turn
the )rocodnre mopized the rights and privﬂegeu of an American citizen
or a nationﬂ of a ‘blocked country living ‘45iCthe United Sta.‘bea by permitting -
then tha means for immediate livelihood untif' he had an opportnnitv to . -
' explain the factl questioned. by ths Qreas'u.i'y )
- - ' !he Yederal Resserve Banks were Ins‘%ructed to send one form of
letter to the banks with which the ad hoc bldckee's accounte vare held and .
' one form of letter to the blocked person hifself. Both letters specified that -
. (1) the ?raaéury ha.;a 'reanonabie cause to believe” that the principel is a |
nationsl &f a foreign country deaigneted 1nlthe Executive Order within the
provisions of Becﬁon 5(b) of the Treding with the ‘enemy Act; (2) assets
held by or on behalf of bim Iere assets in ¥hich a national of a foreign
cmtty designeted in the Order had an interest; (3) ‘assets in which the _
principal had & direct o ‘{ndirect 1ntere:§”"9¢re to be blocked; (4) 80 pay-
. ment trana!or 6r vithdravals cculd bédEade excant pursuant to a Trmmy
license; (5) the principal vas' being deprivéd o'f the privileges of certain
general licenses; (6) TFE-300's were requir"éG. to be filed by both banking

ustitutiou and the yerson hlocbod. !n aﬂ.&ition. t‘he pemon ‘blocked was

1nstmcted to place in‘a ’bloel:ad account infa donestic ’ba.nk all curreat
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evailable funds in excess of $50 and a1 funds in excess of $50 per month

thereafter 'receited 'by‘ the principal from any source whatever. Mnally,

~ the ad hoc blocked person was advised he could request & hezring pursuant to

General Buling No. 12 if he delieved the blocking action to be unwarrented.

Although &8s & cuatomry practice, the blocking instructions were

| nsually directed tovar(f. Zfreezing all the funds of the parlonn 1mrolved there

were some caces vhere the dlocking instructions were dra.ftad to meet speci"ic
situx.g.tions. Yor oxa.mple, the 1qstm_ctions went so fer ae to requeet the
complete liquidetion of & firm, In other cases operating licenses were given

to the ﬁm only under close supervision o*’ a Tressury representative., In
in

some cases only specific transactiona vere bloc.ced and still/other cases

persons uore de:prhfed of the privileges of a general license and were only
giyeﬁ so that the living expenses were limited to $200 per month.

Bometime during the latter part of 1944 a.nd‘even prior t6 the
defeat of Gem;any we began a rapid review of each of our ad hoc dlocked
cases in order to ascertain whether we were carrving a lot of "dead wood" and
whether tﬁe list of ad I;oc blocked persons vcouldv be reduced in the light of
the thgn prevalling conditions. | |

The study covered some 890 ad hoc dlocked persons. On the basis
of this reviev we \.fere eble to unblock some 316 persons because they (2) had
pu.rclmsed or dealt in mck:wanderer marics; (b) had carried on direct or in-
airect food yachage businou wvith foreign countr:les blocked under the Order;
(c) were minor Bund officials or Bund members' (4) had merely expressed pro-

Kazi :ympathiea or thelr pro-nazi activitiu were minor in scope; and (e) the

.Departmnt of Justiee had instituted denaturaligation proceedings.
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In_i!afy 1945, following the downfall of Germany, it wes decided
‘that those who were ad hoc blocxed primarily because of Seléctive Service
_Act convictions or because of Foreign Agenis Registration Act convictions or be-
cause they were densturzlized or denaturelization proceedings were pending
‘8geinst tlem, should be unblocked if the persons involved held assets of.
less thar $10,000 each. On this basis an additionsl 25 persons were nn’blocked:v

In addition to the 340 peirso_na un’oloéked we d.elgtad 235 persons from
fhievl‘ist- as a resnit pzf the following: 149 cases were trensferred to the
" category of definitionally blocked nationels; 18 were found to have been
released to tl{e Alien Pi'opert;v Oustod.ian; fmd ‘38 vere 1ncorrect1$' t_regted as
ad hoc dlocked pe rsons. |

Thus, a8 of the fall of Japan, there were 315 persons reneining on '
the ad h6c 1ist. During the following yeer, vigorous efforts were made to
reduce this }ist as ‘i’apidly as possible consistent with 6ur netional security
.80 thet by June 1946 the ed hoc 1ist contained 6:3.13 the herd core §aaes and
represented the persons who were convicted of‘ espionege end se‘botz’ge sctivities
and glded and abetted German economic penetration in this countrv. or who
| heé dYeen mspected of holding funds for or on behalf of the enemy. In June,
“ 1946, elmost a year after the termination of hostilities, it was considered
‘appropriate t}mt the chenged clrcumstences with respgct to nationsl security y
Anﬂe it ;ﬁogsible to 1ift these special controls.\lri?h'respeét to these perl'o:is.
hg revocation of these special restrictions was eﬁ'ecteé, on & blanket ‘basiya
without regard to the merif“ of'fhe cases involved. 3Xlocking restrictions were
maintel q@d in effect only with respect to the accounts 6!’ those persons who the
‘Department of Justice .nd the Office of Alien Property considered should be.

subject to these controls in order not to prejulice any of the interests of the
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Unifed States Government eince ‘t"heae persﬁn’s were actively involved in
pending 11tigation of this Government.

It ve.s not the’ practice of the Control ta publicize the names of
perénk blocked by epecific action of the ...reamry. It adhered to the view
that persons dpaling with residehts of the United States may assmﬁe thet such
residents are not blacked ﬁnlpss they are affirmatively on notice to the
Vcontrary» | | | ‘ o |

(b) Lnnme.u
A different- procedure vas adopted for blocking on an ed hoc _ e

beeie persons interned by the Government Euring the war, Initially, the

War Department hed jurisdiction over‘thé internees,. In Octoter, 1242, the
Treasury, in conjunction with the Wer Depértment formulated the procedure

for regulating the utilizati_on a.nd disposition'of property owned by civiliens |
interned for the duration of the war. Upon internment, e péraon wzg hended

a document entitled "Treasury Notificction to ciﬁlian Internees of Blocking

of Assets and Igstr&ctiox;s for Preparation of Financiel >Report". In effect, .
this Trezsury notification adviged the internee that! ’(g) under the émvisioziﬁ |
of Section S(b)‘ of the Trading with the enemy Act and Executive.Ord.er 8382,

as amended, he was found to be 8 netional of & blocked country; (b) his

assets, wherever located, were blocked; (c)l pa;ments. transfers, yithdre.waie or .
other dealings therein required a Tressury license; (d) 11 cash and aecurities
other than thoae in the custody of a comxanding ofﬁ.cer vere transforred to a
Ylocked seconnt. and (e) they were recmired. to file a simplifiad property

report TFR-30; and (£) they were deprived. of the fonoving general licenses:

. ' Generel License N¥o. 11 (living expense license); Genersl Licenses Noe. 32, 33,
and 75 (rélating to remittances é.broaa) and General Licenses Nos, 28 and42

331522
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.(roferring to gonere.lly lieonled nationa.l stetus for American citiszene and

PR

-

‘others) Mthough 1ntemeas vere deprivcd of General License No, 11 they were

'n.ndor certain conditions a‘llovod. living expenses of not more than $‘180 per
lbnth. of vhieh 330 per mnth vas allovod for perlonal expenses in the interm—

'mt camp ana uso per nonth vas alloved for use to mpport dcpendents out- . -

lide the canp and to meet current obligations mteide the camp, such as

inmce pramiuna and nortga.ge mvments. It the. internees had occasion to
require more tha.n $180 per month he was réqi:}‘rad. to file'upecial epplications
which were generally ‘referred for. a‘ctlon to thington.‘ Ih a fev casee, such ’

as where the internee wanted to have camp éupendituroa of more than $30 per

" month the appropricte Federal Reserve Bank could take the final action on such B

applications provided the application was Aaleogpproved by the camp éoman@er.

» The internee prograﬁ got off to a slow start. 'By Janmuary 2, 1943

only 602 1ntﬁerzvzee's were blocked. By.lla,v, 1943, a toial of 4.1‘?4; were blocked. .

By Hovém‘bér. ‘1946 e total of 5 165 were blockéd. A‘lthongb only b, 165 1ntemee.s ‘,

were blocked, a.pprcximately 7,000 1nternaes filed financial reports on TFE—BO ‘

0f the 2,000 1nternees who were not 'blocked. but who filed TFB-30's, one-half

repraaented persons brought uwp from Iaatin America to the Stcotes for 1ntern-

ment and they indicated "no assets” in the United Btates. The balance of 1, 000

vere not blocked decaunse they. had aseete of lens than $500 and it vas considered

advisadble to avoid a heavy adminiotra.tivo responnibuit'y in blocld.ng these K

parsou. ' )
A !he fact tha.t TFR-30 ﬁnanc:lal mortn were receive& trom approxi-

nately 7,000 1ntcrneea doea not mean that these trere the enly persona interned

dm-ing the war. Achmuy it vu ostimtod that over 16.000 persons were
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"~ interned in the United States dnring the wvar, This ﬁ;ure included the

3,500 pénons brought up from Latin America but does not include some

1.460 Bawaiiane brought to tfw m.inland for 1n€ernment; nor dces tt include

sonme 5,000 rozmncian”u. ‘that ;Q;'Ameriéan born citizens of Japanese origin

who renonnced their &nerica:n éiftizenship. '!!hnu. upproxiinateiy 5,000 internees

14 not file TFR-30's. This 1s proba;l;:ly due to the i’acf that many were |

released »bervor'e our internee blocking prog‘;ram was put into effeé:t and many

vere wives ‘und. cﬁildrén of respective internees. In others 1t was ﬁe A

| case of recalcit:;ants. But the A!raasur;% did not exert any partigular pressure'

over such persons since 11‘.‘ ves felt th=t they were undar' stﬁct supervision

and would constitute little actuai_,“.:hrea.t to the security of our country.
Actually, th; aLsa'é't.s of the internees were very smell. Two sample

studies were made by ¥oreign Punds Control, one in A}zgust. 1943, covering

904 financial reports (no renunciants appeared to heve been involved); and

one in 1946 covering approximately 1,500 financiel reports of internees (for

interned remunciants exclasively). The first study furnished the following

datas
"0 - $1,000 o 54
$1,000 - 5,000 m
Over 5,000 s 15 "
. 100

The second study in 1946 for remunciahts showed:

Assots Percent
Under $ 500 e
o $5°°"1.°°° . 5‘
1°°°' 5°°° | o0 331524
Over 8,000 it i B 5 o
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'Q:.ea.:rly, the assets held by renunciants were considerably smeller in value

than those held by other intefneea. This can be explained chiefly by the

'.fact that remunciants were represented primerily by persons of‘ younger ages.
2. Iavestizetive Progran | |
(4) Iavestizative Organization,
Effective enforcement of the freézing demanded "on the spot"
investigaiiona of persons and business enter_‘prisea. which wére or might
be mbject to the kecutiv‘e Order. In this comnection itxvi].ilT be ‘recéll'ed
that‘a.'cma?zl investigetive staff wes esteblished within Foreign Funds Control
after the E:!.:ec;ut;lve Order was extended in-June, 1941. During this period
the investigations were of & routsiné cheraqter, concerning suéh thinge ae acts '
vpurportedly done ;érurguant to géneral or special) licenses; applications for
~1ice§ses; reports under generzl and s»ecial licenses; vhetlier e person is a;
blocked nationﬂ,; where he has his ajccounts: énd whether h1§ accounte heve '
been blocked. The staff which operated Vonly out of New York was very small,
consisting of investigetors g,saignad to the Control by other investigative
agencies of, the Treas@.
By September, 1941, it was recognized thet the investigetions
_ required nore tha.n for example. routine checfing of one's operations under.
a 11cense. For adeouate enforcement of the freezing control it wes 1n'q:ortant
to gondmict exhaustive investigetions of entei'pﬂ ses known to be’or sz;spec‘tef'l
éf ﬁéing parfly or wholly owned or controlled by nationele of 'blocket;t countries,
Thie required analysis of their corporate holdings, their banking and fimancial
tram?sactiont, the nationelity of their owners, and thelr traﬁeactionS with

nationals of blocked cou.ntries;, Accordingly, Yoreign Funds Control -em'barked

on a recrulting of investigators who had comprehensive knowledge of accounting,
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o:qzarience in 'banklng and ﬁnam:o. -and general 1mrest1gauive cxperience.

Imod.iately a.!'ter l’ea.rl Bar‘bor. the field 1nvestigative work recelved

its raad. i@am !13111 ofﬁcu vere npanod in 8an l'rancisco and Loe Angeles.

. In Jmary an oﬁ’ice vas opened in chicago. '.'.'heoe throe new offices, to~
. &ether vith the off:lco in Sw York Vara hea.ded 'by llr. erin llay. a former

. Oustoms man, who rcportod d.trectly to tho mroctor of J'oroign h.nd.a Gontrol.

tnhjoots for 1nvoatigationa cane !rom various sources. "‘.1‘11:0"

given the Director were pursued; mnpicionn reflected in conaorohip dispatches

were 1nvost;gated; the licensing division often referreo qnottiona‘ole appli-
cations for 1n§estigation. . In addition, ss Aa réault‘ of close cooperation |
between Foreign Funds fontrol and the other investigaoive agencies such as
the F.B.I., Ravy Inteliigence. Army Intelligence, the Control was supplied
with endlegp numbers of clﬁes' for ‘1nvestigating questionsble financial '
transg.ctions involving blocked noet‘s. or involving persons who might be
acting for or on behalf of blocked nationals.

V Bovever. it wan found oarly in the war that the tvpea of 1nvesti— -

-4

gathe vork earried on by the field investigative staff did not satiefy

_ the rsquiraments for an adoq:ute enforcement of the treezing control. A.ppa.rantly

the personnel of the staff d.id not receive the guidanco to make the requilite

‘ eonprehensive :tnd.ies of buniness enterprius which \rere m’bjec.t of invegti-

=t

gation. !heir 1nvoetigationo ¥ere more in tho nathre of interrogations with-

out any re!erence to aotnal 'books. reoorh. comlpondence, etc.. the ouantial

-~ 4»

1ngred1entn of an adoqnato 1nvut1gation. Inatea.d. hovever, of giving the

lta.ff the nocoua;ry guidance. nev 1nvest1@t1ve :ta!fo were created in fnct

_ although not in theory. th couistod in tho most part of aembere of the

. 'Genernl Gonnul‘s ottﬁee. Gmups of lmarn vero. from time to ti:ne. sent out
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to do a complete invesuigative Job in a particular 'business enter‘*rise.

l'or ex:ample. a group of la.vysrs were sent in to investigate General Aniline
& Film, a Sod v‘ﬂ.ch took over 6 nonths of field study; another group were
gent nto American Bosch Co:rporation to investigate its operati‘ons with

particuler reference to its relationship with Bobert Bosch, Stuttzart,

Germa.ny. In ad.d.‘ition. as Poreign l'unds Control- 1tse1f bege.n to hire personnel

vith & more eelective be.ckgrmd. and training. it comence§ to send out small
groups to mke inveatig,ations of business enterprises.

From the above it is apoa.rent that the organization for the investi-
gative work of Foreign Funds Control wee not of the best during the early
part of the war. In fect, not ,o,nly vere there these migcelleneous groune
Qperai;ing. in the same field, which produgéd muich confusion, lack of co-

ordination and therefore duplication, but the field staff itself was found

to be engzging in investizations vhich were both unproductive and unnecess#ry, .

This condition was not permitted to ‘continue for too iong.

In fhe apﬁng of 1942, & reorganization wes effected within the
Enforcement Division. In the first instance the field steff was mede a
part of a Section in the Enforcememt Division which was charged with the
responaibility of not only determining the investizetions to be made, but of
executing the in?astigations thréﬁgh the use of the field staff, The .
determinetion of Vinvestigations to be lﬁa&a and enforcement action to be taken
rested with a commi_ttvee: c§mpoaed of a representative of the Licensing Division,
the En®orcement Divieion and th§ General Counsel's Office. To this |
Committee facts \rer:e Preeented and en:orceﬁent action to be taken was ce.rt.h.

fully canvassed by the Committee. 4As a result, matters to be investignted

were ‘c_arefully eelected, objectives of investigatiors were crystelliced;

eewme 331527
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a method of opération .\'va; mdefined ‘to,guid;ev the field sta.ff. ¥hen necessery,
a represeﬁtative wag gent from 'aghingtoﬁ to mper_v}ise the field staff in
the a:':ec'qtion of thg iﬁvaétigﬁtion. As a result no longer were three or
four upérate ' groups Avithin l‘oreigx Yands Control operating independently
on investigations. no longer vere ‘ba.nks or an 1ndividua1 business enter-
prise apuroa.chad on the sama problem 14 three or fonr separate Furcign '
Funds Cormb rol 1nvestigative £roups; no longer vae the staff working on
’ca.ses which would not be most productive from the enrorcemant point of |
'view of the Control. Invastigatione of minor viclations were handled in

~ some cases by !etters from the 'ashington offico. in other casee they were
actnally ignored as too petty to deserve further consideration. hphasia
was placed on ob*actives to be accomplished.

Minutes were kept of the meetinge of the Oomﬁittee on Investizetion
and Enforcement so tﬁat there was o.lia,va a record available on any caces |
congidered by the Committee, the aciion recommended, and the reasons for
such action. | |

Ve cénnot.dincuss the Control's 1nveat:lgative program without
re:rerring to the program inetituted by I'oreign l‘ands Control in cooperation
\rith the Boerd of Economic Warfare (subsequently known as FEA) to avoid -
duplicetion of 1nvast1gations\by the two ag_enciaa. Although the o‘bjectivee
of 1n§estigetiona by thg two agenciel vere 8ifferent, a single investigative
| staff céuld often accompliﬁl'x the obj eétivca of both agencies. Yor the most
part the cases in thh category were precipitated Yy the ceneorahip digpatehes
which both agencies enmined.

!be follwing is a dascription ‘of the nachinery creeted to effect

s

this cooperat!.te mhu'az el S

331548




(1) Cases discovered by ¥oreign Funde Control, which were of

primary interest ‘to ?oreign !unds Control, vere referred to the Foreign

| !‘unds Control 1nvestigative staff, together vith a nnnnary of all relevant
information availsble. ‘At the time Foreign !hnds Gontrol decided to malke
an 1nvest:lgation 1t Qemt to BEW a ca.rd. 1ni’oming B™ that an 1nvestigption
was deing mde of this case, If B also had an intersst in the matter, theyver
to inform Porelgn Funde Gcntrol of thelr interest and ask that & copy of the o
, intestigator‘a report de eent to them 1r m and’ l‘oreign l‘und.s decired to
: prccead :oi‘ntly 1n dealing with a violation. reprclentativea of the two
offices napped out a plan of joint. a,ction. - o | ., 3
(2) Cases of violations d.iscovered Yy roreign Funds Control \fhich =
vere deemed to be of primary interest to Export Control or BZW, were referrsd
to EiW with the suggestion that they inveatigafe and keep Foreign Fande Cont x'ol";,:j
‘adviged. BIW, .at their discretion, fuaigned the cages to Gusioms or any LT
ot her approprié.te agency for 1n;restigat16n. .
(2) In cases discovered by BZY which they proposed to investigate
(except cases in which !‘oreign l‘tmds Control hed no interest) BEY sent to
Joreign l‘unds a card :indicating that they were ma_\dng an investigation.
! If Foreign Munds had an interest in the ontgome of any particuler case, they
requested BEW to inform them of the resulte of tﬁe investigation,
(4) In cases discovered by BEW vhieh were ‘of interest to both m
and l‘oreign Funds Gontrol B tuimitted the case to l‘oreign !unds with a
request foran'imeutigation. ?&eign !nnd.a would then chock its records to

alcertain vhother an investigetion of the yarticular case had alread.v been -

-in.itiated, It no investigation had been 1n1t1ated by rm-oi@ !':mds. or ir
1mest1gation had bean initiated. Yy Foreign Funde control. Foreign Funds and
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" . smounted to appmximtely 3700 000,

Oustoms conferred and determined which agency should conduct ‘the investi-
| gation or whether a joint investigation should be made. ' .
(v) Samle Investigations | |
- It is iupou_ible to itemize the hundreds of investigations under— .
taken and the results o"bt@inod. Hovever, 41’nV 1?44 a survey was made of
invcstigationn fc"r the period Jamary 1, 1943 to July 1, 1943, to appraise
their value. !he origine of these investigations, the jr'ivolati'ons suspected,
the amount of funds involved, lmd‘the action tékan were calssified. Of the
» 258 1nvgatigations aporoved dnring the priod, 3l were pondiné at ﬁhe time
the stnd& wae made .and the classification ‘was bgwed on 227 completed cases.
It was found ‘t.hat the le.rg'est,m‘ber of cases arose from :lntereci:ts. followed
by cases roferreq by the Licensing Division.' The other important sources were
the Poderal Reserve Benk of Hew York, the Field Staff and other Government
Agencles, éu,ch aa' the former OBY and State Department. Approximately 24
perceht of the investigatione were mede solel;" for inform-tional purposes,
" as distinguiehed from those 1n which violations v?re suspected. The following

;s the dlsposition of those cases in which violations were suspected.

¥o violation - . BL.0%
Blocking Action - - 23,04
Violations found and no.
actim 16.7%
. Beports referred to other : :
agencies for action = 6.6% S c o
Miscellaneous action 3.‘?% . L

'!here vere 10 business antcrpriues ‘blockod as a result of these
1nveet1gationt. the tote.l net worth of vhich was conaide*a‘bly over a million
‘dollm. In a&ditton it was round that some of these enterpﬁses held |
qppmximtely ‘500.000 for hlocked nationals which had mot been blocked prior
to the 1nvest1gationa. The -funds held by 1ndiﬁanals and blocked nationals

331&@
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_ The following are a few ceses to chow the subjects of investi-
gation and results obtalned:
' I

Bof fman le Rahe is & subsidia.fy of a large Swis‘s chemicel eormeny
of similar nanme. %he Americean compeny had totel assets of a.pproxinately
$25,000;,000. In an endeavor to cloak the avneréhip of the American corpeny,
a Panamﬁian company knovn as Sapax: was formed and sheres were traneferred
to-‘ it, and from Sapac they were transférréd to Mr., Bobet, president of the
futley corporation, who was one of the voting trustees. Thorough investi- ‘ ;
| mtioﬁ.vas made 'of this company as it wee ‘suspected thelr activities might
pos'sibly be of great assistarnce to the Germans, inasmuch as they had one
of their largest plants in Germany very near the border of Switzerland and
- thet there was a possibility informestion might be seni to the Swisgs compeny
which could have been transmitted to the plant in Germeny for their use.
It waes also suspected that the cﬁmpény had not been operéting in accord:mcg with |
the verious ru.".és and regaiations of Foreign Funds Control. |
, | The investigotion dlgeclosed th=t the company had in effect been
completely indifferent to the .Executive Order B3292, and had cbnti’med to
| oﬁemte 1h_a.ny manper that 1t saw fit. Mr. Barell, the head of theSwiss
company, had arrive.dv in the United Stetee and had takén over active diiection
of the American compeny. It vas found that the Americen compeny had been
running 1ts subsidiary, Roche-Organon, mamufacturers of hormonee, without -
reporting to the Oontroi the Vfbr’ei.g'n ownership; that 1t had.;been opereting
without a license fbr many months; fhat it had beaz; cooperating closély with
Scherix;g. an American subsidiary of a German compan&. Moreover, investigation

discloced that the American company hal been attempting to hold the South
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American mrl;:eta fc‘u' ite faﬁnt organtzation to the possidle vde't‘riment of
Apericen chemical manufacturers.

A Inaamch as the lm'bject vas nanufacturing material for the War
|  Department, it was &Hﬂcult to declde what action should be taven, since
isaning more restrictive 11cennea or closing the compeny do\tn \ronld 1nterfere
with the war effort. It was decided, however, that the company should post
a lu'bstaiitial‘ guarantee in the form of government ‘bonds that its repre-

lentetidns with reepect to the majority 6wnership of the Swiss co:npe.ixy. as

[T

Swise were correct, -and that the compeny would commit no viola.tions of Yorelgn
~ Funde Control regulations. In addition, a} new vice precident vas appointed
through whom vas channelled all natters pertaining to the conpany's actiﬂties 24 g
~and ite relations with Foreign Funds Control.
Ernesto F, Allu, et &l

It has already been indiceted that in order to prevent the Fazis
from di‘spbaing' of looted Unites S,tateé currency, stringent import regulations
vere issued., It was known that some loote§ currency had found its way to
South Ameriéa and it was neceisary to exercise vigilance to prevent any
currency emugrling from that a;'aa.' A smugzling cese which resulted in the
arrest and conviction of three seamen was that of Brnesto F, Allu, the purser
of a Chilean steamship, and tw other individuals wvho wvere chief -tewe.rda,.»o{ .
Chilean ships. - ( ' | ‘ |

!be three seamen were uployed on vuanln Plying between Korth and
BSouth American ports. At the time they sare auprehended thoy confeseed that
they had smmggled over $30, 000 in United Statos currency into the Unitad States
on tyeir-.lat.gst trip. !his enrrency ha@ bgon converted 1nto cashier's checks

"‘_'73_ o
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and treveler's crecs wiich were seized by tie Customs enthorities as the
sezmen were atovt to depart. Subsequent invesilgetirn, boil in the United
States ead in Chi;e, indiceted thet tlhese individusls were part of an
orgenized ring wiich had 2tilemrted to smmugsle large amouats of cu rency into
thie country. ‘
‘Twe three sesmen wére c&nwicted on the cherge of vioixtine the

Tradin: with the Ecernyv Act, ee a*:zénde:é‘., ané Ezecutive Order £383, ;as ar.:enr.';.ec’.,'
_end were séntenced to the iine se;ved Sror tke Gate of thelr errest $o tle

te of penterce plus er addéitions]l thirtyr dars.

"o“*" the com™ined efforte of Foreiszn Funds Control znd the
Buree:z of Juetoms, evicdence was developed wiic led to the conviciion and

sentencing of Kenji Iid in the U. S. District Court at Settle to nine

-

rezrs irmorisonment ant e $S,OOQ fine, 1Ild, the meneger of e Japencse concern,

nited Ocean Transport Comany, plesdeld giilir tc ch-rzes of corncesling

.
*

o

$1£,000 in U.R. curreacy and $515,000 fece value of Jezenece tonfe £ad feilure
to revort t;;:ese hiclédnge es required b ike Orler.
Ell::c.g_z_.?;_ai«_qz |
An exarple of hov; various Axlse groups attem:ted to hice tuelr
funds in the Unltel States is thet of & grous of leadinz 3allen incustri elis»s
vho attemmted to cloak their asaets in tke Unitec‘.' tafes, vorth rillicne -
of Eollers, throughva.n Hungarian ettorney of internstion reputation who
caze to the United States in 1S3:Z, .Ostensi'tlv no te.int wae atieched to
thie attorng;: However, whe'ﬂ he 'was recaestel to explain tLe soarce of
. pabstenticel auets depoaitef‘. in hie accounts with a leeéing New YTork bank,

to
a.nc./;,five prool as to the pwnership thereof his explencztions were vazie
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and made little sense, Sherefore, & thorouéh investigation' vae n=ée with
respect to thé»attorney end ti:é funde vhich‘he helé‘.;

It wes discovered thet in addition to the sssets held in hie
own account he_ hgd 8et up four holéing corporations‘ under the lews of the

State of Few York under Americen titles end held transfer—nd thereto millions

of dollers in cesh and securities. The attorner, after exhaustivé interrogstion,

finally edmitted thet these funds not only beloaged to himself but elso to

verious Swiss holding cowpanies but he stzated thzt he did not knov the

- A ke



ultimate bameficiaries of the mssets held in the name of the Swiss holding
*companigs. However, subsequent investigetions mede by the Control led to the
" belief that the ultimete 'beneﬁciaries of these assets, at least 1nvpart.
vere Balken industrialists who were colleboreting with the Razis, It wes
ultimtély aocer;bained that tﬁis beliéf ves correct; thet the great portion
of the assete thet had been held by tl;e attorney or trensferred to thg ‘
variéu_.@ corporations by his direction belonged to lesding Bungarian
industrialists who vere engaged in the manufacture of munitions, airplanes
end steel for the ’Emgarian and Nazi war machine. These assets were frozen §
by specific direction of the Control end,’ thus, they were rendered impotent
for any use contrary to the interests of the United Stztes.

Comet Tools Inc.
Bchimmel & Company Inc,

Heine & Co,
One phase of the enforcement work of the Oéntrol involved the dig~-

-~

covery of German interests in United States corporztions, ostensibly Ame-icen

owned, which were formed to zct es exclusive agents for German corpozjations.
It wee mspectec} thét such ownership was & frcade a.nd‘that the rezl interest
continued t; be German in spite of many and devious tranesctions consisting
of transfers of stock, increased capitalization, cancellation of outetanding
indebtedness, etc., which sought to cloak the German interest.

Iliust:atl}ire of this cloaking are the cases of Comet Tools, Inc. .;
Schimmel & Company Iﬁc., and Heine & Co, Each of these comies had the
exclusive agency in the United States t‘;o distribute the producte of German

companies.

-75 -
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Coms¥ Toole Inc. |
. | o This corporstion was organized in 1937 in New York to distribute

tocls manufactured by Komet Stahlhalter und \ferksengfabrik. Phe owner of
the German company furnighed the corporatien's total vorking cepital and
uerciaad considerable control over its activities. The trade mark used
by Comet Tools ls tho property o! Komet Btahlhalter and was registered in

the me of the American eompa.ny with the understending that 1¢ vas to be

'anigned to the Geman concern at a mbsequent date. In addition to the
working cepitel, the machinery and qquipment used 1n 1te activities Vere
supplied by the owner of tixe German: comparny. Comet foolé represented to
the trade that its faéto:y and offices in Germaxw had opened & brench office
and shop in New York., At the time Germany was blocked, the stock of Comet
Tools was held"b;é two naturalized American citizens §ho are officers of
N " the company. | |
Phig corporation was found to be a nationsl within the definition
of the Executive Order and wes conseguently dlocked. |
Schimmel & Compeny Ingc,
This firm was orgenized as & wholly owned subsidiary of Schimmel
& Compeny, A. 8. of Germany in 1934, Until Aprfl, 1940, the German company
held all of the Americen company's issued stock, at which time the shares
tcfé transferred to a.uﬁlmeriét.m attorney a8 nominee, %erea.fter. and up to the. .
'blocking date of Germany, June 14, 1941, numerous tra.nta,ction: 1uvolving
this stock remlted in the tmsfer of the 'Imlk of these shares to Ame-ican

ci_tisons. on payment $o the German company from hichmarks accounts in Germeny.

"The investigetion disclosed communication between the nominee and his princiiml
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which éeta’blished clearly thet methods had ’beep discussed to Qonceal the
beneficial ownership of Schimmel and Compén;v'.‘ and there wag reasonztle
ceuse to b ieve that the payment for the stock was # device to conceal.
the contimﬁng. German interest in this 'cc.mpa.ny‘.v The Americen compeny which
" had been réétrictgd by agreement froxﬁ éarrying on eny business in Letin
Ameﬂca. solicited the business of ;o:mer Schimmel A.G. agents in Latin
America after the beginning of the war, 'and"it appesred that this was done
’ \rith the kpowledge and approva.l of Schimmel A.G. as a means of preserving
its Letin American markets.

Schimmel end Gompa.ny. Inc. was !ound to be a na.tional within the
definition of the Order and was dlocked..
Heine & Company

This corporation was 0:;ga.nized in New. York in 1908 by Heine & Co.
A.G, of Geme.m" i‘oi- the purpose of distributing its products in Me:ica.
During World War I, 300 sheres of the eapltel stock o:f Heiﬁe & Co., held
by Heine, A.G., was selizged by the Alien Property Otzsto&ian. An eq11al amount
of stock was held by an Americaﬁ citizen, WAfter the war the shares of Eeme
A.G. were returned to the American compeny and were retlred and eince thpt
time all of the stock of Heine & Co. has been held by an American citizen,
Peul Sclmlzé-—Serge. In this case, it was clear that the beneficial owner—
. ship.vas American, but it appeared thet ‘the American company wes indebted
to Heine A.G., in a.n:ammint which e:;:ceed.ed ite dssgts. This indedbtedness
vas evidenced by three notes, payable at sisht, anﬁ wes secured bé‘the
delivery of tvho' capitel stock o‘f the co@any as collaterel, Pzynment of the
notes of the corporation was guaranteed by Bchulge-Berge, £h¢ present owner.
Until the outdresk of the wir in 1939, Beine & Co., imported meterials from
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| the Gem.n co@m a.nd. payment therefor was rcmittad to the German compan.v. ‘
It vas. found thet Heine & CO. wase a national vithin the definition
- of the Order and vas hlocked. L
- It vvnld not be feir to a‘ hiatory of the control not to refer to

_some of tha more elaborate 1nvestigationl canducted into the agencies of the
Mns 'ba.nk: operating in the United Btates and t.he agencies of Swiss |
1nmanco companies. o _ A _

I-arge groups of 1nveet1gators worked at the agencies of the Swiss a
‘banks Mu Bank Gorporetion. Gre&it Suisee and Swiss Americen Oorpcration for ’,'
several months to determine to vhat ment and by what d.evice Bvies banlks 4
were able to ccnceal assets of ‘b;.ocked nationals in the United States. It
was as a result of thie investigation that we obtained a comprehensive .
knovledge of the Sviss banking operati ons which subsequently constituted the
basis for the Tressury promulgafing'ﬂvenerel Rn.liné Fo. 17 which wae described
in greéter detail above. Specificelly, the 1nvgst1gation disclosed the .
followings i‘imt the Hew York Agency of the 'Sviss»'Ba.nk Corporé.tion héd |
Iﬁfomﬁion in at lgast' 74 instancea‘concerning the ownership of accounts or
'the owne;-éhip of certain':epuritie,‘s and ac’cmmts‘ which in!omation 4h‘ad ‘
not been rei:orted on Form II'B—GOO In 42 ad.ditional ceses 1t eppeared that
the Swiss Bank Gorpore.tion's age ncy Vas advimd of the facts of such owner- |
ship after the TFR-300 ﬂling dete as to meh no cupplemental m-soo'a' "
vere ﬁv.‘lod. In 35 agld.itional cases informetion appeared on index cqrds A
held in thé.‘licensing' aépgrtment- of the Swise Bank but no o‘t.hor.OMdencea o?
ownership vau'found. In thn;se cases also, no TFE-300 repérti'Vere filed in
the names of the partioa luted. - Some of th:!.s 1nfomation wa.s gained from non-
enemy declaretions filed with the Canadian mthorities, which information Wes

‘-
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mot tra;n'smitted to the Treasury Department. In the case of thé Credit
Sfuiasé. ‘He.w Yoz;k Agency, fhe patfern was somewhet Qi_.milar. The pumbder of
-accounts izeld by Credit S~Jiose vae small., In the case of the Swiss Americen
Co_rporaﬁon. 54 violetions were found, including fzilure to report contents
or posesession of gealed envélopea. _
The agenﬁies of the Swies insurance compenies were investigated.
s.ince it had long been tuépebted thet insurence compenies could be used as
vehicles fgr transmitting vital informeation to the enemy. 4n investigetion ’ '
vas made of the n’:anﬁer in which Swiss Reinsﬁ}ance Company kandled informstion o
relating to ship movert;egté and ship losses. It was found that strategic |
information, received regularly by such compeny from euthoritctive sources,
beceme available to a large mumber of persons, including other than company
employees, in the process of i:_andling of insurance and ‘r.einsurance of merchanﬂiee
shipments. An‘ investigation o;‘ BEuropean General Reinsurznce Company Intd;
revealed that it hed informetion of a stretegic character relating to most
of the important munitions end war development projects in the United States,
end subject to practicélly no supervision. As & result of these discaveriés,
standerds were set up by ‘the War Department to guide insurance compﬁniés in
'handling informetion made svailable to them in conneétion with ineurence risks.
In anticipation of & more ﬁgoroﬁ policy with respect to Frence
and before our invasion of North Africa, the Control investigeted the -
French Line errly in 1942, It was found thet since 1940 the French Line
had been guided entirely by inetructions from Vichy which, in turn, ceme
;mm'the German Weisbaden Commission, and thst the key personnel of the

French Line were over-gealous in cafrying out their German inspired instructions.

-7 -
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under vhich the French Line operated and lto;p payment of saleries to the

W T * s
SRS

Accordingly, in November 1942 when the Allled troops lended in Forth

Africa the Control vas in a justifisble position to revoke the license

tap staff pemung turther clarification of U’nitod Statu-!'rench re]ations.
One cannot diucun 1nvest1¢a,..10na carrled on by tha Control vith-

'd'at rsferring to the elaborate 1nveat1gat1on mede of General ‘Aniline and

nlm Gorporstion. Imediately a:tter Pearl Harbor a group of Tree.mry |
personnel vas lent to the Ganeral .lniline & mm Gorporation té tnpervise 11;3
operationt and 1mrast1gpte 11’. thoroughty. mae 1nvest1gation soon aerveloped
evidence that General Lniline & Mlm was "being uad by the German Governw
ment . 25 of the key executive perlonnel. including ‘th‘o Fresident and A
chairman of the board, and all department heeds were dismissed on orders of . -
the gévarnment early 1n;3‘a;nuary, 1942, iy'?ébmry 16, 1942, tuﬁ‘iciént T
uﬁdenco vas odbteined 11;1 the investigation to Jnitify the Trespury vesting

95¢ of the outstanding J.ha.res of this corporation, which thares vere held ‘by

corporations domiciled respectively in one neutral country and in one alliod

" eountry. - Tollwing the vesting the Treasu.ry removed the remaining un- “

desireble axecutive personnel a.nd replaced them with axecntives of proven A
loyelty, chosen from the Americen chenical 1n¢hmtrv. Eventuslly, all etqployees '
with any past connection with 1. G. l‘ar'ben vere disntued. _ . )

,

The Gontrol uplored all pcui'ble sources of informetion to obtain

'nome over-all picutre ﬂth reference to treight forvarders and the extent -

to vh:!.ch thay night have ropreunted .I.xin 1ntemltl 1n this country.

‘In this connection reprcsantativec cf the control participated 1n a hearing
'being eond.nctod by thc l(aritiu Oomduion on tha general practicu of frelght
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AA forvarders. At the same t.ime \;re conducted. a field imestigatioh of freight
forwarders operating- under Ereamry license. As a result of this investi-
gation we discovered thet the Draeger Shipping Comany was serving' as a
front for an orga.nization beneﬂcia.lly owned by the German Government. As
a result of this finding Dra.eger Bhipping Company's operating license ves
revoked and, upon the Control's recommendetion, the firm was vested by the

Alien Property Custodien for }.i‘quid.atiog. |

; It is apparent from .the above that the subjects of investigations
covered a Wide field v:vlth‘ a view to aééomplilhing varied objectives. Hundreds
of 1nvestigations were mace of American fronts for enemy funds, Some were
liqnid.vted' othemvested by the uien Property Custodian; still others were
1nitia.11y mervised by the Treasury and. thereafter transferred to the
Jurisdiction of fhe Alien Property Custodian, Persons were invertigated on '
the suspicion that they filed 1ncorrect reports of the assete théy held for
foreign nationsls. Corrected reports were filed; funde which should hsve

“been blocked vere"rgi;uired to be dlocked; funde which were ectuelly owned by )
or on be@f of the enemy were recommended to, and were vested by, the Allen
Property Ouetodign,

‘?sgardlesg of the object of investigetion, the technimques requirb&

. to discover the,actn_al facts &eﬁmded i:ersiateht and’t,horoughnesé in execution,
Aingenuity 1in ;uppz;oé.ch. .and nélectivj!tt;v of subject matter. It va.; 1medié¥ely

fecogaited. that vhgt"ever the purpose, be 1t sinister or innocent, the varied’

A devﬁca. used to conceal a‘nhéts and b.ctivitien vhich should be subject to the
freezing con:rol vere 11m1ted only by the ingemuity of frightened business or

nnscmpulous Axls a.gents. as the case night be. Uhether for the economic
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. defense of the United States, which would include the protectmn of the
property interests of those who coulé not p*otect tkemselves, or for economic
varfare. to dnjure the Axis wherever possidle, the Government was forced to
look through the device, whetever it ‘might be, and act in accordence with the

' 2indings of beneficial ownersaip. fl'he folloving are merelv e few of the
devices used to conceal assets of ‘blocked countrlea and which were ultimately
'nnravelled through the investigative work of i‘oreign Funds Control.‘
W !he technique in the trust device vas to place stock owner-

ship in trust with American citizens;, but the apparent beneﬁcial owner-

L Lam -

ship was in citizens of neutral countries; In'some instances the trust was

of the spend thrift variety, in order to give & greater semblance of
completely divorcing control from beneficial ownership. The ostensibdle
beneficial owners within neutrsl countries migkt, in turn, be mere noninees

! for oiheré unknown, 3Beneficicories might shift, and new ones spring into
’/ = -t ‘ .

e, it
.
i

existeance upon the happening of certain events or upon appfopriate declerztions .b
by the trustee. ‘ |
Wm_ﬂm was probebly the most common device ermloyed

! ‘ for large holdings. The technigue used wes to transfer to holding conrpaniee

| in verious countries ghareS' of stocic frequently représenting majority owner-
ship and control of American corporetions. The stock of the holding
compenies usually consisted of beare:: shares. | Thus, eny recard of the
ultimate ovnerahip was not ,sva.‘llé.‘tiale'.‘ ‘Moreover, treding in such sheres be-
tween the various holding companies was frequent, resulting in further confus:loﬁ.
. : a.na.’ conéea;xgent. In many cases the corporation #n queetion never d1¢ heve
sufficient asesets to purchase the Americen ihafes. In some instances, where

" the ghares of the holéing company were themselver held by another holéing
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. Were optlonal to sonme roreign person or corporntion. 80 that though the

company, the sharee of the first corporation were of pertly paid

© variety common in nzropean corporate finarce, and theAtecond neutral

corporation d1d not and never was intended to have sufficient assets

- to meet a call if made on euch shares.

&me;g_ngm. The Atechnique heréfves to place, in the

pame of a person born in the United States of foreign parents, thg property . ‘

belonging to the parents or in which A’the‘y hed an interest. Young children,

but American ciﬁzehn beca.u'nv théy were born within the United States, were - -

found to heve held nominal control over .m‘betantiél organizations, This

device wes slioa‘lj. exclusively nsed to conceal Japanese interest in American

Rt

operated business enterprises. N .

The buying and eelling of

shares in American corporstions by and between groups of persons all having '.

blood er‘ﬁna.ncial relations with .certain other groups, which, in turn,
contfolied foreign ﬁorporatione. vas another pattern. This device aﬁpearei
to have been common in the chemical 1ndusfry where fhe. blocked foreign
ihtereét vaﬁ primarily German., There wes frequently no relation detween

the ve.ine at vhich these ghares were sold on these "regh" sales, and the

narkat or book value thereo!. S 3 . ' , f{f.

Phe Option Device. Oorporate aharea, particularly of nevwly formed corporations

record mership might remein wholy Amerlcan. the pover of the optionee vas
the principal factor 12 _theconduct of the business. ’

3. MM&W '

J’rom ite et_perienco in the last war, Germany learned thet the most

effective wey of providing a meane for. pa.ﬂng for the costly operations of ths

-ss- O 3313 &5@



http:Oe!'lll8.lV
http:beloDg1.Dg

|
war wes to possess within the Western Hemisphere & substantial net-work

‘of business, fin&ncial,' and commercial organizations supposedly engrged
in ord'inary con;r.ercial and business operatione but comt rolled either by
heed offices in Germany or persons on the spot sympathetlic to end working
for the Axis var effort. Financial and ‘businees enterprises provide a resdy
" and contiming som;ce of Afum'.s' to'be'ﬁsed for finercial wertare operations.
- Friendly ﬁmncial and business enterpriaea can, as long as peraons co-
Aope*ating with an enery occupy positions with power and 1m1:ortance, provide
funds where they are needed and essure that they are pa.id. out in a manner
that can bé c'amounaged‘aa an ordinery business transection. l‘riendl.vVA

operat.{ng companies facilitate espionage. Buch corpaniee which heve lerge

pe;rrolls cen heve s;?ies placed on them. Their operstions can be covered by
giving them jobs which facilitate their operations, such as by sending them
throughout the himisphere ae selesmen, placing them in positions where they
can anclyge 'blueprints and plans for new installations, giving them mccess to

figures and production of critical meteriels, etc. During World Wer II

the enemy could not use, becanse of the reguletione of Foreign Funds Control,
their free business enterprises i’n this country to get the ﬁoney to cerry m
. disruptive operations within this country. In fect it will be reczlled in

i

this connection the saboteurs who lan&ed. on our coast during the ver, and

who were subsecuently apprehended a.nd axecute& brought vith then cubstantial ,'
suns of United States currency. l'riendly operating conpan.ies. i1f uncontrolled,

‘ean gunport newspapers, pu'blicationa and redio programs which spread pro-

. Axig « Anti-American propagenda by the ;placihg of. advei'tiaing.‘ supnorting of

_brosdcasts, assistance in procuring critical materials and outright domination.

-
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FMnally, friendly operating companies afford the best cover for tranemitting in-

formation obtained through espionage back: to enenmy ccuntries.

An important obj ecfive of en.forcement work involved the purging

‘of business enterprises within the United States of their Axis influences.
The following are some of the enforcement 't>o¢hniquee used to this end: .

() Zizadebion = Forced Sale of Assete.

.' Foreizn Punds ‘Géntrol‘ forced tﬁe'liquidgtibn of many business 4

enterprises where activities were found to be inimical to the defense

|
of the Western Kemisf:here, Avhare' such business entepprises were not ‘ ' E
epsentisl to the war ef:\t‘ort and where: their continued operation was . |

* not deemed necessary to the.pubiic interest. Included axnt:;ng the types

of enterpriseo which were so liquié.ated veru enterprises controlled,
directly or indirectly, by Germany, Italy or Jepan or persons within tuch
countries, irrespective of the technicel legal ownership of the enter— ‘
Prises; and enterprises which were écting (;!-1 behalf of o for fhe benefis N
of Geﬁmny Ifélv or Japan or personé within such countries, r“eapective

of the technicel legel ownership of the enterpriaae, including business

: enterprises which were attempting to hold foreign markets for such N
_countries or persons‘ | o | ‘ |
Business enterprises were forced to liquidate through the .
following proce&ure: In view of the fact that snch e Yasiness enter-
prise vas a ‘blocked nationa]., a.ny and. a11 propertv of such business
enterprises were blocked, It vonld not be deelt in without a licenae,

|

!

|

|

: .

. 1t could' not engsge in nny ﬁmcieﬂ or comereial trans~ctions except [
purlma.nt to liconse. .lceordingly. when it vas determined that such }

bueiness enterprise vas to. be liquid.e.ted. any opereting license which mey

L - =ss- .. 331583 3
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have been outstending in connection with such enterrrise wes revoked |
and a licente wes issued which permitted only those trensections which ’
were designed for the sveedy iiquidation of the enterprise"and the f
disposition of its assets to desirzble imdividuasle and concerns. Usually, :
at the time of the issuance of sich a liquideting license, representatives ;i
of l’breign Punds Control were placed on the‘preniisos of the entemrise to ?
supervise the liquidation process. These repreaentatives hed instructinng ;

to control access to tke premiaes of these business enterprises ar’ to

prevent any person from removing or destzjoying any property of such

business enterprises, including books and records.
| Through the liguidntion procedure, the business end essets of . - I

such business enterprise were reduced to cash, creditors were peaid

qff. and the remeining funds were placed in blocked accounts, subject
to vesting by the Alien Property Custolian,

More then 500 business enterorises were liguideted Ev Foreign

.. Lo

Fande Control.: Included among these were foreign banzs and insuraznce
companies opersting within the United States end controlled from within
. Germany and Itely. In administering this phase of the Control the
- Treasury Depai-tneht obteins the full cooperstion of the state benking
and insursnce Ed.epa'rtments.

() Yesting Action
- : ' | In certain cases it was found th.t the liquid-tion of business )f

enterpriseu whose ectivities Vere detrimental to the security of the

Western Hemi sphere was not fee.aible 'becamso the continuation of the

business enterprise \'e.a in the public interest. In such ceses, the

interests held or controlled ‘by und.esire.'ole inﬂuencas 1n the pexticular
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business enterprise, or in related enterprises were vested in the Alien

| Property Oustodiap under the authority granted dby the Firsi iér Powers Act of

1s%41, .
() Bmervision |

Iﬁ a.vﬁ.ditri__on‘ to supervisors deing placed in liquidating bueiness
ontexipriyeh. repr_es‘en.tativea.of l‘@_;ei@ jhnd:s Control yeré placed in many '

operaﬁing businene ontérpriul in o’rdor to n@ervine their activities and

"ueura conpliance vith their btusiness opamting licenses.

Besiden supervising the activitiea of the nnterprisea. it wae
the function of the government representatives to ohtain full in.formation. |
conceming the structure. activity and ba.ckground of tmch onterpriseu,

including information as to the actual controle of the enterprises and as

" to their officers and employees; to determine whether there is any Axis

influence in connection with the organization, control or operation of
such enterprises; and, if so, to make recommendations as to what stevs
should be taken to purge the enterprise of such Axig influence.

The Treatm.ry representatives may have determined that any one of

‘the following acts should be teken with respect to the enterprise: (1) The 7
* westing of the stoék or other intereest of an nndesirable mdividual or

|
.concm in such enterprise, (2) the liquid.etion of such concern; (3) the .

uscharge of certain orﬁccrl or directors, or of certain omployeon. (4) the

seversnce of cor‘ain nndelirablo contractual :relationnh:lpo, 1nc1uding patent

arrengenents and. the like. and (5) the preveniion of certein trede activities, |

including deslings yith nnduira‘ble _mtomers and the use of undesirsble
tredemarks. . a7 | '

331567
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It 'should. be noted in this connection, thet it was not intended
in .most cages where supervisors were uged, thet they should be pement
'Qtfac'h’ments to such entei;prises.' The objective in their use wes to destroy
) efféctiyely the Axis influence in con:ection with the orgznization, control
or operation of the business enterprise. wmi that end in view, 1f the
enterprise were @t licfuidated or vested, 1t wes a.o reorganized thrt it
 éould sefely be pernitted to operate without Government supervision.

() Restrictive Licensing. ~ |

It was not alweys necaasar'y to place supervisors in bloclzed enter-

prises in order to pfirge such ‘enterpriaeaa of uﬁdesirable influences. It

was poseible to aqcomfli‘sh this result in a few cases theough the iesuance
of conditionzl operating licenses, which peimitted the business enterprise
to copduct 1ts activities under certein terms and conditions. For example,

& buciness opereting license was conditioned on the enterprise involved

making certain cha.nées in its orge.hization. incluéing the dismissal of certain :

of ficers and employees; or that the firm corpletely severe all relationahip'

with undesirable customers. Generally speaking, the mere use of the licemsing

technique was not found to be sufficient in order to reorganize Axis business |

enterprises. i<l

The blocldng. of & business enterprise and the 1ssuance of a

-

1imited operating license to it 4id serve, however, as a useful function as

. & preliminary step in controllink such business énferprines. ~An 11lustration -

of the use of the licensing technique as a preliminary step to prevent un-
desirable transactions was t@eecaaa of Schering Gorpdrativon of Bloomfield,

Nev Jersey. This corporation, prior to the outbresk of war, was restricted

-88- - -
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by a cartel contract with Schering 4.8. of Berlin to the United States

market. After the outbreek of the war, Schering of Eloomfield 'formed a

'm'baidiary.corpération without objection from Schering A.G. of Ber]'tin. the

|
|
I
|
|
sole function of which was fo uport goods to other mari:ets in thevuorld . 3 I
’vhich had formerly ‘been supnlied by Schering 4.6, of ‘Berlin. Thege traﬁs— ) E
,actions Were mbject to the provisions of Executive Order No, 8389 as amended. E
Yoreign Funds Gontrol denied all export epplications, !!hia action prevented | ;
Schering 4.G. of Berlin from a.cquiring substantial amounts of _loca.l curreacy !

 which would otvhervi‘ee ‘have been availeble to the Axis Government for

T i

propagenda and eubversive ectivities 1# countries in which the a;ales vere
made. Subsequently, the German-avnedrétock of Schering Acorporation and -
ite sﬁbsid;aﬁes vere vested by the Alien Property Oustodian.
(e) mem

It was not always neceésary' to: block a businese enterprise to
purge it of undesira'bie influences. .It was possidble in some instances to
induce the eﬁterprise to undergo ‘a redrge.nizatiz;n or to change its trede
practices. | | |

l‘&r example, a reorgé.nization was effected in Sterling Products,
Inc. without blocidng. Approximately 25,000 American citizens hed a stock
interest in 8terling Proclucts* the foreign ovnership was small. Bovever,
from 1920 until 1941 Sterling Products, Inec. have very close comercial

‘. ties with I. G. Farbeninduetrie, - There was considereble exchange of : i

personnel and information. In 1923 Sterling Products, Inc. and I. G. |

I‘arbeniﬁduet:ié entered into a cartel agreerent which eplit the drug markets

of the world between them. _ : : o K i

- 89 -
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The o'fﬁcevrs and directors.of Sterling Products, Inc. coopereted
with the Tressurv, @d with other interested government agencies, such as
‘Juetice and Stete, in removing undesirable personnel and dreasking un—
‘aesii'e.ble ties. B.apresantatives of the Government consulted with officers
of Sterling ?rodncts, Inc., ‘gtudied the Sterling situstion for many months,
and thereafter drew up & set of so-called representatives vhich Sterling
then su'bmitted to the Government. &heae representetives provided for a
temination of all contmctual relationnhlps with I. G. Perbenindustrie, the
' a‘bamlonment of trademr&s with Ge:vmap- connotetion, the est-blishments of
nev trademarks, the reporting on all -pers?nnel with an agreement to diszgiss
' personnel deemed undesiradble by the Gove’rnment, and an undertai:ing to
comphte actively with I, G. Farbenind.ustrie and to roport ponthly all

eales and the uee of e&vertiaing media,’ |

After the reports of -persq.nnel were submitted, the Government
studied the dackground of &ll executive personnel a.nd technicel pe:aongél. |
42 of such persons v;ré recommended for immediste dismissal. Some technical
personnel who ha;d undesirable background, who were deemed indispensidle, were

reteined temporarily; they were aiemi gsed as guifable SUCCEeBEOTE vere ob=
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" teined for them. The preeident and the chairmen of the bomrd of the comorationi
§
l

Were az;xong the .ﬁrst digmissed and the Qree sury, together with other
interested agencles participated in the select_ion of thelir mc?seors a.nci -
of all other pex;spnnel in imporient executive ébats.‘ ’

It becam elear to certain ofﬁcla&s of the Comtrol thet it
would not alvayl rod.cuml to the national 1nterest ‘to deprive ganera.ny

licensed nationa.la of this ne.tus ir they had violated kecutive Ord,er Bo. 8389,

as amended. At Ieast, it was clear the.t the _beneﬁth to Ye der.‘..ved from mch
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action‘vouid not be comiez;mraté tdth: the ,pro’nlém_) crea ed thereby for the
Control. | | _ - | ' |
In tm:h cases, vhich a.ctually were few in mmber. the technique
of the 'aontingent vesting accomt® was applied. Each oi’fander subject to |
the treatmant vas required to dcposit a certa.in sun of money 1n cach and
Government bonds, other tha.n var cavings bonds. to be agreed npon by the
!‘reasury and the person concerned. ‘with the loderal Reserve Ba.nk as fiscel
agent of the United States. The fund was su'bject to the following terms

" “and conditione: (1) mo part qf the funde depoeited were mbjoct to release

during the éontinmce of the war and foy six months aftér the termination ‘of ]

. the war or except upén a licenge imsued by the Treasury Depertment which
referred to such cpntingen‘.t;. restiné acccuht; and (2) 12 thel'.t'reas\uy Depart-
ment should ﬁnd,'after notice and opportunity for hesring, thrt the depositor
engeged in & transaction in violaiioﬁ of Executive Orcigr ¥o. 8389,- ;,a amendé‘d,
or the ruleé, reguiations or general ~ru11ngs promilgeted thereunder, or |
‘otherwise prohidited pursuant to Section 5(b) of the Treding with the enemy -
Act of 1917, as amended, since the opéning of ihls account, the Secretery of
the Trecsurr ma.,v in his digcretion, vest the accou.nt or any portion thereof
under Section 5(b) of the Trading with the enemy Act of 1917, as- amended

1n ‘the manner provided in !::ecntive Order No. 9193.

4. mmg_ﬁ:ﬁlu_n:l“unnn_nmnmm |

(a) MJQMMN
A1) ,mmmm S
- The success in the en!orcoment of the freezing cont rol was

in la.rce pert due to the close rcla.tionzhip vhich a::!.sted between the

Offico of cmorsh:lp and l’orei@ l'nnda Gontrol.
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lf(r eign Funds Control from its incéptim worked closely with

the British Hinistfy of Finznce. Immediately upon its estr-'blishme#t |
it establighed & close liaison with the Bﬁtish Ministry of Fimnce and,
in turn, gained exnerience of the British Alﬁpi}stry of Finence cooperstion
| in censorship. JFrom tris reletionship 1t became apparent thg%t fhe
Bripish ‘economic warfare o§erations vere largely improved es 8 result
of a close-knit arrnsgement between British Cahsprship and the British
mnistry of Finance. The British hed recoénized, thet an exsmination
of ma;I was important not only to detect militery espionage but to
prqvide 1nf6mation necessary to an gffective financiel ‘and economic
bloekade against the ené;mv. They recognized that the Axis powers used
the msils and cables as & means of transmitting strategic ecoﬁomic end -
finencial information. In fect, the British hed found durins the warly
' .staées of World War II that consideratly more then one-helf of the more
vé.luable informztion derived from censorship related to economic war-
fare or financial pressure; less then one-guarter to "gecurity " or
police matters; and aporoximstely 10 percent consisted of information.
‘value.ble to navel or militery services. |

| - Initially, before we were in the war, and thus before we had -
our own"cens‘orship controls, the British furnished Foreign Funds Control
with despatches of excerpte of the mail they censored which might be
. of use to our operations. In this way, from the very eérly days of

Yoreign Funds Control, it was geared.' to make complete use of censorship

facilities for providing velu-ble infonation a.nd for poiicing economic -

and financial regulations of thise Goveranent.
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¥With the entry of the United Stetes into the war Tressury
was immediately conmlted in prelinina.rv dincussions releting to a
proposed bill to esta’olish the Ofﬂce of Cen.orahip. When the Office

of Censorship wae onabliahed the !‘reasnry vas represented on the

~censorship policy board. Initially. the Censorship operations of this

. Government vera under the supervision of the Army and Navy — the postal

operat:lons being in charge of the hw,v the telecommunicetiona in charge

of the Navy, However, it soon became apparent th.»:t i1f the economic and

financial 1nf$rme.tion as reflected in the mails and cebles was to de

used for the greatest benefit of thfg Government 1t should be handled |

by persons familiar with those fields.
(1) '

Eorly in the spring of 1942, under the encouragement of the
Treasury Department. a finance division was sstablished in the Office of
C-ensorship devoted to the examination of meils dealing with financial

and economic varfere problems. Representetives of Foreign Funds Control

vwere placed in the most important pos’ca.l éenno:;ship stations; New York,
rll!iami !ev Orleans, and San Antonio. to guid.e the Censorship examiners

in the selection of meterials vhich wonld be useful for the econom:lc

warfare tnterests of this ﬂwement. .lt the same time, a section was

set up vithin the Enfar cement mviuion of l‘ureign Punde Gontrol which

\fas primarily charged. vith vorking out a close coor&ination between
‘l‘oreigz !tmdp‘Qontrol and Censorship's finance division.

Gpaciﬁcgl];, the so-called Gansdrship Belations Section in

4 the lnfwcpmontHMﬁsikon was charged vith the responsidility of (1) main-

"o
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taining lia.son with the O:ficg of Censorship on all Foreign Punds Control -




prodlems; (2) assieting in the formulation of instructions relative

. to the handling br the Office of Censorship of certein types of communice-

tions of a fingncial or commercial nature; (3) advising the O'fice of |
‘Genaorship atc to the type of 1nformation desired by Fbre’gn Funds Control !
to assist in pexforming its functions, (4) edvising the Office of Censor— |
ship ae to the digposition of specific 1ntercepte§ commugications of &
financiel or commerciml nature; (&) expletning end interpretting to the
Officg of Censorship the policles and regulations of Forelgn Funds
Control; and, (55 assi;tipg‘ig-the formlztion of the policy of Foreign
Punds Cont£ol with r;spect‘to fhe liéensiﬁg polici»of Foreign Funis

Control with respect to the licensing of communicetions with enemy -

- natlonals.
In actual operation, the Censorship Relations Section cerried out

the following as & complement to the enforcement operations of the freezing

Control. It made availzble to ?oreign Punds uontrol personnel all oertinent

irformetion on'file at the Office of Gensorship either by erranging for

the ingvpection of censorskip filgs or by obteining copiec of the desired .xa
informstion. On some occasions tﬁe,censcrsﬁip Reletions Sectioﬁ even
acted with reshect to communications vhich there was reason to believe
would pass through Censorship chennels, ¥or example; in the co'rere of an
Inteat;gation by Foreign Funds Control 1£ vd; learned that two lettefsw

- were to be sent from Rlo to New Yori, Censorship vns gdviéed to dbe o

Aoﬁ the watch for them. Within seversl days theéeafter tﬁe Control was

.ndvised that one of the letters was being held by the Trinidnﬂ cansorahip

station (!ritiah) and the other by the Miamt cennorehip stetion (American).
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