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EMBASSY OF THE UNITED STAIES OF AMERICA
MISSION FOR ECONOMIC AFFAIRS

1, Grosvenor Square,
Yondon, W. 1.
AIR POUCH May 22nd, 1944
No. 4

Mr, Harry D. White

Assistant to the Secretary of the Treasury,
Treasury Department,

Washington, D, C.

Dear Mr, White,

As of interest to the division I am enclosing an article by Thomas
Balogh on "Invasion Exchange Rates" together with comment from the
Economist of May 13th, 1944

The economic journals of this land are filled with articles by
various people dealing with the question of exchange rates amd exchange
valuations, Most of these have 1littls interest other than academic, This
18 not true of the publications of Dr, Balogh, He was associated before
the war with 0,7, Falk, as economist to that brokerage fimm, and was one
of a group which, during the 1930's, met frequently to discuss economie
questions, Keynes often attended these discussions. On the outbreak of
war, Balogh, who had & very extensive knowledge of the Cerman
and finance - and realized what Total VWar meant, was very
with certain M,P,'s who were trying to prod the Chamberlain Govermment
into a more effective war effort on the economic side, His usefulness
as adviser somewhat lessened in 1940, Today, however, he is said to be
the moving spirit behind a group of ¥,P,'s who have formed themselves in
the "Parliamentary Eeonomie Policy Committes". He evidently inspired
much of the opposition to the Monetary Mmd, This is more than obvious

e.g. the speeches of Shinwell (lLabor) and Boothby (Conservative)
in debate in the Commons on May 10th, '

mmlihothﬂmnﬂulhbom,eqﬂdmmmi:buth
the Govemment, nor with the Nuffield Swrvey headed by G.D.H. Cole. The
Oxford Institute of Statistics was established chiefly to give an oppor-
tunity to Balogh and certain refugee economists to work and write on
curreat economic problems, _

Balogh's ideas are considered sufficiently importunt that Keynes took
the trouble to write a letter to "The Times", a copy of which is enclosed,
refuting some of Balogh's ideas in respect to the fund,

Sincerely yours,

{man, Ta+v Loy

£C 4 11 dsser, Lux ford, Aarans, Tomlingon,jold s/a W, He Taylor
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THE MONETARY PLAN
Convertibility of Sterling
Times, May D, 1944
A REPLY FROM LORD KEYNES
TO THE EDITOR OF THE TIMES
Sir, ==Since the monetary proposals are concemed only with currency, they in-
’

volve no commitments about commercial arrangements. But Dz
under a strange misapprehension if believes that they do not even involve

H

this is one of the main objects and merits of the plan, No country
has more to gain from it than ourselves. For it is a characteristic of our

for. Our traditional arrangements were based on the general convertibility of
ste mm,muummotmmﬂtofamuhdpu




INVASION EXCHANGE RATES Economist, May 13, 1944

Although 1t may be assumed that all decisions about the exchange
" rates, to be applied in liberated European territories have now been
taken, the public debate on the subject has been far from stilled,
The latest contribution to it is by Dr, Thomas Balogh and appears in
the current bulletin of the Institute of Statistics, Oxford, Dr,
mummrummmmvi—
familiar, They are based on the desire to save the liberated terri-
tories from denudation of goods and services and other kinds of ex~-
ploitation st the hands of the liberating amies. Dr. Balogh argues
that

the sole justifiable criterion for fixing rates of

exchange between the free and the liberated terrie

tories is to e stablish socially sound relations

:nmwmamu and their civilian
83,

The caleulation of parities should, therefore, take no account of
price movements, monetary inflation, and other comparables data, They
ghould be based solsly on the prevailing level of wages in the liberas~
ted regions, and the exchange rates chosen should give the average
wage a value compating not unfavourably with the pay of the most
highly paid liberating troopss Dr, Balogh is prepared to aduit that
the curtailnent of Allied troops! ture in liberated territories
night be achieved by more direct means than through the appropriate
of rates of exchange, namely by blocking part of thelr pay,
does so with obvious reluctance, What is new in the argument
Balogh's candid exposition of the reasons for refusing to con=
the criteria which have in the past detemined the exchange value
currencies, namely, those factors that make up the domestic purchas-
power of sach currency. Theseé considerations for laisser-faire
economic systems, writes Dr, s are not relsvant under the condl-
tions that are likely to obtain in m Burops. He argues that

all intemal and intemational sconomic relations of the
liberated territories will remain under strict contrel
for an i te _- Mpnhﬁmnﬂen—
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nined not by the free interaction of demand and supply in
the free markete and the resultant prices and income dise-
tribution, but by deliberate @ecisions,

An "indefinite period” is a very long time to assign to the completely
centralised control of the sconomic system which countries such as

France, Holland, Belgium and Norway will tolerate aifter the war. Per-
haps Dr, Balogh has unconsciously distorted the sequence of his argu-
ment, By arguing in fawvour of rates of exchange which are "socially
desirable" but at variance with economic eriterion, does he hope
to maintain the chaos and confusion in which the continuance of wholly
centralised controls is the only method of making the machine work?




not by the free interaction of demand and supply in free markets and the resultant
prices and income distribution, but by deliberate decisions,

I70I, Appendix, Table 1,.
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The sols 'free' or 'free-ish' point of contact between these territories
and the Allies will be the expenditure of the Allied Amies in them, This
expenditure consists of two parts; the purchases by the Armmies of goods

R

Now most of these expenditures financed by payments in 'home! currency
will be used for services or products in which labour costs are heavy, For
other supplies will be short and will have to be brought from abroad. The
rate of exchange therefore fixes primarily the
labour in tems of the currencies of the Western Democracies, A low exchange
therefore represents an undervaluation of these services in terms of U.S, or
U.K. labour and the price of the products of that labour, It means that we
force the liberated territories to pay extremely heavily for U.S, and UK, pro-
duets, in tems of their labour, mmd place at the disposal of the troops dis-
proportionate amounts of services. Only in conditions of less than full em-
ployment and given a complete inability to increase real income by home meas—
ures can an undervaluation be considered as conceivably favourable to the coun-
try indulging in it, The dominance of the economics of under-employment is
such that this does not seam to be realised,

1/ The dollar rate should be at least $6 to the & if not §8 to the & to
give any jus relative valuss for UK,

2 »
during, it might be deleterious after the war, Many remaining disequilibria ecan
be dealt with after the first shock of hostilities is over, and, reconstruction
having begun, same idea can be fomed of the eventual relative intemational position
of these countries and the economic systems they wish to establish, It has been ar-
gued by some that a provisional fixing of the exchange rates would be detrimental
to the interests of these countries as it wuld give rise to lack of confidence and
speculative activities. As matters stand, speculative activities are wholly im-
possible if for no other reason than because complets exchange control has been
established in Britain and in america, No doubt some part of the tion may
indulge in buying sterling or dollar notes in the Black Market, » however,
has
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The possibilities of providing fresh supplies to the civilian in these
territories, who have suffered grievously by the combined effect of Nazi
munm.aumm,-mummnnmmu.y
it is important that the Allied troops and authorities should not deplete fur-
the scant supplies in these areas, that they established during Nasi occu-
on. All vielent military disturbance would, necessarily, result in hardship
profiteeryng until the new imrxtimcdmdex relations detemmined by the
e of the Allied Amies in the liberated territories have worked them-
out throughout the system (and even then recipients of fixed contrac-
payments will remain in a permanently weakened position). It is nelther
nor politic - apart from all economic ¢onsiderations -- to fix exchange
rates at levels at which the current incomes of workers in the liberated terri-
tmﬂrwnlmadﬂtumtomummmthommuah
certain Allied troops can spend in the territory., The payment of the troops in
part inconvertibly in their home currency would provide some mitigation of the
impediate supply position. But it is not an adequate substitute for a

payments

%iiﬁg!i

1

liberated territories is to establish socially sound relations between the amies
of liberation and their eivilian allies,. The attitude adopted with respect to
this problem is the more curious as the British Govermment in home economic
affairs persusd exactly the oppesite polisy.

T. BALOGH.

27 (cont'd.)

has no economic significance as long as exchange control is enforced and there
can be no doubt that exchange control can and will be enforced. In many cases
soms of the readjustment could be made with great advantage to the liberated
countries by measures other than on (ef, my article BULLETIN Vol. 6,
No. 3). It would be reckless to depreciate the exshange in order to inflate
the price level s0 as to lighten the real burden of the National Debt or the
real value of the existyng cash (bank notes plus bank deposits). As long as
direct controls are maintained such considerations have no meaning,

Though there would seem to be some possibility of providing supplies by cuts

the British standard of life which still pemmits a considerable elasticity,
Ascumulated stocks could to some extent be prudently used as the total shipping
tonnage at the disposal of the Allies mounts. A greater discipline on the part
of the U,S. consumer is, unfortunately, not to be expected.

This has been suggested by the present author in a letter to the Economist

1942) for J[.8. troops in the U.K, The adoption of that propesal would

have eased the social and economic problem in this country created by the
presence of U,8., troops, .

(INSTITUTE OF STATISTICS, OXFORD, Bulletin Vol, 6, April 8, 1944, No. 5, pp.73-75)
Enclosure from W.H., Taylor
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Very truly yours,

T Tecretary of the Tressury
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authority asserts itself nfterwardrl
will find it possible to.deelinare-
spomsthittey for every disappoint- |
B e ment rxperlenrofi in the difficult|
Important financial and mone- business :_)f setting French econ-
tary discussions between the Unit- omy on its feet again—and. on
ed States Government and repre- the best assumption, disappoint-

& The Ncn&ﬂ

CURRENCY TALKS GO ON

Considerable™ Progress Mide —
Some Dangers Forecast

sentatives of the French Commit-
tee of National Liberation are now
being concluded. Thus, if no poli-
tical arrangement with the com-|
mittee has been arrived at when
the Allies land in France, prob-
lems related to the new French
currency, to the rate of exchange,
to the volume of purchasing power
available to American troops, etc,,
will nevertheless have been partly
dis '

From beginning to FMm~eam-
promise has been the rule. What
is probably the major point at is-
sue, the fixation of the dollar-
franc rate of exchange, is likely
to b3 left to the cammittee to de-
cide Obviously, Wjsshington does
not’
by its experts, from which the ex-
perts in Algiers perhaps dissent,

The responsibility of starting a

want to impos¢ the view held|cannot compete.

ments are bound to be experienced.
It will be so easy to argue that
defective measures were enforced
by the Allies’ commander in chief
as regards public finance and cur-
rency and that the mischief later
on could not be undone,

What has happened in North
Africa and Italy points to the
deadly impact of unregulated
American and British purchasing

I

power on badly depleted local mar- |

kets. Whatever popular discon-
tent exists in those areas can be
mainly ascribed to the scarcity of
goods caused by the inrush of
thousands of buyers with whom
the population, for the most part,
Palliatives are
believed to have been considered
by the! American and French ne-
gotiatols. For instance, th

monetary policy whose conse- lies' solliers would be forbidddn to
quences on French national econ- buy foqistuffs and rationed frod-
omy are unpredictable had betterjucts. owever, those palliatives

not be taken away from them, But
the new currency to be issued for
use in French metropolitan terri-
tory will bear to Frenchmen all the
appearance of being of American
make. On the obverse side of the
coin the words “Liberté, Egalité,
F'raternité" are to appear, But on
the reverse side there will be a
gsingle word, “France."” The bank-
note conforms to that pattern, ex-
cept that the word “France” has
been expanded to *Emis en France”
[issued In France].

Under any French authority, the
designation . “République Fran-
caise"” would have been stamped
on colns and bagknotes alike. t
was objected to in Washington on
the ground that it might involve,
in the judgment of many, an un-
| limited recognition of the Com-
mittds The trouble is that the
currel ey risks being _dubbed ‘“‘for-
eign mwoney” if it depreciates even
a8 the result of errors committed
by Frenchmen.

fall short of the drastic steps that
the Committee favors,

Whatever French Governmental

Al-|
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Allied expeditionary forces landing in France have brought ;
with them a special issue of supplementary franc.currency for their own
use and the use of the French people. Tha currency is being issued by
the Allied Military Authorities in order to meet the requirements of
military operations. It is not intended nor desired to replace the
local currency with the special isesue unless absolutely necessary from
a military standpoint, but rather to use the special currency to supple-

" ment the supply of local currency,

The special franc currency was printed in the United States
under the supervision of the Bureau of Engraving and Printing., United
States and British military and Treasury authorities worked out this
method to meet the currency problems incident to the invasion and the
French Committee of National liberation was consulted with respect to the
various aspects of the program,

The special currency bears the legend "Emis en France" (issued
in France) on the front and the back shows the tricolor and the famous
French slogan "Liberte, sgalité, fraternitd", It is in eight denominations
¥86m two to 5,000 francs. The larger demominations are the size of United
States currency, and the smaller denominations half the size.

The rates of exchange which have been established for continental
France are francs to one dollar and francs to one British
pound,
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The procedures followed by the United States Army are similar
to those adopted in Sieily and Italy in connection with the use of
Allied Military Lira, When the Army obtains these special francs for
anmrcwafm,mnumdwhuwtum
Mmhnmﬂ]jhwwiuwuu,utﬂlewwo
relevant War Department appropriation for the dollar equivalent of such
expenditure. Thus Congress retains its Jurisdiction swrsuch army ex-
penditures. British military forces are following a parallel procedure.
haumucuplohmuiammmtmlmumcmﬁng
procedure has been set up in comection with the issuance and use of this
special frane currency. These complete records will also facilitate the
adjustment of financial matters growing out of military operations in
France. ;

The special franc currency has been made legal tender in France
and is interchangeable at par with pre-invasion franec currency, It will
be in every respect as acceptable a medium of exchange as the pre-invasion
franc currency, both to the men of our fighting forces and to the French
people. Insofar as our troops are concerned, arrangements have been made
mthtttbywmitailwuvpoﬂimotthdrmuhichthqmoin
in franes to the United States against instant payment here in dollars.
United States soldiers leaving France may exchange franc currency held by
them for dellar currency.

For obvious reasons, War Department appropriations will not be
charged when the military situation necessitates expenditures by the army
for local goverrment oponum; whether such expenditures are financed
from local taxes or revemue or through the use of special frane currency.
m,rumplo,wwnum'ﬂlnotbocurgodifithmmw
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for the Allied Military Authorities to expend funds for the maintenance
of public schools, water systems, salaries of local officials and the like,

In addition to the special issue of franc currency printed in
this country, allied expeditionary forces took with them to France a new
series of two frane coins. The coins were manufactured by the United
States Mint and are the same size as those formerly circulating in France.
Although made of copper and sinc the manufacture of the coins did not ine
volve the use of any strategic materials. !hqhunb-mndofrmupmﬁ-
ed shell casings which are composed 70% of copper and 30% of sine but which
are difficult to reclaim for further use in the production of armaments.
The obverse of the coin has the slogan "Liberte, egalite, fraternite” in a
half-circle at the top, the denomination in the center and the date at the
bottom. The reverse contains the word "France" surrounded by a floral
wreath,

Allied military forces are also supplied with a special supple-
nqntnryiamoffrmopmw. The stamps are in denominations of
5, 10, 25 and 50 centimes and 1, 1 1/2, 21/2, L, 5 and 10 francs. They
are all of the same design, distinguished by colors of the usual United
States postage series., The background is the Arc de Triomphe, the word
"France" appears at the top, the denominmation in the center, and "Liberte,
egalite, fraternite" at the bottem.

Fil
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Draft of = Press Release

Joint Statement by the Treasury Department and the War
Department:

Allied expeditionary forces invading Cermany have brought with
them an "Allied Vilitary Mark" currency for their own use and the use of the
German people. The seme currency is being issued by the military
authorities in command of British and American troops invading from the
west and the authorities in command of Russian troops invading from the
east,

Far in advance of the actual invasion, United States, British and
Soviet military and Treasury authorities agreed upon this currency as the
" most practical method of meeting currency problems incident to the invasion,
Designs and procedures were worked out jointly by the three govermments.

The currency used by Pritish and American troops was printed in the United
States under the supervision of the Bureau of Engraving and Printing.
"Allied Military Mark" currency is being issued in order to meet the re-
quirements of military operations. It is not intended nor desired to re-
place the local currency with "Allied Military Marks" unless absolutely
necessary from a military standpoint, but rather to use the military cur-
rency to supplement the supply of local currency.

The entire legend on the bills is in German. On the face of all
the bills and on the reverse of the larger denominations are the words
"Alliierte Militarbehorde". The face of all the bills contains the words
"In Umlauf Gesetzt in Deutschland", It is in eight denominations from one-
half mark to 1,000 marks. The larger denominations are the size of United
States currency, the smaller denominations half the size, and the ten mark
bill an intermediate size. The rates of exchange which have been established
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for Germany are marks to one dollar marks to one British

poind and marks to one Hussian ruble,

The procedures followed by the United States Army are similar
to those adop¥ed in Sicily and Italy in comnection with the use of Allied
Military Lira, When the ammy obtains military marks for expenditure in
Germany for pay of troops, supplies and other expenditures that would
normally be charged to its appropriations it will charge the relevant War
Department appropriation for the dollar equivalent of such expenditure.
Thus Congress retains its jurisdiction over such army expenditures. In all
cases complete records are being kept by United States, British and Soviet
military aunthorities and a detailed accounting procedure has been set up
in connection with the issuance and use of "™Allied Military Mark" currency.
These complete records will also facilitate the adjustment of financial
matters growing out of military operations in Germany,

The "Allied Military Mark" has been made legal tender in Germany
and is interchangeable at par with pre-invasion mark currency. It will be
in every respect as acceptable a medium of exchange as the pre-invasion
m'mmw,mtothomofmrfmﬁngrmmdtothom
people, Insofar as our troops are concerned, arrangements have been made
g0 that they may remit all or any portion of the pay which they receive in
marks to the United States against instand payment here in dollars. United
States soldiers leaving Germany may exchange mark ourrency held by them for
dollar currency.

For obvious reasons, War Department appropriations will not be
charged when expenditures are made by the army for local government opera-
tions, whether such expenditures are financed from local taxes or revenue
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or through the use of "Allied Nilitary Mark® currency. Thus, for example,
army appropriations will not be charged in commection with the maintemance
of public schools, water systems, salaries of local officials and the

. ke,

[Paragraph on postage stamps to be added)
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Drafy of & Prese Relosse

Joint Statement by the Treasury Department and the War
Department:

The Belgian Government at London made available to allied
expeditionary forces, in advance of their invasion of Belgian territory,
Belgian franc currency for use in finaneing the military operations nec-
essary to liberate Belgium. Some of the currency was taken to London
from Belgium in 1940 and some of it was prinited recently in London., It
consists of notes of the Banque Hationale de Delgique and, in addition teo
being acceptable to allied troops, it is recognised and accepted by the
Belgian people.

Arrangements were made by the Belgian Govermment with British
and United States military and Treasury officials for the provision of
this currency to meet allied needs in Belgium. The plan adopted is de-
signed to serve the requirements of the expeditionary forces while causing
& minimum disturbance of the Belgian economy. The currency is legal tender
in Belgium and arrangements have been made for our troops to remit all or
any portion of their pay which they recelve in francs to the United States
against instant payment here in dollars., United States soldiers leaving

Belgium may exchange franc currency held by them for dollar currency,

The rates of exchange which have been established for Belgium
are Belgian francs to one dollar and Belgian francs to one
British pound,

The currency was delivered in London to the Allied Military
Authorities prior to the invasion. However, the allocation of the costs of
military operations to be borne by the governments involved has been left for
determination at such time as may be mutually satisfactory to such govermments.
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It is believed that the determination of portions of the expense of
liberating Belgium to be borne by the governments concerned can be made
more equitably at some future time than would be possible in the midst of
military operations when primary consideration must be given to defeating
the Axis and actually liberating Belgian territoery.

In order that adjustment of financial matters growing out of the
liberation of Bolgiuny& facilitated, complete records are being kept
in lll cases and a detailed accounting procedure has been set wp in
connection with the use of this Belgian currency. In addition, the army
muopudthomepolicyprouiljnginothormuhmitm
currency obtained by means other than an exchange for dollars. When the
army expends Belgian franes in Belgium for pay of troops, supplies and
other expenditures that would normally be charged to its appropriation, it
will charge the relevant War Department appropriation for the dollar equiva-
lent of such expenditures, Thus Congress retains its jurisdiction owarsuch
army expenditures. There is however an exception to this general principle.
In an exchange of letters dated Jammary 30, 1943, between the Secretary of
State and the Belgian Ambassador, the Govermment of Belgium agreed to furnish
certain assistance to the United States as reciprocal lend-lease aid. In the
main this assistance will take the form of supplies furnished through official
Belgian chamnels and when such supplles are furnished the lend-lease account
of the Belgian Goverrment with the United States will be credited for the
dollar equivalent of the value of such goods. In such cases no deduction
will be made from War Department appropriations. Similarly, War Department
appropriations will not be charged when the military situation nemessitates
expenditures by the army for local government operations and such expenditures




@ B

are financed by the use of this Belglan curremcy. Thus, for example,
army appropriations will not be charged if it is necessary for the Allied
Military Authorities to expend funds for the maintenance of public schools,
water systems, salaries of local officials and the like.

In addition to Belgian franc currency, allied expeditionary forces
took with them to Belgium a new series of two franc coins. The coins were
manufactured for the Belgian Government by the United States Mint, They are
made of zinc-coated steel--the same material that was used in the United
States one-cent plece in 1543 when copper was not available--and are the
same size as our one-cent coin, The obwerse side has a star at tthe top, the
word Belgium in both the French and Flemish languages &n the center, and two
laurel branches at the bottom. The reverse contains the denomination, the
date, and two laurel branchss.




Agreement between the Secretery of the Treasury
and the Minister of Finance of the
Government of Belgium in Exile

AGREEMENT mede the day of s 1944, at the
City of Washington, DistFIct of Columbia, between the Secretary
of the Treasury of the United States of America (hereinafter
- ecalled the Secretary), end the Minister of Finance of the
Kingdom of Belgiuam for and on behalf of the Kingdom of Belgium
(hereinafter ocslled Belgium).

WHEREAS, it is enticipated that Allied armed forces will
participate in future military operstions in Belgium; and

WHEREAS, Belgium desires that in the event of any such
operations, the Belgian franc be used to the maximum extent

goasiblo to fulfill the currency needs of the Allied armed
orces;

NOW, THEREFORE, in order to further such objectives and
in consideration of the promises end the mutual covenants
herein contained, it is agreed as follows:

1. Belgium has made and will make svailable to the
Supreme Commander, Allied Expeditionary Forces, upon his
request, Belgian frenc notes or Belgisn franec credits in such
amounts, of such type, et such times and at such places as may
be necessary for use of Allied forces in Belgium end Belgian
territorial waters, DBelgium will act promptly upon any such
request and will reserve any uestion conceraing settlement of
costs with the Govermment of the United States of America for
determination or negotiation as provided in paragraph (2)
hereof. DBelgium hereby undertakes to have on hand at all times
nu{fiolcnt Belgian franc notes to meet any requests for such
notes.

2. Any determination or n tiation concerning settlement
with the Government of the United States of America of all or
any part of the costs arising out of oizrntion. or activities
in Belgium involving gtrticlpttion by American forces, including
ad justments, if any, between the American and Belgian Governments,
will be deferred to & time or times mutually satisfactory to
such governments. In view of the provisional character of the
initiel United Stetes doller-Belgien franc rate of exchange, any
such settlement with the Government of the United States of
Americs shall be equitebly adjusted in the light of the permanent
rate of exchange established after the libera ion of Belgium.

3, Records and accounts will be carefully mainteined which
will refleet all transsctions effected hereunder end all uses
which are made of the franc notes and credits furnished hereunder.
Such records and accounts shall be made available for inspection
at ressonable times, to such liaison officer or officers as may
be mutually agreed upon by Belgium, on the one hand, end the
Seeretary and the Supreme Commander, Allied Expeditionary Forces,
on the other hand.




4. Belgian franc notes and credits furnished hereunder
will be used to the maximum extent feasible for car out
the objectives of this eement. If, however, the Secretary
should deem that circumstances or conditions so require, he
may cause currency or credits of a different nature to be
used to the extent so deemed necessary., Settlement for such
different currency or crédits will also be deferred as pro-
vided in paragraph (2) hereof.

5. The provisions of this Ag{ocnnnt shall not ag 1y to
Belgian franc notes and credits which may be used to Enlneo
the exportation of goods and materials from Belgium, except
such exportations es are directly incident to military
operations.

6. The Secretary and the Minister of Finance of the

dom of Belgium egree that they or their representatives
8 consult with each other from time to time concerning
problems of mutual interest which may arise in connection
with this Agreement.

7. This Agreement shall come into operation and effect
;f bogwoen the parties hereto immediately upon the signature
ereof.

IN WITNESS WHEREOF, the parties hereto have executed this
Agreement in duplicate.

KINGDOM OF BELGIUM

BY

WINISTER OF FINANCE
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“nvasion Ffamc
| Rate Stirs Debate

Fixing of Price May Be
Left to French, Lon-
don View

By FRANK PLACHY
Special Correspondent

LONDON, May 4.— The debate
which has been golng on about the
exchange rate between the franc
and the dollar and sterling when
invasion of the Continent gets ua-
der way grows steadily more
acrimonious, The question, which
clearly should be decided on eco-
nomic grounds so far as such
grounds can be determined at this
time, I8 now becoming more and
more political, and hence takes on
all the ambiguities and inner con-
flicts which harass French politics.

According to the ‘“‘Economist,"
the American, British and Cana-
dian forces will take with them not
dollar and sterling military notes,
but franc currency issued under
the authority of the Committee of
National Liberation. It says: "It
is mainly for the committee and its
experts to decide the rate at which
this currency will be made avail-
able against sterling or dollars.
That decision has not yet been
made and is still the subject of
keenest debate in French circles.”

After describing the arguments
of those who would put the rate at
anything from 200 to 600 francs to
the pound, the economist continues:

“That is a debate which had best
be left to the French. But to which
Frenchnien? Will the United States
accept the rate fixed by the Com-
mittee of National Liberation, or
will General Eisenhower be free to
make his terms with some other
authority in metropolitan France?
A clear-cut decision on this politi-
cal aspect of the problem would go
some way toward a satisfactory
solution.”™

Some way, perhaps, will be found,
but the probabilities of such a de-
clsion at an early date do not seem
very promising. Secretary Hull's
,Plain speaking about the commit-
tee, in his speech of April 9, and
the still later quarrel between
eral De Gaulle and General
{make that all too clear.
'in London however, rees that

ium quegMon is an unfair one to
1‘” to the already heavily-
{burdened shoulders of the_ Com-

mander-in-Chief,
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Yoy 2, 1944

MEMORANDUM FOR THE FILES:

Nre Alk referred %o me an inquiry concerning the reproduction of
a foreign cuwrrency for newspaper use in the United States. The inquiry
was made by Harding Cowan of the New York Federal.

I telephoned Mre Cowsn and was informed thet & Connecticut newse
paper possessed a one shilling note made by the Japanese Uovernment, with
the letters “0.0." printed on its face to indicate that it was occupation

e Appareantly, this currency was sither wsed in an area such as

to how this note was obtained and through what chamnnels it came
United States. I requested also that Yr. Cowan obtain the nobe

purpose of photostating it and sending the photestat here.
In reply to his question as to whether

«©
make plates for the roproduction of such note on bebalf of the Connectiout
per, I informed him that such reproduction would violate section 275

nowspa

of title 18 unless it were authorized

and that it was not the policy of the Treaswry at this time to make
authorizations.

such
He promised to attempt to get the information I requested as well
a8 & oopy of the currency snd stated that he would suggest that the printer
return the note to the
for it.

E
|
%
E
i




our national security. However, since the most recent precedent was
negative and since the matter, at this point, does not seem sufficiently
important to raise the question of a change in pelicy, I followed the
easior course and linited my advice to a citation of the relevant
statutory provision. ;

EEMsie]
5/3/44
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SHawaiian" dollar. These are the only special currencies
mumwmmmm-mmmmnnmmum.
The Allied Military Lira currency is employed by the Allied armed
forces as an "occupation" currency in the Italian operations. The
*Yellow Seal® dollar was used as a "spearhead" currency by the
United States armed ferces in the North African and Italian cpera-
tions; the British armed forces used the British Military Authority
currency for this purpose in these operations. The "Hawaiian®

is being used in the Central Pacific operations.

lh.nla"wm“rmey!ormim op_-nﬁm.

E

E

included in the photostats forwarded with your letter is the

100 lirs note of the Allied ¥ilitary currency. The 5 framc

note of the Bangue de 1'Afrique Occidentale was manufactured dy
the E. A. Wright Banknote Company, Philadelpnia, Pennsylvania,
at the order of the Banque de 1'Afrique Occidentale and was issued
by that bank in its capacity as the bank of issue in French West
Africa. Similarly, the 100 franc mote of the Bangue d'Etat du

s
|
|
!
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necessary that you be granted
of special currencies for military

W. H. Taylor

Assistant Director of Monetary Research.

¥r, Edwin W. Goat

Assistant to Vice-President

Savings Bank

The

Street

110 East
New York, New York

M:BS: ec 3/3/hk




M. Luxford
Mr. Brenner

Jamuary 7, 19kk.

I have examined the attached draft of an article for the National
Geographic Magazine, and have found a number of points which you may
wish to consider.

1. On page 1 it is stated:
"Uncle Sam, when his army landed in North Africa in
1942, wanted gold coins to spend for various purposes on

landing. But we had destroyed all our gold coinsl So, to
meet this emergency, we bought some from Canadal"

I believe this is substantially similar to the Secretary's oral
statement to the press.
2. Also on page 1, the following statement is made:

"By law, now, our money is debased since we raised the
gold price from $20.69 to §35 an ounce. The state gains,
when rulers debase the people's money. The Treasury gainsd
some 2,000 millions, when the buying power of our dollar was
cut from 100 to 59.06 cents."

Mr. Coffelt has added the following notation in the margin:

"Not true. There was no noticeable effect on the
domestic buying power of the dollar."

I think that in addition to this criticism it might be indicated
to the writer that the term "devaluation"™ is more suitable than "debasement."

- think
that large a percentage even of the monetary gold. I have

of the gold stock is held at Fort Knox.




ke In discussing the types of currency now being printed, the
writer states with respect to eilver certificatess

"That is the only paper money we now circulate which
is guaranteed by a precious metal réserve."

I think this statement is inaccurate since a gold reserve is main-
tained against the Federal Reserve notes.

5« On page 28, there are listed the Federal Reserve banks and the
list omits banks at Chicago, St. Louis, and Minneapolis.

‘0 In discussing invasion currency, the writer states that

“To save local people trouble, in regions where
their own money is still in use, a fixed exchange rate
between it and our invasion currency is established.®

The type of statement appears in the second paragraph on page 32.
It might be well to add to this statement that Italian lira currency and
Allied Military currency circulate at par.

T« On page 33, the Treasury is quoted as having said:

"In effect, the issuance of the military currency, as in
Italy, enables the country to pay as she goes so far as coste
of occupation are concerned, because it is likely that the
United States will insist upon any Italian Covernment making
good for all of this currency which has been distributed to
the Italian people.

"When the war in Italy ends, the Allies will have a large
bill to present to the country. iutctitﬁuhfcrthoim

4
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My dear Senator:

Reference is made to your letter of December 1h, 1943,
with which you ehclosed a copy of an article entitled "Invasion
Currency® by lir. Herbert Bratter which appeared in the November
issue of "Banking."

For purposes of clarity, the questions you have asked
are repeated below, together with the answers thereto.

A. :dmmmmotwﬂvw

2. hthil'mmummlﬂmu

on ordinary United States curremncy. The only way it
differs from the usual silver certificate is in the
color of the seal. Yellow seal certificates are

redeemable in silver in the same
certificates bearing a blue seal.
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If “gpearhead® silver certificates are redeemable in

silver will silver be exported for such redemption
purposes? :

"Spearhead” silver certificates, like all other types
of United States money, are redeemable only upon presen-
tation in the United States. Accordingly, mo silver will

be exported for the purpose of redeeming them.

in which it has been used., However, each area to be in-

7+, 8. How much "spearhead" currency has already been issued?

How mach of this currency do you anticipate will be
ultimately required? ;
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A+ PFor reasons of military security no statement can be
made as to the amount of yellow seal certificates
which have been issued. It may be noted, however,
that the yellow seal certificates are used as a

For obvious

-4
g
H
:
3
i
:
:

of +« The yellow seal certificates are to be
placed by blue seal certificates for domestic circula-
tion. The yellow scal dollars used during the early
stages of the North African operation were withdrawn
from circulation as adequate stocks of local currency
have become available. HNearly all the yellow seal
dollars used in that area are now in the hands of the
United States Army authorities. The distinctive yellow
seal on the currency was designed to facilitate this

operation.

9« Rather than withdraw silver certificates from circulation
domestically in order to provide for the "spearhead" cur-
rency needs abroad, if that is the present procedure,
why would it not be better to utilize some of our "free"
silver as backing for the "spearhead®” currency? (Apparently
our war industrial needs will be very small.)

§

A. In view of the fact that the use of yellow seal silver
gertificates in occupied areas reduces the amount of
silver certificates in cireulation in the United States
only for a short periocd of time, and the further fact
that the total amount necessary will probably not be
large, it is the view of this Department that there is
no need for the issuance of further silver certificates
against "frec” silver held in the Gemeral Fund of the

Treasury.

10, What is the legal authority for the issuance of silver
certificates for circnlation abroad?

A. Yellow seal silver certificates are not issued abroad,
but are issued in the United States as provided by law,
After they are issued the Army obtains them and exports
them to the areas where they are needed., You, of course,
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areas for precious metdls, either in the form of coin or
bullion.

Very truly yours,
(Sagpad)) W 22

Under Secretary of the Treasury.

Honorable Pat MeCarran,

United States Senate,

Mm’ nl 0.
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SIRICILY CONFIDINTIAL December 23, 1943

Secretary Norgenthay
Mr, Pauml

Re: Authority to establish military government
in "Allied" territory recaptured from the
enemy, to issue military currency and to
place on such territory the costs of
occupation,

In connection with the Allied invasion of Sieily and Italy,
consideration was given to a‘number of problems relating to the legal
aspects of certain financial, economic and fiscal activities of the
Allied Military Command,* The memoranda exploring these subjects
dealt with the authority, under established principles of international
law, of occupying armies to assume powers of government over enemy
territory.

It was shown that the text writers, the courts and the usage of
nations, recognized that the military occupant of enemy territory
possessed all the powers of a de facto government and that the commander,
not only had the right and power %o perform all the acts necessary to
govern the area, but also the duty and responsibility of exercising
those powers to assure the normal functioning ‘of the area to the extent
consistent with his own military requirements, l/ Also, it was shown
at length that the issuance of military currency is an appropriate and
accepted device to be utilized by the occupant in support of military
operations and as a mesns of maintaining the economy of the area, g/

The problem to be discussed in this memorandum is twofold:
1) to what extent, if any, is the right to set up a military government
and to issue military currency restricted or modified by the fact that
the area over which control has been obtained by force of arms is not
an enemy area in the conventional sense, but is an area such as France
or the Netherlands which constitutes enemy territory only because it

1/ 2 Oppenheim, International Law (6th Lauterpacht ed, 1940) 336-503
¢ Hyde, International Law (1922), 361-86;"1 Moore, International Law
Digest, (1906) [5<51; 7 Ide 257-315; Hall, International Law (B%h
Higgins ed, 192)) 553~76; Lawrence, The Principles of International
Law (7th Winfield ed, 1923) L08-30; Birkhimer, Military Goverrment
and Martial Law (3rd ed, 191)) 21-369; Spaight, War Rignts on ILand
(19117, 320-0L10; Colby, Occupation under the Laws of War (1926) 26
0010 Lo RGV- 1}460

2/ Memorandum of Sept, 2h, 19L3, re "Opinion on the Legality of the
Issuance of ANG Currency in éicily".
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has been conquered and is occupied by a common enemy; and '
2) may the costs of occupation be placed upon such occupied territory, 2/

The discussion here has been couched in terms of the ultimate
incidents of the burden of occupation costs rather than in terms of
the redemption of the particular currency issued, This was done because
the question of occupation costs is the broader one and encempasses,
among other things, the redemption of the particular currency used
during the occupation, In the final analysis the ultimate burden of
the occupation does not depend on-the nature of the currency employed
or upon who redeems such currency, but depends rather on other broad
policy determinations, In view of the fact that ultimate costs can be
controlled in other ways, it is more helpful to speak in terms of the
obligation to pay occupation costs than in terms of the redemption of
the occupation currency issued which is merely a mechanism or vehicle
for shifting temporarily a portion of such costs,

On the basis of the analysis - of the applicable principles of
international law as found in texts, cases and in past dealings between
nations it is submitted that the questions posed above may be answered
as follows:

1) The right to establish a military government
possessing the power to issue military currency
in Axis occupied M"A1lied" territory is as broad
and plenary as the right to set up such a £OV=
ernment in the territory of the enemy proper; and

2) Vnere there is a right to occupy there is the
right to assess the costs upon the territory
occupied irrespective of whether the particular
territory is owmed or merely controlled by the
enemy,

The foregoing answers are premised on the basic assumption that
under international law the Allied Kilitary authorities have the
"right" to invade and occupy Axis held "Allied® territory, The soundness
of this assumption may not be seriously questioned, It is fundamental
that a belligerent in wartime may seek out the enemy and occupy terrie
tory controlled by the enemy, irrespective of whether such territory
was ovmed or merely controlled by the enemy and regardless of whether
such territory was the enemy's homeland or merely former territory of
the belligerent or its allies which had been seized by the enemy during

2/ Although technically a distinction may be made between an area
whose governmentein-exile is fully recognized by the United States
ard Great Britain, such as the Netherlands, and an area whose
government is- only partially recognized by- the United States and
Great Britain, such as Vetropolitan France, this distinetion has
no effect on the rationale or conclusions reached in this
memorandum,




the course of the war, L/

The theoretical explanation of this universally-accepted
doctrine revolves about the concept of "region of war", which region is
sald to be "that part of the surface of the earth in which the belligerents
may prepare and execute hostilities against each other", éa/ Discussing
the extent of the region of war, Oppenheim states:

"The region of war depends upon the belligerents,
For this reason, every war has its particular region,
so far, at any rate, as the territorial region is con=
cerned, For besides the open sea, and all such terri-
tories as are yet not occupied by any State (which are
always within the region of war), the particular region
of every war is the whole of the territories and terri—
torial waters of the belligerents, # % # 1 (Underscoring
supplied,) 6/

It will be noted that under the foregoing concept practically
all of Europe would be part of the "region of war" and thus subject to
belligerent occupation,

Moreover, neutral countries whose territory is violated become
at once a part of the region of war, 7/ Rodick in his treatise entitled

L/ 2 Hyde, op. cit:, supra, Footnote 1, sec, 599, pe 191, 2 Uppenheim,
OPe cit,, supra, footnote 1, sec. 71, pp, 188-91,

Oppenheim, op. cit., supra, footnote 1, sec. 70, pe 187,
Id., SeC, ?l, p. 188.

As rationalized by Hyde:

"If a neutral possesses neither the power nor disposition to
check warlike activities within its own domain, the belligerent
that in consequence is injured or threatened with immediate in-
Jury would appear to be free from the normal obliga%tion to re-
frain from the commission of hostile acts therein, * % ¥

it 4 iy

"The obligation towards the neutral not to undertake such a
movement would, for the time being, be inapplicable, bty reason
of its own weakness or indifference "

¢ Hyde,-ope cit., supra, footnote 1; sec, 887, pp, 788-789. See also
Edmunds, The Lawless Taw of Nations, (1925) pps L00O-LO1,
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The Doctrine of Necessity in International Law states the proposition
quite forcefully, He declares:

”

"Thus, for example, if a belligerent violated the
territory of a neutral, and if the neutral were unable
to prevent the violation, or expel the belligerent, the
other belligerent might enter the territory and take
steps to prevent the violation from operating to his
military disadvantageg" g/

Assuming the right to occupy, the peints below discuss and
develop the principles and precedents underlying the above stated
conclusions,

I« The Right to Establish a lilitary Government Possessing the Power
to Issue Military Currency in Axis Occupiced "ATlied" territory is
as Broad and Plenary as the fight to set up such a Government in
the Territory of the Enemy Froper,

From a realistie and praetical viewpoint, it would seem clear
that the allied commander, as a matter of military necessity, must
subject a reoccupied region to military law, €ommunications and lines
of supply must be secured, Railways, highways, telegraph and telephone
Systems and public utilities must be made subject to military control,-
Lodging may have to be supplied for the troops, If supplies run short,
food and equipment must be obtained,

*

The allied commander!s decisions, economic as well as military,
must not be questioned during the initial stages of the invasion and
conquest of enemy-occupied territory, Complete military control will
be as essential in the conquest of enemy-occupied territory as it is
in enemy territory proper, 2/ In both cases, economic decisions are

- -

8 Rodick, The Doctrine of Necessity in International Law (1928)
109: ’
Pe .

2/ The concept of "enemy" and "enemy territory", as developed in the
economic field by Congress and administrative agencies, includes,
within the meaning of these terms, areas occupied by the enemy and
persons residing in sach'areas. Sce sec, 2 of the Trading with the
enemy Act, as amended, U4S,C, title 50, app., sec, 2; pare 2 6f
General Ruling No, 11 issued by the Secretary of the Treasury, to
whom the President's authority under secs. 3(a) and 5(b) of the
Trading with the enemy Act, as amended, was delegated by Ex, Orders
No. 8389, as amended, "and No, 9193, See also: Paragraph 3 of €ome-
munications Ruling Noe 1, issued by the Director of Censorship, to
whom certain of the President!s powers under sec, 303, title III of
the Act of December 18, 1941, UeSeCs, title 50, app., sec, 618, was
delegated by Ex, Order No, 8985,
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closely related with the military progress of the invasion and conquest,

International law, in accepting the doctrine of military
necessity, draws no distinction between the invasion of enemy terrifory
proper, such as Italy, and "Allied" territory occupied by the enemy,

It recognizes that limitations on the authority of the military commander
might equally endanger military success in both situations, MAllied"
enemy~-occupied territory may be as wéll or better mobilized to resist
invasion than enemy territory proper,

The fundamental reasons advanced by the international law
writers as bases for the establishment of a military goverrment of
belligerent occupation apply as cogently to the instant case as to one
of occupation of enemy territory prover. The first of these is sucecinctly
phrased by Hall, who writes:

"3 3 # the rights of occupation may be placed upon
the broad foundation of simple military necessity," }Q/

The Supreme Court states similarly:

"Martial law is the law of military necessity in the
actual presence of war," 11/

If military necessity demands, many of the attributes of a
belligerent military govermnment may be exercised in other than enemy
territory, Thus, for instance, the international law writers state
that military necessity may authorize the exercise of such rights in
neutral countries in those situations in which the belligerent has a
right to occupy the neutral country, ;g/

In neutral Korea during the Russo-Japanese War of 1904~1905, the
Japanese seized control of the telegraph system and Russian State-owned
property and suppressed anti-dapanese espionage activity, During the
same war, the Japanese exercised the right of requisition in neutral

- . -

Hall, ope cit., supra, footnote 1, p. 559

-

United States v, Diekelman (1875) 92 U, S, 520, 526,

o [l
v o= o

2 Oppenheim, ope cit,, supra, footnote 1, sec, T, pe 191, See 2
also: 2 Fauchille, Droit International Public (Paris 1921) par. 1207,
Pe 281; Spaight, op, cit,; supra, footnote L, pe 3L3; Ariga,

La Guerre Russo-Japonaise, (Paris 1908), ppe 55-56




Manchuria, 13/

The second reason advanced by the international law writers as
a basis for the establishment of a military govermment of belligerent
occupation is phrased by Oppenheim as follows:

5 n% 3 #[The occupant] has the duty of administering
the country according to the existing laws and existing
rules of administrationj he must insure public order and
safety, # # #," Eﬁ/

Spaight confims this dual justification for a military government

of belligerent occupation:

"The occupant!s rights are double-based, resting on
necessity for providing some established government in
a country which is shut off from its ordinary fount of
justice and spring of administration and secondly on the
military interests of the occupying belligerent himself,
He assumes the reins of government because, otherwise,
government there would be none, and such a condition of
things would be an evil both for himself and for the
populationa" 15/

The same reasoning that supperts the establishment of a military

government of belligerent occupation in enemy territory proper also
supports its establishment in "Allied" territory from which the enemy

akahashi, International Law Applied”to the Kusso-Yapanese War
(1908), ppe 260-261; Ariga, Ope Cit., supra, footnote 12, p, 397;
Lavrencé; ope cit., supra, footnote 1, ppe 424~L28; 2 Fauchille,
ops cit,; supra; footnote 12, par. 117L, p, 2Ll. 2 Oppenheinm,
ope cit., supra, footnote 1, ps 5L7, footnote L, For discussion
of allied occupation of neutral Greece in WorldWar No,”I see
Villari, The Macedonian Campaign (London 1922), pp. 25, 32, and
36; Rodick, op, cit,, supra, footnote 8, pp, 113=115; 2 Carner,
International Law and The World War (1920), ppe 2L41-255; for dis=-

cussion of United otates occupation of neutral-Luxembourg in World

War I, see 2 Hyde, ope cita, supra, footnote 1, sec, 887, ppe 790,
791; and for discussion of United States occupation of eastern
Siberia from 1918 to 1920, see Gabriel, American Experience with-
Military Government (19h35 37 Amer, Political Science Review 417,
21 et seq,

2 Oppenheim, ope cite, supra, footnote 1, pe 342,

& &

ope cits, supra, footnote 1, sec, 166, pg 339,

Spaight, ope. cit., supra, footnote 1,-pe 322, See also 2 Oppenheim



# #

has been ejected by force of arms, The security of the invading troops
is endangered as much on the invasion-and reoccupation of "Allied" ter-
ritory under the control of the enemy, as it is during the invasion and
occupation of enemy territory proper, Therefore military necessity re-
quires that the commanding general act energetically to protect his
troops, Furthermore, the duty of the commanding general to insure public
order and safety is certainly as great &n friendly territory rescued

by force of arms from the enemy, as it is in enemy territory proper,

The lack of realism in any other conclusion is clearly recognized by
Ariga, whom Spaight quotes as authority for the following statements

"The right of an army s % % to promulgate martial law
and to establish military tribunals applies not only to
an army operating in a hostile country, but also to one
operating in a neutral or an allied country which circum- i
stances have made the theater of war; for two reasons. First,
an army must be in a position to safeguard itself by having
suitable laws for that end in force; secondly, even if the
existing laws are sufficient, the local tribunals may not
wish, or may be unable, to apply them for the protection of
the occupying troops, It was for this reason that Japan
established and enforced martial law in Manchuria (a province
of a neutral country, China), and in Korea (an allied
country,)" (Underscoring supplied.) 16/

The military occupation of the South by the Union troops during
the Civil War raised many legal problems closely related to the ones
being considered in this memorandum, The objective of the Federal
Government in the Civil War, as stated by the Supreme Court is similar
to that of the United Nations on the eve of the invasion of Nazi-occupied
"1lied" territory,

"The object of the National-government, indeed, was
neither conquest nor subjugation, but the overthrow of
the insurgent organization, the suppression of insurrec-
tion, and the re-establishment of legitimate authority,
But in the attaimment of these ends, through military
force, it became the duty of the National government,
wherever the insurgent power was overthrovm, and the ter-
ritory which had been dominated by it was occupicd by the
National forces, to provide as far as possible, so long
as the war continued, for the security of persons and
property, and for the administration of justice,

-

"The duty of the National govermment, in this respect,
was no other than that which devolves upon the government

16/ Spaight, op, cit., supra, footnote 1, pe 3L3.
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of a regular belligerent occupying, during war, the tere-
ritory of another belligerent, -+t was a military duty,
to be performed by the President as commander-in-chief,
and intrusted as such with the direction of the military
force by which the occupation was held." 17/

The Supreme Court has frequently sustained the legality of the
Union military occupation of the Southe In so doing, it recognized the
principle that in time of war a military commander in national territory
occupied by insurrectionists has powers similar to those of a military
commander invading or occupying territory of a foreign enemy.

In New Crleans v. Steamship Company, the Court, in sustaining
the validity of 2 leasc ol Nlew Urleans property executed during the

period of military occupation by an official appointed by the Military
Governor of the area, stateds

"Although the city of New Orleans was conquered and
taken possession of in 2 civil war waged on the part of
thc United States to put down an insurrection and restore
the supremacy of the Nationnl government in the Confed-
erate States, that government had the same power and rights
in territory held by conquest as if the territory had
belonged to a forecign country and had been subjugated in
a forecign war, In such cases the conquering  pewer has a
right to displace the pre-cxisting authority, and to assume
to such extent as it may deem proper thc exercise by itself
of 21l the powers and functions of governmentd" iE/f

In the Civil War caoses the Supreme Court upheld the establishment
of o militory government of belligerent occupation in the South on the
same two international law principles Justifying its establishment in
a forecign enemy's territory, namely military necessity and the duty of
insuring public order and safety in the reoccupied area, ;2/ The

17/ The Grapeshot (1869) 9 Wiolle 129, 132,

EQ/ (187L) 20 Wa1l. 387, 393-39Ls See 2lso Dow v, Johnson (1879) 100
UesSe 1583 Coleman v, Temnessece (1878) 97 U.S, 509, 517.

lz/ The degree of hostility of the local population to the occupying
forces is only one factor to be considered by 2 commanding general
in determining whether military necessity requires a2 military govern-
ment, Thus, irrespective of the temper of the residents of the
occupied territory, military government may be neccssary because of
the proximity of the actual combat arca, Similarly, smoll organized
hostile clements in an otherwise friendly population moy also make
military government a neccessity, It is notorious that Norway has
its Quislings, Francc its Lavals and Doriots, Bclgium its Degrelles.
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essential circumstances being present, the same result attaches. The
identical principles justify the establishment of a military govermment
of belligerent occupation in M"Allied" areas recovered in battle from
the enemy.

Once a military government has been established in reoccupied
"Allied" territory, the question arises as to the legal authority for
the contimued existence of such a military government, Such a govern-
ment may continue until the circumstances justifying its establishment
cease to exist, Both the international law writers gg/ and the Supreme
Court 21/ agree on this principle,

As stated by Birkhimer:

"ihe' experience of the United States Govermment,
therefore, but adds to the evidence derivable almost uni-
versally from the history of other ‘“tlans, that military
government ceases at the pleasure of him who instituted it
upon such conditions as he elects to impose, and that its
termination is not in point of time coincident, either
necessarily or generally with the cessation of hostilities
between the contending belligerents," 22

As it is the responsibility of the Allied commander to determine -
whether circumstances require the establishment of a military government,
so is it his responsibility to determine whether these circumstances
contimie to exist, Morcover, his-decision camnot be questioned by the
courts, 23/ This is only natural; as he is rcsponsible for the ultimate
success of the military operation, which may be endangered by a break-
dovn in the civilian economy behind the combat zone. Any other rule
might have disastrous consequenccs, Thercforec it is for the Allied com=
mander to determine whether the moment for the tcrmination of the mili-
tary govermment in a particular area has arrived.

20/ opalrht, ope cite, supra, footnote 1, pe 321; Magoon, The Law of
Civil Government in T,rrltorv Subject to 'iliuary Occupation by the
Military Forces of the United states, (2d od, 1902) pe 133 Birkhimer,
Ope Cite, Supra, at footnole 1, pe 308,

-

EE/ Sce Cross v. Harrison (1853) 16 How, 16, 184-185, In New Orlcans
v. STcamship Company (sce supra pe 8) the leasec whosc validity was
sustained by thc Court was cxecuted more than *‘r*‘ years after
military g "(rn.u“t had been instituted in the arca in which the
property was located,

22/ Ope cite, supra, footnote 1, p. 368,
23/ Sce Neely v, Henkel (Noe 1) (1900) 180 U,S, 109, 12Ls




From the foregoing discussion *t is quite evident that a military
governmment may bec established in "Allied" territory rccovered by force
of arms from ell as in cnemy territory proper, Manifestly,
all the rights, prerogatives, dutics and responsibilitics which arc
inherent in the Y;}W‘““thl' of a "govermment" apply to 1~t ﬁr facto
governmment set up by the military high command, As an incident To the
exercise of its governmental powers such a government may issue military
currcncy when such action i* d:ﬂmbd nuCu:sarr for the support of mili-
tary operations and the maintenance of publiec order and safety in the

arcae 2L/

II, Wherc There is a ght to Occupy There is the Right to Asscss the
Costs 25/ upon the Territory Occupied lrrospective of Whether the
airticular Territory is Owmed or mercly Gontrolled by the Enemy,

e 4
ck g

he cnemy as

The statcments of international law writcrs and jurists and the
practice of nations n:moms“ ite clearly that throughout the history of
intecrnational r;lﬂt1ans, the costs of an occupation, which is itsclf
Justific d, may be assessed against the occupicd territory., Although
this basic nl1wL:*1; is practised universally and is ply rooted in
historical preecdent, it is rule set dorn as a guide for the
conduct of intern
actual conduct of nations wi hag been approved by the jurists and
vriters and sanctioned by time honored practicce

4+

~t“ﬂn 3 r;luuljrs than it is a descrintion of the

memorandum of Septe 2, 194;3, re¢ "Opinion on the Legality of
the Issuancc of AW
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G Currency in Sicily",

25/ Article L9 of the Hague Convention of 1907 provides:
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In studying the various types of occupation it 1will be noted
that whatever rationale the courts or writers employed to justify the
imposition of costs upon the occupicd territory, the rosults form one
harmonious pattern bascd on the concept that if there is a right of
occupation, there is a right to occupation costs,

Ae Belligerent Occupation of Enemy Territory.

The largest group of cascs which fall within the patttrn are

thosc 1'v“7v1“7 belligeront occupations of enomy territory in wa tir;.

For tH. purposc of this memorandum it is unnecossary to dwell upon th

different bascs upon which various writers support thc right to assess
o

L=
¥
5

occupation costs in such cascse What is SLL“1JLCZ-t is the universal
acknowledgement of the faet that the belligercnt cnomy has the right to

both occupy ond imposc occupation costs upon torritory subjccted to
his contrecl,

25/ continued:

armament and rolling stock, air scrvie treotment of

oo
oy

sick and wounded, vctarin"“y and rcmount sorvices, tronse
port scrvice of all sorts (such as by ri*l, sca or river
motor 1ﬁrrius), cnw:u“¢01fiﬂnn and corrcspomndcnee, and in

general the costs of 2ll administrative or techniecal

5 the working of which is nccessory for the train-
and for P-cﬁi“ﬁ their numbers up to strength

7 their r_lita cfficiency." (Art, 2L9 of

.11_1.-_-:: Troaty, 3 M: o~ Trcatics (1923) 3329, 3L39.)

the 7

Further light is cast on the proper scopc of occupation costs in
the commentaries of coertain’international law vriters. Westlake
(International Law, Part II, 101) indicatcs that occupation costs
should include ,rlv the expenscs ineurred in the occupicd arca and
should not permit lcvies for the purposc of acquiring commoditics
in the invader's owm country, <frovisions for the Army made at home
should bc borne by the occupant out of his own general rosourcos,

Hyde (ope cit., supra, footnote 1, p. 371) cxpresscs a similar thought
when he declares that tho occupant ought not to be permitted to make
levics for the purposc of minimizing the finaneinl burden of the
occupying country or to mcet the cxpense of opcrations undertaken

outside of the occupied districte The only official or rather aumi—
official commont on what constitutes the needs of the Army within
the meaning of the Hague Convention is found in the Report to the
Convention from the Sccond Commission on the Laws and Customs of War
on Land, wherein it is stated that it was forbidden to levy contri-
butions for thc purposc of "enriching oncsclf®,

From the forcgoing it may safcly be assumed thot at the mimtrum
occupation costs include all tL; cxpenses of the Army incurred in
the occupicd arca during thc period of occupation,
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In cases of belligerent occupation the right to shift the burden
of occupation costs to the territory occupied is well settled law which

as been expressly recognized in-the United States, In a specilal message
to Congress on February 10, 1048, dealing with the Mexican War, President
Polk said:

"No principle is better established than tﬂn+ a nation
at war has the right of shifting the burden off itself
and impose it on the enemy by éxacting "7’1Lu“' contri=
butions." 26

Further, the right of an occupying force to collect taxes and
duties from the occuﬂiod country has been supported by the Supreme Court
in Dooley v, United States, in which the Court held:

"Upon the occupation of the country‘ (Porto Rico) by
the military forces of the ’Tm.'ra States; the authority
of the Spanish government was thelstJDu, but the necese
sity for a revenue did not cease. The govermment must
be carried on, and there was no one left to admin ister
its functions but the military forces of the United States,
Money is requisite for tha i“le\r’"W”Pﬁﬁﬂfcmﬂﬂ only
be raised by order of the military commander, The most
natural method was by the continuation of existing duties,
In adopting this method, General Miles was fully Jl“f“rled

3

by the law of war." 27

*n111" the established right of a belligerent occupant to levy

occupation ¢ ato was codified in the ﬁaguc Convention Respecting the Laws
and Customs of War on Land, 1907, 28/

Article LIII of this Convention authorizes an occupant to take
possession of state funds, cash’and recalizable scc1r‘t'bo in cnemy ter-
ritory and also of state stores, supplies, and movable property which
may be used for military operations. Article XLIX authorizes the
levying of moncy contributions in occupied territory for the necds of
the occupying army and the administration of the occupied territory.

/ 7 Moore, ope cit., supra, footnote 1, p. 285.

,m Im
—J o

~

(1900) 182 U5, 222, 230,

the Ammex to Convention IV which

o
Lo
\

Refercnces, in this opinion are to thc

was toncluded October 18, 1907, ratificd hv'tH; Senate March 10,

1908, ratificd by the President February 23, 1909, and proclaimed
2 o : .- m. - <2 5 r P

February 28, 1910, 2 Malloy Treaties 1910 § ?Lé), et seq.




B, Belligerent Reoccupation of Territory Recovered by
Sovercign,

fnother well-knovm application of the general rule that where
there is a right to occupy there is a right to occupation costs may be
found in the cascs involving belligerent rcoccupation by the sovereign
of territory controlled by insurrectionists, Such cases occurred in
commection with the recapturing of certain territory in the south during
the Civil War, In the case of Dow v, Johnson, the Supreme Court,stated
in unequivocal terms that New Orlecans (part of the United States’ was
to be considcred occupied enemy territorye. Speaking of the question
of the proper law to apply during the period of such occupation, the
Court declared:

"The question here is, What is the law which governs
an army invading an enomy's country? It is not the civil
law of the invaded country; it is not the é¢ivil law of
the conquering countrys: it is military law, — the law
of war # # #," (Undcrscoring supplicd,) 22/

Although the question’of occupation costs as such was not in
issue in the Civil War cascs, the Court neverthcless indicated its
opinion that the general rule of-“occupation costs was applicable. In
New Orleans ve Steamship Company, thc Court stated:

nIn such cases the conquering power has a right to
displacc the pre=existing authority, and to assume to
such extent as it may dcem proper the exerciscé by itsclf
of all the powers and functions of goverrment, It may
aproint all thc necessary officers and clothe them with
designated powers, larger or smallcr, according to its
pleasure, It may prescribe the revermues to be paid and
apply them to its owm usc or otherwise," (YUnderscoring

supplicd.) 30/

The above cascs are significant in that they both are cxpressions of
what the United States Suprome Court considered the applicable inter-
national law in conncction with the status of rcoccupicd or rccapturcd
territory, In the above cases, United States Courts hold that United
States territory occupied by the Union Armics could be treated in the
same way as strictly cnemy territory, It would scem that United Statces
Courts would hold, a fortiori, that the same rule applics where the
torritory involved is that of a third country,

v T —
o

29/ (1879) 100 UeSe 158, 170,
30/ (187) 20 Walle 387, 39Le
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Lt is interesting to observe that although the situation
described in this category of case is closely related to the reoccupa-
tion of Allied territory, the reasoning and language of the courts! are
precisely that used in the strictly "enemy" cases., However, more
important than the rationale, for the purpose of the-thesis herein
developed is the fact that in this type of case also, there is both
the right to occupy and the right to occupation costs,

Ce Belligerent Reoccupation of Territory Recovered by Ally of
Sovereign,

It will be noted that the belligerent reoccupation of enemy
occupied Allied territory is in the category under which would fall
such cases as the liberation of France or the Netherlands from German
control. This type of occupation is another illustration of the principle
that where there is a right to occupy there is the right to occupation
costs,

The obligation of the occupied area to bear the costs of the
occupation where the occupant was a friendly or allied nation has been
recognized from the very incipience of international law and from the
earliest thinking on such problems, The rationale behind this alloca-
tion of financial responsibility appears to be based on the fact that
the government of a country which liberates the territory of its ally
from enemy occupation is entitled to occupation costs as a reimbursement
for the expenses it has incurred quite apart from any right which may
be derived as a result of its conquest of the area,

Grotius discovered in Genesis 31/ the earliest known precedent
for the theory that an ally is entitled to reimbursement for his costs
and expenses, He relates that when Abraham returned to Sodom.as victor
over the five kings he brought with him spoils captured from the enemy,
Among these were goods and prisoners which had been seized by the
enemy from the King of Sodom who was Abraham's ally, Citing the dis-
position of this matter as a precedent on the question of whether any-
thing may be deducted from that which is restored to an ally after re-~
capture from the enemy, Grotius states:

"Again we are not to attribute to any other cause the
arrangement which the king of Sodom proposed to Abraham,
that he should restore the prisoners but keep the other
things for himself in return for his toil and danger,
Abraham, however, being a man not only of pious but also
of a lofty mind, wished to take nothing at all for him-
self; but from the things that were recovered # # #* as
though by his own right-he gave a tenth to God, deducted

;;/ Chapter XIV,
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the necessary expenses, and desired that a share be
assigned to his alliese" (Underscoring supplied), 22/

‘he same reasoning was subsequently expanded by later text writers
into the following general principle:

"then the restoration of the property or territory
which has been in the captor's possession is accomplished
by a party other than the ovmer, the service of restora-
tion should receive proper acknowledgement as in other
cases of services." 33

Another case which is valuable as a historical precedent and
particularly as an indication of the proper principle of internmational
law applicable to situations such as that under discussion is found in
the controversy between Portugal and the Netherlands which arose out of
the war with Spaln. During the war the Netherlands occupied certain
former Portuguese colonies which had been seized by Spain, At the ter-
mination of the war the Netherlands refused to restore these colonies..
Ultimately the matter was disposed of by an agreement which returned
the colonies to Portugal and recompensed the Netherlands for its
expenses,

Bynkershoek, whom Chief Justice Marshall described as "a jurist
of great renutatwon" 3l li/ disapproved of the attitude which had been
adopted by the hetlerLaﬁds Government in the following language:

"i ¥ 3 When Portugal was restored, her king was en-
titled to resume possession of places which her allies
had taken from the enemy, saving the right of the States—
General (the Nethnrlaqﬂsj to place a claim for expenses
incurred in the occupation ¥ i #4" (Underscoring

supplieds) 35/

32/ Grotius, De Jure Belli ac Pacis (1646 ed,) Book III, Chapter XVI,
sec, 3 (translation of Carnegie Foundation, No, 3 of the Classics
of International Law,)

Wilson and Tucker, International law (9th ed, 1935) ps 290, Wilson
and Tucker assume that where the liberator is an ally, the obligation
of the liberated territory will probably be spelled out by the terms
of the alliance,.

(L]
L]

The Schooner Exchange ve McFadden (1812) 7 Cranch 116, 1hbie

o
N oy
e

Bynkershoek, Questionun Juris Publici, Libri Dué (1737 ed,) “hapter
XVI (translation of the Carnegie Foundation, Noe XIV of the
Classics of International Law,)

2
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Vattel is in complete accord with Bynkershoek, In considering
whether a subjugated State may revolt against its conqueror and reassume
its former governmental authority, he statea:

nIf the subjugated-State has not yet accepted its new
condition of subjection, if it has not voluntarily sube
mitted, and has merely ceased to resist from lack of power,
if its conqueror has not put aside his sword-in exchange
for the sceptre of a just and peaceful ruler, such a State
is not really subdued; it is merely conquered and oppressed,
and when delivered by the army of an ally, it unquestionably
returns to its former condition, (sec, 207) Its ally
does not become its conqueror; he is a liberator, whom
the State is merely under the obligation of recompensinge"
(Underscoring supplied,) 36/

Wheaton in his History of the Law of Nations 37/ quotes this
statement of Vattel with approval.

A more recent writer, Rivier, supporting the same doctrine, gives
a sound if somewhat different theoretical explanation of the principle
that the liberated country should bear the expenses of liberation in
his Principes du Droit des Gens éﬁ/. Referring to the liberation of an
occupied State by a non-allied third power, Rivier writes:

"The liberating power has, moreover, a right to an in-
demnity; or at the very least to reimbursement for its
expenses in accordance with the analogy of the administra-
tion of a business."

"The right of a third power which has liberated a ter-
ritory could be brought under the doctrine of quasi-con-
tract," 39/

LS
O

Vattel, Le Droit des Gens, au Principes de la Loi Naturelle, Appliques
a la Conduite et aux Affaires des Natione et des Souverains (1759)

Book III, “hapte XIV, Sec, 213 (Translation of the Carnegie Foundation,.
No. i of the Classics of International Law)., See also: Ayala, gg

Jure et Officies Belliéis et Disciplina Militaria (150 1 ed,) Libri
III, Chapt, 5, par,. 30,

18L5 ed..pe. L0,

Ao} t
[ s -]
'\

2 Rivier, Principes du Droit des Gens (Paris 1896) ppe. 3L6=3L7.

2

o

9/ Id, at pp..LO=ll,.
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An excellent illustration of the fact that the various theories
are freely used to support the right to occupation costs, is the case
of the United States forces occupying Cuba, In that case the Cubans
fought side by side with the United States troops; and both the President
and the Congress of the United States made it perfectly clear that this
country was not at war with the Cubans and that our forces were an army
of liberation, 4O/ Three-days before the declaration of the existence of
a state of war with Spain, a joint resoclution passed by Congress and
approvéd by the ®resident declared the freedom and independence of the

Cubanse L1/

Nevertheless, on the question of the right to occupation costs
for United States troops in Cuba, President McKinley outlining the con-
duct which the military forces occupying Santiago de Cuba in the Spanishe
American War were to observe, significantly applied to the friendly
Cubans the rules applicable to occupied enemy areas,

"While it is held to be the right of the conqueror
to levy contributions upon the en in their seaports,
towns, or provinces which may be in his military possess-
ion by conquest, and to apply the proceeds to defray the
expenses of the war, this right is to be exercised within
such limitations that it may not savor of confiscation,
As the result of military occupation the taxes and duties
payable by the inhabitants to the former govermment be-
came payable to the military occupant, unless he sees
fit to substitute for them other rates or modes of con-
tribution to the expenses of the government. The moneys
so collected are to be used for the purpose of paying the
expenses of government under the military occupation such
as the salaries of the judges and the police, and for the
payment of the expenses of the Army." (Underscoring
supplied,) 42/

Moreover, the propriety of the President McKinley approach was considered
and the foregoing stiatement was quoted with approval by the Supreme Court
of the United States, L3/

Thus, it is quite evident that there is a respectable body of
text writer authority and some case precedents for holding that non-enemy

L0/ See Encyclopedia Brittanica (1llith ed,) pe840; and Neely v, Henkel
(No. 1) (1900) 180 U,Se 109, 115-116~125,.

L1/ 30 stat, 738,

L2/ 7 Moore op, cit., supra, footnote 1, ps. 263,
L3/ MacLeod vy UsSe (1912) 229 UgS,. 116, 426,

L
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territory recaptured from the enemy by a third party is liable for the
occupation costs. "hat is more significant than the authorities cited

is the fact that there is no international law authority in contravention
of the views expressed. The- factual situation is an unusual one and

in the absence of precedents, cases or text writer authority to’the
contrary, reliance‘must be placed upon the experts in the field, both
ancient and modern, who, having considered the question, reached the
conclusion that under international law the occupied territory was liable
for the occupation costs of an allied government which had driven the
common enemy from the territorye

Not only is this result the only one that is consistent with
the authorities on the subject but it bears out a principle to which
no exception has been foundi where there is a right to occupy, there is
a right to occupation costs,e

D. Non-Belligerent Military Occupation.

Non-belligerent military occupations are those which take place,
often on a friéndly basis, and always at a time when the occupant and
the territory so occupied are, at least, technically at peace with
one another, Such occupations may take place either at the express re=
quest of the occupied territory or without its consent as in the case
where the occupation is for the purpose of enforcing provisions of a
treaty or recovering a debt, This type of case which is distinguish=-
able from the belligerent occupation, with which this memorandum is
primarily concerned, is specially valuable in supporting the thesis
that where there is a right to occupy there is a right to occupation
costse

There is hardly a more effective argument in support of the
proposition that a lawful occupant is entitled to occupation costs than
the argument that not only are the theoreticians in agreement but that
during hundreds of years nations throughout the world have entered into
covenants and treaties which expressly stipulated that the costs of
occupation were to be borne by the occupied territorys This constitutes
the recognition, in actual practice, that assessing costs against the
occupied territory is the proper methoed of handling the question of
occupation costs and that such allocation of financial responsibility
is in conformity with the standards by which international relations
are governed,

In his book entitled Des Occupations Militaires Ll/ Robin makes
an exhaustive study of non-belligerent military occupations, Under a
chapter headed "Who is to Bear the Burden of lMaintaining the Army of
Occupation" he states:

LLi/ Robin, Des Occupations, Militaires En Dehors des Occupations de
Guerre, (19L2 translation of the Carnegile Foundation,)
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" 3= 3% in the majority of the treaties 3 #* i the cost
of maintenance of the occupation forces is,.in general,
charged against the occupied country, 4And we find this
rule sanctioned not only in the case of the most recent
occupations, but also in those we have encountered in
examining the ancient law en the subject," (Underscoring
supplieds) L5/

He states further:

"Thus we see that it was only by exception and because
of special circumstances that treaties placed the burden
of maintenance of the occupation forces on the occupant,
In principle (and we have explained why this is so) that
maintenance falls upon the occupied state," (Underscoring
supplied,) 4O/

-

After‘reciting instances from antiquity, the middle ages and
modern timesy the author continues:

"% 2 3 in the numerous occupations which-followed each
other in the course of the nineteenth century, with the
exception of those which disguise cessions of sovereignty,
it has been an almost uniform admitted principle that the
maintenance of the army of occupation is incumbent upon
the occupied country, Ve may cite particularly in this ’
cornection the treaties of May 16, 1795, and of February 21, -
March 26 and August 19, 1798, between France and the Batavian,
Cisalpine, Roman and 'Helvetian Republicsj; the Treaty of
March 26, 1801, between France and the Kingdem of the Two
Sicilies; the Franco~Prussian convention of September 8,

1801, concerning the occupation of fortified towns along

the Cder, the Treaty of November 20, 1815, between France
and the-Allied Powersy the conventions of February 2 and
July 24, 1821, relative to the occupation of Naples and
Piedmont by Austriaj the Treaty of July 10, 1849, between
Dermark and Prussia concerning the occcupation‘of Schleswig
by Swedish troops; the Cenvention of April 22, 1850, between
Austria and Tuscany, for the purpose of regulating the térms
of the occupation of the Tuscan Duchy by Austrian troops,
following the restoration of the Grand Duke in 18L9; the
Convention of Miramar (April 10, 1864) between France and
the lexican Empire; the Preliminaries to the Peace of Versailles
of February 26, 1871, between France and Germany (Arte L);
and the Russo-Turkish Treaty of San Stefano concluded

LS/ Id. at 267,.
L6/ 1d, at 266,.
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March 3, 1878 (Arte 8), which provided for the occupation
of Bulgaria by the Russianse" (Underscoring supplied), 47/

Certainly, the fact that the vast majority of treaties which
dealt with the subject placed the costs of occupation upon the occupied
territory is persuasive as indicating that type of term or condition
in a treaty is accepted as the usual and customary way of dealing with
the problem, If nations agreed to such terms it can hardly be argued
that imposition of such terms by an occupant in the absence of an
agreement is a violation of the standards and practices of international
conduct, In fact, the consistent practice of nations indicates that
such a provision is declaratoery of the law of nations,

- s S e e e e

In summary it may be noted that the rule of thumb that with the
right to occupy goes the right to occupation costs is not limited to
belligerent occupations in time of war, but is a standard of conduct
which-has been recognized and practiced in military occupations of all
kinds, for many centuries,

/signed/ Randolph Paul

L7/ 1Id, at p. 261, It may be noted that the author concludes in the
face of this wealth of precedent that in certain instances costs
should be borne by the occdpant in the absence of an agreement,
because the occupant eould, if it had desired, obtained such an
agreement from the occupied country,
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December 10, 1943.

MEMORANDUM FOR THE FILES:

Lt. Com, Knipe and two other officers of the Navy
conferred with Messrs, Luxford and Aarons this morming relative to the
potential use of Navy Department appropriated funds for civilisn rehabi-
litation purpeses in Central Pacific areas. The Navy Department
foresees the necessity of procuring foed, clothing, etc. for the civilian
population of occupied areas in the Pacific. It nilo foresees the necessity
of making advances of funds in the occupied areas in order to facilitate
the re-orientation of local economy,

The representatives from the Navy Department regarded their
problem as possibly being of greater difficulty than the problem of the
Army in Siecily and Italy, inasmuch as the Navy is using actual U, S.
currency, Hawaiian series, as distinguished from the A, M. currency in
use by the Ammy.

In response to a request on the part of the Navy officers
whether Treasury had prepared any opinions concerning Army's authority
to finance civilian rehabilitation in the Italian area, Mr. Iuxford
replied that no such cpinions had been prepared. However, he told the
Navy officers that we would forward to them copies of our basic opinion
on the use of A, ¥, currency and possibly other opinions which had been
prepared on that subject. It was indicated to the Navy officers that
the general theory underlying these opinions might be of assistanée to
them in considering the legal question with which they are confronted.

As the matter was left, the Navy officers will give further
consideration to the matter and we also will give some study to the
problem with a view to canvassing it further with the Navy representatives




M .

OPINION OF THE LEGALITY OF THB
1SSUANCE OF AMO CURRENOY IV SICILY

I. The Allied armies properly assumed the administration of

government in Sicily, spplying Italian law, except as changed
by military suthority, rather thanm the domestic law of the
- Allied mations. )

(a) By estabdblished principles of international law, occupying
armiss properly assume powers of government over oecupied
.“W. .lt...lt...ct...ltat;.'ﬂtﬂhtldlonl..lt...t..tl..D.CM1

(b) Our courts have accepted these prineciples of international
lew and have recognized the propriety of the exercise of
governmental powvers bty military authorities in occupied

AT'SRS. ..ooo-o--o-oooococtt.c.oooo.io-.-.-o.-.oooo....ccon-u.-’m ’

(¢) The lew spplicsble in Sicily is the Itslian lav, as moli-
fied by the Allied Mil4 Authorities in charge, not
the domestic law of the ted States or of the other
Allled m‘ COURLPION, civcscscsccccncinssnsicssnsannes "‘ 8

II. The ailitary authorities occoupying Sicily have the right te

issue military currency in the exercise of thelir governmental
m.. C....I.t.l...I.l".-lI.-....0’“O;.C..........lo...'.-DO.M .

(a) A great variety of currency devices have bdeen used in
support of military operatioms for many centuries. Page 8

() Internationsl law interposes no objection to the issuance
“ m’m m‘ (E R A R R R S PR RS RS R R R R RN R R N N ’m n

(¢) e 1lssusnes of currency in Sicily was 2 mecesaity for the
maintenance of “pudlic order and safety,” as well as for
m m. ‘ m‘w “‘m- CEePrEENEsEPRERanERBERRY ’* u

(1) The justice of the curremcy arrangements instituted by
an ocoupying vower must be Juigad By the subdstance and mot
~ M “ “ “‘ assseassena ....“.'........l..."l ". 1’

III. The appropriation mecounting procedure used by She Army in con-
nection with the issuance of military curremcy is fully sdequate
to safeguard the control of Comgress over the size of military
PUSOPREAERNN.- .. oo s ssnearesribBssiesacerassionssstsesnniece TEGE 18

T metiote nasts o7 5 civocleting Solien shi1s svoisbne Somslt-
ments which might prejudice ultimate settlement of fimancial
asccounts with our enemies and our m.-.o-c-ot.-a.---.-ao.a.oo.h&o 20
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10/ 2 Oppenhein, op. oS, gunrs wete 1, at 345,
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A3/ 14, =t 5B,

A8/ Yussbaum, op. oiS, gupra mote 6, at 1858,

A8/ ™a,

14/ Ttwuads, The laviess Law of Nations (1928) M2,

33/ "ussdeunm, op. oi%, gunps note 6, at 1858,

17/ 4. =% 158-89,
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Receipte for requisitionsd goods were uered commonly; for
exnmple, during the foven Veeks War énd by the fGermans during the
Franco-Frussian lar, The Bpitich went & step further during the
Boer iar and mede receipts resdily negotiadle, 20/ an arrangement
very similar to the issuance of cuwrreney.

Ocoupation currency, s such, hag many precedents., During
the American hewolution the Comtinental Oongress issued currency oven
before the issusnce of the Leclaretion of hlrl-a 21/ when the
territory controlled by the Congress was held in military oceuration
2gaingt the then legitimate govermment, The Oonfederacy issued its own

currency in Uonfederate territory and 3l¢o in northern aress ocoupled
from time to time during the war, The Japanese issued speclal occu-
nunmhhmul Suring the Russo-Japanese 'ay of

1905, Jﬂm.‘”ﬂhl”mﬂamm.hﬂm
187 Tesler, Ueven Weeks War 80,

19/ spaight, Far Rights on Land 392,

1d. at 396; lawrence, op, eit, supra note 1, at M2k,

Deway, Finaneial History of the United Jtates 37-38; Morrison and
Commagey, Orowth of the American Republie 207; Wussbaum, eop, elt,
gupra note 6, at 172-73.

% ﬂt_uh: wall., (75 U.5,) 1 (1868); Morrison and

Spaight, op. eit. supra note 19, at 352.

In the Russo-Japanese iar, the Japenese foreee in Korea and Manchuria
vaid for their requisitions with military checks or eredit notes which
vere announced to be subject to exchange for silver coin on a certain
day., It is stated that each army and division held btullion for such
exchange in its Treagsury chest. It would sppear that such checks vere
not at first agospted readily, But that the Japanese prevailed upon the
Chinese civil suthority to make & similayr aunouncement about their
convertibility and aleo prevailed upon them to announce that the pay-
ment of Chinese taxes and contridution: could be made in such military
checks, The total amount put in eireulation exceeded 14,000,000
sterling. lo reference has been found to the mmount of such checks
wvhich were sctually exchanged for silver coin., Nowever, 1t is stated
that the Chinese soon asked for no eilver coin in exchange and that
the checks had an easy eirculation as convertidle ’n?- Takahashi,
Internstional law Applied to the Husso-Jopenese War (1903) 260.61;
naight, op, eit, ra note 19, a2t 197; lawrenece, on. cit.

note 1, at Lol.os,; @, la Guerre Russo-Japonaise (1908) et seq.
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becsuse 1t had been determined %o issue 27,000,000 “tasls 4 .
1a the wor with China of 18594, but that pesce was concluded before they
mn‘ inte circulstion.
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o/ Yow floty motes were Lasued in Polssd, and dinar notes in Serdis,

18 issuing bank-notes mamfactured

with the pre-wer plates, indistingui

nl The Quisling-controlled Bank of

#1/ The *Sarbovenets” was introduced in the Ukraine, and the "Kuna® in Oreatia.

32/ %.g., in the parts of Foland, France and Belgilum incorporated into Germeny.
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Smrs note 26,
't/ Treaty of July 13, 1929, 104 Leagus of Nations Treaty Series 203, 206.

see, 126-26; wvon Kohler,

International Zeonomie and
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2] Tesgue of Natiens,

“eport of Committee of Nxperts on Reparations (Ped, Res, Bull, July 1929)
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the practice of nations has been in accordsnce
It 1z as clearly necessary as the

to lavy these contributions is essential
battles, snd its exercise is often esemniial
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7 Noore, op. €it. gupra wete 1, at 205.86.
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Currency was issued in the invaded towns and territories of France in the
first World War, Isaacs, Catalogue of War Money, lists about ten different kinds
of such currency. White, guprs, at page 28 concludes that this money was of German
origin, although on its face it purports to be issued by the individual towns or
districts,

White, supra, states at page 66 "A strictly limited quantity of rouble
notes, placed upon a gold footing by arrangement with the British Government were
{ssued in connection with the expeditionary forces at Archangel (1917), They are
payable at Messrs, Barclays Bank at the rate of six pence a rouble”, It alse
appears that the British used their notes surcharged with Arabic characters
in occupied Turkish territory, White, supra, p. 99.

(Initialed) O.R.M,

ORMcNeill:ia 8/10/43
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TREASURY DEPARTMENT
Washington

FOR RELEASE, MORNING NEWSPAPERS, Press Service
Tuesday, August 17, 1943, No. 38-10

The Treasury and War Departments today made public further
detalls concerning the special currencies employed in the

Sicillan operations:

Financial and military plans are so
closely interreleted in modern warfare that
it 1s necessary, for reasons of military
security, to maintein secrecy regarding
flnanclal arrangements incident to military
operations until the financial as well as
strictly military aspects of the initial
stages of the operation have unfolded.
However, military secrecy ceases to exist
regarding the financlal measures effective
for an operation when the relative decrees
of the military commander are 1ssued in the
liberated area. Accordingly, the following
Information can now be relessed supplement-
Ing the story previously made public regard-
Ing the printing of 21lied Military Currency
by the Bureau of Engraving and Printing,

Measures to meet the currency problems
incident to the Sicilian operation were
taken jointly by the United States and
British military authorities and insofar sas
American interests are concerned, under the
guldance of and in consultation with the
United 3tates Treasury.

A distinction is to be drawn between
the two kinds of currencies, namely,
"spearhead" and "occupation," employed by
the United States forces in these mili-
tary operations. The "spearhead" currency
was the "yellow seal" dollar which is =
regular silver certificate of the United
States Government, the yellow seal being
used to distinguish it from ordinary
United States currency. This distinctive




mark was adopted partly for security rea-
sons to permit the isolation of the currency
if 1t fell into enemy hands, partly to pre-
vent the influx into the area of dollar cur-
rency already in the hands of the enemy, and
partly to facllitate its entry inteo the
United States by freeing it from present
restrictions on ordinary U. S. currencye.

The yellow seal was first used by the United
States military forces in North Africa and
was again used as & spearhead currency in
SiCilyo

In connection with the use of yellow
seal dollar by the United States forces, it
1s of interest to note that concurrently
the British forces used the British Military
Authority pound note. The B.M.2. note is a
speciel currency end not the regular British
pound note. The same exchange rate for con-
version purposes was established in Sicily
as in North Africa between the B.M.A. note
end the yellow seal dollar = one B.M.A.
pound equals four U. S. yellow seal dollars.

The occupation currency employed is the
Allled Military Lira which was described in
& previous joint press release by the
Treasury and Viar Depertments. This currency
is being used jointly in the Sicilian oper=-
ation by the 211l1led military forces to sup-
plement supplies of local currency when and
if necessary in order to meet the require-
ments of military operations. For obvious
reasons 1t was desiraeble that the Allled
forces should not continue to use pound and
dollar currencies longer than was necessary
and should move into currency denominated
in terms of local units &s quickly as the
military situation would allow, It 1s not
intended nor desired to replece the local
currency with the Allied Military Lira Cur-
rency unless absolutely necessary from a
mllitary standpoint, but rather to use the
Allied Military Lira to supplement the sup-
ply of locsal currencye.

When the United States Army obtains
£1lled Military Lire for expenditures in
Siclly for pay of troops, supplies and
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other expenditures that would normelly be
charged to its appropriation, it will charge
the relevant VWier Department appropriation
for the dollar equlvalent of such expendi-
ture. The decreed rate of exchange is 100
lire to the dollar. Thils procedure, 1t was
pointed out, marks no change in the custom-
ary control by the Congress over the size
end nature of Army appropriations. Congress
retains 1ts jurisdiction over such army
expenditures. The British militaery forces
are following a parallel procedure with a
decreed rate of 400 lire to the British
pound. In all cases complete records are
being kept and a detailed accounting pro-
cedure has been set up in connection with
the issuance and use of this currency.
These complete records will also facllitate
the adjustment of financial matters growing
out of the military operations of the
Allied Forces in the occupled area.

The Allied Military Lira has been made
legal tender in Sicily and is interchange=-
able at par with local lire currency. It
will be in every respect as acceptable as =
medium of exchange as the local lire cur-
rency, both to the men of our fighting '
forces and to the local population. Insofar
as our troops are concerned, arrangements
have already been made so that they may
remit all or any portion of their pay which
they receive in lire to the United States
agalnst lnstant payment here in dollars,
Unlted States soldlers leaving the area may
exchange lire currency held by them for dol-
lar currency at the decreed rate of exchange.

On the other hand, for obvious reessons,
War Department appropriations will not be
charged for expenditures in Sicily by the
Allled Military Government for local govern-
mental operations whether financed from
local taxes or revenue or through the use
of 2llied Military currency. Thus, for
example, the Allled Military Government will
not charge Army appropriations in connection
with the maintenance of public schools,
water systems, salaries of local officlals
end the like.
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Officials emphasized the essential dis-
tinction between the regular issuance of
currency within the United States and the
lssuance of a special currency by the mili-
tary authorities within an area under mili-
tary occupation such as Sicilly. While the
former 1s governed by the Constitution and
the statutes of the United States, the
rules governing the latter are those of the
law of nations as established by interna-
tional agreement and the usage of the
worlde. Under international law, the Hague
Conventions and the decisions of the Supreme
Court of the United Steates, the Military
Commander in areas occupled by the Forces
under his command has all the powers neces-
sary for the carrying out of governmental
functions.,

These powers include the right te pro-
vide for the currency needs of the area
occupied. In fact, it 1s a fundamental
principle of international law that an
nccupying suthority has in addition to its
powers, certaln obligations to the inhabit=-
ants of the territory under its control.,

It must take whatever steps are necessary

to secure public order. The latter cannot
be maintained unless the continued opera=-
tion of local trade and cemmerce is pro-
tected, This pretection includes the
establishment and maintenance of an adequate
and effective circulating medium,

The Allied forces must be in a position
to meet a variety of conditisns which they
may find in areas occupied by them. The
enemy might, for example, adept a "scorched
earth" policy which, on the monetary side,
may evidence 1tself in the withdrawal or
destruction of currency stocks and the
resulting depletion of the circulating
medium of exchange of the area, On the
other hand, the enemy might in its efforts
to cause maximum difficulties to the
occupying forces, flood the area to be
occupled with lecal currency to such a
point that i1t becomes practically worth-
less as a satisfactory medium of exchange;
and may even resort to the use of counter=
felt local currency.,
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Financial problems will vary in dif-
ferent areas freed by the forces of the
United Nations. Although the beslic prin-
ciples underlying the authority of the
Military Commander remalin unchanged, the
detalls of procedure must be adapted to
the clrcumstances found to exlst in liber-

ated sreas.

t should be noted thet in contrast
with Axls procedure, which i1s governed by
8 policy of exploitation or of outright
destructlon of the existing economy of a
conquered area, Allied Military pollcy and
procedure 1s governed by & spirit of 1lib-
eration and a polliey of rehabilitation and
fair dealing with the liberated peoples.

-000=-
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Mr, Bremner August 10, 1943

In the memorandum of June 22, 1943, dealing with the legality
ofthnhmcfmidnnmm.llmmmﬂu
page 5 a statement by President Polk in his special message to
Congress on February 10, 1848, in vhich he discussed the right of a

nationcat war to shift the durden to 1its eneny by exacting military

There hawe been other authoritative statements to the same effect,
For example, during the Spanish-American Var President MeKinley sent
an order $o the Secretary of Var dated July 18, 1898, in which he
mnmmmmxamuntqﬁmmuumu

Cuba were to observe, The following statement is contained in his
order:

"While 1t 1s held %o de the right of the conqueror
to levy contributions upon the enemy in thelr seaports,
towns, or provinces which may de in his nilitary posses-
sion by conquest, and to apply the proceeds to defray the
expenses of the war, this right is to bde exercised within
such 1imitations that 1t may not savor of confiscation,
As the result of military occupation the taxes and duties
payabls by the inhabitants to the former government become
payable to the military occupant, unless he sees fit to sud-
stitute for them other rates or modes of contribdution %o
the expenses of the govermment, The moneys so collected
are to be used for the purpose of paying the expenses of
government under the military occupation, such as the
salaries of the juiges and the police, and for the payment
of the expenses of the Army,

"Private prope#ty taken for the use of the army is to
be paid for, when possidle, in cash at a fair valuation,
and vhen payment in cash is not possidle receipts are to
be given,”

The Supreme Court took the same position as President MeKinley
in connection with the occupation of Puerte Rice, In Dooley v. United
States (1901), 182 U,S, 228, this statement sppesrs:
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WASHINGTON POST
NOT OV PRt o
Invasion Cash |

Sparks Query

By Economist

By the Asiociated Press

New York, Aug. 4—Walter S.
Spahr, professor of economics at
New York University and secre-
tary of the Economists’ National
Commiltee on Monetary Policy, to-
day called upon the Treasury De-
partment to explain the value of
so-called “invasion money.”

Spalir said the press and Con-
gress should receive answers to |
questions concerning the wvarious  serve against it, and how and when
types of notes, suth as the “money |is it to be redeemed?
that is being printed and issued “After the Treasury tells us the
in Sieily in terms of lira.” Infor- nature of the money being issued,
mation given out at the Treasury | we need to know the authority for
thus tar, he added, “is significant | such issuance. Has the Congress
chiefly because of what is not re- | empowered our Treasury to issue
vealed as to the nature of this/ this brand of currency? If not,
transaction.” under what authority does the
Information Lacking Treasury undertake this trans-

action?
“The important things for the
American people to know are not Cites Goropan: Tetck

found in the story of the planning, | “Nothing in the Treasury state-
printing and distribution of this |ment on this currency throws any
new paper money as released by |light on these vital matters. These
the Treasury Department, August | are questions that call for answers, |
2," Spahr said in a prepared state- | and the press and Congress should
ment today. get them,

“One thing that we in this coun-| *“Germany devised the diabolical
try need to know is this: What is| trick of going into a conquered
the nature of this money that is|country with fiat money—for ex- |
being printed and issued in Sicily|ample, German-printed inconvert- |
in terms of lira? Is this paper|ible paper money francs in France |
United States notes? Is it silver|—and buying up the goods of the
certificates? Is it merely outright conquered country, and flooding it,
fiat money? with such money.

“Some closely related questions®| - rrem all the Treasury has re-
Who is liable for the redemption|vealed, there is no way for the
of this currency, what is the re-|American people to know whether

\

our Government is using German
tactics, or is issuing using this
money in a legitimate fvay. . . . On
all the points raised the American
people are entitled tff a full ex-
planation.”

—~




TREASURY DEPARTMENT
Washington

FOR IMMEDIATE RELEASE, Press Service
Monday, August 2, 1943. No. 37-85

Joint Statement by the Treasury Department and the liar
Department:

Allied expeditionary forces, seeking to establish orderly
reiétionships with the people of libereted Sicily, are intro-
ducing into its occupied areas an "4llied Military Currency,"
speaking a "Lira'" language that will be understood by every
Sicilian trader and consumer.

It may now be revealed that a distinctive curreney, de-
termined upon by British and American officials was made in
the Treasury's Bureau of Engraving and Printing. It was
rushed to the scene of action by huge transport planes and
1s being used as the medium of exchenge in that part of Itely
that we now hold.

A part of its legend reads "Issued in Italy."

bt the same time, it was revealed, a comparable series
of postage stamps will be introduced into the areas under
wilitary administration.

This is the first truly Allied venture into the fleld of
military monetary expedients and an undertaking without prece-
dent so far as the United States 1s concerned. The distinc-
tive lira currency will be used in the payment of troops of
all the Allied nations on Italian soil, and in payment by the
procurement services for local supplies,

Government officiels said the undertaking is designed to
give the occupied areas a currency in denomlnations and terms
which they know.

It provides an adequate circulating medium in sections
where there may be a shortage of local currency because of
confiscation or destruction by retreating enemy forces, or
from other causes.
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It avoids complication of the monetary system which use
of foreign currencies might cause.

Previously, the United States forces in North Africa had
used a regular "back home" currency with a distinctive seal,
while the British had used a "military pound." Now, authori-
ties of the Allied Nations have worked out this cooperative use
of & single medium of exchange.

The preparation of this military currency and postage in
advence of the invasion of Italy is itself an amazing chapter
in the story of the gigantic and minutely-detailed planning
that preceded the expedition, a story that must, for the most
part, remain untold until after the war. From the standpoint
of the physical undertaking alone, ‘there is no precedent for
such a job. Presses of the Bureau of Engraving and Printing
worked 24 hours a day, not even pausing for meal periods, for
weeks, to have the stocks of notes and stamps ready for the
final, revealing overprinting when the invesion actually began.

The plenning of the job goes back some four months, when
high officials of the Treasury, the VWiar and Navy Departments,
the Department of State, and officlals of the British govern-
ment laid the groundwork in a series of extraordinary confer=-
ences held in utmost secrecy.

No inkling of the project ever was put in writing, no
word of 1t spoken over a telephone, and no discussions of 1t
carried outside the conference rooms.

Designs for the notes and stamps had to be completed under
similar conditions of secrecy, aend stocks of distinctive paper
and huge amounts of inks of various colors accumulated. 1In
none of this preliminary work was the country for which the
notes were intended ever identified.

On the basic designs under consideration, where now the
words "Issued in Italy" appear, the words "United States" were
placed fictitiously, and where the "]ira" designation 1is
printed were such unreveallng terms as "dollars" or "shillings."

Basic printing of the notes began early in June, with the
name of the country and the currency designation still omitted.
Huge stocks of the partially finished notes were accumulated
against the day when the "go" signal should be given.

The invasion news was flashed to the world on the night
of July 9. Key employees of the Bureau of Engraving and Print-
ing stood by their telephones throughout Sunday, and continued
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at their posts until the printing order was released by Army
authorities actually on Tuesday, July 13. Huge presses lmmedi-
ately began to roll, overprinting the partially-completed notes
with the identifying legends.

By Saturday, July 17, enough had been completed to load
a huge transport plane, but transportation was not avallable
until Monday, July 19, when two planes carrying seven tons of
the distinctive money took off. Other shipments have followed,
both of currency and stamps.

The currency introduced into Sicily is in eight denomina-
tions from one to 1,000 lira. The smaller denominations are
half the size of United States currency, and the larger denomi-
nations the same size. It is made by a lithograph process,
since the time element and the size of the undertaking did not
permlit steel engraving.

Except for the "lira" designation, all the legend on the
bills is in English. The "Four Freedoms," Freedom of Speech,
Freedom of Religion, Freedom from Viant, and Freedom from Fear,
appear prominently on the reverse sides of all the notes.
Ornate designs in pantograph, of a neutral nature, are used in
the serles, so thaet 1t might be adapted to the needs of troops
in further assaults upon Hitler's European Fortress merely by
overprinting the proper currency designations and name of
country on the basic stock. '

Smaller notes, of one, two, five and ten lira bear a
wheat field scene in brown on the face, with the denomination
in the center, Blue, lavender, green and black borders also
identify the respective denominations. The words "Allied
Military Currency" appear on the upper margin of the face and
in sn ornate oval on the reverse side. The face also carries
the legends, "Series 1943," "Issued in Italy," and a serial
number. The Four Freedoms appear in the four corners of the
note on the reverse side.,

For notes of 50, 100, 500, and 1,000 lira, borders and
ornate design of the front are in blue, lavender, green and
black, respectively, with the background on all four notes a
pale blue., The denomination appears in each of the four cor-
ners on the face, and 1n an ornate shield in the center. The
words "Issued in Italy" appeer in ovals at each end, and the
words "21llied Military Currency" at the bottom of the note.
The face also carries the designation "Series 1943," and
serial numbers. :
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The reverse side of these larger notes is a subdued brown,
with "21llied Military Currency" appearing in a center shield,
and the Four Freedoms in ovals at elther slde.

The 2llied Military Postage stamps are in denominations
of 15, 25, 30, 50, and 60 centesimi, and in 1, 2, 5 and 10 lira.
They are 21l of the same design, distinguished by colors of the
usual United Stetes postage series. They bear a pantograph
background, with white lettering, and the denomination in the
center of the stemp, are perforated, snd on a gummed paper.
Both the stamp design and the overprint are put on in one
operation on a two-color press.

~000=




June 22, 1943

This memorandum deals with a number of legal problems invelved in
the proposed issue of occupation or military currency., Such cwrreney will
be used in areas occupied and controlled by the United States in the course
of military operations. It will bear the legend "United States Military
Authority" plus the name of the area im which it will be circulated, and
it will be expressed in terms of the pre-existing local monetary unit.

This discussion will be based on the following assumptions:

(1) Oeccupation currency will have a fixed rate of exchange
with respect to the dollar,

(2) Oeccupation currency will not be freely exchangeable for
dollars and will not be valid in other areas, but provi-
sion will be made for limited remittances and exchanges for
the benefit of military and civilian personnel of the

occupying powers.,

(3) BNo provision will be made at the time of issue with re-
spect to the ultimate redemption of occupaticn currency
or the govermmental authority responsible for its redemption.

(4) Occupation currency will be legal tender in the areas
in which it is used,

In the Nocley case the Supreme Court quoted 2 Halleck, Internatiomal
Law 444, as follows:

"The right of one belligerent to occupy and govern the
territory of the enemy while in its military possession, is one
of the incidents of war, and flows directly from the right to
conquer, We, therefore, do not look to the Censtitution or
political institutions of the conqueror, for authority to

establish a government for the territory of the enemy in his




possession, during its military occupation, nor for the rules by
which the powers of such government are regulated and limited.
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Am-hmtmmmw supra,
where, after deciding that the occupation of New Or Union ‘roops
was the same in legal contemplation as the occupation of a foreign

country, the Supreme Court sald:

*Tn such cases the conguering power has a right to dis-
place the pre-existing authority, and to assume to such
extent as it may deem proper the exercise by itself of all
the powers and functions of government. It may appoint
all the necessary officers and clothe them with designated
powers, larger or smaller, according to its pleasure. It
may prescribe the revenues to be paid, and apply them to
its omn use or otherwise, It may do anything necessary to
strengthen itself and weaken the enemy. There is mo limit
to the powers that may be exerted in such cases, save those
which are found in the laws and usages of war, These
principles have the sanction of all publicists who have
considered the subject.®

This power has been applied to the collection of revenues, the leas-
1n¢otpnpoﬂvofthod1sphndgmtmdthomm¢a
telegram line operated as a common carrier. The question has never
uimdiucuymthorthupmmzemumotm
occupation currency, but a strikingly similar situation was involved in
MWW. That case involved a suit brought after the
termination of Civil War on a contract executed in the South during
the War and based on Confederate currency. The first problem facing the
Court was a determination of the type of govermment then in effect in
the Confederacy. It did not call it a government of military or bellig-
event occupancy but its description fits those terms. It sald:

"But there is another description of govermnment
called also by publicists a government de facto, but
which might, perhaps, be more aptly denominated a

of paramount forces. Its distinquishing
characteristics are (1), that ibs existence is
maintained by active military power, within the




The Court then went into the question of the legal effect of currency
issued by this type of govermment;

"As contracts in themselves, except in the con-
tingency of successful revolution, these notes were
nullities; for, except in that event, there could be
no payer. They bore, indeed, this character upon
their face, for they were made payable only ‘after
ratification of a treaty of peace between the Confed-
erate States and the United States

nearly all the business
be

!

relations to the hostile government, whether invading
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contracts should be enforced in the courts of the
United States, after restoration of peace, to the
extent of their just obligation."

The decision states in definite terms that the occupying authorities
have the power to issue currency expressed in terms of the pre-existing

area to accept it and contract with this currency as a basis for settle-
ment, Coupled with the decisions

forces occupying territory of the enemy have the powers of a de facto
government, it seems clear that the Court wo t
military authorities also have this power with respect to
and controlled by them,

areas
In view of the stataments made by the Supreme Court that the powers
of occupying military authorities are found in of war

established by international agreement and the usage of the world, it is
necessary to examine those sources,.

There are a number of treatises, digests and text-books on international
law which deal with the subject of military or belligerent cccupation, They
are in substantial agreement with respect to those aspects of occupation
law discussed below, which are pertinent to the present inquiry. (See 2
Lauterpacht, Oppenheim's International Law, secs 165-172; Moore, Inter—
national Law Digest, vol. 1, sec, 21, vol. 7, secs. 1143-1155; Higgins,

Hall's Tnternational Law, secs. 153-161; 2 Hyds, Interns: Law, secs, 688~
6993 Lawrence, Principles of International Law, secs. 171-180; Wilsen,
International Law, secs, 128-132,)

Until comparatively modern times there were no restrietions on the
scope of the activities of an occupying power. In fact, little or no dis-
tinetion was made between military occupation (temporary control during
time of war) and conquest (permanent acquisition of territory, generally
a subject treated in post-war settlements). The so-called "humane rules
of warfare" developed during the nineteenth century and out of them grew
the concept of belligerent or military occupation as a separate part of
international law governed by distinet rules, Whether this concept will
be modifind or discarded as a result of the "total war" theory which
predominated in the present conflict and its accompanying activities, camnot
be predicted with any semblence of accuragy. However, in view of the fact
these rules have evolved frem the practices of nations at war, it is safe
to assume that whatever changes occur, except those resulting from future
international agreements, will be in the direction of broadening the field
of operations of the occupying forces. Accordingly, action permitted by
the rules as set forth in treatises now in existence would appear to be
ccnservative as well as proper.
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The authorities state that the invader has the right to do whatever
acts are necessary for the prosecution of the war and that the range of
military necessity in particular cases can only be determined by the
cireupstances relative to each such case., The suthority is absolute
but its exercise is limited to those sctions which are necessary for
safety and wilitary mu-l. Local laws affecting private rights and
personal relations regulating moral order, and those guaranteeing
ummﬁuﬂmmmuuawunmn1m
so far as they do not affect the success of the ccoupying power's
military activities. However, all of these restrictions are subject to
the necessity exception, and the action under consideration would not
come within any of these restricted fields even if the doctrine of
necessity were not available.

Since the act of occupation suspends the regular govermment, the
invader owns cortain duties to the inhabitants of the territory under his
control, He is bound to take whatever steps are necessary to secure
public order, and this necessarily includes making provision for the
orderly conduct of business. It is manifest that publie order cannot be
secured if irade and commerce are nct protected. Without trade, the
fudndaloihth-ulmmdnoumddu-
orders will be the unavoidable result, m-mmu.mnm
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only may, but must provide for the issue of currency in amounts great
meet the of

mrmmtmmmmuamuuhtwmmu
oceupation currency, or for the govermmental authority ultimately respons—
ible for its redesption, does not affect the legality of its use.

generally reccgnised rights of the occupant are the right to callect taxes,
and the right to levy contributions, Bymnm,mmdmmd

g

From the earliest times, the occupled territory has been made to
support the occupant's war., The right to shift the burdem to the territory
over which contrel is exercised, is a right which has been recognized by
the United States in the past. In a special message to Congress on
February 10, 1848, dealing with various phases of the Mexican War, President
Polk said:

"No prineiple is better established than that a nation at
war has the right of shifting the burden off itself and imposing
it on the enemy by exacting military contributions, The mode
of making such exactions must be left to the disecretion of the
eonquerer, but it should be exercised in a manner comfopjable to
the rules of civilized warfare.



"The right to levy these contributions is essential to the
succesaful prosecution of war in an enemy's country, and the
practice of nations has been in accordance with this prineiple.
It 15 as clearly necessary as the right to fight battles, and
its exercise is often essential to the subsistence of the army."

The trend of so-called "humanizing" development has been to place
the burden of support not upon the individual inhabitants but rather
upon the existing or future government of the area, The effort has
been %o distribute the burden equitably either directly, through equitable
collections, or indirectly by fumishing the individual with evidence of
his participation which his own government may later take into consideration,

This cosparatively recent development is best illustrated by the pro-
visions of the Seccnd Hague Convention (ccnwnuul ccnnlwht ntho scccni
International Pesce Conference, Held at the Hague, 1 lo.

III, Articlee 47, 48, 49, 51).% In brief u-yp:mu- : (15

is forbidden, (stMIhMutuuwihh, pmu-:tto
existing rules of assessment, and their collection binds the occupant to
defray the costs of administration to the same extent that the predecessor
government was bound, (3) money centributions may be levied enly for the
needs of the ammy or the administration of the territory, (4) contributions
shall be collected, as far as possible, pursuant to the existing rules of
tax assessment, and (5) receipts mt‘o given for contributioms,

t is clear, therefore, that the occupant need not pay the expenses of
cupa mmditrmuluantmorommthn. if it is felt desirable
do so, the assessment of costs can be suspended during the period of
nhr: operations. The rules of international law de not prohibit the

of occupation currency and the protective devices which have been
wmmm-mmumamnnmmwamm
not be disregarded by such action, The inhabitants who receiwe payment in
such currency for goods or services will have ample evidence of the fact
that thcgoodl wore supplied or the services were rendered. If they keep
the currency it can later be presented to the local government and, if the
s ul

oc
to
od

local gove t timately made responsible for the costs, it will be
M. 1thubm eirculated, the holder will be entitled to
rulquu. ‘Ilmlthitllk t.h.m wdmrmtuqulinngm
burden will ha bnndqli.thdad nethod wi 1l have the additional
rmum medlum dnringthtpui of suspension.
In the event that the United 8 s decides to absorb the costs, it can
redeem the currency and the holder vﬂln actual lnlofhh

wth-
goods or services--a benefit to which he is not necessarily entitled under
the rules of international

# Concluded October 18, 1907; rstified by the Senate March 10, 1908; rati-
fied by the President February 23, 1909; proclaimed February 28, 1910.
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Obviously these financing powers would not suppert the circulation of
occupation currency in amounte® greater than required by the military
administration. However, the occupant is also permitted to do whatever is
necessary for safety and military success. There are many currency probe
lems that might arise which, if not handled properly, could endanger the
entire undertakings. In particular cases such problems would justify the
issusnce of occupation currency in quantities sufficient to satisfy all
demands, irrespective of the amount needed for the support of the occupant.
Examples of such problems are:

(1) An area might be deveid of currency as & result of
the "scorched earth" policy of the previocus occupant.

(2) Existing currency might be insufficient and the
issuing authority and equipment might be gome.

(3) The enemy may have looted large quantities of local
currency which could be marketed if use of the same currency
were continued.

In addition to the portions of the Second Hague Convention (No. IV)
discussed above, Article XLIII must be considered in comnection with the
general rights of the military authorities in an occupled area. That
Article provides:

"The authority of the legitimate power having in fact passed
into the hands of the occupant, the latter shall take all the
measures in his power to restore, and ensure, as far as possible,

and safety, while respecting, unless absolutely pre-
vented, the laws in force in the country."

a clear recognition of the right of the military to contrel civil
affairs as well as those which are strictly a part of the war, The military
commander is the only effective administrator and all governmental functions

principle is recognized that the scope of hie authority
re th the necessities of the situation. When circumstances

require it, he is empowered to promulgate new laws, and the determination
on is or is not required is, of course, to be made in

by the military commander.

tance
applicability of the restrictions imposed by Article XLIII to
ar to by United States forees, would
appear to be greatly reduced by virtus of the fact that most such areas were
te




Although Article XLIII has not been the subjoct of interpretation by
courts in the United States, it was considered by the British High Court

of Justice several years case of
WTmmmm

The defendant acdmitted that the accounts existed and were unsettled but
claimed that Liguori, the Italian liquidator of the Bank of Ethiopia, was
mmmuumumumm Gn

plaintiff contended that Italy was nothingmore than a
under Article XLIII of the Second liague Convention (No. )!.t-lmthuiw-
mmmwmunumuummum; the amy of
occupation, but did not extend to the modification of local laws with respect
to the status of established Ethiopian corporations. \

mght:ourt. u«mﬂnmuuam Bank of
Ethicpia on the ground twumuiupdiuulrmpi by the
British Govermment, Italy was the government and had the power to
uquuuthﬂthiepnbnk. The dthatthplﬂnﬂﬂ'aem-
tention had;s

"s # # no relevance in principle to the case of a de
set up in an area fram which the former Govermment has
and in which there is no Covernment authority except

T that of the de facto govermhent,"

However; as Wright poiats out in (1937) 31 American Journal of Internatiomal
Law 687, those conditions would necessarily exist in all cases of belliger-
cntumtin. Thus, the case can be considered as authority for the pro-
position that Article ILIII doss not prevent
exercising the powers of a de facto sovereign.

The case, in addition to its implied holding that Artiele XLIII has
little or no effect on the powers of an occupant, is of considersble import-
ance in comnection with the currency issuing power of such authorities. In
arriving at the conclusion that the Ethiopian Bank could properly be ligquidated,
the Court said; .

'i**m&m(wuldmm)uﬂuub‘Mkofiunint&
wmﬁynndlmdtoomﬁmiummmthomtmot
until the last moment, seems to have been engaged in
iu-puto-uut the displaced Government to resist
thnnttnhottha-dnhnw since become the d¢ facto Government,”

mmthom issuing agency can be liguidated, it necessarily follows,
that the mm;muum can, but must provide for the lssu-
ance of cwrency., This right (or duty) extends mot only to currency required
by the armed forces but alsec to cuwrremcy which is needed by the inhabitants
to conduct normal business activities. UWhether the occupying force brings

:
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the applicability of the existing principles to particular problems can
seldom be determined accurately by referring only to the normal sources,

as judicial decisions, treaties and text-books, The field of occupation
has not been fully developed and, since its principles are derived in the
main from the actions of countries at war, it is important to consider some
of the precedents that have been established in prior wars and in the
present conflict,

the Vorld Yar the German Govermnment made extensive use of
similar devices in areas in which it had the dominant control, In areas
where Austria-iungary and other Central Powers predominated, this policy
was not followed, (See Feilchenfeld, Draft, the International Economic
and Financial Law of Belligerent Oomﬁulio

;

marks, Its acceptance was compulsory in Belgium but not in Cermany, which

makes it strikingly similar to the type now under consideration., After the
Armistice, Pelgium redeemed these notes in local currency and the Versaille
Treaty provided that Gemany should redeem them from the Belgian Government,
Comparable action was taken in Poland.

In Italy, where the Germans and Austrians were joint occupants, a new
organization was created which issued a special currency called "Buoni di
Cassa", This currency was expressed in lire, the local monetary unit,#s

#% Lawrence, The Principles of International Law, p. 424, contains the
following passage:

"In ¥anchuria during the war of 1904-~1905 the Japanese
applied a new method which reflects equal credit on their
humanity (?) and their ingenuity. In return for materials
and services they gave military cheques, which could be
exchanged for silver coin at stated times and places.

# # » The result was that after a time the people used

the cheques as paper money, and asked for no coin in
exchange for them., # # # The Japanese system # % * solves
the difficulty caused by the occasional absence of ready

money."




proved to be practical only in Denmark.

and Eastern European countries, genuine local currency was not available

and a temporary occupation

Reichskreditkasse, an organisation set up to perform all banking operations

for the army, The cwrrency was known as Reichskrieitkesse notes and

expressed in terms of the Reichsmark, It was made legal tender in occupled

areas but was not redeemable in Germany, and had a fixed rate of exchange
remained

i
:
i
%

with respect to the local currency.
In countries where the Central Bank or other issuing agency

situation did not exist, new central banks were created, The new banks
issued notes expressed in terms of the pre-existing local monetary wnit and
the Weichskreditkasse notes were taken up.

In the Ukraine where the local currency was the same as that still
circulating in the unoccupled portion of Russia, a
organized and 2 new currency unit was created., The new unit circulated at
par with the former unit,

It may be concluded, therefore, that the use of occupation currency of
the type described above is legally permissible under decisions of the
Supreme Court of the United States, that it is not a viclation of the law
of belligerent occupation or of the Second Hague Convention, and that it is
s method of military finance amply supported,both direetly and indirectly,

will

R
g
§
X
;
8
g

Qecupation currepcy not be paper money
same type as United States notes, Federal Reserve notes, sete. Accordingly,
it is doubtful whether it would come within the scope of U.S5.C. title 11,
sec, 177 which deals with the printing of
ever, it would appear that the Bureau of Engraving and Printing cculd print
these notes under & contract with the War Department




-u-

Those services perfommed by the Bureau pursuant to the direction
of Congress are pald for out of its appropriation. The balance of its
work, which consists of miscellanecus printing and engraving jobs
performed for the various branches of the Covernment, is paid for by

the appropriations of the agencies for whom the
performed, Provil:l.n for this latter practice is made in
annual rreuury appropriation acts. In fact, during the
mlmrlm more than cne-third of the Bureau's expenses were
mmmmth-mtomotmumwﬂ.

It seems clear that the Bureau is in a position to print occupation
cmtortholarmpwh-:tm reimbursable basis. However, there
is, in addition, ample statutory au t.vinmtion a) of t.ln Act

by of July 20, 1942 (Public Law

Since printing of this nature done by the Bureau of Engraving and

the War Departaent,
it is necessary to examine the appropriations provided by Congress for that
9s

Section 1 of the Act of July 2, 1942 (Public Law 649, 77th Congress),
making appropriations for the Military Establishment for the fiscal
year 1943, contains the following provision:

"For all emergencies and extraordinary expenses
mmmwwmtwwotiummu
bureaus or offices in the District of Columbia, or in the
Army at large, but impossible to be anticipated or classi-
fied, including personal services, the purchase of law
books, books of reference, s ubur!pﬁm to newspapers
and periodicals; the actual and necessary expenses or
per diem in lieu thereof, as may be determined and ap-
proved by the Secretary of War, of military and civilian
personnel in and under the ¥ilitary Establishment on
special duty in foreign countries; and for examination
of estimates of appropriations and of military activities
in the field, to be expended on the approval of the
Secretary of War, and for such purposes as he may deem
prcper, and his determination thereon shall be final and
conclusive upon the accounting oificers of the Covern-
ment, and payments from this appropriation may, in the
discretion of the Secretary of War, be made on his
certificate that the expenditures were necessary for
confidential .ﬂl’.m’ purposes, 811,3‘6.6@.'

The expense here involved is one which could not have been anticipated;
it is an emergency, and it is of a confidential nature,
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Accordingly, the sbove-quoted provision appears t0 be broad enough in
smhwsmtdwwunppmmumfuth
cost of printing occupation currency, provided that sufficient funds
remain available out of the ajount app

The same Act includes an appropriation for printing and binding
which reads, in part, as follows:

"For printing end binding for the War Department,
mtmuwhwomurnmmﬁ-
ance with existing law, $§901,598: & = %"

It should be noted, however, that both of the above provisiocns
appropriate funds for the fiscal year ending June 30, 1943, and that
expenses incurred after that date will have to be paid for in aceordance
u&m-mmmumfumancnﬂumao.lm. There
has not yet been introduced a bill appropriating funds for the Wilitary
Establi shment for the next fiscal year, and it might be advisable to call
to the attention of the eppropriate War Department officials the amount
that may be needed for this purpose.

III. Internal Problems Arising in Connection with the Use of

E

A
In the event that occupation currency is adopted as the medium of

in controlled by the military forces, it will probably be
and allowances of officers and enlisted person-
nel of the Amy, as well as for the acquisition of supplies and compen-
sation for civilian services, There do not appear to be any legal
difficulties which will be encountered if such action is takep, provided
that the assumptions made at the begimning of this memorsndum are correct.

The Army and the Treasury Department are preaently operating an
elaborate system for the payment of military expenses in foreign areas in
makes deposits in dollars in the
United States to the credit of foreign banks, Rach such foreign bank sets
the finance officer
in charge of the particular area. The finance officer then converts into
the credit that he needs at the time and
make all expenditures in that country. These
wmmmmmumﬁaummmmm

In addition to the normal allotment procedure, which makes possible
art of the salary of an officer or enlisted man to
someone in the United States by direct payment from the War Department,




avallable for pessible use in alloecating a portion of the occupation
costs to the United States after the occupled arcas are liberated, For that

reason it may be desirable te earmark such appropriations in a manner
which would permit them to be so applied in the future. This might be
ac to the extent that occupation currency is actually expended
by the Army, in the following manners
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(1) As occupation currency is delivered to the Ammy, equivalent
debits will be made against its appropriations on the basis
ofmuluwthomttmuuhmmrpimﬂu
purposes, Alternatively, debits could be made at the times
mmomummlym,m which case the amounts
used for particular purposes would be definitely .

(2) The funds taken from the Army eppropriations will be deposited
in a special account with the Treasurer subject to the order of
the military official in charge of the particular area,

(3) 'he special account might be awilable only upen certain
conditions, For example, it might be made available for:

(a) dollar exchange to cover remittances from
the occupied areaj

(b) The provision of the share of the United States
in the costs of occupation when a final allo-
cation of these accounts is made; and

(¢) The redemption or purchase of excess local
currency of the area held by the Army or other
government agency.

No legal difficulties are apparent in connection with this procedure,
Since the occupying force has authority to issue the currency and the
Army has funds to spend in carrying out its operations, it seems clear
that the funds available can be used as a conditional reserve behind the
currency. Such use is not an unauthorised disposition of the funds but
rather a conditional disposition of them for the specified purposes,

It is in many respects analogous to the common-law device of deposits in
escrow,

The deposit of funds in a special account with the Treasurer is in
accordance with existing Government practice, The Treasurer has held
similar accounts in the past for foreign governments as, for example,
deposits to be used in providing reciprocal lend-lease aid which are
either used for that purpose or withdrawn. Similarly, the wnused balance
of the §500,000,000 authorigzed to be loaned to China by the Act of
February 12, 1942, 56 Stat, 89, was kept available by transfer froi the
appropriations to a special account with the Treasurer,

Although the above examplos involve funds held for foreign zovernments,
the holding of such an account subject to the order of the military
official in charge of the particular area would appear to be an analogous
situation. An occupled area does not become a part of the United States.




In the event that occupation currency is used as a general circu~-
lating medium to replace or supplement local issues, charges should
probably not be made against Aray appropriations to cover currency issued

Since this procedure involves several unusual steps im connection
with governmental accounting practices, it may be advisable to secure
the approval of the Comptroller General of the United States before
such action is taken,

IV. Original Distribution of Occupation Currency Through a Bank
of Issue,

Although the mechanics of distributing cccupation currency have
not been worked out in detail at this time, it might prove advantageous
to utilize an existing bank of issue or create a new cne, and a bank of
issue misht be a desirable institution for the carrying out of other
financial operations.

Since banks of issue custom:srily act in accordance with governmental
directions or authorisations, it seems clear that the occupation authore
ities could assume control of an existing bank and determine the character
of the currency it would issue., Such action would be entirely consistent
with the powers and duties of an ocoupant as set forth above,

There also apjears to be ample authority for the military author-
ities to create a now bank of issue if there is none in the area or if
the existing bank cannot be operated properly. In addition to the fact
that rost of the authorities and reasons supporting the jssuance of




-16-

occupation currency are applicable here, such action was clearly con-
sidered to be appropriate by the British High Court of Justice, In :
Bank of %?g vy National Bank of ?t and %{m, m_% that Court
not only that the existing bank issue could be ligquidated but
indicated that confusion would result if its existence was not terminated.
Since the currenecy issuing agency can be dissolved, it follows as a

necessary corollary that the occupying authorities may create a new
agency to perform its functions.

(init,) R. B,
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This memorendum deals with a number of the legal problems involved
in the proposed issue of occupstion or military currenecy. Ouch currency
will be used in areas occupied and controlled by the United States in
the course of militery operetions. It will beer the legend "United
States Military Authority® plus the name of the area in which it will be
cireulated, and it will be expressed in terms of the pre-existing local
monetary unit,

This discussion will be based on the following assumptions:

(1) Ocenpation currency will have & fixed rate of
exchenge with respect to the dollar,

(2) Occupation currency will not be freely axchangesble
for dollars and will not be valid in other areas, but provi-
sion will be made for linmited remittances and exchanges for
the benefit of military and civilian persormel of the

oceupying powers.

(3) No provision will be made at the time of issue
with respect to the ultimete redemption of occupation currency
or the governmental suthority responsible for ite redemption.

(4) Occupation currency will be legesl tender in the
areas in which it 18 used.

.({\;_j

~nd

Lal)

world, The military commender of the occupied terri-
tory has all the powers of a de¢ facto sovernment and can change the exist-
ghulhunuhmm, subject, of omn.tothodimuonof

Smith (1868) & wall. 1,
\ghis DAY (18'?&)

nk v. Union Bank (1874) 22 Wall. 295,
Dugteq States (1901 (2901) 187 V.5, 222, !nm_zmm (mai 2% 1.5,
23 Op. Atty. Gen. 425.

In the case the Supreme Court quoted 2 Halleek, Internetioneal
Law 444, umn g

'morimttrmbdlimthwnlmtho
territory of the enemy while in its military possession, is one
of the incidents of war, and flo dﬂoﬂyfruthoruhtto
conguer, Ve, therefore, do not look to the Constitution or
nummuuﬂnlotﬁomm,r or authority to
establish & government for the territory of the ememy in his
possession, during its military occupation, nor for the rules by
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they suspended
* % He, u.wrﬁulm,hasnllthnpom.o"ukmm
mt,mdmcthhplmﬁtharehnaothoulﬂdn;hnw
nake new ones."

4 sinller statenent was made in £

Hew Orxleans v, Steamghip Companv, mnra,
shere, after deciding that the occupeticn of New Urlsans by Mnion troops

was m.mnlwmwﬂaﬁmccmmmwafoﬂm
country, the Supreme Court said:

"In such ceses the conguering power hes & right to
displace the pre-existing suthority, and to assume to snch
axtent as it nay deen proper the exepclse by liself of all
the powers snd functions of government. It may appoint
ell the necessayy officere and clothe them with designated
powers, larger or smaller, according %o its pleesure, It
nay preseribe the vevenunes to be nald, and aprly theam to
its omn use or otherwise. It may do anything neceseery to
sirengthen itself snd weaken the enemy. There is po limit
to the pomers that may be exerted in such ceses, save those
vhich ere found in the laws and usages of war, These
principles have the sanction of ell oubliciets who have
mmomun.-

This nower has boen sprlied to the collection of revenuss, the less-

ing of property nf the dieplared povermment and the estsblishnent of a
Mnmcpmtduammin. ‘The guestisn has never

erisen directly whether this power extends to the issusnce of termporery
ocoupation oumnq, tut a stukin;ly similer situstion was involved in

That cese involved & suit brought after the
tmtunortaoi on a contract executed in the South during
the ¥ar and based on Confederate curvency. The first problem facing the

Court wne & determination of the tyve of governwent them in effect in

", the Confederacy. It 2id not call it & government of rilitery or bellig-

erent ocoupancy but its dner_!.ption Tite thore Serms, Tt said:

"But there is another deseription of gevernment
called also by publicists & government gde fgcto, but
which wipght, perhans, be more astly demominated e

. povernment of paramount force. Itl Alstinguighing
characteristics are (1), thet ite existence is
unaintained by sotive silitary vover, within the
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wmawmummmwua
established and lawful government; and (2), that

while it exists, it must necessarily be obeyed in
civﬂn%h“ctﬁmﬂ,by“of
obedience, rendered in submission to such force, do
Mhemmmihh,um for those acts,
muhmmwmmumum
government. Actual governments of this sort are
established over districts differing greatly in extent
and conditions. They are uwually administered directly
by military authority, supported more or less by
military force."

The Court then went inte the question of the legal effect of
euwrrency issued by this type of government;

"As contracts in themselves, except in the
revolution

"It seens to follow as & necessary consequence
!ruthum\nltmotthmmnnm-
ment, a8 & belligerent, within the territery where
uu.rnhtu.mmnmmw.:um
obedience on the part of all who remained in 1%,
that this currency must be considered in oouﬂlo
law in the same light as if it had been issued by &
rmmmlwumm part of
mummummm States. contmtlonpn-
lating for payment in this currency, cannot be
regarded for that reasom only, as -ul- in aid of
the foreign invesion the one case, of the
insurrection in the other. rh-yun necessary
relations to the hostile government, whether invading
or insurgent. They are transactions in the ordinary
course of civil society, and, though they may
indirectly and remotely promote the ends of the unlaw-
ful government, are without blame, except when proved
to have been entered into with actual intent to further
invasion or insurrection. We cannot doubt that such
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contracts should be enforced in the courts of the
United States, after the restoration of pedce, to
extent of their just cbligation."

The decision states in definite terme that the occcupying authorities

have the power to issue currency expressed in terms of the pre-existing
monetary unit, to make the redecption of such currenc %::%ﬂﬂ- v
upon military success, and to require the inhabitants » occupied
area to accept it and contract with this currency as & basis for settle-
ment., Coupled with the decisions holding that United States military
mmmmummmmpmoraa
government, it seems clear that the Court would find that United States
military authorities also have this power with respect to areas
and controlled by them.

In view of the statenents made by the Supreme Court that the powers

the

%

There are a number of treatises, digests and text-books on international
law which deal with the subjecttof military or belligerent occupation. They
are in substantial agreement with respect to those aspects of occupation
law discussed below, which are pertinent to the present inquiry. (See 2
‘Lauterpacht, Oprenheims International Law, secs. 165-172; koore, Inter-
national Law Digest, vol. 1, sec. 21, vol, 7, secs, 1143-1155; Higgins
fall's Internation Lew, sece. 153-161; 2 fyde, Internation law, secs. Zss-
699; Lawrence, Principles of International law, secs. 171-180; Wilson,
International Law, secs. 128-132.)

Until comparatively rodern times there were no restrictions on the
Scope of the activities of an occupying power. In faet, little or no dis-
tinction was made vetween military occupation (temporary contrel during
time of war) and conquest (permanent aequisition of territery,

a subject treated in post-war settlements)., The so-called "humane rules
of warfare" developed during the nineteenth century and out of them grew
the concept of belligerest or military occupation as a separate part of
international law governed Ly distinet rules., Vhether this concept will
be modified or discarded as a result of the "total war" theory which
predominated in the present conflict and its accompanying activities, cannot
be predicted with any semblance of accuracy. However, in view of the fact
these rules have evolved from the prectices of nations at war, it is safe
to assume that whatever changes oceur, except those resulting from future
international agreements, will be in the direction of broadening the field
of operations of the cccupying forces. Accordingly, action permitted by
the rules as set forth in treatises now in existence would appear to be
conservative as well as proper.
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acts are necessary for the prosecution ol the war and

military necessity in particular cases can only be deterwined by the
circumstances relative to each such case. The authority
but its emercise is limited to those actions which are ne

%

aotnuthybmummmuerhmuwmw'
military activities. However, all of these restrictions are subject to
the necessity exception, and the action under censideratien would not
come within any of these restricted fields even ii the doctrine of
necessity were not available,

Since the act of occupation suspends the regular government, the
inveder owes certain duties to the inhabitants of the territory under his
gontrols He is bound to take whatever steps are necessary to secwe
public order, and this necessarily includes making provision for the
orderly conduct of business. It is manifest that public order cannot be
secured if trade and commerce are not protected. WVithout trade, the
inhabitants will be unable to feed and clothe themselves and riots and dis-
orders will be the unavoidable result. The existence of a sufficient
quantity of a legal tender medium of exchange is, therefore, essential to
the conduct of trade and commerce, and it follows that the ccoupant not
only may, but must provide for the issue of currency in amounts great
enough to meet the needs of the community. The type of currency issued
and the method used to circulate it would appear to be matters within the
diseretion of the military authorities. It seems clear that the issue of
ocoupation eurrency will not only fulfill a military and econcmnic need
of the oecupying forces, but will also discharge the obligation of the
invader to the inhabitants of the subjigated territory.

The fact that no immediate provision is made for the redemption of \
oce ta.cnsurumy,errcrthlgnvumntalauthnr!.tyulunulqrtupem-k
ible for its redemption, does not affect the legality of its use. Two
mmmuuuuofmnmtmmmumm,\
and the right to levy contributions, By analogy, the use of unsecured
military currency is supported by these other powers,

From the eerliest times, the occupied territory has been made to
support the cccupant's war. The right to shift the burden to the territory
over which control is exercised, is a rignt which has been recognived by
the !mited States in the past. In a special message to Congress on
hnmm, 1842, dealing with various phases of the Vexican War, President
Polk saidg

“No principle is better established than that a nation at
war has the right of shifting the burden off itself and imposing
it on the enesy by exacting military contributions. The mode
of making such exactions must be left to the discretion of the
eongueror, but it -muhmiudm;mcurmhhto
the rules of civilised warfare.
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* goncluded Cetober 18, 1907; ratified by the Senate March 10, 1908; rati-
fied by the President Sebruary 23, 1909; proclaimed february 28, 1910.
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Although Article XLIII has not been the subjeet of interpretation by
courts in the United States, it was considered by the British High Court
of Justice several years The cese of

1937) 53 Timee LeRe 75, arose by

3 amwntumuumtgmm.
The defendant adnitted that the sccounts existed and were unsetiled but
cmm_mu;ws the Italian liquidator of the Bank of Ethiopia, was
mmmﬁ&uu settlensnt, On .
pmnmxmw Italy was nothing more than a nilitary occupant and,
under Article ALI otm Second Hague Convention ( >
mmmumaaumum_mmwummu
mupuhu,bu t did not extend to the moedification of loval laws with respect
to the status of established ttniopian corporations.

the

1¢h Court of Justice rejected the contention of the Hank of
wmpun ground that by virtue of its political recogunition by
British Coverrment, wmm%mwumm
nmummmm. The
tention Lad: .

ourt
%sne no relsvance in principle to the case of a de facto
government set up in an area from whi _
, and in which thare is no Government authority exeept
that of the de facto Government, "

However, as ¥right podnte out in (1937) 31 aserican Journal of International
Law 687, those conditions would necessarily exist in all cases of belliger-

position that uum' il does not prevent a military occupant from
exercising the pewers of a de facte sovereign.

fmm.hmmuxummwmmmmum
littie or no eifect on the powers of an occupant, is of considerable import-
ance in connection with the currency issuing power of such authorities. In
arriving at the conclusien that the Sthiopian bank could properly be ligquidated,
the Court said;

faas confusion (would engue) if the only bank of issue in the
country were allowed to contiaue its business under the econtrol of
persons who, until the last moment, seem
strenuous attempts to aseist the displaced GCovernment to resist
the attacks of those who have since become

Since the currengy issuing agency can be liquidated, uumouﬂ.ytquup,

DTz it 445 T, e b

to conduot normal business activities, Vhether the cccupying foroe Lrings

§
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;
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Thus far, the stion of the legality of ocoupation or military
mm&uozmduirhmnm“mmhm.
This is not the case, however, and it should be noted that, although certain
broad doctrines of the law of belligerent occupation have been worked out,
the applicability of the existing principles te particular problems can
seldon be determined accurately by referring enly to the normal sources,

judicial decisions, treaties and text-books. The field of occupation

has not been fully ibvelopet and, since its prineiples are derived in the
main from the actions of countries at war, it is important to consider some
ormmmnumtmmmmmmummmmm-

During the World Wer the Cernan Jovernmemt made extensive use of
similar devices in areas in which it had the dominant contrel, In areas
where Austria-iungary and other Central Powers predeminated, this policy
was not follewed, (See Feilshenfeld, Draft, The Internationsl Economic
and Financial Law of Belligerent Omﬁm’.

As early as 191 a special currency was used by the Germans in Belgium,
It was \mown es "Ugrlehenskassenscheine” and waz a OJerman nobe exoressed in
narke, Ite acceptance was coupulsory in Delgium but not in Germany, which
makes it strikingly eimilar to the type now under consideration, After the
Arnistice, Belgium redecmed these notes in local currency and the Versaille

In Italy, where the Cermans and Austrians were joint occupants, a new
organisation was created which issueé a special currency called “Buoni di

Cassa." This currency was expressed in lire, the local mometary unit.w
¥  Lawrence, The Irinciplee of International Law, ps LZL, contains the follow-

ing passage:

“In Vanchuris during the war of 190L=150° the
Japanese applied & new nmethod which reflects equal
credit on their humanity (?) and their ingemity,
in return for materials and services they gave
military cheques, which could be exchanged for silver
goin al stated times and places. # # # The result was
that after a tine the people used the cheques as paper
money, &ad asked for no coin in exchange for them, » * #
The Japanese system ¢ & ® golves the difficulty caused
by the cccasional absence of ready money."
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In the sresent wer, the Cermens have sgain wade use of thin device,
and this time heve worked out & very elsborste orocedure. The following
discussion of operetions iz based on & memorandum dated Sentemher 25,
1942, entitled n Financisl lethods in Comnnection with Ocoupation of
Foveign Countries,® -repared by the Bosrd of Foonomic Werfere, 07fice of
Foonomic Werfare fnalysis, Hlockade and Supply Ersnch.

There feasible the Uerwsn militery suthoritiee utilized the gemuine
1scal eurrency circuleting st the time of oceupstlon, bt this method
sroved to be sractical only in Denmari, In practically all the Festern
and Esstern Buropesn couantries, genuzine local gcurreancy wez not svellsble
end & temporsry occupstion currency was used. This wae igsued by the
Keichskreditkesse, an orgenisation set up to perform all benking eperations
for the army. The currency wes knowm a8 Belchskrieitkasse nates and was
expressed in terms of the Reichemark, It wes mede legel tender in occunied
arens but was not redeemsble in .W, end hed a firxed rete of exchenge
with reasect to the loesl curreacy. ;

In countries shere the Central Hank or other issuing agency recsined
in existence, occupstion notes were teken un safter severel montha by foreing
the issue of local curremncy with which to redeem it, This was dore in
Greece snd most of Festernm Burope. In Poland end Serbia, where this
sitaetion 4@ not exiet, mew central banks were crested, The new benks
issued notes expressed in terus of the pre-existing local monetary unit end
the Reichskreditkarse notes were tsken un,

In the Ukraine where the locsl currency was the sarme as that s¢ill
eirenlating iv_the unoseunied nortion of Fussis, » new central bank was
orgeniged and flew currency unit was created. e naw wnit cirenlsted ot
par with the Joymer umnit.

It may be concluded, therefore, that the use of aceupation ourreudy of
the type described above is legally permissebls under decieiong of the
Suprase Court of the United “tates, that 1t ir not a vieolation of the law
of balligerent cecupetion or of the Second Hegue Comvention, snd thet it is
e nethod of militery finance awply supported, boih: directly =ad indirectly,
w Pw‘nteo

II. Legel Probless Incident to the Originsl Procurement. of Oceupstion

Occupation currency will not bhe seper money of the United ftatee of the
seme type as United States notes, Federal Heserve notes, ete. decordingly,
it .4h goubtful whether it would come within the scope of U.85.C. title 31,
dec. 177 shich deals with the printing of United Utates pmper money. How=
ever, it would apoesr that the Buresnu of Engraving snd Printing could orint
these notes under & cortract with the War Department.
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However, there is,
as anended by the Act of July 20, 1942 (Public Law 670 77th Uongress

of the Act of May

It seems clear that the Bureau is in a position to print occupation

currency for the War Departament on a reimbursable basis,.
in sddition, ample statutory authority in section 7(a)

2,

that Department,
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Accordingly, the above-quoted provision appears to be broad emough'in
scope to cover a reimbursement of the Bureau's appropriation for the
cost of printing occupation currency, provided that sufficient

remain available out of the amount appropriated, _

The same Act ineludes an appropriation for printing and binding
which reads, in part,as followsi :

"For printing and binding for the Nar Department,
except such as may be otherwise provided for in accord-
ance with existing law, §901,598: # » &, . '

it should be noted, however, that both of the above provisions
appropriate funds for the fiscal year ending June 30, 1943, and that
expenses incurred after that date will have to be paid for in accordance
with the appropriations for the fiscal year anding June 30, 19kk, There
mmmbauummahmmmummurmmnnm :
Egtablistment for the next fiscsl year, and 1t night be advisable to call
to the attention of the appropriate War Department officials the amount
that may be needed for this purpose.

III. Internal Problems Arising in Commection with the Use of
Occupation Currency,

A+ Payment of Salaries and Allewances.

In the event that occupation currency is adopted as the medium of
exchange in areas controlled by the military forces, it will probably be
used to pay the salaries and allowances of officers and emlisted person-
nel of the Army, as well as for the acquisition of supplies and compene
sation for ecivilian services, There do not appear to be any legal
difficulties which will be encountered if such action 1is taken, provided
ﬂnt&omﬁmnﬁnnt%bﬂnﬂmd&hm.ﬂm.

e Army and the Treasury Department are presently operating an
elaborate system for the payment of military expenses in foreign areas in
the local media of exchange, The Army makes ts in dellars in the
United States to the credit of foreign banks, such foreign bank sets
up @ eredit on its books, in dollars, in the name of the finance officer
in charge of the particular area, The finance officer then converts into
loecal currency any part of the dollar credit that he needs at the time and
uses the local currency to make all expenditures in that country, These
wmmmmmuu-ncuqtornmmm-n,

—

purchages of supplies and payment for civilian servicess

mmumtow.mmmmm,mw'mm.
thomtof_aputofﬂns’daryofmoftw#mmmtonm-
minmmmmmwumtmmmmw,omm,
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as a matter of domestic law even though foreign governnents may treat it
as gsuch, The power to wage war does not include the power to scquire
territory by conguest, and arcas coming under the control of United
States forces during military operations are governed by the military
commander, subject to the direction of the Fresident as Commander-in=
Ghief, but not by the Government of the United States in the same sense
as the territory comprising the States, territories and possessions.
For customs purposes m-mmwuhorm?. Sea

Yo P ﬂlSQ)?M.%Mv Hary (183) 16 How, 16,

Va S hM)

;

In the event that oscupation currency is msed as a general circu=-
lating medium to replace or supplement local issues, charges should
probably not be made against Army appropriations to cover currency issued
for any purpose other than actual ‘expenditures of the gecupying force.
General issues which might later have reserves set up for thelir
redemption are not expenses which could properly be apportioned between
the United States and the government of the liberated country,

Since this procedure involves several unusual steps in comeection
with governmental accounting practices, it may be advisable to secure
the approval of the Comptroller General of the United States before
such action is taken,

IVe Original Distribution of Occupation Currency Through
& Bank of Issue,

Although the mechanics of distributing ocoupation currency have
not been worked out in detail at this time, it might prove advantageous
to utilige an existing bank of issue or create & new one, and a bank of
issue might be a desirable institution for the carrying ocut of other
financial operations,

Since banks of issue customarily act in accordance with govern-
mental directions or authorisations, it seems clear that the occupation
authorities could assume control of an existing bank and determine the
character of the cwrrency it would issue, Such action would be entirely
consistent with the powers and duties of an occupant as set forth above,

R S
There also appears to be ample authority for the military author-
ities to create & new bank of issue if there is none in the area or if
the existing bank cannot be operated properly, In addition to the fact
that most of the authorities and reasans supporting the issuance of
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oemt&mcmmmnuhhm such action was clearly
mmmuuwwmmmmﬂmdmm. In

Mut.ed t.h:t. caurunion mld nsu:lt. ir :lt.a mm was not terminated.
Since the currency issuing agency can be dissolved, it follows as
mcmmatﬂmﬂpuwmnmaﬂﬂnwmuam
agency to perform its functioens, )
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II.

‘l' April 7, 1943.

MEMORANDUM
Re: Occupation Currency,
Pripting end Use.,
i act the Buresu & & ti de t wi

the War Depertment.,

Part' of the Buresu's work is the printing of particular types of
documente for the Government pursuant to the direction of Congress
and peid for out of the Bureeu's eppropriation. (For example, bonds,
noteg and checks are provided for by Section 1 of the Ret of August 24,
1912, as amended (U.S.C. title 31, sec. 177)). The belance of its
work consiste of miscelleneous printing and engraving jobs performed
for the various depertments, agencies and bureaus of the Government at
their expense. During the fiscal year 1941, more them one-third of its
expenses were incurred in the performance of such miscellaneous worke
The sgencies and bureaus for which the work is done reimburse the
Bureau's sppropriation pursuent to provisions contained in the annual
Treasury appropriation Acte. Thus, it is clear that the Puresu is in
& position to print occupation currency for the War Department on 2
reimburseble basis. (Moreover, there is ample statutory authority in
Section 7(a) of the Act of May 21, 1920, as amended by the Act of
July 20, 1942 (Public Law 670, 77th Congress)).

If the normal prectice of a Government agency is to advertise for
bids and include the Bureau among the bidders, such practice could be
rodified in this case, since Section 201 of the First War Powers Act,
1941 (Public Law 354, 77th Congress) authorizes the making of contracts
connected with the war effort without compliance with the formalities
required by other statutes.

Payment D t I if tment.

Section 1 of the Act of July 2, 1942 (Public Law 649-77th Congress),
making appropriations for the Military Establishment for the fiscal yeer
1943, provides as follows:

"For all emergencies and extraordinary expenses
arising in the War Department or any of its subordinate
bureans or offices in the District of Columbia, or in
the Army at large, but impossible to be antiecipated or
classified, inecluding personal services, the purchase
of lawbooks, books of reference, subscriptions to
newspapers and periodicals; the actusl and necessary
expenses or per diem in lieu thereof, as may be deter-
mined and approved by the Secretary of War, of military
and civilian personnel in and under the Military Establish-
ment on special duty in foreign countries; and for examin-
ation of estimates of appropriations and of military
activities in the field, to be expended on the approval

or authority of the Secretary of War, and for such
purposes a8 he may deem proper, and Ris determination




III.

thereon shall be final and conclusive upon the accounting
officers of the Government, and payments from this
appropriation may, in the discretion of the Secretary of
War, be made on his certificate that the expenditures
were necessary for confidential military purposes,
$11,346,600."

It is possible that sufficient funds are available under this
appropriation to cover the cost of producing such notes. Since the
expense involved is one which could not reasonably have been antici-
pated, it clearly comes within the scope of this provision.

There 1s also an appropriation in the same Aet for printing and
binding, which reads, in pert:

"For printing and binding for the War Department,
except such as may be otherwlse provided for in accord-
ance with existing law, §901,598: wemxn,

However, 1t should be noted that both of these appropriations
expire on June 30, 1943 and that payments after that date will have to
be made in accordance with the 1944 appropriation. If this has not
already been enacted, provision might be made in it for the expenses
involved in printing occupation currsncy in more definite terms.

Use of occupation currency,

There are discussed below, the legal aspects of several of the
many possible methods of issuing occupation currency after the military
forces have obtained control over a particular area., In esach example
it is assumed that the principal object which the use of this currency
is designed to attain is the financing of occupation costs without
straining the currency of the United States, and doing so in a manner
which will not amount to rsquisitioning of the propgrty in the
occupied area but will leave for future determination the aquestions of
placing the burden of (1) paying the costs, and (2) financing the 7
replacement of occeupation currency with local currency.

Accordingly, it is necessary to examine the possible domestiec
ramifications of the use of irredeemable currency in occupied areas.
Obviously, it will be necessary to meke arrangements for remittances to
the United States (and elsewhere) by military and civilian persomnel
of the United States and any other nations participating in the
operation. Such persons will be paid in occupation currency which
will not be of any value if exported. Remittances would have to be
nade through the purchase of foreign exchange and this can only be
accomplished if there is in the United States a dollar balance avail-
able for the payment of persons in this country in return for the
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deposit of occupation currency in the foreign territory. Such an
account could be established by the deposit of a portion of an

Army appropriation in a special account in the Treasury or a
Federal Reserve or commercial bank. To the extent that deposits are
mede in such account, the United States will be peying the costs of
occupation, since it will be, in effect, redeeming the occupation
currency accepted for the purpose of meking remittances.,

The same problem will arise, on 2 far less extensive scale, in
connection with occupztion currency carried by persons returning to
the United States or moving on to areas where it is of no wvalue.
Moreover, when conditions become more settled, it is possible that
foreign trade will begin. If exports and imports are fairly even,
no problem will be created since the purchase of occupstion exchange
in the United States will equal the purchase of dollar exchange in
the foreign territory. However, it is more than likely that the
flow of goods to the occupied area will tend to be greater than the
flow of goods from it, in which case it may be necessary to increase
the available dollar balance in the United States.

i

Since there will not be any "free merket" in which this currency
will be bought and sold but it will be necessery to convert it into
dollers in the United Stetes, there should be & fixed rete of exchange
with the doller if the currency is issued in terms of the pre-existing
local monetery unit.

(1) Use in sn eres where ell vre-existing currency hes been
withdrawn,

It is possible that the armed forces may assume control
over &n &reé from which the previous suthorities heve removed &ll cir-
culeting currency es pert of a "scorched earth" policy. In such &
situation the occupation currency could be issued as the only circulat-
ing medium of exchange, or it could be issued for use only in paying
occupation costs if arrangements sre mede for the issuance of local
currency to serve the business needs of the civilien populetion.

(2) Qccupation currency ss the only medinm of exchapge.

In the event that no other currency is in cir-
culetion and no other will be circulated, it is menifest thet some pro-
vision must be made for the issue of occupetion notes at a more rapid
rate than would be possible if they were issued solely for the purpose

of paying militery expenses.
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This might be accomplished by having the Army purchase
the notes s a commodity from the Buresu of Fngraving & Printing.¥*
They could turn them over to a benk of issue in the occupied territory.
Such bank might be the one slready in existence or one set up by the
militery euthorities. (See the discussion of Bank of Fthiopie v.
Netional Benk of Fgypt & Liguori in the memorandum of March 27, 1943).
The military authorities could inform the bank of iessue that it would
call upon the bank for payments egainst the deposit of such currency only
up to a stated amount end that the remesinder could be circulated freely.
For exemple, §1,000,000,000 could be turned over to the bank on the
understending that only $100,000,000 would be used by the Army and
§900,000,000 would be availeble for ordinery circulstion.

Although the $900,000,000 could be circulsted in eny one
of 2 number of ways, one method which would have many preactical benefits
would be to distribute it at a fixed rate (or if the former currency end
the new currency are based on the seme monetery measure, then unit for
unit) to the persons who hold receipts for currency destroyed by the
previous occupant. If the amount circulated is the same 2s the amount
destroyed, 211 such receipts can be taken up. If the amount circulated
is less, then the new currency can be distributed on a pro rate basis.
Since the Army will not only have esuthority to handle monetary problems,
but will owe & duty to the people in the conquered territory to see that
the ordinery business life of the community functions properly, there
can be little doubt that it has the power to require the acceptance of
military currency in place of receipts for local currency which has been
destroyed.

It has been suggested that the Army set sside out of its
approprietions & fund equivelent to the military currency it acquires,
this fund to be availeble for the redemption of such currency if it is
ultimately decided that the United Stetes should bear the costs of
occupetion. There would not a2ppear to be any legal requirement for such
a reserve. The memorandum of March 27, 1943 points out that the
military occupent has the pewer to collect revenues and put them to its
own use, end it elso discusses the use of Confederete money which had no
backing of any kind but was regerded as currency for the purpose of
determine private contractual rights and obligations. Since an occupy-
ing power can require the area controlled to pay the costs of administra-
tion either by taxetion or requisitioning of supplies, it would appear

* It mey be desirable to estsblish a system for safeguarding the use of
such currency to prevent its misapplication and to put the Army in a
position to account for it in full to the fiscal authorities of the
United Ststes and the future suthorities in liberated areas. If so, the
Army should give receipts for the currency to the proper bureau in the
Treasury, which buresu should also be responsible for &ll currency
printed but not called for by the Army. The Army would then have to
account for the currency for which it gave receipts.
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to be proper to make it bear such costs through the use of unbacked
currency. Granting the right to meke it bear the expense, there can
herdly be any question that there exists the lesser authority to
postpone the determination of who shall be assessed, without fully
protecting the conquered territory by the creation of doller reserves
ageinst military currency. In other words, there is authority to
assess the costs immediately so that postponing allocation of them is
& bounty and need not include any protective devices

However, should it be felt to be desirable, even though
unnecessary, to set aside part of the Army's appropristions, this could
probably be done without paying the money out of the Treasury (a prac-
tice that would require paying interest on funds borrowed to meet
current expenses). The reserve should only cover the currency used to
meet Army expenditures and not that used to replece pre-existing
currency by payment for receipts, since the latter is not & proper
expense for the Government to bear. One way that the reserve might be
get up is to esteblish a credit with the Treasurer in favor of the bank
of jesue. This follows the procedure used with respect to the balance
of the $500,000,000 loan to China after the expiration of the appropris-
tion. The cradit coulcd be made conditionsl upon the approvel of a
stated official prior to any withdrawal.

An alternative possibility is the creation of a trust
fund under Section 20 of the Act of Jume 26, 1934, 49 stat. 1233 (U.u. -
title 31, sec. 725 (s)), which provides in part

" ¢ Hereafter moneys received by the Covernment
as trustee analogous to the funds named in subsections
(b) and (e) of this section, not otherwise herein pro-
vided for ¥## ghall likewise be deposited into the
Treasury as trust funds with eppropriete title, and
all amounts credited to such trust-fund accounts are
hereby appropristed and shall be disbursed in com-
pliance with the terms of the trust: ¥ee."

One of the funds nemed is "(25) Pay of Army, deposit fund (8 t 183)" and
an analesgous trust fund might be set up out of the Army appropriatiens.

(b) Qccupetion and local currencies both in circulation,

Under some circumstences it may be found that the
econony of the conquered area is better suited to the use of local
currency as replacement for destroyed currency and occupation currency
only for the purpose of meeting Army expenses. In that case, the
military esuthorities can authorize the former or & new bank of issue to
circulete local currency by redeeming receipts for currency destroyed.
(See the discussion of Bank of Ethio v. National Bank of Egypt &

Liguori in the memorendum of Merch 27, 1943).
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The occupation currency could be issued by the Army in
payment for supplies and services, or it could be issued by esteblishing
an overdreft privilege with the bank of issue (or eny local bank) pay-
able in occupation notes. If used by Army finance officers directly
they should keep cereful records of the peyments made, the peayees and
the reason for each psyment, in the same manner as records &are now kept.
If used through a bank, the finance officers could accept receipts from
such bank so that it could properly account for the notes received, or
the bank could be given an offsetting credit in the United States in
occupation currency.

Irrespective of the method of issue, the establishment
of a credit or trust fund out of Army appropristione could be hendled as
outlined in (2) above.

(2) Use in an aree where local currency is slready in circulation,

If the srea taken over is sufficiently supplied with locel
currency, the problems mey be reduced by the continued use of such cur-
rency. It may be necessary to strengthen the local system or it may
be felt desirable to call in all local notes in exchange for the military
medium. There appears to be ample suthority for taking either type of
action. The Army will be charged with civil administration of the erea
which includes control of the currency issuing euthorities. They can
be permitted to operate under appropriaste supervision or replaced, which-
ever is deemed reasonsble by the Army.

The same elternative methods of issuing the new currency
will be open to the military authorities as would be aveilable if there
were no local notes in ciroculetion, However, it will be necessary to
fix & rate of exchange between the two currencies and to teke steps to
prevent the deprecietion of the velue of one with respect to the other.
Moreover, the problems of isolating the currency in the event of re-
occupation by the enemy and of preventing the marketing of looted local
currency will be more difficult if the local notes remain, in circulation.

If neither currency has any real foreign exchange value,
the remittence privileges might be designed to accomodate holcers of
either type on the basis of the fixed rate. This would involve Army
purchases of local currency but the notes purchased could be used for
military expenditures and the expense would be no greater than that
invelved in remittences against occupation currency.

The eccounting features are similar to those discussed
above. Careful records should be kept by Army finance officers and any
banks through which the operations are effected. Both the Army and the
banks should be eble to account to the United Stetes and the liberated
area's future government for all such currency. This will ensble a
fairly simple settlement of accounts when the allocation of costs is
mede.,




There is submitted for consideration the following Treasury recommenda-
tions and sumary of the more important considerations governing these
recommendations on some of the problems of invasion and occupation currencies.

1.

(=)

(b)

(c)

(a)

2

(b)

(c)

No other type of currency can be expected to be as eagerly accepted
by the local population.

The additional expense of using regular dollar currancy instead of
special dollar currency would not necessarily be great, Part or
most of the costs of occupation cem in any case be shifted to the
local population later if desired.

A distinctive mark could permit the isolation of the currency should
it fall into enemy hands and also prevent influx into the area of
looted dollar currency already in the hands of the enemy.

Were the United States to use & special currency with the word
"dollar" om it which it did not intend to redeem eventually at per,
it might seem to some people to be resorting to wmethical and dis-
honorable practices unworthy of a great republic.

Great inconvenience and probable increased economic disorder will
result to the local populace and ecomomy from having in use a
local currency as well as currencies debigna'hed in dollars and
sterling.

The continued use of regular United States currency alongside locel
currency would result in black markets im which the market rates

of exchange are likely to be more favorable than the décreed rate,
Unless the exchange rate was repeatedly changed, the discrepeancy
between the decreed rate and the black market rate would confuse
end irritate the soldiers and Army finamce officers.

The sooner the locel currency is introduced, the less dollarse
will have to be epent by the inveding armies and the subsequent
problem of adjustment of costs made easier.




(a) The Treasury should immediately prepare substantisl stocks of
specially prepared blank currency with the legend and denomination
to be filled in immediately after the invasion has begun (for
security reasons).

(b) Such currency should not resemble outstanding local currency and
should bear the following legend "United States Military Authority".
The same basic design should be used for all countries with
variations confined to color, denomination, etc.

(¢) By means of the photo-offset process such blank currencies could
be produced by the Treasury in sufficlent quantities within a
month or so after the Bureau is given the green light. The blank
currency can then be completed and deliveries begun within a few
days after the invasion has started.

be

(a) The British will use British Military Authority Sterling notes
(BJM.A. notes) instead of U.S. yellow seal currency as their
"spearhead" currency. B.M.A, notes will be tied to the dollar
at the rate of 4 to 1 and made interchangeable with the dollar
Just as was the case in North Africa,

(b) A supply of local currency bearing the legend "British Military
Authority" will be prepared for the Eritish on the same basis as
that described in paragraph (3) above.

5e

The British strongly desire that we use a special military note instead
of the yellow seal currency during the imitial period of invasion end that
local currencies of invaded areas already available in London, or in the
process of being made available, should be used during the inmitial period
of invasion wherever possible.




® @ . 30, 19.

Problems re Issuence of Occupetion Currency,

I. Can the Army pey the cost of menufacturing such notes?

II. Can the Army and the Buresu of Engraving and Printing contrect
or arrange for the procurement of the necessery supplies
and the printing of the notes?

III. What methods are availasbtle for the circulation of such currency?

A. on the basis of the Army bearing the costs of occupetién.

B. on the basis of the occupied area besring pert or all of
the costs cof occupation.
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I. Can the Arsy pay the cost of manufscturing eccupoticn eurrency”
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A Segtion 1 of the det of July 2, 1942 (Pedlie Lav 649-
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the M your » Drovides ae follover

"Por a1l esergencies and extresrdinery axpenses .
arising in the Yar Depertment or any of 1ts mbordinete
or oifiess in the District of Colushia, or in
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be uade in sccordauce with Whe 1944 tion, If this has not
already heen enaeted, rrovision sight de nadle i 1t for the exvenses

ived 4n printing ccoupation currency in vore definite terms.



. Gan the irey end the Pursss of Sarrevisg end Tristing zontract
_or wrrenge for the procurendnt of the fecenspry suvnlies and the
priuting of the currency? ' _ e

Thers haz not been sifficient time 0 exerinme this cuastios
theroughly, tut 44 would appesy thet the Buresu of Engraving snd
Printing hee boon permittsd in the psst to submit bide for work :
be perforped op behnlf of ather deprrtente of the Goveriments (1298)
2 0p. Atty. Oen. 40, Trosueshly thin i® ofill troe and; i 2o, 8 - °
gontrect gnuld be entersd into by the der Dapurtuent wnd tow Surest
for the primtine of this eurreuey. Mursuant te pess 1 of the -
Firet "ar Powers Agt, 1941 (Publie Law 354, 77th “engress) this
avald he dome without sdvertising subsiveion of bide, ete. e ton-
tract oould inciwie the surchase of mupnlies ad weil sg the rrinting
of the sirreacy. R s |

Sopéover, sader seetion 7(a) of the det of ¥ay 21, 1970,
a3 smanded By the Aet of July 20, 2942 (Publie lew &70, 77th Uomge),
ome sgency, depertsent, or Bareew of the Joverprent may reguicltion
the serviges or suoplies of any other agency, deparizent or buresu,
It wan smended #a 48 to refer spegifically t5 the fer Depsrtrent
by the additiom of the follewing proviso: .

*provided, Thet the far Lepartuesit **9 way place
orders, ae provided hereim, for mvterials, suppliesn,
scuipment, vork, o services, or any kind thet mny
ot aitioned Fodersl sgamey may be in = position %o
supply, or to render or to ohtals by esatrsot ae,

vork and suppiles requisitioned under thics Act are ebtainoed on the
pents that the reselsitiensd agensy will be redubaraed for all or
wart of the astimated or sctusl cost, :

115, "hat sothods are awailable for the clmlﬁuﬁa.ot sach

5. Adsuming thet the irsy will bear the costs of
oeupations e, '

i¢ Issusnve W the sodivws of ufn_m of Lisve,

iftar the dattdsl period of coeupution, during rhich Uanited
Etaten yoliow sesl owrenay »ill be in clrealation, it +ill be
persible te detarsine whether eurrency orobleay can be handled nde-~
quatoly by the existing banking strusture or. shether the Forwer
bank of Leswe should be ldquideted =nd & new ome cresled sud organ-
ised by the silitery cuthorities, That the iatter schion is



the ultimate bank of issue

imdmiﬁa

deteranined upon

justifiable is impliecit
(1937,
ever procedure 1s
cen be utilized as the medium for the
currency.

B, Assuming that the occupied ares will bear part or all
(1) The currency sould do mede legel tender in the

(2) It would be pegged to the dollar at o Dixed

rate,

(3) It would not be ecomvertidle imto dellar

currenay

(4) Fo dellayr eurremsy would be permitted to

sirculate,
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(5) The exportation of cocupetion ouwrrency
would be urehibited,

(6) Faoilitien would be rade swailable for
remittences of dollsrs to the United Ptates in
1izited amounts, st least for the Menefit of Army
mﬂn‘l-

oceupying forves, The ultimute deterzinstion of how tha gurrency
siould be redesed or eo-ondincted with sther eirsulating naodie,
ecould be laft for future determimstion., For exsmnle, it zight be
rousible to work out a plen whershky the curreney would be

an sdvance axpenditure of taxes, the taxes o be collected zubras
quently and to bde payadls in ccoupstion eurremoy or other laeful
wedis, Occupation currency received in reyment of _

retired and the other medias could ds hald ar & fund for the rederp-
tien of outstanding ceoupstion currency.

by
sould be made to the United Htates. 7o the extent th
be done, the Aruy sppropristions could be sarsariked fur some
sxpanditurer and the earsaried funds couléd be weed %o yry Ses!gnated
pay?e8 4a “he United Siates,

MBmlf 3-30-43.
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vith respect to the lssummce of thet type of currency.

the militery forces of the United States, but that the rules govern-
g the congueror sre those of the law of netions s established hy
{internationsl sgreement and iMe usege of the world, The rilitary
conmender of the occupied territory has all the powers of = de faglo
government end cen chenge the existing local lavs or nake new ones,
subject, of eourse, to the direction of the President ss Comsender-in-

16 flow, 0L H=mteh o “Bish (1868) 8 &'ﬂ%m (1269)
. 29, m nip Comneny (1874 . 387,

‘ In tha case the Bupreme Court gquoted Z Halleck, Inter-
national Law m,%mn ' "

"The right of ome belligerent to occupy and govern
the territory of the enemy while in its wilitery posression,
is one of the incidents of sap, end flows directly from the
right to conquer. Ue, therefore, ¢o dot look to the
Constitution or political institutions of the conqueror,
for suthority to establish e govermment for the territory
of the eneny in his possession, during its ndlitery occupe-
tien, asr for the rules by which the powers of such govern-
ment are regulated wid limited., Such suthority end such
rules are derived directly from the laws of war, as
estadblished by the usege of the world, sud confirmed by
the writings of publicists sud desisions of courte--in fine
from the law of pations, “** The municipsl lows of &
conquered territory, or the lews which regulate orivate
rights, continue in foree during military occupatienm, except
go fsr as they are suspended or changed by the acts of the
conqueror, *** le, nevertheless, has all the povers of
quWi,mdmathuplnmdu\ucm
the existing laws or make new ones.*
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vhere, after deciding that the ococeupa of New by troops
wes the same in legal contemplation as the vecupstion of a foreign
country, the Supreme Court said:

*In such cases the conguering power has a right te
displace the pre-existing euthority, and to assume to such
extont ag it may deem proper the exercise by itself of all
the powers and functions of government. It may appoint
2ll the necessary officere and clothe them with designeted
; powers, larger or smaller, according to its pleasure. It
Jx may prescribe the revenues to be paid, snd apply them to
: its own use or otherwise, It may do necessary to

strengthen itself and weaken the enemy. ig no limit

involved in That case involved a suit
brought after tion vil Var on & contrect executed
in the South during the Yar and based on Confederate currency. The
firet problem facing the Court was & deteraination of the type of governe
ment then in effect in the Confederacy. It did mot call it & government
oruut;?wwmbuttuumimﬁum
terms. said:

"But there is snother deseription of government
called slso by publicists a government dg but
vhich might, perhaps, be more aptly denomine [
government of paremount force, Ite distinguishing
characteristics are (1), that its existence is
maintained by sctive amilitary power, within the

/‘th“ end against the rightful authority of an
established and lawful government; snd (2), that
while it exists, it must necessarily be obeyed in
eivil matters by private citisens who, by eacts of
obedience, rendered in submission to such forece, do
not becons respoasible, es wrongdoers, for those acte,
though not warrented by the lswe of the rightful
governnent, Actusl goverumente of this sort are
established over districts differing greetly im extent
end conditions., They sre usually sdministered directly
by military suthority, supported more or less by
nilitary force."
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The Court them went into the question of the legal effect of
curprency issued by this type of government:

. "is contracts in theselves, exeept in the
contingency of successeful revolution, these notes
were nullities; for, excert in that event, there
could be no payer. They bore, indeed, this
cheracter upon their face, for they were uade
peysble only ‘sfter ratification ef & treaty of pesce
betwesn the Confederste Stutes and the United States
of Americe', While the war lasted, however, they
had & certain contingent walue, and were used as
money in nearly sll the businese transsetions of
pany millione of people. They must be regarded,
therefore, as a currency, imposed on the commumity
by irresistable foree,

"It sesme to follow 88 2 necernsary contequence
from thirs sctual supreracy of the insurgent govern~
rent, 28 2 bolligevent, within the territory vhere
it eirculated, and from the necessity of civil
obedience on the part of 3ll who rernined in 4t,
that this cwrrency sust be conesidered in courts of
law in the sare light es 4if it had Been 1esued by a
foreign government tewporarily ecceupying & part of
the territory of the United Utates, Contraets stipu-
lating for psyment in this ecurremcy, cennot be
regsrded for thet reason only, as made in oid of
the foreign invegion in the one case, or of the
insarrection in the other. They have no necessary
relations to the hostile government, whether inveding
or insurgsnt, They are transactions in the ordinery
courre of civil society, end, though they nay
indirectly snd remotely rromote the onds of the unlawe
ful government, are without bleme, except when rroved
to have been entered into with actual intent to further
invesion or iausuwrrection. We camnot doubt that such
econtrects should be enforced in the courts of the
United States, after the restoration of peace, to the
extent of thelr just obligation,*

The decision stetes in definite terms thet the ccoupying anthorities

have the cowar to {ssue currency expressed in terme of the nre-existing

B006 unit, to nake the redemption of such currency contingent

upon tary succese, snd to require the inhahitants of the oeccupied

area to aceept it and contract with this currency as = basis for settle-

zent, wnmmmmmmmﬁs.m States nilitary
lumhw mofae‘

d find that
ﬁunpoﬂhmoeup&d




by international agreenemt and the usage the world, it is necessery
to sxamine those suthorities es well, Thet the ®ussge of the world®
pernits such action is cleer., New curremcies were issued during the
Yorld Var in Rumenia, the occupled portion of Italy and in Austria-
Hungery, and there have been numerous examples of such issues in the
present war.

mmiﬁmummmmmmu
the fecond Hague Vonvention (Conventions Concluded at the “econd
Internationel Perce Gonrermeo, Held ot the Hague, 1907, No, IV, Section.
III, #rticle XL111)# ‘which providein:

"The authority of the legitimste power having in

fact passed into the hands of the ocoupmnt, the latter

shall take all the measures in his power to restore,

end ensure, as fer es poggible, pvublic order and safety,

- while respecting, wmless Mmly prevented, the lews

in force in the
Ae a necessayy corollary, &nr@thﬂommum:hd“m
necessities of the nmum denand, snd the militery suthorities must
in the first instance, decida vhether such action is or is not .

m- Muua s i.nnlvu in » turh recent English case--
o £ LY Anuw (1937’ Rm Cm

crew
of !thiaph !‘w a nttlmt of iuumt- with the Benk of Fgynt. The
defendant adnitted the existence of the unsettled sccounte hut claimed
that Liguori, the Italisn liguidator of the Benk of Ethiopia, was the
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Summary '.or Unwritten “emorandum

The question has been raised whether there is legal authority
for the issuance by the military authorities, for use in areas occuplied
. and controlled by them, of temporary occupation currency expressed in
terms of the pre-existing monetary wunit of the area in which it is
to be circulated. It has also been proposed that the temporary occupation
currency be expressed in terms of the dollar without being currency of
the United States, and the same question has been raised with respect
to the issuance of that type of currency.

The rule is well established (primarily by decisions of the
Supreme Court) that neither the Constitution or laws of the United States
are the governing law in areas occupied by the military forces of the
United States. The rules governing the congueror are those of the law
of nations as established by international agreement and the usage of
the world, The military commander, under the direction of the Fresident
as Commander-in-chief, has all the powers of a de facto government and
cen change the existing laws or make new ¢nes &t hls pleasure.

The Seccnd Hague Convention, part IV, Article XLIII imposes a
limitation upon this authority, i.e. the laws in force in the occupied
area are to be respected, as far as possible, and public order and
safety are t be restored under those laws, unless this is absolutely
prevented. As a necesswry corollary, the right to make new laws is
implied when the necessities of the situation call for such action, and
the ailitary authorities must make the decision that such action is or
is not required,

The logical application ol these rules is that temporary
occupation currency may be issued whenever the military comsander in
control of the occupied area deems such actiocn necessary, and that
such cwrrency may be expressed in terms of the pre-existing monetary
unit of the area or in terms of the dollar. If expressed in terms of
the dollar, however, it should clearly indicate that it is occupation
currency issuved by the military auvthori
United States secured by either the monetary metal stocks of the
United States or the credit of the Govermment

RBrennersia 3/25/U3.
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Mr. Thite March 19, 1943
E. M. Bernstein '

Subject: The Use of Military Currency by the Army

e e

1. The primary conszideration in the choice of a currency for use by the
Army in the invasion of an area is the effect of the currency on military oper-
ations. The Army must have a currency that cem be used without difficulty and
that will be accepted without hesitation by the people in the invaded area.
If the currency used by the Army has the added effect of inducing a feeling of
economic well-being, it may create an attitude of welcome toward the invading
forces. The invasion currency may thus be a potent weapon of propaganda fa-
cilitating our military operations and undermining the position of the enemy.

There can be no doubt that the United States dollar is ideally suited for
use by an inveding army. Throughout the world the dollar is the symbol of
financial strength and of the unlimited economic resources of the United States.
Despite the known restrictions on the import of United Stetes currency, dollar
currency is still eagerly sought by people throughout the world. Even in enemy
countries the demand for dollar currency on the black market is so great that
the dollar commands a very substantial premium.

These considerations led authorities of this Government to decide on the
use of United States currency in the invasion of North Africa. There can be
no doubt that the financial and economic problems of the invasion were mini-
mized by the use of a currency the same in every respect as that in actual use
in the United States. The fact that the currency used by our Army was con-
vertible into dollar credits in this country gave it a characteristic highly
prized by people accustomed to the severely restricted currencies of Europe--
a recognized foreign exchange value.

The fact that the dollar currency used in the invasion carried a dis-
tinctive mark (the yellow seal on silver certificates) should not obscure
the fundamental fact that the currency was in every respect the usual dollar
currency. The distinctive mark was adopted solely for security reasons—to
permit the isolation of the currency if it should fall into enemy hands and
to prevent the influx into the area of dollar currency already in the hands
of the enemy.

So great are the advantages of the use of such dollar currency that the
Army would not wish to forego its aid in the early stages of an invasion.
The fact that the British Army used & so-called British Military Authority
note in the invasion of North Africa should not be regarded as modifying what
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has already been said. The British Military Authority note was in every respect
the same as our regular currency. It was tied to the dollar and ultimately the

British gave dollars or sterling credits (i.a., foreign exchange) for the notes.
Even so, it appears in the invasion of North Africa yellow seal dollar currency

was more readily accepted than the British Military Authority notes although the
reason may have been entirely related to popular confidence in the United States
and in the dollar.

-

2. In view of these advantages of the use of dollar currency by the Army
during the invasion stage of military operations, it may be asked whether simi-
lar advantages cannot be secured from the use of dollar currency during the oc-
cupation stage. In general, there are similar advantages to be derived from
the use of dollar currency in enemy areas which our forces have conquered and
occupied and in which they have established order. But the pressing military
considerations are not so great and the disadvantages in the use of a currency
with a foreign exchange value become more significant. If the pattern followed
in North Africa were to be continued in enemy areas that are occupied, there
would be certain disadvantages of greater or less significance:

(a) It would be necessary to give foreign exchange credits for the
currency used by our forces;

(b) The cost of occupying enemy areas would be borne by the allied
countries rather than the enemy;

(¢) Possibly some of the currency would fall into enemy hands and
be used for enemy purposes.

These disadvantages may or may not be significant. Even without use of
regular currency, it should be possible ultimetely to get back from the enemy
the currency used by the allied armies or the equivalent in dollars or sterling
credits. Much of the currency would be returned to the banks in the occupied
area and what is not returned could be made good by enemy governments after the
war. Similarly, the costs of the occupation can be placed on the enemy before
retiring from the occupied area just as easily as during the occupation. The
use of some distinctive mark upon the currency can be fully effective in pre-
venting the enemy from making use of any regular seized currency by disposing
of it in neutral countries.

Obviously, the significance of these considerations is not the same to
the United States and to the United Kingdom. The possible cost in foreign
exchange of using dollar currency may not be important to this country with
its enormous foreign exchange resources. To the United Kingdom it is
probably of great importance to avoid the use of currency which carries any
foreign exchange to be bought by Britain or which may be used for purchases
in Britain.




P Division of Monetary
Research

While this Yovernment might well consider the advantages to be gained from
the use of regular dollar currency for occupation as well as the cost, the Gov-
ernment of the United Kingdom apparently does not feel free to undertake the
extra cost. Nor is it desirable to have allies engaged in a joint occupation
use currencies with marked differences in acceptability to the local population.
There can be no doubt that if our forces were to use regular dollar currency
while British forces were to use military notes (not convertible into dollars
or sterling credits) the British occupying forces would be seriously handicapped.

3. These considerations have led to the suggestion that while dollar cur-
rency and British notes tied to the dollar and convertible into dollar credite
should be retained as the spearhead currency of the invading allies, these
regular currencies should be replaced with military authority notes during the
period of occupation. In this way, the advantages of a readily acceptable cur-
rency would be enjoyed by the invading armies during the cirtical period of
military operations while the cost of using such notes would be avoided during
the more extended period of occupation. In fact, it might be possible to
secure on a voluntary basis the return of spearhead currency by the public in
exchange for military authority notes. To the extent that spearhead currency
is not returned, it might still be possible (if deemed desirable) to charge
this part of the cost in foreipgn exchange to the reconstituted asuthorities of
the enemy country after the war.

The currency used would be military notes in fact. The notes would be
issued by authority of the occupying forces. They would be used to the ex-
tent needed for part of the Army pay and for local purchases of the Army.
The notes would be legal tender for all purposes in the occupied area.
Ultimately, the notes would be taken up at their nominal value by the re-
constituted authorities of the enemy country.

It may be assumed that in addition to issuing military authority notes,
the Army would have the right to insist on the granting of credits by banks
in the occupied area. Such credits would be payable in military notes, and
they might for convenience be evidenced either by receipts given by Army
finance officers or by offsetting credits (in military authority notes) at
the Federal Reserve Bank of New York. Such a procedure for military
authority credits is an essential device to minimize the issue of currency
that will not be required for local circulation.

In general, the purpose of the military authority notes is to meet the
coste of occupation in enemy countries. In conformity with this principle,
military authority notes should not be issued to pay for imports from the
occupied area to allied countries. Whatever military authority notes are
required for such purposes should be acquired in exchange for credits in
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dollars or sterling, which credits should be available to pay for exports to
occupied countries. The issuing of military ‘authority notes should not become
a medium for extracting real values from an occupied country for the benefit
of the occupying powers.

4. The production of these military notes can be undertaken by the
Treasury Department for the account of the Army. In order to assure adequate
records of the notes produced by the Treasury, delivered to the Army, put into
eireulation by finance officers, and returned for cancellation, it is suggested
that the Treasury maintain records of currency production and circulation.

While in the first instance the cost of military notes to this country is
only the expense of producing them (less than one-fourth of one cent a note) it
is nevertheless important that adequate safeguards be taken to assure the proper
use of all military notes. Such notes will represent purchasing power in the
areas in which they circulate. The economic well-being of these areas is of
military importance, and the functioning of the economy should not be threatened
by the misuse of currency issued for military purposes. On the termination of
military operations, it may be desirable to present a full accounting to the |
fiscal authorities of this Government and to the reconstituted authorities of
the occupied areas. The military notes will be the money of the people and
of the Army in the area of occupation, and the issue and circulation of such
notes ghould be safeguarded in the ususl menner of currencies, subject to the
limitations imposed by military necessity.

Notes would be delivered by the Treasury to the Army in return for Army
receipts. The Treasury would be expected to account for &ll notes printed
either with Army receipts or notes on hand. While the Army itself would re-
ceive reel value for the notes it uses, it is not believed necessary or desir-
eble to require the deposit of deller funds to the value of the delivered
notes. Whether the value of such notes used by the Army should be charged
against appropriations is a metter that should be considered and decided by
Treasury, Army, snd the Comptroller CGeneral of the United States. If no
legal requirement for a charge against the appropristions is found, the usuel
accounting procedures should be ean adequate safeguard of the proper use of
military notes. ;

The fiscal division of the Army woulé distribute the currency for use by
finance officers in the field of operations. The same types of records kept
by the fiscal division of the Army on the payment of United States currency
to finance officers should be kept on the peyment of military currency.
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Finance officers in turn should keep records on the use of militsry currency
for Army pay, for Army purchases, etc., in much the same menner &s records
are now kept.

While in the early stages of military occupation finance offieers will
necessarily operate without banking facilities, it will be possible to meke
use of local banks when order hes been egtablished and the relisbility of
the banks has been assured. Army finance officers could be given over-drafl
facilities (in banks in the occupied area) which could be used to pay for
Army purchases and to withdraw notes for Army pay. Such notes might be
evidenced by receipts given by Army finance officers or by offsetting credits
in military currency at the Federal Reserve Bank of New York. If a shortage
of notes develops in an &rea, Army finance officers could deposit the neces-
sery emount to their accounts with local banks. If notes are retired beczuse
they become unfit for use, they should be returned for cancellation by Treasury
representatives.

5. There may be & third stege of development in the use of currency in
eneny countries. When a sufficiently large srea of & country is occupied, it
may be possible to resume the issue of local currency by the local authori-
ties. At such a stage, the local authorities may prefer to retire outstanding
military notes and replace them with the local currency either of the de facto
authorities or of & de facto or & de jure central bank.

When this occurs the issue of military suthority notes can be terminsted.

The outstanding notes will be retired, end the accounts on the issue of the
military authority notes can be closed by the Treasury.

BE/jim 3/19/43
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