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J.crl oultval. AdJu.t.at Adetntatration 
See rs.-1aa, ao .... rauot 

.lppoiDtaeDta &Jid S.ai&DatiODa 

Boolt Pap 

SurpOD Gelleral 0•-tng (Public Health Service) rlebee 
to be reUend FebrwLr7 l, 1936 - l/20/36.. . ........ . . . XVI 9 

J.eeooiatecl Gaa &Jid Electric Coa~ 
.lttorDe;r O...ral. preparee suit to secure 1Dc010e and 

ezceee protlte ~., 1927-1933, ot $50,962,103. 71 -
1/22/36 ••••••• • •• •• • •• ••• • ••• • :.. . ...... . . . . ... . . ...... 39 

J.etoria Boueini Project 
See BoualD& 

Bonus (arr&JI8ed ohrooological.l,;r) 

- B -

FDR aeka HMJr &Jid 81Dee to diacuae - 1/23/ 36 •••••.••••••• 
a) Sbowe thea concbe atateMnt b7 Steve Earl.;r 

fttoing bill 
b) HMJr lbowe P1lR atat-t Walter Lip(81lDD bad 

ginn hia, quoting George lfaeb!Dgton (page 53) 
c) Bin.ea -..ora.nd•· • ••••.••..•.••••••••••.•••.... •••.• 
d) After Rinee leaves, l"DR writea llOtual. veto message 

Actual •••aa1• - ~24/36 .•••••. .• ..• .. . .. .• . . •.• • . .• • . ... 
RMJr takea over Locbbead 1a desk (be ia at dentist's) 

wheo ..... ,. 1e read •••• •• •• ••••••• • •••••••••••••• • ••• • 
Breun!Dg, ex-CbaDoellor - Ge~ 

11111r arrangee tor Cuetoas to cooperate rltb State 
Departaaot 1n bia landing - l/18/36 ••••• • ••••••• ••••••• 

CBJWia 
See SUver 

China 
See SU•er 

Ca..odit;r Credit Corporation 
See Cottcla 

Cotta 

- c -

C :dit;r Credit Corporation l.O&Da aaturlng oo 2/l/36 
di1101Uaecl b;r HMJr, Wall.ace, Jonea, S.ecl, -.rare, et cetera -
1/30/)6 ••• • ••• ••• ••• •• •• • ••• •••• • •••••••••• ••• ••• •••••• •• 

C•-tng, J1ucb s. (Sura- Oeaarel., Public Heal.tb Serrlce) 
See AppoiDtaea~ &Dd ReeigDati oaa • •••• •• •• •• •• • •• ••• • •• • ••• 

- E -

I J'~&a BeMrfta 

49 

53 

42 

so 

3 

134-140 

9 

B. J'arkc Gilbert diacuaaea lncreaee to paeoMt lntlatiOD, 
1a ... tort f~• 1/18/)6........ ...... ..... .. ... ........ 4 
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Book Pace 

federal JlaaerYe Board 
l(rera (Fara Credit ld•lnhtratiOD) t.Ue <lutoa 

!ocl .. intia&ted, in couectiOD with a tanoer 
on Board, that 1DR aDd IDIJr thinlr: II.Yara abou.ld 
not go 011 - 1/22/)6................... ................. XV'I 36 

a) III&J'r calla ll;yera and deDiaa thia 
Financina, <lovernamt 

III&J'r aelr:a tor suggestions from Coolidge, Oliphant, Haas, 
Upham, Bell, and Gaaton - 1/20/36.......... . .. ...... . . . 10 

a) Olipbant lists five new taxea, baaed on incoae 
aDd inheritande, to replace processing taxes and 
to take care of bonua it pused (aee pege ll) 

b) Coolidge agnes OD new taxea; it bonus passes , 
$1 bUliOD deficit in f iacal 1937 

c) HIIJr reeoaatds 9- ;year aerial bODd coaing due 
each J1l&r 

IDIJr tella atatf FDR opposea pe;yin& .&aricu.ltural Adjustamt 
.&dlliDistretiOD prograa out ot incoae taxaa; n1R wants 
agricultural banertta to equal tha $.450 alllion in the 
1937 budget- 1/28/36..... . ........ . .. . . .. . .... . . ... . .. 47 

a) HIIJr wants two prograas developed: 
1. Incorporating FDR'a wiahea of ~350 million 

out of proceesin& taxes and $50 allllon b:y 
a tax on all articles selling for over tlOO 

2 . III&J'r 1 s own plan 
Agricultural Adjustment Administration: proposed legislation 

and financing or benefits diacuaaed with officials ot 
Agriculture DepsrtmeDt and Justice Depertaant also present 1/27/36................................................... S6 

a) HIIJr aslr:a those who beve objections to bill as 
drafted - including Sacretsr;y Wallace - to state th• 

b) IDIJr points out the Treaaur;y is n~t at all sold on 
idea of processing tax 

o) Asks that Treaaur;y' a difficulties in raising aon17 
and thia, too, be borne well in a1nd 

d) IDIJr eslr:a Stanle:y Read (Justice Depsrtaent) whether 
the7 can regard problaa in two pert a : (l) need of 
additional revenue as pert of 1.4% bill, and (2) 
refunding the aone:y to the people entitled to it 

Agricultural AdjustaeDt Adainietrationa second aaeting to 
ooaaider - 1/'2..9/36 •••••• • •••••• •• • • •• • •••••• • • • • • • • • • • • • • 86 

a) IDIJr asks law;yera if they are satisfied with 
conetitutionalit;y of retroactive tax on processors 

1. Reed not aatiatied 
2. Olipba.nt reeiiOD&bl.": aathtiad 

Agricultural A4juata81lt Adalnie ~ation: diecuaaed at 
White Bouse coa!erenoe 1/30/36 •• •• •• •• •• ••••• •• ••••• •• ••• 

rr-
111&1r tells n1R of grave tinaDcial eituation; fears the7 

• ill &0 ott cold - 1/28/)6 •••••• •• •••• •• • •••••••• • •• ••••• 
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loolt Pap 

Gilbert, s. Parker 
Discuaaee i110reaae of IUIIber banlc roMrna to prevent 

inflation, 1D lew York Tiaes- l/18/36 ••• •• •• • •• •• ••••• XVI 4 
Gr'--, Peter 

See RoueiD& 

-8-

Houaing 
lle110raoda cooceroioe JUdge II&Dtoo•a Aetoria Housing Projeot 
1/25/36---1/29/36 •••••••••••••••• •• ••••••••••••••••••••••••• 

a) IIIIJr tella Stewart .llcDooe.ld Treasury will not allaH 
responsibility on actual pa1sing of loans in futurt -
1/30/)6 ••• •• •• ••• ••••• •• ••• ••• •• • •• •••••• •••••••••• • •• 

Letter troa Ickea concerning •new aeries of Gri•'s Fairy 
Te.l.ee &Oi.ce the round a 1D Washington• - l/31/36 . .. . . ... .. 

Grtaa'a repl7- 2/3/36 •••••••• •• • •• •••••••• •••••••••• •••••• 

- I -

Ickee, Harold 
See Bouein& for controversy with Peter Grima ••••••••••••••• 

-L-

Le&islation 
Pertinent to Treaeury, essential. at tbie eeaeioo of !:~greu -

1/21/)6 ••••• •••••••••••••••• •••••••• •• •• • ••••• ••••••• •• ••• • 
Liquor 

Jlexican decree CODOernin¥ 8aUCiliD&1 to be ei&Jled l/20/36, ••• 
Treaeury poaition, concerniog use of aolaaeea alcohol 1D 

blended wbiake71 eet forth- 1/22/36 •• • ••• •••• • ••• ••• •••• • • 

-11-

llanton, llartiD T. (Federal. Jqe, •ew York District) 
See Bouein& 

llezioo 
See Liquor •• •• •• ••• • • ••••• •• ••••••••••••• ••• • • ••• ••• •••••••••• 
Alobaeeador calla at request of .P'iu- 111Dhter Suarea to 

GJllaiD reeulta of lower price of aUver 1D llexico -
~20/36 ••••••••••••••••••••••••••••••••....••••••••••••••••• 

IIODetaey Procru 
Rue' -read• ocnoerniD& oaaaolidetion of progr--..-.... ...... 

97-105 

146 .l-8 

147 
148 

147,148 

18-21 

s 
37- 38 

4 

7 

71-74 
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Boot Pace 

Philippine Ialanda 
Gold clause aitU.tion to be diacuased by HMJr with 

Seoator Fletcher at llclntyre'a ausgestion - 1/27/36.... XVI 69 
Secretary Dero (War Depart~~ent) , General Cox, 

Senator netoher confer with Treaaur;y - 1/29/36.. •• •• •• 106-ll7 
lleaorendwa conri111 purclllleea of approxiately 

1:1,350,000 by Philippine Gonroaent through Bureau 
of IDaULLr A!fa1ra, War Departaent............. . ..... . . 1)0- 133 

Postal SaTill&a SystM 
Board or Truateea Mating in o!'tice o1' Pos t.aster General 

1/21/36.......... .. .. .. .. . .. . .... ... ................... 22-26 
a) Rates o!' i Dterest received aad paid considered ; 

North, of Poataaster General's staff, phoces Upham they 
have asked for return of tl5 million deposita in 
Hew York banks and $33 million in New Jersey banks 
1/25/ 36.. • • • • • . • • • • • • • • • • • • • • . • • • • • • • • • • • • • • • • • • • • • • • • • 46 

- R -

Roosevelt, G. Ball 
Resua~of action on proposed pl an for settlement of . 

C\lr're.ncy probl•· ••••••••••. •• •••••••••••••• • •••••.••• • 

- s :­

Silver (arranged chrooologically) 
HMJr recOIDeDds New York price be dropped 1¢ to 2¢ a day 

to el.illinata 5¢ spread between llew York and Londoo; 
now poaaibl e to b~ aU ... er at 45¢ in London and sell it 
at 50# in New York. Ca.modity prices advanciJl& 
notwithstanding drop in price - 1/16/36 ••••.• . ••••••• •• 

llexican Allbaaaador calla at request of Finance lliniater 
Suarez to explain results of lower price of sUTer in 
Mexico - l/20/36 ••••• ••••••••• •• •• • •• •• • •• •••• •••• •••• • 

Soong cables caDDot leave China at thie tiae; KUIII 
considering sending a substitute - 1/20/36 ••••••••••••• 

Wrong, of Caaadian Lecation, calla (with Rerbert Fei.a) 
cOilcerning conference bet ween Canada, llexico, and 
United Statee - 1/20/)6 •• • ••• • ••••••••••••.•.•••••••• • • 

e) IIMJr indicates !bited States 1a peJ'iJI& several 
eenta en otmee above London price for C&Dildian 
silver and t bat tbe now ia cooaidere.ble 

b) ~rong refer• to Senator Thoeea • speech •coo!'erenee 
between llaxico and United States ••• de&igned to 
lick the British" 

c) IIILTr says no euob thought was iD bis aind 
d) Wroni goiJl& to Canada soon; will report later 

75- 83 

1 

7 

12 

1.4 

Regraded Unclassified 



- S - (Continued) 

Book Page 

Silver (Continued) 
Ch.inese Ambassador calls- 1/22/36 • •• ••• ••.•••••••••• •••• • XVI 40 

a) Se.ys Kung feo.r's irAportation of silver into China 
b) BMJr asks rea&~l Ambassador i s confused 
c) HWJr states Unit ed States haa no idea what Chlna'e 

real objective 1111 also that he knows apeculs.ting 
is going on in China 

Wrong and Clark (Canada) , Lochhead, and Rua meet at 
home or HMJr- 1/25/)6. .. ............................... 44 

Chinese Ambassador calls- 1/29/36. ............ . .. .. ... . .. 118-129 
a) Announces K. P. Chen ~~ay represent Soong 
b) Ambassador reads three cables froe Kung1 HIIJr ~~&,:ys 

•most complete report given me so far• 
Smith, Allred E. 

FDR asks HMJr to ascertain Proecauer ' s source of incon~ 
(helped Smith write speech) - 1/27/36.. . ....... . . . . . ... . 51 

Speeches and Addresses 
IIKJ'r reads prepared address and also apealca infonoall:y at 

aee t ing of Super-risory Field Officials ot Bureau of 
Internal Revenue - 1/20/36....................... . ... . .. 6 

a) ActlJ&l speech.... .. . .. . . .. . .. . ......... . .. . ........ 6 A-L 
Surgeon General , Pli>lic Real th Service 

See Appointmonts and Resignations......... .... .. . . . . .. . ... 9 

- T -

Trade Agreeaenta 
Great Britaina 11eaornnd11:1 of converu.tion between Rull and 

British A&bae&ador- 1/22/ 36 .••..•••••••• • ••••••••.••••• 

-0-

United Sta tea Sevitl8& Bonds 
Schedule of magasine advertising Cor calender 1936 presented 

1/20/36 ....... .. .. . . . ..... . •• . .. .. . .. ...... .. . .... . . . .. . 
a) HMJr sa:ye $500, 000 is lidt 

27-35 

15-17 
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January 28 , 1936. 

lo records recorded on mach~ne from Thursday, January 16, 

1936 to Saturday, Janu~ry 25, 1936, inclusive -

On Monday, January 27, 1936 the foot pedal in Mr. 

Korgenthau•s office was found to be disconnected - we do 

not know how long this was disconnected. 

Regraded Unclassified 
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January 16, 1936 

Mr. Lochhead reported three lots of silver on the way, 
totaling about 1,300 , 000 ounces . Ur. Uorgenthau's reoo~ 
men a tion was that we drop the price in New York from one 
t o two cents a day so that there will not be a five- cent 
spread between the New York and London price. With a five­
cent spread prevailing, people can buy •1lver in LOndon at 
45 cents, bring it over here and then sell it to us at 
50 cents . Now that we are convinced that this is actually 
being done, HU, Jr. wants to drop the price every day so ae 
t o bring the London and New York price together, tor a while . 

HU, Jr. said that he had showed to the President the 
chart showing that notwithstanding t he drop i n t he price 
of silver, t he commodit y indexes continued to go up. 
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January 16, 19~6 

HU,Jr. appointed George Haas to represent the Treasury 
on the oomm1ttee that 1e be1ll8 tormed 1n regard to the Federal 
Government reimbursing looal1t1es tor taxes . 

2 
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Junuary 18, 19~6 

Mr . Victor Ridder , heud of VIP .. i n l;ew York City, culled 
mo toduy wtd suid tlu.t ex-Chwlcellor Breuning of Germ11ny wus 
urriving next week and w~tnted to be protected and t uken off 
the bo~tt. I got in touch IYith Mr . Dunn of the St ate Dep&rt-
ment und he said he woUld ~>ssume full responsibility for 
Mr . Breuning and I so udvised Wr . Ridder. 

I guve instructior.s th.;.t the Collector of Cu.stoms wus 
to cooperate with the representative of the btate Department 
1111d t ake Mr . Breun.ing off the boat . 

Regraded Unclassified 
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January 20, 19~6 

Customs today gave us the following message trom 
Customs Agent Williams at San Antonio, Texas: 

•wire Bureau Decr ee approved 
by Treasury Department and is on 
President's desk tor signature 
today. " 

This refers to the Uexican •Oovernment 1 s decree on 
liquor smuggling which was d1ecuased with the L!ex1can 
Secretary of the Treasury when he called on Ur. Uorgenthau 
tor the silver conferences. 
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January 20, 19.:56 

Ur. Uorgenthau appeared today at the meeting of the 
Supervisory Field Officials of the Bureau or Internal 
Revenue and read a prepared addreee. Following his formal 
address , HU,Jr. spoke extemporaneously and informally !or 
o. few mJ.nutes. 

He told those present that he had a sympathetic appre­
c ia tion of the many ways 1n which employees of the Bureau 
of Internal Revenue are exposted to graft possibilities. 
In view of the fact that during the two years he has been 
Secretary of the Treasury no more than two or three 1n­
dtances of Treasury employees yielding to these temptations 
have occurred, the Secretary said he thought he and the 
Commissioner as well as t he Collectors and other employees 
could be proud of the record. 

fhe Secretary referred to the !act that two years ago 
at a e1lllilar meeting he had frankly stated thb.t new appoint­
ments 1n the service would go to Roosevelt Democrats (at 
this point there was spirited applause) and to hie further 
statement, two years ago , that once in the service it made 
no difference what a man's politics might be . He continued 
by saying that he believed he and t he Commissioner had lived 
up to that promise and that ef ftcient employees were recog­
nized and advanced irrespective o! their politics and that 
inefficient employees were de~oted and discharged, likewise 
irrespective of their politics. 

Following the Secretary's address he and the officials 
of the Bureau eat in a body of the auditorium while a picture 
ot the entire conference was taken. 

s 
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Addreaa of Secretary Yorganthau to the Collectors and 
Field Supervisory Officiala or the Bureau of In· 

ternal Revenue . Monday. January 20. 1936. 

I am happy to be able to greet all of you here in 

Washington again and to dh cues wl th you the common 

problems of our work. I hope that th1e ser1ee or 

meetings will be profitable to all of ue and will result 

in some real gains in efficiency in the Internal Revenue 

Service. 

I know how heavy the teak is that all of you have 

to face ln the preeent situation; how much work each or 

you have on your deske . and I realize tully that it has 

not been easy for you to leave your districts at thia 

time. Yet. the program with which we are confronted ia 

ao important that Commisaioner Helver1ng and I have felt 

tully Justified 1n aaking you to c~ne to laeh1ngton at 

thh tiae. re felt that this meeting waa rea~ly 

neceaaary and tbat it would reault 1n galna that would 
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more than compen.e.te for your abeence rrom your poeta. Let 

ua seek to make these meetings Juat aa profitable aa they 

can be made eo that all of ua will go back to our normal 

taaka with a far bette r idea of Just what we plan to do and 

how we plan to do it. 

This is the second time since I have been Secr etary or 

the Treasury tha t all the Field Supervisory Offic1ale of the 

Internal Revenue Service have been brought together here at 

the capital. You will all recall that at our 18 etlng in 

January 1934 I emphasized to you the tDportance of increased 

efforts 1n the aaaeaament and collection of back taxea. 

Bach of you knows of the reaul te 1n your own d1a tr1ct and 

you have been kept informed by the Bureau aa to what other 

diatriete have been doing. The reeulta of that meatina 

and that program have been highly gratifying to Wr. Relverins 

and to me and you have mt moat a1ncere thanks for the fine 

cooperation you gave ua in workins out that program. 

Regraded Unclassified 
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We now have another program before ua and I believe 

1t to be one of equal importance. The Commissioner has 

told you that I am greatly interested in speeding up the 

~ovemen t and examination cf income tax returne . It is my 

understanding that during the past the average examination 

of inco£e tax returns haa been fifteen months after filing. 

Tha t 1a , examinations of returne filed March 15th were 

commenced approximately on December 3lat of the eame year 

and continued to Decewber 3let of the following year , or 

one year and nina months after filing. 

I believe taxpayers are entitled to have earlier notice 

that their returns are being questioned and t~re ia a 

possibility of additional tax liability. Further col-

lection of deficiencies may be jeopardi•ed by delayi ng 

deter~lnation of deficiencies for eo long a period ~fter 

the income to be taxed baa been received. It baa been ~he 
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experience of the Bureau that ln many cases wl'llre the 

determination or deficiency taxes is too long delayed 

the taxpayer ' s assets have been dissipated before the 

aeeeeement is made and efforts to collect can be star ted. 

I should like to shorten the period of examinatlone 

and determination of deficiencies. By beginning examl-

nation of returns three and on e-half ~nths after filing, 

or on July lst , the average examination can be reduced 

from fifteen months to nine ~nths. To do this lt will 

be neceeeary for the Collectors ' forcee to accelerate the 

aovement of returns from the time they are received until 

they have been listed for aeeeeament and forwarded to .. 
Waehtngton. Thie should be done eo t hat many more of the 

larger taxable returns will reach Washington during the 

month of ~pril . rt will be necessary for the Income Tax 

Unit in Washington to speed up ita work so a very eub-

etantial number of return• to be examined will reach the 

Regraded Unclassified 
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Re~tnut Agents' offices by June 15th. Likewise it will 

be necaaaary for the Revenue Agents' forces to accelerate 

tha1r work ao aa to be ready to begin the examination of 

returna by July lat, or three and one-half months after 

filing and to complete the examinations by July lst of 

the following year. 

If we are to get beat results with this program it 

will not be poaaible to aaeign revenue agents to aaaiat 

taxpayers in the preparation of returns during the current 

filing period. It will be poaeible , he-ever, to assign 

to this duty relief prolect employees ~o have been en­

gaged on income tax examinations. Unnecessary effort 

must be eliminated. I have in mind that in the claaaifl-

cation of r eturn• ror field examination the utmost care 

must be exercised eo aa to &'Void unneceeaery examination• 

which do not resul t in chana• of tax liability. It 1• 
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also my desire that examinations be condu:ted sxpsditiously 

and with the leeet poeeible annoyance and inconvenience to 

the taxpeye r conale tent with a tboro'U8h ex.aminati on llhen 

that ie coneidered edvieable . 

In approaching our obJective of advancing the examina­

tion of returns by elx months to July let and completing 

such exam1natlone within twelve monthe , I ask the earneet 

cooperation or the Collect~r~ ' foreee and the Revenue 

Agents' employees. I know that it le a difficult taek but 

I have confidence in your ability to eceomplleh lt. 

It ie reel! zed that no ee11y teak hie been aeked of 

you. I know th~ the Collectors' f oreu have e program 

this year Which 1e heavier then any of previ ous yeera. 

You bave tha duplicate returns th1a year for t he f1rat 

time and there ia much work to be performed in thalr 

handling . You have many other dut1ae. 
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Having all of thle in mind, I am convinced fro m 

your performance• in t he peat that no Revenue Agents ' 

Dlv1a1on, that no Collection Dlatrlet and that no Bureau 

Division or Seetlon will fall in ita cont r ibution to the 

teak at band. 

I have only dlaeueaed generally the obJetlve we 

have in mind. There are many detalle to be considered. 

The different branches of the field servlee will have 

group meetings while here to work out the details. 

There are, of cou rse , many other problema to be 

dlaeuaaed. Th la ia so definitely a bualneas meeting , 

with all that that i mpl i es, that I aa spea king to you 

only very briefly and am not allowing ayael~ the time 

to expr ess my great grat1fieat1on at the zeal and 

1ntell1genee whleh all or you have devoted to your work 
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since I have been Secretary of the Treasury. I do , 

however , wish to thank you eepec1ally for the f1ne work 

that eo many or you have done 1n advancing a project out­

aide the regular line or your duties , in furthering the 

Treasury's campoign to promote the sale or United States 

Savings Bonde. I reel that thuee efforts have been well 

spent. I think they have helped ue all to realize our 

common problema and they have done a great deal to 

acquaint c1tizene all over the country with the reepone1-

bil1ty and the problema of a democratic government. We 

are all gratified at the reeulte tha~ have been aehleved. 

In closing let me express the hope that you will 

find your maetinga here intereating and that you will 

gain new aupport and new confide nce fro~ your contacts 

with your colleagues in the service and that there wi ll 
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be ~enulne and laetlng bene!lte to the publle aervlee 

and to each or ue lndlvldually. .A.galn permit m.e to 

expreea my appreciation of your !lne cooperation ln the 

peat and my earnest hope and eonfldenee that you wlll 

not fall lo the new and dlffleult program that we are 

preaentlng to you. 

--ooo--

-:?La- /~,Q r! 

+P~~~~ d 
'I 
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t;aahl ~ton 

:!'OR :!I!L;.\.S!, t"PO:I D:!!Llv::RY 
About 3 :00 p. m., Jtmuar:r 20, 1936. 

Press Service 
No. 6 - '13 

Addreaa of Secret ary Morgenthau to tha Collectors and 
Field Suyervisor:r Offic i nla of th~ ln~eau of In­

t ernal Revenue , WondaY. Jonunr:r 20, 1936. 

I Go happy to ~e able to greet all of you here in t;ash1ngton again and 

to diacu .. r1th you the cotrDOn problo::la of our work. I hope that this serieo 

of meot1nga will llo profitable to all of ua and will result in aome real gaina 

in officiency in the Internal RevPnuo Servic~ . 

I lrnow how heavy the task 1a that all of you have to face i n the prea(lnt 

situation; how much work each of you have on ;rour desks , and I reali~e fully 

that it has not been easy for you to leave your distri cts at this tim9. Yet , 

tho pro~ram ~ith which we are confronted is so important that Oommi saionor 

Helverinp; and I have felt fUllY justified in Mkint; you to come to tlnah1111:ton 

at thh time. 11e falt that thiG oeeting waa rl'ally necessary and that it ,rould 

result in "aina that would more tha.'\ compennato tor your absence !rom your 

poets. Lilt ua seek to moke these !l'.eetinga juat as profitable as they can H 

made eo that all of us will go baCk to our normal t asks wi th a rar bottor ideA 

of just what we plan to do and how 11e plan to do it. 

This i o tho aocond time since I havo boen Socretary of the Treasury thOt 

all tho Yield Supervisory O!tici~le o! the Internal Revenue Service havo been 

brought together herA at the capitnl. Tou will all recall that at our •~eting 
in JGnuary 1934 I ~ized t o you the importunce ot increased efforts i n the 

aaaeaament ar.d colll'Ction of O..ck taxea. !och of you knows of the reaults i n 

YO'~ 011n dhtrict ani you have been kept inforr.~ed 't:y the Bureau as to what 
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other diet ric te havo been doing. Tho r esul t o of thnt meetin& and tbs.t program 

hare i>een hi{;hl7 gratify!~ to Kr. Helvering &nd to oe and JOU han mr moat 

sineoro thol'.ka for the 1'1no cooperation you ~ave us in worki!IIJ out that ;>rogrem. 

'!e nor have another progrom bofore ua a.nd I bolievo it to be one of equal 

impOrtance. Tho Comnissioner bs.s told you that I om gr eat ly intor eat od in 

opeo :lin.~ up tho mov~mont &nd eXlll:li~tion of ir.co:oo te.x returns , It is rif11 undor­

stan.ling that during the pes t the a,.,rago exe.:uin.ation of income tax r eturns M.a 

been f i fteen months after filing. That i a, oxaminationo of roturna f i led 

March 15th were commenced approximately on Docomber 31st of the same year a.nd 

continued to December 3lot of the follo~i~ year, or one year and nine ooutha 

after flliliG• 

I believe te.xpQyera are entitled to bs.ve earli er notice that their returns 

are bei~ quest ioned and there is a possibility of addi tional tax liability, 

Further, collection of dofic i enci eo may be j eopardi zed by delaying determination 

o! defi cienci es for so long e. period e.ftor the income to be taxed has been re­

ceive:i. It hae been the experience of tho Bureau that i n many caaoa whore tllo 

detorminatio~ of deficiency taxes ia too long delayed tho t~or1 a aanots 

have been ~isaipnted before the asaoesmont ie mado and offorta to collect can 

be ntllrlod. 

I should like to ehorten the noriod or e~ationa and determinat i on 

of deficiencies. ~ beginni~ examination of returns three and one-halt months 

after filing , o~ on July lat, t ho average e~natlon cnn to r educed trom 

fifteen monthe to nino months. To do thie it will be nocesaar.r for the Col­

lectors' forcoa to nccelerate the moveoont of return. !roc the ttoo tbo7 are 

roceived until the7 have been listed for nssoeamont and forwarded to ~ohinc,ton. 

'l'hia allould be done eo tbs.t mnny mor o of the lart:;or taxable r eturno will reach 

lfMhi~ton_ dur~ tho month of April, It will be necouary !or the Income '1'nx 

Unit i n llnahlogton to epood un i ta worlt eo a YO'Q aubstl\lltial nmbor of returns 
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to bo o~incd rill r each the Revenue Agenta1 office• by June 15th. Likawiwe 

it uill bo necoaanry for the Reve nue Agonta ' forces to accelerate their ~or~ 80 

1\8 to bo re-edy to be.o;i n the e=i n.ation of r e turns by Jul;r 1st, or throo ond 

ono- hnl f months aftor filir~ and to ~omploto tho examina~ions b;r July lse of 

tho follO\•irv; ;roar. 

If tl<> ore to cet best results with this prot;rom it will not bo poaoibl<> to 

oaai~ r ovonue agents to assist taxpoyora in tho preparation of r ot,una duri~ 

tho current fili"5 period. It "ill be pou i bl o , bonovor , to Wl&i8n t o t!l~s 

duty relief project acplo:;ees "ho bavo been on:;agod on income tax examinnt1on8. 

UMCCOBG:l.."";' effort must be ol1oint\ted. I havo i n mind that i n t ho el:>aoi!icc.­

tion of ~oturna for field exnmination tho u tooot care must be exercised ao nn to 

avoid unnocoaonry exami nati ons ~hieh dO not r~oult in Change of t ax liabi l ity. 

It is o.l eo ~ doaire that e,lUlJllinat1ono 'be conducted oxpeditioualy and tdth tho 

leoat pooei bl o annoyance and inconveni ence to tho taxpa:rer consintont n ith o 

thorour,h cxnminntion nhon thot ia eonnidorod advisnblo. 

I n npprooching our objective of ndvr.ncil'l5 tho exemi nation of r eturns by ai,x 

oontha to J uly l st IUld con:pletino: auch aXJWinntions \Tithin tnelve montha , I r ek 

tho earnest cooperation of the Colloct ora1 rorcoa and tho Revenue A,onta
1 

co­

ployeo8. I knot" that it 1a n dU!ic ult task but I hove confi denco in your 

abili t~· to cceomplinh it , 

It in re~>lizod that no 6!\BY task has been aeked of you. I lmow th:l.t the 

CoHocton ' force& have a proerrun thie year whi ci\ 18 heavi er than any of pre­

vioua ;roan. l ou have the duplicat e roturna thla year for the firot tiro~ nn:1 

thwro 11 =h t10rk to be perto.-4 in their ha'ndliDtf• Yen !:aft !IWUI)' oth er ll.u tieo. 

l!nvin& all of this in mind, I 81!1 convincBd froro your performances in tho 

pe.at that no Revenue .t.:;e:>to • Division, tb&t no Collect i on Diatrict and t:.,.t no 

Bureau Division or Section \Till t ai'i i n ita contribution t o the task at ha.'ld. 
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I !lave only J1eeuaaed gen•rnlly t!lo objective we have in mind. There ore 

many deta1la to be oons1derad. ~e different brnnchoa of the tiold service 

will hnvo &roup meettnua ~bile here to work out the Jotn1ls. 

~~1·e are, ot course , mAll¥ other problcca to bo J 13Cussed. This 1s ao 

def1n1toly a buainoao meeting. with ell that t hat implies , that I am speaking 

to JOU only very briefly and am not allowing Jey"sdf tho timo to exprcoa my 

great ~r~tification at the se&l and 1ntoll1~nce which all ot ;you have de•totod 

to your work since I have been Secretary of tho Treaaury. I do, ho11over , tr1Bh 

to thank you especially for the fino work that ao mAll¥ of you ha•e dono in ad­

vane!~~ a project outs ide the r~ar Uno of your dutiea , in t\u'ther1ng tho 

'l'roanury ' a cempait:n to promote tho sale of United Stntoa .SS.v1nga Bonds. I 

f eol t hat those efforts have boon well apont. I think they havo helped ua oll 

to realize our common probl~• and they have done a groat deal to Gcquai nt 

c i t 1znna all over tho count ry ~1th the r oapono1bility and the problema of a 

democratic government . We are all gratified at the reaults that have boon 

o.ch1ovo.i. 

I n closing let mo expreae the hope that you •ill f i nd your mooting• hore 

intor•,otin.:: and tbe.t ;'OU will gain ne" eupport and now eon1'idence frCICl your 

contncta ni th your eoll~e in the service end that there will bo ~onuine 

and 183tinc benefite t o tho public cervico and to eaoh of ua individually. 

A,;ain 1)<'.'1111 t oo to express ey approcintion of your fino cooperation in the paet 

and my onrnoet hope and oon.fidence that you will not fail in the now o.nd 

difficult prog~ that \1'0 are presenting to you. 
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Dr. •aJ•ra, llwxicu .AabaeN4or to the OD1h1 Stat .. , calle4 at 11 A. 11. 

to4q. B• etate4 tbat thh call wu ...U at the requ"t of 11r. Su&Ne, n, 

wtelle4 ll1a to ezplaill to the Seeret&r)' the reeul te 1u lleld.co ot the lower 

price tor ether. llr . Buare1 was atra14 tbat with the recent dzoop ill ell .... r 

pric .. the ailliac 1114uetey 1u lle:rtoo woul4 b e , .. erwl)' attecte4 &114 1t woul4 

not be worth '11'1111• to wol'lt eome ot the mine1. llr. Su&re1 ~·t•4 that tbe 

1Jil1te4 Statee !HUUI')' pn cous14wrat1ou to the 14aa ot pqtac a htpr 

price tor ~ m11le4 llw:rlcu slher than what we were pqiac ill tbe opeu 

lll&rket ill or4er to protect the llez1can a1utac 1114ultl'7 . Be calle4 atteattou 

to tbe tact that ~rican capital ha4 a blc tntereet 1u the llwxtcan e1lwer 

millee. llr. llorputbc etate4 that be was 4o1QC eneyth1ac :po"1ble at pr .. eut 

tor 11u1co but coul4 no t - hie w., clear to p., a !1:n4 price or boiiU tor 

llwztcan eU wer . B• 4rew attention to the tact that the price we are pq!JIC 

to ll•ztco baa b"u ~here troa 3 to 51 abo ... the price prwwatltac 1u Loll4ou, 

&114 the fraanr7 al.cl>t well be 1111b,JMt to crt t1c1• tor ewen CJI)1DC th1e tar. 

He tol4 the .Aabae~r that the uu1te4 Stat .. tra&eU17 ba4 lcrpt tbe prloe 1a 

... Torlt tor a perio4 ot onr threw weea at 501 an -•, but owiliC to the 

~iDC ot e111'Wr bJ the :lrithh iu the Lolllllou .ultat , we ba1'W ben Ull&bl• to 

ll:&illtatu thh pr1oe, u eneral b&llke 8114 t1~ ba1'W ben 'ou7111C ether 1a 

Loll4ou at tb& lower price &114 tbell elltpptac 1t ower here iu an elld.M?Or to 

d:u.p 011 the Uul te4 Ita tee treuurJ at the htpr price prwwail1DC here • fbi 

Seoret&r)' ea14 he bope4 that to4-r •• prtoe ot 4rll at,;bt bol4, llllt he 0111114 110\ 

tell ill w1ft ot the tact that larp etookll •1,;bt be ottere4 1a Lollilloll out ot 

the -uat ac~ate4 there bJ tbe Boac loliC aon~ut. aeternc• ... 111114e 

7 
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to ca!llee reoeo\17 reoeho4 troa :aa.bq u4 IIDIIC EoQC, ill •hlch 1t •u 

ehowo that ID41a ha4 b .. o a b'I!Ter ot ether aD4 ha4 re«ucec1 lte ......, 

etocb troa 30 to 10 •Ulloll -, bll\ that IIDIIC IOQC wu ahlpp1QC Oftr 

15 lllllloll oUIIOea ot ellnr to ID41a. !he 1ecre\al7 polllte4 out that 1t 

... pre\~ 41ttlcuH to \1')' to .at11ta1D the ..nat tor ether •hell wch 

c1UIIpl,.,; wu taldJIC place, but UIIUH4 tbe .utbuead.or that be -• alwqe 

re.q to Ueta11 to ~ wu;eetloD8. !he .utbueacor etatecl that llr. luar'e1 

wu prep&rlJIC a meorall4ua .. ttlDC forth tho UD!a'I'Orable ettecte ot lower 

ellYer prlc .. 011 the whole lleltican eco-le etructure u4 that be woulc1 

probabl7 euboDlt tbte tor tbe llcH\ar7'• atteot1o11 111 a tn tqe. !be 

Secre\al7 lll41cate4 hie wtllliiCJle .. to e:ralDI 1ZJ:t eteteellt ot t.hle ll&ture 

which the lollbuiUor wlehe4 to eullalt, aD4 at tbe •- tta. rat..U4 the 

.utbuea4cr that be ha4 DOt hear4 &Jl1tblJIC cletllll te re&ar4111C tbe alcohol 

ettuatloo wlllch •r. loans ha4 proaleec1 to ath114 to. Dr. h,jera etate4 

he wu ltUH tble wu beliiC tllkeo care ot but that he would antloll 1 t 111 

hta telepboDI collftrea\loll with Jlr. luares. 

3 
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January 20, 1936 

At the very brief group meet ing this morning, Uies Roche 
reported to the Secretary that the Surgeon General had told 
her on Saturday that he was hoping he might be relieved by 
t he first ot February. HU,Jr. said be wanted to speak to the 
President again about it, but that he could not rush him. 

Ur. Oliphant reported that the bill ot receivershi p 
against the Assoc iated Gas and Electric Company will be tiled 
soon. It was sent to the Attorney General a week ago today 
and the Treasury was informed on Saturday that it will be 
tiled soon. 

HU,Jr. told the group that the silver t h ing is very 
i nteresting. Despatches show that Hong Kong is sending 
15 ,000,000 ounces to Bombay and Bombay supplies are down 
to 10,000, 000 ounces. He said ~hey seemed determined to 
get rid of silver out ot Hong Kong. 

9 
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January 20, 1936 

Hll,Jr. asked Ul·. Coolidge , llr. Oliphant , George P.aas, Uphac 
!.!!· . Gaston and Llr. Bell to meet with hiD 1n his office. He 

wanted suggestions on new taxes. ur. Oli phant presented a 
memorandum (copy attached) 11sting five ne" taxes to replace 
the processing taxes and to take care of the bonus bill if 

enacted into law. He explained t hat these taxes would be 
based on income and inheritance. 

llr. Bell inquired the purpose ot t hese new taxes and HU,Jr . 

explained it was on the theory t~t the bonus bill would be 
passed . He said it was his thought that we might get out a 
nine-year serial bond which would mature each year and that we 

would have the revenue froo the new taxes to retire such a 
bond which would be floated to pay t he bonus. Bell said that 

in his opinion the only j ustification for new taxes in connec­

tion with t he bonus is to pay cash since the people have already 

been levied against to t he extent of $160, 000,000 for the bonus 

which , if allowed to accumulate , would retire t he bonus 1n 1945. 

Ur. Coolidge explained that we have never shown t he cer­
tificates as a liability on our books. What we have is a 
liability to pay $3,700 , 000,000 in 1945. The additional cost 

to the Treasury of payiPg it today i s the interest that we need 

to pay over the next nine years . If we say that interest is 

2!%, which is the prevailing i nterest rate on Government obliga­

tions , that interest would cost $900,000, 000 , or $100,000,000 

a year. That is the additional cost to the Treasury. 

HU,Jr. inquired of ur. Coolidge if he thought new taxes 
should be levied to meet this additional cost , t aking tor 
granted, of course , that the bonus passes, and Ur. Coolidge 
sai d , "I do t hink you ought to have additional taxes.• He 
also expl a ined that passi ng the bonus 1s eqa1valent to about 

a $1, 000,000,000 deficit this com~ng year. Haas explained, 
•rn other words, you give the soldiers $1,000,000, 000 by pe,y1ng 

it now instead of in 1945.• 

Ill'. Uorgenthau told the group his best judgment was to 

issue a n1ne- year serial bond, cooing due each year. It will 

mean an item 1n the budget each year to keep before the people 

the fact that we are still paying on the bonus and when the 
veterans come back, as they probablY will in about two years' 

time, and demand a pension, we can say1 we have seven core 
years to go to pay off this ; surely you are not going to talk 

pensions when we have all this to pay out. • Coolidge and Bell 

both said they thought ur. Uorgenthau had a good idea. Upham, 

Oaeton,Haas and Oliphant all agreed that this would be the beat 

way to handle the t1nanc1ng. 

10 
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January 20 , 19~6 

The Chinese Alllbassador had asked tor an appointlllent with 
t he Secretary today, but cancelled it. In his stead he sent 
hla First Secretary to deliver the following message !rom Soong 
and word !roc the Acbassador that he was expecting another 
cable !roc China and would ask tor an appo1ntcent with the 
Secret.ary in a day or two. 

'International relations and 
economic situation becomi ng very grave 
attar long consideration !eel unable 
to leave China t his Juncture. Please 
convey the President and Secretary or 
TreRaury IllY warm thanks ar.d great per­
sonal disappoL~tment at being unable 
to oooe . 

Dr. Kung considering sending 
aooe substitute. • 
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lll'l'JIUIA'l'IOJIAL RKLA.'l'IOIIS AtfD .ICOIJOiliO Sl'!UA'l'IOX 

:acoKin vur CJRAW .rra LOIG COXSimRA'l'IOIJ J'DL uxnr.w 

• 

'1'0 UAW CHUA 'lBIS JUJICTtJU, pt'I+U COJIRY 'fD l'llUIDDT 

Alii> UCRftABT o-. DmASURT X!' 1WUI !'lldD AJID ~ PIRSOJIAL 

DISAPPODTJID!' .U BIIW UX••·• '1'0 COD. 

:ta xmra coxsxmauw SDDDG so• BUBB'fl'l'UD. 
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January 20, 1936 

The charge d 1a1'faires of the Cana<Han Legation, Ur. wrong, 

caoe to see ce Saturday aft ernoon wi~ Herbert Fei s and wanted 

to know what there was to this Uexican situation that Canada, 

Uexico and the United States get together on s ilver. I told 

him it was socetblng that the Pres i dent wanted, but the prac­

tical part of it wae t hat we were paying Canada a preci~ on 

her s ilver of a number of cents per ounce over what she could 

get f or i t in London; that the flow in and out of silver last 

year from Can~da was consi derable; that as our most friendlY 

ne ighbor I did not want to move without giving them pl enty of 

noti ce, but I did want them to feel consci ous of the fac t t hat 

we were giving t hem a bonus for thelr silver over and above 

t ha world market and in return for that all I asked was that 

they work with us on s ilver . 

Ur. Wrong said he was afr a i d , on account of the statement 

made by Sena tor Thomas that t he result of our confer ence with 

Uexico was to try t o 1 l i ck t he British•, that thei.r position 

was a very difficult one . I said I had no such thought 1n 

mind and could not help what Senator Thomas said. He reali zed 

t hat. I told him all I was i nterested in was to get Canada, 

whlch is t ne thi rd biggest producer of silver 1n the world, t o 

work with us and exchange information. He said he would go 

to Canada today (Uonday) and would return in a coupl e of days 

with an answer. 
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January 21, 19~6 

lb:'. Cooli dge and Sloan brought in a schedule 
ot maga~ine advertising tor United States Savings 
Bonds tor the calendar year 19~6. HU,Jr. told 
Ur. Cooli dge they could spend not more than $500,000 
tor that period tor promotion ot sales on •Baby Bonde . • 
This amount i s to cover all expenses or advertising in 
general but does not include expense or printing and 
engraving the bonds . 

15 
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UII'!ED SUDS SAmGS IICifDS 

SCHEOOLI OF MAGAZIIIE ADVERriSDIG 

Feb~ - ~. 1956, Inaluaive. 

Space baa been ree..-.ed tor one page, one color, adnrtis-te 1n the 
following llllg8Sinelt 

FSBIIOAR! 
!U.GAZIHE DATE OF ISSU! £2§1 

Barron'• W~ Week of FebJ'UII%7 7th $ 196.00 
co .. orical & Financial 

Chronicle Week of Febn1&r7 8th 200. 00 
I"inancieJ. 'llor1d I '!leek of Februar,r 12th 460. 00 
Magazine of WeJ.l Street !leek of FebJ'UII%7 22nd eoo. oo 
United States Investor !leek of February 29th 160. 00 

$ 1 , 596.00 

IIAAC!I 

berican Banlcer Iesue of March 4th $ 140.00 
Forbes llagesine Issue of llarch 16th 760. 00 
Bond BQyer Iasuo of March 27~ 158. 00 
Saturday Evonine Peat Week of lle.rch 7th e,ooo. oo 
Collier ' s Week or March 14th 6 ,ooo. oo 
L1tor&r7 Digest !leek of March 2let 1 , 800. 00 
TiM !leek of March 28th 1 . 759,00 

$18, 598.00 

mm. 
Saturd117 Evenine Poet Week of April 7th $ 8 ,000. 00 
Collier' • !leek of April 14th a , ooo. oo 
LiteTilJ:7 Digest Week of April 21st 1 , 800. 00 
Time lfeek of AprU 28th 2 .175.00 

$17, 975. 00 

!!& 

Saturdq Evening Poet Week of~ 7th $ 8 ,000. 00 
Collier' a Week of llq 14th 6,000.00 
Liter&r7 Digeet !leek of llq 2lat 1 , 800.00 
TiM 1leelt of Jlq 28th 2 . U§ , OQ 

$17 , 976.00 

GRAHD !O!AL ••• ••••••••• asa,l" .oo 
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REPO!t'l' O:F SALES BX iiOli!J!S 

I.!ONTH TQT/IL 

llurch , 19M $52, 639, 948. 97 

April , 19115 24, 576,826 . 52 

llq , 19115 1a , a~5,856 .M 

June , 1955 15, 664, 792. 59 

Jlll,y , 1935 U ,648 , 185. 43 

Augua t , 1955 15 , 1<.~ , 146 .99 

Septe=ber, 1955 9,4~1 , 554 . 51 

October, 19ll5 17 , &28 , 81~ . 22 

November , 1935 19 , 602, ~05. 52 

December , 1935 ~0,650,070.72 

JanWU)' 1 - 18 inclusive, 19:56 
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January 21, 1936 

The Secretary met with the following today, to discuss 

necessary legislation pertinent to the Treasury which should 

be acted on a t thi s session ot Congress : 

Ur . Coolidge 
Ur. Oliphant 
Llr . Upham 
Llr. Gaston 
Llr. UcReynolds 
Llr. Bell 
Ur. Haas 
L!r . Hester 

Approval was g iven to t he suggesti ons incorporated in 

the attached meoorandum with t he exception ot the bill i m­

pooi ng t onnage t axes on domestic shi ppi ng -- vessels, ~achts, 

a.nd pleasure boat s . It was decided that t hi s bill could be 

di sregarded . 

I n regard to the Omnibus Liquor Bill acending admi ni s ­

t rative provisi ons ot l i quor l aws , Hl!,Jr. called Charlie 

West and reminded h im t hat Uiss Roche ' s appointment as Acting 

Administrator ot Federa l Alcohol Control is only good t or 

30 days ; t hat if we knew whet her FAC was going to be i n the 

Treasury or out ot t he Treas ury we would be able to make up 

our minds Just what k i nd ot Administr ator the President 

wants . He told Charlie West that he had f acetiouslY said 

to the President that he could select someone 1mced1ately 

18 

t o head up FAC it that organi zation was going to be in the 

Treasury , but that he was sure t he Presi dent was more f ami l iar 

with"Republican prohibitioni sts"than he was! 

Hll,Jr . also sai d it was necessary to fi nd out what 

Doughten ' s pos ition was and that he thought Charlie West 

ought to contact Doughton f or the V~ite House and that the 

Treasury should not contact Doughten; that. it would be much 

easi er to add about t en lines to t he Ooni bus Liquor Bill than 

t o let Ui ss Roche ' s 30-day appoi ntment expire and then have 

to introduce a speci a l bil l . Ur. Heater reported that the 

Omni bus Liquor Bill passed t he House and was reported out by 

t he Ways and Ueans cocmit tee Just bef ore t he closing of the 

last session of congress . West said that he would contact 

Dought on today. 

In connection with No . 3 of the attached memorandum, 

with respect to the Confi dential Reorganizat i on Bill, HU,Jr . 

Regraded Unclassified 



19 
,- 2-

stated t hat the President thought it a grand idea and Ur. 
Oli phant a l so approved. Ur. Uorgenthau said he had t old 
the President that he had no candidate to head up the com­
bination in the event. the bill passed, but that the only 
person who could do the Job was Harold Graves and that Harold 
had told HU,Jr. (and HU,Jr. had in turn told the President) 
that he, Graves , did not t hink be ought to bead it up inas­
much as he had planned the reorganizati on and arranged the 
details. The President was most pleased with Graves ' atti­
tude . The President suggested Cocmlss loner Uulrooney tor 
this Job, but nothing definite has been done. 

On No. 4, the Uiscellaneous Tax 
that this is purely administrative. 
new revenue . At four o'clock today 
bill wlll be further considered. 

Bill, it was deoided 
It does not mean any 

legislation for thi s 

HU,Jr. told Ur. Rester to check wlth Ballinger on 
:Io. 12, which i s the bill amending admini strative provisions 
ot the customs laws. 

The President is very anxious to hurry up Uo . 13, Ur. 
Uorgenthau said . This is the bill providing tor atrlking 
ot commemorative medals in lieu of coi ns. 

It was decided that Bell would take care of two billa 
not listed (mentioned in last paragraph of the attached 
memoran.dUll) (1) Bill repealing the appropriation of an amount 
equal to 3~ of t he customs receipts t or certain uses of t he 
Secretary of Agricul.ture and (2) Bi ll extending the control 
ot the Bureau of the Budget over funds of emergency agencies, 
obtained otherwise than by appropriation, tor the reason that 
t hey have become , by inclusi on in the Budget Uessage, admin­
istration measures. 
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TO 

POON 

TREASURY DEPARTMENT 

INTP 01'1'1C:& COMN U NICATION 

S.cretuy llorgm tbau 

lleraan Oliphant 

DATI. 

lib& t are your rlshee on the following? Out of appl'OldA& teJ.r 

40 bUls which haft been illitiated, or are no• in the proceae of being 

initiated, b)' the treeaucy ~partllent, I ban selected tour billa the 

enactment of which is considered necessary, and 1& bills the enact.ent 

of which I consider V'41J7 dae:lrabla and believe cou1d be accomplished 

rltbout delqi.ng the adjourDIIIIIIt of Congrus. The7 ares 

CONSlPERED !!llllF.%ARY 

o.K· 1. Bill to enforce the 2lat Aaer>dllent . 

o!(. 2. o.nibus ld.quor Bill awending •dwlniatrative prorisione of 

liquor laws. 

o.l\.. 5. Contida2tiel reorgsnbation bill. 

() ,\(. 4. Kiecallaneous Tu Bill, amending administrative provisions 

ot the tax laws, ap!lrt trow those relating to the liquor laws. Aaong 

such provisions are those giYing us wore adequste rewedies in dealing 

nth caeea like the Associated Gas and Electri c Coapan.y case and n pro­

vision r8peaHng the statute which perwita an executor to elect to wlue, 

tor estate tax purposes, an estate as of one year after the decedent's 

death ratber then as ot the date of death. 

Dj!!I DISJR!Wf AID mr, IIQT DEW AlllO!lR!!!!fl!t Ol Gl!! WFW 

J 1 . Bill requiring postal •ploTHS to return Veterans ' benefit 

checks when addreesee is deceased, etc., to pxavant l&lautborised cashing. 

NJ!f.2. Bill iaposing toaDage texas on dowestic shipping - 'ftssele, 

yachts, and pleasure boats. 
I 

\1 5. Bill autborbing the return to the Philippines and Puerto 

Rico, respaotiftl,y, of .f\mda deposited with the Treasurer, but not used, 

tor t,. pe.)'MDt of their r eapeoti't'8 public-debt obligatiooa. 

V '· Bill to lllke lDitorw and to extsDd law raplatinc the 

conduct of persons now or :rorurl,y ewploTHS ot the GoYenlaeat in con­

nection with cla1 .. in which the lBited Ststee 18 interested. 
• 
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Bill prOI'idiDg preference tor gOI'erD~~M~Dtel cl.aiJie tor taxes 

an~ ~uties in railroad reorganizations in banlcruptcy. 

\ 6. Bill giY~ preference e.s to bea.ri.Dg end t r W to proceedings 

iDvolviDg freud upon the revenues ot the United States . 

~ ?. Bill providi.Dg for the seizure and tortei'~ure ot ves sels, 
vehicles, an~ aircr&tt used in Tiolation of certain laws. 

8 . Bill pr01'1ding tor the adll1ea1b111~ of foreign dooUIIMIIltary 
evidence in crs ms nal caaee . 

9. BUl to authorize the acquisition of lan~ in the District ot 
Collabia for additional sites for public bn1ld1ngs, 

~ 10. Bill eeend1ng the Harrison Narcotic Act to strenctbflll regis­

tra tion requireaent s and t o comp}T with trea~ obligations. 

\ 11. Bill increasing maxim1DI punishment for second and oubsequent 

offen~ers against the narcotic lnws • 

._/ 12. Bill uendiDg sd•1n tstrnt1Te provisioqo of the euat011111 la-.:s, 

j lJ, Bill providiDg for striking of co:mnemoro.tiTe medals in lieu 

of coins. 

/ 14. Bill granti.Dg Co.at Guard officers speo1tic authorit;r to 

enforce all lawa of the United States . 

~ 15. Bill punislling the transportation in interstate or foreign 

ca..erce of •n!uJa which h.,e been unlawfullT adainistered narcotic 

druge , 

There are not listed o.bO'Ie (1) Bill r.peaJ ln.: the appropriation 

of an uouat equal to .3~ of the customs r ecei pts for certain uses of 

the Secretary of Agriculture and (2) Bill extendiDg t hn control ot t he 

Bureau of the Budget Ol'er tuDda of emergency &8enciea, obt ained otherwiae 
than bT appropriation, for t ho reason that they have becoce, bT inclusiCID 

in the Budget UeiBage, adllinietrsti oo - sarea. 
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The Board or Trust ees or the Postal Savings System met in the 

orrtce or the Postm~ster Cener al at 3:30 P~ . Those present included: 

Post msster Cenersl Parley , Chairman of the Board , 

Henry Morgenthou , J r . Secret'l r y of the Treasury, 

Ho~r Cummings, Attor ney Oener&l, 

T. Jefferson Coolidge, Under Secretary or the Treasury, and 

Offici al s of t he Pos t al ~avinPs Cystem. 

The mat t er s before the Board ~or considera tion were, (1) t he rate 

or interest required fro~ banks in which Pos tal Savings ~nds a re 

deposited, ~nd ( ~ ) t he rate of interest paid by the fund to the 

Post al davings depositors . It was expl a ined tha t the Pos tal Savings 

Ac t or 1910 requires t hat banks 1n which Postal Savings ?unds are kept 

psy a minimum or 2-1/4~ interes t and that the r ate paid deposi tors be 

2~. Because or the desir~ that the Po~ tal Savings System be self­

sus t a inine , the r a te charged banks in which funds are deposi ted has 

been 2-1/2%. 

The Banking Act or 1935 prescribes th~t the Federa l Reserve Board 

might fix maximum r ates or interest payable for savins s deposits by 

member banks of the System but tha t members in any particular state 

could not be permitt ed to pay a hif her rat e t han fixed by the Sta te 

Banking Department tor St a te banks . 

In New Yor k and New Jers ey the rate 'DS id depositor s ill 2~ and 

in Mississip~1 i t is 2% ror the first $5000 and thereafter a slidi ng 

rate to 1- l/2/*. 

The quest i on whi ch a rises is: Can t he Pos t al Savi~ System 

require national ba nks to pay more than ~~ on postal savings tunds 
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deposited with th .. end can they lesve tunds on deposit with the 

banks which pay no more than 2%. 
It wan the recommendation or the representatives or the Pootal 

Javt ngs Jys tem that the present interest rete structure in the 

Jys t ·m be maintained . 
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The immediate problem then is with respect to the money in banks 

in t hose three St s tes. Csn Postal Savings deposits be accepted in 

those three States? 

Mr. Coolidge expressed the opinion that it was a matter or e~al1 

consequence whether we get 2-1/2% rr~~ th~ banks -- tb t Postel Savings 

tunds are pretty l arcely in Coverrunents anyway, very l1 ttle beinf' left 

i n the banks . 

It was pointed out thqt some of the small baris want Po~tel 

Savings runds . 

Mr . Cool idee thought it was not qtl i te right for the r.overo111ent t o 

pay depositors in t he Postal Savings System more than it permits 

bnnks to pay for savings deposi~s. 

3oth Ur. ?arley and ~r. Worganthau agreed that the depositoro ~o 

have left their money in the Pbstal Savings Jy~tem durin~ t~e last few .. 
yeors at 2% should be given some consideration. 

It was suggested tha t the rate now poid is below the "Baby Bond" 

r a te ~tnd below the rate ror other long-term Treasury securities . 

The suegestion th,tt new deposits reoei•e a lower rete th 10 old 

deposits was rejected as administratively unworkable. 

~r . Morgenthau su~~ested that the situation be permitted to run 

ulonl:' os it ls ror another 30 dayo and see 1f onythine- happened en.d 
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tt necessary a hurry-up meetint could be called in the me~ntime . 

This wa~ agreed to . 

It was agreed th •t it would be desirable to avoid askin~ Congress 

ror legisl~tion at this session. 

~r. Coolidge susgestPd ths t until some State goes to 1-1/2~ 

there wil l be no dif~icu1ty. 

It was agreed tha t 'Doney on deposit in ~lew York, New Jersey and 

lol1s3lss1:rp1 shotl1d be withdr'iwn at once Rnd that an effort should be 

made t o get 2-1/2~ from the 9epoeitary banks, but tha t they Rhould 

sll be treated al ike. 

~r . ~orgenthau th~ked tbP Post master General end his aides tor 

their help in making the Baby Bond prorram s success . 
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Item 

on depoa i t to 

on hand (inc1ud na 
Reserve Fund) 

deposit w1thbenka 

ed In u.s. 

f rom securities -

Interest 

Profit on ae1aa 

June 30 , 1 Q~~ 

$1 , 181,188,208 . 

2,342,1~3 

1~1,054 , '152 . 55 

2, 778 ,46'1. 04 

. . . . . . . . 
f rom bank deposita 20, 75Q , 210, 29 

ace1leneoua income 70 . 17 

Total Income 2~,537 ,747, 50 

agel net Ke r ninga 16, 978 , 994. 35 

Bxt re expenee 4 , 140 , 6£i.l9 

21 , 41Q, 623. 54 

minus expense 2,118 ,12~. 96 

June 30 . 1Q34 

t1 , 1Q'f, 920, 188. 

2, 582 , 082 

6Q5,21l,0~8 .o~ 

45~ .~40,~15 ,08 

7 ,~40 ,~96. 08 

6~2 ,797. 42 

21 , 82Q , ~0~. 11 

2 , ;sgg, oo 

29 , 804, 889. 21 

21,702 , 264. 56 

i , ll6 , 7i0. 17 

25, 81Q, 054, 73 

3 , Q86 ,834,48 

June ~o. 1Q35 

f1, 204, 882 , Q40. 

2 , 5Q8,~Q1 

~84, 856 ,574 . 78 

777 , 007, 225 . 2Q 

l8 , 149 .~56 . 1 

2, 550, 111 • 

21,865, 887. 

26 , 360 ,~W . 04 

7,334,443 .4'1 
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Poata1 Sew1ns• Syatem 

c Item Dec. 31, 1g33 Dac. 31 , 1Q34 

on depoa1 t to 
creJ1t of depoa1tora $1,208,884,266. $1,207,428,162. 

of depoa1 tore 

on hand (1nclud1na 
Rnerve Pund) 

tn o. s. 
aecur1 t1ea 

from aecur1t1ea -
Interest 
Profit on aa1ea 

l&neoue Income 

Total Income 

Charsea ase1nat Barn1nsa 
Extra llltpenu 

Total EXpense 

2 ,4Q3 , 204 

ll7 ,g23 , 578. 52 

Ql4,4Q2,413. 04 

200,465 , 130. 06 

4 ,430,461 . 51 

• • • • • • 

22 , Q07, 'i34 . 17 

2 , 326.26 

27 , 340, 5ll . Q4 

20,153 , 288. 21 
t, 278 ,7og. 68 

2 , 602 , 710 

Q6 ,645 ,838 . Q8 

640 ,060, 086.77 

6Q6 , 882, 805. 78 

12,776 , Q05. 18 
2 , 63l,Q78.53 

17 ,420 , 537.64 

1 , 201. 21 

32 , 82Q, 622.56 

21 ,765,4QQ. 36 
4,305, 650. QQ 

26 
Dec. 31 , 1Q36 
(Batluhd) 

11,201 ,000,000~ 

2,600 , 000 

10Q, OOO,OOO. 

264,000, 000. 

852 , 765, 000. 

21 ,642 ,000. 
650,000 • 

8 ,840 , 000. 

115. 

31 ,132 ,115. 

23 , 300, 000. 
.C, 500, 000. 

f!l ,800 , 000. 
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( THE SECRETARY 

The Secretary or State 

transmit s herewith for the per­

sonal and.conf1dential infor­

mation of t he Secretary of the 

Treasury a copy of a memorandum 

or conversation with the British 

Ambaaeador on J anuary 22, 1936 . 

' \ 
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J anuary 22, 19~6 . 

KDIORANDUK OF OOHVERSATION BETWEEN SEORE'rARY HULL AND 
'1'HE BRI'l'IBH Alffii..SSADOR, SIR ROl!AlJ? LINDSAY, 

Trade ~eaents Program, 

!he British Allbaeeador called upon JA3 in"Yitati on. 

After •o•e preliminaries leading up to the matter, I 

proceeded brien:r to rehearee t he fuu:luentale of our 

international trade agreement s p rogram, wh1oh the 

Allba•eador well understood, and to emphasize the extreme 

importance and urgency of worl d economic r ehab111tat1on, 

I stated more t han onoe the neoee•1ty for •uoh rehab1l 1-

tat1on both from t he standpoint of 110rld peace and of 

proeperit:r, in both of 'llhioh Great Britain and t hh 

oountr:r were treaendouel:r interGeted, and concluded "Yel'7 

earne•tl:r with the •tata11ent that if the p re•ent acneact 

to re•tore international trade •bould not be carried 

forward because of Great Britain and other i11p0rtant 

oountrie• not being dlepo•ed to •hare in i t, I wa• not 

prepared to ea:r what might happen to the 110rld attar 

thl• anuent •bould break down thro~ lack of •upport 

froa i11p0rtant oo-eroial nat1ona, eepeoiall:r tho•• 
greatl.J 
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greatly interested in international t r ade, as wa e Great 

Britain. 

The Ambaesador eeemed entirely in accord with theae 

statement• and objectivee, 

I proceeded then to add that I knew the Amba aeador 

would not th.1nk I had in mind any eer1ouely controverlial 

purpoae in what I was about to eay, but that I felt oon­

etralned, i n the eame cooper ative epirit that I bop ed 

might be even turther develop ed economically between our 

two countries, to bring to hie attention and that of hie 

Government certain methode and praot1oes in trade on the 

part of his Government Wh1oh I felt were seriously handi­

capping the proeeoution of our international trade reooveey 

p rogram, I continued by eaylng that this Governaent, in 

carrying forward its program, had been governed entirel7 

by the long view in contrast with narrow, ehortli~ted, 

trade obJectives; that this, of oouree, had been expensive 

to this Government, but that we had felt and still dld 

feel that the broad program for full, peraanent and soUDd 

international econo1111c recovery wae the only program that 

could either oonsistentl)" or safely be considered, ••­

peoially by i.Jiportant oo-eroial nations like Great 

Britain and the UDited States; that, as an illustration, 

when 
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when thle Ool'et'DIIIent entered into 1te trade agreement with 

Bradl it had it in ih power to take onr a large 4lld 

unequal share ot exchange and let the national• ot th1a 

country apply it on their indebtedness existi ng in Brazil, 

but instead thle OoYernment had ateadtaatly clung to ite 

policy ot equality and proceeded to lhare ita much lese 

but equal portion, whlle the Bl'itilh oorreepond1ngly 

beneti ted troa thla American eaoritioe; that we had tore­

gone aalee ot Yaet quantities ot cotton to Genaany rather 

than adopt a narrow, temporar.r, lhortlighted trade 

practice. 

I then etated that in moet oaeea the clearing 

arrangement had an ineYitable tendency to dril'e trade 

atra1ght into the bilater al channel alone; and that 

th1e course it adhered to by Great Bri ta1.n aDd nuaeroue 

other oountriea would uot only cripple but gradually 

break down tbe entire progrem ot tbe tavol'&d-nation 

policy tor. the r eetorat1on ot bilateral, triangular 

and multilateral trade on a tull and stable b ... 11. I 

aaid I had recently oblernd in our ettorte to 1nduoe 

Spain to liberalize her eoouoa1o a1Dd and attitude, 

where we were etrhing to e11ter into a yery 11a1ted 

trade &l'l'IUlC••ent under whioh we would be called upon 

to 
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to buJ' 1110re in dollare and cents than we woUld sell 

to Spain, that the result would be that the inoreaeed 

exchange Spain would realize would go to Great Britain 

under her clearing arrangement• and at the lou of the 

United Statee; that a nuaber of s1a1lar clearing arrange­

mente on the part of the Br1 t1eh aovenuaen t were under­

stood to have like obstructive and handicappi ng effects 

upon the efforts of this Oovernaent to oarr:r fortrard 

ite broad p rogram with the f avored-nation policy under­

lying it. I stated that of oouree the Brit1eh aovenuaent 

had a perteot right to take these shortsighted atepe, ae 

we oonaidered them wherever p r aotioed and b:r Whoa, and 

that I .net not be understood ae cr iticizing now or 

h ereafter, but that I deeply f elt that being more 

1ntereeted 1n the reoove17 of wholeeoae international 

trade than an)' other JULtion, Great Brita1n aight probably 

decide to gradually dee1st troa clearing arrancuBIIt8 

such ae I had referred t o and collaborate oorreepond1ngly 

more with th1e Oovenment and othere in carrying torwal"d 

the broader eoonoaio policy Which our trade -cre•ente 

progrua eabod1ed. I .. t out the naaee ot the Argentine, 

Gel'!UJI7, Italy and two or th!'ee other ooUDtr1ee, includ­

ing the 8oan4inarlan oountrtu, wheN the BrUieh by 

wmllual 

' 
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Wlll8UAl aa4 objeoU~le -thoda wore f oroing tho 

bllate:r&l trade praoUoo at tho u:pouo of healthy 

trtqplar u4 ~tllato:r&l t:ra4e. 
! 

Tho Allbaaoador replied that ho waa UDder the 

t.prooo1on that the offoot of tho Br1t1eh GoYo~t•o 

aot1011 in tho 1utanooo aat10Dod, not to 1nol\14e 

othero, waa 11oro or looo natural, du. to tho unfay~lo 

b&laaoo of tndo 011 tho part of t ho Br1Uoh Gonnuuat. 

I, witll OOIH doforonoo, pointed out how, aooord1ng t o 

111 'IDI48rot and1ng of tho faoto, tho whole t eDAlenoy 1a a 

a&j or1t y of aoot of thooo oloaring houao oaaoo waa to 

dr1 n otra1pt towazdo bilateral tra4111$ and oorroepCJDd,.. 

1DglJ to rootr1ot &Dd obotruot t ho .ua total of world 

trade, 

I .. 1d further that of oouroo tho Brtt1oh Gon& •t 

oould 10 al.oag with tho ozpootat10D of a aoro or looo 

fayorablo donloprn•t 1a their doaoot1o oooa~, o1 ttiq 

behind tariff wall• -.4 -.p1ro proforoaoo; that the 
• 

'bu.1ld1ng ooutruot1oa boca -.4 art1f1o1al., 'bu.t in 111 

opialOD tap~, a4YaBtac'M would .-ko t\IUO poeo1blo 

for aaotllor year or WOi that tho Br1 Uu Gonn.at laa4 

H.- ta. par•'ac a nth% loolatod ooODoalo polloy 

w1 th n o .-uoot&Uoa of 1atoroot, aa ot&tod, 1a ~· 

pr•z• of tldo QonftiiDt tor intora&t1oa&l t1uaoo 

1114 
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lllld 1i:n4e HOOTeJ'Ji 1iha1i While 1ihue pu%11U1Jlg 1ih1e OOUZ'H 

of a1ootn•••. 1ilae Bri Uall Gonnaa t 11Ud4enl.y hll4 tha1:r 

aUaUOD aU:raotecl 1;0 U Ut<lll1ela1q 4enlop-t 1Ja 

world &ffat:ra 1a tha1i they ... a a11110D hea•tly a:r.e4 

.. n oa the a&:roh f:roa It&ly to lthtopta. I atatecl the 

:reiiUlt waa that at ODoe 1ihe B:r11i1ah GoTern.ent ha4 felt 

obl1gecl to o:rde:r 1ta •a.,. to uaable p oath&ate. f:rca 

en:ry p&:rt of 1ihe ea:rth. OD the Kedite:r:rueu; th&1i 

t~ the B:r1t1ah GoTe~ hll4 felt obliged ~o p:repa:re 

a htage budpta:ry 1no:reue of 1-1/3 t o 3 b U110De of 

dolla:re f o:r heaTilJ 1no:reued ara .. ente; that b oth hta 

Gon:rnaat lllld a1ne would han to agree that 1f Ita1y 

hll4 had eTen ne&:r he:r pl'e-pan1o quuU ty of elq)Ol'ta 

then wu a na1 poeetb1l1 t y that hel' aratee would not 

be Oil the -.roll today; that . of oou.:rae • the B1'1 Uall 

GOTe~t oould ooatllwe to pl'ooeed le1.u:rely wttll 

nepeot to ooopentiq in the l'eetol'&U<lll of wol'ld tnde. 

1nolu41q uohallp atab1l1a&UOD• .mt tnc fol' ne:ry 

poutble 4enlop at ,4eel:re4 befon p:rooe .. 'ng w1 th 

the fmtda"Ata1e of eoaecato nlaUUUaUoa; but tJI&1i 

then wu a :rM1 p:robab111 t y that the OU.. a111 ta.:ry 

fo:roea would be ae tile -.roll befol'e th1• lein%el)" 

p0l10)" 
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pollor of reeiortq tra4e IIB4 aplOJ~Uat bad. been tate 

IIU.ff1oiatly 1a .baDd aD4 de&l.t Wi th; IIB4 t b&t t he ell­

perienae with I t&l.r ehOUld be a warnlng to &1.1 of our 

goyenmeau &l.llte. I e.phuhe4 the rtew that Wba 

people a:re ungplore4, IIB4 w1 t h t betr faaili .. 1n aore 

or leee eoonaalo dietreee , tber f&l.l a re&dr prer t o 

agitatore, reYoluttOD&riee IIB4 diotatore, Who tn turn 

a:re lla!>le to t hrow th• tnto war; tb&t the aoet lno­

prek ... lble eirouaetanoe la the whole aodern world ie 

the a!>ili t r of dlotatore, OYerntghi &laoet , to etaad 

S6 atllion Italtau aa4 a5 atllion Ge:ru.u on their 

he&de aa4 e o da.ID&t e t heir ... t&l. prooeeeee tb&t the,. 

a:riee the nu-t a orntq aa4 tuUt oa betq eat t o the 

firet-llne trenohee wit hout delay; that wbea pe ople 

a:re eaployed and ther aa4 tbdr f•Utee are reuoaably 

ooaforta!>le aa4 henoe oontented, t ber haYe no d1epoei­

t ion to f ollow agitatore aa4 t o eathroae d1otatore. 

I thea added. t hat the wa:rld today wu procluoing aa4 

oon••atq wbetaaU&llr le .. tlaaJl i t dld eu or etpt, 

or poeetblr tea, year• aco; tb&t atte:r en:rr oouat :rr 

33' 

had deftlopH ue da.eauo aoona.r u fullr u p:ruttoa!>le 

1Jl the llghi of the diepoat tton of the Y&riou.e peoplee, 

there woul d :r••"• aaple ooouion aa4 :rO(B fo:r ao bUlloaa 

of 
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of aJ.tu&llJ prot1 table iaten.atlon&l t rade aad i-H 

inYee~t• - i.-enae inYeat.ante that a h&r4.he&4e4 

buaineaa UA would OOiltider eOUAd; that reetoraUon ot 

auoh uade would -aa the re~~~~plo,.aat ot the ohief 

portion of un .. plo,.ed and a ora or leaa diatraaaed waca 

ean.ere in 8'UOh oOUJltriea u Oer.aay , It&lr, Great 

81'1 w.1Jl ad ~· l1n1 tell 8tatea; t hat thia aot1on would 

probablf aark the differenoe betweea war and peaoe 1D 

Europe in the not diataat tu~eJ that 1a aar nent 

thie oouree of trade reetorat ion &D4 ot rea.ployaeat 

of U t o 1' a1ll1ona of una~~plo,.ed pereau ottere4 tlae 

ODlf poaaible &lt en.at 1Ye t o the old order auppleaeatt4 

br utreaelr 4aDgeroua poea1b1l1 tie a ot war &lrtall7 

1a uiatenoe. 

I thea auggeated ~at, UDleaa the Aabua&dor had 

a oODtl'&l'Y Yin, I W ill aiDd to p repare a aeaoraadna 

e01lta1a1Jlg ~e tnw faote u t o theH oleariq &n811p­

aenta and Itt i t before the Britiah J oreign Offioe; 

that I wu w<Mering whetber t o ol&1'1tr the utter aoat 

effeot1Ttlf I ahould , .a11e g1Ttag the Br1tlah •sbuaador 

here a oopr, aell4 the aeao:ruc!qw t o JU • .lthertoa at 

Loa401l •Jao would OOilYel'H in pe1'8CID Wlth Ill'. Ruaoi:ID 

1a 
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_ ... 
1a *- ~u .. ot ao aou« ~ rnu. n. •·buM~~• 
pl'a..pUJ' upi'"M4 the Tin t)aat 1 t waa14 be aare 

MU~tOI'J' to U .. & fUll OCiaTOI' ... U<a but M4 

tOI'tJI. bet-en 11%, Rwloillaa la4 Ill' • .ltllutaa. no 
~N4ol' •••• -Oii\i:relr OJIIP&tlleUo all tJI.e ~,. 

~JI.I'oup tJI.e oceTUa&Uca witll tJae euepUca of ae cae 

••t-t ebOYe .. , out , 

O. B. 

I a&a 
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January 224 

Gaston came in this morning and said that Bill 
,.y,.rs hod told him that in discussing the position of a f armer 
on the Feder a l Reserve Board Eccles intimated that the President 
and I thought it necessary that Bill Myers should not go on. 
I called up Bill Myers and told him that that was the first I 
h~d heard of it and that Eccles drew liberally on his imagination . 
~yers asked me whether I thought he should consider it and I told 
him no . 

38 
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January 22 , 1936 

On January 15 , Senator Llurpb¥ accompanied by Ur. 0 1!1eil 
ot the Farm Bureau Federation, Daniel L. O'Connor o! Farmers 
Union, and !.!r. Hall, also or the Fare Bureau, called on 
Ur. Graves to discuss the Treasury's position w~th reference 
to the use or molasses alcohol 1n blende~ whiskey. ur. Graves 
reported the group lett entirelY satisfied with t he Treasury's 
position. 

Saturday, January 18, Secretary Wallace called HLI,Jr. and 
told him 0 1!1eil was sit t ing in hi s o!!ioe and was complai ning 
about the Treasury's positi on . HLI,Jr. was very much surprised. 

Yesterday Senator Uurphy called the Secretary and was very 
nice over the telephone. He said, •strictlY between us, ur. 
Secretary, I sat next to O'He1l at the meeting and you have 
every right to be or t he opinion that 0 1Ue1l was satisfied. 1 

He also said, 1 ! don ' t blace Graves tor thinking that I was 
satisfied, although I did say that I wanted to look up the 
statute, but• ! wasn ' t reallY emphatic about it. • He said, 
"As tar as I am concerned, forget about it.• 

A copy or the Treasury's letter to Senator Murphy , or 
February 15 , outlining t he position the Treasury must take, 
is attached. 
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lion. Louia IIW'p!IT, 
t1n1 hcl ftatea SeDate, 
W.ahlJI«Wa, :D. o. 

11.1 clNJ' Sell& tor: 

(COPt) 
38 . 

JIIJIIlaJ7 15, 1936. 

Ia accordance with 7au.r requeat , I 11111 tundahillg TOU with t he t ach 
recar cli n& t he pod tioa taltc '117 thh Depertaumt with retereDCe t o t he uae 
ot moleaaea alcohol in bhnclecl whlakq. 

Section 605 of the ~euu. Ao~ of 1918 prOYiclea a a t ollowa: 

All cliaUllecl ~lrlh or w1aea tauble UDder thia 
aeoUoa aball be wl>J eot t o unifol'lll reculatloaa ooaoe~ 
tac the uae thereof 1D t h e -.uutao~, bl~, c..,. 
J)OUD41ac, alld.J1t, aarldac, 'braD41ac, &Jic1 a&le ot whlak.,. 
&Jic1 reoUfiecl apirih, auc1 DO 41eori1:11aatlon 'ldlaho.,er 
ahall be sade '117 reeaou ot a cllttereuoe 1D t he cb&rachr 
ot the material !rca which -e ru:r han 'bHU procluoecl. 

I han beea aclrlaecl by t he O.Uerel. Oounael of the TreaW17 Depertceat 
\llat the prOYhlon quoted preolu4ea the appronl of ~tloaa luuecl '117 
the Jecleral .Uoobol Acltiniatratioa oalouletecl to prohibit the uee of 110-

laaaea alcohol 1D 'bleDclecl whi akq • 

.Aa TOU were 1DtoJ'lUcl, the total uae of v-taa i n t he production of 
41atlllecl apirih in the thdtecl Staha •ouato t o approx~tel.J 36, 000,000 
bulhela anmuall.J. The reculatlona referred to would haYe oal7 a aacltcl'ble 
effect upon craJ,n con.~aptloa. 'lhe e at~te of \he .Bureau of Iateraal 
llnelllle h \llat the total of uutral eplrlta uaecl 111 the blODcliac of 
wbtu.,. h approxisatel.J 3, 600 ,000 proof Clallou n_n,. .Aa...tac that 
the whole of thia qu&Dtl\7 ahould be procl'aOecl trca grai n, thi' woulcl repn­
••t topproxisahl.J 720,000 bulhela of cra1a a 7ear. You ot oovae laMnr 
that t h e lew requlrea that ln &19' caM the A:iDcl of neutral eplrib UMc1 

11111\ 'be plalnl.J etatecl on all le'bela. 'OIIcler theoe coac11 Uoaa, U h tha 
Depar'-ant 1 1 opWon that lhoulcl aaoleuea alcohol be pel'llll t\ecl 1a 'blaa4ecl 
whlllkq , aoet 'blelldera would oonU- to uae crata eplrih aa a -uer ot 
pr ehreaoe '117 reaeoa ot the pnarall,y reoophecl -er reatataaoe to 
bleacla procluoecl from cane procluoh1 aDc1 the Deper'-ent 'beli.,ee Ulat tha 
lo11 to &rain procluoera would oerteial7 DOt ln &19' nent uoeecl oae q-.zoter 
ot the preaeat &DDD&l oon.uaptlon of 720,000 ~ahele, or 180, 000 ~ela. 

You UDclerataDcl , of oourae, tllat the cleolaloa 1n thia -tt•r hat ~ 
raaobecl aohl.J oa ac-t of tiM leCI'll cliffloul\7 lhlch haa bMD reterNt 
to a'bOYo. !be reculatlou will aot 'be eff~M~th>e Glltll llaJ'Gh 1 , u4 1\ h 
'beltnecl that t hh will afford. -.ph Uae tor acUon '117 Ooaqeaa to ,.. .. "e 
thh ~1 addl\lo:sal -.rket tor the cratn procl11111er, ahoul4 -h aoUoa 
'be ooaatderecl a4rlea'ble. 

(lip&«) 
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January 22, 1936 

Ambassador Sze came in to see the Secretary today and 
said, "Kung asked me to express hie deep appreciation tor 
your invitation, but the present political situation makes 
it impossible tor him to go , but they are anxious to have 
some conversations with you and he thought it he sent some­
body here , the quickftltit would be would be five weeks . He 
is anxious to have some unders t anding with you on the cur­
rency question and asks whether it would be agreeable to you 
to conduct negotiations by cable. He wants to cooperate 
with you. He is afraid the people will import silver into 
China.• 

HU,Jr., at this point, inquired, "Why is he afraid of 
thi s?• The Ambassador made no direct answer, but obviouslY 
was somewhat contused. 

40 

Ur. Uorgenthau then said to the ADbassador, "It is almost 
impossible to conduct a t~ like this by cable. It takes 
one week to get an answer and I cannot tell him what the price 
ot silver is going to be tooorrow. I want t o be helpful, but 
I cannot be helpful if I do not understand what the problem 
of the Chinese Government is. As tar as t he United States 
Government is concerned, none ot us understands what your 
obj ective i s . When silver was going up, you worried. Now 
that is is going down, you are worried. Whatever we do seems 
to be harmful to China. 

"I do not understand,• he continued, "whY you do not want 
to have silver go into China. Do you want to see more silver 
smuggled out.• The Ambassador made no answer. 

HU,Jr. went on to say to the Ambassador, "Here is the 
t hing . It you do not mind my being !rank -- you always 
come to me with the idea of getting intortaation out ot me. 
I know t h& people in China have made millions . If I could 
tell you what the price ot silver was going to be tomorrow, 
I would not do it because I would be handing over money to 
the people in China who e~e speculating. Whenever you come 
to me , you always want information and want to know what I 
am going to do on the price of silver. What's the use? We 
do not get anywhere. 

"I nave aone through this deal of buying 50,000, 000 ounces 
of silver and I repeat that I want to be helpful, but I cannot 
be helotul i f I do not know what your program 1s.• 
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Awbaesador Sze eaid,"Personally, I have not bought any 
s ilver.• Ur. Uorgenthnu replied, "I know you have not. 
You know what I am saying is true , but you cannot admit it. 
You know it is true. The servants or your o!ficials are 
"..o~ the speculating for them. 

1 China is on t he cr ossroads of her present history,• con­
t inued the Secretary. Kung asks me what I want. I do not 
want anything, but I want to see China succeed. We are not 

41 

aski ng tor anythi ng.• When the Ambassador a sked Ur. Uorgenthau, 
"What do you suggest?•, Ur. Uorgenthau replied, "I am not going 
t o make any more euggestiona . I "111 tell you this: that the 
help of the United States Government at this time is a great 
deal more important than t his constant pressure which you are 
bei ng subjected t o troc all sides. Leith- Ross has done nothing 
and t he Japanese a r e not going to help you. 

•non~t send home the !nforoation about what I said in regard 
to the speculators. If they are so busy at home, then as far 
as I am concerned that ends it. You can send word back to 
Kung that if he wants to conduct negotia tions by cable, O.K., 
but I do not t hink t hat we will get anywhere , but he must say 
;!..qAt what he want s. 

Ur. sze sa i d , "He wants to see silver steady, not to go 
up or down. 1 

HU,Jr. told t he Ambassador, 1Just as soon as somebody 
comes here from the Chinese Government to tell me what their 
monetary policy is , I will know what they want. It is wasting 
my time and my energy the way t hi ngs are going and please re­
member that I want to be heluful. 1 The Secretary ended the 
meeting by saying, "If we could decide on some common objective 
we wou+d have a real basis tor cooperation and could then get 
some place . • 

\ 
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VETO i\IESSAOE O:S H. R . 11870 AN ACT TO PROVIDE FOR 
THE fMi\fEDIATE PAYMENT Q}' WORLD WAR AD­
JUSTED-St~RVICE CERTIFICATES 

MESSAGE 
..... 

THE PR~IDENT OF TH E UNITED STAT~ 

WITHOUT Hill APPROVAL, ll<LL H. R. 1870, BNTITLBD " AN ACf TO 
PROVIDE FOR THE IMMEDIATE PAniENT 01' WORLD WAll 
ADJU8TED-8ERVTCE CERTIFICATES, FOR THE CANCELATION 
OF IJNl'AJ D INTEREST ACCRUED ON LOANS SECURED BY SIJCH 
CERTIFICAT~, Al<D FOR OTHI1R PURPOB~" 

To 1/u Howe of R~tatifltl: 
I rti.Um bere..,ith, withou~ my approval, bill H . R . D870, entiUed 

·'An ad to provide for the immediate paymen'of World War adjuated­
eervi.., cert.ificatea, for the cancelation of unpaid intereo~ aoorued on 
IOAna -ured by such certificate&, ~tnd !or other purpooea." 

On May 22, 1935 in disapproving a bill to pay the bonus in full 
immodiatcl,y instead of in I ~51 l«ave in pereon to a join~ eosl!ion of 
lho Con11r0118 completa and explicit rcaeono for my action. 

Tho ball 1 now return dillon~ from I.Ait yoar'e bill in only two iJil. 
porlaot rooi>OOte: First, it eliminatoe tha iuuan.., nlltn!lecured paper 
cu...,ucy to make the payment. required and eubsti~utoo in~reot­
be&ring bonds1 which, however

1 
may be converted into caeb for fac6 

•ai•Jo a~ any tune; second, it aada $263,000,000 to the to~ payments 
b;v forgiving iuterest alter Octob6r I, 1931, on amouuta borrowed . 

In &II other reopecla, the cireums-, ugume~~ta, and facta 
,..,.,.;. -tially tba same u th- (ully eove....J and uplaintd by 
me only 8 mon.tbs ago. 

I I'MJ)eet!lallr refer the Membo,.. of lbe Seoate and of tl"' HoUM 
of Repreeuteuvee to every worn of what I aaid then. 

My conviotiono are as im~Uing today u they were thoo. Ther&o 
!ore I oannot change th1110. 

Fn•NXLJN D. RooeEvevr. 
Tuc WuaTc Hous.,, Januarv 14, 11/SO. 
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' YftO --.- o• a. L ,,,. 

Com,peilMUon Payuu!nt 

Jot.,u W. 8nN'I, 
SPMMr o/ fM II••H ill RtJWIH'fUo.lfw• .. 

J•o. N. 0••,•• 
Viu Prf.utMl oJ t.U Uau.d 8141u •fill Pr..,.,.,. oJ Llf )J,_.,.,, 

I ....UI1 U..• lhlo .. , orlcloaled Ia the Bo ... ol ~oiOU-. 
Soot• Tanou.a, m.•. 

0 
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January 24, 19:56 

Secretary Uorgenthau personally telephoned to Knoke 
today and gave him orders to sell Sterling against approx­
imately $1, :5:50, 000 worth of gold held in London and also 
to sell Sterli ng tor delivery in about 30 days uo to the 
equivalent of $5,000,000. The gold in London was sold 
and the Sterling proceeds disposed of to a total of $1, 3:50,000. 
In additi on, a total of $4,400,000 in St~rling was sold tor 
forward delivery at the average price of 4 . 9990. 

January 25, 19:56 

Instructions were given to sell the equivalent of 
$5,000,000 Sterling tor forward delivery at 5.00 or better. Of 
this order $1,075,000 was executed at an average of 5 .0040. 

January 27 , 19:56 

Instructions were given to sell Sterling tor approx1C3tely 
30 days delivery at 5 . 00 or better, and to sell whatever 
Sterli ng was necessary to hold the market around these letels . 
A total of about $9,000,000 in Sterling was sold at an average 
rate of 5.0025. 

Regraded Unclassified 



( 
Meeting held at Secretary t~rgenthau • s home 
on Saturday afternoon, January 25th . 
F?llo!ing dictated by Ur · Archie Lochhead 

Present: Secretary Morgentbau 
Mr . Hume Wrong, Counselor of Legation 
Mr . Clark, Economi c Advisor to the Canadian government 
Mr . George c. Haas 
lb' , Archie Lochhead 

l>lr . liorgentbau told Ur. Wrong and Wr . Clark that be had 
asked them to meet with him to discuss the sale of Canadi an 
silver which o.t pr esent was mainly sold to the United States 
and stated that in view of Canada ' s production of newly mined 
silver they should be very much interested in anything pertaining 
to the maintenance of the s ilver market. Figures for the past 
few years showed that whereas at one time Canada sold a con­
siderable part of its production to Cnina and some to the United 
Kingdom in the past year practically all Canadian exports of 
silver had gone to the United St a tes and in f act the exports of 
silver to the United States exceeded Canada's net production . 

Mr . Morgenthau expla ined briefly the necessary arrange­
ment arrived a t by the Un.ites States Tr easury and the .!exican 
government to cover purchase of newly mined Uexican silver as 
Mr . Wrong and ~. Clark both stated that they were not familiar 
with the details of this transaction. 

The Secretary asked Mr . Vlrong and l.!r . Clark to consider 
whether or not it might be wise for t he Canadian government to 
t ake the necessary steps to prevent silver being shipped to 
Canada for ultimate sale to the United States Treasury . It was 
pointed out that the United St ates market has usually been a~ a 
precium over other s ilver markets, this premium at some timeS 
reaching 5 or 6¢ per ounce and that the United States had given 

- Canadi an s ilver the benefit of this premium. The Canadian silver 
mining industry had also benefitted from the United States silver 
purchasing program in that they were obtaining a much higher rate 
for the silver produced than would otherwise have been the case . 

The Secretary pointed out that there was a large floating 
supply of silver some of which was being held in the London 
market and some bad been shipped to Bombay and it was quite 
probable that some silver of this nature might be shipped to 
C nada in an effort to take advantage of the United States price 
~nd it would be best t o consider this possibility in advance of 
any actual occurrences . 
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It was pointed out that the newly mined Canadian 
silver bars could be marked 1n the same method as the Mexican 
bars and , if the Canadi an government wished, the United States 
Treasury would probably mnke arrangements to buy Canadian 
newly mined silver , say, at the rate of 1 million 200 thousand 
ounces a month which would take care of Canada ' s estimated 
production of 16 million ounees,less than 1 million 600 thousand 
ounces which Canada had agreed to withhol d from the market in 
accordance with the terms of the London Silver Agreement . 

14r . !.!orgenthau explained that we were not trying to 
sell the Canad1ans anything or ask for any favors but simply 
to point out that both Canada and the United States were 
cutually .interested in silver and, under the terms of the 
London Silver Agreement, bad agreed to further the U5e of 
~nver . Tbe Secretary said be would be interested to ·<now 
what progress Canada bad made in th1s directi on and l(r . Clark 
informed him tb~t Canada had mi nted a Canaa1an silver dollar 
last year as a silver jubilee coin and, much to their surprise, 
have found a heavy demand for these coins with over $500, 000 
worth being disposed of. He added that they were going to issue 
more silver dollars this year and hoped that they would continue 
to find a ready reception for them . 

He (Clark) further stated that the new Central Bank of 
Canada, when it was organized last year, had been given the 
responsibility of buying silver under the London Silver Agreement 
~nd taken over the stocks previously bought by C:mada under 
this agreement. As the Central Dank of Canada bad made these 
purchases at the high levels for silv~r , prevailing earlier in 
the year , they were forced to show a considerable loss amounting 
to close to $400, 000 on its holdings which must be valued on 
their balance sheet at the current market price. 

Wr . Clark explained that the Central Bank of Cana~a 
does not obtain any seigniorage from silver coins minted ln 
Canada and that the Canadian government still had a stock of 
s llver on hand which he estimnt cd would meet their coinage 
requirements for several years. 

Mr. Wrong and Mr . Clax·k ,both thanked the Secr etary for 
the opportunity of discussing this subject and !Jr. Clark stated 
that , upon his return t o Canada, he would make a careful. study 
of the situation and would take any steps necessary to meet 
our wishes in respect to c i thex· newl y mined Canadian silver 
or $ilver imported i nto Canada. He was not sure what steps 
they would have to take i n order to control the movement of 
silver in Canada and wished a l ittl e t ime to consider it but 
prom1sed to cooperete fully . 
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llr . Jlo7 )(, Jlort.h, J)eput;r !hlrcl. .Uahtaa\ Poataaater Oea• re.l who 

\eleDnonacl. to the lacretar;r, wsa referred tc ... 

llr. Worth rfDillded ae t hAt they han eU:ed for the return of aoaetlll 

million Poatal Se•inca depoait a in Wew York b~a ~ aoae $33 aillioa in 

Jew Jer•87 Benke. $10 aillion of the depoaita in tha lew York bank• &re 

collatereled by Oo•ernmenta and $25 million of the depoeita in the law 

Jer•'7 banka ore eo collatereJ.ed, 

If no r .. pita or extllllllicn is &inn to the benke ill these two etat .. b;r 

their Sta.te llenkinc Bol!rda, there 1a a0111e pouibil i t;r that theae Oovar'lliHl\h 

will be th.rown on the market. 

llr. Worth wanted ua to know thet the Poet&l S8Y~ Syatere will be cb.d 

to haft .aoe of the $25 million of thalJ' other tuada, which II;"• eYBll-.ble for 

1DY8atmeat , ued to 111011 11p theae eec:uritiee it the Bew York end lew Jera87 

benlca do d:wap th1111 on the market , 

On Vondey, Jeauary 27th, I 'PMI84 thh information 8long to llandolph 

Bureau of the l ew York Jedere.l Reaerve lla.nlc who aeid thet he end llr. 

Coolidce bed diacuaaed the aitua.tion prior to the UDder Secre\ary 1 a 

de9arture for South Caroline. 

C.B. Vphtla. 
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January 28, 19<56 

At 9 : 20 , Coolidge, Viner, Loohhead, Haas and Oliphant 
came in. The Secretary told the p;roup that the President 
wae absolutely opposed to raie1ng money to pay the AAA out 
or 1ncoce t axes. What he wants 1e that the program tor 
agricultural benetite should be exactly the eame acount as 
it was in the 19<57 budget . That amount 1e $450,000,000. 
The President ' a tho•J!)ht. 'II'8.J! t!:.at t he processing tax should 
be $350,000,000 and $50 , 000, 000 we should ra1ee by taxing 
every article that sells for over $100.00 with the possible 
exception of automobiles , and that the other $50,000,000 
was for something HU,Jr. could not quite remember. He also 
told the group that he had said to the President that he di d not like t his idea at all. 

HU,Jr. then told the group that he had ~alked down with 
Wa llace and told him what the Presi dent ' s wishes were and 
arranged tor another meeting with Wallace at ll o 'clock 
toc:~orrow . 

The Secretary told the group that we ought to work on 
two programs (l) incorporating the President ' s w1ehes of 
$350, 000,000 out of processing taxes and $50, 000,000 by a 
tax on articles selli ng for over ·$100 .00, and (2) the way 
he woul d like it. He said he had definitely tol d the 
President and Secretary Wallace t hat if we cannot raiee 
t his coney out of income tax, we have to raise it out of 
processing taxes . 

Hll,Jr. then gave the group the gist of his conversa­
tion with the President this morning. Re told thee that 
he felt if this could be brought about , •r feel that t his 
is the tice to pennit t he Central Banke of the world to 
buy and sell gold here . It looks as though i t would make 
the exchanges flow more easily if t he 52 Central Banke 
could operate here. 

Coolidge t hought it would g ive England a chance to peg 
her exchange and bring it down to $4. 00 1t she wanted to by 
buying dollars until sterling went down to where ehe wanted 
it to go . He also eaid that that would be easier to atop 
by reversi ng our stand. 

The secretary ea1d that or course he would not make 
this move until France straightens heDself out again; that 
if France was going to get off gold he would rather see her 
do it now than eix monthe from now. 
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Viner sai d that if we are on a de facto gold standard, 
the selli ng or gol d to all the f oreign Central Banks would 
be , in effect, placing us on an aotual gold standard. He 
would like to see t h i s accomplished it it meant a general 
stabilizati on of all currencies , but we must realize , he 
t hought , that i t the Treasury agreed to sell gold to all 
the Central Banks and leave England tree , it woul d provide 
her with a lever to manage her currency against the other 
gold curr encies just at a t i me when it is possible that she 
will lose France , t hrough whom she i s at present operating. 
Before agreeing to sell gold to the foreign Central Banks , 
he t hought we should have an understanding with them as to 
Just what they were going to do with t his gold; 1n other 
words, i t should be used to stabilize currencies within 
definite levels and he also thought we should have England 
co~e to us tor gold, a t which t i me we could ask her Just what 
her intentions were in t he use or t his gold and if she in­
tended t o use it to maintain the dollar-pound ($-~) relation­
ship within certain l i mits. He said he thought we should 
ask this question ver y di plomatically , i nstead of Jus t de­
manding that they do certain thi ngs, as by handli ng the 
questions carefully we could probably accomplish a great 
deal more 0 IDJ , Jr 0 agreed with Viner ' s was of t n inking and 
so di d Oliphant. 
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Thursday, January 23, I called up tho President 
to tell him about all the rumors in Wall Street. He 
would not let me talk, but started in to tease me and 
I seldom have heard him so hilarious and in such a 
grand humor. I got the feeling that he was almost in­
toxicated with good spirits. 

Among the otner things , he teased me about the 
bonus and asked when he was going to s ee me and did I 
b.ave lll.V figures ready . I said I bod so:~e , so he said, 

"Will ,ou and General Hines come over to see me at t en 
minutes to five? 1 I said, 1 Tne front door or tne back 
door ?• and be said, •sack door.• He saw us about five 
o ~ clock and started in by saying t hat he had asked Steve 
Early for two memoranda, one vetoing the bill and one 
approving it . Re showed us a very abort, concise state­
ment from steve Early which vetoed the bill. He asked 
me what I had and I snowed him the statement that Walter 
Lippman had given me with a quotation of George Washington. 
(It is attached hereto . ) 

General Hines bod two statements which be ~ve the 
President . (Copi es are attaohed hereto .) Hines went 
into his usual lengthy talk, t elling the President that 
he t hought t here was a good chance for the Senate again 
oustaining hie veto. Tho Pr esident pooh-poohcd the 
idea. The President very, very carefully read the two 
memoranda furnished him by Hines and asked h1m a number 
or questions . 
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I then said to Gener a l Hines , •would you mind leaving 
me alone with the President and waLt t or me outs1de? 1 

He 
got up and 1e ft. Uy idea was to t ry at\d find out r.h!lt the 
President had in mind and t .hen began to work on him. After 
Hines left, the President did not say a word, but took ~ 
penoil and paper and began to write. After he hRd written 
a little while, I said to him, •wnat i s it, approval or 
veto?• and be smi led and said , •you know perf ectlY well 
what it is . You never had any doubts wnat I would do, • 
and I said, •yes, I did, but I had been afrai d to let ~eelf 
t hink about it.• That was hie way of let ting me know t hat 
no was wr1t1ng out a veto meseage . I sat there tor about 
half an hour, holding my br~ath , t or tear t hat someone 
would interrupt him and stop him, but they didn 't. At 
5 :~ he was through and then he read his message t o me. 
I only ~tade one or two "minor suggestions. He then said, 
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1 What would you t h i nk or my writing tnis out in l onghand 
and sending i t up t omorrow?" I said , 1 The sooner, the 
better because !or the lalt two days we had a r eal infla­
tionary market and I do not want to l et the matter get 
too tar out of hand." He sai d , "All r ight. I will send 
1t up tomorrow .• I t hen congratulated him on ni e gr eat 
courage and t old him how thoroughly pleased I was with 
tne acti on that has been taken. · 

or course , he never had any doubt s where I stood in 
the m~tter and from the way he acted t hat evening I i magine 
that be oust have oade up hi e mind f a irly easily. 

Tne next morning, when I called on him at 9 o ' clock, 
I bad very little to talk t o h i m bbout because I had made 
t he a9pointment with the thought that I would talk to him 
about his bonus message . He had at his bedside a l onghand 
message and he said , "Nobody has seen it except ~1soy and 
I showed it to her J ust be!orc she went to bed.• He oub­
eequently told mP t hat he d id not tell Mcintyre or Early 
about his message until ~: 30 o'clock t hat· morning. 

I had the greatest diff iculty , a! t er I got back to 
the c! fice , not to show by my expression how happy I wee. 
As a matt er ot fact, I kept it so secr et t hat when Gaston 
cams i n t o t.elJ. me at 12: 15 t hat tne newepapero knew the t 
t he message was on its way I r emembered t hat I had ! or­
gotten to ask Lochhead to stand by . Lochr.ead was out 
to the dentist and I went and eat at hi s desk and took 
over hie J ob tor an hour. I got a great kick out or 
doing it. 

Five seconds a!ter the announcement came over the 
ticker, I gave or ders t o sell $1,000, 000 worth o! gold 
in London, and a few minutes l~er I gave a~ order t o 
buy $1,000, 000 17ortn or 2-7/Se. Uy purpose was to help 
t he market make t he correct i nter pretati on as to t he re­
sults or the ?resident' s veto. Unf~rtunatsly , two !actors 
were working against me; (1) t hat the House i mmedi atelY 
overrode the Pres i dent ' s veto and (2) tnat the constantine 
Uasu1re memorandum on s i lver and gol d was being c1roular1zod 
all t h roug)l t!ew York and people believed we 17Cre ao1ng to 
do eoaeth1ng startling 1n a constary way over the week-end. 

The President sai d a t lunch today that he bad Just 
seen Harry P.op!o:i ns who bad asked him i !' it. was allright. 
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t~r h lm to take his wife t o Florida f or two weeks and 
when woul d t he President send h i s message t~ Congress on 
unemployment. The President eaid that he told Harry it 
was all rignt ~or hi m to go away as he would send t he 
mesoage up between uarch let a nd the 15th and then leave 
on Ullrch 15th tor two weeko, or else he would send it up 
between April let and 15th. He aeked me if I t hought 
that was all r ! gnt and I eaid I d id . 

He then asked me if I could not find out the source 
ot income of Pr&scauer as Proocauer was one ot the cain 
,eople who hel6 Al Smith write hi s speech. He said, If 
we .,could show t hat Proscauer got $200, 000 or $300, 000 
re t a i ner from the Public Utilitiss that i t was thAt kind 
o f influenc e t hat was advi t ing Seith. I tried to argue 
him out of it and finally got h im to agree tb3t the way 
t o do it was to let Congress make an ~nvestigation. 

P.e gets tnese cr a zy i deas every once i n a whi le and 
tne way I usually lteep him from carr-Jlng t hem out is t o 
Juet l et them s lide and do nothi ng. 

Anot her idea he had was t hat he wanted to give it out 
that General Motors was selling dollars short and buying 
Sterling. I told h im t~at we got thi s information on a 
confidential basis and 1t v1e gave 1t out, the banks would 
not g ive us any moretntorm~tion. 

Anot her t hi ng he wanted t o know was who was the man 
1n Illinois who wao r eported having an income of over 
$1, 000, 000. I t old h im I did not ltnow, but would try 
t o find out . 

I conotantlY st all with h im on t his sort o f t h ing as 
his use of th~s kind of i nf or mation, either openlY or sur­
reptitiously , i s Just the kind ~f t hing that makes people 
call him • tricky." 

I t alked to the President about t he tax program t or 
AAA and he compl etely disagrees wi t h me . He says that 
we cannot get tbrougn a bill i ncreasing the income t ax. 
His thoughts are t he f ollowing: {1) that the agr1cultural 
program should be t he exact amount that it would have been 
if AAA had been constituti~nal and {2) t hat we should raise 
~~50 ,000 ,000 tnrcugh a processing t ax so that we cnn ehow 
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tbe processors t nat we are taxing t hem $100,000, 000 l eas and 
we a~ould r a ise $50,000,000 by having a tax on ev,ry a rticle, 
w1t b the possible exception of automobiles , that sells f or 
over $100. 

I told h im I did not like his idea at all. He had 
some otner metnod of r a ising anotner $50, 000, 000. Tne 
1nt er os t1ng point of t h l s discussi on 1s t nat he would not 
listen to me when I t alked t o h lm about incr easing income 
taxes . I t old hlm about our coat ing Ghis corning ~~d that 
we wer e going to nave another one on Wednesday . He said, 
Hurry i t up as much as possible . 

~ot week I suggested t o"hi m that he have ?at Harr i eon 
and oougnton down and talk over t he pr oposed tax bill, but 
we agreed not to do tha t until we &areed aeons ourselvee what 
tbe program should be . Ther e is no use talking to Harri son 
IU\d Doughten U.'1t11 we agree among ourselves. 

I am going t o na ve my honda full with t h iS tax program 
bet ore i t is enacted into law. The Pres ident wants t o 
rush me on it because he says we have to pay the farmers for 
thei r last year ' s contracts $206,000, 000 and we have t o get 
the farm pr ogram through because t he farmers 1n the South 
will soon be planting cotton. As I got his idea, we should 
l e t the farm bill go through, but wnen the a,propriation 
b ill i o passed that we should get through a tax bill at the 
same time . Tnis last step is not quite clear 1n my mind, 
but what i s clear i s t nat he 1& goi ng to let them vote a 
new farm bill and t he appropriation for $296, 000, 000 for 
laot year 's program before he takes up a new tax b111. 
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January 27, 1936 

At the meeting held in the Secretary' e office today 
to discuss proposed legislation t or the agricultural pro­
gram and ways and means to provide funds to pay benet1ts 
to farmers , the following were present : 

Secretary Uorgenthau 
Stanley Reed 
Ur. Hiss, of Justice 
Mr . Feller, of Justice 
llr. Savoy , of Agriculture 
Dr . Ezekiel, of Agriculture 
Ur. Upham, of Treasury 
Ur. Perkins , of Agriculture 
Dr. Viner, consultant of the Treasury 
Dr. Haas, of Treasury 
Ur. Turney, of Treasury 
Ur. Oliphant, of T~easury 
Ur. Gaston, of Treasury 

Secretary Wallace joined the group about a halt-hour 
after the meeting convened. 

Ur. Uorgenthau said, "As I understand it, Secretary 
Wallace feels that tnere are some t hings about the bill 
as drafted to raise the taxes to make the agricultural pro­
gram effective that he does not l i ke, so I think the easiest 
way ie to start on the attack s i de,• and stanley Reed r eplied, 
1That ' s tine.• HU,Jr. continued, •so "hoever does not like 
it , let theo go ahead and state the~r objections .• 
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Dr. Ezekiel was t he ttrst spokesman. He said, "Tnere 
are three alternative proposals under discussi on and the 
question i s ae to the econocio policies tnat will detero1ne 
which proposal will be the Administration measure . At the 
request of Justice, we held a meeting Saturday . Secreta.ry 
Wallace and Ur . Davis were present and Ur. White , to try to 
set tle some of the questions of economic policy that should 
underlie whatever measure was to be the Administration measure. 

"That meeting, 11 he said, •reached tour rather positive 
conclusi ons on t he points r aised by Just ice . · Its tour con­
clusions were, f i rst, that it is imperative t hat an effort 
be made to recoup the amounts which have been refunded to 
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to processors in order to maintain Justice between processors 
and consumers . The most important effort is to get them baok. 
Second, that 1n connection with it, it is important to equalize 
the s ituation between those who paid and those who did not , eo 
that those who have played ball with the Ado!nistration are 
not penalized as a result or having paid. In equalizing the 
si~uation, the best way to do so is to impose taxes on those 
who got their funds back, rather than make refunds to those who 
did not.• When Ur. Oliphant i nquired the difference between 
the first and the second, Dr. Ezekiel explained that the second 
is really an extension of the first. 

"The third is as to the question of imposition of taxes 
between January 6 and t he date the new bill is passed. "Every­
one at our end,• he said , •is very positive that it would be 
exceedingly unwise to attempt t o i mpose taxes now covering that 
interim period. As a matter or tact, t he processnrs have not, 
s ince January 6, been passing on the tax . They have reduced 
prices or reduced margins to quite t he full acount of the tax 
and in some cases more . A delay or a month or two t o attempt 
to r ecoup refunds creates a wholly impossible situation. llr. 
Perki ns has just come back from the south, where he has been 
talking with a good many processors. He finds that very, very 
true. 

1 Thoee are t he three main points. There are some minor 
questions as to ~he rates of tax, but that ' s a different question 
as to what type of bill to use.• 

Ur . Hies of the Department ot Justice sald the first two 
points , which are very similar, can be covered under eit her 
type of bill. The draft which Agriculture has been favoring 
so far goes a little further in getting back some $30, 000,000 
taxes which have been due prior to injunction suite and which, 
therefore , would not be caught by a bill saying mereJs that 
there shall be a tax on processing oourring from July 1, 1935. 

Ur. Uorgenthau suggested to the group that they take a 
little broader picture trom the Treasury viewpoint before the 
discussion gets too tar down into too fir.e legal points. "What 
I am ses1ns, • he told the group, "is absolutely confidential 
because I don 't think we want such discussion outside. The 
way we look at it , there are three legs to this stool, (1) we 
recognize t he fact that there is a moral obligati on to refund 
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$296 , 000 , 000 to people who have concluded contracts last 
year. We might as well recognize also t hat we are going 
to have the bonus and the Treasury's estimates are that we 
have $160 , 000, 000 in this 1Q37 budget and the aaount we 
will need in excess of that. 1e $90,000 ,000. There you have 
·'386, 000,000. I don 't t.hink we can say tba t there is any 
question but what the President expects to raise the taxes 
in 1Q37 to pay for these increased ~penditures. He said 
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eo in hi e budget message. So t he unknown factor is the amount 
Agricultur& needs for benefit payments this coming season. 
The other two are pretty well fixed. 

"If some or your fellows will s it down with pencil and 
?aper and see the great, great diffi culty , as it is, to raise 
$100,000 , 000 in taxes, you will get some idea of the problems 
that we have to work with when you are talking about trying to 
ra1Be $800,000,000 taxes 1n one year and 1n tl:at comes the 
whole question of recovery, the question of consumer taxes against 
tax on income , private and corporate , and the whole question of 
the tax structure, which - - eo Senator Bankhead tells me - - is 
~ problem. But it isn ' t only my problem; it ' s the problem 
or everybody . It goes to the whole root of recovery. I 
would like to i .mprese on the people in Agriculture the · fact 
t hat every $50,000, 000 you add to what we have to raise in 
taxes makes our problem that much more difficult and the Pres­
ident's problem of get ting it through Congress. 

•we are not at all sold here. We worked on the bill from 
a technical stand~oint of t he whole retroactive tax bua1nese,but 
Ur. Oliphant will tell you -- we had a ceet1ng previous to this -­
we are not at all sold on the idea that we should have processing 
taxes at all. We ~eatly queetion that we should have that 
form of consumer tax at all t~ r aise the revenue, whatever Agri­
culture needs, and I want to tell you t hat. As a matter of 
tact , i n the Treasury today we reel that if we were asked the 
question point-blank, we would say we are not i .n favor of 
processing taxes. 

• It the figure of $386,000,000 is right, then we have a 
question mark , The point I am goins to make wi th Ur. Wallace 
and the President is you people eay $450, 000,000. We want to 
examine that very , very closely eo if we could show the Pres­
ident how diff~cult it is to raise $150,000,000 when he i s faced 
with the poeeib1li tY lDf ra1s1ng $850,000,000 . Certainly 1n 
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all the talks I have had with him he has given every intention 
or goi ng through with a tax bill. I realize perfectly how 
you people in Agriculture reel. But on the other hand we reel 
thi s morning t hat we want to discuss this thing. we want you 
to take the ideas of the tnree departments artected -- Justice, 
Agriculture and ourselves. Tne other t hing is from the Pres­
ident's standpoint. 
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"The only chance of getting revenue is to have one revenue 
bill. Figure it out! He needs so much money to pay !or these 
three items and I just want to read to you -- I don ' t know how 
cany of you are fac iliar with what he did say , but it is so 
positive t hat it doss not leave anything to the 1maginaUbn.I want 
to take a minute so that you cay all be entirely fac1liar with it. 
In hi s budget sumoation he said, ' The underlyLcg tax s tructure 
or the Government is now stronger than ever before in our h i story 
and as normal bue1neBs r eturns will produce revenues adequate fdr

1 

a l l essential purposes . ' From his present budget messase 
!or 1937, I quote 'If the Congress enacts legislation at the 
comi ng sessi on which will i mpose additional charges upon the 
Treasury for which provision is not already made in t hi e 
Budget, I strongly urge that addit i onal taxes be provided to 
cover such charges . I t i s i mportant as we emer ge !rom the 
depression t hat no nev activities be added to the Government 
unless provision i s·made for additional revenue to meet their 
coat.' 

"In his budget summation he covero the question or proces­
oing taxes and in his message he covers the question or legis­
lati on ! or which no revenue has been provided, so he certa i nly 
bas laid tae foundation . And , as I say, our view is we want 
to have a free discussion. The way we feel today , we would 
l i ke to se~ one revenue bill at one time, including everything 
that is passed which i s necessary . We think, from the Presi­
dent ' s standpoint, it will be easier to handle one revenue 
bill than three and we also ar6 not at all sold on t he i dea 
of processi ng tax and, t he third thi~,we want ~o i .mprese on 
Agri cult ure that if I were over there I would be doing just 
what you are doing and say ' This i s what we like. 1 But the 
~aount of cloth available may not be quite as much as you th1~ 
it is and you may have to out your suit to fit the cloth, if 
the President is determined to go through with hie tax bill. 
Your program is not ~et . $450,000,000 may be what the planners 
honeij tly think they need, but when it cocee to t he ;allows who 
have to put tax on income , it may not be just that. 

Ur. Ezeki el stated that 1As ~ matter of record, when this 
subject was first discussed, confi dentially and tnrorcally in 
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December , we raised the question with your representa~ives 
as to whet her, 1n thinking over the contingency 1t' the suit 
went against us, we should look to new measures of revenue 
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and we got the i mpression t hat the only thing to do was to 
continue those sources of revenue in some way with proces-
sing taxes .• Ur. Uorsenthau replied that that wao perfectly 
true, but within the last few days we have shifted our opinion. 
He asked Ur. Oliphant if he wanted to talk for himself, and 
Oliphant said, "Within the last two or three weeks, I was 
asked if it was possible to draft a bill reimposing processing 
taxes and making them retroactive and we have been working on 
ths t . The other conferences you referred to, those were con­
ferences which were held to study what we would do in connection 
with the expected Supreme Court decision • The decision t he 
Supreme Court rendered was not the decieion we were looking 
for.• Stanley Reed facetiously eaid, 1 Don't look so accusingly 
at me. • 

Ezekiel explained, "A second point as between retroactive 
collection ot taxes tor last year and new taxes for this year 
involve different economic consideration. As far as the retro­
active feature is concerned, any economist will say t hat to per­
mit those taxes to stay in t he hands of processors is absolutely 
unJustifiable . They have been paid by farmers and consumers. 
Ur. Uorgenthau was of t he opinion t hnt was ethics , rather than 
economics and Dr. Ezekiel answered, 1 Also economics. They 
don 't belong to t he processors. The processors collected 
t hem trom consu.:ners only because they were operating under 
cover of the law, turning thee over to t he Federal Government , 
but the amount of taxes collected t hnt year are larger in 
amount than t he total gross operating revenue of t hose companies 
tor a ye~r. You multiplY the profit three times it you turn 
it back to them. They were exacted from the consumers and 
from the farmers and it you let them go back to them without 
any attempt at recapture, it will create a legal situation 
from which no one will profit but the processors . They are 
promising bonuses to t heir ecployees and refunds to their 
people they sold to; for example, the pact ers are on record 
as having told the termers t hat every bit of processing tax 
t he farmers p~id. They are also on record as having told 
consumers t.aat the consumers paid. They will face attacks 
on both sides to recover their share of the loot. It will 
make one of the messiest scandals this country has ever been 
faced with. 
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Ur. Oliphant said , "I t h ink in terce of what you said, 
ur. Secretary , t hat that is a separate problec that we will 
have to deal with l ater on . I t hink t hey are two separat e 
problecs . How are we goi ng to settle the catter of prevent­
ing refunds of tax a lready paid 1n? And 1t it is decided 
to put the burden of this thingm the general tax structure, then 
it seeos to me we have the separate problec of whether or not 
t here are appropriations whereby there might be an augmented 
tax to reach t hese refunds of some $200, 000, 000. 

1.11' . Ezekiel: "I understood t hi s was a question of a 
retroactive •ct of soce form against which will be allowed 
a retroactive processing tax or its equivalent --

Ur. Oliphant replied that the r etroactive act is one of 
a number of possible devices for ironing out the i nequal i ty 
of which you speak. 

At this point, Secr etary Wallace Joined the c eeting and 
HU,Jr. repeated to h im t he Treasury's standpoint i nasmuch aa 
t he Pres ident has said that any new legis lation which will be 
paased by t h is Congress should be accompanied by t he means t o 
provide the revenue . In connection with refunds of processing 
t axes by t he processors , he said he realized it would be t errible 
to let t hee keep t he money whi ch they have . Secretary Wallace 
wanted to know, •can you also get it froc the lawe who got it 
on a contingent fee basis? If you are r a ising $500, 000,000 how 
are you going to r aise it 1 Are you gol ng to tax it on agri­
cultural "products? You wil l have the floor stock probl ec .• 

Hl!,Jr. replied, 1 Froo our standpoint it' s socewhere between 
$800,000,000 and $000,000 ,000 additional taxes t hnt we are 
faced with." IVa llace wanted to know "If you make it on t he 
i ncome tax route, you get back $180 , 000, 000? That ' s whAt you 
ar e proposing? " And when HJ.I , J r. sai d no, Wallace said, "I 
t hought you suggested that instead of get ting $180,000 ,000 by 
retroactive taxing you could get it by a special provision 1n 
t he 1ncoce tax law. • Ur. Uorgenthau replied, 1 \Te have not 
cooe to that yet. But froc the Treasury standpoint, every 
$50,000,000 new revenue cakes the problem t hat cuoh more dif-
f icult . I take the liberty of questioning, once you look at 
how difficult it is tor us to raise the money , whether there 
i sn ' t a possibility of cutting down on the benefit s for this 
coming year. I am doing it purelY as a fiscal officer and 
not from t he standpoint of a man looki ng at it from an agri-

' l cultural viewpoint. 1 
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Ezekiel said, "There is one otLor prob lem of putting it 
al l i n one measure and tha~ is t hat any effort to recouu refUnds 
or effort to make processing taxes retroact.1ve , prompt action 
i s e~ceedingly eesential. If the policy is to go along the 
l i nes of recouping refunds, t he sooner notice is given of that 
the sooner t he appropriation will be in t ho process.• 

"We a re looking at it in Justice, 11 said Stanley Reed, •more 
from the s t andpoint of loo~ing at t he bills and working with the 
bills as t hey are proposed and different drafts of thee, to see 
if we could sustain what ever economic or political conclusions 
you r each, either by income tax or by retroactive processing, to 
collect from the processors the money. It seems to us to be 
extremely difficult, because various processors have made contracts 
wi th t he millers , who have made contracts with their whc!esalers 
and they in turn made contract s with those who purchased from 
them, so that these t axes are going to be redistributed back to 
peopl e other than the processors in many instances, though a 
lar0 e part will stay in the processors' hands . One great diffi­
culty we find i .n the income tax idea, if that should go up like 
we 4id for silver profits, is whether or not t hose processing 
taxes that were not paid in, and if t hey should not have to pay 
them 1n, is there any question of income tax? ~e doubt very 
much if t ha t could be held to be income to those processors 
inasmuch ae t hey have not earned any on the c~ital or operations 
t hey ha ve had . It' s a f a ilure to have to pay money that they 
had expected to pay . We have also wondered Just how far we 
have to go on the new benefits. How accurately can Agriculture 
deterolne what they a re going to need? That seems an impossible 
problem to ask Agriculture , because t hey don ' t know the type of 
bill they will get or wnat they can do under that bill, and I 
have seen in t he papers the last week that Oongl'eee seems uncertain 
what they are goi ng to do.• Wallace said the situation is much 
core harmonious on the Hill than the newepapem indicate . 

llr. Reed wanted to know whether it ie to be limited to com­
modities in the old bill and Wallace said it 170Uld be t he eo1l 
conoervation approach . In that event Reed thought there prob-
ably would be an extension of the cocmoditi ee that desire benefits. 

Wal l ace said it involves about $500, 000,000. Ur. Reed said, •we 
have approached it primarily, I believe, from the st andpoint ot 
the absolut e necessity of being sure that whatever taxes were 
levied would be collected because there ie the retroactive 
f eature -- how it is taken. So tar as we can decide , 1t is 
surrounded by doubt. There is disagreeoent in our department 
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of those Vlho are the beet informed , as to vthet her it can ef­
fective l y be done . ur . Wallace eai d , "You have t o make the 
effort. • But Llr. Reed wanted t o know f rom whom we woul ct r e­
cover it. The Processor won ' t have i t , he eaid. llr. Wal lace 
replied to thi s by saying, 1 I don ' t know what legisl ati on will 
be passed to strengt hen your hand . I t seems to me you should 
have legislation to etraight en out that mess and it ought t o 
be turned out at the earli est possible moment, • and Ur. Reed 
told h im we a l l of us agree on that poli cy . 

63 

Dr. Viner inquired of ur . Wallace , 1 Isn •t it recovered by 
distribution? You are satisfied, reaoonably, if t hey d i stribute 
it? • Wal lace repli ed, "From an economi c s tandpoint you can 
say, Yes ; t hat will promot e recovery . You can ' t recover it 
just ly, then you can distribute i t Justly . The consumers pai d 
it . You are not going to get it in the hands of the consumers . 
The bakers wil l sue the millers, but they are not any more en­
tttled to it than the mi llers . 

HU, Jr. asked, •could t his thing be approached 1n this way, 
Stanley? Say to the Treasurj , h~re on one hand you have to 
r a ise so many hundred of mill i ons of dollars over and above t he 
budget . That ' s one problem. You need eo much addi tional 
r evenue . The other problem -- this queetion of attempti ng 
to get back t he money that wae r efunded to the peopl e who are 
entitled to i t - - could that be treated as a s eparate problem 
out s ide of the r evenue bill? Could the two things be t r eated 
as two separate problems? 

llr. Reed replied , "They could be, but I don ' t think you 
are go1ng to be able to keep t hee separately becauee if you 
once make up your mi nd that you are going to try to get back 
from the processor s unj ust money that they have , that Vli ll i n­
crease the amount of money you get from t he t~xpayers .• 

Ur . Uorgenthau then said , "Let ' s say f or the moment - - I 
don • t know how l.lr . Wal lace fee l s , but say he t h i nks it would be 
better not to t ry to r aise t he money through a consumer ' s tax. 
If he agrees wi t h t hat , 11 that i s fundamentally correct , t hen 
why apply a tax which we all agree i s wrong Just 1n order to 
have t hat method of getting baclt the money from the fellows who 
received the refund? I t that pr emi se i s wrong, t hen t i e t he 
two things up, but if we should agree we don ' t want t o raise 
revenue t hrough a tax on the pr ocessors , but do went to r a i se 
it through i ncome tax , can ' t we find some other method of get ­
t ing the money baok from the f e l lows who got t he r efunds?• 

Regraded Unclassified 



- 9-

llr . Reed aaid , •we aould attempt to apply eit her a retro­
act ive processing tax on t hem or a special income tax on them. • 

Ur. Wallace wanted to know, •can you under t h e income tax 
law t ake f:oo thee all the coney t hey got by this 111ethod 1 • Ur. 
Reed said ne could not answer that. Wallace added, 'All t hey 
got over and above what t h ey paid t he lawyer, about 33-1/3 to 
5~? · 

Ezekiel explained t hat the f act i s that the conRumer tax 
over the past year has already been charged to the consumers 
and "what you are trying to do now is not to levy a tax on con­
sumers retroaativ~ly~ but to prevent somebody from taking some­
t hing t h ey have already taken from t he consumers .• 

Ur. Oliphant asked, 'But isn' t t h e whole t hing clarified 
by answering whether or not you will re-enact the processing 
tax? If you decide not to do that, t hen you have an entirely 
di ff erent p i cture.• ~r4 Ezeki el eai d , 1 I n any event, don ' t 
you t hink tha t with $8001 000,000 t o be gotten , that that future 
tax should be free from any doubt whatsoever and Just not be 
tied up with any attempt to get $300,000,000? 0 llr. Oli phant 
r eplied t hat he thought that is a minor considera tion, going 
into the questions or ways and means and it not a question of 
our obJectives t h is morning; that is, from the Treasury stand­
point. 

llr . Perkins stated he had one point he would like to cake . 
"I wonder if we ought not to t ake a l i ttle broader view of 
t hi s thing as regards processing taxes and the refunds. In 
t he minds of the processors ,• he said, 1 t hey are much more con­
cerned about what is going to happen to t he $1 , 000,000,000 that 
has been paid to the Government and against which they might 
have to stand suit than th~are on that part of the money which 
wa s impounded and IVhich they are getting back. Here i s the 
t hi ng that has them genuinely concerned. In many casee , cotton 
and flour mills, where the tax has been levied asainst them the 
whole life of the program, they paid in six times as much as 
they have il:roounded. Their cuetocers are beg1.nn1ng to notify 
them t h is was an illegal tax and we are going to sue you. They 
are very genuinely concerned about w;w.t is going to happen i n 
these euits between b·• :~ iness cen. In other words, here is a 
flour mill got back $SO ,OOO,OOO impounded t axes and has paid 
in $250,000 which have been passed on to bakers . They are 
panicky that the bakers r.Ul sue them and get J udgment for the 
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$250, 000 and break them. I don't think you can think of 
the processing tax wholly in the sanae of refund, but take 
into consideration those that have been paid in and paseed 
on.• Dr. Ezekiel said, 1 Your action on tnis ie going to 
detennne tnat, • and Ur. Perkins said, •It does not seec so 
to ce , because 1t no action is taken to bar sui ts on back 
collections, we are getting into the cajor questi on ot law 
aults between business men.• Ur. Uorgenthau sald, •But 
tne future method of raising taxes would not settle that 
problem.• And Oliphant agreed, saying 1 I f you deci de from 
now fontard that the farm program is not going to be paid 
out of processing, but out of general taxes, that ' s differ ent.• 
Wallace said, 1 If you are going to reenact the processing 
tax, that tends to link up the whole approach to t he one 
probleo. • 

ss 

Ur. Ezekiel aaid, "Regardless ot what you do for future 
taxes, if you enact a retroactive processing tax that seizes 
any refunds 1n effect but gives no net. return to the processors, 
regardless o! how they got them, there will be nothing tor 
them to sue tor. If they have to pay processing tax directly 
or indirectly, there is nothing tor them to argue over.• 

"If it. is possible - - the mess we are in now -- I would 
like," said l.lr. l.lorgenthau, •to put that 'tn one table and 
t he question b~ how the Treasury is going to raise new revenue, 
I would like tha t on another side . • ur. Ree~ said that was 
poss ible, •except the acount of coney which the Treasury has 
to ralse is golng to depend on t he acount of eXpenditures and 

the aoount of receipts that. cooes troo other sources. • 
Ur. Uorgenthau agreed with t his . 1 I would.n ' t count on anyt.hi .ll6 
out of this $200, 000, 000, 1 he said. "If we get. it, swell! 
But I wouldn ' t count on it and I would like to go out and 
get the difference we need to take care ot these three pieces 
of legislation. I sn ' t i t a great deal easier to draft legis­
lation where there is a straight revenue bill-- eay,income 
tax --where there is no question of its legality? " Ur. Reed 
said that would be very happy tor the~:~. 

Ur . Uorgenthau said, "Thi s other thing which you mention 
and towards whioh I am very sympathetic, i s very dltfi cult to 
handle. • Reed sai d that undoubtedly there is no legal question 
about future prooesslng taxes.• Ur . Filler, troc Justice, sai d 
"From our standpoint, any t ype of tax which is not a processing 
tax would be very happy. If you have a future prooeaaing tax 
and any t ype ot retroact ive proceeeing tax , you i mmediately 
tie it up and endanger your whole program. 1 
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Ezeki el 1nqu1red , 1f, 1n spite of the desirability of 
having these t aken out ot income tax, •wouldn ' t the amount 
levied make it a complete political 1mposs1b1lity t o get 
legislation at thi s t1me7 • HU,Jr. replied, •I ac saying 
this in the rooc and I don 't want an,ybody to misunderstand 
me . If I were over 1n l1r . Wallace ' s shop I would undoubtedly 

ss 

be doing the same thing. - I don't th1nlt an,y of these pr o-
grams are ever planned with the questi on L> mind, Can we raise 
the revenue? You Just want to do these things and the questi on 
ot whether we can raise the revenue is something else . Sixty 
percent or the taxes today are consumer taxes and ~~is whole 
r ecovery program 1s consumer recovery.• 

llr . Wallace sa1d that from the farmers' point of view,• the 
farmers have fe l t steadily that they d1d not want an,y hand- out 
or g11't !roc the Government. They Just we.nted to get their 
fair share of incoae. They did not want to burden the con­
sumer. I t was not an unte.1r consumer tax on that account. 
The consumer s never did pay as high a percentage tor food a s 
they d1d in t he war: Hog prices undoubtedly will be lower. 
Wheat prices will probably be lower. Corn prices will be 
lower and cotton prices will be lower. The consumer will not 
unfairly be h1t during the coming year and so t aking an,ything 
out of the consumer is bad, even though t he farmer i s getting 
nothi ng . But I don ' t ' have ~ own mi nd made up, except 
if you shift over to t he income tax basis you w111 s top ·the 
farm program 1n the very near future because the boys hav~ 
too much pressure on the Hill . I me~, the farr.er would be 
kicked out in a very short t1oe because those boys in t he 
final analysis have more pressure than the consumer.• 

Ur. Uorgenthau sa1d , 'At least we are clearing in our own 
mind what t he problem is . From the standpoint of araft1ng 
legi s lation which will s tand up, t here 1s no question i n your 
mind which 1e t he eas i er to dra1't71 Ur . Reed replied , •Abso­
lutely not. Income taxes are much s i mpler . • Ur. Uorgenthau 
wanted to know, 'If you raise th1s revenue tor what agr1oulture 
needs , 1s t here a way or handling this question of the processor 
who unfairly has gotten part of this $250,000,000? Ia there 
some way of handling that? • Ur. Oliphant said h~ d i d not feel 
hopeless about it, but ~e d1d not want to handle it. Wallace 
said, 'That' s an exoeed1ngly important t hing -- that angle. 
We Just can't let t hose boys get away with 1t.• 

Dr. Viner inquired what chance there was of the processors 
getting baclt all the money they have actually paid in and !.lr. 
Reed said 1t takes leg1slat1on t or them to get any money, re­
gardless ot oonst1tut1onality, under Secti on 21- D. 'I don 't 
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want to minimize it,• he said, 1 but the ideas ot the agri­
cultural delegations are pretty t1xed that they are not going 
to hand back that billion.• 

Ur.Pe~ asked the following questions : 1 It the 
processor could not set any money back trom the Government 
and one of his customers sued him, what in your opini on would 
be his legal statue? • Ur. Reed said as far as he knew, there 
has been no pasl!1ng on of the tax. Ur.Perll:l!s continued, 1 A 
good many processors billed the tax separately and under those 
conditions, suppose one or h1s customers sued him and it is an 
unconstitutional tax. Would he have pretty good chance ot 
winning the suit? He was really a collection agency tor the 
Government. • Ur. Oliphant replied that he did not think it 
is perfectly clear. Perkins explained, •I had in mind legis­
lation. Assume that we did levy a retroactive excise tax 
in the same al!lount as the processing tax, and would set back 
money from the processors, 1t in that legislation were i ncor­
porated some section barring suits on those past taxes --
~. Filler told hie, 1 You can't bar suits between private in-
dividuals.• · 

Dr. Haas asked Ur. Wallace the following question, 1Ur. 
Wallace, if you raise new taxes for your new bill which are 
more or less earmarked as a tax to finance the agricultural · 
program, isn't the constitutionality of the new act weakened?• 
Ur. Wallace replied, •I ~h1nk 1t would be a little. I would 
guess 1t would be 1n stronger poelt1on on an income tax baeie . • 

HU,Jr. inquired ot Ur. Reed, •would th1s be possible, 
Stanley? This 1s 1n preparation tor another meeting. To 
see whether 1t would be feasible to separate the two problems 
and whether 1t isn't possible -- and if it 1s possible , what 
kind or legislation we will need 1t we separate the question 
or retroactive taxes in one thing and new revenue in another?• 
Reed replied that he did not think they have to be considered 
together if you eliminate the question or what you recover 
from what you have to obtain. HU,Jr. said that if that was 
possible , •we could meet again Wednesday cominS it that would 
s lve them t1ce to study it,• and Reea said t hat would be acple 
tlce . 

Secretary Wallace 1nqu1red the auount raised by income 
tax. When told it is over a billion dollars for the two 
taxes , both corporation and personal, he said that would mean 
an increase of 37~ and wanted to know, 1 Politica!4Y, would you 
get ott anybetter by inoreas1ns the income tax ~-or by r e­
enacting processing taxes.• To that ur. Uorsenthau replied 
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that he was not sure that we can get processing taxes. ur. 
Reed offered the suggestion of a thir d possibili ty - - having 
broader processing taxes and Wallace menti oned a manufacturer s • 
sales tax. Dr. Vi ner said, 1 That would be a strange tax tor 
t h1e Administration, on an economic theory.• When Wallace 
said, 1 I would not term it merely on economi c theory, Viner 
replied, 1 I say it has been very bad and inconsistent with the 
policies of this Administration. It has been one of its great 
blunders and has been a check on recovery, and whether on 
economic theory or political or any other grounds, I can think 
of, it is a mistake. Mellon or Hoover would not do that.• 

Secretary Wallace said , 'Politically , I don ' t think you 
can put through a 4~ income tax and politically I think you 
can do the other. I think you are in stronger position in 
reenaot\ng processing tax, although I will grant that 1! you 
could get a ~ income tax through I would prefer it. If you 
could set it through and keep getting it through f or the neces­
sary period of yearo , I would prefer i t . But you won't get 
it through. 1 

Viner reminded Secretary Wallace t hat 1 The processing tax, 
you see, is not the only questi on . There are other e -- the 
bonus . The program is more than one of providing agricultural 
benefits . • 

llr. Oliphant wanted to know what had happened to prices 
since the court dec1aion and Wallace told him, 1!lot much on 
bread or pork. The price the baker chargee t he retailer has 
gone down very materially. Prices have gone down the equ1 va­
lent of nearly $1.00 a 100 lbs . on hogs and price. to the 
farmer has gone up.• Viner remar~ed that bread had gone down 
a penny to the housekeeper 1n Chicago. 

The meet ing adjourned after agreeing to meet a~ain in 
S6cretary Uorgenthau•s office on Wednesday at eleven o'clock, 
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Ool. Ucintyre suggested thr.t HU,Jr. call Senator 
Fletcher today 1n regard to the Ph1l1ppine gold situation. 
HU,Jr. d1d so and told the Senator that he would be delighted 
to see him and ur. Adams at any t1me that would be most con­
veni ont to the Senator. It wae decided that they would 
meet a t 10:30 ••dnesday mon11ng . 

HU,Jr. also told Senator Fletcher that he and the 
secretary of war d1d not take the same viewpoint on t hie 
matter and, therefore, he believed 1t would be beet t o talk 
the ~tter over before presenting it to the President. 
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Several w~eks ago the Secretary r a ised the question 
t hat the silver seigniorage is available and that there 
might poss ibly be r a ids on it by Congress for t he purpose 
of paying t he bonus , etc. 

At that tiDe, Haas prepared t he attached meaoranduc 
outlining the f act that Congress will sooner or later 
provide for the expenditure or the $2,500,000,000 or gold 
and silver profits ; that t he ear ly utilization of t he 
gr eater part or t hese funds for i nvestment in Treasury 
obli gations, t her eby reducing the outstanding Government 
debt , would forestall the temptation to various groupe to 
propose t he diversi on of these funds for ordinary expendi­
tures . 

The Secretary discussed this memorandum wit h Viner, 
Haas and Oli phant today and tne Secretary said t hat he 
was pretty sure t hat the Presi dent intends to have a tax 
bill and in t hat event it would not be necessary to do 
anytni ng with the s ilver and gold prof its in the Stabiliza­
t ion fund a t this time . He also sai d t hat when gol d moves 
out, he feels that that is t he time to make the move in the · 
Stabilization fund. 

IDi,Jr . also t ol d t he group t hat he called up Wallace 
the ot her day and t hrew a scare i nto him on infl ation, be­
cause ther e were all t he earmarks or a • runaway• market . 
•r d id scare hia, • he said. Wallace ' s decision was , be 
said , that we would have to pay the fellows last year ' s 
benefits . Thi s morni ng, he sai d , be has changed again , 
but t h inks we ought to g et the tax bill through simultane­
ously . ~allace said , "If you pay all this s tuff and don't 
get a tax bill, you will have inflation. • •r said to 
Wallace,• the Secretary told the group, "let's say the 
tax bill will pass today . Is it not better for the Pres­
i dent to have one tax bill and get that behind him1 " 

Ur. Uorgenthau felt t hat we ought to have one tax bill, 
but Viner felt that he would like to see a separate tax 
bill for the bonus . Viner ~leo eaid that the processing 
tax was very, very bad for recovery. Hli,Jr. sal d that 
from a political, l egislative , economic standpoint, one 
tax bill i s what t he Pr esi dent should have. If the bonus 
is labeled, he felt the reaction on t he Hill would be to 
use the profits in the Stabi lization Fund for it. 
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J'8JUla%'7 27' 1956. 

llote3 tor the Secreto.l)' 'a 1Uea 
75 

Jaquary s. 19S8. 

2::50 Mr. lolclntyre called •• saying tbat the Preaid-;t he.d asked G. !!all RootieYelt to 
diaousa with me a certain proposal. 

3:00 Ia. G, !!all Roosevelt bad a half'-bour talk with tAe , stating the.t the Preeident 
wnnted me to examine and express an opinion on tile one-page 111e110ranoua (photo­
static copy hereto attached) . 

loaorandua unsianed dated ileel!llber 11, 1935. 
On the back appears "Oliphant, !!enaan - lolac tro::a !fest, • seeai.ni\4' 1n 
the President ' a 01lll bandwri ting. 

3: 55 Called llr. lolclntyre reporting that I bad seen lfr. G. llall Roosevelt. 

January 6 . 1956. 

Dictated a letter to G. Bal.l Roosevelt setting forth certain questions wQich 
would have to be answered before the proposal could be understood and intended 
to disclose tne ~ture character of t.t.e proposal. · 

Jnnu•rz e. 1956. 

Letter sent to Secretary with this longhancl note: "The Secret otry. Do you 
approve? !JJ. • 

Letter to G, llall Roos evelt returned by the Secretary with the f ollowing pencil 
notation: 
•r bave no objection to yoursendJ.ng t his letter. If llall ooraes beck, please 
apeak to me. 1111 Jr. • 
Letter was lllllr:Ced •confidential" 811d sent to Mr. Roosevelt at Detroit. 

JII!)U'$"f 2Q, 1956, 

llr. S, B. Gibbons gave me on other confidential aeaorondua, copy of which 1a a.lao 

hel"eto attached. 

JMu ,ry 2S, 1936. 

Sent to Mr. Baas auorandua giving brief hiatol7 of tbis propoSill. R.quuted 
his opinion on the aeooor&Ddua sw.itted by Rooanelt and Gibbone. Cow attached. 

lleraan Oliphant. 
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Jlilluary 23, 1936. 

!Jr . Haas 

llr . Oliphant 

I attach a memorandum which the President asked 

G. Hal l Roosevelt to discuss with me, a copy of my 

further i nquiry concerning it, and finally a memorandum 

which Steve Gibbons gave to me . Back of all this is 

Professor ~guire of Harvard. I wish you would read 

this material and tell me whether or not Maguire 

really has any ideas . I confess I am compl etely in the 

dark . I have had no answer to my letter . 

(Signed) Herman Ol iphant 
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lnl~ 

't-:1~) ""l'''Ipl 

'fbi following principles abould govern the aettle­

aent ~ tt. currency problea. 

1 , A tne -.rket tor cold and stiyer should be det'initbel.T 

eetahllahed, a aarket in which cold end sliver aight be purcbued, 

sold cr retained in private ownership, tree ot all punitin or 

special excise tsJtation, or the like, 

2. The dollar should be proclaimed to represent either 1S, 7l4 grains 

ot pare gold or 200 grains or pure ativer, i.t the reduction troa 

tt. stinr content of the dollar (1571.25 u&ins) is fixed at, let 

u.s sq, ' 6 percent , The rate or reduction is a matter for the 

President to deterai.ne; 46 percent and 200 grains are u.sed here 

onl¥ as a matter of conve!U.ence. The devaluation of the stivar 

dollar by '6 per cent wuld mean t hat , if the Treasu:y bas in all 

~ ailllon ounces, it bas no lese tlw1 624 b1ll1CRI grains (there 

bein& .SO grains in each ounce) or su .. er, and it 200 grains are 

represented by each etivE!r certi!'icate or conto.ined in each ail't'cr 

dollar (as rainted), then the TreaEury would heve 31 12o,ooo,ooo 

atinr dollars (or certificates) , and should han a book profit 

~ onr ooe and two thirds btiliona. The adoptiCRI of SOl:le such 

ratio of silyer to cold as tlliB would aake possible the &l.aost ia­

aediate oesaatioa of turther sUYer purchases abroad, since the 

15 to 1 ratio ai..s at in the Silver Purchtlse Act would then be 

co.plied with. But Coll&l'eseion!Ll repeal of the foreign purcbaae 

prorlaioo• in t.bat Act should be soucht at once, attar the iaa,. 

ot tt. ateouti"N Ozodar putting tbese change• into effect, 
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15 . Dr iaplicatioo, tbe proviaitm tbat the dollar sball rep­

resent 200 ll'ains of eilnr i.aplies t hat the ouace of pure 

sU"er is worth $.2 • .0. That ia too high a price to p117 to the 

domestic producer of allver. !f he 1a paid ooe dollar ror each 

ouace, and the rest. retained as a special charge to defray the 

cost. of saint.ol nlng inspectors at the aiDes to .:beck production 
he does very well. 

figures , as well as other c011 te of l.i.ke character, That baa 

tbe practical eUect of establishing a gold-eilver ratio of 

one to tbirV five it tbe producer or vendor or gold receins 

$155.00 for each ouoce, and the domestic producer of aUver $1.00 

for each oUDce. The l55 to 1 ratio would govern such ail...er and 

aold as the Treaswy llicbt bey, wbile, for all statutory pur­

poses, and for c011putations or prof it BDd the like, the retia 

of ailver to gold reprecomted br the dollar would be 14. 6 to 1 . 

'· The Govem~~ent. should tlDDetmce that, pending the end of 

the emergency period, tbere will be no reeu.ptioo of t he corrYerti­

bUit;y of tbe cnrreoey into gold or sil.er-1 and tllllt it rlll be 

proposed at some later tiae that Congress uend. the ezieting 

statutes so cs to reserve st all times t he right of the Treasury 

to red- its currency into gold or ailver at it.s om electi.oD, 

and not at the choice of the bolder thereof • 

S. l'1ocll¥, it. should be IIB.de clear that in no eircumetances 

hereaft.cr rlll the tdeloiat.ration propose to alter the curreoc.r 

structure o~se tlwl as indicated in the rorocoing peragrapba. 
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I belie... that tbia progru would meet nth 

general appronl . The crlticia or the aUrar dollar deve.Lu­

ation r.ould ba ta.pered by the ranection tbat thereby a 

correapoodlngly lighter debt burdc would rest upoo t.axpo~yers . 

The buaineas world 110uld particularlT welCOIIe the certai.ot-7 

that 'l{ould thereafter attach to all long tera contracte . The 

Governaent t:ould no longer have t.o ba the priae 80V&r of the 

busineee world, and long tara contraote 'l{ould again be initiated 

aDd carried out rltbout Oonmment intenention, purcbase or 

guarantee. 

All to the forei&n sliver lll&l'ket, it .,...,uld alowq 

but surely reconr, and the world jricee in t«<&n aDd u i a 

would l!ll!Lto draw ne<>r the A::leric:u1 net price of one dollc.r for 

each ouoce of newly llined do.11estic sliver. 1 say ~ advisedly, 

and rlsh to e<~pbuize the word. I uan that an upward tendency 

in the world ail..,.. llal'lcet .,uld occur , so that before ~al 

J•~e bad passed, foreign silver 'IIOuld be u.terially above its 

price in the AutUIID of 1955. It ia the medillll of exchange as 

well as capital of a third of the e&rth' s population. Once the 

active purcbui:ng by our g~t ceases, the conaolldatioa 

of the price rlll alowl7 be effected, aDd tbareai'ter other gOftl"'l­

Mnts rlll aot to lift the price, in their affort to ••cure .Unr 

for coinqe or reserve purposes . 

I f eel ccntident tb&t the geaeral. price lenl 

.....uld slow]¥ r.Lae in tbe Obited St.atee, under the upaot at tbe 

b'ee arlin f« both ..tala. '!bl jrioe of cold .ould doubtl-
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...... 
rise. &a it rose, it would reflect in the dollar ~lin& 

ratio, lllld I tbink tlat tbe poUDd would rise to 16.25 or 16. 50, in 

apite ot ~g wbicb the lqu•liHtiCD Plm4 or London :d:tllt be 

put to do . But the d..OO and BUP!llJ' equations would be left 

to regul.ate tile urlatta ror exc!wlge thereafter, aDd trade ~ 

tw-een the two countries 110uld control the aitiUtion in t!te long 

run. 

.l hM gold aDd silver u.rket mul.d relieve 

the OorerDMDt ot arv f'urtber eabarraaa-t u to the exchanee 

control . 1rben henka or individuals needed to aeod gold abroad 

to settle b&lances, tbe:r could buT it at the arket. The 

Treasury' a gold <r silver would not be ror aale , except when it 

lligbt. be dee ired to check too r apid 8 riee in the price of ei tber 

metal. Since no comrertib111t7 i .s coatcaplated in the r oreaee-

8ble tuture, the Tree.aury1 a resources would reaain uniape.1red 

and the securit:r or the up-ding curreocy reuonabl,y assured. 
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bne 110 obJecUOD to 

seaiini tll1a letter. 

epeak to •· 

Ill Jr. • 

. ,... 
• 

-
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con 

ICY deer llr. Roosevelt : 

COIIFIDE!lrlAL 

.Tuuary H, 19se 

I read a nuaber or tiaee the memorandua which you said 
tba President asked ae to s t udy . Before ID&ldng the co11111ents and 
suggestions 'llhich I said I would give you, I wo.ut to be s ure that 
I understand exactl¥ what this propoaBl i s . 

it the risk or an exceae or caution, let me enuaerate 
the pointe 'llhich, to me, at least, are not wholl¥ cleara 

l. I a full freed018 (a) to !.aport and (b) to export 
(c) silver and (d) gold conteaplated? 

2 . I s it contea.plated that gold coin alnll circulate? 

11 . Are gold certif icates to circulate? 

4. I e the parity statute to be rets.ined or repealed? 

5. Is the price of gold to be held at $55 an ounce 
by Government purcbaeee and sulea? 

6. I£ not, at what price is the United States (a) to 
sell and (b) to b1Jr gold to 1111d from foreign central 
banks when the domestlc aarket price of gold is (c) 
above $S5 and (d) below $!5? 

7. The first sentence or paragJ"aph 2 is not clear. 

a . The aonetar;r (legal) vn1uc:e or gold end 
silver are now fixed by law at tss and 
$1.29, respectively (though tbe law so 
ti:dng thea can be chGnged by executive act) . 

b. What do "in virtual taehion° and •aa a 
formal etep0 each aean , and doee either, 
or both, mean aoMthin& dit.ferent from 
._onetary value,• used later in t his 
paragraph? 

8 . Since the .alting point ot the preaent silver dollar is 
fl. 29, and o.f the aubeidiar;y coins is $1.58, why would a 
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1100etory value of $1. .00 (ae8UIII1ng tbo.t is 
what ie suggested) require recoinage or 
eithor? 

9. llbat are tbe objectives or tbia plan? 

a. To perait boarding as insurance againat 
depreciation or paper liOn&,y? 

b. Further to inflate {ll"ices by permitting 
gold to rise above ~5 per ounce? 

c. To have a variable and lllllnaged yardstick 
of value, i •J.• • IIIIIII4ged currency, and, if 
so , what is that yardsU ck to be; wl:D is 
to Vll%"7 it; upon wh!.t occaeion io it to be 
varied; and by .-l:at aethods is it to be 
altered? 

d . Something else? 

While this ~ seem a ratber for.idablo liat of questions, 
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I am unable fUlly to resolve them from repeated readings of this 
aemorandum, and I sboulcl not know how to co~~U~ent on the proposal wl tb­
out bo.ving tbe fUller statement of it indicated by tbese questions. 

VerT truly yours • 

(signed) llenoan Oliphant 

Honorable G. lla.U Roosevelt , 

The llh1 t e llouee. 

00/bc l/7/56 
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January 28, 1936 

HM,Jr. called the President a t 9 o ' clock this morning. 
He ~old the President that the foreign exchange situation 
1e coming to a cr1s1e, independent or ourselves; that the 
French Treasury had an overdraft with the Bank or Franoe 
and that they had great d1tf1culty meeting it; that they 
are over l.n London now trying to arrange a loan. • I am 
atra1d, 1 he said, •that they a r e going~ go ott gold . 
England has been a heavy buyer of gold in France and has 
kept her exchange stable that way. When we try t o buy 
Sterling, it 1e very d1ft1cult.• 

Belgium, he told the President, has not made up her 
mind as to whether she is on or ott gold. "The Bank of 
Sweden ,• he said, sent us word that 1! t hey could buy 
gold they would like to have a dOllar deposit here 1n 
America, provided we would earmark gold agai nst it, so 
t ha t she will be protected against devaluation. They 
want to operate directlY with us instead of in London.• 

He also said to the President, •we have a plan which 
we have been working on for the last six months . Right 
now, we onlY buy and sel l gold with France, Holland and 
Sw1tzenland." The President inquired, •would th1e not 
ruean a free gold market?" and ur. Uorgenthau replied, "In 
a sense it would, but onlY 1n Governments.• He told the 
President he was not quite ready to report, but he will 
have something within the next day or two and would then 
like to come 1n to talk to him about it. He said, 1 I 
think it would be interpreted as a conservative move and 
would be a move towards world stabilization and the world 
markets would operate t hrough us instead or through London.• 

He asked t he President whethe~he would prefer the 
face of Jackson or Jefferson on the soldiers ' bonus bond 
and the President asked, "Why a face?" llr. Uorgenthau 
explained that it is most difficult to count erfeit a face 
and the President suggested the head of Jackson. 
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At 12: 30, HU,Jr. called the Pr esident and told him that 
he was calling because he t hought he would be interected in 
knowing that the financial nervousness eeece to be over. He 
said, 1 It has been a very difficult Job to bring this about. 
The bond market is strong; Sterling is below $5 . 00 ($4.99t); 
the rranc is down to 6. 66-3/8 , and the 2-7/8 bonds are up 
5/ 32 . 1 He also eaid, 1 It was really a very serious situa­
t ion and it our Government bonds had gone down a point or two 
i t would have been a very difficult ,1 ob to bring them baok." 

He a l so told the President, •we expect t hat within the 
next t hree or tour days the French situation may 1orack' and 
we will sit tight for t he next couple of days.• 
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January 29 , 1936 

With the addition or Ur. Wideman from Justice and Chester 
Davis from Agriculture , the same group which met on Uonday 
again conferred with the Secretary today on proposed legi sla­
tion for the agricultural program and proposals to finance it. 

Secretary Wallace began the d isCUSbion by saying, "As I 
under s tand it, Ur. Secretary , we are worh1ng within these 
boundaries w1th regard to this matter of the tax to finance 
the agricultural program; f1rst , that t he amount to be ra1sed 
shal l , not be mor e than that provided in the 1937 budget .• 
Ur. Uorgenthau told h im t he amount was to be exactly the same . 
l'lal lace sai d t hat amount is $498 ,000,000. "Next," llr. Wallace 
said , •we are working on t hree different plans ; one, to see 
how much or a processing tax you need on agricultura l products 
if all of i t were to come fro m excise tax on agricultural 
~roducts ; second, on a program which woul d involve, say, 
$398, 000, 000 from processing tax and $100, 000 , 000 from income 
tax; next, $398 , 000, 000 from excise t ax on agricultural 
products and $100,000, 000 from tax on various other commodi t i es 
a manufacturers ' s a les tax of some sort; and, fourth, we mi ght 
al so cons i der hovt much of a tax it would take if we had a sales 
tax on all manufact uring commodities, or , we will say, manu­
fMtured commodities. That last one was not brought up . We 
did not consider it in our pr evious conversa t i on. Congress 
brought up t hat particular proposal .• He e~lained, •uanu­
facturing pl ant s in t he United States handle $41,000,000,000 
in sales -- $41,000,000,000 of stuff -- they PaY out 1n wages 
and labor, $20, 000, 000 ,000. The amount of manufacturing, 
above what has been paid out 1n mat erials , labor, etc. , you 
eight l evy a tax on t hat amount, to get t he $100,000,000, or 
perhaps to get even the whole thing .• 

86 

Llr . Uorgenthau told t he group that i t was not clear in his 
own mi nd and he wanted to know i f it was clear to the attorneys 
t hat 1t was perfectlY legal and constitutional, etc., to put on 
a r etroactive tax on processors. "Are you people all sati sfied 
t hat that will stand up7 1 Reed repli ed, "No.• Ur. Uorgenthau 
said , •I take it our people are, • and Oliphant replied, "Yes; 
we th ink so.• llr. Reed said, "I don 't know whether t hey think 
so or fee l sure. Do you go so far,• he asked cr. Oli phant, •as 
to say that you feel reasonablY certain of that or is it some­
th ing that we will hnve to risk for final determination? • Llr. 
Oliphant ' s reolY was as follows: "I am reasonablY certa i n or 
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it . That i a sai d against this background, that if we take 
the pos ition t hat t he Supreme Court says a oartioular t hing 
is unconstitutional , then we are never to go within 100 
miles of doing it, and you have a perfectly impossible situ­
ation . If they say you can't do thi s , then back up reason­
ably and say , 'This l ooks about where t he line is • .• 
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~. Reed told Ur. Oliphant that he agreed with that 
perfectly -- •that we 1vill have to t ake risks willingly t hough 
when we take them we have to rea li7.e that we are taking a risk. 
I don 't know,• he said, •that there is any difference between 
llr. Oli phant and myself . I don ' t quite believe in not trying 
because we t h ink it may be held unconstitutional. " 

llr . Oliphant continued, 1 It i s the 
take and had to t ake in the gold oases . 
on any other basis.• 

sort or risk we did 
We just can ' t opera te 

~. Widenan or the Department of Justice sai d, 1 I want to 
say that the Tax Division of Justice is charged with the 
r esponsib ility or vindicating laws in t he courts and it 1e 
of the opinion tha t there i s not an even chance of sustaining 
t he constitutionality of retroactive taxes and that i s OUl' 

considered opinion • . 
llr. Uorgenthau said, "That can ' t be lightly brushed aside ! 

As 48 hours have passed, has anybody d iscovered the best way 
to t ake care of the refund of t he $200, 000, 0007 What is t he 
bes t method of taki ng care of that, separatelY or in a tax 
law? · What is the reoomcendation as t o the best method or 
t aking care of that?• 

Ur. Oliphant sai d , 1 I hope to get over to the Solic itor 
Gener al today the solution of that problem tha t we worked out . 
Our thought is t hat it should be taken care of separately in 
t he form of a special tax. • l.lr. Reed wanted to knO\Y if he 
meant no retroactive tax. llr. Oli phant replied, "Assuming 
no retroactive tax . Of course, if there is a retroactive 
tax, then the problem is academic. Assuming no processing 
tax, then separate provision to take care or it.• 

Ur. Reed told the group , "I think there are two problems; 
first, legality or the processing tax; second, what other met hod 
we could use, and, t hird, practical difficulties in taking from 
t he processors a t ax when they have not all the funds that they 
received . some of them have paid to their lawyers , some to 
their purchasers , and s ome they have not earned from t he period 

Regraded Unclassified 



- 3-

of January 6 down to now because it has not been put on. 

l.!r. Uorgenthau wanted to ask another question. He sai d , 
"We were talking about retroactive tax going back to July, 1935 
and as I remember, Secretary Wallace was quite firmly of_the 
opini on that we should not go back or the period ot the Suorece 
Court decision. Secretary Wallace explained, "l~o. The tear 
we had was that a great cany processors durl ng the peri od from 
January 6 up to the present time would have reduced their 
cargins sufficiently so t hat if a r etroactive tax was imposed 
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a large number of processors would. be thrown 1nto bankruptcy; 
t hat some method should be used vt.nich would mean that the tax 
would not be applied from January 6 Wlt1l the time the bill was 
signed . l.!r . Savoy has been worki ng on it. He has grave 
ques tion whether i t would be sustai ned by the court.• Ur . Savoy 
said he agreed with the Tax Division of the Justice Department· 

•tAat we probably have not a 50/50 break.• Ur. Wallace contin~ed, 
Ur. savoy t hi nks Justice has just as good a chance legally as 
the approach of Ur. Oliphant . Uy own reeling is, if it is 
true , we should take Ur . Savoy's approach because he does not 
want to throiY a large number of processors into bankruptcy and 
I would say , 1n my mind , I would very much like to see t hat 
approach t aken because I think we must ma~e an effort to get 
t his , no matter what our chances are ." 

"I certainly t hink there is to be a lot more work done on 
retroactive processing tax to get the agencies together before 
we could say to t he President, 'We can't recoomendthis'. I 
certa i nly don ' t want to tell the President , 1 Ur. ~orgenthau 
told the group , •and we can't say to hie, that the dopa.rtcents 
r econcend that th1s is all right, especially when the Justice 
Department's tax divis ion, which has to try the case , is so 
firmly of the opini on that 1t i s unconstitutional." 

Ur. Wideman said, "There is not as good as a 50/50 chance . 
That ' s purely from the, legal standpoint and has nothina to do 
with policy. If it. is t he only thing that can be done, that 's 
all there i s to it.• Wallace sai d , "You have taken chances 
l1lte that before. • But Ur . Widecan replied, ·~ro , sir; not 
in r ecomoending legislation. We have been through so much or 
t his 1n the last s1x or eight conths that we are t>oWld to have 
some definite view on it.• 

Secretary Wallace said, "Why don 't you simply say t hat 
Justice can 't concur in this , because J ustice does not think 

' they have a 50/50 chance. J ustice is out as far as !lew Deal 

( 
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legi s l ation is concerned.• Ur. Wideman explained to Sec-
retary Wallace, as follows: 1 That 1s purely the legal end 
ot ~e t hing. The d ifficulties may surpass consideration 
alone of the legal end of it. We realize that.• 

Ezekiel wanted to know if that opinion wa& based on bow 
t he present constituted Court thinks •or would a d ifferent 
Court have a different reaction71 Ur. Wideman told him it 
was based largely on previous decisions . Ezekiel also asked 
him if t ha t was t he retroactive feat ure, and Wideman said yes. 

Ur . Reed said he ~ought there was one f actor that could 
be l a i d aside and that was the ability of the purohAsers of 
processors to recover from the processor any portion of the 
tax . "They won't be able to do tha t. There is no opport-

ttmity for a person who purChased from a processor without 
contract to recover t he tax. Tnnt was discussed ~e other 
day . • When Ezekiel asked 1r that would be true 1n a Court 
ot Equity, Ur. Reed answered, 1 I ~ink E>I L no possibility 
of t hat recovery .• I n t hat connection, llr. Oliphant asked, 
"You t hink there is no 50/50 chance involved in that?• and 
Ur. Reed repl1ed , "Hot a~ chance; no chance. • 

Ur . Uorgenthnu then told the group, "Just t he fact that 
we have been t h inkillg t hat t h i s i s t he t hing to do , to have 
t his retroactive tax -- and don ' t say it' s t he Treasury view­
point -- but from a legal standpoint ~e Tr easury t hi nks it 
1s al l right; Ur . Wallace says thnt tor a policy matter he does 
not want them to go beyond January 6, and tne Attorney General ' s 
office says ne has not an even chance of winning 1f ~e case 
comes up -- looking at it from a fiscal standpoint, t he ~1ng 
t hat hurts us most is to lose cases which involve our revenue. 
That ' s what shakes people's conf idence .• 

Continuing, he said, •we are t alking about $500, 000 ,000 . 
That ' s one item. Isn't ~is a f air statement t ha t I think 
all the legal braino of the three Departments have got to con­
centrate on this thing and see if t hey can't get together and 
try to find s ome other method of raising revenue.• 

Ur. Wallace explained that what we are talking about is 
reoa~turing t he $180 000,000 from being percanently recovered 
by the processors 

1
Ur . Uorgenthau said he t hought we were 

talking. about rai~ing the $500,000 ,000 and Wallace said •rnat's 
what I started about.• Ur. Oli phant said the 50/50 chance 
we were t a lking abo~t was a retroactive taK up to January 5 
and we both agreed t hat t here is a better chrulce from the date 
ot the passage of t he Act. 
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ur . Uorsent.nau said, •t.et me go back to what we e tarted 
t alki ng about. Does everybody SS$ i t is legal t o go back 
to July 1 and levy taxes to rai se $500, 000,000 f or the agri­
cultural program? ' Ur. Reed replied , •we say S0/50; t hat 
we probably could not sustain it from January 5 ·t o date of 
the passage of the Act .• Ul·. Wallace explained that the 
$500, 000, 000 has to do with money to be raised from January 6 
t o July l , 1937 . 'Tnat has nothing to do with raising money 
for t he fiscal year 1937-. 1 Secretary Uorgent hau replied, 
"I am tal king about $500 , 000, 000 to finance you , beginning 
with July 1, 1936 and the suggestion was made by the President 
and s tudied by t llc Treasury that we ra1se it by a retroactive 
tax going back to July 1, 1935. And in that, the Pres ident 
uses t he exanpl e that when he was Governor of tne State of 
New York he levied a 1% income tax on t ne previous year 's 
income to be paid in a subsequent year. Let ' s concentrate 
on t hat . Whether he raised $5oo , ooo, ooo or $400, ooo,ooo , 
it ' s the period I want to get clear. Whether he raises 
$400,000 , 000 t hrough r etroact ive tax or $500, 000, 000 -- just 
t or the sake of =rsucent , let' s talk about $500, ooo, ooo t hat 
Agriculture needs tor its prosran beginni ng July 1, 1936 
and t he President ' s suggestion , which he has very much 1n 
oind, t ha t v1e go back and ra1Be it in the f iscal year from 
Jul,y l, 1935 to June 30, 1936." 

Ur. Ezeki el sa i a , "If t he Act had been upheld, the taxes 
thet were being collected from July l, 1935 to July 1, 1936 
r.ould have been used to pay the benefit payments t ha t were 
oade the l ast s1x months and $290 , 000, 000 that are due for 
t his six months ; retroactive taxes would offset refunds 
and also offset ~~ additional appropriation to pay contract s 
now outst andi ng. The 1937 will be r a i sea from taxes after 
the passage of the Act .• 

Ur. Reed said that the plan you are talklng about from 
July l and an annual occupational tax is the plan we have 
been referring to as the Treasury plan. •we di d not d iseuse 
that ae a plan yeeterdS$. We bad several objections to it , 
one f r om a legal viewpoint, that t her e might be difficulty in 
making it aeparab~; t hat we ml.ght jeopardize our future 
taxes and that i s why we had recoooended a fut urll tax entir ely 
separate from the ret roactive . We thought the r eason why any 
r etroactive tax would be bad could be applied to the retro­
active feature of that statute as well as to any other statute 
and we t hought , i n addition, there would be no argument .which 
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would stop the imposition of the tax during the period January 6 
and t he passage of the Act.• 
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Ur. Uorgenthau said that the $500, 000,000 that we are talking 
about is the $500,000,000 which Agriculture will need 1n the year 
we are working in now; this fiscal year, but Ur. Wallace said, •no; 
tuture .• Ur. Uorgenthau asked , the question, "The prograc 1n 
the fiscal year are are now on was to have cost how much coney?" 
ur . Davis said around $600, 000,000. 1 The total obligations,• 
he said , •would run in t he neighborhood of $578,000,000. 1 Ur. 
~orgenthau t hen said, •now, with the $578 ,000,000 you obligated 
tor the year we are working in now and we collected taxes on it 
up t o the time of the Supreme Court decisions, lees the amount 
t hat was impounded or postponed as to payment, does anybody know 
how much we collected up to January 6. 1 Ur . Gaston replied, 
1About 68 or 69 millions in actual coll ections .• Wallace told 
tne secretary, "You are in t he hole ~500,000,000 . 1 

Ur. !.lorgenthau asked t!le group, 1 How i s the Treasury going 
to raise for the Department of Agriculture the difference be­
tween t his fiscal year, of roughlY $500, 000, 000 . Let' s Just 
talk about that . • t~. Ezekiel replied by sating, •Ur. Savoy 
suggested r aising by one tax, which would be a ret roactive tax 
up to the first of this year, which would reooup about $300, 000 ,000 
that ot herwise ha& been returned or cay be returned, then a new 
tax , effective uarch l or whenever you get t he bill passed, which 
would r eimpose taxes, leaving a gap we can 't cover because of 
delay in the passage of legislation.• 

Turning to Ur. Reed, Secretary Uorgenthau asked, "Do you 
feel that t his is a program which you can recommend as legal7 1 

!.lr . Reed replied, "I can't answer yes or no; in so far as taxes 
are levied by new legislation to go on to June 30 of this year, 
1t ia clear that we can levY an exciae tax for that period, 
Just~a much as you connect that tax with the operations under 
the AAA, which was held invalid, t he closer it is attached the 
oore dauger the future tax would be eliminated. But I think 
that danger can be minimized, as the Treasury draft shows , by 
t he way they have phrased the tax so that t he chances in per­
cent ages are 80 to 851> you would collect the tax from the passage 
of the Act through June 30 . Prior to that, that's where the . 
danger comes because that is a retroactive tax. According to 
t he tax statutes there is great danger that that would be held 
invalid, owing to the mechanical difficulties of collect! ng 
from processors on money which they may or may not ~ve. 
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!.lr . Uorgenthau said, 'The tlret thing is the current 
fi scal year and the lawyers are not together on that as to 
a method, 1n so far as the retroactive feature is concerned 
That is yet to be settled. Then there is still within ' 
this fiscal year the other question of a method of recouoing 
the refunded money . • • 

Ltr. Reed said, "I would phrase it slightly d1fferent. 
If you have a retroactive tax which i s upheld from July 1 
to January 6, then you don't need to recoup because you will 
be all right. If that should be g iven up and we should 
go to some other way or raising t he tax which wou1d have been 
gotten by that retro~ctive tax, then you need a new way to 
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do it other than a retroactive processing tax.• When HU,Jr. 
said t here was still a lot of work t o be done and ever ybody 
must get together, Wallace said, "I don't think you can get 
everybody together.• cr. Uorgenthau then said, "Unless the 
Attorney General and my General Counsel t ell me that there is 
an 85% chance --. Wallace interrupt ed him to say, "I question 
whet her Agriculture would say there is an 85% chance, but 
Agriculture would say 'We have to do it. ' I think this Govern­
ment would be morally culpable--. An~ then Ur. Uorgenthau 
interrupted ur. Wallace to say, •would you think Government 
was morally culpable if they do it? How much l onger are we 
going to continue to do things t hat are held illegal?" And 
Wallace ' s reply was, "Better find out whether t his country 
stands for Justice or legality.• Ur. Uorgenthau's answer to 
t hAt was, •well , you can have an agricultural program and be 
constitutional ." 

Ur. Wallace said, •we are talking about the retroactive 
f eature .• Ur. Uorgenthau said, 1 I still say that as tar as 
I am concerned, talking about this !1scal yea:•, I don ' t care 
how many parts you divide it up in, I certainly am going to 
depend on my General Counsel and the Attorney General to ad­
vise me before I go to t he President on t his fiscal year and 
I should think he would want it also. Let's put that aside 
tor the moment. • Ur . Wallace then said, 'No use dragging 
it out. I t hink we should come to a deois ion on the retro­
active feature . Oliphant is sure . • Oliphant replied , •; 
am reasonably certain under the system we must operate on. 
!Jr . Wallace wanted to know 1! he conld take out the period 
from January 6 and Oliphant's answer was, •we have modified 
it by a clause provi ding that if this is held unconstitutional 
as to any y.,ar or any part of any year, then it sha11 not be 
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affected as to any other periods ot time.• llr. Ezekiel 
inquired, "Thnt me~1a 1t you lose the $200, 000, 000 retro­
active, you also l ose the $500, 000,000 prospective tor all 
t ime? " Ur. Oliphant explained t hat that depends upon the 
period. 

L~ . Savoy asked llr. Oliphant if he intended to cover 
the tax from January 6 by this plan and' Oliphant said , "What 
I should do would be to impose taxes. we are going to take 
a tax t hat the Court decided was unconstitutional. We got 
regulation ot Interstate comcerce by gradually approaching 
the ::.1ne t hat the Court permitted . I would t ake it trom 
the date of t he decision t o t he date of t he ne~ enactment 
to the end of this fiscal year, then I would i nsert all three 
and, necessarily, separable clauses and if held inoperative 
it should not be held effective against the other parts . • 

Ur. Wal lace inquired if t here was any chance for Treasury 
and Agriculture to come to agreement even if Justice does not 
come to agreement. He said, "But Agriculture could not stand, 
in fairness , for anythi ng whioh \YOUl d provide for the imposi­
tion of a tax from January 6 to date t he bill was passed. • 
L~ . Wideman's r eply to t hi s was , "Don't you t hi nk a great many 
have not reduced t he price of goods and are paee1ng the tax 
on Just the same?• Ur . Wallace's answer was , "I t hink a 
number and it will be URrch 1 before t he bill i s passed and 
theywill have reduced it to extent, reducing for all these 
industri es Sf>%. • 

Ur. Widecan asked thi s question of Ur. Wallace, 1 This 
$500, 000,000 t hat you gpeak of for t he present period we 
are operatin~ in, that's a cor a l obliga t i on, isn ' t it? You 
are not t1guring on paying t or contracts t hat were entered 
into n!ter- January 61 !sn' t that all we owe now a moral 
obll.gation t hat has been incurred up to January 6? • Sec­
retary Wa llace told h im, 1 That 1 s $296,000,000 that's coming 
thr~ugh now. That's another matter . That's an o~l1gations 
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to farmers about which Co~ess is fullY convinced. HU, Jr. 
said, 'That ' s part of the $500, 000,0001 and Wallace said yes. 
llr. Wideman asked, 1 The baLance of the $500 , 000, 000 i s what 
i t will t ake to operate under the new law for t he balance of 
t hi s fiscal year? After January 6 there is nothing being paid? 
I n other words the program is not being carri ed on that was 
declared uncon~titutional? 1 AnD Wallace said , "That's abso­
lute ly stopped. For farmers who carried out t he ir contracts 
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prior to January 6 and have not gotten their money we are 
betting $296,000, 000 to pey them.• And Chester D~vis added 
•or which $60,000 ,000 is for contracts which are not actuallY 
signed but are in t he process or being signed.• When asked 
what is the d ifference between the $296 , 000,000 and the $500 000 000 
secretary Wallace said , ·~nat ' s what we have already pai d th~ ' 
farmers .• And Mr. Gaston ' s r~nark was , 1 That i s t~e deficit 
in our revenues reflected in t hi s program. " 

Ur . Uorgenthau then addressed himself to Secretary Wallace 
Md said , •well, Henry Wallace , to E'.nswer your question : Just 
t:1e minute Ur . Oliphant tells me he's ready , I am ready . I 
want him to conti~ue to work with Just ice and your people .• 

Ur . Wallace then expressed himself as follows : 'It seems 
to me that ~e situation 1n which you are going to find your­
self, if I sense the meeting correctly, you wil l probably find 
yourself in t his situation; that Agriculture will stand very 
t irnly for being sure tha t the processors do not have to pay 
a tax !roc J anuary 6 to t he passage of the bill.' ur. Oliphant 
wanted to know "Including people who have passed it on? I s 
t~is a matt6r of Justice that you are t alking about7 1 ur . 
Wallace ' s reply was, "I don ' t see how you can get a t that . 1 

Ur. Oliphant inquired, •suppose you reimpose and let them recoup 
in other parts of the period." !Al' . Ezekiel said , "It Ylould be 
quite impractical t o do it. • ur. Oliphant ' s answer tlas, ' That 
goes to the quest i on of reimposi ng processing tax.• Ezeki el 
said , •When you get in that field , you will have to link the 
two up, • and Oliphant answered, 1 I ac prepared to do it . • 

ur. llorgenthau said he wanted to talk about the year begin­
ning July 1, 1936. ' How do you propose to raise that revenue? • 
Stanley Reed said, •ay a processing tax i mposed on uarch l whi ch 
runs from 1936 to 1937. Jlo one has any doubts about the vali d­
ity or such a tax.• Ya1lace ' s r emark was, •we g£t in an eco­
nomic rather than a fiscal field on that. • Ur. Uorgenthau ex­
pl a ined to the group , "I take the l i berty of differing with t he 
President on that . If that ' s all right , I would much r ather 
raise it with one tax than raise it partly by processing tax 
and partly by i ncome tax. I don ' t know whether my people are 
with me on t hat. • 

Ur . Oliphant's replY to the Secretary was, "Yee . From t he 
Treasury standpoint, i t seems desirable,· t alkinS about t he whole 
s tructure , to go through and make changes , sooe of which are 
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perfecting measures which would produce the necesea1~ amount 
of money. When Ur. llorgenthau asked, "Are we together on 
this , of either we would like to have all processing or some 
other, butA~ot mix t hem?•, ~. 012?~t replied, 'That's right; 
it i s an a~inistrative problem we face.• ur. Corgenthau 
then said, •we will have our motor boats, but if we have need 
tor $300,000,000 out or processing, $50, 000, 000 for relief 
and $50, 000, 000 out of income tax, I want to do it all proces­
s ing or somet~ing else. I don ' t want to get the t hing mixed 
up .• Wallace was of t he opinion ~hat 'Ta is is just raising 
for t he general TrensurY,, not for t he agricultural program,• 
and Hll, Jr. r eplied, "That ' s all r i ght; but if we go back to 
the other idea that when we get to the r evenue bill it i s go­
ing to be one r evenue bill which ~till r a ise enough for you to 
JulY 1 and whatever revenue we need, and i t may be in three 
or four sections , but it will be one r evenue bill.' Reed 
spoke for the grou~ when he said , "I think we all think that.• 

I n t~is connection, Secretary Wal lace sai d , 'You may 
find , honever, that if the processing t axes are only a certain 
rate , it may be necessary for you to r a i&e other taxes on 
comcodi t ies or raise t he income tax. Therefore , our state­
ment as to needs for agriculture under this new legiela tion 
does have a bearing .Aa to just how you will raise it, I would 
put a processing tax on agricultural commodities . Where you 
would find yourself with respect to income tax and tax on 
non-agri cultural commodities --.• 

Ur . t.:o rgenthau told the group t hat the d ifficult thing 
is handling the t hi ng for this fiscal year and not ao much 
after July 1: And Wallace said t hat' s where the legal thing 
comes in. "When you make the decision on recouping t he loot, 
you r eal ly have to know how heavily you are going to go on 
excise taxes on commodities in the 1937 fiscal year.• Ezekiel 
again reminded the group that • every day that is delayed in 
passing that legislation means a l oss of $1,500,000 in tax 
collections of wh ich there is no question ao to the legality.• 
Secretary Uorsenthau inquired of Ur. Ezekiel, 'What ' s t he 
purpose of tn~s remar t? Have you men work 48 hours instead 
ot 24? We are certainlY not holding the thing back. I don ' t 
see how we can cove any faster.• 

Wallace sa i d , "I t hink we can expedite t hings if you and 
I and stanley Reed get together onoe in a while eo t hat t here 
is some i ndi cation of the direction in which we are going.• 
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Ur. Oliphant expressed hi s opini on as follows , • I t hink 
lt is an underlying question ot polioy and such basi o questions 
as to whether you are going to impose process ing taxes at all. 
We will have t o realize t hat you will get as much heat trom 
them, if you raise t hem for $500,000,000, The sace i s true 
as a change in inheritance tax. The same is true as to i ncome 
tax. It will cause as much grief 1t you ask tor $200, 000, 000 
instead or $500,000, 000. Thefurther t hi ng is, when t he proces­
sing tax is hitched up , a s it was before , with t he agricultural 
program, you have one attitude in t he public mind, The 
Treasury will have to t~e the gaff on which are good taxes, 
not Justified by t he fact that they are linked up with the 
agricultural program." 

"As t he President said , • L~. Uorgenthau told t he group, 
•the s logan for this year is 'Let Henry do it . Put it up 
to Henry.' I don't see how we can get any further today until 
the three legal groups get toget her. • And Reed agreed that 
they have gone as far as they can . Ur . Oliphant said he 
thought it appropriate , if t he Solicitor Gener a l t hought well 
or it , to get toget her wi~h him and hear what the remaining 
differences are. 

Ur. Liorgenthau closed·the meeting with the following 
statement, "I am going out of town t omorrow. One of t he 
tll1ugs pending is Jesse Jones ' cotton ~tter. We will have 
to see hie tomorrow . It ' s a question of what he 1e going 
to do on hi s cotton loan of 400,000,000 bales. We will have 
to have a meeting on that tomorrow. If you want me on t hat 
tomorrow morning I will be ava i lable , and then tomorrow after­
noon we will continue this meeting. ~Ais matter of today 's 
conference has the right of way. • ' 

The next meeting was set for tomorrow afternoon at 
3 o ' clock. 
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Tltl: SEC .. ETA .. Y 0 .. T HI T .. ltASUMY 

WA8M t NOTO N 

January 29, 1936. 

From: Secretary Morgenthau 
To : Mr. Gr imm 

I have before me your memoranda of January 25th 

and 28th . 

I n the second paragraph of your memo of 

Januar y 25th you say : "After careful study I 

turned i t do•~ too. " 

Your lengthy IM!IIOrandum of January 28th again 

r efers to Judge Manton ' s Astoria Housing Project . From 
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this memorandum I gather that you now are favoring this loan. 

I am wri t i ng you this memorandum because you have 

seen fit to repor t to me in writing and, as you say, you 

wish to make a written r ecord tor the Treasury Department . 

For the Treasury record I wish to inform you that nobody 

connected with the Treasury should approve or disapprove 

any loans made by the Feder&l Housing Administr ation. 

That is not the Treasury's work or responsibili ty. 
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TREASURY DEPARTMENT 

IIEllllWIDtlll FOR 

THE SECRETARY OF '1'IIE TREA.Slli!Y 

WASHINGTON 

January 28, 1956 

We &ro ocming to a deoi aion aoon on the .utoria De'ftlop­
unt w1 th w!ti oh Judge lle.nton 1 a name 11 ooanaoted aa eponaor , I 
though~ it w.ll tor the Trea.ury record to contain a .tatemect 
outlining the oonaideration £1'ftn to the applicationa. Attached 
herewith. 

Spent ju1t about two houra with Jeuo Jonu Saturdq &L­
ternoon . Be expreued the ...,. point ot 't'iew you did, -ly, 
thing• are oo.ing along reaaonably well &Jld that there ia no need 
to aet up additionel Federal bureeua with great inToataent ot Feder­
al tunda . He 1a oppoaed to Allie rr .. d •a propoaal ot conatruotion 
oompanioa tinanoed with Federal tunda. Said be would much rather do 
the building hilllaelt and ind"d thinking ot doing work in thet field 
it prhate indu.try didn •t get going. 

Had internting time Saturc!ay e.t lunch with tho lett wing 
ot the Boueing gi'Oup. .Ul the •11-knom houaera there . Dhouued 
with th• tho ohe.ngoa in Bouaing i deea e.nd oounoellod that turther 
Feder&l e.otiTity a1&)1t re.t until leaaona wro learned rna tho 
work e.l~ done e.nd beill& done b)' the Oo-yenaent. 

Senator We.~or telephoned thie &tternoon to aak ~ help OB 

e.n illport&nt apoooh he 1a to lll&ki> thia Thurac!ay. I a aending outline 
ot tho apoooh to .,. in tho awrning. 
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January 28, 1936. 

I[E)I()RANDUK FOR 
THE SECIU.'l'AltY OF THE TREASURY 

We are coming to a decisi on soon on the Astoria 
Development with which Judge Uanton ' s name i s connected 
as s ponsor . I thought it well for the Treasury record to 
contain a statement outlining t he consider ation given to 
tho applications . Attached herewith. 

Spent just about two hours with Jesse Jones 
Saturday afternoon. He expressed the same point of view 
you did, namely? things are coming along reasonably well 
and th~• there is no need to set up additional Federal 
bureaus with greet investment of Federal funds . He is 
opposed to Alli e Freed' s proposal of constructi on 
co:1panies financed with Feder al funds . Said he would 
~ch rather do the building himself and indeed thinking 
of doing work in that field if private industry di dn 't 
ret going . 

Had interesting time Saturday at lunch with the 
left wing of the Rousing group . All the well- known 
housers there . Discussed with them the changes in Housing 
ideas and counselled that further Federal activity might 
rest until lessons were learned from the wor k already done 
and bei ng done by the Government . 

Senator Wagner telephoned this afternoon to ask my 
help on an important speech he i s to make this Thursday. 
Is sending out11ne of the speech to me in the morning . 

Peter Grimm 
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TREASURY DEPARTMENT 

WASHINGTON 

Januu7 ~, 1936 

Jllllll.liiDUll l'tll 

THE SBCBET.&BI OF THE TWSORl. 

llaurica Deut.ach in asain. CaJrraaHCI hio idea ot 

bow to a:et. eonat.ruet.ioo in larp ci t.iae do» to rent. at 

tJ .oo to $8.!50 per roo.. 

Coll81derabla pressure being put on llcDooald to 

insure a $10,000,000 bouaing project 1D Aatoria. Tbia lad 

\ 

been tUl'Md doom b)' P1l.l 1D Saptubar. On ~allUH be iDe tbeD 

iii~ iii Dl'ought' 1Dto tlieii:T;ter in October , After care- ) 

tu1 at~ I turned it down too. !low it 1a Nrlnd with ·~ 

of tliii objac~ ooa r.- • Stan Oibbone yeaterda;y said be 1 

bad been approa.ched to a:at • to ruaYe ay objectiona. Stewart 

BirecbMn and Juda:e llaotoo, of tbe Federal lin York Bnch, are 

&11011& cnmere ot tbe laDd. st&Ye eaid Jqa llaotoo wae colliDe 

in to ••••• 

-.nt onr the wbola deal with Col_, chiat aocin­

eer of P!l.l, tbia 80rDin&· .&a talciD&: tbe fJ.&:ure• with • to 

... Iorlt and oo llcDday rll1 - two 1DcU:ri4-.la to check fJ.&:uree . 

Col!.terance wi tb Jlcllonel d aDd Slacke ot R1C to asrea 

on a stateant ot policy with raapact to public bouaiac t o a:o 

in the Central Houatnc Co.aittaa•a uport to the Preaidant.. 

&ltl, P1l.l uad rraa.ury, at least, will be at one OD en axpraee10D 

ot poUey OD tb1a iapartent •tter. 

Thia tor tba raoord. llaurica Deutach,wbo 1a a trilllll 

of AUt. Preed, tbOQ&b DOt al toptber oppoaed to abet Freed 1a 

attaaptiac, ..cle tbe atata.at to • tbet Freed na tba .,._. 

ot laJ'p traota ot land in hetcbeatar, LoQa: Ialalld uad ... 

Jeraq, aDd t.bat it 1tU DO aecnt tbet be &OIIIht illproY..elt 

of tbaaa propart.iae on larp aoala with Federal t'lmda. I bad 

~~ 1a1own tbat FrMd bad a lara:• tract in nuallina:, bat. 

nidenO.~ he hu inaroaeed hie bol41Dc• • 
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TREASURY DEPARTMENT 

IIEIICRAiiDW FOR 

THE Sfm!E'lARY 01' THE TREASURY 

WASHINGTON 

January 28, 1936 

The Aatoria HoueilJ« project ot which Judge Vantcn 1a the apcnaor 
will be mortgltged tor about t 1o,ooo,ooo. I thought you would lilce to know 
how a~trefully thh kind or a job il hAndled by t.ll concerned. Then too, 
thia will serve tor the Treaaury Depa!'t:~Mnt record. 

The t.pplication waa f i r et tiled on July 16, 1936. I tiret heard 
of it in September , 'lilen lUlu Colean, Ch.iet or the Lo-coet Houaing Dirt­
aion a t.id he would lilce I:MI to re't'iew' the application. He had oom. to cer­
tain detenaination concerning i t, but 'lllhat that waa he did not then tell 
••• For JDOre than one reaaon, I decided t.f'ter exeM nation or the applica­
tion and caterial that had been gathered together by FHA concerning it , not 
to recOIII:lAind approftl. In the auoceeding montha the aponsore wre in nego­
tiation with FHA and maey ohangea to et.'l'e~en the application aue&eated 
by the Oovortll!lent wre made . Two or three timaa i .n the course or that 
period i ndividual& acting in the interest of the application ICU&ht to aee 
a:e concerni.ng it, but I declined to m .. t them. Once, probably twice, indi­
Tidual a representing the t echnical part or the enterprise ... t.nd o~nterred 
with 1113 counsel Harold Riet:el.mann. Early in January, Kr. Colean roported 
to a e th&t the propoaition ,., in much better ehape and -• reacly to be re­
rulmitted to r.e . On reoei't'ing it Saturday, January 26th, I relined the 
propoait i on and round it indeed to be in liUCb better torm. For example, .. 
better builder had been aecured, 1110re 110ney put in, the improTaent 1110'1'1d 

to a better part or the a1 te. etc. 

On Monday , January 27th, in New York, I conoul ted with Kr. Cht.rlea 
o. lteyer, &n outeto.nding citizen or Queena where thie improvement ie to be 
located. A&ide trom being devoted to the beat interoste or hia borough, Mr . 
ktyer ia the bui lder Of Bouleftrd Gardenl, a large houeing deTelopaent t.l-
11ated with PWA tunda . Fr""' that point or n ew he a1ght be untt.Torable to 
An Ulpr ovecent i n the rtoinity 'lllhich might aooner or later coe:pete . Bow.nr, 
ll.r , lteyer gave it u hil judpent that the propoeition -• a aound one,~4 
readily rent, and would not coe:pete with h.i a de'l'llOpMDt• 

I aubaitted the record to Harold Riagelat.nn, former Spacial Aeeiet­
t.nt Counael ot the Treawry Depa"-nt and one 'lllho 1a qualified in -ttera ot 
thh kind. He (Ia.,.. it aa hia opinion in writing that the pr opoaal -• eound. 

I aublldtted t he tigurea aa to operation, management coata and etore 
rectah to itle Yana'•ent Diviaion of 111;1 t it'&, • · A. White & Sona, whiob haa 
had direot exper ienoe with the ...,.gement ot thia type ot property at Hillaicte, 
t he Bronx, N .. Yorlc City, a deYelo~t tin&nced with uaiatance ot l'WA t\mda. 

It 1a '1#¥ judpent that the ut.oet oare haa baa ueed in the atucly ot 
th.ie p!'t'poeal and all the work doM .,..1'7 thoroqiUJ • 
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TME SECIIETAAY OF" T HE TIIEASUAY 

WAaH I HOTON 

From: Secr et ary Uorgenthau 
To: Mr . Gibbons 

January 29, 1936 • 

• 

I am enclosing herewith copy of two memoranda 

which I have received from Peter Grimm. I note in 

these memoranda that you have interested yourself in 

a e10,000, 000 loan of FHA to an Astoria Housing Project 

of which Judge Uant on is sponsor. I am also enclosing 

a copy of my memorandum to Peter Grimm in regard to 

this matter . 

For your information please, in the future, 

inform anybody who tries to interest you directly or 

indirectly 1n bringing influence to bear upon any 

governmental agency t hat has federal money to loan, 

thqt you or anyone else connected with the Treasury 

wi ll not and cannot use his position for this purpose . 
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January 25, 1936 . 

MhliO!\hliDUI.I FOR 
THh SECRETARY OF THJ:! TREASURY. 

Maurice Deutsch in again . Canvassed his i dea of 
ho to get construction in large cities done to rent at 
~- . 00 to $8. 50 per room. 

Considerable pressure being put on McDonald t o 
insure a $10, 000,000 housing project i n Astori a . This had 
been turned down by FHA in September . On pressure being then 
exerted I was brought into the matter in October . After care­
ful study I t ur ned it down too . Now it is revived with some 
of t he objections r emoved . Steve Gibbons yesterday said he 
h·.d been approached to get me to r emove my objections . Stewart 
'lirschlllan and Judge lolanton, of the Feder al New York Bench, are 
uaonc owners of the land . St eve sai d Judge Wanton was coming 
in to see me . 

Went over the whole deal with Colean, chie f engin­
eer of FHA, this morni ng . Am t aking the figures with me to 
Nevt York and on Monday will see two individuals to check figures . 

Confer~nce with McDonal d and Slacks of RFC to agree 
on a s tatement of pol icy with respect to public housing to go 
i n the Central Housi ng Committee' s r eport to the President . 
RFC, FHA and Treasury, at least, will be at one on an expression 
ot policy on this i mportant matter . 

This for the record . Uaurice Deutsch, who is a friend 
of 1llie Freed, though not altoget her opposed to what Freed is 
a t t empting , made the s tatement to me that Freed was the owner 
of large tracts of land i n Westchest er, Long Island and New 
Jersey, and that it was no secret that he sought improvement 
of these properties on large scale with Federal f unds . I had 
previ ously knoYm that Freed had a large tract in Flushing , but 
evidently he has increased his holdings . 

• 

Peter Grimm 

PG :hh 
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January 28, 1936 

•t&~ORANDUM FOR 

THE SECRETARY OF THE TREASURY (Signed) Peter Grimm 

The Astoria Housing pro ject of which Judge Uanton is the 
sponsor will be mortgaged for about $10, 000, 000 . I t hought you 
would like to know how carefully this kind of a job is handled by 
all concerned . Then too, this will serve for the Treasury Depart­
ment record . 

The application was first f iled on July 16, 1935 . I 
fir st heard of it in September, when !.files Colean, Chief of the 
LoK-Cost Housing Division said he would like me to r eview the ap­
plica tion . He had come to certain determination concerning it , 
but what that was he did not then tell me . For ~ore than one 
reason, I decided aft er examination of the application and material 
that had been gathered together by FHA concerning it , not to recom­
ment approval. In the succeeding months the s ponsors were 1n nego­
tiation with FHA and many changes to strengthen the application 
suggested by the Government were made . Two or thr ee times in the 
course of that period individuals acting in the interest of the 
application sought to see me concer ning it , but I declined t o meet 
them. Once , probably twice , individuals representing the technical 
part of the enterprise saw and conferred with my counsel Har old 
Ri egelmann . Early in January, Yr. Colean reported to me t ha t the 
proposition was in much better shape and was ready to be resubmit ted 
to me . On receiving it Saturday, January 25th, I reviewed t he pro­
position and found it indeed to be in much better form. For example, 
a better builder has been .secured, more money put in, the improvement 
moved to a better part of t h e site, etc . 

On Monday, January 27th, in New York, I consulted with Mr . 
Charl es G. Meyer, an out standing citizen of Queens where this im­
provement is to be located. Aside from being devoted to the best 
interests of his borough, Wr. Veyer is the builder of Boulevard Oar­
dens, a large housing development assist ed with PWA funds . From 
that point of view he mi ght be unfavorable t o an improvement 1n the 
vicinity which might sooner or later compete . However, ~. Meyer 
gave it as his judgment that the propos ition was a sound one, would 
readily rent, and would not compete with his development . 

I submitted t he record to Harold Riegelm.ann, f ormer Spe­
cial Assistant Counsel of the Treasury Department and one who is 
qualified in matters of this kind . He gave it as hi s opinion in 
writ ing that the pr oposal was sound . 
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I submitted the figures as to operation, management costa 
and store rentals to the Kanagement Division or -r t1rm, w.. A. 
White & Sons , Which has had direct experienFe with the ~anas4ment 
of t his type or property at Hillside, the Bronx, lew York City, a 
development financed with assistance or PIA tunds. 

It is ~ judgment that the utmost care has been used 1n 
the study or this proposal and all t he work done very thoroughl7. 
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January 29, 1936 

A meeting was held in the Secretary's office today at 
which were present the following: Secretary Dern, General 
Cox, Ur . Oliphant and Ur. Opper . Senator Fletcher came 1n 
shortly after the first named gentlemen appeared and he was 
followed shortly by Senator Adams. The conference was 
called to discuss t he pending claim of the Philippine Govern­
cent for reimburse~ent of losses sustained in connection with 
their gold deposits in banks of the United States at the time 
of devaluation. 
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Ur. Uoroenthau invited the War Department to state i ts 
position and General Cox responded. He said , "There is noth­
ing new in the equity of the claim. The act ual situation of 
the Philippine Government is that they have the same voluoe 
of currency in circul~tion now that they had at the time the 
bill passed and so the immediate necessities of the appropri­
a tion 1n order~broaden their base, in case they should deoide 
to expand 1n any way to meet business requirements, is not i m­
mediate because t hey have not expanded and have not taken up 
the questi on of trying to establish an i ndependent currency 
which , I beli eve, we ought to try to prevent 1f it should come 
up , in which case they would be ints~ested in getting their 
reserves out t here.• 

11 ! have to do t1J3 studying right now, • Ur. llorgent hau said. 
He read aloud 1.1r. Oliohant •s meClOl'andum of J anuary 29, copy of 
whi ch is attached. 'He said as he understood it, two years 
ago a bill waE passed authorizing payment of about $23,000, 000 
to t he Philippines and the questi on now i s repeal of that bill. 
He inquired if there is any difference between the War Depart­
ment and the Treasury as to the fact that the Philippine 
Government is entitled to their share of the devaluati on and 
t.!r . Oliphant eaid no; that we had approved that legislation 
two years ago. Secretary Dern said , "Yes ; we had a confer­
ence. !contended at that t ime for mor e than we got, but 
agreed to split the difference .• Ul·. Oliphant explained t hat 
we gave the Philipoines credit for the profit and then de­
ducted the interest they had received on deposits on the theory 
that if they had kept t heir deposits here in gold they would 
not get any gold; therefore they would be completelY compensated. 

l.lr . Uorgentho.u explained that IJcintyre had called hie up 
qui t e excited . He said, "I gathered we should have thie 

1 
meeting and sort of take the heat off the President. That s 
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why I asked you gentlemen t o coce in !1rst, so we could 
talk. I franklY don ' t know what Senator Fletcr.er and 
Senator Adams want . Do you know? • he asked Secretary 
Oern who replied "No.• llr. Opper said he thought he 
could clear up some part of that . He sai d , •senator 
Adame feels that the or1g1nal bill was recommended by the 
Committee and t hen passed by Congress on a misconception 
of the underlying fact s . Now, a readtng of the record 
does not 1nd1cate that that 1s true, but that's Senator 
Adams ' position and that's the basis on whlch he intro­
duced thle leg1slat1on to klll the ori ginal b ill and he 
has , up to now, 1ns1sted on a chance to t>rove that Cle­
conceptlon by havlng hearings and brl ngi ilg the whole thlng 
out into the open.• Ur. Uorgenthnu wanted to know why 
A ace is interested and Opper sai d he really did not know . 
Secretary Dern said he also wondered about the reason for 
Aigws ' 1ntereet. Ur. Oliphant turned to Opper and sai d, 
"Didn't Hester have any light on that?• and Opper's reply 
was, "No ; except he felt that Adams was not entirely sympa­
thetic v;1th t he Adm1n1strat1on' s gold policy aDi there 1s a 
possibility t hat he might be using t his to bring out that 
posltion . 11 Secretary Uorgentho.u was curious to know 1f 
Colorado beet sugar and Ph111pp1ne sugar entered into the 
question and Secretary Oern he did not see how it could. 
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Opper expressed hi s op1n1on as fol lows: 1 There is 
only thl s possib111ty on t hat -- that any change 1n the 
relative value of the peso and the dollar, of course, would 
have g iven the Colorado beet sugar people an advantage over 
the Philippine i mporter. In otfier words , tne peso is still 
tied to t ne dollar as much as 1t was before and QY thought 
was either that Adacs was simply stating hle real poeltlon, 
vlz: that t his was $23, 000, 000 of the taxpayers' money that 
should not be paid out , or that he had some other cot1ve in 
the way of questioning the entire gold pollcy. Uow, 1n an..v 
event , 1t makes it possible for this hearing to develop i n 
such a way that he can, 1n the tle- up between thls Philip­
pine lsglslation and the Government ' s fundamental posi t i on 
on gold clause causes which can, under unsympathetic question­
ing, become a very difficult situation, and, as I say , tt~t 
i s particular eo 1n light of the original war Department 
meoorandwn. • 

Secretary uorgenthau 1nqu1red if the Tr easury saw the 
War Department's memorandum before 1t went to t he Coootttee 
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and ur. O~iphant stated,' 1As 1t developed, we d i d nc.t. It 
went to bne Budget and was sent back to the War Deoartcent 
with approval at the sruoe time the Budget sent us a copy. 
The War Department assumed the budget cleared it here. • 
Ur. Opper added, "And I may say that Col . Stockton was en-
tirelY cooperative . We think what happened after that, 
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Senator Fletcher felt that s ince this measure was originallY 
recommended by the President , but that happened two years 
ago, he wanted to find out what the Presi dent 's oosition was 
at ~he present moment and that is the reason he got in touch 
with the White Houee and t he reason , i n turn, why the matter 
was referred to the Treasury for decision by the Secretary.• 

Secretary Dern said, "I suppose, in a broad way, we 
not only had our currency reserves but we were custodian of 
the Pnilippine reserves and there is a profit on the combined 
sums and "hey are entitled to t heir share .• Secretary Uor­
genthau replied , 1And we concurred with the war Department. 
I s there any reason why we should change our position? • 
Ur . Opper explained as follows: 1 Tnere are only two t hings 
t hat have happened in the meantime . l!y per sonal feeling is 
they don ' t either affect the situation. {1) The Philippine 
Independence Act has passed which, to some extent, changes 
the relati onship between t he Phili ppines and the Federal Gov­
ernment and {2) that Congress, last year, adverselY acted on 
the request for an appropriation. That i s , up to that time 
we had the picture of Congress havi ng authorized an appropri­
a tion and t nen nothi.ng else being done . Last year, there 
was a specific adver se report on the appropriation , which 
mi ght indicate a ch~~e of heart on the part of Congress. 
The Committee Report now bases it on t he report that: 

•No evidence has been adduced or 
presented t o the committee to show 
tnat the Philippines have in any 
way been injured or suffered any 
loss by reason of the action of the 
United States in changing the gold 
content of the United States dol lar." 

Ur . Dern t hen stated, •we want to avoid that . 
0

We want 
to say thev made a profit arid we are t ak'l.ng 1t away. Ac­
cording tour. Opper, "If congress says , 1n effect, we only 
g ive the money to the Philippi nes unless it shows that they 
suffered a lose , I take it we don 't want to show they suf­
fered a loss. • l.!r . Olipha •• t was of the opinion that pass84;e 
or t he ~hilipplne Independence Act 1 has reallY affected t he 
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merit s . Ae Secretary Dern expressed it, we were custodian 
and the time to Judge was at the time the profit accrued.• 
General Cox pointed out t hat "Within t he Independence Act 
itself, it is provided t hey cannot pass any legislation af­
f ecting t heir currency or coinage without approval of t he 
President of the United States and, furthermore, t hat the 
Presi dent of the United States shall have power to urevent 
the taki ng effect of any laYt , or contract of the Phiiipui ne 
Governoent which might i mpair currency resez~es.• Secretary 
t:orgent htlu stated as follows: "I would say t hat t he fact 
t hat t hey a r e independent today oakes no difference . After 
all, we were custodian of t he gold. It it was right befor e 
Independence , it is even mor e so now.• secretary Dern 
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agreed. Continuing, Secretary Uorgentnau sai d , "Then I 
woul.i s ay the Treasury and War are t oget her. fie t hink t he 
t h ing should be pai d and, rather than the bill be killed •.. • 
secretary Dern interrupted to say , "The bill to be k11led 
would be Senator Adams ' repeal bill, but the best way t o 
kill it, from the standpoi nt of everybody concerned, would 
be by having h im vrithdraw it rather tho.n by having heari ngs 
and brought to the point where an examination of the War 
Department repr esent ative; f or i nGtance , t he hearing could 
br ing out t hi s earl ier report and the f act t hat at that time 
t hey took t he position t her e was a l oss ." 

!.lr . L!orgenthau inquired if the appropriati'on would be 
included in a Deficiency Bill and Opper replied, "As I under­
stand i t ~e will not uress it this year, unless the Philip­
pine Gov~rncent ?Ute in a specific request; in ot her words, 
lea ve everyt hing 1n s tatus quo .• 

secretary Dern and secretary !lorgenthau statea they both 
knew Senator Adena to the extent of having a sueak1ng acquaint­
ance with h im. •certainly,• said Ur. Uorgenthau, •on all 
t his gold he is against the ~dminietration. When I go up to 
testify on gold or monetary problems , he ' s always one of the 
oersons who ask me embarrassing questions. Glass is not 
··1-2- 3" with Adams when you get on t his monetary stuff. I 
don't t hink he is particularly trained along thase lines, but 
somebody always primes h im.• 

At this point Senator Fletcher came in. 

secretary uorgentbau asked t he Senator if he knew why 
s enator Adame is 80 interested in this bill . Senator Fletcher 
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r eplied, "I don ' t knOVI . He is a member of the Approoria­
tions Commit~ee and the bill carried $23,000,000 for this 
and he was a member of the sub- Committee to look after it 
and he inquired about it and his investigation resulted in 
hie feeli~ that the appropriation Ougbt n~ to be made. 
Then , if tne appropriation should not be cade, the law ought 
to be r epealed. l!o need of having a etatute author1z.il'ls an 
appropriation if you are not going to carry it out . so he 
introduced tne bill authorizing repeal of the legislation 
and ae he looked into it; the more evidence he saw that the 
appropriation should not be made and the bill should be re-
pealed . ~nat ' e the bill now up. The other is another Act 
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authorizing the appropriation. They had I nsul ar j$faire, 
War Department, end I remember the Treasury and the President 
all concurred in it , so we did not bother to have any hearing 
on the subject other than make lnqui.ry. That's qy recollec­
t ion. There was quite a unanimity of approval all along t he 
l i ne , !roo the President on down , but they did have acme hear­
i ngs 1n the House on it. Uy clerk, Sparkman, said he was 
sending those hearings down, and they ought to have done that 
yesterday . • 

Continuing, Senator Fl etcher said , "Adams ' contention 
is tnat the Philippines are on a different footing from t hoee 
people \Vho held gold clause bonds; that t here was no gold 
involved t here, ~d I think the Government has some 50 euita 
now on the gold clause suits . The Philippines have not 
lost any coney and, if they have not, they ought not to re­
cover. The question is, Are you not getting into an incon­
sistent position when you aay t hey are not entitled to recover 
end yet you recognize the claim of the Philippines? So that's 
the situation where I thought we ought to get matters straight­
ened out. Adacs feels t hat the President. did not understand 
and per haps· t he Departments d id not understand what the facts 
were regarding this . He will go into that when he comes , 
but that ' s his clli.im - - that there is no basis for the a l loYr­
ance of this claim of $23,000, 000. The Phi l i ppine Government 
canagement over there had to have silver, aa I understand it, 
aa their reserves. Tney were not required t o have gold and 
di d not have gold, and they deposited thei r funds over here 
in the banks of t he United States , but they were not payable 
in gold and hi s claim is that they have not suff er ed any 
damage by devaluation of gold and tnere is no justification 
for this appropriation. • 
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Secretary Dern inquired, •were not all deposits in 
banks techni cally payable 1n gold?' ur. Opoer answered, 
"That was t heoretically true or any depositor in any bank. 
Of course, t he War Departcent takes the posi t i on that the 
Philip?ines had t hat theoretical right also , but when t hey 
asked permiss i on to exercise it, the authorities here i n 
the United Sta tes persuaded thee not to do it. Whether 
it was eoceth i ng s tronger than per suasi on , i t i sn ' t neces-
sary to det:erm1no , but I t h ink t hat t he \far Deoartment 
posi t ion .• s ecretary Morgenthau asked Gener ai Cox what 
Colonel stockton ' s pos ition was on t hi s and General cox 
replled, "He ' s Ylitb me ; we are toget her on t h1s.• HJ.l , J r. 
wanted to know what St ockton's duties conGieted of and 
General Cox explained that he is the officer in the office 
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wno deale essentially with financi al gattere of the Philip­
pine Government . Hl l , J r . told General Cox the. t the people 
around her e are impressed w1th the ability or Colonel Stockton. 

s enator Adace came 1n. 

Senator Fletcher addr essed h i mself t o Senator Adams and 
said, "Now, if you will tell t hese gentlemen what your pr>opoe1-
tion is. I told t hem about your t aking t he catter up as a 
member of the Committee and your conclus i on that the appro­
priati on shoul d not be made .• 

Senator Adace: •now, the situati on is this , gentlemen. 
Of course , I assume a s our pr emises that we were interested 
in our own country primarily and we want to be Just t o t he 
P.ollippi nes . 

"Now, the Phi l i ppine I s lands had on deposit 1n American 
baruts $56 , 000, 000 on J anuary 31 , 1034, at the time of the de­
va luation of t he gold dollar. Now, t he premise upon which 
the bill was ~seed -- and that was on the statements t hat 
were made -- t hat t his fund in s ubstance constituted a gold 
reserve · t hat it was t here for gold reserve purposes, and the 
argument of the Philippine people was t ha t the Federal Govern­
ment had made $2,000 , 000 , 000 by devalutns the gold -- t herefore, 
they were entitled to an equal pr ofit on their deposits. now, 
here ' s the argument back of that. 

"The Ph i lippine currency 1s a silver currency. The 
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s t a tement was made 1n the reports that underlay the original 
bill that the United States currency was interlocked with t ne 
Philippine currency . I don ' t t hink thnt was a correct state-· 
cent. In the original statutes the only reference was this : 
thnt the gold dollar -- the American gold dollar -- should be 
legal tender in the Philippines as the equivalent of two pesos . 
If that interlocked our currency, you go back in our history 
and in the early days t hi s country made the Spanish mill legal 
tender. We have had acta running over a period of 50 years 
caki ng various foreign coins legal tender. There were a lot 
of intermediate steps, evidently for the convenience of the 
mer cnanta and the business men, that they could take these 
s ilver pesos to the ?hilippine Treasury and have issued to 
them Treasury certificates -- that is, 100 pesos in s ilver 
an~ i ssue 100 peso silver certificate. Then the Act pro­
vided t hat the pesos put 1n the Treasury should be kept t here 
for the purpose of redee~ing certificates on demand. In 
other words , they established a paper currency baaed upon the 
actual deposit of silver coins. The certificates were re­
deemable in solver. · They were essentially silver certificates. 
The Philippines did not have a gold currency . 

"Subsequently , w.hen the price of silver went up, the 
Philippine Government was embarrassed by the fact that the 
bullion value rose above the coin value and pesos began to 
go out or the Philippine I slands and were melted up. At 
one time they could not resist the tempt ati on of selling some. 
They even sold some $15,000,000 in pesos to cake a profit. 
Then they provided that they eight -- that is, there was an 
Act of Congress -- that where there wae a shortage of silver 
t~t , for temporary purposes , gold eight be subs:ituted for 
the s ilver co1n evidencing these Treasury certif~cates , but 
always for the purpose of redemption of outstanding silver 
certificates . So there wee a lways a coin base behind these 
certificates. 

"Now, they had two funds. One was a specific redempti on 
fund of peso for peso . Then they created what was called 
the •gold standard fund•. I t h ink that has been the

1
cauae 

of some misleading. Decauae of the term •sold s tandard it 
was treated as a gold reserve or gold deposit . The statutory 
purpose of this fund was t o maintain a parity between the 
~heoretical gold peso and the s ilver peso. Certain money 
was deposi ted, provided by t he sale of Phil1pp1ne bonds, and 
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t his fun~ was created to maintain parity. There was very 
little occasi on to use it , but the funds involved are these 
two fund s , one for redempti on of certificates , and the gold 
standard fund to maintain the parity between the silver peso 
and the gold peso. 
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·~ow, the Philippines, back in 1906 or 1907, at a time 
when s ilver was going up a t that time and t he silver was go­
ing out of the country . -- Congress authorized the Ph1li~p 1 ne 
Governoent t o devalue the silver peso i f they saw fit . ·The 
orisinal silver peso contained 416 grains of metal as against 
our 412; i n other v1ords , the silver peso , vrhich was practic­
ally a 50- cent piece , had more silver in it than our dollar 
had, both 9/l Oths fine. Following t hi s authorization, they 
devalued their silver peso 34%. They cut 1t down; roughly, 
it was 122 grains of silver they took out of it. so they 
were the first devaluera of coin . 

•rn the Statutes of Congress there is no author~zation 
t o deposit the treasury certificate fund in banks . cy under­
standing is, of course , that the Acts or Congress are paramom•t; 
that authority of t he Philippine l egislature is subordinate to 
an Act of Congress . In other words , it an Act of Congress 
declares that a certain thing must be done , t he Philippine 
Government may not vary from that . The Act of Congress said 
these deposits of coin should be used tor redemption and for 
no other purpose and should ·be retained in coi n . For one 
r eReon or another, I t h ink this is the fa ir inf erence, along 
in 1919 or 1920 or 1921, it ~oee not amount to much, there 
was soce manipulation -- I gathered, some speculation -- per­
haps thi ngs that would be Justified by a harsher nace -- and 
the Phili ppine ba~~e lost a good deal of Philippine money and 
I think somebody suggested that maybe t he Amer!can banks might 
be n safer pl ace than the Phili ppines for a fund . In any 
event , in s trict violat ion of the Acts of Congress anyhow, 
they opened i n t his country deposits . They t ook a substantial 
oart of t his treasury certif i cate fund and put it 1n American 
banks . They took a part of this gold standard fund and put 
it in American banks. TheY drew i nterest on that, which I 
t .• ink 1s tile other exolanation of it. Here they had idle 
aCCWl\Ulati on of silver currency, earnitl& nothing, and it was 
the dey "hen banks were pey1ng for deposita. They got as 
high as 3~ interest on thi s deposit ot the Philippine tunds. 
It ran from 2 t o ~. 

Regraded Unclassified 



114 

-9-

"Practically all ot thi s money, with the exception ot 
t hat in the Chase National Bank, was not subJect to il!Ullediate 
withdrawal, but were time deposits . That ran on tor 10 years 
and ~he Philippine Government collected $15 ,000 ,000 !o interest 
on t nis fund . I think Ur. Oliphant can verlfy th1e: that 
deposits 1n banks establish a contract relation between debtor 
and creditor; in other words, the Philippine Governoent sub­
s tantia lly loaned to t he banks 1n thi s country and got interest 
on it, payable 1n legal currency ot t he United States , where 
the deposits were made . I don 't t hink t here 18 any escape 
from t hat . 

"On the 15th of January, 1933, the President , by authority 
of Congress , impounded the gol d in this country; required 
everyone , as of t he firs t of uay, to turn in his gold. In 
other words , you and I and no other citizen here or in the 
Philippines could obtain gold from the banks or any private 
bueineee or corporation. Gold ceased to circulate.• 

Secretary Uorgenthau asked permission of Senator Adame 
to interrupt for a moment. The Secretary said, 1 I am not 
an attorney . Ae I understand the t h ing, this is very import­
ant and there ie a lot of money involved. I did not know 
unt il a few minutes ago Just what your interest was and we 
Just got this message that we should confer . 

1 As I unde~etand it, 1n connection with your bill repeal­
ing t nis Act , the 17ar Departcent filed a mecoranduc. Ae I 
unders tand it, the \far Department has asked percissi on to 
withdraw that cecorandum. That request, I don't believe, 
has been granted .• 

Senator Fletcner replied, "They made a report and after 
the report came to our committee i t wae sent around to the 
members of the committee . We subsequently asked tor a further 
report and I believe the war Department subsequently a~ked to 
withdr~w. t hat report. You can 't withdraw eometh1ng that bas 
been tiled and distributed , but you can acend. s o I suggested 
they can do to suit themselves .• Secretary Uorgenthau in­
quiredit that had been done and General Cox said, •Yes; that 
has been done.• 

secretary uorgenthau explained as follows, "Atter all, 
I was not prepared tor a torcal hearing, which would take, 
I i magine , several sessions. For us to answer would t ake 
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standing, t here 
wno made it.• 
cl.aht embarras s 
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Senntor Adame replied, "Uay I say t his. The 
that if t here was a report or recommendation 

of t he Cabinet which was made upon a misunder­
is no one as eager to correct it as the one 
Secretary Dern r emarked, "Especially i f it 
t he Governcent.• 

Senator AGace continued, •we don ' t want to cost the Gov­
ernment $23, 000, 000 and we don't want to embarrass the action 
on t hese gol d suits.• 

Addressing himself to Senator Adams , Secretary Uor genthau 
sai d , 11 Let me explain for your confident ial informat i on . The 
War Department rightfully sent their report to t he Bureau of 
the Budget and the Budget said, All right. Through some 
slip, the Budget d i d not refer it to t he Treasury, so we never 
had a chance to see 1t. Our interes t in t he cemorandum is 
the suits which are pending and that 1 s why we are di sturbed 
about it . I don 't know whether the t hing, as Senator Fletcher 
says , can be acended, but to go into it and do it justice 
1t can ' t be done in half an hour . I want to ask you s entlemen 
whether you feel we should have a regular forma l hearing, be­
cause t he War Department and ourselves , prior to your coming 
here, felt t hat the Philippines were entitled to this money 
as the b111 was passed. I did not prepare myse1f or set the 
time tnat. t his t hing i s worthy of, but I wondered how you two 
gentlemen t Aink it could be treated and not r ush it.• 

Senator Fletcher sai d , •senator Adams made his remarks 
about the bill and t he committee felt that they needed more 
light on this subject . They were not read,y to pass on 1t 
just as it was . I think it was Secretary ~cAdoo who suggested 
that we set aside a time and have you gentlecen down t here to 
tell us about it and that ' s why we set yesterday for a hearing, 
but Ur . Uorgenthau asked t hat it be postponed. • 

Senator Adams stated hie opinion as follows: "I t hink 
t here has been a misunderstanding of t he underlying premises , 
bot h in fact and of law. I wanted to get the story to you 
for the purpose of your further study. • Ur. 011yhant t hought 
t~t was a very helpful suggestion . 

Conti.nul.ng, senator Adams said, "I was urging t hi s point: 
that t here was a certain state of law and finance reached when 
the President took gol~ out of circulation and availability. 
Tnis claim which the Philippine Islands make is bas~ on that 
wnich happened on t he 31st or December, 1934. They say, be 
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cause on t hat date t he United St ates Government devalued 
1ts gold dol lar and made a profit on i ts gold· t herefore 
t hey are entitled to a corresponding profi~ a~ of that ' 
da te . Non on t hat date and from that time back until t he 
5th of April , 1933, they could not have had gold . They 
could not get gold . They are asking for a profit on soce­
t~1ng t hey could not have gotten . I n other words , had 
they got ten their gol d prior to the 5th of A~ril and tucked 
it &fay in ~nina or some place , they could nave t alked to 
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us, bu~ t hey could not from t he 5th of April 1933 until the 
date of devaluation, have gotten gold becaua~· the bank could 
not have paid it to t hem . They are sayi ng tha t on t his date 
in 1934 t he Government made a profit on its gold; t herefore, 
the Philippines were entitled to make a profit on what t hey 
t hought was their gold and t hey did not have any gold and 
could not get any gol d . What they had was bank deposits. 
In t he United States on that same date there was $50, 000, 000,000 
bank depos its . Uy state , my county , cy school district, all 
had money 1n the banks ; money they were saving up to pay gold 
obligations . The Pnilipp1nes have ar gued to you and to others 
that they had gold obl1ga~ions but t hi s money was not available 
for t hose purposes . This money was tied do1m by statute for 
redempti on of s i lver certificatee and maintenance 9f parity. 
It was not a gold l'eserve . I t "as not gold . The statute of 
the Phi l i ppine I s l and speci fically said that while you, under 
an emer gency, exchange part of your certificates tor gold, 
you cannot exchange more t han 6o%. Yet we have given them on 
the basi s of 1~ gol d . The Philippine statutes limited their 
reserves to a certain amount . Their reser ves were greatly 1n 
excess of the lawful acoun~ . We have given them a profit on 
reserves taey were not entitled t o .• 

Secretary Dern t old Senator Adams the following : "I guess 
you know t ha& in 1932 they were apprehens ive and asked t o have 
the money ~awn out of the bank and eent over t o them and the 
Secretary of war, or somebody , told them not to do t hat ; that 
they were entitled to go ld and oUr Government talked them out 
of tnat. • Senator Adams replied, •aut ~e have a new economic 
order . But the Secre~ary of war, with all recognition of his 
autaority , cannot override t he statutes of Congress and the 
Philippines had t~e r ight to withdraw the ir coney.• Secretary 
Oern then said •I under stood he told them it would drag down 
a lot of bi g ~~s in t h i s country. • To which Senator Adams 
repli ed, · ~ne only t i me they made a documentary request was 
after the President had impounded gold and i t was impossible 
to get gold. • 
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Secretary Uorgent hau then suggested, "To save time , 
could our General Counsel' s office re-cxtu:~ine t h i s t hing and 
then if they want any additional inforcation, coce and see 
you, and we will work closely with t he War Depart ment? • 
Senator Adtu:ls r eplied , •r really would l ike to go over with 
!.lr. Oliphant and argue i t back and forth with thee. It 
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cace to cy a ttenti on in the Appropriati ons Coccittee . Thi s 
bil l was not di scussed 1n the Senate . I t cace 1n as a report 
froc Carl Hayden; Just sai d it was a mor a l and l egal obliga­
tion , but nobody raised any questi on about it. Then i t came 
to the Appropriations Comoi ttee and I happened to be cha1roan 
of that sub-committee Mil I asked v1hy, and we had the Ph111p­
p1nes representative cooe 1n and he prepared a brief and I 
Ptudled the brief and I concluded they were not entitled t o 
the coney . I felt I owed some obligation to oy Government . 
That ' s why I took it up. • 

When Secretary Uorbenthau asked Senator Adams if t his was 
a oatter of hours or days and Senator Adacs replied 1 0h ! a 
day or eo .•, t he Secretary said, •we are trying thi s week to 
work wi th J ustice and Agriculture , who are cooing 1n a t 11 
o 1 clock , on the AAA matter. We will do whatever you say . • 
He asked Ur . Oliphant if he could s tart on it Uonde.y and Oli phant 
sai d it would help to have the balance of t his week for AAA. 
~. Uorg enthau told s enator Adams t ha t Oli phant would get in 
touch with the Senator and meet with him a t t he Senator ' s con­
venience . Senator Adacs asked Ur. Oliphant •not to approach 
1t on the theory tt~t you are defending a posi tion you originally 
took, • and t:r . Olioh.ant 'Sai d •r j ust want to say t ha.t I have 
every d i soos ition ·Ur. Seoretary , to reapproach t his question, 
re- examine it entirely on t he merits , and give no weight to 
the fact t hat we have hitherto expressed ourselves i n t he face 
ot t his light on t~e subject.• 

This ended t he meeting. 
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January 29, 1936 

Ambassador Sze came in. He said , "From a private 
source I l earn t hat K. P. Chen will come here to represent 
Soorg" 
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He a lso t old the Secretary, "Yesterday I got a message 
that they were tranc!err1ng 20, 000, 000 Uni ted States dollars 
to the Federal Reserve Banlt. Kung says that he is keeping 
nothing secret from Buck and, eo far as their orograc is 
concerned, it ie the same as his decrees i ssued on November 3 . • 

The Ambassador t hen read t he follovring three cables re­
ceived from Dr. Kung, the Mini ster of Finance . One i s dated 
January 26 and t wo are dated January 28 . 

Telegram No . l. dated Shanghai. J anuarv 28 . 1936 . 

We are transferring to- day to the Federal Reserve Bank 
about twenty mi lli on dollars in the United States Jurrency. 

Telegram No . 2 . deted Shan&~ai . J aousrv 28 . 1936 . 

We will commence to i ssue coins in nickel in February, 
in five-cent , ten-cent, and twenty-cent denominations , and 
coins in copper in half-cent and one-cent denominat i ono . 

We are still considering in regard to the issuance of 
coins in silver. But, 1n view of the uncertainty of t he 
price of silver, we a re not in t he position to decide now 
as to the weight and fineness of t hese coins . Coins should 
have sufficient s ilver in order to avoid counter feit ing, but 
the silver contents of such coins should not be great enough 
to run the risk of melting or export wnen the price of s ilver 
rises . 

If the present New York and London exchange rate rises 
further , t hen t here will be the danger of speculators here to 
sell the United States currency t o us in accordance with our 
official rate and buy froc us exchange vn London. We intend 
to stabilize t hrough buying and selli ng exchange, 1n order to 
maintain the level adopted. 

Telegram No , 3 . dated t!Rnking. JMuary 26 . 1936. 

our monetary program i s as outlined 1n m,y telegram or 
November 1, 1935 , to you, and my statement and t he decree of 
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November 3rd. We are striving to maintain an exchange 
s tability at the present level and t o provide a sound 
uniform currency thro1J.3hout the country through i .mproving 
tne banking and coi nage systems. 
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Replying to tile inquiry of the Secreta.ry of the Treasury 
I beg to state that our principal diffi culties are as follows; 

l . We adopted a program to balance the budget 1n 18 
months in order to avoi d inflation, but are meeting seri ous 
difficulties on account of falling revenues and t he i mpossi­
bility of limiting expenditures materi ally under existing 
conditions . The deficit of last stx months i s 146 milli on 
dollars . Please see my last annual repor t for comparison. 
(Append hereunder the budget figures for the last stx years 
w~-M>. • 
YEARS PAYI.lpTS BEv;;m!E DEfiCIT PE:RC::!!TAOE OF DBF'ICIT 
1929 $412, 000,000 $332,000, 000 $80,000,000 19.4 TO PA~:Ts 
1930 539,000, 000 438, 000,000 101,000, 000 18 .7 
1931 714,000,000 497 , 000,000 217,000,000 30. 3 
1932 683 ,000,000 553,000,000 130, 000, 000 19.0 
1933 645,000,000 559 ,000, 000 86,000,000 13.3 
1934 769 ,000,ooo 622 ,ooo, opo l47,ooo, ooo 19.2 

Although inter nal revepue has maintained fairly well, customs 
recei pts are seriously low because of the disturbed i nt ernational 
situat ion discouraging import commitment; also wholesale smug­
gling by the Japanese i .n North China; l i kewi se temporary lower 
exchange d1S¢ouragi na i mportation. During the last three months 
the custoce recei !)ts are short of meeting charges t hereon. Di­
rect taxation i s impracticable for appreciable revenue, and 
little more obtai nable from i ndirect taxation. 

The highest expenditures are f or military and debt purposes. 
The former c~1not be readily cut both because t he so- called 
~o~nuniPm remains a seri ous t hreat i n several regi ons and 
because we must be prepared to defend at ~ moment our national 
independence . Granting that in some restons the armies are t oo 
large, it is tcpossible to curtail thee without funds to reorganize 
t he force and to reform provinci~l ftnances . We did eo in 
Szechw~l with good result, but i t. co&t ovt r one hundred a 1ll1on 
and we have not resource to do li:tewise in other r egions generally. 

The pre11ent period is difficult because loan and1ndemnity 
payments are heavy through 1940 , mu~h reduced t hereafter, and 
very little after 1948 . It i s probably impracticable to convert 
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the foregoing obligations, but we are planning to reorgnni~e 
internal loans by spreading the principal over l onger periods 
ot time since nearly sixty percent of them mature within the 
next five years . Conversion might save a oaximuc ot 100 
mi l lion dollars . However, t he idea of conversion is meeting 
soce opposition in the carket even though it would strengthen 
the Ooverncent •s financial position. We hope for foreign 
credit in order to support currency re form and to assist tiding 
over t he budget difficulty, but this credit is i mprobable . we 
intend as far as possible to borrow from the public instead of 
f rom the banks as this is less likely to involve inflati on. 
We a lso hope to obtain fw1ds from t he sale of a portion of the 
Central Bank of China shares , if the market conditions warrant. 
However, the present market is unsatisfactory. we also hope 
that the revenue will shortly improve. 

Tne foregoing situation indicates why we proposed to defer 
the payment of t he principal of t he Reconstruction Finance Cor­
porti on and the Farm Credit Adcinlstration loans. 

2 . Because of the deficit and t he international s i tuation, 
t he currency is susceptible to attack even though its reform 
was introduced under conditions which were technically favorable 
because of. the relatively 1ov1 exchange level and because the 
market had overbought forei gn exchange . Our exchange reserves 
are not sufficiently large to ensure stability in the event of 
a prolonged attack. Uorever, the reserve i s largely in silver, 
and , apart !roc the tact that silver in vault is not directly 
useful in maintaining exchange, public confidence i s impaired 
when the value of th i s s i lver depreciated one- third within a 
few weeks . I ac very anxious to cooperate with the American 
Governcent about silver. 

I n addition to the above difficulties , the banking syotcm 
needs strengtheni ng even though r1e think we can continue avoid 
a maJor banking col1apee . We a re planning to reorganize the 
Central Bank of C~ina with sixty percent private capital, thus 
making it mor e i ndependent of the Government and enhancing 
public confidence . We are also planning stricter regulation 
ot t he cocoercial banking and the creation of a cortgage bank 
and rural development credit 1nstituti~ns . Other difficulties 
arise f rom the Japanese insistence t h&t s i lver cust not be 
moved trom North Ch ina and their opposition to the circulati on 
of the Central Bank of China not es there , thus hindering the 
full propress of the national monetaz·y reform. • 

HM,Jr. told the Ambassador, "This ls the most complete 
report they have given me so tar.• The Ambassador then t old 
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HU,Jr. the following: "I told Kung that you want somebody who 
knows finance and can answer all of your questions and that you 
do not want a diplomat.• 

The Secretary then told Ur. S~e the following: 1 I think 
that your people have been r emarkably successful in running 
their s tabili~ation f und. It is the monetary t hing t hat Ia 
i nter ated in, because I s t ill believe that the only way we can 
hel p you is to strengthen your currency.• 

Ambassador s~e remarked to the Secr etary, "The Chinese 
people have so few places to invest, that they therefor~ specu­
l ate in land and exchange.• 

HU,Jr. suggested the following to the Ambassador: "I t nink 
you might send them a cable stating I t h ink it would be helpful 
to t hem if t hey put all this money i .n the Federal Reserve that 
they got from ue for t he silver which they sold us. I could 
then begin to do a 11 ttle talking to the press. If, after you 
put the money in t he Federal Reserve, I can say t nat we bought 
50 million ouncesof silver and that every dollar of the i52 or 
33 million dollars that we paid China i s in t he Federal Reserve, 
I thi nk that t h i s will help you. I t hink the Chinese have 
done remarkably well in administering their funds. I can begin 
t o make these statements which will help you; that is, if you 
peopl e want me to give out any statement.• 

Continuing, fll.l , Jr. said, "Every week-end I have communi­
cated to Professor Buck J ust which way we were working, so that 
he coul d immediate ly pee s thie on t o Soong if Soong wanted to 
go i n t he same direction. We got a cable back that the i nfor­
mati on we sent wae moat helpful. If ~ung sends somebody who 
knows finance , I t hi nk he ought t o be prepared to stay here for 
about slx months. 

"The foundati on for your success now i s a s t able currency 
in China. That is my belief as an outsider. Please cable 
them tha t this is the fir st comprehensive, complete picture 
that I have ever gotten out of China.• 

The Ambaeeado~ told the Sec• etary that t he Chinese had 
aete of diee made up but had not decided whi ch one to use. 
proved to HU,Jr. that the Chinese were eo indifferent as to 
p lane that they really did not have a definite program. 

two 
Tn1s 
their 
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Telen- "Jo. 1, deted Shan!!hti, Jepyry 28, li:la. 

We are traneteniD& to-dey to the hderal Beeerl'e 

Bank about twenty aillion dollare in the United Statee 

currency. 

Telen- JJo. 2, dates! Sb.an&hai, Japuary 28, 19:18. 

122 

We will co .. ence to i -..ue ooine in nickel in •ebruary 

in til'e-cent, ten-oent, ansi twenty-cent deno:dnetione, and 

ooine in copper in balt-cent and one-cent denomination•· 

We are etill ooneiderini in reiard to the heuanoe ot 

ooine in eill'er. !ut, in l'iew ot the uncertainty ot tbe 

price ot e ill'er, we are not in the poeition to deoide ne~~r 

ae to the weiabt and tineneee ot theee coina. Coin• ehould 

baTe euttioient eilTer in order to aToid oouuterteitinc, but 

the eilTer content• ot euoh ooine ehould not be areat enoaab 

to run the rilk ot meltina or eX»ort when the price ot eill'er 

U the preeent :lew York and London exohanae rate r ieee 

turther, then there will be the da~~&er ot epecul atore here to 

eell the United Btatee currency to ue in accordance with oar 

ottioial rate and buy trom ue u:ohanae on London. 
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We ilrtend to atabiliae throqh b~nc au4 aellill& 

exobance, in order to aaintain the level adopted. 

Teleiraa lo. 3 , dated Jlpkipc. Zanu.rr 26, li36. 

OUr 110netary prop-8111 h aa outlined in 1117 te1ep-a~~ 

ot November 1, 193~, to you, and 1117 atatement and the 

decree of lovamber 3rd. We are atriving to maintain an 

excbanae atabil1 ty at the pre sent le:n1 and to provide a 

sound unitona curreDCy throuibout the country throup 

impr ovilla the bankina and ooinaee eyate ... 

llepqinll to the inquiry of the Secretary ot the 

Treaaury, I be& to atate that our principal difficultiea 

are aa follow• • 

123 

1. We adopted a prop-am to balance the bud11et in 18 

montha in order to avoid inflation, but are .. etina aericua 

difficult iee on acoount of fall in& rave mae a and the 1.­

posaibility of 1t.dtin& expenditure• aaterial~ under axiet­

inll conditione. !he deficit of laat aix aontha ia 146 aillioa 

dollara. P1eaae aee 117 laat anllllal report for CO~~Wariaon 

(.Append hereunder the budaet fiaurea tor the last atx yeara, 

1929-34). .AJ.thou11h internal revall\\a haa .. intaiaed fairly 

n•s lAl''!fB R!VJIUl! ppiCI'r 

1929 1412,000,000 1332. 000. 000 180,000,000 19.4 
1930 D39,000, 000 438. 000.000 101,000,000 18., 
1~1 '14,000,000 4t'7,000,000 an,ooo,ooo 30.3 
1932 883,000, 000 ~~3.000,000 130, 000, 000 19.0 
lt33 6411,000,000 559,000,000 86,000,000 13.3 
1934 ,69,000,000 6aa,ooo,ooo 14,,000,000 19.a 

' 
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well, c11utc.a raoaipta are aerioualy low bec.uae ot the 

diaturbecl illterDaUoul aituation diaoouraciDc 1Qort oo.-it­

JDentt alao wholeaale a.acalinc by the J~aneee in Jlorth Chiua 
likawiae t•porary lower exchaDce dhoouracinc ~ortation. 

Durinc the laat three aolltha the cuetoaa receipt a are lhort 
ot meetina oharcee thereon. Direct taxation ia t.praatioable 

tor appreciable reYenua , aDd little aore obtainable troa 
indirect taxation. 

and The hiaheat expenditure• are tor military~ebt purpoeea. 

The tor•r cannot be readily out both beoauae the eo-called 

caa.uni.a reaaine a aerioua threat in aeYeral reci ona and 

becauae we auat be prepared to defend at ~ ac.ent our national 
indepeaclenoa. Grautinc that in a oae reciona the armiea are 

too larce, it ia 1Qoaaible t o curtail thea without tunda to 

reorcanize tbe force a nd t o refora proYinoi a l tinanoea. We 

did eo in Szechwan with cood reau lt , but 1t ooet ewer one 

hundred aillion and we haYe not reacnrroe t o do likewiee in 

other reciona cenerally. 

The preeent period h difficult becauae loan and inde•it:r 
payment• are beaYy throu&h 19,0, .uoh reduced thereafter, and 

Yery little atter 1~1. It ia probably Ulpr.atioable to oomert 
the forecoinc obliaationa, but we are plannina: to reorcaniza 

internal loana b;r apraadin& the principal oYer l ancer perioda 

ot t~ ainoa nearl:r aixt:r percent ot thea -ture within the 

next the T&&r•· ConYeraiea aipt aaYe a •xi••• ot 100 aillion 

4pllet•· 
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dolluo, BoW8YU, t'iM idea of OODYVdOD io .. OtiDI ·­

oppoo1U01l ill tba -rket eYen thouah it would etroacthen tho 

Oonr-nt'• fiunoial poeition. We hope for foreian credit 

in order to mpport ourrency rofol'll and to aeoiet t1dina oYer 

t he budiOt difficulty, but thie credit ie t.probable. We 

intend ae fu ao poeoible to borrow froa the public inatoad of 

f r om the banke ae thla 1a le .. likely to inYolYo inflation. 

We aleo hope to obtaiD tunde froa the eale of a portion ot tho 

Central Bank of China eharee, if the market conditione warrant. 

RoweYer, the Jll'Oeent market 1a unaatiefaotory. We aleo hope 

that the reyonue will ehortly iapr OYe. 

The foreaoina a1tw.t1on indicat .. wb,y we propoaed to 

defer the p.,.aent of the principal of the Boconetruotion 

~inanoe Corporation aDd the ~arm Credit A4minietration loana. 

2. Becauae of the deficit and the international a1tuat1on, 

the currency io euecoptiblo to attack oYea thoulh ita refora 

wae introduced under conditione wt\ioh were technioall;r faYorable 

beoauee of the rolathely low exohanl• ~Yol and beoauee the 

mar ket had oYorbouaht foreip exchanae. Our exchanae reeonee 

are not eufficiently larae to enOilJ'e etability in the nent of 

a prolonaed attack. JloreoYer, the reeerYo 1e laraely in elbor, 

and, aport froa tho tact that elber i n Yault 1e not d ireotly 

u eeful in -intaiDiDI oxohanao, pvbl1o confidence ie i~rpairecJ 

when the Yaluo of thie e11Yer depreciated one-third within a few 

we olea. I aa Yor:t anxtoue to cooperate with the aerioan OoYern-

BIJ!.t 
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•nt about aiber. 

Ia acWiU011 to tho abcrYo d1ffioult1oe, the bankiDC a7at• 

nooda atroqtheaina eYoa thoap we thillk wo can conti•o aYoid 

a qJor ballkina ooll.Q... Wo are planain& to rooraaniae tho 

Central Bank of China with aixty peroont priYato capital, thua 

makiDC 1t 110ro independent of tbe OoYor~~~~ent aDd enbano in& 

public ooDfidonoe. Wo are alao plannina stricter reaulation 

of tbo oo ... roial bankin& and tbe creation of a ~rtaaae ballk 

and rural deYalepaent credit inatitutiona. otbar ditfioultioa 

arise troa tho lapaneee ine1atonce that eiber 1111et not be 

aoYed fr- •ortb China and their oppoeition to tbe circulation 

of tho C.atral B8Dk of China notea tbero, thue hinderin& tho 

full proaroaa of the national aonotar! rofo~ 

' . 
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January 25 , 1936 

Memorandum for Mrs . Friedman: 

Please transmit the f ollowing Cable to Professor 

Buck: 

AL: ek 

nFor confidential information of Soong . In 
past two days Treasury has been purchasing 
forward deliveries of 0. s. dollars against 
offsetting sales or sterling . Korgenthau .• 

A. Lochhead 
Technical Assistant . 
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January 29, 1936 

Uemorandum for Vrs . Friedman: 

Please transmit the following by Cable to Professor 

Buck, Shanghai, China: 

128 

•For confidential information Soong large auto­

mobile manufacturing concern which ordinarily maintains 

position about twenty-five million dollars in foreign 

exchange has during the past two or three days been 

selling dollars and buying sterling and yen. Their 

operations largely account for weakness 1n the dollar. 

Yesterday we continued to purchase forward deliveries 

against sterling but with improvement in the dollar 

today no transactions were necessary . ¥orgenthau• 

AL: ek 

Archie Lochhead, 
Technical Assistant . 
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January 29, 1936 

Uemorandum for Mrs . Friedman! 

Prom: Archie Lochhead, Technical Assistant. 

Please send the following message to Professor 

Buck, Shanghai, China: 

"Your Cable January 29 . Federal Reserve 
Bank New York required by by-laws to obtain 
consent their Board of Governors and Board of 
Governors of Federal Reserve Board before accept­
ing any account , also certain routine regulations 
to be fUlfilled. Understand these formaliti es 
now being carried out and everything should be 
in order within few days. For confidential in­
formation Soong dollars stronger against sterling 
this morning , later strength in sterling accounted 
for by special purchase of 1, 300, 000 pounds 
necessary by special agency Philippine Government 
to fulfill contract for redemption bonds entered 
into sometime ago. Have not found i t necessary 
to intervene in market today . !.!orgenthau. • 
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On Janua1r7 38, Coloael 11\ockton c! the !ur .. u o! hwlar Attain, 'far 

!)ep&rtlllent, celled to explain the tranaactton 1n exchance which 1t wu Mce&IU'J' 

!or hh Department to hall4le !or the Ph111ppine Oonn.ent. !lwtr Depart.ent 

44 recehed 1Mtruet1oll8 !1'011 the Ph111ppluee to P81 the Chua .. tlollel Bank 

approxl.ltately $6,600 ,ooo reprnenttng the contract price o! certain llanllla 

Jailwq Compu,y Bolldlo which the Ph111pp1ne Oon1'11111nt ha4 IICI'"d to purohaae 

!1'0111 • Brl tiah 87Dilcate at ~ par Telue. Acoor41"QC to the contract, the .. 

fwl4a were to be reaitte4 by cable trau!er to X.Oildon, but 1! the u~ l'ate 

bttw .. n the dollar aD4 the poua4 eterling wu h1&ber than 4.94, the Ph11lppbe 

GoYfraner.t would han to JMIT an 11441 tlollel ~t equal to the 41rtennce between 

the rate of 4.94 and the rate current at the tlme the tranefer 'tiU ma4e. 

Colonel Stockton appeared to !eel that the Ph111pp1ne OonriiD&Dt ha4 entei'M 1Dto 

a contrac t which pn all the a4Tan~• to the Brit1eh 1nterute and latt.tet 

that 1t the M£Otlatlon for the purchue o! the .. llonde l:.a4 been left with hie 

Deparant that he eoul4 ban eecund the Bonde at about '10(. of the par Talu 

in dollar terB and without azq obUpUon to malcl 411110d azq lou 1n tonlp ex.. 

ch&Dp. Howenr, he wu only aotlng u an • nt o! the Pb111pplne Oonr1111ent 1n 

Ct.n')'1"QC out tb&1r tnatruotlone M4 could only budle the tranaaotlon •• beet he 

collld under the tenoe o! the contract onr which he hal. no control. Ia ..,.. 41._ 

tU!'bH onr the Pl .. lble con to the Ph111pplM oon~t of the 11441 Uonal rate 

to be pa14 for t:llla larp .out of exehen&'l , eepeclallT ae the llrl thh 11J141cete, 

who wae to reoeln tbe eterU"QC, tid not han to Wn"J' ahllt price paid ae 

would be at the upenae of the PhlUpptDI oon~at. 

th1e 
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0114er t.he c lre.et&Deee M 8pproacM4 tM freuu17 .Departmut to ucertaia 

whether we ha4 ~ eterlla& whi ch we coul4 offer to fill tbie or4er , or if 

there ne AllT ot.her ...., h1 which n coul4 uUet l.tia 111 protectloc the io­

ter••t• of hie priDClpale. It wae ~ete4 that u ttae wae 11&1te4, it 

a i &llt be better for hta to to to Jn Tom &114 4hcu .. a po .. l ble plall wtt.h 

the Chaee .. tio~~al lluk, whlch baa 1e t he 4epo•Hol)' tor tbie partloular 

tu.ll4, •• nll u the acent ot t.he :Bri tleb 8fD4icate, an4 woul4 t herefore 

be 111hreete4 in both 814.. . .A.leo truggeete4 that he cell on the Je4erel 

Re•ern :Bank ot Jew York bet ore tald.ng AllT 4et1111 te action all4 n woul4 aep 

in contact wlth h1a thl"'IIch our 41rect wire to the Jt4erel Rettl"ft llalll<. 

!he -.!11 dlttloultT 111 taklq care of thie or4er •• the t-ot tMt the 

balanc.. 111 • terlillf> nor sol4 abroad which coul4 be •ol4 to proTide t.he 

nac•• •ar.y •terlillf; • 

.After the Secreta~)' 4hcu eee4 the queet1o11 with llr. Coollc~«t, llr. 

Oli-phant, all4 l(r. tochhead, &114 ill Tln of the fact that the :BaAk ot Jnclaai 

had i ntS...te4 ia a telepllont connreat1o11 w1 tb the Je4erel lleeern lluk of 

Jew York that t haT woul4 be willillf> to furllleh epot ettrllllf> ecatnat soU 

upon our requeet, M 4tci4e4 that it t.he pu-c he .. of tbie ...,unt ot eterl111f> 

uche.n,;e ebcul4 ca.• u ull4ue appreciation of etetllllf; acatnet the U. I • 

Dollar be woul4 .a1tborhe the Je4erel lleeel"ft lluk of In York to otter \o 

turaieh the lla.alt o! Jlllelall4 wUh an -..t of col4 acatut the eterliac re­

quire4. 

In 41eeuee~ tbie queeUoa wit.h tba r-4erel ae .. rn :Bank, the queetloa 

of t he prloe at ehlch n woul4 otter thie sol4 to the lluk of aaclaa4 na 

• brollch\ up. 1M 1e4n'a1 .... ,..,. llaDk feU that tM A014 ehoul4 be otfei'M 
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to t he l!ADI< of ~u4 Oil approU..telr the e•e terae u prna1le4 ill \M 

Lolldoll &014 .rat. Atter allowtac for the coet of tranorportla& wch «<ld 

f ro• lew York to Loll4oll, thh wvuld .,....,, nth the eterUac lnel ot about 

$5.00, thet the UzaUe4 State• wvuld recel ... leu theD $35 an OlliiCa plu 1/4 of 

1~, lflllch h the price at preeeut eet for ule of pld b7 the u. s. freatw7. 

ADother po .. 1ble baale would be to otter the l!ADI< of ~u4 «<ld at our 

re.,Uar price of $35 per o~mee plue 1/4 of 1~ an4 aall: th• to ,.... a price at 

which th"T would eell the equhalezat eteruac and 1t the offned price for 

ot arl1a& no agreeeble .to Colouel Stocktoza w would pw'Chue eteruac r._ the 

Jdlt of ~1&114 an4 ue U to till bh order. 

!he sacretar)' felt thet we abould DOt offer lQld at l eu t4aZI our recul&r 

aoll111C pri ce, aD4 u the ucbazace market on l'ebruarr 28 waa pracUcall)' a 

DOIDizaal one aue to the hol14a.,r ill JIQ&lan4, it ne decided to n1 t until the 

follow1!'« 1110rlliac, J8ZJU/I.r7 28 , an4 ••• how the urbt opened before c_,ucat­

l Jit wl t h the :Bull: of ~aM. 

On J8ZJU/I.r7 29 the eterliac urll:et openet ... 1er at 4,98 1/2 c.pare4 to tha 

price of elir;btl7 o ... r $5.00 pnTailiDC the dar before, aD4 ae, at tbh price, 

110 inte"entlon b;r ue woul4 be Me .. ....,, it •e dec1de4 thet the Ohue lla*, • 

octnte for the PhillppiM Oonl'!lllezat and the l!rltiah S)'lldloate, aho\1ld an4M'f0r 

to coYer the eterllac ill the open ..nr:-t. DuriDC the oouree of the dar tl:leJ 

A1111Ce4 to 00 ... r a total of &&0,000 pci'ZIJI4a, althoqb 1JI 4olDC 110 the prtce of 

aterliiiC - to.-4 up to $6.00 per pcnm4. Coloa.t ltooll:toa Uc:lde4 to pl- a 

ll.ait of $5.00 :9H pcnm4 oil thh orar aD4 .. thoriae4 t:>e Cheee l!ADI< to bolt Oftr 

the co=plaUoll ot the oolltl'Mt to the follonnc dar lt ucee....,. 
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OD J-..q _, tU Uoru~~e ..n.t opeiiH at 5.00 3/8, a114 Oolo•l 

Stockton atborh04 tho ChaM Buk to pa.rohaoo further etor111111 at thla 

lnol. Up to :S:OO o'clock 111. tU atter-110011. tho Obuo !lank waa alllo to 

purcbao• ~.ooo poUD.U, loanac a 'balaACo ot 1215,000 J)OWI4o ot111 n-•..,. 
' to complete tholr or4or. !ha ..n.t tor otorUIIIC boo- qui to tln clw-lJIC 

tho afternoon owl~~& to further lll.nnto17 J'laiOro cauu4 'b7 atat•onh ..... 

'b7 Patlllall. all.4 !h- 4urtac tho 4a,. !owana tho cloao ot tho eatbt tho 

Cbaao Bank wu allle to obtain a n.atll.lac 125,000 poUD.U at allo11t 5.00 5{8, 

tbu.a COIIpletinc U.lr odar. Ooloul Stockton tolepboiiH on bta retura to 

lraahlacton aa4 otat04 that tho anrace price ot tho aterUJ~« p~trCbaoo4 -

ah011t s.oo 1/8, u4 uprouo4 bta approclatlon ot tho cooperation ot tbe 

'l'rouury J)opartlllont 111. ~DC 011t thh traneactlon. 
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Jan'Uif.t7 so, 1936. 

!ffl'!ORIJm!l!l 

SUBJ&.cT a ..... -•tin& in the office of the Secretar)- of Agricultur'a 
Thuradll.7, JanU1f.t7 so, 19116, at llaSO A.ll. ' 

At. a meeting in Seeret&ey llorgentheu•s office on Jlednesda)' 
the Secrete.ey bed stated that. the President desired to have hia dis­
cuss with Secrotar)' WallAce and Jesse Jonas tbe question of 10het to 
do about. the Co.aodity Credit loans on cotton, wbich are to -.ture 
on Fehru&cy lat. He asked that, if Secr .. tar;r Wallace bad no obJec­
tion, Stanle7 Reed be requested to sit in for the Depertaent of 
Juetice and ~~)'era and Wells tor the Fa.ra Credit Adpjnlat.ration, since 
they bad bad a great deal of experience Mndlfng cotton loans. 

Those present at t.be meeting in the office of t.be Secre­
tary or Agri culture Thursday morning urea Secretaries llorgentba u 
and Wallace, Cheir.an Jones , Solicitor General Reed, Governor Myers , 
llr , Welle , Mr. Oscar Johnston, llr. IIllo R. Perldns, Assistant to 
Secretary Wallace , Jlr, Pnul Porter , llr. &las ;:nd Jlr, Gaston. 

Secretary lallace expl.aj,ned thl.t decision aust be ID&de 
as to whether the loans on cotton by the Coaodit.;r Credit Corporation, 
coYering so- 41 400, 00J bel.ea, would be extended for six aonths or 
acae other period, or whether the Oon~t •ou1.d take o ... r the 
cotton. It. w&a explelned that. the lOUUI '08re •ne &t the rate ot 
12¢ a pound, but tb&t interest and ot.ber Cherfe& wbich bad e.cclaiUlated 
~~ade the GoYern.ent. 1 a inY&stllent now e.bout 1.5t; a pound, •bile the 
current -.rket tor apot cotton is below 12;. Wallace added that 
Jesse J ones t hought t.het it would be "nice to have the Gonr1111t0nt t.eke 
over the cotton,• Secretary Wallace suggested t.het soee ••Y might 
be found to -.Jce e.Yidl&hl.e funda trc. tba thirt ;r aillloaa ot Cuatou 
recaipte &PFopri&ted lut year to the Depertaent of Agriculture and to 
uae this 110ne;r, perbape to the extant of s ix or senrn ailllon doll&re, 
to reduce t.1w cb&r&ea 11taMlng agah:st the loe.n cotton :so that it 
could be released to t.be taraers tor a&le at the origine.l loan a.ount 
or 12; a poun4. Osee.r J olmat.on expnased t.be 1d• t.b&t it t.ould be 
better to release the cotton to the tarMrs tor aale at 12; t.b&n to baY& 
t.ba C~ty Cr edit Corporation take it oY&r, since the GcrterDMDt 
would be put to the axpcae of cluai.t)iD& a:ld cat.al.o&in& &ll the 
cot t<lll for t¥Pe before sales could be ada, There were probahl.7 in 
excese of 600 t;rpee or cott<lll llllll it would be a long and exp8118i're 
J ob, J ohnat.on tlloU£ht it would be act uallT benetici&l t<> the arket 
to sell a llillJ.OD or 110re b&lee hetore the Sao Paulo crop o-• on 
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the 118rltet, about tbe lll.l.ddle of lla;r. 

Jeaae Jonaa •de tbe point tb<>.t it 11ould not be naces11a17 
to claaa1.1'y a.ll the cotton before starting aalea and be suggested 
that we aigbt either grunt an extention ot ubout two !liOnthe, or 
let the loans remain over du., which woula give a chance tor 
Congress t o take some action on Senator Sllitb's blll or other 
le&islation. It 111111 brought out that the Coooptroller General 
bed held that it would requiro an amendll&nt to last ;rear ' s act. 
to IOIIJ<e ~ or the CuatoiiS receipts tund available for the purpose the Departlllent or A&rioulture bad 1n miDd. 

Sacretar;r Woraenthau expreued very t~ the opinion thht 
the anl;r buainesalilte tb1ng to do •ae for the C""roclit;r Credit Cor­
poration to foreclose on the cotton and take 1t ovar, otherwise 
there would be endless dela;r and repeated da.ands. Governor Myers ' 
opinion was asked and he agreed wi tb Secretar;r Korgenthau. Secre­
taey Wallace then aaid thllt it appeared that the 'l'reasury Departaent 
•as for torecloaing on the cotton and so •as tbe Fara Credit Ad•1nla­
tratlon and Chalran Jones. Be thought the President alao favored 
that, but the Departaent of A&riculture ns opposed to that course. 
He wondered •bat would happen to their pool cotton. If c.c.c. wee 
going to beooaae 01111ar of the loan cotton, be thought they ought to 
have the pool cottcc too. 

The 1111tter -• left in this position and the oeeting ad­
journed. 
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I • encloa1~~& copy ot a m..orudwa which I han today ant 
the secretary ot Jcriolll ture. I wiah to Mice it clear tbat the 
reco-ndaUou conta1ud heralD do DOt nec .. aar1ly repreaellt Ilia 
poillt ot Tiew ill enry r .. pect, although he hu etated to • e tbat 
ba tawre • policy which Will •wid concentrated owurallip ot the 
lou cot ton in a OonrDMilt agency. 

secretary Wallace baa mt bad the opportuJiity to go onr 
theM raco-lld&Uou bd I a paeatac oil to you a copy ot .,­
..-orudua to b1a w1 tll hia lalo-.J.e48e alld collant. Ot courae, you 
Will ban the opportuait7 to diecuea thia -uer w1 th b1a pereollllll.J' 
u4 I aa .ulai it ill& tbaH HCODDeDdatiOU to J'OU ill the hope that 
they aight proY14e the baaia ot • 41acuaa1oD on probable alteraa· 
t1Tu to the torecloaure ot these loau. 

ob .. ter o. Dana, 
Adaillia trator. 
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T*-17 n , liN 

.. tore II.'Heh111& • oonolu1oa 1111011 t !ah ,.otloa, oeaatt-u.a 
o11n1• lie Slfta to tho 'bulo oo• toa oUut1o~~o A al.dhtolJ aMaa 
t n M tbr oottoa t-on tor oxpon oJIIl for d-Uo ue 11M ...._ ....-
11...., tart• tile tlNt aoftftl -'" of \be """' oottoa ,_, 
sa.uvt ~.a. lNe tea o01t lou ut .. ,..., pl.u, ....... of 
Allel't- eottoa alMe .......,, 1, 1130 to Ja-.,. M, liN total 
l,tot ,lll '-laa aa ......., wsu a,m,UJ. kl• ta aa oo1• .,.,. ••• 
pel'to1 ot t!aa pl'ftt~u ~r. DaMaUo llll.l .. ....,uoa or .. .sea 
ootwa la NDl'DI u ;a .,.._ o r Nl,• llel.eo oo tar t hto ,_ 
, ..._... 1, 1 __ ,._,.,. 1, liN) ••" ........ ••-.uoa tv tM 
.. n .,allodial periof or U. .,Nftoeo J'Ml'• 

n .a - bopo tut • rU ........... or -'-1'1 .. ontoa tv 
t M onuat •••• ,_ .. ••U ._,.u 0 1 aaan1 1!,000,000 llelM. It 
lo _. ..t1Mt, •-~. tbe\ o\ooka of .W.rlou oottoa ta tnM 
ollt. h -.n•~ wtn tile nnMt _, wt.U aot lie e:dtta.loat to 
--.,17 a 1Mae1 fbr 11,000, 000 '-laa or ~en ootwa. 111ontiiiN, 
la DP'DI U.t \ lla C' qf1tJ CRfU Oo ... l'tiUOD 1euo " ........ tv 
a pell'lot of ala ••• I wtall to ..U U plata \bet 1 u aot n 
m ,,., tM\ t hla oottaa lie lloll o tt U. -*•'· no utaain ot 
t1110 1eoM tltr a pal'to1 or ala mnlla aMa11 uqMaU-'IIlJ M .. ._. 
wttll a Utld..U. po,Uq wtdoll •.U ..-lt 1a .uta~ o...Ua'll&.a M 
,_,.._ ... ta..Uo oea n oo -• or tll1o ontoa tar -.1oll tMN 
to e a •• lr' d ut .. M oolf ot -••• .aftat leftla. 

Jt , .................. , .... , ...... , 11ttau-·.., ... .. 
llet I .... ... ............. M'•etU.al.- ,_ala .u• .,. ..._ -. wp tllet tM c MtJ CN11t on,enttaa 
to--.1 ... , 1a lup&J • 11tfW n ta wta.of. lilt t llta ta • 
1111 ,1 , ,. UttiN ,, _, tt t•., n• oe..-t.Uoa *' u. &noana 
., , .......... ,. ......... . . ...u •• , .. loft-· . .u .. .... 
_, .... ~till pel1aJ 'llliell I • Nl ..... 
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I • e '• tMt ~ le n th .. ...-at .... u. ,...._ 
•et.l tNt tMt u .U et Ueee le .. ••• dedi lie u..w. ... ee 
le ,.eel'le MltN tM .n ...... ,.., Mciee to -· ne .._ ..... 
of .. e ..... loe e f tMM lee• twr o ,.riot of lla ~ ...... -~ 
tlle 4ewl...-.t of ee Ol'tulr llt elt&Uo• preens et t be &J!Jftpi'Sete 
t llle ..., M • •1 .. 4 u followe1 

(1 ) Tile ooU oe •out -s. 1e tlle bu4a of .,,.. tbu 100, 000 
pro .... n wile llew oMal_. tbne 1..... ne, wo\&le be 1D • ,..utoe 
to -net • tlllle\eetlal pol'\toa of \hi e eoUo11 wl\h 1 .. a e utrat 
tie.....-... \llu 1t • etacle Oen-e\el •••~ a\tltef\84 te ..­
-.lee le a lli• ll•• wl-. It la 1q Mllat \ bat t b '"- .... 
\lie ..a.t tree -.lee ot a 1up .... r ot l .atiYidllala tmwcllftt 
t ile Cottoe 8eU 100.U be -llbat l••• t llea 1t a •U&J.• a&•q a' I' 
\Doll: to M.ftet • abollar _, o t oottoe. 

( I ) tiU4re4a of nall tlta\ora , were,.o~aea•n u 4 •-'tea _...._ 
line ...neat n - loau rttll tbe u:pac\&1107 tllat \hey rtll lie" tlle 
OJJOrtea.!tr to •~IDat U t e eot\on ••• it Ia Uq~~Ua\M. Ullnilel' • 
po..- ,. .. tt\1 .. 1MJ.Y14ul. prodv .. re \ o u_., .. ~. ~lr aottn, 
t bie po., 111Dvl4 be b • poetUoo to otter • lHftbu4latq ""'" 
ll'llhb wlal4 probeblr be aon atteotln •114 oanallll.J' eoo..t..Ur 
• n 4eelnt.le t haD if 1 OoYt,....llt ., ... , ...... the tut of llqel• 
tleUoa. If to Oo••-nt ett.pta4 to llq~al4ete tbt e co•to• oa or 
to.,eU'Uw Male, 1t 1a eridat t he\ t hfte or ftlv l ei'!!• n-, 
lleeeeee o f nperlOI' ft-l ol. ft80111'Ua uti creoter taallltlee, 
-.14 llew • nn.111 •aopolr oa ••• wetae ... 
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1 
..... 1 ~-~: • ~ .. f l ~"'•• ' ·~:~: i :~£ B Z ~§ ~ 

i .. l l ig!J ~~~· ~~~,~~S i! li!ii ~~ !!a f if l•J:r I I !•! i1 ~ ,~ ~ ~~ ! .. ~ .0 ~~~ ~ • -~ ., .. ,Ji !!. ... I ... i ... - CJ • :~o ... ;S. ""' to\ · • • tl ~ •! il .t r • •!- • 'a 1 "'" . .. . of ~ 2.: -~i :r·= ...... rfl r •t 1· ! 'fr ~~~ · ~~~·~ : illy!'1 . il'·1 ~ • ~ 
'f 
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llt -elu&ea, I 11&a .. ahtee \Mt .. llel-11' 18, 1 .. , • •W•••• - ...... * OW.twJ'w .. ~ ......-'- •watr 

to - ftiMII ..,,..,..,.._. II)' ....... • of PG~le ... •· 94~ 
C .. l 11, -.r tllo 111ll'IIOIO 6t ID'nalfl'b& \U 0 Itt, C..ctt 
OOI'po:lftloa ._._, 1ooMO ........ 1Jr t11o -• of_._ ••Ylaa 
of «UJ71a& CIMJIC" llpta.\ \IIU oottoa. · .U \bot u .. , " lla4 _,.. w w..lop • J'IOa- or e:r<lorl7 llqUMttoa of o por\ioa of \1::­
lou ltio«a ~)' Jl'Okoora llA4 won wlll1Jic w v\Uba UIIM ru .. t .. 
t¥-•t)'1Jic uao o: +4Uy CNCl\ eo..,. .. u-. .,. c.pboU.r o.­
anl. ftl.aC: U.\ waJer \4o ox111illl& a\1\llto tiUIU ooulcl ao\ bo uot 
tor \bil t11J110ao. I • • t.o ... ~u, wtlllajj to Job 1a a ... _ ... ,loa 
\bl\ -114atory 1aahll11on bo ob\llllo4 oblob wolll.4 poaU -~~~ - of 
\bolO tlul4a tor \be~ Jlll'pOIO. I \bore toro rec:» aa~ llio tolll .... 1 

(1 ) That c-U17 Crodi\ corporsU c;11 '-'Ua\lly u 
oll'teald .. of \llo lwalft eoa\ loaD tor a perio4 ot elx •n•, at \11ft 
\bo •e 1 r a1J bo pllftao4 lJI w ell a qy •• OJOul 110\ ~~~ \ale 
dD-'ioa of aa o.._.ly oaloa pj'()scr- lly ....toh \be protlloon n Jl­
-.11 .,.._, \ ltla oo\•a. 

(I) 'l'lla\ appaprlato -adrr.oDh ~ 4rst\K which wru ,_., 
\ale ........,. of Aphl&lwre to ua ao auob "a 1a UMiall')' of \lie 
,_., -.PI'OJirlo\M 1Jr 8MUoe 11 to 1DIIama1f)' t ha c~,, cwca. 
Coa'pON\loa q alut 101- \boy _,1114 1DI1U' l&a4er llllall a ealM ,.,.._. 

1\ alwMU4 bo aotol Ua\ a lloll aa ·-dllaa\ woll14 DO\ be 1ll 
conflla\ 11&tk ~ l'ftal..,.t•a ,.._ ... \loa ta \ lla Dadpt ....... 
n a\ ~ .._\1\o 'M :rap 'M. ,-. • tnt w ll14 ..- \ !Ia tol'tl of 
u a~~tMn•Uoa ~r \Ill liM ot aa exta\UI ..,,~noUoa tor a .,... 
aU'la ,_JONo .... I •• ...... DMMl)' ..,, 000, 000 ..U.eo\M 
,_ i'la """'· 

(I) n-• _..._ .. u_ or \Ill JlltOI"\Md or ~rtftl.,. u& 
till c ••• cwcn COII'pONtlaa ....a,op '-«Satolr 61\o.Ua or a 
-,lea .a&oll ...U orM a ..U tetu•n to,.,...,_.,.., .. 1111 
U.-i..._ U.lr •t\oa Ma.w MT ll, ltll. 

-.r ._ ,..,...,._ fta ,._._ .. M ortMti" • ell• •• 
allnll "- ,n .,_ .,....soe aa oulT • pooolllh ... ,.., laMJ' ,..,. 
-..11 16, UM. 

n ,.aat..U,. •at\W, 
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.Tanuaey JO, 1936 

At a flbite Bouae conference from 2 t.o 3•45 t.oday, attended by the 
Secretary of the Treasury, the Attorney Genernl , the Secretary of 
.Agriculture, the Solicitor Ge11eral, llr. Prew Savoy, ill the office of the 
SoUci tor of Agriculture, and IIJ'selfz 

(1) The President outlined the injustice of allowing a­
pounded f'unda t.o be retained, and the Attorney General 
said all three Depe.rtme!lts ngreed that n should have 
legislation reaching tht.ee funds . 

(2) The discussion then passed to the relative merits of 

(J) 

(4) 

the annual occupational tax drefted by the Treasury and 
of a speoial income tax chemptoned b;y .Tuatice and favored 
by A&rlculture, which, it wee claimed, would reach not 
onl,y the i•pounded funds but also fees in the banda of 
lawyers. This discussion closed w1 th the President aald.ng 
the Depe.rtcenta to get together on one or the other-be 
didn't care which. The Treasury stated that it bad full;y 
presented ita point of 't'iew and deo:aed the Mtter the 
responsibility of the Department of .Tuatice. 

The dlecuaa1on then moved to the wisdom of reenacting 
the processing taxes at all , with Wallace favoring re-
enactment because t he tamer would not wllnt to be 

permanen~ in the position of receiving a dole fro• 
general taxation. Neithor the Attorne7 Ge::aoral nor the 
Sollci tor General expressed an opinion. When 1 t was 
pointed out that ret-position would reba t'le price of 
bread, the PreBident asked the Se~!"etaey of thll TreuUl'J 
what alternative he bad in :dnd, at which 'lOint llr. 
Uorgentbau banded t he President the attached document. 
The President read it aloud in full and there was a 
general expression of admiration. 

.. 

The President's final instructions were that Dougbton 
and Harrison be talked to confidentially on the basis ofa 

(a) a special inc011e tax to reach the impoundttd 
fuDda and lawyers fees; 

(b) to prorlde for the new progn. and for tbe 
bonua liT• 

1. reenact1Df of processi ng taxee 
;yielding fJ5(l, OOO, OOO; 

2 . selecti.ng fl'OIII the Treasury list 
one or more t&xea ;yielding t300,ooo,ooo. 
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(6) 

Ill'. llorpntbau -UOMd llll"rillc'• •'barzq-t rit.h 
tale tobacco, potato aad oottoo acta. !be Pruidnt. 
Mid be wollld aend "- to.orrow a two a1111taace ••aace 
nqueatiJI& their ~ate npeal U tbe three Des-rt;Mata 
would dratt it. It wu dratted 1D tbe Preaideut' a ate-
roc.. 

Iu tbe Preaideut•a ute-rooa, it wu agreed tbat we 
aboul.d all Dllet ou the ceuel'81 tax •ttar at the orr1oe 
or the S.cretar,. or the tre .. Ul')', lloDday at 11 o'clock, 

• 
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1 . Broadq speelr1ng1 tb8l'l!l are three t:rpea of taxes •berellT 
Federal rnenues lillY be signi.ticantl,y increasech (1) ConSUIIption 
taxes, such aa the ~uor, to'bllcco, proceesing, salea and 11811utac­
turers ' toteise taxes1 (2) indi'fidual inc0111e, gUt, and death taxes; 
and (:S) taxes on business profits , 'l'be Beweoue Act of 19:SS added 
to the taxes on busi!lees profits, through t .be increased rates applied 
to oorporat1011 inCOMe, excess profits, and capital stock; and it 
raised the ratea applicable to very large inco.aa and estates, 

2. In the light of the aggregate tax structure or the couotzy, 
the imposition of additional consumption taxes by the Federal Govern­
ment appears to be open to grave objection• 

(a) The bulk of such taxes falls upon the lower in­
come groups or our population, In tho fiscal 7e&r 19:SS, 
55 percent of the Federal tax revenues , uclusive of 
processing taxes, ns ~ved !ro:a coD.IlU:IIption taxes; snd 
61 percent, 1t processing taxes be included. 

(b) State and local go~ts are increaaingzy 
turning to this type of tax. They f ace grave administra­
tive, co11petitive and econOIIic difficulties .i.n attempts to 
ap;>J3 income, death and p-.•otits taxes on a State or local 
basis, Twenty-five States are now collecting general sales 
taxes 1 from whlch their aggregate revenues are expl!Cted to 
reach $350 w1111ons during the fiscal year l9l56, In addi­
tion, various l ocal governma1ts, such as lle1r Iork City, are 
iltposing sales and uoiae taxes of vuying scope. 

(c) Furtiler r.deral excursions in this field rill not 
only add ciirectl7 to the tax burdens or the lonr incolll!l 
group - burdens which are real, though indirect - , but 
they w1ll further coaplicate the proble!lls or overlapping 
and conflicting taxat.ion. 

(d) At first blush, it lligbt s- thAt a Federal 
manufacturers • excise tax confined to articlss selling for 
110re than $100 lligbt escape 110at of theoe cri ticil!llllS by 
const.itut.ing a kind or luxury tax. But anal,ysis shows 
that such a tax would tall IISi.nly upon durable coi15UIM!rs 
good& and indwstrial ll&cbinery and business equi~t. 
Among &uch articlM would he illl'll iapl~s, household 
.furniture and equi~t. including refrigerators, radios , 
pianos, IIOIM pluabing tixtures and heating plants; and a 
large raDge of industrial uchinery and of tioe ap;iliances. 
Lu:.tux7 I)Oods, such as ~ ive clothing Wid tu:niture. 
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would be rel.atbe~ lllliaportant. Severe edw1nl!!tratbe 
clitficultiea, IIOreoTer, are involved in M¥ general manu­
facturers • a:cieo t4lt based upon saleo price. Divisible 
articles could be sold aepe._"l'ate~ to avoid the tax. To 
take nn extre~~e and uniaportant eXB.IIIple, a tailor-aade 
suit , selling for 1125, could be sold as a coat a ves t 
and a pair of pants. • • 

(e) F1.na14, the Social Securi t;y pqroll and ineo:ae 
taxes that go into effect during the cWTeDt and succeed­
ing fiscal yearo will be borne most larael7 by the l<l1n!r 
inco=.e groupe tbrouah higher prices and lower wages. 
Federal receipts trcm these and related taxes are esti­
tllllted at f.s47 lldllions in the year beginning Jul,y 1, 1956. 

For all these reasons, tbe wisdom of rMilacting the processing taxca, or 
enacting other indirect or consmption taxes .18 extreJCe:cy doubt.f\11. 

144 

S. Contrasting nry favorab~ with edditioolll coOSUlllptioo taxes, 
are the following relati~ sil:lple ad,juatDmts in the existing general 
tax structure . Bone of the SUggestions outlined below is a tax on buai­
neos. None can be ps.esed on in the fono ot hi&hor prices to conaW~ere 
or lower wages to worlters . !lone reduces corporate profits. &ch beCOIIIOs 
ertecti ve ~ after substantial individual incomes are enrned, or acCUJI­
ulated •'8alth bas been received b;y bequest or gitt. These suggestions 
4lso possess the fundamental merit or improving not on:cy our inco,ue and 
esta.te taxes as such, but of improving bot h the Federal and the a.ggre­
sate nationu tax structure as a. whole. 

I. EJ imination of the present exemption of dividends f'rolll the 
normal Federal inco.- tax. Estimated ;yield, fiscal yea.r 1957: 
$87 .6 •1111one. 

Dividends received by individuals nre now exapt troll 
the 4 percent ooru.l tax applicable to wages, salaries, in­
terest and other parts of individual inoo~~es. The original 
justification fo1• this ex011ption wa.s that stockholders pa.y 
the normal tax on dividends indirect:cy t.hrou&h tho corpora­
tion inc0111e tax. In recent years , however, there l:'.as been 
a strong tendency to regnrd the corporation income tax as a 
tax tor the license or privilege of doisg bus..ness. Io 
line od~h thia rlew, there would see;o to be little reasoo 
tor - pting divid«>ds fro;zl the nonoal tax applicable to 
other parts or u indirldual ' e inc0110. 

II. Restriction or Wuctiona for personal exeaption aDd credite 
for deJ*Idents to norlllll tex lisbiliv, disa.llowing these exe:aption,ll Wid 
crocUts as deducti ons trOll surt4lt&ble net inco:lle . Estimated yiold , 
i'iocal year 1957• tes. 7 millions. 

2 
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TbU was tbe practice pdor to the Re?eoue .let of 19M. 
When these -ptiona and c:redita are allowed for t .be pur­
pose of detaraini:lg liabUi ty for surtaxes, their effect is 
to ll'llnt IIIUCb great.er rellet to reoipi.mta of large incomes 
aubjeot to the higher surtax rates than to those of na11 
incomes • When the exemptions and credi ta are UJ.owe.ble 
onl.y in connection with norllllll. tax UabUi ty, tbeir V14ue 
1a the 88JIIe for all ~rs. 

III. Imposition of a special surtax ~f 10 percent on all unearned 
income received by individuals repori:J.ng net incomes of no 000 or more ; 
no additional tex to be imposed on thAI first e;J.o,ooo of inc~=e, however . 
EstiJD&ted )'Uld, fiscal year 19:57: $28S.5 ail.Uona. 

Under the present revenue act, •earned ineo~~e• is de­
fined as all c011pensation received in payaent of personal 
services, up to a llaX1aua of t;l4, 000; except t hat no aore 
than 20 percent of the profits of on individual' s business 
enterpriee or that derived fr011 a partnership shUl be 
accounted u earned; except , .f'urther , t :..o.t the first $:5, 000 
of all income is accounted u earned in e:n;y cue. The 
present proposal 110uld retain thet:e defini tiona of earned 
income, except that, for purposes of this eurtsx, the first 
$10, 000 of all income 110uld be accounted •earned" in e:n;y 
case. The proposed special surto.:x would apply, therefore, 
onl,y to thAI "unearned• portions , liS thus defined, of an 
individual ' s iDcome. The effect of this proposal would be 
to supplement the present relatively amall difference in 
the rates applicable to unearned as against earned inco11e. 

IV. Alteration of present specific exeaption of $40, 000 allowed in 
co.puting estate taxes so as to retain this e:xeeption in fnll for estates 
of f4(), 000 or lees, to reduce it graduall.T for estates between Uo,ooo 
and tao,ooo, and so as to eli"'ns te it cOII!)lctelT for estates in excaa 
Of $80

1
000. letiJD&ted increase in r&TeDU8o fiaul year 19:57: $SJ. ail.­

llonBJ tbereafter, at present values, $5&.1 ail.Uons. 

The present specific e:xuption of $40, 000 gives 1111ch 
greater rellef to recipients of lArge estat es which are 
subject to higher r ates than to those of small eststes. 
The effect of the proposed alteration would be to retain 
the exemption in full for small estates and to eliminate 
it for e states in excess of tao, OOO. Great Britain grants 
no specific - ption whatsoever to estetee of 110re than 
$500; u coapered with the eJ1a1nation of tbe exemption at 
180, 000 in tbe present propoasl . 
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v. The iapodtion or tax rates identiooJ. with those ot the ind.i­
vidual income tax lan upon nil inheritances and g1tt11 received by aD¥ 
individual, exoept tbst the firs t $40, 000 ot each inheritance or aUt 
would be exeapted troa tax by lllealls of a tax credit 44:sinst the tax 
equal to ~. 720. llltiaated yield, fiscal yoar 1957: $525 llilliona. 

VI . Tax on the use or ,.achts and other ?es:sels. Fstillated 71eld, 
fiscal year 19371 $4. .5 allllons. 

It would appear to be equitable and adviaable to !A­
pose a Slllall tonnage tax or ten cents per gross ton on 
veesels engaged in domestic trade, to eato.blbh the prin­
ciple that 11uch vessels should contribute to the coat ot 
improvements and maintenance of barbore anti •ro.tllr'lr8¥S• 
Yachts o.nd other pleasure boats, including inboard and out ­
board 110tor boat s , and such sailboats as are in excess of 
16 t eet in l ength, should ll.Jamise bear their share of the 
coat of river and harbor ll&intenance. The tax on these 
classes of boats a~q .,.-ell be i-2 per gross ton on yachts of 
16 gross tons or 110re; and flat UIOUDts ranging fro• $5 to 
~. according to O'Nl'-al.l l ength, on yachts under 16 
gross tons . 

AU of tbe revenue estime.tes contained l.orein are based upon the 
estimated tax liability under each of the proposo.ls for tbe coJ.endar 
years 1955 and 1956; receipt s during tba f iscal year 1957 beini deter­
lllined by tax liability arising trom tbe operations of these yeare . 
Hence the est.imated revenues will be received during the fiscal )'M.r 
19:57 ~ if' these propoeals were made appliC4ble to the calmd&r year 
19:55 aa well as the calendar year 19:56. 

LHS;etm/bk 
lJ29t!6 

2 
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!IJ.I, Jr: 
Stewart 
llcDonald : 

llll,Jr: 

feD: 

l!l.!, Jr : 

!.leD: 

Bloi ,Jr: 

lieD: 

HII,Jr: 

KeD: 

.Hll, Jr: 

lieD: 

llll,Jr: 

.lieD: 

H.ll, Jr : 

' 

Hello 

Hello, llr. Secretary 

Stewart McDonald? 

Yes 

!iorgenthau 

Yes, sir 

Thursday 
January 30, 1936 

Now, look - just so that we keep our records straight 
between our shops, see? I've had a talk with Peter 
Griu!m, see? 

Yes 

And from now on I don't want t o share any responsibility 
with you as to whether these big pro jects should or 
should not go through. I have a particular one in mind 
tnis one that Judge Manton ' s 

Yes 

Now, we can't share that responsibility with you, see? 

Well, you don't want me to ask Peter about that? 

No, I just told him that . 

I see . Well , I was using him because we had a good 
deal or confidence in your judgment - you !mow -

No, no, that ' s your responsibility and we can ' t share 
it w1 th you. It you go wrong we'll Jump on you w1 th 
both teet. 

»cD: Yes (Laughter) 

HK,Jr: 

lieD: 

IDI,Jr: 

But, but you haYe to take the initiative and responsi­
bility. 

All right, Mr . Secretary, I'll do that. 

we can•t, 1n the Treasury here, do that any more . 
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!lCD: 

!DI,Jr: 

LieD : 

¥cO: 

- 2-

All right, I 'll see that we don ' t bother you. 

And oh, it isn't that, but I I don't want 
to I feel. that our job is - get the money ,'or 
you fellows, give you technical assistance if you 
want it, but when it comes to passing on individual 
loana I don' t think that's our fUnction. 

All right. sir 

Thank you 

Thank you, very much. 
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.Jamm'7 31, 19.36 

I uada-lltt.Dd that there ie a nn aeriee of •Gr~'• 

Fair7 'taae• eoiac the rOIIDda 1n lallb.iJrct=, although aot 

ill writteD tor.. !be,. etoriee are hicbl.T tecUul ead I 

oaq rillh that the ~tioa that &in• birth tot'­

nre DOt eo J&lllldlO..S. 

I ~ fH1 tlattenc! that I aa able to nppq 7011 

with u UlaorbiDC topic tor :rour dilmer coanreatiOIUI. I 
, ' .. 

kDow bow d.itfioul.t it 1e at t6.ea to alee cme,.lt inta-e.t-

illc 011 - ocloulclu 1t cme bae to relT upca hie on N­

~. but t11ere 1e ~· tha r1ak that the eubJeot ot 

;roar peaJ.p ...,. decide DO loapr to trMt it u a Joa. 

!bie, quite aside troa tha peteat dielo)'ali;T to the tde1a-

111t.lwt10D that 1• mo1ft4. 

(e!psd) aaaor.n L. ICIIB 

........ ~. 
lpnh1AN1ftaatto 
tile 81-""7 ot the '1'J 1 mr:r, 
~,D.C. 
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