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Monday 
February 1, 1937 
11:00 a . m. 

. . . 
).": 1>. • 

Operator : Mr . Lochhead -
Archie 
Lochhead : Hello? 

HIIJr: Bello, Archie? 

L: Yes, sir 

HMJr: Bow's the bond market? 

L: The bond market's fine. 

HMJr: It is? 

L: Yes , there wa s very -at the beginning, for about 
fifteen or twenty minutes it was a little bit hard 
for the dealers to decide on a price . That was more 
because I don't think they had any orders . And the 
market now is possibly about one or two thirty-seconds 
off, although you ' ve one or two cases where the bonds 
are up practi cally from the last sale . For instance, 
the two and a half closed on Saturday at 101. 8 and 
there was a sale t h is morning at 101 . 10. 

HI.!Jr : Well, there's nothing to worry about, 

L: 

BMJr: 

L: 

HKJr: 

L: 

BliJr : 

L: 

There's not a thing to worry about and the notes are 
also just about the same, about one thirty-second off . 
The market seems to absorb it very quietly. 

BoiV about the stock market? 

The stock market is steady - i t ' s a little bit - we 
haven ' t had any actual items on it yet but it looks 
as if it's steady and it may be fractionally one way 
or the other but no, there ' s nothing important . And 
commodities - well, wheat is a little bit up and 
cotton is a little up. 

And - s terling? 

Sterling is about 489 and S/8 or 3/4 - just a shade 
easier and Francs were just a little bi t stronger . 

Good 

But they ' re 
aarket. 

all in all it ' s an extremely quiet 
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HMJr : 

L: 

iWJr: 

L: 

HIAJr: 

L: 

HMJr : 

L: 

li!.4Jr: 

..• 
- 2-

Did you have your meeting t his mor ning? 

Yes, we bad the meeting t his morning and the three 
went over everything and we' re meeting again of 
course at twelve-thirty . And I ' m keeping them 
informed of anythi ne in the stock earket. 

All right, Arch i e. Well , the way I'll l eave it, 
if the thing goes I'm not going to call again today. 

Right 

And if the thing should tum , why you tallt it over 
w1 th IJr s . Klotz and if you thinlt it ' s important 
enough why then, w1. th her, then bave her call me . 
Otherwise I ' ll not call back again today . 

Fine, that's all - that's 0. K. And, as I say, 
I'll take it up with Mrs . Klotz if I consider it 
necessary and leave it up to her. 

Mrs. »orgenthau is standing here and she just con­
gratulated me . 

Well, I certainly think you should be . And, I soy, 
I hope you get a whole week without any disturbances 
at all. 

Ylell, you t alk it over with her and if the t ii'O of you 
think it's important enough call me . Otherwise I ' ll 
call back tomorrow morning. 

L: Fine - all right, sir. 

HJ.IJr : 

L: 
l.lr s . 
Klotz: 

HllJr: 

Goodbye. 

Goodbye . (Hangs up.) 

Yes, sir 

Hello -

K: Yes - hello? 

Blo!Jr : Hello? 

K: Who do you want to talk to? 

l:ll!Jr : I don't hear - I bardly hear you. 

2 
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.. 
K: Uh huh - who do you want to talk to? 

HUJr: Two more people, Taylor and Magill . 

K: Yes 
Treas . 
Operator: Bello 

K: Taylor and Magill 
Treas . 
Operator : Thank you . 

T . 0 . : 
w. c. 
Taylor : 

HUJr: 

T: 

HliJr : 

T: 

H11Jr: 

T: 

IDIJr : 

T: 

Hl4J r : 

T: 

HliJr : 

T: 

RMJr : 

T: 

H!Ur: 

T: 

Mr. Taylor -

Bello -

Bello, Wayne? 

go ahead . 

Yes, hello, Henry . 

Have you got anything you want to tell me? 

No , nothing definite enough yet . 

Yes 

Of cour·se, the last time I talked t o Archie - I assume 
you 've t alked t o him already -

I just talked to him. 

Yes 

Is everything el se ~ right? 

Everything else is all right . I 1 ve started some work 
on that business or that 1 s all mixed up. 

Oood - Well, I won't call up again today, Wayne . 

Bow' s the sun? 

No sun - • 

Well, you ' ve l ett Just at t he wrong time, we ' ve got 
one here toda;y • 

Well, hang on to it . 

Yes good luck. Goodbye. 

3 
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Trees . 
Operator : Hello? - Mr. Uagill? 

Yes 

T,O. : Dr . lJagill -
Roswell 
!Jagill : He~~o -

BJJJ r : Hell o , Roswell ? 

Magill : Yes, sir 

!ii.\Jr : Row are you? 

l.lag111: Pretty good - I 1 m sorry I didn 1 t get a chance to wish 
you a good trip . I hope you bad one. 

BlJJr: Yes, it was all right. 

L\agill : That 1 s fine. 

lii.!Jr : Is everything all ri,ght? 

Magill: Everyt hing ' s a l l r ight . I've been talking to George 
Haas and Arthur Kent this morning about t he legislative 
situation 

H!JJr : Good 

lJagill: And I ' m going t o get started with some of the boys 
on the adm1n1strative business this mor ning . 

HllJr: 

Magill: 

BlJJr: 

l.lagill : 

BI4Jr: 

llagillz 

Elli.Jr: 

llagillz 

Fine - anything you want to ask me? 

I don ' t think so . Everything seems to be all right . 

Good 

Well, go on and have a good rest . 

I'm going to. 

Well , I ' l l well , you ' ll be calling 
to you, I suppose, every day? 

we ' ll talk 

I'll call up, it ' s a l i t tle ear lier usually . 

Yes I don't think there ' s anything this mornin&· 
It seems t o be all right . 
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BII.Jr: 

1Aag111: 
lll.rS 
Klotz: 

Bli.Jr : 

K: 

-5-

All right , Roswell. 

Good luck. - goodbye . 

Hello 

Miss ::;tei.n -

Yes 

• • 
5 

(Hangs up. ) 

' 
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Joe Wolfe 

Febru..ry l. 1937 

Und1.1 ted memo f r om FDR nJ oe Wolfe to get his j ob back' • 

Febr~ry 16 , 1937 

Upnwm1 s memo - SeDGtor Lundeen wants five minut es with 
!DI ,Jr ubout J oe Violfe . Furley told Gibbons t h<>t what 
Lundeen wants is to huve Violfe numed ~ollector of I n t e r nal 
kevenue . t~rley does not wunt Secr etary to commit himself 
until after farley's return . 

FebrUhrY 16. 1937 

lt.!,Jr 1s telephotle convers .. tion 11ith Seuator Lundeen i n which 
he told t he Sena t or Farley hud usked him to v1ait for ubout 
t en d~oys unt il he got back to W;.shington . 

Febr~ry 19. 1937 

!llii ,Jr agui n told Lundeen nothi ng would be done unt il Fllr ley 
gets b ... ck . 

Febr~ry N3 ' 1937 

Dit.ry entry of Ef;i,Jr 1 s conference with the President wheu, 
umong other things, he told t he President Congressman Murphy 
of Mi nn bud been i n und had given him bn &ffiduvit t hu t Voolfe 
hua been selli ng po:;t offices and l!ll,Jr suggest ed nothi ug be 
doue unti l investiga tion could be mc..de . President to greed . 

February ~3 . 1937 

HI(, Jr Is acknowledgment or CongressmAn "'lmer J. l:iyan Is let t el' 
with docume nt s about J oe Wolfe . Hll,Jr is havi ng complet e 
ia.vestiguti on made . 

6 
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~--------------------~---
TREASURY DEPARTMENT 

PUBLIC HEALTH SERVICE 

~--._,. ...... CDIIW. 

WASHINGTON 
PebNt.ry 1, 19!7 

~.~. ............ nl~ .......... 
Dt.iq Repea-t to tl>o Secretary on Floocl 110rl< - U.S.k'\ll>lio Bot.l th Sorrioo 

Sixteen •dioal. oft1cua md titty• nino a&nitary e~ineera of 
tho Pllblic ~t.lth Serrioo !&To been a .. ipd to tl>o floocl area for 
the followi:ag dutiua 

1. To cooperate with and aid stat• and Joo&l. health t.uthor-
1t1ea in the FOTmt1on amd control of oo_.moable d1aeuea 
Wider -r&•""Y ooDdi tiona. 

z. To a .. ht 1n prorid.~ aate water t.lld foocl eupplba and 
aanit&ry -aurea of ·~· diapoaal Wider -rr;anoy c0Dd1t1ona. 

a. To a14 1n the reatoration of water t.lld •-rae• ayat..a 
aDd other -eu.roa for tho prnention and control of 41aot.ao •• 
taet •• oolld1t1ona make poea1ble. 

'· to aeno aa l1&1aon otf1oore between the Rod Cr ou and 
Pllbl1o health ar;onoiee. 

5. To .. no aa liaiaon offioera between the W.P~. and public 
health &&onoiae. 

All or the •ctioal. ort1oera aDd 21 of the ~~~n1tary a:aginHra 
an -.bora of the Ror;ular C..-!ai-4 Corpe. 

Thi.rty-o1t;ht of the aanita:y enr;inoera ban been Mcurod trca 
T&rioue State and local baalth dop&rtaaente throuchout. tba oountl"J and 
r;bc tcaporary appo:1nt•XJI:• 1n tho Pllbl1o Health Serrloo 4\lJ'i:ag tbe 
periocl or r;reatut ... od. 

The head~artera or pereonnol are u toll.,.. , 

W.at V1r&in1& 
Char l e eton 
'lbeal~ 
Parnrabur& 

Jlodioal Ott1oera 

1 a 
a 
1 

8 
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D&11¥ Report to tho Beoretary on F1oo4 Work - - - - Pac• 2. 

Cllio 

Co1wobo.lo 
C1Do1DD&t1 
Chllliootbo 

1 

ltc1>lo!cy 

Louinille 1 
P&cluoah 1 
Clmpbell Ccnm• 1 
MLyn111o 1 
Aahlt.nd 1 
a.aderacm aJI4 Onaaboro 
FraDldort 
V&DOebl.r, 
.&ucuat& 
mucmtown 
Clonraport a.nd !!&-•Till• 
ld~111o aJI4 Jrattua 

Illdi&n& 

Bnnnillo 
Illd1a.napoUa 

IlliDoia 

Chlo-.,;o (tor tr&To1 
throucbout st&te 

ll1oaour1 

St. Louio 
lf&ldon 
Cb&r lea ton 
87batca 

X phSa 
.. ohrl1lo 

Little look 

1 

1 
1 
1 

1 

1 

9 
2 
1 

u 
2 

2 
1 
2 
1 
1 
1 
1 

7 

1 

1 

1 

• .. 
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O..i~ ~port to the Beorrtary on Flood Work - - - - - i'ce a, 

J. t.le&l't'Phio reporti.Dg ayat.. tar -·n1oable dieeaaea 
thr<Nlbout the tlood t.rea 1a beil!f; orr;anhed at Ind1enapol1a , 

10 

na yubl1c =.tor :u.pp~· :.~ Cinei::=.ti 1: :till e;t et cpor:­
tion. l!eae!"Ye am 1llparted -ter auppliaa are bei.Dg h•rt)¥ ohlorl­
m.ted . J. poet-tlood ole&mlp 1a beil!f; pl-d 1>7 ooop-tin ettorta 
of the Pllblic Health Serrtoe, 11', P.J.. aDi city .,.tharitiea, Health 
oaoditiona are good, 

Dootora ucco~ok and Oleoen repart a*1>1otaotozy health 
oonditiona in Louiartlle and rtc1n1ty. J.ll n .. de are eupplied. 

Ninety per oant ot i.nhabi tanta ot ~y.rtlle, ll:entuclc;y han 
been i.nooulated agains t typhoid, 

Doctor 11:. •· Killer a t St. Louia baa bHZl appointed Red Croea 
lle4J.cti Director at requ eat of Red Croea 1n &ddi tion to other c!lltin , 

IlMtclr Holle at Charleaton, Weot Virginia reporta diaeaaea 
cond1 tiona ~ 1n flooded area that State , 

Coop-tion between all agenoiea deali.Dg with tlood work in 
11'aohi1!f;t<m 1a excellent. !loonda;y moettnga a t Red Croaa will oontinlle 
tor the preaent . 

Surgeon a.n.ra1 PILrran will arrin in lio~~ph1a at Tt.S J..ll, 
Febru&J7 1 tar 1nepeot1on ot flood area 1n o~ with Red ercaa 
aDi other Gorornment ott1o1ala. 
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1 lebruaJ7, 1937 

QQeST ouum QPIRATIOIIS Ill lLQOD A1!14 

Cout Guard operat1ona ax- proceeding ..oothly throughout the tloocl 

area, and Serrlce reaourcu are being found 1111ple to Met deaande aa the7 

are arhing. 

Ceptain LeRoy Reinburg, Commander, Coast Guar4 Relief Force , baa trana­

ferre4 hh baae fro~~ !Tanarllle to lle11Ph11 • 

.U the need for boata in t he upper Ohio diainhhea, the:r are bain« 

aoYed, aa found &4T1aable, farther d01m the Ri•er to aore critical pointe. 

Larg.,..acale ope rat ion a inTol Ting tranafer of retugeea to place a of 

eatat:y ore being earried out puticularl:y in the region of H1clc1Dan, Padueoh, 

Ca\'1'0, and Helena, Artc. 

The Coast Guard Relief Foree totals 25 M,lor (ae~f«01ng) unite; Un 

planu, approxi~~ately lloo boata and 2000 peraonnel, with a COIIIPreheneln 

radio communicat ion aetup throughout the entire tloocl sone. 

Gener!l Water Le'Oel Conditione. 

Creat below -....narllle, Indiana. Cairo 59. 11 1 , rialng alowl;r, oreat 

of 60-60. 5' expected J'ebN&r)' }JI. Ri•ar rhing aloWl;r at lie.phia, Bal...., 

end \'iekabuJoc. 
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TREASURY DEPARTMENT 
121/ 

INTC" Of'I'ICW: COMMUNICATION 

o•n February 1, 1937 

TO Secretary Kors~thau 

·- ~. ~fA 
On SUDday af'ternoon, Jt.nuary 31, 1937, you called and uked it 

I had aeoured the material on lllilitary expendit ur .. ot toreig~> gonrn­

menta which you had requeated. I told you a m11110randum had been eub-

aHted to you I thought on Friday, 1n which I had indicated that the 

t ir;ur•• which ,..,.. au'tai tted ,..,.. inoCDplete, but that they were the 

beet ,.. could pt from publiahed sourou . I abo indicated that 

poadbly the State Department had JDOre GOIIlplete tir;ur .. , but th&t I 

did not wish to o.ak tor State Department tilee without oonault1nf; 

with you. You susgeated that we should exsaine all the material the 

State Depart:oent h&a and abo auoh -terit.l u the ll'ar t.nd lla"f)' Depart-

Mate ai~;ht ban. You indicated that you wre an:doua to pt thia 

material aa soon aa posaible, 
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FEDERAL RESI'RVIE BANK 

01' NEW YORK 

OA~J.~. 

SU.JECT> talfiGII CIC*f mCII 'IDJI 

____!_. W. KliNe ------ -LQI ftt!D 

I \ahym .. b. Caripel a\ .UIIO ~. I \el4 b1a tbn 

tbe __ , .. laueaae 1D ~ nau.e ~· *~* .. , ..n ..,_ 

t he ••••• •••eel, •• lean ao tar, \o haY• 11 ..... .,. .. bT tate 

.u~Ena wt.t.boll\ _. essa• 1D •• .-..u... an.-••• , •• a 

••"er ot tan, after 4M"•'•I haoU.•al17 a\ \he .,-a,, "" .,_ 
a 11\\h 'bt"IJ' Ula .. ...._. liP 11'841 ._t.Ue lloata .. _.. alloG 

uehaal .. •• \he n.• ..an ifteplu, W1tll pnl~Ul.T a vith Q• 

:ro:r•11• ....,.,, aane\1 ••• YU7 (Un. 

laponla& • \he Pub aanna, Caripel \he ...... ••• 

\he t:rllle waa "'"• ..._. t.hiD lan nek 111ft, a"u\heltll1 nul 

aaaUatUMIJ' • B.11 la\U.-UOil hat ll .. DMIIIUJ' OD a ...U. laell 

OlllT• lo tu, hi hat W \o 1.U I'P01000 ..-paH4 With a 1/• wnu­

a welll ., •• Uatoft11Da\el71 tneS.aa 1MU1Ue1 W ll._......, •• 

oe \he Pull ~11, wt.~ \be n-.1\ til&\ afti\ftll la\ft'IRI W 

'bnlh\ 1\e:rlla& \e ,_, to:r nerlla& 1MU1\te1 1a •• '11'• ..an 

to:r aalt 1a Pull. l•a "T QeaM .. , lle tal,..,, IMaalae .. _. Pl*-

1111 ., • uw •. 
CUlpel ·- ........... , •• 0•-.1 ..... 1 Rftk• lln'l 

1114 _,,., ... llll la, .. ,.-, pe1a\1al .a til&\ tllia aUDelld.P' _. 

OUYI"l7 ..... tile ..... of \hi-·--· et r.-& Mlltal \e 

am•· •• ,...s ..... Ml1 •• u a t• •• •• •· *• u a anet 

\he Pula tue1p IBI'"I• auk .. u lt M _.1llhnftlal lllll "' 

_. til., -· w.lt " Sa • ~- """• ....... \Ill ~ !let 

Iff ..... a. flue _., II••· 
L••• Regraded Uclassified
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RB GRAY 

London 

Dated ?ebruary l , 10~7 

Rec 'd 5:05 p . m, 

Secretary of State 

Washington , 

43, February 1 , 7 p , m. 

FOR TREASURY FROJI BUTT~'l'IORTH , 

Such comment as has apnoared Brt~i ·h pr Pss regarding 

the conclusion of the London banking credit to France has 

not been favorable . The FINANCIAL ~VS after pointing out 
amount was raduced, that the 

the t the/ interest rate was a half a per cent; higher than 

last year, and that the British banks were \tnw1ll1ng ~t· 

grant the credit for a full twenty months , crt t1c1sea •.t.~ 

Fr ench authorities for not lowering the value of the franc 

t o its legal limit and concludes "the sole result of the 

transaction ts that tt enables the French Government to 

postpone facing real1ties" . The STATIST makes a point 

which is reiterated in the city : "If it is to succeed 

the credit must be more than a atop gapJ it must do more 

than help a hard pressed government ove~ a lean and difficult 

period. If the credit is to attain ita objective i t muet 

ap9eer to the French people aa such a token of our confidence 

i n their Government and lts finances that theJ will follow 

where 
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RB - 2-#431 February l , 7 p . m. from 
London 

whore we shall have led . The value of this credit will lie 

in its psychological as much a s in its more practical and 

immediate aspects , Unless i t succeeds in thi s wider objecti' 

t he operati on will have been worthl ess . It will merely have 

postponed by few months a f urther reduction in the Bank of 

France ' s gold reserve and perhaps a serious further depr ecla · 

tion in the exchange value of the fra~c . r Even the Til~S 

emphasizes that the credit ·'will not sC' lve the financial 

and monetary difficulties of t he French Government , 11 

It will be not ed that the organizers of the syndicate 

i nclude Morgan Grenfell and Rothschild as >'fell as Lazal'ds . 

This was due to the fe.c t that whereas Lazar ds are th~ l'renoh 

Jover nment bankers ln this market Rothschild and llorgail 

~~enfell traditionally have the call on French railway 

finance . And lt so happend that without the influence of 

oll three of these house s i t would probably have been 1m­

possible to pl ace all the ~40, 000, 000; whereas the credit 

of last year for the same amount was placed in a morning, 

this operation was only accomplished after much effort, 

X..IS 

8118 

ATHERTON 
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Secretary of State 

Washington. 

138, February 1, 5 p . m. 

FOR TRYASURY, 

GRAY 

Paris 

lS 

Dated February 1, 1937 

Rec 1d 4 : 32 p . m. 

The exchange market today gave the impression of being 

tired and apparently only ion~edia te requirements were con­

cerned in the limited transactions which took place . There 

was little change ln the dollar rate , Pounds were dealt 

in around 105 . 04 and we understand from our market contact 

that the exchange fUnd did not intervene . Other currencier 

were almost stationary . 

Under the circumstances forward rates are surprisingly 

resistant, the pound being quoted at about 80 centimes for 

one month and 2. 50 francs for three months . The rate for 

the dollar for one month is about 18 centimes and about 55 

centimes for three months . 

While the securi ty market showed some activity and 

strength rentes were weak and lost from 65 centimes to 1 . 20 

francs . A feature of the trading was a decline of about ten 

per cent ln quotations for the Young bonds as the result , 

apparently 
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RB - 2- ' 138, February 1 , 5 p , m. from 
Paris 

apparently of the announcement by Hitler that he intended 

17 

to abolish the statutes of the ra1lways and placts \.htoill under 

the sovereignty of the German Government •. 

To judge from the comment of the financial preso the 

public does not seem to be entirely convinced that the Britiah 

credit itself will prove ade~uate for the needs of the Treasury 

for a very long period and that it is not only vital to halt 

the outflow of capital but that repatriation of French funds 

must take place on a l arGe scale if the financial s ituation 

is to be restored.- AGENCP: 1".C0~'01-!IQUF. today expr essed the 

hope that the Governmcmt 111~111 find ~ual1f1ed specialists 

to assist useful ly the authorities in an undertaking which 

promises to be both delica t o and difficult" . 'lhe f\iJai!oi.; .•. 

edi t or of Lr TEMPS observes that obv~ously the respite affor~­

ed by the credit can only be temporary and that in order th~~ 

it should prove really useful tho Government should profit 

by the period of t r anquillity which it should afford to re­

assure public opi nion·. Thoro aro indications in the pr eae 

today that the Fren ch financial situation is giving rise t~ 

preoccupation not only amongst the minority in Parliament bv1 

also amongst the majority. In this r espect the appearance 

of tho llinister of Finance before the Chamber Finance Committ . 

on .. lodnesdo..y is awaited with s01110 impa tience and it 1s ao16 

that 
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- 3-/,138, Febr uary 1 , 5 p . m. from 
Paris 

that ~ithin the no~t few days the Government will be called 

upon to e~plain i t s financial stewardship before the Chambers . 

It seems r easonable to assume th.ot under tho circumstances 

it will not be easy for tho M1n1stor of Finance to provide 

o convincing and r eassuring picture of tho situation. 

Th~ announceme nt appears in the financial press of today 

that the foreign e~change market at Ams t erdam is completely 

freed again. It will be rocall~d that before the fall of 

the guilder when tho gui lder was under heavy pr essur e tho 

Noth~rlcnds Bank asked for an undertaking from private (*) 

Bank of France not to o~ocute orders for for eign e~changos 

in the futures market if those orders wer e not based on pure 

commerci al transactions . 

(*)apparent omission 

CSB 

BULL ITT 
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FEDERAL. RESERVE BANK 

OF NEW YORK 

r=-.,.,,...,. CORRESPONDENCE 

C017IDIIrL&L nLJa 

0ATEJib~ ,, lffr, 

SUBJE~J COUJIIA!IOI WI!I 

-- ~&: or •oLAJ.o. L. •· l'aoko 

were ee41.Dc h1a a oablo W4q rot~~oniq \ha' thq uko throe tl&r­

tber cold ahipeeh of tJ,o,ooo,ooo "oh por Prt~ide' Boo1weU oa 

FebN&J7 1, M•h•"a Clll FebN&J7 U ad Preaidet BardJJic Clll 

February 11. I \he referred \o the la•e•• Br1UIIh lolll to \bo 

rreob railRT• ad ollked Wba\ ho oould taU ae Wi\h r .. ud to \he 

hm1. Bol\cm roplled \hat \ho -t ••• t40,ooo,ooo, 1Ahr01t '' 

l5 1/tf,, tor • \otal of •e -\11•• fho nerl1nc wet to \bo Fr•oh 

!roawl')' ad tho lo• ... panatoed by 1\, !be tom ot parllltM, 

be laid, woe proot1oall7 tho .-e •• \hat OO'rll'illc l"t :roar• • lo•, 

wi\h ~un a U\Uo differ•• clr .... .,. I ollked h1a wald the loa 

help ad he replled \hat ob't'iouaq it ,., Olll7 a n.-..apJ the plu 

bad not be• paninlorl:r w.U rooeiTed ill \he aorll:otJ that altboqh 

\he triDO ha4 bOlD .-J_\1 nM4:r :renordq 1\ WOI \llJ'IliDI Weak .. oiA 

toclq; 10 that 1\ looked •• tholqh tho hiDOh ha4 had a r11pi to of 

Olll:r oao 4q, fha d-d tor 4oUu• ,., aot " m•et to4IT _,. 

-re " u had boc, aad \ho .-aouUoa ha4 "'ed ott to •·• 11/11 

aad •.at ?/ 1. 

• • J j, 

LIKaiiiC 
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Secretar y of State 

1a3hington. 

146, ~ebruary 2, 5 P• m. 

FOR TR"'ASURY. 

GRAY 

Par1s 

Dated Fl3h>'11 Rl"Y ?. 1 1.937 

Rec 1d 4:30 p . m. 

I t •Rould seem from today 1 s transactions on the 

forei gn exchsnge marlcet tha t the tendency has once more 

t urned against the franc . The turnover in pounds was 

substantial . ·The rate fell to 105 in early dealings 

but is now 105 . 08 with the exchange fund selli ng sterling 

on a f airly large scale according to our market contact . 

The dollar is firm at 2l o45 with a fair amount of business 

being t ransacted at this rate. The other currenci es are 

practically unchanged ' 

·.rhe forward rates moved upwards , the one month 

ra t e for the pound being 87 centimes , and 2 . 75 france 

for three months . The one month rate for the dollar 

1s 18 centimes , and 60 cent imes for three months . 

On the security market domest i c issues were irregular. 

On t he other hand internationals showed strength. Young 

bonds r ecovered three points . 

The 

20 
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RB - 2-(.146, February 2, 5 p , m, from 
Paris 

'.L'ha carryover rate for the month end settlement 

published yester•day was Sf .per cent on the official 

market compared with 5}. per cent at January 15, The 

rate was lot per cent on t he outside market compared 

with 94 per cent at the end of December, 

The price of bread in Paris will be increased by 

10 cent 1.n1e s per kilo datins from February 4 . 

'.l'he Committee of "':cono"!lic Restoration in a letter 

made public today shar\)ly criticises the !.!inister of 

Finance ~?ith respect to the situation of the public 

finances . Special reference is made to the British 

credit and to the guarantee attached to this credit, 

and :u~rlse is expressed that the Government has not 

thousbt f it to otter similar security tor domestic loan 

is •uea , The letter states: "For several months dis -

order has been increasing in all domains and especially 

in public finance , Agita t i on is not a sign of prosperity, 

You have succeeded in lotting looao speculation but 

you have not restored confidence . " 

fhe Committee in question i s composed of outatand­

i US members of French commerce and industry of conaer-

vative:·views. 

AG~-C!: ECONOiliQUE Jn' Fit:Al''CIERE onco more shows 

preoccupation 

21 
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RB - 3-#146, February 21 5 p.m . f~om 
Paris 

preoccupation about the competency or those responaibl~ 

ot the policy of the French Tr easury and it stress~& tho 

view that if tho tripartite monetary arrangement could 

l oad tho Fr ench authorities to adopt cGrtain methods whtch 

h'tvo boon employed with success in London and in New York 

tho country could envisage with much less an.xioty tho 

numerous pr ossi ng f inancial pr obl ems which now face tho 

~>ovcrrucn t , 

Tho expl anations whi ch tho 141nistor of Finance is 

expect ed to furnish tomorrow to the Parliamentary Finan ce 

Committee s aru being awaited with much inter est , F'urthor­

moro in this roapoct Deputy Fornand Laur ent yest erday 

aunouncod his intention to inter pellate the Minister ot 

:'inance on his financial policy, tho situa tion of the 

Truasury, tho r el at i ons of t he stato with the Bank of 

)'ranee, and tho conditions undor which tho recent British 

cr edi t was arranged. It ary~oars that tho date of this 

interpellation will bo fixed by tho ChWMber on Friday 

morning, 

It is stoto4 in tho pross tha t tho first eight million 

~ounds of tho credit arranged in London is to bo poid over 

to tho French Treasury today . Tho London FINANCIAL Nl!:WS 

underst ands that with r e spect to security for tho credit 

the Bank of France has again undertaken to keep at tho 

Bank 
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RB - 4""1!'146, February 2, 5 p . m. from 
Paris 

Bank of Pngland gold or sterling securitie s equivalent 

to the amount of the credit outstanding . rhe view is 

expre ssed t hat this credit is even more water tight than 

in last year's t ransaction when the credit was s ecured 

only through a gentlemen's agreement that the Bank of 

?ranee should keep in the namo of the Bank of England 

gold or sterling equi valent to the outstanding portion 

of the credit . 

~here has been some s~eculation in the press regard­

ing the possible method that will bo adopted in transfer­

rinG the proceeds of the credit and it is thought that 

what might be done 1s that the Fr ench Treasury will buy 

gold with the s terling proceeds and sell it to the Bank 

of France which would keep it in London as an unofficial 

s ecurity to the credi t . The franc equivalent of the gold 

would be credited to the account of the Treasury e ither 

by reducing its advance s or by increasing its deposits 

with the Bank of Fr ance . Those changes would have to be 

indicated in the Bank's weelcly statement and it has been 

suggost~d that the French authorities will probably prefer 

to avoid this . I f the sterling were sold to the stabiliza­

t i on f und tho latter could r elease a corresponding amount 

of i ts f ranc assets to the Treasury . Alternstively the 

fund 
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RB - 5-//146, February 2, 5 p. m. from 
Part a 

fund could sell the sterling provi ded that there 1s a 

renewed selling preaaure on the franc which would make 

auch opera~iona possible . 

The JOURNEE INDUSTRIELLE thi a morning gives some 

notice to a report from New York tha t the Export Import 

Bank has advanced funds to pay for American exports of 

cotton to Italy . I n this respect it i s recalled that 

the Jobnsson Act pr ohibi ts loans to governments which 

have not sett led their debts towards the United States 

and that Italy is included 1n thl s l i st. However, it 1s 

pointed out the ini tiative of the Expor t Import Bank is 

equivalent t o the grant i ng of a credit to Italy for cotbo n 

purchased in the Uni ted States . This , it ls observed, 

ls not only a precedent but the f lrst step of the kind 

as concerns Italy. 

Some notice is also belng given in the press to the 

apparent indication in the speech of Hitler thst he intends 

to withdraw the r epresentative of the Relchsbank from the 

B. I . S. and it is r emarked that such a measure would be 

nothing more then normal i n view of the negative attitude 

• which tho Ge~'Oovernmont has t aken vis-a.~s the League 

ot Nations . ~·e~~, l t does not seem to be thought bore 

that Sehach~~!!J,U .rbewri.thdrawn as it i s pointed out that 
• ' . . ... l'\1 

ho ia persoqJX;L,. ...,. 'III'lftih attached to tho inatitut1on a t 

Basel . 

BULLITT 
SMS NPL 
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... .... , ... 
•JIOIIIIU$ fit(~ Ml'CIIAI. 

II ._ fl\,&l( IIIAI.tN KIMCf .,._ .. 

TREASURY DEPARTMENT 

PUBLIC HEALTH SERVICE 

WASHINGTON 

Report !or the S..eretnry, on Flood Relief by 1J.S .Public Health Service . 

Henlth conditions throughout the nood a.rea are satis­

factory. The disease incideDCe, aa far ae reports have been received, 

remains about at the normal rate. There 1114y be n alight 1ncre11se in 

pneu;uonia, 1110at~y among eMorly people and those debilit<lted hy chronic 

illnesses. 

Doctors McCor=ek o.nd Olesen, at Louisville, report entia­

factory conditions in thet area and stete that there is an abundance 

ot medical end bioloiical. supplies. 

The lower Missi ssi ppi val~ey situation seems f avornble . 

1'/eather condi tiona throughout tho country are tho IDOst favorable yet 

reported. The danger point is Cairo, but if this city does become 

flooded there will be no loss of ) ifo as all people havo been moved 

out except tho£e who are verkin& on the ~vees . 

The ' total number of public water supplies reported out of 

se.rvice is 63. 4 have been restored - Parkersburg and Huntington, 

11 . Va., Franld'ort, Ky., and Osgood, lnd. 

A te~phone r eport was received from Surgeon CeneraJ. Parran 

at 8:00 P. " . on February 1. He had heM conferences with the health 

authorities of Tennessee, Arlcansas, and .U.ssouri, and had visited a 

portion or the nooded area in the vicini t)' of Memphis, i .ncluding a 

nWllber or refugee camps. Doctor Parr an reported the n~~~:~ber of counties 

fiooded in each of these States, the maber of persona out of their 

ho!11es, and sul:nitted an estimate of the public health personnel that 

would be required in the rehabilitation prograa which is expected to 

exteD4 over the 6 100ntha1 period tollo~ the return ot the people 

to their homes. 

The quarant1De restrictions reported in the newspapers at 

Louisville, Ky. , are not due to the prevalence of disease but have been 

instituted for the purpose of keep1Di curious Tisitors out o! Louisville, 

and alao tor preventiDi the refugees fr011 return1Di to their ho11es until 

conditione are aa!e. fbe en!orc-nt of the quarantine i .e being carried 

out hy the .Ar117· It na .. tabliabed by the State and local health depart­

monte. 

WFD:~ A~~a:~~ 
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FOd IWIEDIATE cl:!:I.USE 

FLOOD tm.IOAA~'l>Ul& NO. 5. 

1'a ohington 

7ebruarT 2 , 1937. 

l ater syatems in '-' citi es an:! tcwna with a co:r.biaed population of 

water in States affected by floods, todaya repnr t to the u.s. Public B83ltb 

Sorr ice disclosed. 

In 21 other c1tiea and towns with t o till p(lpulations of 207,000, the 

·.•ntor systems hnve boen restor ed t o operation, under the super vioion of 

U.s. Public Health sanitary engineer a and l~>co..lheal th off icer s . 

In cities where wnter systems are out o~uioalon , drinldr.g water 1e being 

aupplied f rcQ ~ cora r r tr~cks or is being pumped f ron wells that have been 

chlor inated under superviaicn of medical o!!icor a and aanitart engineer s . 

The S~goon General of the u.s. Public Health Ser7ice now baa at work in 

seven States of tho flood area , 150 Public Health specialists -- medical 

officers, 58.lli tary ongineo.r s andsani tariane. 'l'hie force is working clo..,ly 
nf 

with those/other Federal nnd State cooperating agencies. Jmong thoae on duty 

in various r elief center s are 40 Sanitary Engineer s r ecruited f r om Stnte 

Depar tments of Roo.l th :.nd 7q Snnitarians f r om ':lorks Progress A.dminl.atration 

projects; 

Health conditions ttr oughout the flood area continue to be ver,r antia­

foetor,r, all oQ tocb,ya r opor t a indicated. Dioeaae incidence r ema1na about 

no~ . A alight incr eRoe in ~neumonia, r opor ted f roa aoge diotr icto, 

prevails mootly B:lon~; elder l7 people nr an a r aoul t of chronic i llnou. 
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Wedical preventive pr ogroma now boin~ cnrr iod fo~ard r apidly in nll 

flood dis tricts, through the vaccination of ontire populations of ~ffoctod 

citioe and to~s to combat the danger a cf ~oid, am.qllpox , diphther in and 

other diseases. ia expected to keep thedlaense rato at a low mark. 

On the baa~• of modical exper ience g31ned in previous floods, throueh 

oiQilar disease-prevention moaeures, it is not ontici~ted teat ther e will 

bo any ser ious diseaae outbrooka of con=unicnble ~o. 

Medical units in all contere ar e being suppl ied with abundant shipments 

of vaccines, anti- toxine and aerume. Shipmonto of biologic products have 

been moving into the flood etntee by plane and rail eufficient to Qcot all 

r equirements. 

ooO~oo 
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2 :rel>ru&lT, 1937 
4 P• a . 

CO.t.S'l' GUlBD OPIR.UIQNS Ul J'LOOD •p• 

Coaat Guard operation• are llroceediD& nootbl7 throuebout the nood 

area, and Serrlee reaoureea are l>elD4 found uaple to meet dMADda aa tbe7 

captain LeR07 Reinburg , Commander, Coa1t Guard Relief Foree, baa 

trllllaterred hh base !roa :IYanarllle to llnrphh. 

J.a the need tor l>oata in the upper Ohio diminiahea, the7 are heine 

mond, aa tound adrlaal>le, farther down the RiTer to more critic& pointe. 

Lar~..We operations inYolrlD4 t ranater ot retuceea to places ot 

aatet7 are baint; carried out partioularl :r in the region ot Rieklllan, 

Paducah. Cairo, and Relena, .lr!t. 

Coe.at Guard Relief J'orce totals 25 sa,jor (oeajloint;) unite; ten 

planes , approxiaatel:r 4oo l>oata and 2000 personnel , nth a co11prehenain 

radio aetup tbro~out the entire nood SOlie, 

General •ater LeYel Condition, 

Oreat ta now qproe.ehinc O• iro where it h expected to reach a 

pelllr: o! 6o.60.5' on h l>ru&lT J or 4; lie~ a 46.71 rhine alOWl)'; Viel<e­

burc 46 • r1 einc alOWlT. 
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BUREAU OF INTERNAL REVENUE 

OfHce of 

Chief, Intelligence Unit 

February 2, 19J? . 

~ORAND~~ FOR MR. MCREYNOLDS : 

In re: Collector of Internal Revenue 
c. E. Moore, 

Assis t ant Collector of Customs 
G. W. Pollock, 

Secret Service Opera tive in Charge 
71:!2 . G. Harper, 

Cleveland, Ohio. 

In accordance Nith instructions of the Secretary, 
further investi ga tion bas been mude Nith respect to the 
above- named officers of the Treasury Department and thei r 
relations with Famous Brands Ohio, Inc ., of Cleveland, uhio. 

29 

There is attached a report of Special Agent in 
Charge ~acK, doted February 1, l9J?, in which it is shown 
tn2t neither of t hese officers bas pai d any moneys back 
into t he Famous Brands nor to ony charity organization, a s 
directed in the instructions of the Secretary . Further than 
this the report shows tha t the wife of Collector Uooro, who 
was a stockholder , and Messrs. Pollopk and Harper have each 
received additional sums of money in the way of dividends 
since the instructions of the Secretary were i ssued . 

e. L . r. 

El'IC . 
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SI- l.l317- 19-J.I 
CEJ : ee::~ 

TREASURY DEP.ARTilENT 

Internal Revenue Service 

Washington, D. c., February l, 1937 . 

~nief, I ntel l i gence Unit, 
Bureau of Internal Revenue, 

Nashington, U. C. 

In re: Collector of Internal Revenue 
C. E. Moore, 

Assistant Col l ector of Cus toms 
C. 'II . Pollock, 

Secret Service Opera tive in Charge 
Wm. 0 . Harper , 

Cleveland, Ohio . 

A f i na l report wa s submitted in the above entitled ca se, 

under dute of August 27, 1935, outlining the inves tigation made 

<ti th r espect t o the i nterests of the officials named above in t he 

Ohio Sales Syndicate, l a t er incorpor ated under the ncme of the 

Famous Br ands Ohio , I nc . , Cl e veland, Jhio . This company wos a 

sales agency in the St ate of Ohio for t he American Distilling 

Company , New Yor k , New York . 

30 

As the r esult of the i nvestigation o hearing was had before 

the Secretary of the Treasury during the latter part of August or 

t he early part of Septecber, 1935, and the above named officials 

Ner e affo rded an opportunity to expla in t heir connection with this 

liquor sa les agency . On September 12, 1935 letters were written to 

Col l ector ~oore end Secret Servi ce Opera tive in Charge Harper, by 

t he Secr et ar y of the Treasury, s t a ting that he bad r eached the con­

clusion tna t they should sever t heir connections with the Treasury 

Department unless they and all members of the immediate family 

immediately gave up nll a ssoci ation with the liQUOr sales agency, 

and unless they forthwith made satisfactory arrangements to pay 

into the Federal Treasury the full amount of all sums received by 

them or any members of their immediate family from such companies, 

and that their decision in the matter should be communicated not 

later t han September 20, 1935. 

The file does not indicate that a similar letter was sent to 

Assistant Collector of Customs Pollock, and it was learned during 

this inquiry, as will be related in this r eport, t hat he states 

that he received notice from Commissioner of Customs Moyle, about 
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December 21, 1935 , concerning tne decision of Secret ary Yor genthau 

in this matter . 

The file 1n tnis case shows a.n e xcllonge of correspondence 

between Collector Moore, Yr . Harper , and the Office of the Secre­

t~ry , >'lith tht , . .,.,.ut tha t on December 16, 1935 Collector Wonre 

Kr ote ~ letter to the Secretary of t he Treasury stating t ha t he 

~roposed to return to the company such profits as he realized from 

this t r 1:1 nsaction when and as he is able to do so . ld r . Harper wrot e 

a letter to Mr . W. H. Moran, former Chi ef, Secret Service, under 

da te or Janua ry 2, 1936, stbting tl:ul t he would undertao<e to r eturn 

Lhe profits which resulted from nis connection with the F8JIIous 

Brands Ohio, I nc ., to t hat company for the benefit of either the 

Cleveland Community Chest or the American Red Cross . Mr . Pollock, 

J.ssistnnt Collector of Customs, wrote a letter to flonor~ble J . H. 

!&oyle, Commi :>sioner of Customs, under date of December 26, 1935, 

111tewi se Egreeing to contribute to chc rity cs (J ble, the profits 

r eceived , under the same a rrangement maoe by Collector :.loore. 

The file shows further tha t the Famous Brands Ohio, Inc . , 
11rote to t~e Secretary of the Treasury , under date of December 20, 

19J5, sta ting t ha t t hey were agreeable to tne suggestion that any 

~onies r e turned by Yr . Moore to this corporati on be turned over to 

the Cleveland Comc\unity Fund, and on J anuary 9, 1936 extended the 

agreement to handle any payments from Mr . Poll ock end Mr. Harper 

on the same b asis . 

31 

At your request I c alled t o see Ur . Nm . H. McHeynolos, 
Administrative Assistant to the SecretD ry, who directed thot inves­

t18ation be mr.de as to the present status of this mst~erat 

Cleveland, Ohio . The f ac t s concerning e ach of the individuals 

will be set f orth separ ately . 

Collector of Internal Revenue C. E. Moore 

As out lined in the final r epor t of this case, dated August 

27, 1935, the Ohio Sal es Syndicate was formed by agreement dated 

April 18, 1934, and that when the Famous Brands Ohi o, I nc ., was 

incorpora ted December 15, 1934, stock ·• as issued 1n accordance 'ld th 

the interest s of t he syndicate members. Collector Moore ' s interest 

in the syndica t e was the' same as t hat of Messr s . Pollock and Harper. 

Shares of s tock wer e issued in accordance «it h the i nterests of 

the members of the syndi cate, Messrs . Pollock and Harper receiving 

18 shares each, but the 18 shares based upon Collector Moore's 

interest were issued to llrs . Elizabeth P. Moor e, his wi fe. An 

exaoinat ion or t he records of Famous Brands Ohio, Inc . , s hows that 

dividends of I90J . OO each were paid to her on September JO and 

December 20, 1935, also January 30, 1936 . Ber certif icate wos 
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canceled December 14, 1936, according to the notation on its f ace, 
and a ne.v certificate for 18 shares was issued to Dr . H. P. ·,'/ells 
under date of January 10, 1936 . The records show that Dr . B. P • 
• ells received aividends of $720 .00, $45J . OO, $900.00 and $720 .00 
on ~rtl JO, June 29 , September 28 ond November 30, 1936, Qnd tha t 
the checks covering all but the last dividend payment were enaorsea 
by H. P. \'/ells and bore t he second endorsement of Elizabeth P. 
Moore, also the notation indicating tha t such checks were deposited 
in her account Nith the National City Bank. 

Dr . H. P. Nells was interviewed at the offices of Margo Inc ., 
dealers in perfumery , 1030 Euclid Avenue, Cleveland, Ohio, and he 
advised that he paid Mrs . Moore an amount slightly less than 
$5,00J for the 18 shares of stock which was held in the Fa:nous 
Brands Ohio, Inc ., and tha t tne manner of payment consisted or 
canceling her indebtedness to him in that amount . He explained 
that ne is toe father of Urs . Moore and resides with Collector and 
l.l.rs . Moore at 2960 Morley !load, Cleveland, Ohio, and t ha t he had 
advanced nis daughter, Mrs . Moore, $3,5JO on one occasion, tl,OOO 
on anotner occasion, and a n amount in excess of ~400 at another 
time, t o provide funds to a ssist in purchasing taeir home . ;/hen 
he Nas aavisea that tae checks cover ing the ~ayments of t720 .00, 
~45J.JO bnd $900 .00, issued to aim on April 30, June 29 and 
September 28 , 1936 as dividends on t he 18 shares of Famous Br ands 
Ohio, Inc . stock after he acquired it, showed that such checks 
were endorsed over to Wrs. ~oore , be aavised that be bad done so 
to provide further loans to her . 

I 1·1as advised by Mr . Louis Cumpbell, Assistant Collect or of 
Internal Revenue, Cleveland, Ohio, that Mr . ltoore was oper ated on 
during the e&rly part of last month for the removal of a ki dney, 
and that be bad just r eturned home from the hospital; also that 
his condition is such that he will not be back at the office for 
at least anotner month . For this r eason I di d not interview Mr. 
Moore . I had occasion however to telk with 111r . Gardner Abbott, 
Pr esident of Famous Brands Ohio , I nc . , and he informed me that 
neither »r . Moore nor Kessrs . Pollock or Harper have made any 
payments t o Famous Brands Ohio , Inc., and that this company i s in 
the process of liquidation, a certificate of dissoluti on having 
been filed December 21, 19)6 . He explai ned further that all 
stockholders nave endorsed their stock over to him for the 
purpose of liquidati on. 

Assis tant Collector of ~ustoms C. w. Pollock 

The records of Famous Brands Ohio, Inc., show that certifi­
cate No. 3 f or 18 shares issued to Ur. C. «. Pol lock, December 
28 , 1934, was transferred to nis wife, Leila B. Pollock, December 
20, 1935; that certificate No. 9 for 18 shares was then issued to 
Leila B. Pollock, December 21, 1935, and transferred t o Charles 
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~icnel , Jr., April 21, 1936; and tha t certificate No. 17 for 18 

slu.res was t hen issued to Charl es lolichel, Jr., vmich certll'ica te 

bears an endorsement in blank with the notice of cancellation on 

i"s fac e December 14, 1936. The r ecord of dividends shows that 
payments of $900 each were made to Kr. c. W. Pollock on ~tember 

JJ end DPcftmber 20, 19351 and that a dividend in the amount of 
$900 was paid to his wife, Mrs . ~eila B. Pollock, on Janua ry 30, 

1936 . Thereafter dividends of $720 .00, $450.00, $900 . 00, and 
~72J . JJ were paid to !.lr . Charles IUchel, Jr., on April 30, June 

~4 , September 28 and November 3v, 1936. 

33 

Mr . Michel was interviewed and he stated that he had pur­
chased this stock from Mrs . Pollock as the result of negotiations 

nad with 'llr . Pollock about two or three weeks before payment was 

meae by nis check of April 24, 1936 in the amount of $720.00, which 
check was exhibited by him . Be explained that he pai d 4>40.00 per 

snare for t he stock although \lr . Pollock wished a price in excess 
of $lvJ .OJ per share . Mr . ~ichel ' s attention was called to the 

fact t lla " nis cnec.d: f or $7:<J.JJ, dated April 24, 1936, issued to 

Mrs . Pollock in payment of this stock, was not charged against his 

account until ~ay 5, 1936 , and that a dividend check in the same 
amount, t72J . JO, was issued to him by Famous Brands Ohio, Inc ., 

npril J J , 1936 and d eposited ~ay 4 , 1936, or one day before the 
cneck wnich he m.d issued in payment of the stock •Kas chargEJ_ •o 

nis account. lie insisted that this was merely a coincidence and 

that he did not know there was to be a dividend pai d by the cor­
porati on i n an amount equal to the price which he agreed to pay 

Mr . Pollock. The three succeeding dividends paid t o Mr. Michel 

were checked as deposits in his bank account ar~ all of the can­

celed checks against such a.ccount were verified, but there was no 

record of any payments ha ving been made to Mr. or Urs . Pollock. 
lie denied emphatically t h&t there wBs any understanding that he 

would act as bolder of record for the benefi t of Mr. and Mrs . 
Poll ock, a nd insisted that it was an outright bona fide transaction; 
also t ha t he r etained the full amount of a ll dividends pai d after 

he acquired the stock . It developed during t he interview ~~th Mr . 

Aichel that he has Known Ur . Pol lock for a bout twenty-five years 

and na s been his next door neighbor . 

Ur . Pollock was interviewed and he explained, as wil~ be 
noted from his affidavit (Exhibit 1) , tha t during the month of 
December 1935 he donated his stock in Famous Brands Ohio, Inc. , 

to his wife, Mrs . ~eila B. Pollock, and that after the Bureau of 

Customs ~ircular llo . 130, dated llarcb 10, 1936 , was received, 
uirecting that no Treasury officer or employee should have any 
interest, directly or indirectly , in an alcoholic teverage business 

that be then suggested to Yrs. Poll ock that she dispose of this 
stock, which she succeeded in doing during April of 1936 1rhen 1t 

1'0s sold to lol r. Charles !Iiebel at ~40.00 per share. He stated that 
be had not returned any of his profits in Famous Brands Ohio, Inc. , 
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and pointed out that his letter of December 26, 1935 stated that 
ae would contribute, if and when able to do so . He stated fur­
tner that he has spent the profits received from this venture; 
that his liabilities exceed his assets; and that his only means 
of returning such profit s at the present time would be from his 
salary which is re~uired for his ordinary living expenses. When 
a sned as to wny he i:wd <.:uuLLu.ucU to r eceive dividends after he 
11ad been put on notice during early September 1935 that ussocia­
tion .v.Lth this li,,uor agency was considered irnproper, he offered 
toe explanation that he did not receive official notice in writing 
to dispose of his stock until he was called to Washington, D. c., 
by Commissioner of Customs Woyle, &bout December 21 or 22 , 1935 . 
He s t ated thut he transferred his stock to Mrs. Pollock when he 
received notice to go to Washington as he presumed th~ re4 uest 
for his appearance mi ght be in connection with this matter, ~nd 
that the next dividend ;>aid on January JJ, 1936 was received by 
his Rife . 

Secret l:lervice Opera tive in Charge 'Nm. G. Harper 

The records of Famous Brands Ohio, Inc., show that certifi­
cate No . 4 was issued to Ur . Harper on December 28, 1934 and 
transferred to his wife, Ruth Harper, February 21, 19Jo, but 
bears the notation on its face "canceled January 10, 1936•; that 
certificate No. 11 for the same number of shares (18) was then 
issued t o Mr s . Ruth Harper J anuary 10, 1936, and on April 17, 
1936 t his certificate was canceled and a new certificate No . 16 
for the same number of snares was issued t o Marc J. Wolpaw. This 
certificate was endorsed in blank and the notation appears on the 
race of the certificate "~anceled - transferred December 14, 193M 
IJividends of f9i.lll .00 each were r ecei ved by Mr . Harper on Sept ember 
30 and December 20, 1935, also on Ja nuary 30 1936 . Thereafter 
dividends of t720 .0J, $450 .00, $900. 00, and $120 .00 were paid to 
~r . Wolpaw on npril JO, June 24, Sept ember 28 a nd November JO, 
1936, t he endorsements on the dividend checks to Mr. Wolpaw indi­
cating that the first three were deposited by him in the Society 
for Savings Bank, and the last one deposited by him in the Central 
Onited National Bank . 

Mr . Harper was interviewed and at =r request he prepared a 
brief memorandll!ll (Exhibit 2) which states, in substance, that ne 
has been unable to return a ny of the profits r ealized from the 
Famous Brands Ohio, Inc ., venture; also t hat the conditions rela­
tive to demands upon his income a re such at the present time 
that, until conditions ad just themselves , he would be unable to 
do anything further than he has done in the past . Because of the 
vagueness of this statement Mr . Harper was questioned further to 
obtain a definite expression concerning his intentions, and he 
then e dvised that he has turned over to his wife such profits 
realized from this venture as he has been able to retain, and 
that he does not feel as though he should ask her for the money 

in order that he might return t he profits as directed . 

- 5 -
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tha t his inconui is insufficient to enable him to moke a ny pay­
ments . When asked as to why he had si gned the letter agreeing 
t o r e turn profits but had failed to take any action whatever 
pursuant t o his agreement, he then stated that he wa s advised by 
nis f or mer chief, Mr . \"/ . H. Moran, to sign s uch a l e tter and 

that it would close the entire matter. 

35 

Mr . Marc J . '1/olpaw is a for.mer Assistant District Attorney, 
no"t pr acticing l aw at Clevel and, a nd upon making inc;uiry a t his 
offi ce it wss learned tha t he is in Calif ornia at the present time 
and not expec ted back in Cl eveland for at l eas t two weeks, there­
for e , i t ~as not possible to obtain his explanation as to the pur­
chase of the ~·amous Brands Ohio stock .from Mrs . Ra rper . 

Summary 

~r . Gar a ner Abbot t , President of Famous Branas Ohio, I nc ., 
aavised t ha t neither Collect or lloor e , Assistant Collector Pollock 
nor Secret Service Oper a tive in Char ge Ha rper have made a ny r e turn 
to t hat cor por a tion of pr ofits r ealized fr om t heir association with 
it, ana t ha t t his cor por a t ion filed a cer tifi cate of ~ issolution 
December 21, 1936 . 

As r elat ed i n this report, s ubse , uent t o toe hearing a t the 
Office of the Secretary of the Tr easury during t he l atter part of 
J.ugus t or ear l y September , 1935, uividends of $2,700 were pai d to 
Collector ~oore's wife based upon ner owner ship of 18 sh~res of 
s tock of FamoU3 Brands Ohio , Inc ., and covering the period from 
Se~tember 30, 1935 to J anuary 3J, 1936 . ihereafter $2 , 070 wa s 
paid to her f a ther, Dr . H. P. \'/ells, who resides with Collector 
and Mrs . Moore since his acquis ition of her stock January 10, 
1931> . It wil l be noted tha t although he acquired this stock on 
Janu~~ry 10 , 1936 that the dividend paid January 30, 1936 was 
made to l.!rs. t l lzabe th P . Moore . Collec t or Woore was not inter­
viewed because of his i l lness resulting from a recent operation, 
and since my return from Cleveland, Ohio, information bas been 
received thnt he has re4uested permission to be absent f rom his 
district and t o have his assistant, lolr. Campbell, d esigna.ted 
Acting Collector as he proposes to t ake a boat trip to Panama 
l eaving February 9, 1936, and expects to b e away about two or 
t hree weeks . 

The sarne situa tion exists with respect to .A.sehtant Collector 
of Cus t oms Pollock in that three dividends of $90J . OO each were 
pai d from September 30, 1935 to January 30, 1936, the first two 
being paid t o Wr . Pollock and the last one to his wife. He states 
tha t he has not returned a ny profits from this venture and that 
t here is no immediate prospect of his ability to do so be~use the 
pr oi'l ts have been spent a nd his only income is his salary . 

Secr et Service Operative Harper received three dividends of 
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t90~ .0J each during the period from September 30, 1935 to January 
J~ , 19J6. His explanation i s tha t be personally does not have 
any of t he profits from the Famous Brands Ohio, Inc., venture 
but sta ted tha t he turned over such profits to his wife and that 
he does not feel that he should be required to ask her for the 
mc>ney i n or der to return the profits as directed; also that he 
does not see any immediate prospect for returning such profits . 

36 

Attention is invited to the f act that the Famous Brands Ohio, 
Inc ., is now in process of liquidation and the sales agent of the 
Aoericon Dist ill ing Company f or Ohio is Mr. Joseph Scobell of 
~levelHnd , Ohio. 

Ther e is r eturned nerewitb tne correspondence pertaining to 
t11e instr ucti ons issued to e ach of these officials by the Secre­
tar y of t he Treasury, and their responses to such communica tions . 

It is recommended tna t this report be r eferred to llr. Wm. H. 
»cReynolds , Administrative Assistant to t he Secretary, in r esponse 
to his ret;.uest that inl.!uiry be made t o determine the present sta tus 
of this matter. 

- 7 -

/s/ Clifton E . Mack 

l.:lift on E. Mack, 
Special Agent in Charge. 
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Januory 28 1937 

C W POLLOCK, Assistant Collector of Custo~s, Cleveland, Ohio, 
being duly sworn according to law deposes and says: 

Ur Mack, in our discussion of the matt er you have 
in~uired as to t ne present s tatus of the Famous Brands Ohio 
transEction, the subJect of a letter to me from the Comoissioner · 
of Customs dated December 21 1935 in answer to which (in 1< letter 
dated December 26 1935) I agreed to contribute, if and when able, 
,..r ofi ts realized from my interest in the Famous Brands Ohio Inc . 
t o t he Community Chest or the hmerican Red Cross . 

Some time during the month of December 1935 I donated 
my interest (stock) in the Famous Brands to my wife, r.lrs Leila B 
Pollock . This gift incidentally was formally declared by me to the 
I nternal rlevenue Department on its For m 71J wbich wes filed Glong 
about »arch 15 1936, even t hough the estimated value was consider­
&bl y less tnan ~5,000 . Since December 1935 my income has consisted 
prima rily of my s alary from the Government and consequent ly in 
mt intoining my past standard of living I have been unable to make 
at~ contributions excepting my annual donation of $20 .00 or $25 . 00 
to the Co~~unity Fund which has been my practice for the past eight 
or ten years. 

In compli&nce with the instructions of the Secretary 
of the Treasury contained in Bureau of Customs Personnel Circular 
No 130 da ted !.larch 10 1936, which in effect pr ecludes any Treasury 
officer or employee from having any interest, directly or indirectly, 
in any business which consists of production, s ale, aistributi on, 
etc, of alcoholic beverages, I suggested to Mrs Pollock thbt she 
uispose of toe 18 shares of stock which she held in Famous Brands . 
Thi:> she s~.;cceeded in doing -in April 1936 when i t was sold to Ur 
Chales Michel Jr of 2500 Euclid Heights Boulevard, Cleveland 
Heignts , Ohio, ~< t, I believe, $40 . 00 per share . We thus divested 
ourselves· of any interest whatsoever in the concern in l!Uestion. 
"l'he total proceeds received from this sale, amounting to ~.no . oo , 
was r etained by ey wife and I did not benefit therefrom in any 
manner. 

I am mindful of the arrangement made witn respect to 
contributing to the Community Chest but since my incooe has been 
reduced to approximately my Feaeral salary, I am unable to make 
pay-ments at this time but will do so in the event my financial cona1 
tion wiU permit. 

In accordance with your suggestion please f ind appended 
copy of a self-explanatory letter dated March 19 1936 from me to 
Mrs Bernice Pyke, Collector of Customs, together with her notations 
thereon. 
Subscribed and sworn to before me /s/ c. W, Pollock 
this 28th day of January 1936 . 
/s/ Clifton E. Uack, Dep. Coll . of Ud. (Exhibit N•) 
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TREASURY DEPA.RTilENT 

.io'ield Force 

SECRET SERVICE DIVISION 

Cleveland, Ohi o 
January 28, 19)7 

'1/m . G. ll&rper makes the foll owing statement: 

On September 29, 1936, I Hired Mr . W. H. Uoran, a t 
t he r e-.uest of t he tnen Acting .l.ssistant Chief, 1Jr . Frank 
J . Wilson, &s follows : 
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"Supplementing my letter 28tb by reason of demands 
on me to assist and support relatives I have been unable to 
mc.ke payments in accor dance .vith understanding of J anUBry 
Second but a s soon as possible will comply with that promise 
St op My 11bility t o make payments was definite considera tion 
of my pledge . " 

I believe the above l s self explanatory . Conditions 
~re the same today, and until conditions ad just themselvts , 
I Nill be unable to do anything further than I have done in 
t.he past . 

Of course, I have complied with your r eGuest as to 
the s ule of Famous Brands stock, as well a s the beer stock 
which I owned . I might add t hat it is my understandi ng that 
t he r amous Brands of Ohio aas been dissol vea, but I have bad 
no connection ~ith s&me since Janua ry 10 , 1936 . The stock 
was sola a t that· time for exactly wha t I paid for it, t5.00 
per share . 

I 

Respectfully, 

/s/ Wm . G. Har per 

1'/m . G • Bar per 

(J:.xhi bi t r2) 
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Sept ember 12, 1935 . 

Dear Collector Moor e : 

I have given very car eful consider ation to the matter 

of your connect ion with t he liquor sales agency known as 

Famous Brands, I nc . (la ter known as Famous Brands Ohio, Inc . ), 

ana I nave come to tne conclusion that you should sever your 

connection .11th the Tr easury Department unless you ::nd a ll 

members of your immedi ate f amily will immediatelY g ive up 

all associa tion Nitb the companies concerned, including your 

financial interests in such companies, end unless you will 

forthwith make satisf actory arrangements to pay into the 

Federal Treasury the full amount of all sums r eceived by you 

or ar~ member of your immediate f amily from such companies . 

You will , of course, be privileged t o deduct f r om such sums 

t he amount of any Federal or St ate income taxes paid thereon. 

Your decision as to the alternative you elect to t oke 

in t his EDatter should be coiiiDiunica ted to me no t later than 

Se ptember 20, 1935 · 
Very si ncer ely yours, 

(Signed) H. ~orgenthau, Jr ., 

Secr et ary. 

Hon. c . E. Moor e , 
Collect or of I nternal Revenue, · 
Cleveland, Ohio . 
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Hun. Henry Morgentnau, 
socrutL ry of t ne Treasury, 
.. hS•Ling ton, D. C. 

r. c&r ~ r . 'lor gentnau : 

TREASURY DEPArlTWENT 
Internal Revenue Servic e 

Cleveland , Onio 

September 19, 1935 
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I hsve received ~1th very consiaereble surprise your 
letter of September 12th, as it. woula seem that you do not yet 
clet r ly understand ti1e fects in resvect t o this ms t ter. You s pe ak 
of l :Y c onn.,ction 'IIi th Famous Brand~ , Inc . , whicn we s c Uich18~ n 
c->m,)t l\7 , :..nd its •s~,;ccessor", Ftunous Br {l r.ds Ohio, Inc ., which wcs 
hn Onio company . If you will exomine th~ state~ents ona reports 
Liven to you, you will see thot I had no connection wnatever with 
~umous Bnnds, Inc ., of !Hchigcn, and tru•t Facous Br &nds Ohio, Inc ., 
.it~S not -. successor to the !AichlgtJn company, but we s successor Lo a 
synuictte ctlled Ohio Sales Synaicst~ . 

My only c onnectlo u wus wi til the Ohio Soles Syndicate 
in t•n aovertising capacity . I received fees for such advertising 
.~ork t nd cow1sel by way o!' a percentage of net profits of this 
SynuiCIJ ttl. 'Ihis was in line w!tll ruy r <. guler business since 1915, 
es I hbve been engaged in a dvertising and s~les pr omotion . 

I never o .med any stock of Famous Brands Ohio, Inc ., 
.;hicu comp&QY succeeaed toe Ohio Sales Synuicate about JanWJry 1 , 
1 JJ5 . ..lrs . :loor" _,urcnaseo..i 18 sht~res of tnis stock, pa:ri!ll for the 
SIJlll(; with her o • ..n money . She still o.ms tne stock. 

The Ohio Sales Synaicete was ~aneged by 1r . Gcrdner 
ibbott n na 1r . John Lane . The Synuicate was the representetive 
of The American uistilling Company in Ohio . As sta ted in t he 
r~port, tue Ohio Sales Syndicl!te employed Famous Br ands, Inc ., of 
.Jichigon, as its egent for conducting the business of the Syndi­
cate ln Ohio . This agent had its office in Detroit, Michigan, 
operating f r om t hat city, ha ving no office in Ohio, but employing 
e nd pay ing its 01m employees in Ohio . 

You state in your letter that I should pay into the 
Feder al Treasltry all fees anu c ompensation r eceived by myself , as 
well a s tne full amoW1t r eceived in the way of d ividends by any 
member of my immediate fumily. There appears to be no justifiable 
reason of a ny sort for such payment . To make such payment would 
be an admissi on that in some way the Treasury Department of tbe 
United States had been defrauded or had failed to receive moneys 
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which should have been paid t o it . 'l'h.Ls is not t he case. 

You g ive in your letter as a n alternative that I 
s,1o~:. :::c~·c:- ~, con.ne:ct icn '!!! th the Tre:1::u::,r Dep:l~toent . As you 
well 6no~ , I have vio l a ted no FederLl la~ nor have I disr csor ded 
or ~isobeyed any ~epartment rule o r regul&tion. ~ connection in 
tnis matter has been strictly etnica l. f/hen I assumed the office 
of Collector of Inte rnal Revenue of the 18th Ohio District I 
~sked my immediate superior in tne Bureau whether it was necessary 
under t he rules t o sever my own personal business connections . I 
NilS to l u it would not be necessary so long es such persoru.l business 
did not interfere with my administra tive tiuties as Collector. You 
hHve been aovised of this f ac t . You nave also been auvised by my 
sup~rior t hat my administr" tion as Collector ht s been excellent 
&od tnat tne r ecord of my collec tio n district has been completely 
sutisfactory , which shows clea rly that my personal business inter­
ests nave not been per mitted to i nt e rfere with my official a uties . 
Consequently I cannot understand a ny r esson f or my severing my 
connect i on ·1ith the Bureau of Inte rna l Revenue . 

You f urther suggest in your letter tha t "you and all 
members of your i~nediote family will .Lmmed1a t ely g ive up all 
associa tion with the companies concerned, including your financial 
interest in such companies . " You <. lre&dy know tha t I ha ve no con­
nection with a ny s uch company ana that I own no stock or other 
financi al interes t, so it manifestly is impossible for me to give 
u;> something which I do no t possess . However, as sta ted above, 
·Jrs . !Aoore still 01705 18 shares of s tock in Femous Br ands Ohio, 
Inc . I will comply with your rec.uest by urging her to dispose of 
ne r stock. 

It would seem t o me, however, i f I may tRke the liberty 
of rnaking 2 suggestion, that t his sort of matter could be disposed 
o f in a much mo r e s imple manner by t he issuance of n Trensury 
Department r egula tion governing t he owner:;hip of s tock or other 
f i nanci al interest by all officials or em;>loyees of the Treasury 
Department , in any company or other arr11ngement involving the manu­
facture , production, d istribution or s a le of alcoholic beverages . 

CEM/W 

Sincerely yours, 

/s/ C. E. Uoore 
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COPY 

Honorable Carl E. Moore, 
Col lector of Internal Revenue, 
Cleveland, Ohio . 

Sir : 

October 1, 1935. 

I have your reply of September 19th to Secretary 

Uorgenthau 1 s letter of Sept ember 12th . The r eply is ob­

viously not a satisfactory answer to the Secretary 's 

letter . However, I shall await his return before taking 

action. 

FCR:dvt 

Very truly yours, 

(Sie ned) T. J . Coolidge , 

Acting Secretary . 
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COLLECTOR INTERIIAL REVENUE 

CLEVELAND 

Bon. Henry Morgenthau, Jr . , 
Secretary of the Treasury, 
.'le.snington, D. C. 

Dear Sir: 

December 16, 1935 

In reply to your last letter on the matter of my 
late associ a tion with a liquor agency, I note that you 
do not f i nd it consist ent to make any immediate generRl 
regulation on this subJect appli cable to all Treasury 
Department officials . 

Under t hese circumstenceo I agree with my 
legal counsel that tor eturn any profits to the United 
Stat es Treasury would be a confession of 1vrong doing. 
I am sure from our correspondence you have no intention 
of putting me in tha t situation. 

I know you un.ders t and that I still believe that 
all I have done was entirely proper . Nevertheless I do 
not want t o leave the possibility of doubt in your mind 
as to the e t bics of asy conduct, and I therefore pr opose 
to return to the company such profits as I r ealized from 
this trans&ction wnen and as I am able to do so . 

CEM/W 

Very truly yours, 

/s/ C. E. lloore 

C. E. I.IOORE 
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Bon . Carl B. Moore, 
Collector of Internal Revenue, 

Cl eveland, Ohio . 

Dear l.lr . Uoore: 
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I nave your letter of December 16, 1935, in r eply to 

mine of November 29 , which I t ake to be £n undertaking on 

your pe rt and in behalf of your family t o o ispose for thwith 

of a ll interest in Famous Brands Ohio, Inc ., and to turn 

over to i t a ll dividends, payments and prof its which are the 

result of your r espective connections with t hat company or 

i ts predecessor syndica t e . Upon that a ssumption, I have 

written to Famous Brands Ohio , Inc., a letter, copy of 

wnich I enclose. 

CVO:BJ 12/30/35 

c.c . •rs. Forbush 
Com. Belvering 

Very truly yours, 

(Signed) B. Korgenthau, Jr. 

Secret a ry of the Treasury . 

Cleared with Sen. BulKley 

Regraded Uclassified



c 0 p y 

COLLECTOR INTeRNAL REVENUE 
CLE.VELAND 

January 7, 1936 

• 

Hon. Henry ~orgentnau, Jr., 
The Secretary of tne Treasury , 
:.ashington, D. c. 
Deur Sir: 

I have your letter of the 2nd 1nst. 

!lnd assure you that I will comply with the terms 

or my l etter to you of December 16 , 1935 . 

CE.:J/W 

Very truly yours , 

/s/ c. ~ . Uoore 

C. E. loiOORE 
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C 0 P Y September 12, 1935. 

Mr . William G. Harper, 
Secret Service Operative in Charge, 
Clevelana, Ohio . 

Sir: 

I have given very ca reful consideration to the 

matter of your connection wi th the li4uor sales agency kno~~ 

a s Famous Brands, Inc . (later known as ~amous Brands Ohio, 

Inc . ) , and I hove come to tno conclusion tnat you should 

sever your connection with tne Treasury Department unless 

you and all members of your immediate family will immediately 

give up a ll association with the companies concerned, including 

your f inancia l interests in such companies, ana unless you 

will forthwith make satisfactory arrangements to pay into the 

Federal Treasury the full amount of all sums received by you 

or any member of your i~eaiate family from such companies . 

You Ifil l , or course, be privileged to deauct from such sums 

the amount of any Federal or State income taxes ?aid thereon. 

Your aecision as to the alternative you elect to t ake 

in this matter should be communicated to me not later than 

September 20, 1935· 
Very truly yours, 

(Signed) B. ~orgenthau, Jr. 

Secret ary . 

licR: flr 
(Copies to Harper & Moron 9-13-35) 
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I) p 'f TRI!.ASUR'f DEPARTUEJlT 

Field Force 

" evelena , Ohio lJistrict Uivision of Secret Service 

Hon. Benry ~ . Uorgenthau, Jr . 
Secretary of t he Trea sury 
Washington, 0 . C. 

Sir : 

Septe~ber 19, 19J5 

I na~ve befor e me your letter of September 12 , 
19J5 relative t o ei&hteen snares or stock of the Famous 
Br ands of Ohio , Inc . which I purchased in J anuar y of tnis 
ye.,r . I am willing to cocply with your re<; uest to uis­
pose of stock tha t I now nold in the Famous Brbnos of 
vni o , Inc . when instr uc ted t o J o so . However, I ·•ant it 
understood I HOUla aispose of such stock with no t housht 
with no t hougi:lt that ! have violated any l aw, departmental 
rule or regulation , or regula tion of the Civil Service Com­
mission, or because of an,y unethicol actions on my part in 
tne purchase of the bbove-mentioned stock . l.!y conm ctions 
with tois cotopany and the Ohio Soles Syndicate were purely 
an inves tment and it wa s clear l y understood at all times 
that I was to take no active interest in the management or 
sale of articles handled by the above-mentioned compe nies. 

I see no jus tifiable reason for paying into the 
Tree sury of the Onlted States any profits I made in the 
Ohio Sales Syndicate or Famous Br a nds of Ohio, Inc. Not 
one cent of dividends or commiss i ons was made because of 
;,ny efforts on my part in Sllle of liquor or the management 
of either of th~se firms; nor have I used any time belonging 
to toe government in the protootion of the Ohio Sales Syndicate 
or the company ~own a s the Famous Brands of Ohi o, Inc. 

Uy first thought a t all times has been the Service, 
and my Chief wbo appointed me. Uy record will show I have 
never deviated from tbat posi tion a nd no proof can be of­
fered to tne contrary . 

Respectfully , 

/s/ Wm . G. Harper 

.Vm . G. Harper 
Operative in Charge 
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To Mr . McReynolds 

Fr om Chief Moran 

TREASURY. DEPART:IE!:T 
office of tbe Secretary 
Secret Service Division 

IWLORANDUU 
January 2, 19.36. 

I e nclose h erewith the pledge of Operative 
Wi lli am G. Harper tha t he Rill comply with the 
Secre t ar y 1 s order to return t he profits he has made 
througa his connection wi th Famous Bra nds Corporation 
t o t ha t company, \71tb tbe understanding that it will 
be contributed to the Clevela nd COIIL11unity Chest or the 
America n Red Cross . 

/s/ W. H. Mor an 
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p 'i TREJ,SURY DEPARTKEtfT 

Secret Service Division 
Office of the Secretary 

ClevelanJ , Ohio 

J anuary 2, 1936 . 

• 

~r. W. H. Moran, 
Chief, Secret Service, 
/iashing ton, D. C. 

Dea r Chief: 

Replying to toe memorandum addressed to you by 
i.lr. Nm . !i. JJcReynolds, Acilllinistrttive l•ssistant to the 
Secretary of the Treasury, under date of December 17, 
1935, I wi ll undertake to return tne profits I have made 
r esulting from my connection with the Famous Brands Corpora­
tion to tnat company for the benefit or either the Cleveland 
Community Chest or the American Red Cross . 

• 

Respectful ly, 

/w/ :1m. G. Harpey 

Operative in Charge, 
Cleveland District • 
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so 

September 11, 1935. 

f ne matter of t..ut~ t.u.:t l uu tu bt: taken -;,·ith respect 
to Secret Service Operative in Charge \'l i lliam G. Harper, 
Collector of Internal Revenue C. E. Moore, Assistant Col­
lector of Custo~s C. w. Pollock a nd Secret Service Operative 
in ~harge Bert C. Brown, has been unoer consi der ation i n the 
light of the charges oade against t hem t oat they received 
sW!s in excess of t\9, ,:>.:>0 eacu in connection with the OJ1era­
tion of toe sales agency ~nown as Famous Brands , Inc . {later 
~amous Brands Ohio, Inc.) . 

The evidence on ~nich these charges is based hts been 
carefully revieNed ana it ts my decisi on that : 

1 . Collector Moore shoula be advised t ha t he Nill be 
re4uired t o sever uis connection wi th t he Federal Service 
unless ne a nd all members of his immediate family i mmediately 
.,: ive up 611 association 1vith the companies concerned, includ­
ing tneir financtal interests in such compan ies , and unless 
he fortml i th makes s~t tisfactory arrangements to pay into the 
F'eder a l Treasury the full amount of all sums r eceived by him 
or uny member of his immediate f amily from sucn comp~< nies . 

2 . Secret Service Operative Harper should be advis ed 
to the same effect as Collector Moore . 

J , Assistant Collector of Customs Pollock should 
also be advised to tne same effect as Collector Moore unless 
hS a result of t he bearing in his case in connection with 
unrelated charges against nim more dr astic action is indicated . 

4. Secret Service Opera~ive Brown should be separated 
from the ser vice .vit b prejudice . 

When the foregoing officers have made their election 
as t o what action t hey propose to take , e s t atement of the 
a ction finally taken should be prepared for · r elease . 

Secretary 
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donor~ble J H ~oyle 
Commissioner of Customs 
Tre!isury Department 
,Vashlngton !J C 

Sir: 

TREASURY OEPART~T 

United States Customs Service 

Clevelana , Ohio 

December 26 19J5 

The recei~t is acknovled&ed of your letter of the 
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:ast instant tnforalng me t hn t the Secretary of tne Treasury 
!u.s !iyproved :.n arrange:nent CL<..e by J.lr C E :.loore, Collector 
ol' Int.,rnal Htvenue in tnls city, to turn over t o his dis­
til l ing company ~ 11 profits he has reelized from his interest 
in the Famous Brands Ohio, Inc, and its ~redecessor syndicate, 
and the agreement of the corpora tion to donate the funds so 
turned in as tlli!Y are received ~o !lither the Community Chest 
or the American ned Cross . You have given me the alternative 
of entering into a simil ar arrangement or sever Jl1Y connection 
with the service . 

I h&ve vlolaled no law nor Treasury r egulation in own­
ing stock in tne Famous Brands Ohio, Inc, nor have I injured 
or jeopardized tne government in tne least, but r&ther than 
sever rey connection ,,itll tile Customs Service I agree to con­
tribute to charity, as I am able, the profits I have received 
under tne same arrangement made by Collector Moore . 

Respectfully 

/s/ C. N. Pollock 

C fl POLLOCK 
Assi stant Collector of Customs 
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AMERICAN DISTILLING COWPANY 
1110 Uarshall auilding 

Cleveland, Ohio 
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. .!vUS BR/dlDS OHIO 1 Inc . 
uiStrlbutor 

December 20, 1935 

lion. Henry S . Morgenthau, Jr. 
Secret ary of the Tre&sury 
l r easury Department 
.'lnshing t on, D. c . 

Dear Sir: 

This is t o confirm the sta tement which I unders t and 
Sen& t or Bulkley made t o you in the metter of C. E. Moore, 
Collector of Internal Revenue f or tnis District, to the 
ef fect that I had suggested tha t any sums of money repaid 
to Famous Brands Ohio, Inc. by Mr . Moore in accordance wi th 
his understanding with Senator Bulkley would be for thwith 
pai a by Famous Brands Ohio, Inc . to the Cleveland Community 
F'und, r epresenting many Cleve land charities . 

I have been f amilia r with this matter and have seen 
no impropriety in Mr . Moore ' s receiving t he payments made . 
Natural l y in this situation neither Famous Brands Ohio, Inc. 
nor its stockholders a re entitled tor etain the money which 
Ur . ~oore may repay, and consequently the suggestion made 
t o Senator Bulkley will be carried out as above outlined . 

Very truly yours, 

FA~OUS BRA:IDS OHIO, INC. 

By /s/ Gardner Abbott 

President 
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C 0 P X January 4, 1936 

Famous Brands Ohio, Inc. 

Cleveland, Ohio . 
Att . Mr. Gordner Abbott , President 

Dear Sir : 

ilitll further r eference t o the subJect matter of 

your letter to Secretary IAorgentbnu dated December 20th 

and his reply to you of January 2nd , 1936, Wr . C. N. Pollock 

ti nd Mr . ~m . G. Harper, who were associated with Collector 

Yoore in this matter, have now indicated their desire to 

mske an arrangement similar to tnat which was made between 

your Compaey and Collector Moore wi til the assistance of 

Senator Bulkley . 

Will you be good enough to inform me whether your 

Company will be will ing to accept installment payments from 

dessrs. Pollock and Harper, turning such payments over to 

the Cleveland Co111:11uni ty Fund in the same manner as you have 

undertaKen to do 1n the Moore case? 

McR: gmc 

Very truly yours, 

/s/ '.'lm . B. llcReynolds 

Wm. H. McReynol ds 
Administrative Assistant 

to the Secretary 
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AMERICAN DISTILLING COWPANY 
1110 Karsha!l Building 

Cleveland, Ohi o 
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;, \!O US BRANDS OHI O, Inc . 
0111tributor 

The Secretary of t he Treasury 
o'la sn 1116ton, D. C. 

J anuary 9 , 1936 

ATTE:<TIO!l - Wm. H. McReynolds , 
Administrative Assis t ant 

Dear Sir: 

I have your letter of J anuary 4th, s lso l etter r rom 
ar . ~orgenthau, Jr . under da te or January 2nd, both or which 
1•er e addressed to Famous Br l>nds Ohio, I nc., Cleveland, Ohio . 
There Nas delay in delivery , both letters reaching me January 
7th . The correct address or t his company i s 1110 Marshall 
Building , Cleveland, Ohio . 

l'li th reference to t he matter of C. w. Pollock and 
William G. dar per , r eferred to in your letter of J anuary 4th, 
please be advised that I will treat any payments made by e 1 ther 
of' these two gentlemen to Famous Br ands, I nc . in the sa1ne man­
ner as any payment s made by Ur . C. E. Moore, that i s , tne same 
•hen r eceived will be pai d over to t he Cleveland Community 
fund , representing many Clevel and charities. These payments 
to the c harities wil l be made f or t he same r easons as stated 
in my letter to the Secretary or the Treasury . 

Fr om time to time as such payments a r e received and 
paid over by me I will advise t he Treasury Department. 

(copy to ~oren & Gibbons l/13/36) 

Very truly yours, 

/s/ Gardner Abbot t 

President 
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September 24tn, l9J6 . 

Famous Br~nds Ohio, Inc ., 

Cleveland , Ohio . 

Attention: Wr . Gardner Abbott 

Gent lemen: 
On Ja nuary 9th, 1936, you a dvised the Secretary 

that installment payments would be accepted by your 
Company from Yessrs. Wm. G. darper, C. E. Moore, and 
C • • v. Pollock of sums received by them from their inter­
est in the Famous Br ands Ohio, Inc. These payments were 
in t urn to be given to Clevelcnd charities . 

To d a te, we have no record of 
h~ving been rnade by these gentlemen. 
advise us in this regard? 

any such payments 
Will you please 

By direction of the Secretary: 

(Addressed to 
lolr. Abbott 
Amer . uistilling 
Co . address) 

Very truly yours, 

/s/ 'Nm . H. l.lcReynolds 

Wm. B. Ycrteynolds 
Administrative Assistant 

to the Secretary 
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OEPARJ"'IIIENT OF STATE 

WASHINGTON 

In reply reter to 
:n 694.00/688 

CQNliDENTIAL 

February 3, 1937 

The Secretary ot State presents his compliments to 

the Honorable the Secretary of the Treasury and encloses, 

tor t he confidential information ot t he Secretary ot the 

Treasury, a copy ot telegram No . 36 ot February 2 , 7 p .m. , 

trom the American Ambassador at Tokyo, in regard to the 

f ormation ot a new Cabinet in Japan. 

Enclosure: 
l"ram Embassy Tokyo 
No. 36, }Pebruary 2, 
7 p .m. 

RECE IV ED 

FED ·~ t9'37 
li[AI\IIY ~(·1 
.... ,,Ito .. '., •• ----·-
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Drpur tmrnt of ftau 

E'ICLO!WRE 
T() 

L<ner draletd 

Treasury • 

.. .. ... .. , ... ··- ·--
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Secretor-,: of State 

·laslliu.;ton 

Tolcyc 

Dated February 2, 1937 

Rec 'd 10:55 a.m. 

36, February 2, 7 p .m. 

1mbassy 's 34, January 30, 5 p .m. 

57 

One . Hayashi Cabinet install ed this morning. Members 

are as f ollows : Premi er (concurrently Forei gn Ministe r 

and Education Minister) General Senjuro Hayashi; 'Var, 

General Kotaro Nakamura ; Navy, Admiral Mi tsa Yona1; 

Home .. "fairs, Kakichi Kawarada ; Fi nance and concurrent ly 

Oversea s Affairs, Toyotaro Yuki; Justice, Suyehiko Shiono; 

Agri culture and Forestry and concurrently Coml!luni cat1ona , 

Tatsunosuke Yamasaki; Commerce and Indus try and concur­

rentl y Railways , Admiral Takuo Godo . 

Two . According to the lates t information 

ava ilabl e to the Embassy, Hayashi has not yet approached 

any one to become Minister for Fore ign Affairs . Ambassador 

Sato at Paris and Ambassador Saito at Washington have 

both been prominently ment ioned but Foreign Office 

officials have informed the Embassy that no telegram t e 

Saito has passed through the . oreign Office . It is 

generally assumed that acme of the other portfolios baing 

held 
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U -2~ ,;'36, Feb . 2, 7 p .m. from Tokyo 

hel o concurrent ly will be ,.1JulluL.,u ut· amalgiiuHsted wi th 

ot hers in the process of administrative r eform . 

Three. Inform Treasury . The react i on to the new 

Cab1net 1n J apan is generally favorable . It was e~pected 

that the Hayooh1 Cabinet wo ul d show decided Fascist trends 

but the appointment of minis t ers of known moderate t enden­

cies has gr ea tly relieved publ i c appre hension. In 

particular the appointment of Yuki aa Finance Ministe r 

has served to qui e t the fear s of• economic circles. He is 

a practical banker or many yearo e~per1ence and the general 

opini on io that he will not follow the 111rrespons ible 11 

finance o~ Bobs. It is believed that he will not permit 

governme~t~l e~enditures to out run economic advance and 

cause d84gerous inflation but it is thought that it will 

be neces sary for him to e~ercise some measure of control 

over indust ry ond finance in order to accomplish this end . 

Four . Anolysis wil l follow lotor . 

Repeated to l'onk ing . 

0 .1VI ] JJ :l 

"')' GRBW • r -~ .• • I 
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P.lR'fUL PAJUPHRJ.SI or TILIGJWI REOIIVID 

Aaerican ~baeey, Par te, France. 

February 3, 193?, 8 P·•· 

153 roR 'fRilSURT. 

59 

Preecre on the tr&DD inoreaeed today and we are t old 

by 011r market oontaot that t he exohangeAmd paid out con­

siderable sterling. The pound opened at 105.09 and is 

now quoted at 105.13. The dollar ie firm at 21 .45 l/4. 

'fbe florin alec showed etreQith. 

Forward ratea again aO?ed up one month ster ling being 

quoted a t 1.35 and three monthe 3 francs. The dollar ie 

quoted at 2? oentiaes for one month and 85 centimes for 

three • ontha. 

Of t he aeouritT market there wa• a slight i~~proument 

in rente e. HoweYer, other J'renob aecur 1 ties were dowu. 

On the other hand 1ntsr nat1onale were strong and aotiYe. 

The f ollowing ia strict ly c onfidential: 

Reliable information hal oo• e t o us that tbe preaeure 

on the franc yeaterdaT - and wbioh is continued today -

is largely due t o a r esumption of oapital fii&ht troa this 

country. 

In thia connection, the uneatilfaotory d tuation wb.ioh 

exJ.ete ie indicated by eure intor•tion whioh we haTe that 

the ~eetion of exchange oODtro l ha e been under ocml14er­

at1oa recently and that d1 aouaa1oa of it 11 etill beinc 

oarriM on. We Wlderatan4 that the Go•ernor of the Balik 

et ,.a.o• 11 faYor&ble to -b. utica. Bow..,er, we baTe 
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beaD 11lfarae4 'hd Blaa 1a Tery Ullhappy abou' '-~~·• poee1-

b111iy of reaorUne; 'o euoh ~ ·~!lo•U%e at>4 t hat recoma~ 

'1one ot eaae ot hie a~11ere in thie reepeot are beiac 
oppo•ed by Blwa. 

BOLLI'r!, 
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SEcrEtary of Stat£ 

i'Taab i !JGton 

GRAY 

PA.'trS 

DatEd FEbruary 31 . l937 

RECEiVEd 5:16 p .m. 

'· 

153, FEbruary 3 , 6 p . m. (SI«:TIO!J TWO) 

ThE financi al !II'Ess of today publishEs an of ficial 

COJliLlUniquE by t h E liinis t er of l~inanc E 11dEnying rut~ors 

ci rculated on tnE Bourse that thE GovErnmEnt EnVisages 

thE putti ng into opErati on of diffErEnt mEasurEs nota­

bly t h E ;.na t i tution of a systEm of EXclo.ange control" . 
11

AGEIICE ECONOIHQUE 11 obaErvta thot Wh ilE it i a truE 

that diffErEn t s t oriEs wEr£ in Circulation it fails to 

sEE any ju:.tit"icati on for t1alc1n3 thEm t:r..E subjEct of 

an official announcEtlEnt and t ~ t thE llinistcr is 

sutfEri ns oor£ or lEoo from nErves . This paper 

recalls tha t Auriol han oEveral t wEo solEI!Ully dEclarEd 

that hE intEnds to mainta~ n i n Franc E t hE libEral prin­

ciplEs ap,liEd OUCOEO:Jfully by Gr eat Br i tai n and thE 

UnitEd StatEo . ThE 11AGE!!CE ECONOIJIQUE" aaka 11what oould 

pooa~bly bap?En to 121£ t:.:-i piU'ti t£ arrnngEnEnt if : 

France p Erlllita itsElf to b! lEd t o adopt reg'.tlo. ~iona 
ouch aa hovE bEEn oct up by cl1c t atJor1al rEgimEs • " 

It r£oormn£nd3 thE GovernmEnt to let thE narkEt follow 

ita 
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liED - 2 - ,~153 , PEbr uar:· ;:; , G p ,m, frott Pari o 

ito CO\Jl'OE o.nc; not to fort1 an opim.on bo.cEd on th~~: 

tEndEnc~ EO or onE or tuo na:o.•!:tt oEo:n.ono. 

It io n '!'!>IU'Er. t t:: at cot:tmr:nt nl•ich hao appEarEd 

in tilE J,ondon fino.ncial pap£ro on tllE FrEnch f1nancio.l 

a~. toot ion ho.o not tEndEd to rEo.oourE opinion hErr: . 

Parti.culo.r no tic£ hc.o bEEn tn!:En of tl~E o to.tEmEn t Ylhich 

h:lO O.P'!'EO.rtd in th£ FillA!"CTAT, '\'IllES tho t "onE or t11o 

62 

of t!l.E ·u•i nc•pal 3ritioll banko rEjEctEd tr.E offEr to 

pc.:o.•tici;atE in thE PrEach cr£d~.t on thE groundo t~1Qt 

thEy d'>u':>tEd 11:1tthEr tl:!E a ..1ount involvEd \10Uld bring 

thE rEq" \irEd o.nElioro.tion or \"lbEtllEl' thE o.uthor i tiE o in 

FrancE nErE in o. !JODi tion to tala: otEpo to ir.tprovr: thE 

financial otiuc.tion" , 

It 1o !)OintEd out ~-n t'uo rEopEct tl!at it io 

obViouo tho.t l.f t '•£ o.;;ount of thE prEoEnt crEdi t rnuot bE 

rEtriEvEd in otErlin g by th£ ~~:nd of t~1 E yEar in ordEr to 

o.void rE\)ClymEnt in gol d , thE flow of ca;:>ital fundo r.tUot 

bE altErEd , It i a o.loo pointEd out that o.o thE FrEnch 

coonErc, al bo.lancE io not capablE of brin~ing in forEign 

currEnciED tlU:rE =t b£ o. au.:'ficiEnt rE;')lltriation of 

FrEnch l:'undo to do thio , 

ThE LONDO!' FliiAl'CIAL l'E\"IS today onnouncr:o tbot 

Br 5. t ioh cuotomo rEtur no for thE four dayo Ending !"Ebr~~Y 

1 ohon a f ur thEr icport of poundo 1 , 997, 995 of zold 

frora 
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l.IED - 3 - (/153, F'Ebrunry 3, G !).m. fror.t Pa.rio 

l:l:ly rE!)rEOEnt pC'.rt of t:'.!£ GEC~ity for tbE Bri ti:Jh 

cr£di t concludr:d on Ja11uc.ry 29 . 

It io aloo otat£d in tilE r.on•lon .f~. nnncio.J. J:ll'Eco 

tl'>.r.t aottE or thE 'lnrti cipanta in thE Bi•:!.tiah crtdH 

hnv£ a :l!)nrr:ntly cEdEd ot~rpluo rr:q·.~irEnEnto t o Frtnch 

·:anlta and thc:t t l:io pe rtly accountEd 1'ot; ::ubotanti al 

D::lounto o.f :JtcrU.n:; 'lltrcho::Ed yr:atErday • (END OF i:BSSAGE) 

BULLITT 
!IPL:E1ID 

OJII l:)lll 

r~JIIlRA110 •:wu!~~T 
• • ..... , .. ~MQ 

,. ~.-w .. ..._...~ 
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. U,.IIAU Of' P'INANC K 

Hon. Roswell Mag1111 Undersecretary ot tne Treasun- , 
Washington, D. c. 
Dear !!.r. ll:ag111: 

OES:kw 

February 3 , 1937. 

There is enclosed a copy ot the dratt or letter 

prepared by the Chairman ot the Interstate Commerce 

Commission tor transmittal to tho President . This ia 

tho communication to which Mr. Boles and I referred 

during our conversation with you yesterday. 

Very r espeettully, 

lL.: ...... u~ 
Dlreetor. 

Attach. 
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January 2& , 1937 . 

Honorable Henry Worgenthau, .Tr. , 
T~e s:e:e t!ry or the Tre4sur?~ 
7ashington, D. c. 

MY dear Ur . Secret ary: 

c 
0 

p 
y 

When t he chairman or the Commission talked with you recently 

in regard to certain comments which appeared in our r ecent Annual 

Report wi th r espect to the u,nd ia tributed earnings t ax, imposed by 

t he Revenue Ac t o r 193& , be agreed that a representati ve o r the 

Commission would cooter wi th you in regard to this matter a t an 

early da te. Subsequently , the Commieaton decid ed that I should be 

ita representative t or this purpose , presumably because I am cha ir­

mao or its Legislative Committee . 

You were good enough to send to our chairman a copy or the 

letter which you wrote to the President upon this subJect on Jan­

uary 12 , 1937 , and we have studied i t carefully. We were alao 

torormed that at a preaa coorer ence the Presi dent i ndicated that 

he was expecting rrom ua a reply t o that letter. Before commun­

tcetiog with you in r egard to the proposed conrerence , therefore, 

I thought it wel l t o prepare a draft or euch a reply as , on the 

1nrormatioo now available, it se~ t o me shoul d be made. I am 

aeodiog you a copy o r that dra rt herewith. It, attar reading it, 

you reel t hat a conrerence would be desirable, I am at your aer-

viae at any it .. this week that may be convenient to you, 1r you 

will advise me. However , wi th your permiaaioo, I should like \o 

.. 
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bring Commissioner Kahaffie with me, because or hia great 

experience with the .. financial matters. If you teal that 

e conference ia unneceaeary, pleaae notify me aooordingly, 

and we shall then aend our reply to the President. 

Respectfully yours, 

Enol. 

Z-8 
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<con Lll'f l 

Hoaoraalo Pr&Dkl1D D. Roo .. Yo1,, 
Pr.d48u~ ct the tt:1ted States, 
~· Yh1to Houoo. 

near 11r. Pru14oat : 

67 

!Ia& Soor.,ary of ~· Tnuury hae boon ~ oaOQI)I 

' o •nd ae a oo~:r of tho 1oUer which ho ft'OW •o you oa 

Zannary 1ll, 19:5'7, 1D regard t o cona1D co.snh wh1cll ap­

peared 1D Oil%' ncoat .t.allll.al Rqon wUh N8J)oct to tho 

111141etr1b'llk4 oal'llill&o tu, s.po .. a by ~· Ron•• J.o' 

of 19:56. lfo hoYo ginn ' hie 1oUor oarof'al ooaaldoraUoa, 

all4 U appoaro that ~· SOcrohry 1e 1abor1q 'lllldor oona1a 

111oull4orotaD4111&• or Wl'ODg 1.Jillruo1oaa 1a roprf. t o thh 

Mttor, ao I ehal1 now oadoaYor 'o m&D o1oar. 

'ftle 1etkr 1a41oatoo 'hat tho Soor.tary 11 'lllldor 

'ho tlprooo1oa that wo haYO rooo ... adod ~1t&l aa4 far­

roaohlq ohongoo 1D t ho ua41atr1buk4 oaruillca •u, 111-

poeod 'by tho a.naue J.ot of 19:56, u U atfooto ralll'oad 

co!'JIOI'•tioaa ooll111& wUhla tho Jur1e4leU• of tho c-.s.o­

o1aa•, alllll &Lao that thh roo-a4AUoa no -,ropand ad 

~ub1leho4 without 'he oour tooy ot oonoultat1oa wlth tho 

Troaaury Depan.aat•. ~· foote oro, wo bo11oYo, ~u1to 

othorwl ... 

Wo Ud DOt, ao wo ooo h, no-114 '"YUal aD4 tar• 

roaohlq dallp8 111 tho 'llll&1atr1b__. oan' ... tax•. J.1l 

tllat wo 4.14 •• .. rao_.,, .... a that .. ai.MeU• ot •'-• 

ra1lroa .. ..aor tM .. .,... J.ot ot 1tM M llwoa nartllor 
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coas1derot1oa wi th a Yiaw t o oaoourociag railrooda 

with walt t1aaao1al atruot11na ODd t hoeo Jut oaorg1 .. 

t o \ho ortoat aathorisod ODd ap)lroftd by tho c~uioa, · 

"to buill \Ill •d 1Jipron \ha ir propeny, retire their 

tundod dobt, and croato corporate eurpluoea 1a aaouata 

autt1c1oat to aoot e•rsency ~~eodo, aupport tho1r benow­

iDg power, and afford 1uuraaoo ap1aat obaoleeoaoo" . 

68 

Tho RaYonue ~ct ot 19~8 , Seot1on l4(d ) , apeo1tioally 

•xeiiPt• tr<a t he nrtu oorw.tn corporat1oaa, 1Dclu41q 

bODita, 1Dauruce oompan1eo, Joint atoct land ..ate orpa­

isod UDder \ho !'adoral hrll Loan Mt, and corporaUou 

which t or anr portion of \he taxa•l• roar are 1nao1Yant 

ODd in roooi nreb1:p. '!'he OGrJIOraUoaa OD~~:Ptod oro \hooe 

baTiq a-.1-public t1mct1ona or thoao 1D ditfieul.ty. Tho 

rallroada oro :public aorTioo corporoUou, and thoao whi ch 

tho C~aaioa auggoeta oo &ifta roliot traa tho tDll 

operation of the aurtax oro t hoao obroaioallf ia diatroaa 

kcauae ot \heir poor f1Aaao1al atruoturoa or t hoae Juat 

-rstq troa )ODitrlqltcy or reooinreb1:p proOM4iqa. 

Tho aartu 1a ~oaod on t he DD41atr1bu,o4 aot ta­

•-· UDder \he :proTiaicaa of 8eot10D 14(a) of tho Bnau 

~ot, 1a onhia& at \he DD41atrinto4 aet tao-, eorto1a 

dad'IIOU_., 1aeh4b& the no&U :prori ... 1a .. oUon ll(o), 

are allowod. 'ftlo o:re4U :proyido& 1a aoeU• ll(e) 1a tor . . . 
~· pdd CN.t or roaol'ft4 for roUriDc ha4o4 .. ._, or 
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withheld troa etockboldere UDder written contraote ot 

a certain kiad •~•outed prior to Mer l, l9Z6, We th1Dk 

condderaUon &ould be c1na to the dea1.rab1lUr ot ex­

tend1ag Ulh prowleloa to -UDte paid out uder e1111lar 

contrecte •~•outed after ~prll 30, l9Z6, UDder requ1re­

.. nta U.oao4 bf the c-iee1oa. 

Further precedent tor Wbat we eugseate4 1• toUDd 

1D the prortalOGa of seot1ou U(a) (l)(C) aad (D) of tho 

Bowenue ~ot, UDder which there aar be .. duoted troa net 

1Dcoae, ln arrlrtag et the undlatributed net lao-, in_ 

eaee of a holliag c~anr att1l1ate, the aaouat allowed 

69 

aa a credit uader Seot1on 16(4), and ln oaae of a ••t1oaal 

Kortgap baoc1at1on created UD4ar '1'1 tlo nt of the 

BaUonal B~ag .lot, the a.UDt allowed aa a ere41t 

UDder SOet1on U( e). The credit allowed 1D eaae of a 

holding ca.peJ17 affiliate h the ._UDt ot the earalaga 

or prot1ta which the Board of Oowernore of the hdoral 

Reaerwe s rat .. eert1t1ea to the Ca..laa1oner (of Iatornal 

Rewen•l hu "bee dewoted '117 auoll att1l1ate turlac the 

taxable rear to the acq'a1a1t10D ot rea41ly •Heta'l.e 

aaeeta other than "be.Dk atoek 1a oo.&~l1aoe wUla aeeuon 

5144 ot \lao Rartaed StUutea. fta ora41t ..u-ea 1a eaae 

ot ••t1oaal .artcase ~eaoo1at1 .. • oreeted UDder '1'1tle III 

of the ••Uonal. JIOIUilag ~t 1a the -uat ot aan1ace or 

prottta Whloh the r.aeral Jloaalal .llala1atrator eert1t1ee 

to tho c-laa1our Jlaa lleea .. .,.ted '117 nola ~aaooJaUona 
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during the tanble year t o the aoq1l1d tion or suoh 

reoorno aa tho Albi.Watrator •Y ret uire aader the 

pr OTia1ona ot Seot1oaa IIOS ot t hat Aot. 'l'h1a .... . to 

ue t o ~· a precedent tor tho a~ation t hat tho rail­

roads be eneouracad to ~ld QP t heir .arplua tor pur­

poaee eonelatont Yith the publio 1ntoreat, to the ex­

tent that - -Y authorlae. 

In the light of the a iiiOYe, Yo do not reel that 

70 

Yo •II8CO•te4 "'rltel end tar -reaohiag o~a 1a the aa­

d1at ributed earnlnp tu•. lfor 1a 1t oorroot that the 

aucgeatioa YOa aa4e -.1thout the courtesy ot eonaultation 

Y1th the Treasury Departaeat•. 'l'ho 4uty ot pre,.rlag tor 

the oo~alderation of t ho Ca..daaloa a ohapter for the 

"'-al Report on alllldq tuD4a u d o ther reaern taa4a 

wee delegated t o c. 1. Bol es, aaalotaat dlroetor or our 

Bureau of Planoo. ..tore adertaldag to p~ro the 

4rett, he apolr:e 1ntol'll&l.ly t o Kr. nD8. Spoelel J)oputy 

t o the Ca..daaloaaer of I aternal ReYenu, a~out tho ol>-

3eot1oaa ra1lr oe4a wre •kS.Jag to aett1ac up a111ldng 

tuDda Dooauae ot the etteote ot the ua41atr1bute4 .. ra1nga 

tax. Kr. DJlC eu_.ate4 that Boles apeak t o the head of 

the Lac1alat1Ye D1Y1a1oa of tile General Coaael 'a Ottleo, 

Bureau of Interael h•••· Boloa• ueouat ot aat th• 

traaap1ro4 1a u tollowa: 
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After the ~tt or the chapter on sinking 
tunda and other reaar•• tuDda waa ca.pleted , 
I suh-!tt.d it , under 1natruct1one tro. 
Ca..daaioner Meyer and the Director ot this 
Bureau, aa e•idencad by the ett.chad copy or 
the Direetor' 8 MIIOr&nd- or October 11, 19l56 , 
to the Lagialathe Dhidon ot the General 
Counsel' • Ott ice, a.nd 1t waa obecked by the 
aaaiatant bead ot that Di.taion and by other 
employee 'llbo were called in to take part in 
our diacuaaion. It wae cenerally agreed by 
those with whoa I conferred that there abould 
be no objection t o making such cbangea in the 
Re•enue Act as were augseated, aa the pro­
.ta1ona necessary to rel1e•e weak carriere 
and those eaerg1ng troa recei•erab1p and 
bankruptcy would be aiailar t o tboaa pro­
•1a1ona to which I ba•e called specific at­
tention abo••· Neither they nor I considered 
t hat the chance• nscesaary to produce the de­
aired reault would be ineonaiatant with the 
major object!••• ot the undistributed earn1nga 
tax or the principle• upon which the Praaidant•a 
.. aaage t o Congreaa udar date ot llarcb lS, 19:56, 
were baaed. 

At their suggestion I inserted in t he draft 
af'ter the wor4 •snc011racsd• (pap U , line ts , 
ot the C~aaion • a -'-Ual Report) the words 
•to uae t heir earnings, to the extent authorised 
or apprond by ua•. Aa originally drawn, the 
chapter conolu6a4: •It ia reca..eadad that 
such chanpa be Mde in the Jlennu ACt aa will 
H oonduo1•• t o that end". 'RapraaantaUna ot 
the Bureau or Internal Ra•an'lll8 ~~Q&Patad no 
change• in this languap. The c-s. .. ion, ho.­
••er, aubatitutad t or thia oonoluaion the one 
uaad in the J.DJIIlal Rapca- t, -ly, .,. au«eaat 
that the Utuat1011. ot the ateq railroads ader 
the Be•anue Act ot 19:56 abould ha•e the turtbar 
conaidaration ot Congraaa•. 

-
Thera wae certainly no intent to •kB aay racoa­
Mndation contrary to the principlaa Upoll which 
the Praeidant • • •••sa to Congrasa UD4ar data 
ot lfarch lS, 1936 , was kMd, or to Mb raoca­
MD4at1ona tor uy •ital or tar-raaolltac ehangaa 
in the undistributed earnings t.x, or tor any 
ohangaa eontrary to the •jor objeot1fte ot the 
undistributed earnings tax. wa ware ua4ar the 
t.prassion that we were taking the proper atapa 
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to eM that ov re-•«aUoae wo1&14 'be 
111 liM with tho -Jor rl-• or ~· .6.4-
:!l!!s t ftt!el! - ~Uft, 

Wo wo.J.«, ot COill'N, hen Noa Cla4 t o ooaalllt 

the SMrotary ot the !reaeary 1a repri t o tllo •t'-r 

aleo, but tho .... tor eaoll eo~ .. t 1oa -• at no 

ttae eugseeto4 '117 tho Log1el at1Yo D1rle1oll ot \bo 

Gelleral Co~aeol • • ott1eo, Bureau or IaiU'II&l. R.-ao. 

Ill all ot tho elr-iuooe U 414 not ooov io ue 

i bat we oapi t o botllor tho seoreiarJ w1 th -= a 

oo .. ultat1oa, 

'ftlo eiaieaOilie 1n t he i h1r4 paragraph ot tllo 

SeeretarJ'• lotior to JOU eu.aar1ao 1ll eubei&llee 

Wbat we ea14 ae t o t he otroet ot the prOY1a1oaa ot 

tllo Bowea• .&.ot oa raUroau re,u1re4 t o eot w,p e1u-
1ag f'llll4e u4 ot her reNno tllll4a, n~ tllla oaepUoa: 

OUr repor t abowa that t ho auriaz woul4 ap)lJ afyorNlJ 

not olllJ to weoll: roau re-..dao4 .OM41 ... t to .&»r11 

SO, 1931, 'llat to ail nail: ra1lroa4a re41u1re4 to .. t up 

elllklac tlla .. or otllor reNrn t'lulb ..... .-t to 

.&.prU so, liSI, tor ~o ~· ot reUriac a .-n ot 

their tu4e4 4ollt or blproYiac t.M1r JNpertJ. 

llotiaalac at tiM 'llottca ot ,... a or u.. 8eeretary• • 

loiter, 1M Nta torth - •illgportat oo..ttoraUou•, 

ll.-oret (1) to (,), 11111oll lao •r• ov ~rt •too• 111 
••U••· fto nl'ft or ,.._ .. 
oa no , •• u-. taaat- 41oo•-•· fte • ..,uoa retorft4 

Regraded Uclassified



_.,_ 

to h prort4e4 1Jl •ottoa 14.(4) ot the Re't'ea .. J.ot, 

All4 baa 'ben •atiCDed •IMI•e. n appl1ea o11l.y to 

corporatiODe which tor aay portioa ot the tazable 

year wre 1D 'baa~tay 1111der the lawe ot the trll1h4 

Statee, or were 1Deol•eat aad ia reeehereh1p. J.e 

73 

we UDderataad thie exe.ptiCD, it appl iea olllr to a 

eorporaUoa 11b1le U 1a 1D baakruptey, or 1e iaaolwnt 

Alld ia reoe1•erahip, and tor n.oh portiOD ot the taxallle 

year aa 1e UDeJ»iret whoa ~toy or reoei•erahip 
. 

prooee41Dsa ter.iaate. It doea no t apply to aaeh a 

corporation after reortanisaUOD, except duriag the 

ramain1q portion ot the tazallle year 1D wh1oh 1t wu 

1.n balllr::rllPt~ . or 1aaol•eat aad 1Jl reoeherahip. lxoept 

t or tbe •ery liaUed p eriod atated, the Oor)Oratioa upoa 

ter.iaation ot 'bankruptcy or reee1•erehip ia no lo11140r 

entitled to exurpUCD . We are not iatereatel 1D dllld.ll6 

tlmde aad reeern hilda tor oorporaUODa 1a 'bankruptcy 

or reoe1•erahip. OUr 1atereat ia ia the sra4a&l t.pr o•e­

•nt ot the n .. noial atruotarea ot noh oorporetioae 

attar they -rp traa 811011 pr.....a1aca, •• ia tbe 

gradual 1mpro•-•t ot the ti.Madal atruonn• weak 

rail.rM4a that M't'e -...ly awlte4 tllea, ia -Y 1aat ... ea 

oaly with the ait ot tile leooaatraatiea F1 .. aae Cer,poratiOD. 

'11tb retereaM to tM MOOII4 eoMltereUoa, *hh 

no ••"'&17 •• , .. OU' repCIII"t *'-• aot -uoa, ... llcW 
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been unable t o tind &Df »ro•iaion in the Be•ena. Ao t 

aDIIPt1118 reMnea tor illpro..-..ct ot pro:pertr or re­

tireMDt ot 4ellt, o\iaer \lallA ... oli 1'6Mi'T6e u ure 

require4 to be Mt 'QP 1Dl4ar oODtreate en\ere4 1Dto 

prior to Maf 1 , 1936. !be attention ot Mr. Bolaa 

waa not oalla4 t o BDT such pro.iaiona during hie 

conference Yl t h repreaentatl•ee ot the Bureau ot 

Internal Rn·e11ue . Section 11:5 ot the Act 4oea allow 

deduotlona tor obaoleeaeace and depraolation, 8114 tor 

that reason the reference to •insurance against ob­

soleeeence• on ~ 19 or our report should ha•o boon 

oait'-d, or liaitod t o obeolaeoenco tor which no pro­

.teion hae been .. 4e in t he paet, ae contraete4 with 

currently aoerQ!ns obaoleeoenoe . With t his »oaelble 

exoepUon, auoh allowanooe are 1D no way :peniaent t o 

the .. uera whleh we dlscutae4. ftey ae~ • relf t o 

••••l e the oarri•r• to aet aaide pan or thei r cro•• 
1noC811 t o reneot the coat ot property that 1a cur­

rently lleing worn out or otherwiae loa1118 ita n l ue, 

and reallf are part ot the o:peratias e:r;peDHa tbat 

-•t be oona14are4 ill arrhias at aet iDe- tor tu: 

purpoaea. fta »roblea Yhloh n -re ooa;ia.rtac waa 

not oo -oh the pro}l8r -inteaanoe ot property ot the 

earrlera, wt rather the 1apro•-nt ot their tiaanoial 

atruotw.N, Yhare ~. throacll retir-•t et a part 

ot their r..4e4 la4e•te4aeaa or •Y bull41ac ap propartf 
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out ot eUDiJI&O without tho 1aRe ot uy .. ourHbo, 

mother otooleo or boau. 

Y1th roteroDOe t o the thir4 eoao1deroUOD, 'lh1oh 

the Seorotary •atloao, thh io t o the ethot tlaat 

caniaro My roduoe tholr h.D4o4 ia4ellte~u t~ 

rl thhold111.8 their eam1D&o tor that purpoao ud payiq 

d1T14oDdo in preferred otoole to their ca..on otoole~ 

boldero, or by uo1Jlg their eam1ngo fer that purpooo 

and re1a uro1Jlg their tro&IN1'Y tbroQ811 the lone ot 

oecurl Ueo ottero4 to e-n otociOloldero tor nb• 

ooript1011 . 'l'ho Ohou:POalto & Ohio Ra1l'fty O~any 

reoorted to a protorre4 otook 4iT14on4 to oaoapo 

ourtax, authority to i .. uo tlO,IliS,SOO ot proterro4 

atoolt bart~~& iHIIIIl autboriae4 by t he o~ooloa, Dlrtolon 

~. oa Doo•b•r s, 19M, 1Jl J'iaanoo Doobt 11..-. S1ailar 

aoUoa wao authorized by DiY1olOD 15 iD the .... ot tho 

Gro~oun4 oorporaUoa. 

fto roqulr-to ot ~ oanil ro tor roUrlac 

h.D4e4 4obt o01ll4 ool40D be •t tbroae;ll tho 1o ... ot 

otoole \o be ool4 otoolthol4oro, -.ea- o\oekholtero 

ot noll ..,...mi .. are not llal,- to _. .. rl" tor a4-

41Uoaal otoak. fto •thod naeotet ot rl t11Ml41ac 

eUD1DP oll4 .. •lart.c proterrot otoalt un .. aao, u 

waa a- lly tho CJaooapoan & tJalo, - ot tile ot~ot 

oarriero 1a tho OD1to4 tutoo, -.-lt 1M a~ootlo•lll• 

1Jl .... ot walt earrloro, tor no reaoou. 

75 
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of the weak oarriero are oTerea~italised, and oub­

otitution of atook tor fwndad debt will not cure 

this defect. The only way to do i t ie to reduce 

tho total .. ount of aeouritiee outatand1ag, ~rat­

era,ly funded debt oeouri Uao , or build ~ the 

~ropert:r out of earning• without ioau1ng any aeouri­

tieo. Second, under well eota,liabed pr1nci~lea 

followed by us during the last 17 yaare, railroado 

are not peraittad to iaoae oeeuritiea, whether atooka 

or bonde, 1n exoeee of their total cap1tal1sabla aaaete. 

It WBak carriere, 'llhich ao a rDle han little if any 

aurpl-.e, and aany of which allow defic its 1n their 

aurplua aooounte, are pemittad t o oa~1tali• all 

their aapitalisable aaeeta through the 1-.ue of otook, 

no urgin will be lett upon which they uy baN an iaeue 

ot bonde 1n UllOa ot troUble, and at euoh U•a 1t would 

be t.poeeibla tor thea to 1eaue atook of any kind. 

7~ 

The fourth oona1darat1on whi•h the Secretary otataa 

our report doae not mention, n..-ly, the taot that 1nataad 

ot a flat rate ot 15f percent, the pra .. nt ~ aa.ito 

oo:rporationo to a cradual rata troa 8 :pareant b U5 per­

out, toea not ap:paar to han uy ·~~lSoaUon to th 

•ttero 'tlbieh w 41oeuoN4. !'he 4111eot1oa ua .. r 41a­

oua81• 1a our report •• \he qplloalt1lhy ot ._. U• 

11nr1llute4 .. mi ... tax, 'lllloh •Y 'lla aw14a4 tty .. n.s. 
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caniero required to eet ~q~ o1all:1q t'lmdo, and ean 

not be aYo1do4 by other canlero required to oot th• 

up. In paoaiq, it ahoul.d oo noted that tho Ui peroot 

rate .. nt1oaod •y tho S.oretary appl1oo to aet laoa.o 

1n oxcooo ot $40,000 per year. Tbe bonotito ot the 

graduated rate would bo a nry •all •twr in -•t 

oaooo ao OOJI.ParGd with the heaTy burden illpooed by the 

ounax, which otto would aoUDt to a.aut 11 perooat 

ot the und1otr1buted aet 1noa.e. Soo Section 18(') 

and Soot1on l6(b) ot the ReTenuo Aot. 

1f1th retoronoo t o the otat-nt 1n the tirot 

parasraph oa pap • ot tho soorotary•o letter, that 

1t io inaoourete to doocribo tho tax •• a penalty: 

YbateTer the oorreot 4eocr1ption, the tax would ia 

etteot thraow a burden on tinaD01ally 110all: ra1lroa4e 

required by uo to oet up o1nll:1ns t'lmdo out ot their 

earn1ng~wheroao th1o bur«on cou14 ... lly be aTo14ed 

by the otrQII6 carriere. !'here 1o ao reaoon 'llhy theoo 

corporat1ono ehould not r eoe1Te preferred troa~at 

under the law, aa 11011 ao oorporatloao 1a rMe1'Nrohlp 

and baall:rv;ptoy, 'llh1oh 4o reoeln protorrol troet .. nt 

wader tho law. n 1o .. rely a •Uor ot tocreo, Ia 

.... ot oorporat1aao 1a ~toy aa4 rooo1Tor.-1•• 

the 'klllholloro an 1Naot1Uo4 to tbo anent that oom­

llap ot the oorporot1oa are •t ••Joet to tho oartax, 

77 
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wheraae 1n oaH ot weak oarr1ere, 1t they nra exe~~pte4 

•• well ae boDdhol4ere 11Uuld be 08Detltu4. hnheraore , 

the OOI'J'OraUOII Uealt would Dot be toroed t o pay a tu 

that etronger oorporat1o1la .. Y lawfully eeoape. 

s-r1a11lg the •"er, we ara Dot persuaded, aner 

HT1ew1q the S.oretary•a letter, that we erred 1n the 

eucceet1o1l whioh we •4e 1n our hnal Report. •or do 

we teel that n oan Juetly be ooaT1oted ot leek ot 

oourteey to the 'l'reaRry Depar1aellt. n ra.a11le to 

ooDa14er 011e further pneral er1Uo1• that the li&ter 

ooDta11le. !'hat 1e t o the etteot tbet we Aoti4 han 

tal»D thia queetloD up with the ••t1oaal ~rgenoy 

Couno1l betore lnolud1J:IC the euggeet1oDe 11l our Report. 

seot1oD 11 ot Part I ot the IDteretate c...aroe 

.lot 41Hote the c-s. .. 101l t o •n at truealt a 

annal r-s~ort )0 C!!JP!••• whioh •ah&ll ooatalll euoh 

1ntoraet1o1l ad uta oolleote4 by the C.-iedoa •• 

•Y ba ooul4ere4 ot ftlv.e 1a the uterablaUoD ot 

queetioDe oODDeote4 with the recalatioa ot ea.acraa, 

topther with eaala raoo-D4at1ou u to a4Ut1oaal. 

laclelaUOD ralaUq therato ae the c-s.ea1011 •Y 

... -••ry•. fta law ooataiae ao UrMUoD that 

we ah&ll tau eaoh •"ere Q witll ~e ••U~ ... rpMy 

CoaoU 'batore •ki•c ~la a_.a, report. u a •ttar 
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ot oourt~!!l' ; we 119u14 lla•• 110 obJeoUon \o \aklq 

~- ~q~ with \ho COWloll, bu\ our UllUal ropor\ h 

qu1\e a bulkJ' ctoo-\ oct n 4oUbt ~· praoUoabU­

it)' ot noh proooaaro . • or 414 •• lr:now \hat 1t ... 

ctoolrect. 

FiMll)', n aro -blo to M11on \lla\ \ho 

R bll1 .. 1oll \ o COJICI'Ooa b)' ~· c-aolo• ot Ulo 

rlowo whloh \ho law 41roo\o 1t \ o R'-1\ oa11 bo 

pro~1l41o1al \ o \ho oauoo of soo4 u4 ottlolo11\ 

sonnmo11\. If \he do•• aro uno0Wl4, \tlo)' will 

not lone o\8.114 up uctor attack. It ~•1 are ooact, 

tho)' llhoul4 110 of HlaotH t o loJICI'ON• !he tr.o 

~rooo1oll of ho11aot op11110G b)' 111to~4 boct1oo 1o, 

1t - t o uo, olliMatl )' 4oo1ralllo. 

Roopoettull)' rouro, 

Regraded Uclassified



"' 
I 

TREASURY DEPARTMENT 

PUBl.IC HEAl. TH SERVICE 

·--110011111'*---
WASHINGTON 

\1, L ""*" IIU&.nt ~ ... -.. Februar,r s, 1957. 

REPORT rm THE SECRETJ.Jcr - nood work, u. s. Public 
Health Serrlce. 

Disease conditions throughout the flood area in general 
re121ain about noi'IIIAl. There is a widespread incidence of llinor 
iotluensa, a alight increase in cases of pneu.aonia but little else. 

Dr. Parran telephoned froa Cairo thie aorning • He bee 
visited a nuaber of ref'llgee eupa and 111178 thet there is necee­
earilJ' cOIIBiderable onrcrowdi.Dg. It will be perhaps t"o or 
three a~onths before all of tbese people can be returned to nor.al 
living conditiooe in their h0111es. Be anticipates there lillY be 
a widespread incidence of intluenoa. He gave detai1ed inetruotione 
as to aaeignment of personnel and the like. Ria address this 
afternoon will be u. S. ~ineers Boat, Paducah, Xentue~. He 
will report bia fUture locations b;r wire or telephone . 

Summarised detailed repcrte received from field offices 
this aorning are aa follower 

Cincionati, Ohio. Dr. Applewhite. lledie&l alld aursing needs ade­
quately aet. Supply of biologies uple. llany eaaee of mild eoldiJ 
e few eaue of eea.rlet fever, diphtheria and pneuaonia; no diseases 
of epideaie proportions. 

Louisville, ~. Dr. Olesen. Ueual linea of co.wdcation ~er 
state irregular and unreliabl e. 200 caees or intluenza and 20 
casea of pneuaonia reported Edd;rvilla Peniteatiar,r. Otherwise 
diseaae conditione in the atete are apperenU:r favorable . 

Aeblalld, ~. Dr. Bornibrook. People returning to their hoaes and 
star.a. .l f n eaeea or scarlet fever and one each of diphtharia 
and JBeniDg itie. Doaene of eases ot intlueoaa. 

80 

Indianapolis , D>d. Dr. RarTe;r. Dieeaea eonditi011e about a~l. 

CberlestOD, 11 . Va . Dr. lleClue. Disease conditions about n~. 

M&Terllle, ~. Dr. Fraser. Health situation eatiafaetory uoept 
at Vaneeburfl where there ie eoneidereble 1Dtluell8& and eoa~e pne-ta. 
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Sineto!l, lo. Dr. fa.llDec.. SOM .uc1 reepiratory int'ectiODa 
and a tn cuu ot ~u.cmia. llo other coo.unieabla dieeaeee 
reported. Sll&llpax and t1l)bo1d ' -mhatiODe praeti~~ eoe­
pleted. 

Cbarl .. tce, llo. Dr. Gordon. 2800 ret~~~••• han reeeiTed tJpboid 
iuooulatione. Bo e.-unicable d1eeaeee reported . 

:rorreet Cit.,-, Ark. Dr. C&rl.,.. lo mmaual diaeue 1Dcid111ee ill 
an:r section ot the Arkalleu fiood area. Sli&bt illcreaee ill PDeiiiiCCia• 

11!'D1MTL 
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3 lebruar,r, 1937 
4 p. •• 

Coaet Owud operatl one proceeding a100othl:r t~>rou&bout flood 

area, and SerYtee reaoureea belng found ample to eoet tbe demenda 

aa tbe;r arlee • 

.t.a tbe need !or boata l.D tile Ohio diaWabea, tbe:r are belnc 

'!'be water at bannille baa reeded !roa tbe etreeta; Paducab 

f!!!d Yle1n1t:r 1101t atteeted ma at preaent time; conditione at 

Cairo improving; conditione at Uomphia good - work belnc done on 

lneu tbere. At noon tod!ll there waa freu1ne weather 1D tbe 

lllu1ae1ppi Vll.l.lg which h oxpoeted to eoueo l ou drAi!lM! to tbe 

lllee1ee1pp1 River. 

The Coaet Guazd Rolle! Porco totala 25 maJor (aoagolnc) unite; 

ten plan.oe , apl>ro:rtmatel:r 4oo boata and l!OOO pereonnel, wl th a e-. 

prehoneln radio eetup thro~~&hou.t tbe entire flood so,.. 

General Wate r Le•el Oon41t lop. 

Cree\ Juet aboft Cairo - 59.61 elowl:r rhine; 11-hie ~. 71 , 

toreeaet 49.7' t o 50' b;r lebru&rT 9th; Vickebo.rc 116.11• , forocaat 

52' b;r l ebruar,r 19th; Helena 57. 61 • 
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TREASURY DEPARTMENT 

PUBLIC HEALTH SERVICE 

WASHINGTON 

Februar,r 4 , 19)7 

Report tor t he Secrete.ry on 

nood llork, U. S. Publlo Health Sel'Tiee. 

Surceoa Ge~~enl. ParraD telepboMd troa Cairo, tll., 
at 10:15 thie 110rlliq ud eaid tbet tloe levees were hol.diJII 
ud that the Anq uc;i.aeera were TU7 optlaietic tbat the 
creat bad been reached. 

Dr. Parr an Tiai ted Paducah yesterday. lloet ot the 
citT 1e tlooded and 80 perceat ot tbe popul.Atioa baa beea 
evacuated to Tarioue coacentratioa poillta ill the back co~mtr;y, 
evea as tar away aa Nashville. Fn ot tba refill••• are Wldar 
tente. lloat of thea are baiai eared tor 1a bu.lldhca a~a~~h ae 
acbool boue .. ud the like. Saaitarr ud bMl.tb collditio.,. 
UOlll the refllieoa are reported to ba coed· Ot the 8 weatarll 
Xeatuclc;r co~ati .. which are tlooded, 7 have tull-tiae bMl.tb 
ual.ts witb ..t.Quate euppl.aMntal help a t the preHDt tiae. 

Dr. Parran atetee that the tllilloilo aanitetion pn­
il'U ie well or ,anb ed1 botb for present -rc•llC:Y auperTieioa 
and for tba clean-up cwapaip. hll acr-t ht.a been r.aobad 
witb the State ud l'orka PNcrua AdllliAiatntioa forou. 

Dr . ParraD 1a leaTillc to4a;y br autoaohUe tor !'rau­
Tille , arriTilll tbia at~. Be eocpecta te p to LouieTille 
br overa1.c)at pl.ue tolli&ht ud will apea4 Febr....,. 5tll at Lout.­
Tille. .t.ecord1:q to hie present plau ba will ba 1a Cino1AAat1 
oa Sat urdq ud ret- to l'aahinitoa poeaibl.J SIP!q or lloDdq. 

Detalled reports rr.. oar Pablle lleeltb SarTi .. lledi­
Ml etti•er• ud aanitar)- eaeiMera tbrolllbout tba flood UN 
i.Ddi.oate tllat 110 aerioue coaditioae 1a recard to the preTal­
ot disease ex11te. Tile iaaWli.satioa procrau are be1ai well 
euried owt all4 all aeede tor b1oloi1oa and -'1Ml euppllu 
ba'nl bHa .. t. 
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!loere ~oat.i.auea to be a rat.ller ..U.apread pre...U..ce 
ot 1Atl"'"ua &D4 a -hat lli&bar th&a aoral 1aci~ of 
paeUIIOlli.a, 1108~ ~oatiaed to tlae qed &114 iatl.rll. Adeq .. to 
ae41e&l &lid auraill& •rrt.ee are eYerywbere aY&ilable. Tile 
eaaitary eqiaeera are contbn1a& to aaaiat 1a tile reetoratioa 
ot public water auppli ea ae rapidlT aa possible. 

fbere were 9 deatlle ia Lou18Yille oa February 24, 
iacludiac 1 troa pae-.olli.a . Oa !'ebruaq 3d tbere ware 7 deatbe 
rl til J fr• paeuaolli.a . Th!.a ia about tile IIOr.al. expeet.&JlGT. 

faJ.ecrapllic reports ot c:......aioable diaea5e iMideace 
ia M?81'81 of tb.e Stotoa b.aYe beea receim &114 tobulate4. 
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~. z- ....... u. 
A4alah\raUn A.eeh\aa\ to \llol Prwl4a\, 
!be 11b1\e llo'ue. 
llalbt DC\Oil , ll. 0. 

Ia ._n..o. wi \ll 7ftZ M\o of J•-.J7 a, I 
lan \o nlloll \ \lw followlac pnllalaal')' "POrt u \o \lw 
DM4 of \lw Pallllo lleal\ll hft'ioe for e44Uloul .,n,_.\ 
woJ'It ... \be at\eru\ll of \lle noe4. 

hrpoa 0....11'&1 Parru, IIIlo 11 DOW Mklq aD liiL­
epeo\lOD of tile noo« ..,..., "POrt• Ulat tile •n-uoa hooo 
tile beaUb o~la\ will ooa\l._ \o bo ... .,. .. nov for 
•- Ma\be to follow. !be n-ll\7' for alarla -hol 
_.vo• will be oepoolall7' va-\ la a aa11or of \lw 1\a\ ... 
'l'bo uo\1'1111\loa of proponJ', \lw ruuac 01>\ of •- ..a 
\llol llu will require \lw aantla1 a\\oeUoa of Mal\ll -ta.or-
1\loo ..a -.y r.plfrr h lt a \1 •ou lu ...... la \M 
laol._oo of alarla h \o bo ..,.lW.. 

'lbUo U to ~onlo •' \Ida \1M \o tval* fer 
... a 1\J' 1a \M n ... - opHifto .... - \lw lloal\ll 
aoe4o aut-c \M porlo4 of ro~~Mllnau ... _, of \lw -u .. 
nte !~Po nftonl. hooo \lw noe4 will be 1a ..,..., .... at 
001hl&o uoh\aaoo for P'*lio IINltll .. J'It, 1a aMlU• to \lla\ 
'Oble -be prowl.,..~ u.. lta\o bealtll -u.orutoo. Ia a 
l arp ..,... of •• 1\loo, •" ofttwl•\ tlall-\lM M&l\ll 

• 

oeft'ioe 11M ao\ moW ~\oforo, u will be bit'tlT .. o11Ulo 
\o .. .ulUil a _,lo\o 11oa1 \Ia oeft'ioe tan-c \llo porlo4 of ro­
I!Mllt\a\l•. Ia o\bolr • tu ... nte alroMr .._...a •nu• 
_, ot lloalUI Mft'ioo, n will be 4ootN111o \o -w1-• \M 
.. u.utoo. 

BS 
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!It .... t\ h npo~ tala\ 111 •• u .. ~ 
..ttvM ,,.. u. n-. n h .~1• ~' ,. .. u-:. 
IIMlUa wJtr Will lion '- 'M ~net La _. - ell -... 
-•1•. 11atlo \looo ..... La - \1• Will 'M 
........ \11M la o~. l\ h .. u .. w tala\ ........ ... 
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4 J'ebruary, 1937 
4 p , II, 

OO.A.S'l' OlJ.Y!!! OPX!W'IONS IN lLOOJ) 4!lM 

Coaat Ouard boata in the Ohio Vall~, which haTe co.pleted their mia-

88 

aion or reacue an4 aaaiatance, are bein& concentrated at certain apeeifie4 

pointa, p r epare4 to liiOYI inatll1ltl7 to the W1aaho1pp1 Valley 11' the Bed 

Crooa neo4a their oervicea. 

All seagoing unite wh i ch were or<!ere4 free the .Ltlantic an4 Gulf coaoh 

have arr1Ta4 i n the tloo4 acne, and are now operaUn& in the Wiaaiaaippi Val-

ley . 

Commander, Ooaat Guard Relief Jorce , reported conditione aomewhat 1m-

proved at Hi ckman, Cairo, and Evansville, and no need for additional craft 

at Weaphia. 

Coaat Guard Belief J'orce total a 25 ~~ajar ( oea&Oin&) unite; ten 

planao , apprarlllll\tely 4oo boata and 2000 pereonnal, with a colll])rehenlin 

radio eetup throu,;hout the entire tloo4 acne. 

General Water LaTil Conditione, 

Ohio Jl1nr tallin& at all pointe abOTI Cairo. Creat 11 al~htl7 

abon Cairo, bu.t no •tarial rile abon preTailinc heicht 11 expected at 

Cairo, !here hu bean no preoipi tat ion durinc lut ~ boura. .Lrlcanau 

Rinr 11 reca41nc which will reline eo-hat the aituation in the lliaa1111pp1. 
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Secretary of State 

·~n3hington 

1~ , ?ebruary 4, l p.m. 

FOR TRJi:ASURY • 

89 

GRAY 

Paris 

Rec ' d 12 :45 p.m . 

The following is a summary of the information fur­

nished by the Minister of Pinance to the Parliamentary 

Finance Committees yesterdoy as published in AG,NCF 

..,.CONOIJio,lUF. : 

I~ the first place the ~inister protested against 

false rumors in circulation and announced his determine-

tion to punish the authors . 

He then recalled the ·'disguised" borrowing of the 

preceding government from the Bank of France and stressed 

that s.1 ch practices had now ceased and that advances 

were clearly shown in the weekly statement. 

At December 30, l'J36, advances by t he bank totalled 

5 , 400, 000, 000 and 8 , 939, 000 , 000 of Treasury bonds were 

outs tanding. 

From June 23 to December 31 , 1936, t he r esources 

of the Treasury amounted to 15,445,000,000 f r anca and ex­

penditures to be me~ totalled 15,222,000, 000 f r anca . 

Po\ the whole year the expendi t ure s of t he Tr ea sury 

11111ount ed 
Regraded Uclassified



U -2- /1157, Feb , 4, 1 p . ' • fr 'Ill Paris 

amounLed to 27, 700, 000, 000 francs not counting there ­

lnlbursGlllont of the e:o:cept1onal dhconnt .. at the Bank of 

~ranee . Of this total 1 , 800, 000, 000 francs could be laid 

to laws voted by the present Government . 

90 

Actually no limit had been exceeded and no margin 

of aut horization had been exhausted . The finance law 

had fi xed the 1Lm1t of issue of ordinary Treasury bonds 

at 23, 0001000, 000; the cumulated total of bonds and ad­

vances f ran the bank was under 13, 400, 000, 000 leaving a 

marg1n available to the Tr oasury of 9 1 600, 000,000. 

Astronomi c figures had been put forward regarding 

Treasury requirements for 1937 to be met by borrowing. 

However total direct charges of the state to be met by 

Treasury total led 20 1 485, 000, 000. Adding special charges 

of 3 , 370
1
000, 000 and advances to collectivities of 

12, 272, 000, 000 the total was 36,1271 000, 000. (KND SECTIO•' 

ONE) 

BULLITT 
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RB 

Secretary of State 

··lo3h1nston . 

GRAY 

Paris 

Dated February 4 , 1937 

Rec 'd 5:20 p . m. 

15q, E'ebr uary 4, 1 p . m. (S'"'CTIOtl THO) 

As concerned loan is,uea to cover these requirements , 

takin~ into account the r ecent London credit, and the 

national defense l oan of December 17, 1936 , total borrow­

ing would thus be reduced from 36 billions to 28 billions 

(for the state 20 billions and for the collectivities 8 

billiona ) . This was not more than for previous years when 

bor rowi ng varied between 24 and 27 billions . 

To cr iticism that the money marke t could not respond 

to such calls upon lt, the Government appealed to the 

country, whi ch was revi vlns economically and which could 

furnish the money . Evidently the first few months would 

be the most difficult, and all unnecessary expense must be 

stopped. 

The Minister looked for more enthusiastic purchasing 

of Treasury bonds in view of t he increased interest rate, 

and he was also pressing for settlement of unpaid taxes 

between 1934 and 1936 . Furthermore, he h.ad requested the 

departments 
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RB - 2-;;·159 , February 4, 1 p . m. rrom 
1 arie ( Sl':CTIOI! T"/0 ) 

1epartm~nts and communes to provide for their own flnancial 

It had offered a t hree year l oa.n repayable a t 140 

f ranca and it made public all of its accounts . It wao 

ina~~iasible tha t speculative operations should continue 

to h~~oer tho security and produce markets , and f or this 

reason the Bank of France had decided to raise the discount 

rate . Furthermore, the r ate of t wo per cent was too low 

for t he Faria morl<et . It had been proved that it was not 

hi gh enough to encourage t he r enewal of Treasury bonds . 

In conclusion, the Minister expressed his gratitude 

to thoqe French citizens who had shown thei r confidence 

as indicated by the const~t pr ogression of increased 

1e~os its over withdrawals . 

The Finance Committee of the Chamber then proceeded 

to asl~ three direct questions . The first was whether it 

was possible to fix the value or the Crane at 43 milligrams 

of gol d without breaking the tripartite agreement and with­

out running the risk of further devaluation by another 

country. 

In reply, the Minister pointed out that the three 

Oovernments concerned had declared "their intention to 

use &\>) ropriate available resources so as to avoid as far 

aa possible 
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RB -3~,159, February 4 , 1 p . m. from 
Paris (SEC?ION TWO) 

ao posJ ibl<:! Any n1sturbance which ma:y affect the new bases 

of t he exchanges r esulted from readjustment of the franc" 

and the llinister added that it had been underotood that 

necessar-: consultations would be assured to this end between 

the two other Governments and between the banks of issue. 

The second question was whe ther if the franc were 

s t abilized at 43 milligrams of gold the profit should not 

be used to r epay advance s from the Bank of France to the 

state , 

The Minis ter r eplied tha t as far as he was concerned 

the ques tion did not arise. 

He would simply refer it to the terms of the convention 

dated 3eptember 25, 1936 which provided that "the proceeds 

of the additional revaluation which mus t eventuall y be 

carried out following the fixat i on of the new gold content 

93 

of the f ranc will be attributed to the state under conditions 

which will be made the object of an ulterior convention , 

These proceeds as well as the proceeds of the liquidation 

of the exchange equalization fu nd oan only be applied to 

the amortization of the public debt " . 

Finally the Committee asked whether the whole of the 

1,030, 606, 297 franca set aside in October last for the 

r epayment of the British credit arranged in February last 

bad been 
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18 - 4..,;'159 1 February " ' l p . m. !rom 
Paris (SECTION T\10 ) 

Tlle Minister replied that about one billion francs of 

the mouey had been so used. 

In reply to a supplementary question the IUnister 

stated that the guarantee clause of the recent British 

credit wa s i n all respects similar to that agreed upon 

for the operation arranged by his predecessor ln February 

of last year . The Minis t er described as follows the 

mechanism of the guarantee : "The Bank of Pr ance would 

depo sit to its account at the Bank of ~ngland an amount 

of gold or of currencie s equal to that or the credit whim 

94 

would serve as a guarantee and should be recovered immediate­

ly u 'on reimbursement of t he credit" . 

The Minister went on to say tha t if it was established 

that a syndicate of French banke~s had taken part of the 

.· rench credit in London i t was abominable . He intended 

to open an inquiry in this respect , be said . 

The Minister r epeated i n reply to further questions 

the t the exchange equal! zatlon fund still possessed "a 

substantial amount of gold and currencies" and that contrary 

to r umors in circulation "it was far from being exhausted" . 

The IUnlster afterwards appeared before the Senate 

P1nance Commission when it is said he furnished the same 

information . 
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RB - 5-!1159, February 4, 1 p .m. from 
Paris (S":CTION TWO) 

information. At the conclusion of the hearing this body 

issued the following communique to the press : 

'~he Senate Finance Commission has listened to the 

explanr tions of M. Auriol relating to the Treasury situation . 

The Commission, taking note of the Minister's declaration 

that he is resolutely hostile to a further devaluation and 

to exchange control, considers that under present circum­

stances the Treasury problems presen t particular importance 

and bas therefore decided to follow developments attentively" . 

BULL ITT 

SIIS 
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RB 

Secretory of State 

'VIl!Shl.ng ton . 

GRAY 

Paris 

Dated February 4, 1937 

Roc'd 4:05 p . m. 

1t 9, February 4, Jl p m, (SECTION THRRP.) . 

The exchange market WJ " very feverish today and 

consi '~ erable buslnes 9 was 'lone i n pounds and l.n dollar s . 

The nound is quoted at 105 . 11 -with the exchange fund 

supporting the franc and t he dollar is at 21 . 4&a. Other 

currencies are firm • 

.-'orward rates again moved upwards the one-month 

dollar being quoted at 27 cen times and 67 centimes for 

three months . The one-month rate for the pound is 1 , 25 

f rancs and for three months 3 .15 francs . 

On the security market r rench variable revenue 

securi ties were steady but r entes are down 30 to 65 

cent lmes . Internat ionals were very strong . 

le ore told by our marlcet contact that Auri ol's 

sta tement before the Parlian1entory Finance Conunittee 

yesterd&y made a poor impressi on on the Bourse. 

The Bank of France statement dated January 28th 

published today shows a loss in the gold reserves of 

three billion franes. The commercial portfoli o increased 

by one 
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RB - 2- ''159, l cbruary 4 , 1 p . m. from 
Paris (SECTION THREE) 

by one thousand five hundred one millions . Loans to the 

state under ten billion franc advance authorization 

97 

increased four hundred millions . Note circulation increased 

by one thousand one hundred and forty three millions . 

Deposits are down one thous~nd five hundred forty millions , 

The rates of gold cover Ls 54 , 67~ compared with 57 . 42~. 

Irritation established in the financial press regard­

ing reports that a port of the London sterling credit has 

been taken by French banks , Heferring to the necessity 

for the latter to go to London to obtain an increased rate 

or 3!%1 JOURNEE I~IDUSTRIF~E stresses the anomaly of 

such an operation especially as it has been made possible 

for London to reduce its lending rate through the inflow 

of foreign capital and particularly French capital, This 

paper seized the opportunity to utter a warning note in 

putting forward the contention that there exists more than 

400, 0001 000 pounds s t erling of sight money i n London , In 

this respec t it points to the danger such a condit i on 

represents iforil tft~ l~ndon market and for the exchange 

stabilizati~ ,fund j ·~ the event that fore i gners suddenly ··. . .. 
withdrew ~~,1\,JQ:•!tiftl:ludes that London woul d 

• • l 
• • • .. >I 

sufficient .&~d t~ ~d~ ita obligations i n such 

not have 

en event, 

(El'D lt'OSSAGE) 

BULLIT'l' 

CSB 
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PAIUPIIRAU or fAI<aWI RJ:OIJVIII 

nDII: Alla'l._ .... ..,, S.olldoa, bglaa4 

Dt.t&; Jebrlau7 4, 193?, I p.a. 

WOo& 41 

ftOII IIUftiRWCitft roll fUAIU1l1' . 

ftle follm .. lo evloUr ooaftc•tl&l, 

98 

I 11&4 a OOIWer .. U on wUil Le lforoy, wllo la AoU .. 
• rrenoll naaaol&l Attaollo, on Me lla1Uatho. lloa1ok 

11 et&)'l .. la Parle, altlloucll be 11 otill bol41DC tllo 

offioo lD na .. at preaent . 

Tllo podUon ta France -e briefly •-arlo .. 1ty 

I.e wcr cy •• f ollowo: 

( 1) Soae opendiag bad bopn clue to the hrala&Uoa 

of tllo pOUO)' of dotlaUca, tile ooa-er 1D4llotr1 .. haY­

hi OODIIqQIAt booef1ol&l Otflltlo 

(a) flllro "' Uuwtoo ocaatd~ll 411hpUn 1a 

the he&Y)' 1D4utr1oo beo&u.oo ot tllo ar-at pro...- &a4 

• oa• otur pll~Uo worto. 

( 3) ftlo P'l'IDoll la&Yo lUIIlf 4Uolp&t .. tile ........ 

etfoote of tllo ocantoh our ooolal lOilllaUoa. J.ar..­

ooalo ovikoo -• o••· fill "4JJMpr•1 .. I&Oko after 

a Uol'll fuo• ,., all t~at r-l&M. 

ftlo poeUloa ot rr.-o f l aaaolal1r wao fl'&lltlr IU 

troa faYorallll. Lo woror, opoatl .. ooafldontlal \ r.,.. 

wlloU7 Pll'l~lf, dopr_t .. tbl 411&1 la otflltl&l tM 

1 ... ~oa tM 11'1Uoll. •• o&l4 till 1 .. 1a lholf •• 

.. t lai'l• .. xptto bo toollallallr a IMalwart. A lUll 

.-n 
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- 3-

.-:n of Uo 't'ILlae l&J ill lh po)'ollolopou ottMt, blat 

the flew of flaa4e n- J'&rlo tO LOUOa UDIIO ioao l 011a 

wao ... oua-.. uowo tbt la \bat reprd 1 t llu oot 

aohlrrM lh <*lMt. Jle uoo wao of Ue opla10il tii!Lt U 

wae unto:rtunato ~at the repo:rt of Auriol to tllo flDan­

olal o-.tuo .. of the Senate ILDd Ohaa'ber, wtl1oh 1114loate4 

(aooor41 .. t o no BrU1all pro .. ) ~.- durlq tllo preeeat 

Je&r ~e equl't'al•t of a tur~er 110,000,000 pOILIIde woalll 

ha't'e t o be ra1Mil, llu rMel't'M publloltJ juet at tile Uao 

•h• ill parlo ILDd J.oadoa there were oo li&.IIJ r~oro abo.t 

tur~or l?uo deprMl&UOil. 

fto .t.oUas naanolal .t.tholle t olll ao that lle oa.al4 

cl't'o aeol&l'anooo that tile Fruoll autllorlUoo ball ao 1Dtea­

tloa ot lowa:rt.ac tlt.e f r aao•o 't'uu at the pr .. eat uao. 

Be 1llpl1M tll&t the Fruob llall ooa!ldo:rM tbe pooet~lllt)' 

of oooaelo•llJ puelt.1Dg tho rate up t o aba.at 10• to allow 

that u•unnnnlllnx•n•n ~e p:re••• lrrol wao aot 

tho lowoot flp:ro ft11t ~o rato. Jle &dalttM 01 qaootloaliC 
' 

that ~e -.to t:rOIIItlo ... aot eponlatl't'o oporaUou, 

lid wao :rMllF tile laok of ooatu ... ca - part of 

olUaou of Fr&Mo wltll tbelr ••bll•· 
Jle llld an ur to ocaoeal ,.._ fllllt ..... , llo ... pootat.-

Uo abowt ••• poool~llltf ~ aoUoa bo1DC taa:oa to all&J 

loan aall :roote:ro ooafld-o wl tllla late oauau,. lo 1.­

pllM ..._, t• J.llrlol to ..... a .,oUor• ftl dlftla.lt -,_ 
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far t o lladertake prooedV .. t o •ard off potenUal 4&ncere 

of t o o'bta111 pohaUal adYut .... waa to i.llplJ tllat Ilia 

pad plaae M4 failed. Ueo, Joe loro)' &&.id U wraa diffi­

cult tar Aariol t o get aa.ppart for &II,)' aew aOYea IaAle•• 

vc•t aeoe .. n)' tllarefora oOIIlct oe lllowa. Tllree o011reea 

•-ed op• to tile VrenoJl: nret, to 'borrow tvu.er 
a'brO&d, probabl)' 111 \laa letlaerlallda; aeocacl, red~aeUc:a 

fur1;har of tlla Yalue of t.1ae fr&DC w1. ~ the 1111U allowed 

b)' law; third, to get autharUJ to t.oreaae tbe equ&liaa­

Uoa tUAd t o au~ u ezteAt aa t o 1111pJ'eaa the rre.- plllllic 

•1\h the fir .. ••• of the OGYarnaeat•a 1DteAt1oD to bold 

\he poeltloa tbe)' now aa••· 
Joe IOroJ'• oplnlc:a waa that the flrat ooarN would 

laaYe no a ora effeot ''-11 \he loaa troa U. BrUl~ la114 

bact. Therefore aa faYored a ooa'b1•Uoa of ~. aeoCIM 

&lid tlalrd; 1 . •·, d~reolaUOil of tiM fi'&DO to a"011t 110 

to tlae pOWI4 ..,. aaputaUoa o f tile equ&llaaUoa fUll 

either 'b:r takhc la prl110lple a prOYlaloD la JI&Jit of 

Fl'aDOe or b)' aatl .. 105 tbe alai•- d~U..Uoa Ualt 

and taki• tall renl.Uq profit oa tile col4 re&erYe or 

tlotla . At tlae pr•-• • oa•t, laow~er, 1te feU tlaat tlae 

f~lal u\MJ'l\1• 111 ft'uoe ware •too ,_... w 
reoet•• •• a reo w411Uoa. Joe lllh)', laoltaatall)', 

-.u~ .. 
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bel1.,e4 \bat auob a dnelopa•t wou.ld 110\ be oppoeell 

by \be Bri Uu - bowrnr , I p.\bere4 ,.,, be bad not cl.i.­

cu .. ed \Jit,1 a q~~eeUoa wU~ \lle BrUhh. .Ueo lle aa.-e4 -

wl\.lloll\ eaoou.rag•eat fica •e - ,.,, \here would be a o 

oblMUOD ca Ule part o f Ule .t.aericao Treaaury. 

lli \ll reprd \ o \be a'boofe, aDd. ill coDDecU on w1 Ul \lle 

a\ate .. nh by Sir r r e4er1c Pb1ll1pe e\roDCly fuor1Jac early 

~&DO depreo1at1oa \ o ita -.n- lecal U.t\ - refueace: 

ay \ele~aa No. 33 of Jaaua ry 38, 6 P·•· - I Yea\ure \ o 

• enUOR \hat, accordlag \ o i afomaU on whlcb lloaiclt P•• 
•e ehor\ly after c oaol u eloa of \he \rlpar\1\e arraas .. en\, 

in Sep\•ber \be Br1\1eh b&d •&de nery effort \ o periNDde 

\he Preacll \ o dnalue \o a fiud 11-t \, t o llow1JIC \be 

aoUca of Be~-· file Prenell retueell to do thla dnoe 

1\ would lea•• t he Br1\1eb i n t he . ... -..,orable poei\ion 

\bey bad held pr.,iou.ely; i.e . , abl e \ o operate off \he 

traoo while (oaieeioa) caa.i\\ed t o a definite eterliac 

le ... l. 

It aad wtaa \be lnel of t.ha rrenoll f:raoo h •ewell \ o 

113 will. not tlle BrUiela Yin Jaawe i• tao\ 'been lll&be\&DUally 
llplleldf 

I aa aot Mkiq \lle .,...eeuoa tllat a\ tllie u.. ~-• 
h &aJ ceeire t o ht:Jp 1a cur..., MprM1&Uoa or \e \eke ---... 
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&*aa\aco ot ~ trano ar tll.e dollar. Taltlq 1Ja\o 

co~elderatloa ~. lar~aaa pol1t1oal a1S&atloa 1t ..... 

aoa\ •Utelr tllat tile relaUoaa beheen tale FreDell &M 

BrUlab au\llorlUH will ~ow le .. ooraal - not to 

• •Uon tale attUuo of tile Bl'1Uata towaru oar on oou­

try. Cooperatlc.. la the exoballae epll.ere haa becloee oaoy 

aacl effMUYe, wt tla 'botla Oreat 81'1 ta1n an4 ~. tJla1 tM 

Statee ln an 111flat1011&1'7 •'-C• of r-ei'J cl_.el~t. 

I ! alld •Ia• olr-.t&IICoa I'Gq\llro 0110 pu'tJ t o a841•\Ue 

a clla.nce of poUor before \ be 1nteraal altu&Uoa of tile 

otllez a ay clwencl elallar ueataont, 1t h quite poee1'blo 

\bat lllpartaat cllffloulUee aay ooeo up • 

.ATBJMOW. 

IHilHR 

TIOtlliMUI YIIIWIIT 

U:J.ft 
.... ,, .., .. ..... 

......... 4 ... ...... 
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5 J'ebrwu')', 1937 
4 p. ... 

OOAS'I' OUA!!D OPIJ!j1'1011S Ill FLOOD A1!1+ 

The need for Cosat Gu&rd boato in the upper Ohio Valle)' b&a 

pr&cticall)' ended, &nd the7 &re atendin& b7 for &n)' con~ine;eney wb1oh 

ai&bt require t heir aervicea in the Wi ooiooippl Valle,-. 

Jour bollt a and ei&bt 01en free the Li&htbouae Service, which 

wot"e oper&tlpg with the Coaat Guard Force, &t'l being retumed to 

their otation at Detroit. 

The Coaot OWt.rd Relief Force tot&h 25 ll&,jor oell£0in« unito (in 

Wieoiooippi Valla)'); ten planeo, approxlmstel,- 395 boata end 2000 per-

oonnel , with an extenaiTe radio aetup throushcut the entire flood 

sone. 

General Water Level Condition. 

Creat of flood between liiW lladrid Md ll~a, t he lenl beiDC 

47.8' at the latter place. River receding at 0&1rc, and rlaiQC 

elowl,- at lloaphie and pointo to tba aoutbward. 
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104 
TREASURY DEPARTMENT 

INTI .. O"ICI: COWWUNICATIOH 

o•n J'obru&.l')' II, 19:1' 

,.._o.. Mr. Taylor 

IIJ'. Bewlo:r called thh IIIOraiiiC at ten o•cloclt to g1Te u 
the Ulpreaaiona of the Br1t1ah rr.&aur:r on the 1apeneae deTalop­
JMnta, He •nt1oned that the tirat -nh whioh be bd g1Tea 
:rou repreaented the opinion• ot the Bri thh nation in Tol<To and 
that tbe .._,.nta tod.aJ repreaonted the ad41 tionel opinion ot 
t he Brltiah Treaour:r itaelt. 

The Brltiob belieTe that tho outoa.a of tbe currency 
atringeno:r dependa entirel:r upon internal politioal daTelo~ata ; 

that an accuoolation ot :rea~ond require~nta amountin« to 200 
or 300 aillion :rea hod torood tho 1apa neao to impose tho re­
striction mee.aurea ot 1anuar:r 8th. Theae meaaurea wore ao•­
what rigoroua but thoro la now eomo improTemont in the situation 
end pormHa are being granted with tnoreaoing treed.,. tor 
••••nt1al t.porta, 

The Britiah Treaaur:r beliaTaa that t ba preaent leTOl of 
the :ren oan be bold until tbo export aeaaon oommencoa and that 
the 1apanaae will be w111111C to &O aa tar aa exporting gol4 
to attain tbh end, In oloaiJIC, tbe Bri tlab reaphoahe the 
taot that the political a1tuat1on doainetu all toohnloal 
conaidoratiou. 

Bewle:r ,..ntionad again tho ditfioultiaa wbioh boTe arlaoa 
1n co=aotion w1 tb our aU-to to tax bo4&iq tranaaouou 
d.atln« back aneral :roaro. 11o haTe now two aides _ .. irea 
trom the ~tiab as well aa coaBUnicationa traa the Swiaa and 
C...dian oowrnmenh, I explained to bi• our a1 tnation ud 
aaaured him that we wore 1neat1gat111C •ttara tull;r. 

Be abo told me that he had not as :rot recoiTed a repl:r 
to our meaaage on ear.arldng and hod e.aaumed that tbore waa 110 
burr:r and therefore had aont tho information h:r •11, and be 
aoau.ed that the repreoantat1Tea or tbo otbor ooantrioa had 
dona likowiao. Ha 1Ddioe.to4 that he tboQ&bt tbe anner wolll.d 
he • :rea• on reoiprooU;r , and that it woul.4 he llllliko~ it we 
obta1.u4 an:r o..-h on the 4oa1n.bil1 t:y of onon4111C trenatar 
prt'filep to noD-.....,.ra otbor than to •OJ that i t waa a •tter 
entire~ Qp to ... 
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Secretary of State 

Washington. 

49, February 5 , 9 p . m. 

FOR TR~ASURY FllO!ol 3UTTER\VO!lTB. 

105 

London 

Dated February 5 , 1937 

Rec 1d 5 ; 22 p . m. 

The flow of funds from Paris to London continues 

unabated . French control is believed to have lost about 

six million pounds of gold today despite the alleviation 

given by the offering of dollars which were also in demand 

on Paris account . 

The attitude of the city recalls \laley's phrase, 

repo~ted i n my 33, J anuary 28, 6 p . m., characterizing 

the French situation at the present time as "hopeless but 

not serious" , in the t it is generally thouglt (one) that no 

steps of any importance will be taken by the French author­

ities in the very near future; (two) that although the 

Pr ench authorities could hold the pr esent position for some 

t ime the drain will continue irresistibly ; (three) that 

even if the French authori ties took their courage in both 

banda and lowered the va lue of the franc to its maximum 

legal 
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London 

l ogal limit and abolished the penalties on hoarded gold 

and funds abroad it is more than likely it would not now 
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have tho desired effect of reestablishing confidence within 

France. The concern which was evident in Philipps' and 

Waley's remarks referred to above is also refl ected in the 

Foreign Office and is now becoming more general in'the city, 

This seems to be due : (one) to the r ealization that if 

the French situation should over a period of time continue 

to deteriorate, a further devaluation of the franc beyond 

the legal limit might result , which contingency has re­

called to some Schacht's speech of September 30 in which 

be predicted that by the tripartite monetary arrangement 

"instability had been increased"; (two) to the belief tha.t 

any further weakening of France, such as another internal 

crisis would entail, might well tempt Hitler to chance a 

surprise action. 

Castellana r eports to Bonkers Trust Company here that 

his confidential information is that French political 

authorities are frankly puzzled by present situation and 

that non-political officials in French Treasury favor 

deprec~ating franc to lower limit and paying market value 

for gold, et cetera . He is also inclined to believe that 

the taking 
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1'rom London 

the taking of some action cannot be postponed very long. 

The British press had today carried very full stories 
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regardi~B Auri ol 's remarks and Bank of Fr ance statements; 

two comments are worthy of note : (one) ~insig 1 s unconfirmed 

allegation ln the FINANCIAL t~~ tha t a Dutch credit of two 

nill i ard francs has been negotiated with the Mendelssohn 

group; (two ) the TIMES : "The French capitalist has already 

suffered t wo devaluat i ons and naturally wishes to avoid a 

t hird. Until the Finance Minister finds means by which he 

can remove the anxiety of the capitalist, small and l arge, 

he is likely to be confronted wi th the continuance of the 

oressure against the franc . Part of the abnormal incr ease 

in this week 's Bank of England note cir culation ( five mill i on 

pounds or twice that of l ast year) is to be attri~uted to 

French hoarding of banknotea *** but whether the anxiety 

of the French capitalist is jus tified or not on economic 

grounds, the Finance Minister can hardly expect success 

to attend his well meant efforts to restore confidence unless 

he decides to give whatever assur ances necessary to the French 

capitalist to induce him to repatriate his capi tal . *** 
The British banking credit t o France has eased the pr obl em 

of the French Treasury and well strengthen considerably the 

exchange r e sources of the stabilization fund but the credit 

cannot be 
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canaot be looked upon as a substitute for such mod1t1cat1ons 

of policy ns are clearly necessary it the confi dence of the 

Fr ench capitalist in French securities is to be ful l y 

rest ored'' . 

S:IS 

NPL 

ATI:!RRTON 
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l v6 , F Ebruarr 5 , 5 p.~. 

~ TttJASLtY • 

. .': 5.1E t :JE E:Xcl!anGE >nr!."£ t today \1::0.0 lE:lO o.gi tntEd1 
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" vEr~ l o.reE b•~inEao nac donE in pounds and in dollars 

and t ·· E EXCl~.nGE f t>n d 1:no lmrd put to it t·:> r.JO.intc.in thr: 

atErlin3 ratE at 105.1~ after.opEnin3 nt 105. 10. ThE 

dolla:~ bns b EEn a :J l~i3h ao 21 . 52 bnt ~o no11 qu otEd at 

2l. 'l.9 7/8 nith t h E Brihoh control DElling dollnro, 

n e are t old by our J:Ull'l:c t ca1tact. OthEr continEntal 

c~rE:lC5.Es nErE :J trQl'\3 in 'anioon. 

:lE(;ardillb for11ard r a teo thE dollnr is quotEd o.t 3!;> 

cEntimEa foi' onE montll end thrEE oontho o.t 71 cEnt1meo . 

ThE ratE far thE ~ound io 1 . 40 for onE ~onth o.nd 3 . 35 

franco for thrEE ~~on tho . ThE a Ec1.1rit.Y rno.rkEt no.s 11EO.!t 

includi~G intErnc.ti onalo . ~EntEo o.re d011n from 70 cEntimEs 

to 1 . 20. 

In an official colll!luniquE o.ccocp:mying thE publioo.-

t:Lon of t2E lx'.nk atnteme:nt yesterdo.~·. thE Pinene£ !:inistry 

Ex:>lc.inEd that t:lE E:XCbn~E f'.md llr.d mErEly ta!:En out 
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of' thE b.~.11~ 11!.w.t it hc.d put 1n bci'orE, ':!hE oi't'icial 

st~'.;E:JEn'.; readc aa f'ollollo: 11Th£ :~tntE:->Ent of' t!lE 

En:~ of' 4'r r.nc e: totlo.y r Ecorda c. rEd·,tc tion of' thrEE 

billion franco 1n thE _;ol.d rEoErvEo , T!lio lEV? r1ao 

110 

Ei'ftctEd b;; C1E Exch o.n(!E f\md l"l~lic:! in vi rtu£ of ArticlE 

ThrEE of t:o.E rnonEtcry lau of Oc tobE:r 1 , 1956, has c.llltlyo 

thE ri:;ht to buy 30ld !'roo tll£ Bank of Fr:mct and to 

~Ell :;olG to it, i3y t:!i:~ t r qnsft:r thE fund haG sin!.)ly 
(thE? ) 

$;akEn b~c!c fron1 thE bo.nk to balancE of thE oEvEn billions 

Of CO:td \f iCh 1. t had pr EV:i.ouoly paid OVEr (fiVE billions 

on Octo'oEl' 9 , 19:i5, and t 11o b:l. l l i ono on OctobEr 23, 1936 ) , 

11Conin<; aftEr th£ r Ectnt Drit>.oh lo~n t~is mt:aourt: 

uill ru:vt tiE EffEct of otr EngthEninc ~E u ars o.nd ntallO 

po:~oEoacd by thE ExchangE f\lnd end to still mor£ 1ncrEaoE 

t h E Eff:.cacy of ito n c tion on thE Excr..n113E mal'k tt" . 

D~tr in,:s thE diocuooi on ? EforE thE Chlll:lbEr yEstErday 

of t~E 1ar1 re:lat 1.ng to thE opEn in:; and canctlla tion of 

crtdito for 1956 , thE fin.~cial policy of thE Gove:rnne:nt 

na:~ sEv Et•tly critici sEd b-; ilt:put1£s Pt: rmnd - Lo.ure:nt 

and Paul :ltynaud. 

Dtr>uty Fernand -LaurEnt quotEd :~tatistico to ah or1 

t l10t from thE datE of thE arrival in ponEr of thE 

Popular l~ront Covo:rnmmt to t h e: End of 1956 thE ;;old 

~oldinGs lnv£ in EffEct bEEn de:cre:aoe:d ~ on£ third, 

the: 
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ti1E c 5.:-c,•.ln tion hnd incre:aae:d by a e:vEn billiona cmd tlu: 

ro. t io of uold cove:r had bEEn rr:duce:d by ninE pe:r ce:nt , 
(to?) 

')'!:j.s DEputy inv~.tEd o.tte:ntion or thE dEC~. oion 

to rn5. !IE t!l£ d ~ a count rat£ ( Jo.mw.ry 2B) on thE a aoE 

dtly ::11 tl:£ London crE<i.i t Tina conclud£d an<! i.naia te:d 

t:1n~ t l.!E E~planntion of t :~e:sE tno de:ve:lopce:nt:J n:~o thc.t 

t l!E e:::c'•~r.;; e: f\md no.o no lon:;e:r in cont rol of t!lE 

t:10l'lce:t , '"u.t•nil'l3 to nt e:ds for 19371 Ftrn:md- Laure:nt 

!'EfEl':'Ed to t h E EOtUlntE Of f i ft-J - fiVE billions put 

rorn~.•·d b:· thE ll:~dical Sooialiot De:puty Potut but a!l 

Auriol ho.d said ye:ate:rdtl: t :•c.',; it 11ao t:u.rt;- si::C 

'>illiona h e: roul<~ ta!~t 11• i a f !.::;urE c. s a oiniDum. He: 
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doubtEd t''::t t~E Fre:ncll lll:ll'!ctt nould f "rni!Jh the: L~one:y 

rEquirEd ~ insl.ste:d that milE unde:r nornr.l condi tiorw 

c. fore:i.::;n loan uould brin:; ..;old t<' thE ':'rEM\II'Y thE 

c ontro.r: ~:1s t~E c aae: und r::- pre:se:nt conditione . 

Anot!l.Er possibility of proVidinu ne:ce:snnry funds r1cs 

f urthe:r de: vel uo.tion , 1Yct. the: l'• niate:r had ontd the t hE 

would n ot do tllia , ~hE loot poaa).bilit;r, co Fe:r nand­

Laure:nt :J:IVI it , nao inf.lc. t :'.on and t!".i!l fc.cility t:lE 

TrEoau..-; nas o.ctuc.lly ut111zin<; , h£ inai ste:d, and aftEr 

e:;:=i.ninc in de:tail t'l.E Dituction of authorization to 

borron ond thE advnnoo: account at tho: Bank of France:, 

au_:;:;EotEd tlla.t thE TrEao~-Ty llnd .:pnd bEyond 
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Se_c one , 
!!3D - {. - ;~166 , FEbr·.l.Cl'Y 5 , 5 p , u , f't>ol!l Pal'iS 

HE cl.ci mcd tlla t t :!E only ooh\t ion to thE f i nancial probl Ern 

\teo to c· ·cn~E thE GovErruaEnt . InvEotoro nould not lEnd 

to t !JE Popular ~·ront Oov£rrun£nt c s tl~y hc.cl. no confidEnc E 

in it . MhE fo.nouo ch Ec!t "drarm on thE fut.ur£ 11 ullioh 11. 

Blurt to.l kEd of tiOUld 1 in r._j_o Vl. E\'7, prOV E to bE "a. 

chEc!~ r;i thout funds" , 

Frc.ncE t o boi'r0\1 abrood f our rnont::u~ c.f tEr dE valuation 

,.,hilE rm• ;.notancE Sni tzErlcnd nas aot\u:llly convErting 

ito int El' i or loano . SpEcul ation ua::J not t o blrunE for t!lE 

financial troublEo of t !IE GovErr.nm t c s Auriol olaioll~. 

ThE c aUO E of t hE t r oublE 1"1113 E J.oE\1~ErE 0 nEynaud 

congratulatEd Auriol for ~vin& g iven up thE idEa of 

"opEn llll'.rkE t 11 opErationo a s t:t:.: r Eoult r1ould havE bEe:n , 

41E t..~ot\:,bt, t o providE spEcula t o rs \lith franca ni th 

,.1h.1ch to opEOt\l a tE cga:i.not thr: franc . 'IE dwElt at 

aooE lE:1(lth on th£ "cootly" crEdit op£rc.tion J=t 

concludEd at London . r!£ su,:;,lEOt Ed t!l(l t on £ half pEr CEnt 

t11l0 add Ed to thE intErEat ratE b ECCUOE Cl'Edi t tillS 

nEGotiat l d in t h E nco£ of t~E rnil nayo end not of thE 

atat e: ant\ e:x-grr.oo£d par t i cular concErn about thE r£oul t ing 

dininuti on of thE: :;old r EoErvEo . In rto.li ty h£ pointEd 

out thEOE rE!lErv r:o \7ill for th£ nExt f En rnon tba i ncludE 

f our bil lion f't>IUlcs "mich rec.lly b e long to thE Britich" . 

He: 
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He agreed that the Government had taken office under 

difficult conditions but the London credit woul d only 

113 

be ju3tified if the Government changed its policy during 

t he respite thus afforded . He f eared that otherwise the 

Governm~nt would be forced to adopt exchange control but 

stressed that this was not possible "not" under the 

tripartite agreement . The bette r way not only infer~ed that 

the Government would not establish exchange control but 

furthermor e 'must grant the Government to pursue the 

literal economic and financial policy .• ~eynaud warned 

the Chamber that exchange control would mean the rupture 

of' the tripartite arrangement and odded that "the con~ 

sequences would not be of a financial order only. " Rey­

naud then turned to rumors about possible l egal stabil­

ization of the franc and stressed the view that in the 

presence of a floating pound "which is the world 

currency " and in the presence of the uncertain economic, 

•r u &l'!CTIOJ ' OI'JE . 

BULLITT 

& iS J'l'L 
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RECEiVEd 8:20 p . m. 

l6G, February 5 , 5 p . m. (SEction Two) . 

11it uoulf. bE o. crimE ag:linot thE country to sto.bi liZE 

undEr p:.•eoEn t circUiliStnncco " oinply 1n Ol'dEr to pEri:it 

the: ~rEaotu-y to to.'.:E ovEr t :J.E atab111zation fund and 

to ~pl?ropl•intc thE -:>refit froLl rEvo.luation of t h E GOld 

stoc!<o 

At tl: ia ,oint Auriol EXprEOSEd Enti~E agrEEmEnt 

uith Rcyno.ud c.nd tl!E lattEr er-prcosEd :~:~tisfnotion o.t 

thE l!iniater• o o.ssuro.ncE . 

Rcyno.ud statEd t:-.at h£ uo.o dEfinitEJ.y llf31linst 

furtllEr dEvo.luot ion "which could only bE of vaJ.uE if 

combinEd rti th c nEw pol io y" • 

114 

ThE real problEm REyno.ud dEclo.rEd uno th£ o.botEnti.on 

of oubocnbEro to TrEasury bondo c.nd !:!is fact cncouro.scd 

spEC1.\latoro t o attack. !nve:otaro, bE claimEd, werE 

influEnced by thE Econonic policy of thE GovErnmEnt . 

FrEnclt coot pricEs werE alrEady h13hEr than Brl. tiBh 

cost pricEs o.nd tc is pricE rt<•oblem wo.a thE vi t al 

problEm, hE r:mphnoized, and 1Jl•o~i.dEd striking EvidEncEs 

of dispari tir:o bEt\1EEn Frnnc£ o.nd BEl:;ium 1n tl!is rr:s pEct. 

Rf:yrulud 
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, Sec: two. 
liED • 2 - ;,!166, FEllruary 5, 5 p . m. rron Pnr1s 

REynaud thEn pointed to othEr sourcEs of concErn , such 

no fEn:.• t:J.at finc.nctnl rEstrictions will bf rEnEnEd 

nnd c:Ll. t:lou.:;h Blum luld dEclarEd !'or a liberal po~.ioy 

hE hopEd nctiono would provE t hE rEality of thE 

intEnt~.on. In conclusion, hE Expreso£d kEEn rEgrEt thc.t 

apparEntly Fr ance nEvEr carriEd out its fino.nc~c.l , 

ECODOl;liC, nnd monetary pol~.CiE8 morE then half o HE 

did not urGE o. chc.n(;E of g ovErnJ:IEnt but o. changE of 

policy . 

T~ ·tnioter of Financ E rEpliEd to thEsE interpEllo.-

tiona bEforE t "•E Chcu;tbEr tl~is mornin3 . AccordinG to prEss 

accounto t!lE 'linistfr was briEf and confinEd hi.ostlf to 

reco.:'.lin3 tbnt it wno only a month o.ao tht\t h E lJ.Cd !)l"O-

vtdEd complEtE !nfomation on thE financial situation 

t !J.Ct t •-.e dny bEforE yesterdcy hE hnd giv en to thE 

parliamEntary cocr.ti ttEEs thE neceosary do. to. rElo.tin:J; to 

TrEo.s~y rEquirQaEnts fo~ 1937 and hcd ExplainEd thE 

plans of the Government; furt.turt;tore a cornr.tuniquE bad 

bEEn publishEd in th1o rtopect. ThErEforE, bE did not 

c onaidEr the t furthEr dEtailEd Ex plano. t1.ons would sErvE 

any ptlrpOGE EspEc ially a s tbE COmmittEES thQaSElVES 

should enlijbt!n public opinion on thE diocusoions ullicb 

took pl~.ce . 

Finclly, ao concErns nays end mEc.ns , hE said bE hc.d 
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Sec two . 

HED - 3 - {}166 , PEbruory 51 5 !> •m• from Paris 

no Iutc:nticn of h::.,:inc; rEOO\\rO~ to inflc. tion ~ and 

11 n n F.\1 mont t ary 1 o.vr \'IO.O ino.dmia ao. blE 11
• ConoEquEntly 

I~ Er E <IO"l'.ld b E no d EVt\lUC. tion. t!EithEr \'IOUld tl1Er£ bE 

inc~Eastd taxE s . ThE rEmo.ini na rEsourcE oo.s crEdi t 

but cr E<h t LJUst bE nuro£d o.nd not undErminEd, bE oaid, 

rEfE>•r:o.n3. to FErno.nd LaurEnt ' o o.tto.c!c on t!lE GovErmu:nt 

yEst£l•do.y. 

·~b.£ de:clo.ro.ti ono of t '.tE ! i n iatEr of FinancE bEforE 

thE pc l•lio.mEnto.ry COII1l:li ttEEO on FEbruary 3 , t hE ChantbEr 

dEbc'cE of yt~tErdo.y o.nd t ;l.E ,zold loso of t h E Bo.nlc of 

FrancE hav e: EvidEntly profoundly dis turbEd public 

opinion ~•d t~io is r eflEctEd in thE incrEo.sEd flight 

or co.pito.l o.s EvidEncEd b y EXchcngE t r ansactiono and thE 

o~bsta~tio.l purOhaoEs o r i ntErnati onal sEcuritiEs ohich 

hC.\'E b EEn madE durinG t !lE past f£11 days o i>llD 0? 

:IE'lSA~E. 

3\IT..LI'n 

Sl!S 

... ' .;. ' 
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Secreta~y or State, 

'ilashington . 

173, February 6, 2 p. m. 

FO l TREASURY. 

GRAY 

Paris 

Dated February 6, 1937 

Rec'd 12:47 p . m. 

ThA f oll :>wing is noted from the c :-·· .cial report or the 

debate in tho Chamber yesterday : 

The hinister of Finance claimed that if tomorrow he 

asked for subscriptions to a loan issue ar.d the peo(:'le 

failed to resp~nd the blame could not be placed on the 

Government which had done its duty "but on those who for 

political reasons and by egoism refuse their assistance" . 

He pointed to progressive weekly increaaea or ~epoaita 

over withdrawal in savings banks as proof that i n the 

provinces small holders of capital at any rate showed 

renewal of confidence in the Government . 

Stated that the railway can no longer sell their bonds 

and thus have to appeal weekly to the Treasury tor advances . 

Furthermore, that the City or rari s has asked tor authority 

to issue a loan or one billion "tor public works " and that 

the llinister had agreed provided conditions of loan did 

not ha~per state issues and that tho Government would be 

consul ted 
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consulted regardi ng date of i3~uu, 

The h inister made it clear as concerned repayment of 

the British credit that he was counting on increased re­

ceipts of for e ign currencies during the Exposition period 

and also on increased exports , Thus (FJ'D SECTION Ol·'E) 

BULLI'l'l' 

R.'~ : CSB 
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it would be ~ecessary to ask the Barn: of France to cede 

the gold set aside as guara~toe for the credit . He e~preaaed 

confi:leace that "with the British credit, resumption of 

subscriptions to short term Treasury bonds and the payment 

of back ta~es for 1933, 1934 and 1935, the Government could 

pass th~ crl.tl.cal period . " The Treasury he sal.d would have 

to find 30 billion francs for the rest of the year instead 

of 28 bl.l ll.ons as he had put forward before the Finance 

COlllfJi ttees . He revealed th; t dl.fficul ty in placing short 

term Treasury bonds was causing considerable embarrassment 

to the Governmen t . At prese::~t only 4i bllll.ons of such 

bonds " ere in cl.rculatton which wos out of all proportion 

to a ~ote circulation of 06 b illions . He failed to under-

stand fear to buy long securities "as be bad dent ed 

that he \10uld inflate" and he "had pointed out the dangers 

of a new monetary reform". Furthermor e, he would say "no" 

to exchange control - •Autarchy would follow such A deci­

sion . The i.tinl.ster continued: "lle will avoid anything 
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LUS 2-:·o. 173, February 6, 2 P• m. , Sec . 2, from ParLe . 

thot could tlreak the happy monetary arrangement of the three 

great democraci es and to which other countri es have adhered . 

''le Vlill toke care not to i solate ourselves when the 1ntereat 

of ~uro?e and of the World a~d our own interes t leads us 

and obliges us to ma1nta1n 

ilR:CSB 

( "l'D SOO:Cl'IOI" T\10) 

BULLITT 
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monet ary economic and poli t i cal solidarity' . He cont inued 

t hat the government held t o mone tary and economic order 

and that "it wculd maintain strict contact with the two 

gr eat countries which had never ceased to collaborate , with 

a cons t an t friendship for which ho would express from the 

f l oor of the House the grateful thanks of all" . A currency 

or economy which r e sumed its independence, which separated 

itsel f ' rom the others would be unfortunate for all . The 

ll inister denied claim by Fernand Laurent on February 4 that 

needs of exchange fund had driven Government to simulta ­

neously double discount rate and to conclude British credit . 

The fund he said had ceded 7 billi on francs to the bank at 

the commencement and later had r e taken 4 billions to repay 

the British credit and had now recovered the resaini ng 

3 billions. Finally he believed, he aaid, that he bad given 

satisf action to all except as concerned Fernand Laurent who 

had asked for a change of Government and concluded signifi-

cantly : 
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cantly ; "Gentlemen, I thln'< you wlll all agree that these 

are dannerous words; not for the Government certainly but 
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l f really that ls the mot i ve of the tighteni ng up of capital, 

and r ef usal to collaborate in the national defense, the pro­

bl em would thus take on extreme gravity." 

Paul R~rnaud impressed upon the Government that without 

change of policy, coupling inflation wlth the devaluation 

that hns olr~ady been made the Government was headed towards 

econo.nlc collapse . He outlined the problem as follows : 

There was a mor tal · oont.radiction (E!I'D S":CTIOl' THRE":) 
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between a liberal monetary poli cy (which happily the Govern­

ment had adopted) and a policy of economic autarchy . The 

Government could not maintain the franc without exchange 

control and without further devaluation if i t a l lowed 

French prices to outstrip world prices and thus aggravate 

tho unfavorable commercial balance . It was true that world 

prices were rising but the rise was less than the rise in 

French prices . " 

With respect to indications that there has been French 

participation in the recent British credit an official state­

ment is published in today ' s pres s by the Minister of 

Finnnce that nearly all or the crodit was not placed with 

British and other foreign bmks and that only the London 

branches of French barnes operating on the London market 

with pounds have parti cipated to an extent of less than 

4~ of the total credit. 

The Paris Brokers Syndicate has given notice that no 

new 
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new tra~sactions will be executed on the Bourse except in 

l'reasury securities unless a depoeit of 30:6 of the amount 

of the operation is made. 
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It is announced today that the Government intends to 

ask Parlia~ent to authorize the extension of the guarantee 

of the French state to a l oan of 600, 000,000 francs by 

Czechoslovakia to be reimbursed in not less than ten years , 

The proceeds are intended to reimburse the Czechoslovak 

5% 1932-1937 loan guaranteed by the French state maturing 

April 1 , 1937 . 

Unoff icial exchange transactions this morning were 

on a reduced scale . The exchange fund supplied pounds at 

105, 12 and the dollar was dealt in around 21 . 48!. 
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'f1 th the approYal of the Red Croao, arren&.,.ento are now 

being made for the return, to their regular etationa, of the boato 

and pereonnel which have been operatinc with the Coaot Guard iorce 

in the Ohio R1Yer Valley. 

- -- --
Coaot Guard Belief Ioree totalo 25 ~~ajor (eo~~~;o1nc) unite 

in Uiaeiaelppi Valley; ten planee, approximately 395 boata and 

2000 personnel , with an extensive radio aetup through the entire 

nood sone. 

General 'fater LeYel Condition 

Creot now at lleephio - 49.s• and not expected to r1ae .ore 

than on ... tenth o! a foot; Vlek.obu.rg 4s. 7' and riolng elowl;r; 

!latches, Wiu. 52.41 where a creot of about 56' 1o expected about 

J'ebruar;r 20th. llo precipitation laot 24 hour. and no indication 

ot hea~ precipitation in the Kioeiooipp1 Yalley, 
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TREASURY D EPARTMENT 

PUBLIC HEALT H S ERVICE 

'" IIU\'fliiiC 
• .uiCtllttf ..... 6CMJW, WASHINGTON 
... J\oiLK IIUllk...., ... ..,.."' 

Report tor thAI Soorotacy oa 

J'ol:ruuy 61 19)7 

nood Work, 0. S. Public Health Sorrl.ce. 

Roporta t'roa Lou11JY1llo, Ciaci:mati, Col-bus, 

aJid other pl&coe 1a tbe nood area 1ad1coto that thoro 1e 

llO UDuaual iaoidellco ot co .. Wiioeblo diaeeao aJQ"Wboro proaoct 

nth tbe exception ot innuensa, wbiob eoctilluee to be rather 

n. lladieel Otti.oora oa cluv 1a thAI tloocl area are 

ooat.i.au1JIC tlloir uai.ataaee to State aacl local lloalth autaor1-

t1oa ud thAI Rod. Croee, aacl tho San1 tarT !JI&illoere are ei.cl11lc 

1a tho rutoratioa ot public water eupplioe, wbich work ,18 

procreeet.ac aa rapiclq u poaaiblo. 

Tiro ot tho Sea1tarT !llciMere no nre obtaiaoed t'roa 

tho Statoa ere retwra1ac to their a.-a, llan>lc ~oto4 tho 

cluti.oa aaai&M4 to thoa. 
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TREASURY DEPARTMENT 

PUBLIC HEALTH SERVICE 

-. IIOUIIOG 
....... f'C ~ GOO.t4 WASHINGTON 
.. ' ...-uc ...... "' tPVCf 

~~ -... .. 
February 5, l9J7 

Report t or t.be Secretary on 

Flood Relief Work, 0. S. Public Health Service. 

Reports receiTed tMa .c>l'll1lle .troa all Publlt> Kaalth 
officers throucllout the fiood diatriet i.lldicate that tbera &ra 
110 epideldca or diaoaaa aDd that the aiclcaess aad death rate& 
rua1ll about oot'll&l. Tba reports u.y ba &IDlllarbed Tory briefi7 
as follows: 

LouiaTille, K7. General aiclalaas and death rates 
fnorable. I aatruet iollll baTe baaa prepared for bouaeboldara 
as to aaa1 tary procedures to ba followed attar returoia& to 
bouaea that ban been aub.er&sd• Tba .lr~ baee boapital 1a 
carillg f or JOO patients and prcviJIC a Taluabla adJunct to tba 
local ciTU boapitala. Tba 0. S. !&&ria& lloapital at Louie­
Till& ia oparatiq ~r pract1eall7 DOnoaJ. eondit1oll81 except 
the electric power baa not 7et been reate~. 

llawport1 IJ". Gaaaral baalth collditiollll roll&ia (Ood. 
Or&eniaed proiJ'&a1 iacllld.i.q cooperation or Pura Food and Druc 
Adaioiatratioa, fuftctlonillg wall. 

Public Realth Serticle aallit&r7 aJI&iaeera are worki.ni 
1a MDT uallar places tllron&hout the State or lentucq aaaiet­
illg the Stata aDd local autboritiaa iD tba -r&anq chlorina­
tioll or water auppllaa &lid otbar aan1tat1on M&auree ralat1q 
te tba refucau. 

Aahlalld, IJ", Doctor Boro1brook1 of tba Publle Baal til 
SerTice 1a - e&l"fia& aa bouaa pqaiciaa 1a an a .. r&&ACT boepi­
tal. 

Ohio. Reports i.wliaato DO ulldue &.ollllt or Ulllael. 
Tile a1tuat1oa 1 a nll 1a baDd with cal7 lliAor probl•• or baalta 
aad aaaitat1oa &r1a1q. 
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Ironton, Ohio. The situatioa ia wall UDder C411-
trol and tbe looe.l beal tb departaeot 1a aM till& the ai tua­
tion aatiafactor~. 

Sil<eetoa, llo. Dr . Tolllil\eon reports tbet udioal 
reliet actintiu are bei.lle well baadled b)' tbe Red Croaa 
and local pb;rabiau. Tbe 1Jimua1zat1oa prouaa 1a beiJI& 
continued and there 1e "" Ulldue 1Dc1dence ot co:m\1101cable 
disuse. 

Little Rock, Ark. Dr. w. 8. Grqeon, State Health 
Oftieer, r eport& 110 Ulldue i.llcideDCe ot disease, rltll the ex­
ception ot Wluensa whicll 111 occurriJie rather C4..0nlT• Tile 
nuaber ot eeeea or poe18>nia, bo ... Tar, ia rather aull . Tbe 
uount or Ullleu &10011& the r&f\II&U is coaaidered reaarkabl7 
low. 

Cbarleatoa, w. Va. Dr . lloClue, State Healtll Otfl.ear , 
reports d1aeaaa coaditl.oaa about nor.&l. 

Ia<UtNipolla, llld. Tba State Board or Health report& 
"" Ulldua 1ac14aace or disuse. 

ll .. phia, T&~~~~. Thera are 883 patl.eata 1a - r aanc7 
hospitals. J. 150-had -ra:ency hospital bea beea utabliabed 
for tbe care ot Worka Frouaaa ! d•l nl atratl.oa workarp and other 
e .. r&ancy worker& who u;y bee- 111. 

WPD:.Aa 
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TO; Alleriou J:llbaaay, Tokyo, Japan 

DlT&; February 6, 1937, 1 p.a . 

10.: a~ 
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Reference is aade ~o your ~elegraa of January 18, 

lfo . 9. 

You are requea~ed by the Treasury to cable a fur~her 

rapor~ on t he ei ~tion wi ~h particular reference to 

whe~her exchange 1s being cleared and whether permits 

are treely offered. 

HULL. 

EA:LWW 
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TREASURY DEPARTMENT 

INTIIR OI'"I'JCII: COMMUNICATION 

OATC f&bruiU')' 6 1 18~, 

Ill'. !e.flor 

I attendee! a maetlng at the State Department this mol"'ling i n 
Sumner Welles' ottice at which Mr. Oe.fte"7, our Ambassador to CUba, 
J.lr. ~. Chief ot the Latin-AIIerican D1Tiaion, and Dr. fail ,. ... 
present, We reviewed briefly the eXist ing currency eituation and 
exchange poai Uon of CUba and agreed. that thh h probabJ.7 an op­
portune time to attempt t o help t he CUbano to work out a co.prehana1Ye 
plan. 

.U preaent ather paso oarti tioatu and a11Yer peaoa a re 
circulating alongside wi th Ull1ted Stetea paper..,.,.. 1'11& aaout 
of peao cartitioatea h rapidly 1DoraaaiJI&, and iu atfut, Oahe h 
4Dra than one-halt on a ailvar certificate e tandart. SeTaral Bi l l .o 
hen been introduoad i nto the CUban' Congreaa to inereaaa the ailnr 
peao circulation by rather tantaotic amounto. ~eo, .any plana 
involTinl! a CUban bank of i .aaue are i n t he air. 

After considerable conYeroation it waa agreed that Ambaaaad.or 
catt ery would i ndicate that we w re willing to cooperate aa we had. 
in the Cllineae situation to hel p tbe~~ t onaalate plana tor a IIOA&ta"7 
S)'llt .. , Tile CUbana in t um, 1t they desire to d1soueo the atter 
with ua, will aan4 a contiden U&l lliaaion conahUng of one or liON 
ooq>atent ind1 vUQ&l.~ t'l d1acuaa t he probl .. with :ron, 110re or l ea a 
acoord1.Dg to tha met~ worked out in the Cllineae negotlatlona. 

Attar d1apooing of this •ttar I mentioned t he probable etfaot 
of the propoaad exciae tax on ougar on CUba and the Phil1pp1anaa, 
• • after aeveral add.itionel dioouaa ione with Agriculture and our 
own group here I can cul:r feel t hat tho full burden of the tax will 
fall on tb.eae t wo countrie s uleaa the pr1 ca to the oonlllllll&r 1a 
r&i aed b;r approxt-.tel:r the tull amount of the new tax, In t he 
dieoueaioa which a naue4 it appeared thd the State DepeM&aa t •• 
DOt in aocord with the proposal a at J.crioul ture and were DOt aa :ret 
in a poa1t1oa to .apport or oppoae t he propooad l elialatioa. It 
•• ..,. to • that the 'l'rea.ar;r poattioa auat be aubatanttall:r ldlat it 
waa laot year, n.amel:r, that we bad no opinion to expreu, bQ\ that 
&D:r prograa calling tor &441 ttoQ&l. a xpen41 tureo should be aooa.put•• 
b:r aourou ot reTanQe, It tha prograa h altered 1t _,. be that we 
oaa be a little more enthua1aa t1 o abo"t 1t. 
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TREASURY DEPARTMENT 

( INTDt OP'I'lCK COMMUNICATION 

oAn February 8, 1937 

TO Secre tar,y Morgenthau 

~-~ 

On Saturday 110m1ng, February 6, 1937 you celled and 

asked thbt I send so~te one to New York on llond&y, February 8, 1937 

to 1n terview llr. llilll.Aa J . Baxter ri Ul regard to his analysi s of 

the future outlook tor AaericOJl busineaa1 and to secure copies of 

hie 10eekly letter froa Jlilluary 1 , 1937 to d4te . 
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TREASURY DEPARTMENT 

IHTCIII O ""'C & COMMUNICATION 

o••• FebMIAl'Y 8, 1937 

TO Secretary Korgenthau 

On Seturclay •orn.ing , FebMIAl'Y 6, 1937, ,-ou called end told •• 

that next week you wanted to take up the IIIBtter of whether or not 

s teps should be taken toward checlcing capite1 ioflows, and that you 

wished ee to be prepored to discuss the utter. 
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TREASURY DEPARTMENT 

•••• 1ebMUil')' 8, 1937 

TO Secretary llorgen t.bau 

·- iir. Hatr/ 
On Saturd~ •orn1ng, February 6, 1937 ;you called and 

told me that there wee to be a meeting of the Open Karket Co..ittee 

oo Tuesd&;y, February 9 , 1937, end ;you "ou.ld Uke to bave another 

lletiOrandtlll contelnt na: our suggestions rlth regard to f:1nenc1ng . 

( 
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The Secretary telephoned to Graves on Friday , the 
5th, and asked him to have ready on ~onday a r epor t 
on tne lnternational situa~ion with respect to na rcotics . 
He also &sked Graves to cable Wait, i n Paris, for a 
sl~ilar report to reach the Treasury by Wonday . Follow­
ing is a copy of the message t o Y.ait: 

"Please cable in Secretary ' s code 
directly to Secretary Uorgenthau t o 
reach him not l at er than Monday Febru-
ary eighth a Sllmlllar y of present narcotics 
situation in Europe as you see it, with 
any r ecommendations and su~gestions which 
may occur to you, including co~ment upon 
proposition contained in my letter of 
January t~enty-eighth t o assign i~ediately 
additional agents to Europe to work ex­
clusively on narcotics . " 

Copy of reply to this message, signed Butler, is 
attached . 

Today the Secretary held a conference in his office 
at ~;hlch were pr esent :.tr . Taylor, Mr . Gibbons , Mr . Caston , 
'Ar . :.lcReynol d s and Ur . Ora ves . 

The Secretary read the me::~orMdum prepared by llr . Oor::~an 
and ~. Anslinger (copy of which is attached) outlining the 
interna t i onal situat ion with respect to narcot ics drugs . 
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He asked :Jr . Taylor and :Jr . Craves to prepare a letter t o 
Secretary Bull advi sing him that three Customs agents had 
been assigned t o Europe and will sail on February 17th 
accompanied by Commander Thompson who will remain for a brief 
period . (Copy of thi s letter is attached, signed by the 
Secret ary . Also a ttached is copy of routine letter to the 
State Department, also dated tod&y , signed by bSSistant Secre­
tary Gibbons . ) 
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' TREASURY DEPARTMENT 

oma: Of 0CPUTY CC*MJSSIOHER 
III'WUTtGI.TI\"t UMfT 

liEiiOIUllllUii FOR THE S!CREURJ j; 
( Throu6)\ llr. Gre.na) ,;n.. 

BUREAU OF' CUSTOMS 

WASHINGTON 
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In accordanoo with your dirootiona there i .a aet forth below e. 
revin of the international lituation with rupoct to narcotic drug~~ 1 

In 19:10 tho United statea was ropr .. ontod at tho Opiua Adrtoory Com­
mittee m'i8t!'ng at Gsneft. by Kr . John K. Ce.l dwll of tho Department of 
Stato. Tho TreMaury Department waa not roproaontod. Mr. caldwell aakod 
tho Frenoh Govol"llll\ont to talco action to atop aiiiUggl ing of narcotica fr­
Franco to the United States , and oertoin action waa taken. tho quota plan 
for l iaiting -raoturo of narootica was diacuaaod by o:embora other than 
tho .American dele, ate . 

l n 19ln tho United Statoe waa repreaontod by !.lr. Caldwell of t ho Depart­
u nt of State, llro .Analingor or tho Bureau of Narootioa , and Dr. w. Lo Treadway 
of tho Publio Ho&lth Sorrtoo. Tho State Department i'e.vored a quota plan, but 
tho rreaaury fa.vored a coDTontion liaiting manufacture to Mdioal n .. da and 
auporrtaion of raw •teriala. !he r reuury plan waa accepted, aa -.. control 
of codeine, Soorot Fol"'it;n. Pollee Contorenooe wel"' orpniud by a !l"'aoury 
Roproaontotivo, and have boon hold each aubaoquont year. 

ln 1932 tho United Sta tes waa roproaentod by 11r. Stuart J. Fuller ot 
tho Dopartiiient of State, and by Mr • .Analingor ot tbe a>ro&u ot liarcotica. 
A Black List of narootio Tiolatora waa dooidod upon by tho Loogue of Bationa, 
and. tbo r roaoury Department • a Black Liat baa boco:o tho one l"'l.iod upon by 
all nationa . Publication of tho llimltoa of tho Contoroncoa of tbo Opiua 
Adrtaory COtiiOittee waa voted upon tho inaiatonoo of tho .boorioan Ropr••••urt~ti"'•• 
A llodol Codo for preparing narootio logialation waa adopted by a of 
nationa . rho American Roproaontativo urged apooding up tho work relative 
to control of tho cult iTation of tho Opium Poppy, and defeated. a propoaal 
to bavo cona igaaonta of narcotioa ..rked. with a auabor correaponding with 
tho DU111bn ot tho uport oortitioate. 

ln 1933 tho United Statu wu roproaontad by Ill". Stuart J . Fuller of 
tho Dopartiiiint of State, and by Mr • .Analingor of tbi a>roau of Narcotioa, 
tho .boorioan Roproaentativo urged that weakneaaoa in tbo law~ of Japan 
be r-died to auiat in preTention of a~~~~ggling of Japana11 110rphiM into 
tho United Statea. Q> .faota pre10ntad by tbo 1'reuury Deport.nt, tbo 
.boorioan Roproeentati'f'O ahowd. tbat Woatern Joarope waa atill a aCMU"oo ot 
auppl7 tor tbo illioit troftio . !ba .D8r1oan Ropreaontati n abargl7 
oritioiaed. thoiO roaponaiblo tor narootio oonditiona ..C.ati~~& in Jll.ncbWa>o. 
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In 1934 the United States wae represented by wr. Stuart J . Puller of 
tho O..partiiient of State, .m by llr. A.l>411nser of -Efi8 ~reau of Narcotioo . 
The American Representative eubmittad plana t o control cbannela of dio­
tribution of narcotics by aerial number~ of packagea deopatched by wbole­
l&lers; aubml.tted facta which forced the ololins of illioit drut; factories 
in Bulgaria, dioolooad importe into China ot aoid acetic anhydride uoed in 
..auutacture ot heroin1 uaiated in drattint; proposals tor oolleboration 
between China and Treaty Ponn1 urged that dried opiua poppy pleat• be con­
liderad and oontrolled as a raw •terial, and ehmred that the United States 
is in the lead ot other natione in the -tter of extradition treatiea. 

In 19!!5 llr. Puller of the Department of State and Dr. H. J . Wollner of 
tho TreaSiir¥ ltipartilient represented the United States . Tho institutione for 
cure of drug addiction in the United State a, the problem of narcotic amusf;lins 
by air and in the m&1la1 and tho necessity for complete control of international 
movcr.neata of codeine, were presented by the Am<lrican Representative. 

In 19!!6 Kr. Puller of tho Departaent or State and llr. A.1>4l~er ot the 
Bureau of Narootioa represented the United states. They presented taota 
ahowing orr;a.niced IJIJUlint; from JaP"p to t he United States, ahow1nt; opiua 
production and ol&ndeot!ne ....ufacture in china, rel&t~ to narcotic 
tr&tfio on veuel11 lhowint; that Portupl maintains in llaoao "" opiUIIl 
monopoly which ia a aource of illicit t rattio to the United state1 1 and 
relating to v iolations ot international narcotic obligations by Iran (Persia} . 

Information in the Department I. rn .. dieclous t hat Japan, China, and 
Portut;&l b&ve not o&rried out their tre&ty cbligation.s; that Bulpria and 
l"urkey were nOt obliilt.ed 6 Col'IYentiona it thi timi of e r a a J 

u r a no 

Since 1929 t here hu baen peraonal contact and direct oonm•nloation 
by the Treo.suey Department with foreign police, &11 contact and ooi:IIIWiio&­
tions ha~ fol'lll4rly been handled by the lltpart...nt ot State and. Foreip 
Offices . Thil contact wu lll&intained by the Bure&u ot ll&rootioa prior to 
your instruction ot September 2, 1936 t ranoferring control of &11 ouoh mat­
ters to the Cuetoma Agency Service. 

Pursuant to your letter of September 2, 1956 a letter wao addreaaod to 
the SeGretaey of lltate uldng that all foreign adminiatrationa be notified 
of the chang .. directed therein. 011 Ootobor S, 1936 another letter waa ad­
dressed to the Seoret&ey of st&te uking that conaul&r otticen be directed 
to turniah ra&Uler report.a rega.rd.inG narootio -ttera • aoknowled&e•at boiat; 
made therein of the 1plendid cooperation ot the ilep&rt:Deat ot Stat& and the 
consu.l&r ottioera in -ttere pert&lnins to liquor llllllggliat;. Since the 
order of September 2, 1936 waa a1gned by you, fourteen lettera ha'" puae4 
between tha Department ot State &nd thia Depa.rtmeat in an end.e&Yor to carey 
your order into etfeot. The net r eault 1a that in hia lette r of January 
13, 1937 AotiDG Se oret&ey ot State R. -.lton lloore in aubet&noe deoUned to 
talc• action on the reque ata made to c&rey your order 1ato eftect &na expreaae4 
tli8 V{.,. Mi-diW tranarer o"t reaponaibility for narootic bllgglins inY .. ti­
gationa,A& euat .... Af;enoy Ser'rioe oonatituted a dioragard tor the otipu­
lationa of the )l&rootioa Liaitation co .... ention ot 19!!1. 
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In reo....,Ddi.og ratification ot the Connntion, the American 
delegation at ated that "the Coavention drawn up by the Conference deal• 
with two ph&oeo of the narootie>o probltllDt (1) l1.111itation of ... nuracturo 
and (2) control of tho diotribution ot ""'''!Jtaotured dru~"· In the Con­
vention itoelt the purpooe thereof io otatad u a desire to ouppl-nt 
prior Convontiono "by renderi.og etfeotiYe by interD&tional agre-Dt 
tho lillli tation of the lll&nlltacture ot narootio drugo to the world' o 
legitimato requirements for medical and ociontifio purpooeo and by regu• 
lating thei r distribution• . 

It is not oonaidered that the 0 1pacial adai.niatration" (Bureau ot 
};arootica ) prortded tor in the ConYention -• intended to .. ,.,_ reapon• 
s ibili ty for prevention ot IIIIUg&li.og, nor that a:t~,y Article of the Con• 
vention supports ouch an interpretation. It io obrtouo thAt, had tranafer 
of so iJIIportant a responoibility u narootio IJOIIg&ling prenntion froa 
Cu• toma adml.niotrationo in each oi gnotory country to •special ad!llinl.otra· 
tion• baen intended detinite •ntion thereof would ban be en -.do in the 
Convention. U • • tt•r of faot auoh & propoaition ..... never eTan dia­
oussed in the negotiationo which led up to the Convention. 

From the time of ratification of the 1931 Convention, the Customo 
Sorrtce in thi• country re.mai.ned charged with the prenntion of .,..&&ling ot narcotic I into this country. '1'!111 is iloportant u showi.og that 1 t wu 
not within the contemplation of tho Convention that the "•pecial adml.n• 
iotration• ohould be charged with the entire roopcnoibility for law-entore>o· 
mont work relating to tho narootio traffic, inoluding smuggling. It oeome 
oloar that work dona by the Customs 3ervioe in relation to narcotic OIIIUggling 
hao never been regarded &I being in Yiolation of tho terms of the Connntion. It should be oaid also tbet tr ... the t1.lllo or the ratification or the Cou.,.n• 
tion, the Customs Agonoy Serrtoe hal , with the knowledge and aoquie1osnoe of t ho Department of State, lll&inta.ined a repreaentatiYe (Nie>hollon) in the 
Orient charged almost exoluoively with tho oonduot of investigations into 
narcotic mat tors . 'lhi• arrangement for handling narootio matters in thAI 
OrieDt by represeutatives of the Oustoa:a Agency Serrtce is the preoil8 
arrangeMnt whioh y011 h&YO directed ohould be broul)bt abOilt in Kurope, 
to which the Stat e Department now t ano eXO<Option on the ground that it 
would oon1titute a Tiolation of the 1931 Convention. 

It ia belieYe d that the opinion expr81oed by the Department or State 
that the ohan~;e directed by you would Tiolate the stipulations ot the 
Connntion oould be arriYOd at only by a atrai,.d oonotruction or the 
Comention iteelt and of the deliberations that led up to ito adoption, 
and is without merit. It io further believed that this Oovornmont io 
oomplyil!l> i'ully with the obligation~ impo .. d upon it by the Convention, 
under the realignment ordered by you. 

It might be added tbat the trouury roroeo in Europe, under the 
l'e&ligttMnt, are ..,1c1ns amiDently oatiltactory oontacto with appropriate 
fo reign adlliniotrationo , including turkey, ~lp.ria, Greece, Auotria, 
and C&eobo-Slo?akia; that tM diftioultiea apprehended by the Depart.ent ot Ste.te have be 0111 found DDn .. xiotent 1 and thet ouooeootul aooooq>lialllloant 
or the purpo,.• ot the reali~nt b expected. 
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February 8, l9J7, 

117 dear Cordell! 

C&rl')'iJI& out the policy described to you in ~ letter o! 
Septeaber 9, 19%, I now f ind tbat t ile SIIIIC&lhi of narcotics 
into th11 countr, t'l'OII a.z.oJIII" 1ources 11 so serious aa to 
Hqllin tbat • • aupct a t onoe the Cuotoaa AaMCJ Samoa 
periOIIIIIl 1D Europa 'r the aao1cJoaeDt of a44it1oDal o!tioan. 
fbraa Cuatoaa qmta witll tba DIOIII&rJ qual.U1cat101lS baYI 
t.... aalacta(! for thia aosl.pMnt, aDd they will l e&Ye law 
York tor Faria OD tba ss. PJIESIDIIIT ~S!HLf, ... Hng rabru­
&rJ 17. fbey will be accoap&Dia(! bJ Lieut. CCIIIIIUider B. M, 
fboapaon, wbo will .._u in EUropa a.o to:f repreaentati.,.. ! or 
a brief period. fbe -• of tba agents ara being c=-1-
caW to the State Departaent th1e (!ate in tile ueual a&Diler, 
I would a ppreciate it 1! you •ould perooDally ••• tbat 7our 
repreoentetbeo abroed gi•e to tlleee aen, ae well as to the 
lilllltl already assliDed OD ll&rCOtiCI illYOit igatlOill 1a 
Europa, oucll assiat&Dce &Dd eooper11t1on aa tlley II&Y properly 
raquoet. 

Sincaral7, 

( 

Boa, Cordell ~, 

fbe Secretary of State, 

11110/ att 

• f 

.14Q 
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COPY 

February 8 1 1937 

The Honorable, 

The Secretary of State. 

Sir : 

I n accordance wi t h the estublished practice, I 
have the honor to advis e you that it has been deter­
mined by this Department to augment temporari ly the 
investi gati ve steff of the Supervising Tre~sury Attache 
at Peri! with the following officers f r om the Customs 
Service, viz : 

Alvin F. Scharff 
Athanasius A. Christides 
Louis G. Stuhl dr eher 

The above officers are tentatively scheduled to 
depart from New York aboard the SS . PRESIDENT ROOSEVELT 
on February 17 , 1937, and flhite a ttached to the office 
of the Supervising Treasury At tsche at Pa r is will be 
gi ven the offi ci a l des i gnation of Acting Treasury Repre­
sentative. 

It may be further stated that Lieut . CoiD!Iander B. ll. 
Thompson, Spucial Assistant to the Secretary of the 
Treasury , will accompany the above officers abroad for 
the purpose of affording the Supervising Treasury At t sche 
at Paris such assistance as may be necessary in coordin­
at ing the investigative work of his office wi th that of 
the Bureau of Customs i n Washington . 

By direction of the Secr etary: 

Very truly yours, 

/s/ Stephen B. Gibbons 

Assistant Secretary. 
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._,.~ . ... C!Mif .... .... ,. ... 
TREASURY DEPARTMENT 

UN ITED 8TATE8 COAST OUARO 
HEAOOUARTER8 

WASHINGTON 

8 l8bruary, 1937 

rroc: lpagent, Parit , J'roance . 
To Secretary of tho Treaoury. 

Referring ~rman cable February flftho Walt, now in Ylenna, 
lootructa me to oa7 that it la difficult to eularco tho scope of 
European ln•eatlgatioua, due to the attitude of local pollee. 
Je•ertheleaa lt le belieYed feaalble to etatlon lD•eotlgatoro •arloue 
porta for JIIU'po .. of coutactlnc 1Dfo,...ro. a. otreo••• l&D&uaco• 
•• ooaoutial quallf1eatlou. 

Butler. 
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PARAPHRASE OJ' TELJ:GRAM RlCOJ:IVJ:D 

PRO.Il; .laerican :EIIIbauy, Tokyo, J&pall 

DlTJ:: February 8, 1937 , 6 p.m. 

lfO.: 48 

143 

Reference ia made t o telegram No. a4 ot February 6, 

1937, from the Department. 

Permits for exchange are being issued gradually to 

cover oontraota for busln~sa booked before inauguration 

of new regulnt1one . Especial favor given t o cotton l~ort«s. 

It ia reported that moat of the contracts of cotton i .mpor­

tera up to April shipment fr0111 t he United States have ex­

change permits to cover them. Complaint baa been made by 

some importere of other lines that they can obtain no 

permito for business previously booked, but it ie believed 

that technical difficulties are partly responsible for tbe 

delay. New minor reetricUone upon the granting of permit. 

are being iiBpoeed by the lolinistry of Finance. These are 

causing further delay, and are giving the Governaent time 

Slowly to bring the actual ae ppposed to the n ominal 

exchange value of the yen to ono ehilliag two pence, the 

announced rate. 

The exchange .arket ie much firaer than it wae before 

January S, ae a result of tho exchange control regulatione. 

•o exchange permits for new business have yet been 

iseued, ae far as the bbaeey oan aeoert&in. 

The 
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The b&nlta in a. non:al -Y a.re taking up exchange 

contracts 0110e peraite haTe been iseued. 

144 

The Ministr y or Commerce and Industry, i n oonneotlon 

with the exchange control, ha.• made &.llllOUilceaent or the 

quantitie• that may be imported in 1937 or the following 

product s: ootton, wool , rayon, pulp and crude r ubber . 

These limitations, boweYer, a.re not believed to be absolute, 

since Japanese industr y and e~ort trade might be restricted 

t hereby. The more pr obable reason therefor i• that th• 

quantitie• eet are intended t o aot ae a. measuring rod 

to determine how muob exchange they will have to cover . 

GRill. 

:U:Ln 

Regraded Uclassified



145 

GROUP IIEETING February 8, 1937 
12 : 00 Noon 

Present : 

:.!aglll: 

H. r.! . Jr : 

Jlagill : 

H • .! . Jr: 

Megill : 

H .~.Jr : 

Hnus : 

Magill : 

H.M.Jr: 

Haas: 

Mrs Klotz 
"'r . McReynolds 
:Ar . Upham 
IAr . Bell 
Miss Roche 
Mr . Haas 
:.lr . Gaston 
!lr . Taylor 
!.lr . Gibbons 
!Jr. Opper 
1.l r. Lochhead 
Ur . 'Jag ill. 

I think I have nothing particular to report . There 
is t o be a conference some time this week, now tnat 
you are back, we expect, with the Chairmen of t he 
two financial committees of Congress. Senator 
Harrison wanted such a conference, but didn ' t want 
it until you got back . 

Well , the thing th~t I •d like to clean up f i rst , the 
thing t hat I put number one on my calendar, was t his 
question of foreign investments . 

We have been working on that, but • • •• 

knd I've about made up ~ mind that if we are to get 
anyNhere we •ll have t o go ahead and make up our own 
mind wnat we think is right and tnen askthe other 
fellows . 

Tba t • s wba t we have - we are no·.v doi ng . George nnd 
I nave had two or tnree discussions about i t. 

Would you be ready t onight? 

Oh, we can, but the - I don't think Mr . - or Ross 
will have his own mind made up on a t ax proposn.L yet. 

It wi ll be pr etty hard to do i t by tonight, 

I don' t mean final . 

I t hink it would be well to meet as soon as you can 
and l ay the thing out. 
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~ . iA. . Jr : 

olagill: 

H. M.Jr : 

:.lagill : 

H. '4. Jr : 

~tag ill: 

H. li . Jr: 

Haas : 

H. l! . Jr : 

:.!agill: 

H • ..! . Jr : 

Magill: 

H.:J. Jr: 

Haas: 

R. t! . Jr: 

Haas: 

H. l.I . Jr : 

Taylor: 

H. iii.Jr: 

Lochhead: 

- 2 -

I can meet tonight, 

II ell , let • s meet tonight . 

I mean I don ' t know what the- I could meet t onight 
and bave Haas tell me what his study is. 

Xou mean tonight after dinner some time? 

Yes . 

Sure , ::e can do that . 

146 

8 : 30, and tell me Nhat he has . He 1s nad three months 
on it now. Pretty close . 

Don't expect too much, even with the time. 

But seriously, you•ve got tobeg1n to educate, and I'd like to get that thing so I understand it and make up our own mind this week. I mean I 1 d like to 
ao it this week, spend enough time on it this week 
so that ... 

~here do you want to see us? 

At the house . 

All r ight, we ' ll be there . 

Now , I ' d like to start on that. Huh? 

Yes, fine . 

Now , who ' s in on that? 

Llr . Taylor. 

Have you (Taylor) go t a social engagement tonight? 

(Nods no) 

You•re in on i t, Archie . 

(Nods yes) 
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H • .li . Jr: 

Magill: 

H.M. Jr: 

liar s : 

R.:.t . Jr: 

Bell : 

tlass: 

H.&I . Jr : 

Opper: 

R.!.I. Jr : 

Opper: 

H.IJ . Jp: 

Opper : 

II .U.Jr: 

Uphsm: 
. 
H. &I .Jr: 

Bell: 

li . M. Jr: 

Ball : 

II .M.Jr: 

- 3 -

Have you (Magill) got a social engagement? 

(Nods no) 

You (Haas)? 

(Nods no) 

Uoes Bell get in on t his? 

I don1 t think so . 

The legal people. 

'·ell, you (Opper) tell :.lr . Oli;>hant - when does he 
get back? 

About one; he• s just about back now. 

Are you in on lt? 

I 1ve been sitting in on some of these conferences. 
You ' d like to have Oliphant? 

And you, if you can do it. 

(Nods yes) 

147 

Are you (Upham) in on this? You better come, because 
it ' s a liaison with Feder al Reserve . 

Yes • 

Dan, this isn• t •••• 

I haven't been in oo it. I don't know a thing about it . 

Do you care about it? 

Oh, interested; but I 've got enough to do to keep me 
busy. 

All right. Well then, let ' s meet on it tonight and 
get started, huh? And have a - not to muddle me up; 
you tell me what your study shows, what you think we 
should do. Forget what the other people say . Let•a 
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r.!agill: 

Haas: 

Haas : 

l:! . li . Jr: 

Haas : 

H. M. Jr: 

Gaston: 

H. !.! . Jr: 

Gaston: 

H.li.J,.: 

Magill: 

H. M.Jr: 

!.lag ill: 

Opper: 

H. M. Jr: 

- 4 -

approach it from tha t engle . l'lha t do you so.y? 

Vt'ell , that ' s exactly whot we 've been outlined to do. 

All right. See? 

I 1ll do tne best I can that way. I mean you may want 
to find .••. 

I mean tomorrov1 night I may have something end Taylor 
may have something, but let ' s begin to go places on 
this . 

All right . There's two definite sides; one 's the 
monetary and one ' s the tax. 

Well , let 's - who else in your shop is in on it? 

\'/ell, the two people that have been doing most of the 
work a re Zucker on the tax and White on the monetary . 
And Seltzer has been in on some of it. But t hose two . 

All right. Herbert , you interested? 

I 1 m interested. 

Nell , would you like to come? 

Yes, I think I I d li.ke to COIDB . 

~ina. Now - I mean that gets that started. Now, 
Pat Harrison •••. 

He hasn't celled up a gain. I think we •l l have to 
get in touch with him . You've got this railroad 
pension legislation tha t you s poke of . 

Yes . 

And you've got that, haven' t you, Opper, now? 

Yes. I just neard - it ' s all right - Justice made 
a l i ttle change 1n i t and extended it to t he end 
of the next fiscal year, i nstead of Just t his year. 

How pressing is that? 
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r.!agill: 

Opper: 

H. li • .Jr : 

..!agill: 

H .~ • .Jr : 

Opper: 

H. :.I . Jr: 

Oppe r : 

H. !.I.Jr: 

Opper : 

ll . M. Jr : 

Opper: 

ll . U. Jr : 

Opper : 

H. !.I . Jr : 

Magill: 

H.~ . Jr : 

Magill: 

- 5 -

Pretty necessary. 

Ought to be passed before t he 28th of February . 

//ben do you (!iagill) want t o .;et tna t? 

As soon a s Opper clears the legislati on • 

1 4~ 

Well. , will you tell IJagill so we can have a meeting? 

(Nods yes) 

But you are not r eady today . 

.'iell , I wanted to speak to Oliphant. 

But you don't want to s ay at t his :neeting tho t you 
are ready. 

No, sir . 

Is tha t right? 

That • s right . 

Tha t passes that up. Make a note, Urs . Klotz , on 
t his for when it's ready . Railroad Pension. Is 
that right? 

Tha t's right . 

Railroad Pension. 

I •ve t alked to Sena tor Harrison and a lso Mr . Dought en, 
and they want ed to get started a t it right away . Now, 
Harrison wants a meeting with us . Be wants a mee ting . 
Be i sn ' t thinking in t erms of this . He is thinking 
of tax legislation generally . He ' d like to know what 
we want ond give us their atti tude . 

Well , do you - should I call him up and find out when 
he wants a meeting? 

I t bink it might be well to combine it w1 th t his 
Railroad Pensi on business, whenever Opper and Mr . 
Oliphant clear that. 
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Opper: 

iL..t.Jr: 

Magill : 

H. lo!. Jr: 

Uagill: 

H. J.I.Jr: 

Magill: 

H. r.t . Jr : 

l.lagill : 

H. II . Jr: 

:Aag~ll : 

H. loi.Jr: 

Bell: 

Upham: 

H. M.Jr: 

Mrs Klotz : 

H. L!.Jr: 

!Ia gill: 

- 6 -

This afternoon. 

·Nell, let ' s give him a ring when we ' re ready . 
lou 1ll let '"" ll.oluW. 

I ' ll let you know. 

150 

The way I ' m going to try to do the thing, I ' m going 
to try to make appointments to see "visiting fireme n" 
from 10 till 12 , and do ~ mail f rom 12 to 1, and 
then keep the a fternoon for conferences . See? I 
mean if you .fant en hour or so for somet hing like 
t his, keep it for the afternoon , see? 

I 1 ve got a couple matters I ' d like to spea.k to you 
about this - some t ime this afternoon. 

This afternoon is ma i l ; I haven ' t done my ma i l today 
yet . I'm late . So you ' ll have to come in on the 
10 to 12 tomorrow. 

All right . 

Do you want time tomorrow? 

One of them is about as bad as this Railroad Pensi on 
business. 

How much time do you want on it? 10 to l J : JO? 

Settle it with you in f ive minutes . 

15 minutes? 

ay the way, isn' t there en Open Market tomorrow? 

At 11. 

Yes , 11 . Put Dr . Magill down for 10. 

Don' t you want to do it this afternoon? 

Be wants • • . 

Needless to say, I want you to a nswer your mail this 
afternoon. This is a half million dollars we want t o 
reach out a nd get; if we want tog et it, we want to 
move fast . 
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I! . ~ . Jr: 

Magill: 

H .:J. Jr : 

Magill : 

d, :.t . Jr: 

- 7 -

All rigbt, 4 o'clock. 

In fact, it ' s $680,0UO to be exact . 

All right, 4 : 30 . 

4:30? 

Yes, 4 : 30 . Herbert? 

151 

Gast on: I assume we ' ll hold the conference at 4 o 'clock; is 
that right? 

I! . J .Jr: Yes, sir. 

Gaston: The United Press calls our a ttention to the fact 
tha t the Governor of the Bank of Japan has resigned; 
that an industrialist is going to succeed him; and 
wants to Know i f we can give him ~ guidance on that , 
what that means . I told him I didn t k.now. But they 'll 
probably ask that . 

R . ~J .Jr: I talked to the President Saturday after noon. He 
asked me what I thought about his message and I sa i d , 
"Well , Mr . President, I ' d love to an swer you, but 
Steve Early instruct ed me not to make any comments." 

Mrs Klotz: Did they tell you about i t ? 

d .M. Jr : ~hree people told me . 

WcReynolds: Be sure you knew . 

I! .U.Jr: There is a record of my conversation with the President. 
And you (Taylor) are going to send me a memorandum . 

Taylor : I have . 

H.Y.Jr: Is it in the shop? 

Taylor: It should be. 

tJrs Klotz: On what? 

H.Y.Jr: His conversation with me . 

Wrs Klotz: I've got it. 
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Gaston: There •s a new film which the Coast Ouard helped 
to make - it's mostly cbout the Coast Guard - called 
"Sea Devils," being shown to the Boar d of Review 
here at 4: 30 , and maybe you' d like to see it some 
time. Hasn ' t yet been released . 

H. M. J r : Well, let's have it some time; show it at 9: 30 in 
t he morning . 

J rs Klotz : That ' s fine. 

H. U. J r: Anything else, Herber t? 

Gaston: llo, that ' s all. 

Locnhead: !lothing . 

H. !J.Jr: Rhat? Are you all right? 

Lochhead: O. K. 

Gibbons: 

B. :.I . Jr : 

There was a - Coas t Guard got a mes sage on Saturday ; 
Mac cleared it t h r ough Secr e t Service - in which 
Bar telt asked for a supply or ammunition and guns to 
protect his people against an onslaught out there i n 
Seattle . 

Bartelt? 

JcReynola s: Bartelt didn ' t ask f or them . 

Gibbons: 

Bell: 

B. J.l . Jr: 

Bell : 

It came from the Seatt le office of - Bartelt's outfit 
in Seattle . 

One of the disbursing officers asked for prot ection 
from some Communistic interests and - because he 
had heard some r umor s that they were going to attack 
and rob the office. He asked for four pi stols and 
four machine guns and necessary ammunition, and didn't 
ask for any guards . So I t hought it was rather peculiar 
I called lise a.nd then we decided we'd turn it over to 
~':i~son. 

I'm sorry, I didn't ge t that . 

I said I talked to Mac and we deci ded it would be 
better t o turn it over to Wilson; wasn't a Coast 
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Guard matter as long s s on l a nd . And he telephoned 
out there immediately to his oper~ tive, who got in 
touch with this disbursing officer, who apparently 
\'I:!S a little excit ed pbont nothing . But he di d go 
over and assure him . 

"lcReynolds : They didn't give hi m any guns. 

H. !.I . Jr: 

Gibbons : 

H. !.I . Jr: 

Gi bbons : 

H.M.Jr: 

Opper : 

Gibbons : 

E! . lJ .Jr: 

Gibbons : 

H. II . Jr: 

Bell: 

I ' ll bet Buzzie Dell would have had a great time 
there. 

Say listen, you (Gibbons) wait until Berman Oliphant 
gets back. Can't you even meet him at Jac~sonville, 
fly t be poor man aown to Key ~est? 

Hasn't asked me for anything . 

Didn't he ask t hrough you? 

Di dn't say any t hing . I thought he was going by train. 
Be l eft here and shook hands Hith me and said, "Goodbye . 

Xou wait. Be was going to be me t at Jacksonville and 
never was met . I sn 1 t that r ight , Opper? 

I didn ' t know about that, but I can see there won't 
be any Coast Guard matters cleared now, until ••••• 

No , he didn ' t say a word to me. 

Mrs . Norton, Congresswoman from New Jersey, head of 
a Committee, local Committee here, is introaucing a 
r acing bill. Anslinger suggested we ought to put 
something in there, if the bill goes through, on 
control of narcoti cs effects; would want somebody 
to •. •• 

Put wha t in it? 

Put in this r acing bill -there's a bill up now 
before Congress to permit racing here in the 
District, and in that bill there should be some-
t hing . 0 0. 

Dan, sit over here . 

That's all right, thanks. 
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Gibbons : 

H. IJ .Jr: 

Gibbons : 

H.M. J r: 

Gi bbons : 

H.U. Jr : 

Gibbons : 

H. l.l . Jr : 

Gibbons : 

H. i.! .Jr: 

Gibbons : 

d. r.I . Jr : 

Gibbons : 

H. !!.Jr: 

Gibbons : 

H.M.Jr: 

Opham! 

- 10 -

~uestion of policy whether we should talk to some­
body up on t he Hill about putting that in. 

Well, h~ve ynn mnrle up your mind about it? 

I think i t would be a good i dea for the Federal 
Government; we 're trying to contr ol these r ace 
tracks . They 're doping horses continuously . 

Do you know what t hey want to put in? 

Yes . Has a memorandum herexith. 

I would submit tha t to Mr . Oliphant ' s offi ce first . 
Yfuen it ' s cleared , bring it b~ck a nd jus t r ead it 
to the 9 : 30 group and clear it that way . 

O. K. 

\Vha t? 

It ' s just a 4uestion of matter of pol i cy whether we 
should proceed on i i or not . 

'Nell , do you first want to clear i t thr ough the 
lega l and t hen bring it? 

I .vanted to g€o t your reaction before doing that. 

I think i t ' s all rignt . 

Now, I want to discuss some time with you •..• (goes 
up to Secretary and confers with him i naudibl y) 

l•hen you talk to me, r emember I want to - possibly 
we mi ght put him i n where the magician di ed . 

Oh , Jim t old me by all means he wants to talk to 
you about that . He called me from New York. 

Well, you might sli p this fellow in there by 
sleight- of-hand . Or i s there another magician that 
goes in there? Wha t wa s that magician? 

Register . 
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H. !d.Jr: 

Gas t on: 

Gibbons : 

ii . li . Jr: 

Gibbons : 
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Uid you write a nice letter? 

There basn1 t been any letter written yet, no . 

Ten o ' clock tomorrow morning. 

But remember now, sleigat-of -band . 

Yes 

·155 

Mr s Klotz : Swe ll time . 

Gibbons : 

H. :J. Jr : 

Taylor: 

H. M. Jr: 

Taylor : 

l! . :.l . Jr : 

Taylor: 

II . !.! .Jr : 

Taylor : 

U. l.I.Jr: 

Gibbons: 

B. !.I . Jr: 

I thiru< it •s only about half t he salary though. 

(Above conversa tion referred to 
vacancy left by decease of 
n. Tl . Durbin, Regis ter of Treasury) 

.Vayne? Cuba? 

Cuba , Br azil , etc . Suwner Nel l es wa nt s to see you 
this a fternoon. I thiru< you ought to do i t . 

No , I won ' t do it . Sumner Welles - it ' s sood for 
him to \'tait. His chest !OSY ge t out three inches 
if he waits . 

It ' s right do .\'Il there . 

••ell, why can' t he wr.it until tomorrow morning at 
10: ,30? 

I think tha t 's all right . 

What? 

That ' s all right. 

Couldn' t he wait unt i l ••• You're (Gi bbons) a t ten? 

I'm at ten. 

~thy don ' t you (Taylor) come at 10: 15 and explain it 
to me and then let those boys come in at 10: .30 
t omorrow. (To llrs Klotz) Toy1or at 10 :15. You 
explain it to me and then those boys come in at 10:.30 . 
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That 's all right. The thing he wants to t alk about -
one or t hem - I don ' t know what he ' s got in his 
mind , but I think I can guess. 

Well, we can chin anyway . 

George? 

I 1 ve got a few things tha t you asked me about. Tell 
you what the status of them is . One is this me n in 
New York that you asked me tog et in touch with . He ' s 
out a t the Pacific Coast, will ca ll when he gets back . 
·::e' ve asked to have his mater ial s ent down here. 

Yes 

The o ther one, on this QUestion •. .• • 

I wonder if I•ve got his stuff for January . 'l.'hich 
gave me an idea , George . I wi sh tha t any article 
which is written which i s critical of t he fiscal or 
monetary policy of this Administr a tion - I'd like 
t o have it analyzed . See? Anything . 

O. K. 

Have the libraribn wa tch for critical articles which 
say we a r e going in the wr ong direction . See? 

O.K. It won ' t be such a big Job now a s i t Nas . 

You eight star t with Henry Wal l a ce today . 

'Nh.y? 7/ha t did he do? 

l.lade a speech . 

What? 

Too much gol d coming in. 

.Vnat? 

Too much gold coming in. 

When did he say that? 
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Cot out a long s t a tement t hat he released t o t he 
Br iti sh papers . Be wr ote an a rticle f or t he 
London Tel egr aph . 

Well , tha t Nent through our snop, didn ' t it? He 
talKea to us about it, and then after he saw a 
man by the na~e of White, he decided tha t he 
wouldn ' t release i t . I tell you, Geor ge, you ge t 
the article and tnen talk t o White, because ever y­
body was out a t Chi cago und :,all ace sent somebody 
over her e and he saw Vlhite and then Wa l lace said 
after seeing Whi te he was convi nced t ha t he wouldn' t 
r elease the articl e . That was to have been a New 
Year ' s stat ement . But is it i n the papers today? 

!lew York Times, very full account of it. 

nell , ll ll I can say is t hat it w&s in t he shop 
end tnen they agreed not to - he agreed not to 
write it . He a~reed not to . (Looks at New Yor k 
Times of Feb . 8) •wall&ce, writ i ng for London 
paper, opposes sending tJ br oad . .. . . Why Should 
Senoible Americans Lend to Defaulting Nations?" 
I ' l l have to r ead it . I 1 ll have t o r eed that . 
Will you see how near t hot is :? 1'/e 1 ve got the 
origi nal ar t i cl e . We must have it . 

I think we have the whole thing . 

Look l t up and t hen give lt to Baas , €nd then will 
you (Haas) bring it up again t omorrow? He di d 
submi t i t and he told me defini t ely he would not 
do i t , and I told him I was very gl ad he wasn ' t 
goi ng to do it . 

I t is concei vabl e •... 

What? 

•. • conceivable t hat he did toke some of i t out of 
the ori gi nal. 

Well, we have the ori gi nal here . Because the 
origi nal was f ull of mi stakes , and be sai d he ' d 
wri t ten it himself . 

Mrs Klotz : '1/e may hove r eturned it, I don 't know. I' ll l ook. 
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.Vhc.t else do you have, George? 

You asked for some additionel data on e xpenditures 
of rorelgn countries . 

Yes. 

We ' ve got some from the Wa r Department; some is 
coming from the Navy Department, and also State, 
but it hasn't arrived . 

When will you have that? 

Well , I don ' t - the Navy hBs said theirs would be in 
Saturday , but probably it ' ll be in today . 

how are you trying to ge t 11. torough the :levy? 

That man you contacted . 

Pules ton? 

Uh-huh. And a Colonel somebody over in Military - 'Har . 

Lincoln. 

And the State - /layne was nanaling that for me . 

·::ell , I ' m very , very anxious to get all that . I ' m 
going to ride you hard on it . 

All right. 

'.'/hat? 

Fine . We ' ll put the pressure on them. 

I mean I'm warning you I ' m going to ride you hard 
on it. 

7/e 1 ll ride them . 

Have you got anything on it? 

Yes . All we ' ve got - we ' ve got the published picture, 
which you have go t . 
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B.M. Jr : Yes. 

Haas : I presume you took i l down. 

H. r.t .Jr : liell, they forwarded no mail to the South. 

Baas : Oh . 

H. t.I . Jr : I'll get it tl\is afterno:m at three . 

!.Irs Klotz : We hel d everything . 

B. :.I . Jr: 

Haos : 

H.M. Jr: 

Haas : 

H .~.Jr : 

Baas : 

B. :.I .Jr : 

de as: 

liaas : 

H. i.! . Jr : 

Haas: 

H. ll.Jr: 

Urs . Klotz d id a swell Job. She held it up here . 

She should be congra tula ted for not sending anything 
d01m . 

The other thing you a sked me was to see Goldenweiser 
and I did, end I ' ll have e paragr aph in the memorandum 
t; iving his views on i t . 

Well, ue meet tomorrow a t ll on tha t, don't we? 

Uh- huh. You wanted a memorandum tonight? 

Yes, send it up to the house. 

All right, I ' ll send it up. 

Anytning else? On tha t fore~gn stuff, I 1m very keen 
tog et that. 

I think you should be . You won't make up your mind 
at all tonight, but you - because it is e very 
important move - but I think you should go et i t , 
ge t into i t , as soon as you c an. 

Is that • •• 

That ' s all. 

Is Mac disinfecting your new quarters f or you? 

Yes . He didn ' t say they were lousy, but almost 
everything else . 

Well, Mac and Mrs . Klotz and I expect a party when 
you move 1n. Especially after all the walls of fear 
that llac buil t up . He started four times down that 

• 
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corridor befor e he could get to t he Comptroller' s 
office . Of course , I called him and -
called him back each time . But be di d start down. 

~cReynolds : Jefty c alled me, tolo me that you had telephoned h1m 
end thanked him for it . Very puffed up ebout it. 

H.:.I . Jr : 

Hues : 

H. LI . Jr: 

Bell : 

H • ..! . Jr: 

Bell: 

H. I.! . Jr : 

Bell : 

H. !I . Jr: 

Bell : 

li . L!.Jr : 

Bell: 

H. :.I . J r: 

Bell: 

H. :.t . J r: 

Opper: 

Well , Cod hel p anybody else tha t wants any more 
space after t hat, on this floor. 

Well , thank you v ery much. 

Dan? You goi ng to have a memorandum for me for 
t omorrow? 

Yes, I guess so. Yaybe late tonight, but ••. 

Tomorrow morning . 

All right . 

Did you stay home Sa turday and Sunday? 

Well, I s t ayed home S~mday . Not Saturday . 
I ' ll have - t here are some things that I'd like to 
t alk to you about tomor row . 

I say ther e are some things tha t I ' d like to telk 
about . 

How long oo you want? 

Oh, a nalf hour . 

All r ight, a t three o ' clock t omorrow. 

U l right . 

Three o ' clock. 

How' s your (Opper ) shop? 

One of the t wo cases i nvolvi ng Constituti onali t y t hat 
t he Supreme Court had before it wa s decided last 
Monday - t ha t is, that the Tr easury was inter ested in. 
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That was the one involving the joint r esoluti on 
th~t withheld payments to Germans out of the alien 
property money while Germanr was in defaul t. The 
resolution was dre. .m against all the pressure, and 
the Constitutionality of it was attacked . The allhc~ 
was sustained 1n the Court of Appeals in the District, 
but the Supreme Court reversed, so the flag is still 
flying. 

Go back to neutrality. 

On what building is the flag flying? 

Well, I don ' t know. I suppose on the Department of 
Justice . 

I see. All right . 

Lhey have had a good deal of work 1n the case . 

Has this fellow Egmont, or whatever his name is - bas 
be gone to Bellevue? 

I didn ' t know about that phase, tha t he was slated 
to •.. 

UcReynol ds : Co~itted on Friday . 

B. :.!.Jr: To Bellevue? 

l!cReynolds: Yes, by order of the court. 

H. M.Jr: 

Gaston: 

H. L! . Jr: 

I think, Herbert, you might give a little somet hing 
out on that. Get the s tory , see? 

Yes 

Find out about it, will you? lolake a note . 

~cReynolds: Larry can tell you. 

H.~.Jr: Who? 

UcReynolds : Larry Bernard . Be was the one that took care of it. 

H. rd .Jr: That's this fellow who ' s forged my name on thi s Red 
Cross contr act . We were all going up this week, and 
now be ' s been committed to Bellevue . 

liiss Roche? 
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Dr. Parr an returned this morning or last evening; 
reports tha t everything in the flood district is 
proceeding very smoothly , and very efficient and 
effective work has been done , with cooperation of 
the St ate and county health officers . He said 
tha t had it not been for the bocial Security money 
which has been made available to the counties and 
the States, it would hove been a very serious situa­
tion, because of the additional personnel a nd the 
work that had been started. He feels that things 
a r e going along very well . 

There is, of course, a very grave threat coming of 
malaria , dysentery , and flu, etc . , but t hey are 
laying t he groundwork, he sai d , very satisfactorily . 

Be a lso r eported, sent over a letter t hat he had 
received from Colonel Roosevel t a sking - James 
Roosevelt •••• 

Do t hey call him Colonel? 

They always have to me . 

olhat? Is th!l t wha t they say? 

'llell, I mean Mr . James Roosevelt, saying - a ski ng him 
to send in for the Health Service the esti mates as to 
addi t i onal money t hat would be needed the balance of 
this year up to July on emergency health work, and 
Or . Parran's letter wnicb be s ent to him direc t, 
didn ' t clear through you; a copy of it shows a 
request for $925,000 a s an emergency appropriation, 
and he also very strongly wants to urge t hat the 1.)8 
Budget - that there be an additional figure of about 
that amount added to continue this work when it stops 
with t he emergency funds in July , as it will be a long 
time heal th program and in these 185 counti es many of 
them have no permanent county health set-up • 

• 
Bell, as Assistant to the Secreta,ry of the Treasury, 
would you mind looking up Executive Orders as to 
estimates and how t hey should go up out of the 
Tr easury . 

The Executive Order is law. 

'lhat does the law say? 
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It says it should be submitted to the Director of 
the Budget, who shall prepare a recommenda tion for 
transmission to Congress by the President. 

I c an't nelp it i f he breaks the law . 

\Yell, that letter has gone out pretty generally . 

Yes . 

Those organizations, certainly, that are working 
in the flood district - sever al of them are quite 
worried l bout it . 

Who? 
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Several of the organizations, particululy the :lar 
Department , which has had a big job out there. The 
War Department feels tha t &11 of its personnel 
should be on flood relief work and not be confined 
to making up estimates of expenditures in the flood 
area , at least for o.nothot· two months . No•:t , they ' ve 
gotten this re.;uest and they don ' t quite know how 
to handle .lt and they are just standing by for the 
time being and l etting it rock al ong . 

And I have relayed that information to Mcintyre , 
confidentially, and he said, "All right, just let i t s 
stand for the time being . " He ' d take care of it. 

o'lho•d take care of it? 

Uc!ntyre. I got from him the intimation tha t he 
would' try t o head some of this off quietly. So I 
tlon• t think there is anything to do but just • • •• 

but if anything ' s going to be headed off, it ought 
to be before people get themselves committed on 
programs and go in and spend money they haven 't got. 

Well , you certainly c an• t commit yourselves to any 
expenditures for which there is no appropriati on. 

'Nell, he certainly knows tha t writi ng to .Jimmy 
Roosevelt doesn' t give him anything. 

Ttlis is what we call the dry money . 
the wet money, and now the f lood i s 
the dry money . 

We ' ve gotten 
recedi ng we need 

Regraded Uclassified



( 

a. :J.Jr: 

Roche : 

H.M.Jr: 

Roche: 

ll . :t.Jr: 

Bell : 

ll . l&. Jr: 

Roche: 

H. M.Jr: 

Roche : 

Upham: 

ll . r.I .Jr: 

Upham: 

H. !.t . Jr: 

- 20 -

Well , Or . Parran ought to be dry behind the ears 
by now . 

Be understands , I think, that there isn' t any ••• 

I certainly - a letter like that doesn ' t give you 
one dollar . 

I think he realizes that, but my remark was just 
in connection with whnt Mr. Bell .• • 
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I very carefull y asked Bell as Assistant to the 
Secretary and no t as - because as Director of the 
Budget he is responsible for the Budget. So - I 
mean - but if Bell isn ' t worried, I'm not going to 
worry . l'lhat cioes the Director of the Budget say? 

.~ell, I'm not worried about it for the time being . 
I think that i t will straighten i tself out in time . 

But Ui ss Roche - he ' s new on the job - I •m telling 
you you ' d better not spend any money that you haven ' t 
got . 

You needn ' t worry, we won 1 t . 

Well, if the Director of the Budget isn't worried, 
I ' m not going to worry. nnything else? 

( Nods no) 

'Nhom do you want at 11 in the morning? Just Harrison 
from out of town? 

This is really - you•d better call up Eccles - this 
is r eallY an Open Yarket Committee, anci he may want 
to put somebody on the train from Chicago, I don 1 t 
know . As soon as you get out, I wish you ' d call hi .m. 
This is r eally a formal meeting of the Open Market 
Comm.i ttee which is taking place in the Treasury. 
Of the Executive Committee . 

The Executive Committee; that ' s right. 

This is a formal meeting of the Executive Committee 
of the Open :tarket Commit tee. And the minute you 
go out, I think you ' d better get him . 
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Upham: All right, sir . 

1cReynolds : You a sked for a report on the Famous Brands story . 
rellows naven1 t pa1a . Couldn't get it . They said 
that t he repor ts we got wer e unsa tisfactory , so I 
had Irey ' s men to inves tiga te t his report . wle•ll 
get a statement •. 

n . :.l . Jr: lioul d you do for me, so I can sho'.~ it to t he Presi­
dent when I have luncn with ni a , a timetable, see? 
I mean tomorrow 1 not touay . I want to sho,. jus t 
what ?;e did, the let ters we wrote, and the whole 
business, see, with t hi s Collector of Internal 
Revenue. I want theo v ery d efilli t ely tOiaorrow. 
See? 

~cReynolds : Yes, sir . 

H. :.! . Jr: Can you have it r eady f or me a t 9 : 30? 

:~cReynolds : First t hi ng in the morning . 

H.M. Jr: At 9 : 30? 

Ucneynolds : Yes, sir . 

a . :.t . Jr : I want t ha t so I Cbn go in to t he Presi dent a nd say, 
"Now, here ' s wlu;t I've done with thi s fellow . This 
is what we ' ve started . It ' s t he whole business . • 
I oean mos t of this you c en boil down to sent ences, 
see . 

~cReynolds : Yes , sir . 

B. M. Jr : I 11ant to be able... It's 8 presi dential a ppoint­
ment . I want him to s ay to me t ha t I can see to 
t his fellow . Well , if I :·tas the President , I would -
the fe llow would be fired; but I don•t know wha t he 
wants t o s ay 1 see? Did none of them pay? 

llcReynol ds : No . 

H. 1l .Jr : No? 

JcReynol d s : See, they ' ve been dragging. They thought be was 
going to get away with it and t ney were going to get 
away with it. It looks very bad in every case . 
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:Jrs Klotz : Didn ' t t hey get ~ore money out of the companies? 

',tcReynolds : Yes, all t hree of t nc.n got two more dividends after 
you nao ••• 

Well, Mac , if you ' ll. ••• 

'dcReynolds : AU right . 

tl •• I .Jr : If you Nill ge t that , see, we can take it up tomorrow 
mornir~ at 9 : JJ . 

~cRcynolds : Yes . 

ii . l. Jr : But hE. ve t he t hing very cuch conuensed, you see. 

~crleynolds : It 111 be done very briefly . 

d • .1 .Jr: hno if you need any out of my oiary • •• 

1crleynolds : I don 1 t see - think so . 

H. :.t . Jr: I mean I want t o know that when I make this move 
now - I want to know beforehand that the President 
will say, "All r i ght." Then t ha t ends it . I mean I 
can 1 t - President i al a 11pointment - I can 1 t say - I 
mean ii' it was IllY own I' d simpl y sc.y t hat they 1re 
tnrough, :'inished . I wouldn 1 t give t hem five minutes . 
But I ' ve got to be able to have the President say to 
me , "You can do so and so ." 'Ihen I kno.• where I •m a t • 

.l.nd also ·.~bether I shoulJ fir s t tell Bulkley or not. 
utscussed i t .:i th oe a muber of times and as I 
remember - I want to r efr esh my oemory -Bulkley 
guaranteed t ha t t hese fellows would pay it . 

!.Irs Klot z. : We have it in the diary . 

McReynolds : 'Hell , I make these r ef erences , s ay you ' ve got it in 
your file . 

rl . L! . Jr : 

McReynolds: 

If you ' re gain& to see lA r s . Klotz , s ee her bet ween t wo 
and three on it, will you? And I ' d like to do it 
at lunch tomorrow . 

Moore r ecently had an oper a tion on him, kidneys 
removed; and be ' s now on a boat on s trip out of the 
country recuperating, and won ' t be back for three 
weeks. 
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H . t.~ .Jr: 7!here is he? 

JcReynolas : Down in Panama . 

H.:i. Jr : 

Gibbons : 

H.U.Jr: 

You can 't do it when he ' s away, can you? 

No . 

1'hen take it - ao it this week, and when i t • s ready .... 
Ue won ' t be back until three weeks? 

~c~eynolds : He 's due back three weeks from t omorrow. 

H. :.! . Jr: 1.11 right . 
:.!onday . I 
you time -
morni ng at; 

r::ell then, nave it ready for me for next 
~e&n let •s soy t hat; you ' ll have it- gi ve 
let ' s say you h&ve it for me Thursday 
9 : 30 . That gives you more time, huh? 

~cReynolds : All right . 

H. 14. Jr : Thursday . Yfbat else? 

McReynolds : I don 't think t~ere 1 s anything else . 

H. :LJr : Anybody woo ' s interested and has anything to do with 
narcotics and Ha rold Gra ves - I wish them to stay, 
because I want to clean up this sending people abroad 
no•N. tio 1f anybody ' s got anything t o do with i t , why, 
if you •ll stay . The rest of you •••• 
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~LETING AT 2201 R STREET ON 
RESTRICTION OF FOREIGN CAPITI.L INFLO\Y 

February 8, 1937 
8 : 30 P . ~ . 

Present: 

B. !J .Jr: 

Haas: 

~r . Lochhead 
l.lr . Gaston 
!.lr. l.!agill 
1r. Haa s 
l.1r . Oliphant 
!o!r . Taylor/ 
Mr . Kent 
!.1r . Opper 
Mr . White 
:Jr . Upham 
Mr . Zucker 
llr. Seltzer 

All right, Professor Haas. 

"Proposa ls to restrict i nflow of f oreign capital. 

"I . Is it cesirable to t ake some course of action 
to di s courage t he flow of foreign capital into 
the United St ates? 

"II . And, if desirable, wha t f orm should this action 
take? 

"III. Conclusions . 

I. 

"Arguments advanced in f a vor of imposing s ome res tr 
on the inflo~ of foreign ca pital: 

"(1) Gold inflows create an unnecessary cost to the 
Treasury without benefi tt1ng American industry . 

" Capi tal inflows in the next couple of years will 
probably take the f orm chiefly of gold r ather 
than goods or services. Bence, if no restri c­
tions are imposed on capital inflows, it is 
likely that the Treasury will incur the cost of 
sterilizing from one-half to •veral bi llion dol­
lars more of gold by the end of 1939. The cost 
of sterilization is not only recurring but sub­
stantially increases--because of risi ng s hort-term 
interest rates--at the v er y time when it would be 
especially dangerous to add to our monetary gold 
stock . 
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"The incoming capi t al does not now add to the 
productivity of American industry nor is it 
likely to do so in the near future. 

"(2) The addition to our volume of deposits makes 
more difficult subselluent control of the inter­
nal credit si tuation . 

"(3) \Vhile not llelping the United States, the large 
gold flow might opera te t o aid recovery were it 
to go t o or stay in cpuntries that need it more 
than we do . 

"(4) According to the Securities Exchange Commission 
researca staff 1 c lipi tal inflows widen the r ange 
of fluctua tions of s ecurity prices, and thereby 
intensify the ins t ability of the security 
market . The volume of trading for foreign 
account is much l ar ger than the net purchases . " 

J:.xcuse me, George, wha t does that mean? "The volume 
of t rading for foreign account is much l a rger than the 
net purchases . " 

Oh, if you add the purct1ases and s ales together - I 
mean the trading would i ncl ude purchases and sales, 
and in order to buy , s oy, a billion dollars, the 
transaction may be 20 bill ions. 

J: see . 

" ( 5) 

"(6) 

"Trading for foreign account represents an 
average of a pproximately 20 per cent of all 
stock trading (exclusive of member tradi ng) 
and is moreover concentra ted over a relatively 
narrow range of securities . 

Securities exchange Commission control of the 
security market i s less effecti ve when non­
res i dent al i ens can trade in American securities 
on more favor~ble terms t han United States ci ti­
zens, either !n American or foreign markets . 
Further, Americans can avoid restrictions by 
trading in foreign markets or by t r ading in 
American markets through foreign intermedi aries . 

The present system of taxes discriminates in 
f avor of non-resident aliens . Onder pr esent 
arr angements, non-resident aliens with no place 
of business in the United States pay no capi tal 
gains tax a t all . 
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"(7) The introduction of some appr oach to equality 
of taxation as between r esidents of the United 
St ates and non-resident al i ens would yi eld 
~dd! ticn~ 1 r cvcnuc . Ho•:: much revenue •.•:ould 
result depends on tne scale and effectiveness 
of the taxes imposed . 

"The arguments against the restriction of capital 
imports are : 

"(l) The diffic4lties of effectively administering 
a capital gains and transfer t ax on fore ign 
trading in American securities are great . 
Unless very cumbersome administra tive appara tus 
is developed, the ease of evt.sion would r ender 
the attempt ineffective. 

11 (2) Any interference with the free movement of 
capital among na t ions seems toreduce national 
incomes and makes more difficult a return to 
internat i onal e4uilibrium . 

"(J) It is possible that by checking the flow of 
foreign capital into our security market the 
funds would be diverted into either commodit i es 
or foreign security markets with results that 
might be adv~rse to our recovery in the long 
r un. 

n (4) 

" (5) 

Some of the trading in kmerican s ecurities for 
foreign account Rhich now is done in New York 
~ill be transferred to foreign s ecurity markets . 
Owinb to the dim1nution of t r ading , Ameri can 
brokers lose some commiss1ons . 

Retaliation by some foreign governments against 
American capital abroad might follow. 

II. 

"If it is desirable to restrict further capital 
inflows, what instrument s should be employed? 

• The following measures have emerged from our discus ­
sions to date: 
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l'lho is "our"? 

That means t ha t group tha t the Secretary asked to 
AurA ~n lt - the ~e~ur1t1c~ ~~~ Exc~~ngc Co~!ssion 
and t he Federal Reserve . 

It doesn ' t meso Treasury; Just the whole gr oup. 

That ' s right, yes . 

11 {1) Increa se of t ax on dividends and inter est 
payments . 

"(2) Institution of n moderate flat capital gains 
t ax on all non-resident a liens . 

" (J) Institution of a small transfer tax on the pur­
chase and sale of American s ecurities by non­
resident aliens . ~·be trLnsfer tax mnkes it 
less attractive to shift short-term balances 
i nto short- term investments . 

" (4) Possibly the introduction of a nominee system, 
by which non-resident ulien trader s in American 
securities would do business through resi dent 
nominees 11no are l icensed by the Treasury and 
are to be neld responsible for the payment of 
t axes . A nominee system would render evasion 
mor e difficult. In the event t he nominee system 
i s adopted and where non-resident aliens do not 
use nominees, the taxes r ecommended in (1) , (2) , 
and ( J) should be substantially ~ncreased . 

III. 

Conclusion 

"Our net conclusion is that it would be desirable to 
discourage further capital inflows, provided this can 
be accomplished by methods that do n.ot involve serious 
risk of unfavorable international repercussions, and 
provided furthe r that t he methods themselves do not 
involve excessive administrative machinery . It is not 
necessary tha t t he methods first adopted insure a per ­
fect or nearly perfect exclusion of fore i gn capital. 
There ls indeed, on the contrary, much to be sai d i n 
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favor of proceeding cautiously to determine the full 
effect of such measure of restriction as is ot first 
achieved . There is a.mple justification on grounds 
or e<.ui t.y Alone to frame the first method of dis­
courbging further capital inflows in terms of 
increLsing the tax burden upon fore ign investors to 
a level more nearly equal to that illlposed upon domes­
tic investors . 

"There is a lso much to be said in favor of legisla­
tion giving the Federal Reserve Board the power to 
prescribe reserve re~uirements up to one hundred 
percent agains t deposits of foreign funds in member 
banks . 

11If these measures do not prove to be adequately 
effective , more ftrastic measures may tnen be consid­
ered ." 

'lhat is very brief. lie thought we could supplement 
1t orally . 

It ' s a good memorandum, though, because it is brief . 

I'd like to he~r the argument first, if anybody can 
argue on this side first: Whet good can the Onited 
States get out of continuing to permit these funds 
to flow here for investment? 1Vho wants to argue on 
that side? 

If nobody else will aavonce it, I ' ll be glad to 
advance en argument without necessarily saying that 
it is my belief that it is sound . 

It seems to me one theoretical advantege is the 
existence here of foreig n capital in the event that 
for uny reason trading aovantages grow out of those 
relationships . For example, we know that Lngland 
sets up trading areas, and because of the fact that 
she has capital invested t here, she gets trading 
advantages. 

To put the thing negatively, if the capital is not 
permitted to enter here, it i s driven into other 
countries , and i f , for example, you had a wor with 
a cash-and- carr y neutrality policy adopted here, 

Regraded Uclassified



Olipaant: 

Jp,Jer : 

Oliphant : 

H. :d . Jr : 

riot s : 

H •.• l.Jr: 

Haas : 

1'aylor: 

H. =.! . Jr : 

Haas: 

Nhite : 

Haas : 

White : 

173 

- 6 -

other countri es wher e the capital has been invested 
end can be converted into war merchandise might bene­
fit because of the fact that capital had not been 
permlLLeu Lo eut .. ,- " """ · 

Now, of course, that argument beco~es stronger or 
weaker depending on the ~uestion of volume , ond one 
thing tha t I at least don't gather from these pro­
posals is the extent to which anything which makes 
it less advantageous to invest money here would also 
create a flight from investment in this country. In 
other words, if it i s unfavorr..ble for a foreigner to 
hove an investment here when he makes a new one, 
why i sn' t it just as unfavorable for him to keep it 
here? 

Your point is tha t measures to prevent more from 
co:ning ner e could be effective to pr event what is 
oere from staying nere . 

1'ax meu sures, at least . 

Cause it to fly - to flee . 

What is tho best estimote of how much foreign 
capital is here? 

Seven billion two hundr ed mill i on. 

How <JUCh? 

Seven bill ion two hundr ed mill ion. 

Between seven and eight . 

Can you break thcit U OI'/0 1 George, as to how it i s in­
vested? 

I think there's three and 
Check me, Harry, if I .... 
short term banking. 

billion and a half . 

a aalf billion in securiti es . 
And about e billion in 

Billion and a belf. 1'/ha t 1 s the f ixed - the balance? 

1bere •s about a billion called other investments, which 
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includes trust funas, etc., and t he remainder is 
a i rect investments . 

Pull up closer . 

::o..,, airect investments means ;>lunts outright oRned 
End tnings like that? 

PlLnts outright owned . 

How much in securiti es? 

About three and a half to four billion. 
four, with the additions tha t have taken 
lsst year • 

Closer to 
place this 

.Yell no,. , give ce the other picture . What are aliens -
wnat t axes do they pay on securi t ies , prof its , and 
interes t? 

Hell, we ' ll let • .••• 

In case of non-resident nlien individuals, tlley pay 
ten percent on interest a ividends , rents, and r oyalties. 

Flat? 

Fla t tax . On non-resident f oreign corporati ons, they 
pay fifteen ;>ercent on everything but dividends . Onder 
th~ new treaty •ith C~nada , residents or corporations 
chartered in Canada Nil l pay only five percent on 
a ividends; tne other rates rema in the same as I nave 
s t& t ed them . 

Fifteen on corpor ati ons? 

Fifteen on corporations and ten on individuals , on 
interest, rents , and other sources of income . 

And wnat ' s the five? 

1he five is on aividends . 

With treaty c ountries . 

But if not doing business in t his country, no tax on 
securities profi ts at all . 

Regraded Uclassified



J(.,nt: 

n. r.. . Jr : 

..lagill : 

:lliph:mt : 

IL!.I .Jr : 

Lochhead : 

H. . • J:- : 

Lochhead: 

H . ..! . Jr : 

Lochhead : 

H. :.! . Jr: 

Seltzer : 

H. !l. Jr : 

175 

- 8 -

That's right . 

'uha t 1 s that? 

If t he non- r esident is not doing busines s in the 
United St ht es , t here i s no t ax on the profits at 
al l. 

Now, our tax of ten percent on the individuel doesn ' t 
take account of his other income . Thzt is, he mi ght 
be a s:nall f ellot/1 ·.o;ho, if he wer e living htre , would 
pay, say, four ptrcent or six percent; and on the 
other nsnd, he might be a bi g fellow .-.ho if living 
here .1ould pny f orty percent . o'l e don• t take any 
account of his other income; we merely tax him a fl~t 
ten percent on Nhat ne gets here . 

Look, let me tell you whnt Archie ' s and my problem 
is . I mean l et ' s put it from the standpoint of the 
Stabilization Fund. Our immediate problem is every 
mor ning we have put on our desk the figures of the ne t 
purchases and sales of for eign securiti es , and those 
nr e bi g enough that they dominate the price of 
sterling, don • t they? 

tes, on the exchanges this l~s t couple of weeks they 
tu. ve . 

:.ell, it 1 s mo r e than t ha t , Archie . 

Yes, but I mean very decidedly in the l est week or 
tv.o . 

~utI mean it 's been going back . 

~es . You c ould trace pr etty closely - pre tty well 
guess the excha nge rates by these figures . I t throws 
the balances . 

I t t hrows the balances . So tha t i s our i mmediete 
problem, and tha t is what influences l argely t hi s -
may I use the ·::or J "extr a " - flow of gold. Is thot 
all r i ght ? 

Yes . 

What ? 
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Very mucn so . 

J.nd tha t is wh::.t we •re worrying about right now . 
No.v, ! naven 1t mattes pr ofound study 1wu r •u. just 
t hi nking of the thing tha t we have to d eel with 
r ight now and also thinking o f the fact tha t 
Congress Nil! be here until tne first of July . I 
wonde r if •e coul~n ' t l!et t nrough something very 
s i mple , as tne f irst. bite, t hat might t ake car e of 
just these f ellows who nere sen~ing t heir money 
ovtr her e to buy our s tocks, and not try to take 
i n tne bi gger f i eld , the ;~eople who either nave 
short time deposits or home pl~nts and all t ha t 
busi ness . Just thl fellows vho are specul~ting in 
our securiti es and who ere ariving our securi t i es 
up. 

:.! r . Secretary , tney tlre t he larger na r t during th i s 
last year; t11ey constitute two-thircs . 

All right , then t hu t v:oulci be tha t much moz·e effec­
tive . 

Now, let me ask you tax fel l ows wha t i s the most 
effective from the stanupolnt - from every standpoint ; 
f r om t he adminis trative , i n every way . If I ask you 
what t ax you recommend t hat will be a deter rent to 
t he ~nglishman &Od the Dutchman end the Frenchman 
wno is every day, pret t y near , buYing our securili~s , 
our stocks - now, wha t i s t he most effective t ax 6 S a 
deterrent? '1'hat 1s all ! 1 m asking . 

Before t ha t ~uestion i s answered, I ' d l ike to a sk a 
preliminary GUestion. That is, are these - you say 
6J percent of it noR i s these •..• 

66 l ast year . 

Are they moving here from war fright , fea r of war abroad, 
or are tney coming here beca use of e real chance to 
meke money? 

Your guess is as good as mine. I 1d say the l a tter is 
e more i mportant motive in the investment securiti es . 

Now wait . Do you mind l e tting - who is - a re you (Kent) 
the man? 
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~/ell , I'm simply s t a ting my Judgment, Mr . Secretary . 
I feel t h6 t the most moderate and yet I believe wnat 
would be rela tively effective wey of starting i n on 
the thing, would be by a considerLble increase in 
the pr esent taxes on inter es t and aividenas , plu~ 
possibly a tra nsfer t ax on transfers of securi ties 
to fo reign account . 

Hell now, just - there Lre t wo different things . 
Let ' s take the one first, the increa se in the tax 
on interest and dividends . \~ha t is that now? 

hat i s t en percent on dividends no~ and fifteen 
per cent on interes t ; ten percent on dividends and 
interest to ina lviou&ls , ten percent on diVidends 
to f oreign corporations , and fifteen percent on 
interes t to foreign c or porati ons . 

Do you mind. saying that agein? 

Ten percent on diviaends and interest . 

'I' en per cent on dividends end interest . 

'len J)ercent on divioends end interest to for eign 
individuals . 

1o foreign individuals . 

knd ten percent on d ividenos t o non-res i dent foreign 
corpora tions, fifteen percent on interest to non­
resident foreign corpora tions . 

I see . And t he transfer t ax? 

'l'he transfer tax •.. 

You oon•t nave tha t now. 

Very moderate . 

1'/e have just the uniform stock transfer tax, which 
appli es without r egar d to whether it i s an Amer i can 
or forei gner • 

.Vell, if you had a transfer t ax, 1muldn1 t that encour­
age the fellows to do that dealing on the other side? 
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I t would undoubtedly have some effect in that 
direction. 
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\ ,'o\ll.d.n' t 't:'t go uy oc;:..io! t e];ectly wtv~ t Ol1phont and 
I did? If we put 1n a transfer tax, icmediately 
we ' d nave all the stock e xchange fellows ~nd their 
friends on our neck . 

That ' s right . 

Which wouldn ' t happen if we jus t increased the tax 
on dividends and interest . 

From the Treasury ' s point of view, I think the 
increase in the withholaing is unquestionably the 
easiest to administer . As to whether il would have 
a discouraging effect on foreign investments here 
is more doubtful . It ~uld also - you notice another 
thing there, that you evidently do have a consider­
~ble number of foreigners wno have ·•hat you might 
call permanent investments in securities . That is, 
they really are investors and not speculators . And, 
of course , to use that kind of a weapon i s going to 
hit them just a s hard as the specula tor . 

The Dutch, for instance, own Union Pacific and have 
owned it for generations . 

You can't a ifferentiate ot all. 

llo , you aon' t differentiate a t all. You use a bludgeon 
and hit the investors a s well as the speculetors . 

Speculator isn ' t affected as much because he can get out 
from under . That is another point; he ' s in and out . 

I 'm going to school here myself - I mean quite 
obviously - as I always do at these meetings . 
But this schedule which you gave does not - is not 
effective ln the so-called treaty countries? 

Yes, it i s effective with respect to all countries 
other than this one relaxation ln the case of divi­
dends that would be made under the Canadian treaty . 

But as I understand Mr . Hull 's treaty, if you make 
the concession in one treaty, i t i s effective with 
all coun t ries. 
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No t in this case . 

That isn' t true in this case . I t llink you can for get 
thnt for your purpo~e. TnAt is just a s to Canada 
and - it ' s contiguous countries . 

Oh . I t isn' t part of ni s reciprocal trade treati es . 

It ' s a new type of treaty ~uthorized by our Revenue 
Act . 

That ' s right . 

\'/ell, as I understano it. - this is very much in the 
r oom - a s I understa nd it , ~r . Runcioan•s trip here 
was to make t he Canadi ans sort of double their bene­
fits to the Empire, a nl tha t would break down our 
trade trea t y . tlow, I wonder , is that a t a ll related 
to these tax features ? 

No, no . 

I think this i s the way to bring i t out . The Revenue 
Ac t itself provides tha t this r at e can be lol'ler ed 
a s to t he residents of contiguous countries in this 
particular ;;ay . 

I t •s just contiguous countrie~? 

Yes, i t says so . I t hink you can forget that . 

.u th this except i on, llr . Secretary; the principle 
of giving contiguous countries mor e favorable 
t r eatment i s a viora tion of the most- favored nation 
principle, but it i s a violation that i s fre~uently 
indulged in . But it does constitute a violati on . 

J;xcept 1vhere narcotics and cus toms agent a r e concerned. 

George, one thing; i f you will make a note ; tomorrow 
I ' d like you to get on just one piece of paper these 
t axes that we have been t~lking about now . Could you 
(Kent) give those to Haas? 

Yes , I ' ll give tha t to hi m. 

One sneet, quite simply . 
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I 'll be gl ad to . 

·ahat? 

I 1 11 be glad to . 

But keep it on one sheet . llell no·N, l et me just go 
along a minute ••• 

Excuse me , ther e ' s another point, tha t if you have 
a differentiation b et11een Canada and Mexi co and 
some other c ountry, i t. wi ll silDply mean that your 
security transactions a r e r outed tnrough there . 

•::ell, l i ke all tllose thln&s •.. 
a tion given Canada at th~ time 
treaty? 

Under t he Hevenue Act . 

Was that d ifferenti­
~e signed the trade 

No, it was done under a trea ty negot i a ted pursuant 
to the Revenue Act . 

It wasn' t a part of a t r ade t r eaty? 

No connection. 

~lho got that tnrough? 

It came over to us from the State Department and 
Arthur handled it in our shop. 

I may say t hat there is practically no danger under 
the present structure of rates of - no material 
danger of eva sion thr ough Canada . I f the r a tes 
generally were boost ed much above their pr esent 
level, then there would be more of an incentive 
to try to handle these transactions through Canadi an 
nominees . 

Well now, Kent , supposing we - what would be on 
dividends; it 1 s t en percent? 

Yes 
There ' s been some t alk of r aising it to twenty, 
hasn ' t there? 

-
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That ' s right . 

Wha t is it, now, for our own solution? 

'//ell, that depends entirely on income brackets in 
whi ch t hey fall. 

It depends on his income . 

Both nor mal and surtax . 

1en per cent i s roughly on a $25 1 000 income . 

So i f you went, say , from ten to t wenty on dividends , 
and how much on • • •• 

It has been suggested t hat the inter est r ate be 
boosted by five percent . 

And the interes t r ate is now fifteen . 

The interest r a t e i s ~en now in the case of i ndividuals , 
and f i fteen in the case of foreign corporations . 

I see. 

The difficulty t here is - I mean t o answer your ques­
tion directly, theoretically the type of tax you ' d want 
to get t he man who is coming over here to speculate 
in our securities would be a capital gains t ax . I 
mean reallY thB t would pick him out and wouldn ' t 
i nterfere with these old-ti me investments in the 
United s tates. But our difficulty there i s working 
t he machinery to operate tha t type of tax. 

You don' t t hink it could be done, Wayne? 

( Nods no) 

Well, this kind of t ax would be withheld at the 
source , wouldn't it? 

That • s the only one I think will work. 

Withheld a t the source . 

( Nods yes) 
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It l ooks like all these things - you start these 
things ; you don ' t have to go f ar at t he begi nning . 
You make a start . 

IVhat would .~>ngland do to us? llhat does she do to 
US? 

She withholds 22! percent . 

.:>he •~tithholds . You see, England has a normd tnx 
r ate - it is a little bett er than 221 . 

23t · 

Is that what it i s ? 

Yes 

Vlell, any\'lay , that' s her normal tax rate . 

(Upham comes i n) 

Mrs . Mor gent hau would l ike t o speak to you. 

:;he would? Well, that settles that ar gument . 

(Secretary leaves and returns) 

182 

ars . Forbush ' s mother died . Did you (Gaston) know it? 

Cy was just telling me. 

vle ll, let me get what the J:.nglish do, Roswell . 

Well, the E.nglish r a te organizat ion i s s i mi l ar to 
our own. That is , they have a nor mal tax and 
surtaxes . But their normal t ax is very much hi gher 
than ours . It was 221 percent and Arthur Kent eays 
i t ' s 23! or something. 

2Ji. 

On divi dends? 

Yes . ~ow, the essence of the English system is with­
hol ding from a greet var i ety of classes of income . 
They collect most of their tax i n t ha t way, instead 
of haviDg r eturns made, as in thi s country . 
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By VIi thholding? 

They collect by withholding . So my understanding of 
th~ir scneme i s tha t they withhold t his 23! percent, 
H that ' s what it is , from inter est ana dividend 
payments to non-residents . 

•lell , if .ve did 20, we ' d huve the argument "Well, 
we ' re not nearly as stiff as the English ." 

or course, bear in mind , a s I think you do, that your 
:<J percent rate is relstively high as far as our own 
nationals are concerned . 

.. hat does that presup;>ose? 

Abou~ a $50, JJJ income . 

7:ell , bas anybody made estimates of bow much more 
it ~rould give to the Treasury if we deducted that? 

·•ell , the nearest - I haven' t made any esti motes, but 
the nearest approach is by wbbt we are getting . Under 
the four percent tax which w os effective until the 
1936 year , our best collection wes in 1928, when we 
collected approximately seven million; and for 1933 
71e collected about three million from all the non­
r esident alien taxes . Under toe present tax law, 
with the ten percent withholding , the Bureau estimates 
t ha t t hey will probably collect around~een mi llion 
dollars . 

Fifteen million? 

Fifteen million. So i f we raised it another ten, it 
would be about another fifteen mi llions . The general 
estimate WES that, if we can cope with the evasion 
problems that may come up , it would probably be 
around 25 million. 

I think in tnat connection, Opper, you ought to men­
tion that point you just made to me, that the Second 
Li bert y Loan Act provi des .•.. Go ahead . 

There is e provision in there, tax exempti on clause, 
which applies to a ll obligations of the - issued under 
the hct, wh.ich exempts foreigners from all taxes; tha t 
is, bonds , notes, a nd so on, issued under the Act .in 
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the hanas of a foreigner are totally exempt . 

Say that again, Clarence . 

184 

I ' m t alking now about the Government bonds i ssued 
under the Second Liber t y Loan Ac t. They ar e t ota lly 
exempt, both a s to principal and income, in the hands 
of a for eigner. 

And the stuff that I issue now . Is that under t he 
Second Liberty Loan Act? 

That ' s right. 

I doubt if the yield - ~he yield might drop - might 
ver y ;.ell be a rush into Governments and out of this 
other stuf f . 

Well , you could fix that up. 

You could fix it up with r espect t o e verythi ng you 
haven't i ssued . 

1'/ell, you could fix it up with anything new. 

Yes , from now on. 

Of course, another f l y in the oi ntment is tho t if 
you ~ke t axable investments too unattractive through 
high tax rates, there is e whole field at stake in 
local obligati ons which, so far as I am able to see, 
we are up agains t it on under a nY of t he t hings tha t 
have been proposed . 

Yes 
1 

but t his ques t ion of Government bonds , etc ., 
bonds as a total class , particul ar bonds , are not 
a problem here . 

Well , I•ve talked to a few people a nd thi s is the 
ki nd of general running impression I've got. I 've 
talked to some people, par ticular ly , who went over 
to England to study this s i tuation, and the i mpres­
sion I get is t hat they f eel that t he boom in England, 
which i s greater than anything we had in 1 29 , i s over, 
and they are selling out in Engl and - the s~rt boys -
and they are going to send the money over her e because 
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they r ealize that we've got tha t much further to 
go; and these people are speculators . 

No~!, frsn!~ly , I ' ve got the bull by the horns on 
this steri lization of gold . My eyes were open; 
I asked for it; we ' ve got it . 

I can ' t see tha t there can any good come to 
America to continue to have this money come over 
here to be invested in our stocks and bonds . And 
I can see a lot of harm, because it is givi ng , I 
think, a - well , it is a constant pressure on our 
stock market . 

And there is always the danger that if for some 
other reason it should be Nithdrawn - because they 
vant to buy .~& r Ulaterials, or 1vhatever i t is, or 
if, say, foreign oecuri ties were seized by the 
goverrnent in which t ney were and they wnnted to 
convert them into war materials or wanted to bring 
them home . ... •:le are asking all t hose • . . 

I can' t see, e t t his stage of Ameri can r ecovery, 
any good for America in continuing to let these 
funds come in this wey, a t the rate that they are 
coming . I don ' t say they shouldn ' t come, but a t 
the rate they are coming; and I feel we ought to do 
something as e beginning to sloK up this process. 

1BS 

r mean 2s a deterrent , as an indicator, just the 
wey the Feder al Reserve - I mean they began to 
increase their reserve re~uirements . If we just 
in~icate our attitude - and I wouldn ' t want to - I 
want to make it as simple and effective as possible . 
I ' d like to do it now, if we could get everybody to 
agree to it, so if we'mEke a mistake ~e still have 
Congress here to change it . 

But every single morning Archie comes in and plunks 
down this thing . Some days - one day there was what? 

Six million. 

And you double that, don ' t you? 

You double that . 

It always runs from !'ive to fifteen million dollars a 
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aey . 

About 55 million, I think, up to :::o•:: . 

For Januar y . 

Up to now . hbout 5~ through J anuary . 

Ana I can't see that it aoes us any good whatsoever , 
ana I think it exposes us to unnecessary danger . 
I mean I 1~ - I•ve had a week to think things over 
quietly . And , as you fellows know, I bothered you 
very little for once ana sent Herman Olipnant in code 
~essages that ne didn ' t get, L~ tried to get him on 
the telej)ilone and it di dn 1 t work; .~ent aown to Kingston. 

The \vhole town knew about it . 

The whole to~m knew about it . Kings ton, what? 

Yes , t ha t was funny . 

And I am !'r ankly in the frame of mind that I • d like 
to make a start, and I think the thing to do i s - I 1 m 
not going to r ush anybody, I never do; I like to let 
people argue if I ' m wrong . But i f we could all 
agree as near as possible , so ."te coula tnen ca ll in 
these oth.;r rello."tS &nd say, "This is what the Treasury 
thinks i s the best," &n.J. so forth an:l so on, and "!low 
you fellows try to pull it ." 

But I certainly won 't go the whole way or I N001 t do 
transfer on account of experience we had on the s ilver 
t ax , 11here they - I mean fourteen fello·ws who dealt 
in silver - I mean it sounded l ike f ourteen million. 
And I nave seen tnese New York s t ock e xchange fellons 
organized a nd como down bore with two fellows from 
each to~~ and two fellows from each sta te and fussing 
a t ever ybody , and I don't think it would be worth it. 

And t he other t hing is - I mean I t hink there would be 
some of these stock exchange men who would be good 
enough Americans, would tell us something about these 
corporati ons, these busted corporations in England 
which nave been bought up as - by Americans as fclse 
fronts to oper ate under; I t hink we ' ll get some of that. 
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I knoll ths.t th&t has been done . They have bought 
practically uohn-and-out ~nglish corpor~tions, and 
Americans use tnem as L basis to operate, &nd I 
thinlt sou.e of tht:tsa st.vck t:xcnt~nge firms will be 
good enough Americans to tell us how it ' s done . 

~ell , I 1 d like to s ay , if I may •.••• 

187 

One second . I mean I jus t want to give you my phil­
osophy . Uy minJ hasn ' t crystallized on tht thing; 
I'm open to arg~~ent . But I ' d like to see if the 
i reasury can't have a united f ront on this thing . 
I 1 ve sort of triea to philosopnize in ~Y o~~ mind 
on it . I ' m frankly ~:orried about it . I'd like to 
handle this thing . I think we ' d have very little 
trouble . I can' t pull the Js.penese story this time, 
but I can pull some other one out of my hat when I 
go up on the li1ll, and I think I'd have very little 
trouble, independent of any other tbx legislation, 
to get this thing through and get it through quick. 
I think I c ould get it through independently and we -
by just pulling some good story like the Jop~nese 
one - end we 1 11 get this thing through . All r ight, 
Ur . Oli phant . 

,/ell, I think on your general ob jective, that you 
don't see hQw it i s doing this countr y any good 
for more of this stuff to come, probably the group 
is generally agreed; certainly they are except so 
far as "Nh&t bea:-1ng this -.'hole thing bas on our 
long term position as creditor notion. 

But the second question is, now, no,v to ao 1 t . \'/ell , 
just to be sure tha t Ne are s ·Reeping the floor clean 
in our uiscussion as we go along, I want to call 
a ttenti on to the fact th&t we c onceivably - theoreti­
cs lly tnere 1 s two wuys to tio it . One way to do 1 t is 
by taxes ; another way to do it is by a licensing 
system. An<.! tne H.:enslng system llas its difficulties . 

But tnere is one general consi der ati on in connection 
with the taz system that I want t o bring out . As I 
watch the Bureau opcr~te since we came over here, I 
have become increasingly Glsturbed at the dat~er of 
our brea.<ing down t he Bureau as the mechanislll for 
raising our r evenues by loading on to it ell sorts 
or jobs tnat haven ' t anything to do with revenue. 
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r/017 1 nobody in tbt wildest moments of his i magination 
~tould ever conceive of tnis measure as a method for 
r a ising r evenue . It is as forei&n to r aising r evenue 
as Landis 1 s proposu.L thut we put the screws on /,sso­
ciated Gas in or der to c ompel them to register under 
the Utilities Ac t is foreign to the revenue . 

Hermon, you di dn ' t s ~y which me thod . 

To do it by taxing; t o r egulate the flo.< of capitel 
by means of t axing . It is just the purpose; the 
objective of it is jus t ts fo r eign to r a ising r evenue 
r: s anytning can .vell be . And i f you watch tne curve 
a t wbicn Congr ess nus been moving, you will see that 
over recent years, and pertic~lythe most r ecent 
years , there hts been & large increa se in the number 
of ca ses where, if Ne can' t do a thing one way , Nhy , 
we sey , "l!ell, 'Ne 1 ll regulate it bJ i mposing t. tax," 
and we tnrow the buroen on the Bureau of Internal 
Revenue instead of trying to do i t directly . 

No,. , tner e ar e tremenuous difficulti es about a 
direct licensing system; thut is, t he control of 
fore i gn exchange for these purposes . But over 
against those difficulties , ho•11eVE.r s eri ous they 
Jlt.y be, I think Ne ought to wei gh the grave danger 
to which we are exposing the Bureeu and our ?.'hole 
system for collecting revenue by loading on to our 
tax system extr a j obs . 

But my ueur Her mGn, you ' ve ulready got your ten per ­
cent . You've got your ten percent at the source now. 
ftnd - whut is i"? 

I t ' s ten percent. 

·•nether it's ten percent or X percent, tne work i s no 
greater . 

Well, if you try to institute • •• 

I mean as I under stand it - excuse me a minute - wha t 
we are doing, we ere taking the existing system end 
iJropos~ to increase it. !lo,,, that doesn ' t .. .. 

That ' s on1y one half of it . You 1 ve got to decide the 
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~uestion wneth er it snnll be on divi dends or by a 
capital gains tax . 

:;., t~t:t·en ' L t"lkl~ about capital gains t.ax . 11e • re 
just t alking hbout taking the present system a nd 
increasing it . 

I don ' t t hink you ' re hitting the real ones . You're 
ni tting the investors instead of t he specuh tors . 

That ' s tne point . You' re hitting the investors and 
you're not hitting the speculators . The Sj)eculator 
escapes this thing because he ' s in and out, Lnd the 
burden or it falls on Dutch families which for 
gener ations have owned Union Pacific, ~s opposed 
to the tax hitting your speculator . 

Well, let ' s just philosophize a ainute further. I 
mean thi s is a cruel world . 

189 

Yes . :'lell, my poin t in menti oning that was to be 
sure we are s·::eeping the floor clean as we go a long . 

~/ell, it was use!'ul to have the Dutch f amilies 
finance the Sante f e llailroed, and they were the 
biggest stockholders there were until recently in 
the Santa Fe . .Veil, the time has passed; .ve don't 
need the Dutch to build our railroads . And the 
Dutch also have changed, and they have become one 
of the big speculstive centers of the world , second 
only to London . And there is oany a day that Holland 
is almost up Gith .t.ngland , aren' t t hey? 

Yes, on tneir purchases . 

And, as I say, we owe them a debt of grati tude for 
what t hey di d . But - but tney are now trying to 
find some place ~nere they can put their money wher e 
they won't be .30 minutes from .... 

Battlefr ont . 

From the airplane bombers . I mean times have changed; 
when they gave us that money, we di dn 't have airplanes. 

I don't - of course, I unfortunately believe that this 
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thing is going to get worse; I mean in the sense 
that more money is going to come here and it ' s 
going to come here fast er . Isn 't that right, 
A:-cn!e? 

Yes, there 's no signs of i ts letting up . 

Wha t ? 

There ' s no signs 1t will let up . 

Do you agr ee, White? 

I agr ee with you. I think it will get worse . 

I mean I haven 1 t talked with a nybody in this room; 
I 'm jus t talking out loud . But I think it will get 
wor se before i t gets better ~nd ••• But, to answer 
you (Oliphant) , I ' d rather leave a few sweepings 
and have a mechanism which is an ea sy one to work, 
than putting in something so complicated that we 
can 1 t work it . And when you come to exchange con­
trol ~nd all that thing, I shy away ; I ' m scared to 
death. 

That 1 s where you go 1f you s t ee'r a•way . 

I know. 

After ell, the Ger mans have 2400 clerks in ••• 

• n one city . 

I n one city? 

In one c ity. 

In - just in one city . I thought it wa s all Germany . 

No, some fellows were over her e about a year ago . 
Tbey said it was one city - 2400 . We thought ot 
putting in exchange control t o take care of the 
white col.lar I'I . P . A. fellows. 

The situa tion isn •t comparable. It isn't quite 
fair to compare an exchange licensing thing of this 
kind with real e xcbange control. However • ••• 
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~iell , anything tlwt would even - sort of smells 
like it . 

Y.,~ , I 1 ru lnclined to agree 'Nith you. I aon't 
think that exchange •••• 

191 

Now, if Oliphant or anybody else says they can give 
me a capital ga i ns tax Nhich can be organized and 
can be effective, swell; tha t is , for foreign fellows . 

L don ' t think this withholding is going to get you 
very much from the point of view of the Bureau. 
I think there is no doubt th&t it is the easiest 
to administer of any of these suggestions . 

"ell , I'll tell you wh~Jt it will get you, Roswell. ...• 
I'll wait until you a re through; excuse me . 

The only other thing .L had in mind - George, 1 know 
has done some work; I don ' t know vrhat his conclusions 
are with r espect t o this transfer tax. 

Now, I don't t hink th«t a transfer tax on transfers 
to non- resident aliens is going t o be effective, 
because a non- resident alien doesn 't have to transfer 
lnto his own name a s things stand at pr esent . But 
suppose you put 6 rela tively neavy t r ansfer tax on 
any kind of a transfer; that is, don't aim it merely 
a t non-resident aliens; a im it at everybody . 

'Ihen you ' ll b1.ve your Wall Str eet boys do;;-n on your 
neck in large numbers . I don ' t understand it. 

Suppose you put •• • The f act of the matter is that 
the best reason for this particul&r proposition is 
that your stock transfer tax is a poor piece of v:ork 
as it stands at present . 

I thought that was all state . 

No, Feder al. 

Feder al? 

Federal and State i n New York. 

A man named Pell wrote to the President and told 
aim- his suggestion is •••• 
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:iho, Pell? 

He suggest ed the British t ax, didn' t he? 

Suppose you had a stock tran-sfer tax of one percent 
on the value of securities transferred . Now, Pell 
soys that will enable - or r ather , it won ' t stop 
the investor from going on und buying if he w&nts 
to . On the other hand , t he speculator will hesitate 
a good deal b efore he will buy with such a heavy 
impost on every turnover . 

What is it now? 

l.lh , it's. . . What is it? 

Four cents to ei ght cents • 

i 92 

It ' s four cents t o eight cents ; v ery hard to dlscribe . 

I t ' s based on the par value of the stock and not its 
actual value . 

Roswell , this is what I want to say , i f f can. After 
Roosevel t made his statement t ha t he was going to do 
something a bout fore ign capital, I rend very carefully -
I read the English newspapers for two weeks ; and after 
he made that, for at least t .1o weeks the buying abso­
lutely stopped . Is that right, Archie? 

Yes . It slowed down very considerably a s soon as 
t he talk came out . 

Just froze . Now, all of t hese things - a s much 
psychological as anything else. If we did t his thing -
I mean as a 4uick move - ond then did something else 
lat er on if we h~d the time .. If we di d this thi ng 
and , s ay , increa sed it from ten to twenty and sa i d 
the specific purpose of doing it was to discourage 
forei gn capital •••• 

And if this didn ' t work 11e •d try something else . 

If this di dn 1 t work, we•d try something else. ;,rchi e , 
you l ook up for the people, and White can do i t , the 
day the ~resident mode that s t atement, s ee, and then 
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what happened to the flow of fore i gn capital for 
tne following succeeding two weeks, see, and jus t 
shon them what happened . Then t hey came along and 
they saia, 11 1'1~1 1 , , , - t ney quoted rne , somethin<; I 
said or other - they said , " Well, the President 
didn ' t mean what he said . O. iC., boys , we ' ll go 
bt.ck again. " And they went right back at it . 

193 

1'/ha t I am thinking of, if you just d id this and told 
Harrison ' s commi ttee, "Now, Ne haven' t had time to 
think of <>oythlng more except this, but 1·;e ' ll be back 
E<gein in a couple of months . But we' d like for you to 
get this thing through . Jnd we ' ll come back a gain; 
we 'll have something e lse for you after the 15t h of 
:.!arch. But we ' d like to h&ve - .7e 1d like a statement 
from you, Harrison, Nil)· Ne are doi ng it, <.nd that sub­
se.,uent studies e r e coming along . " I ·.vould think it 
would slow t his thing up tremendously . And i t would be 
perfectly s cientific; I mean because whatever you d id, 
you ' d do this a nyway, NOUldn ' t you? And the thing thu t 
answers all criticism all the time is this i dea that the 
foreigner shouldn ' t be getting a better dea l tha n the 
American citi zen . 

'.\'ell , he 1 s ••• 

I ' d r ather personally see e capital gains tax to hit 
tne - to really hit the speculator . Now, the question 
11hether you can put through one that Nlil work well -
I mean I'm very doubtful on all these just how much 
\fork it takes to oeke it effective . 

I t' s a practical impossibility to • •• 

:lha t you want is a warning . Even if' you didn 1 t catch 
much of i t , mllybe as a werning ••• 

I don't think it ~1ould e ven wa rn them very much, beca use 
t hey know too well how to beat the game a s 1t stands 
now. 

Yes, they have beet the game ; I mean I admit t hat . I 
have always said on something like that I •d r a ther be 
o n the other side beating the laws than be on this 
side enforcing them . 

Regraded Uclassified



I:I • .:& .Jr: 

•'illi te : 

..lae:ill: 

.. 'ni te: 

Zuc.ter: 

H.U.Jr: 

- ';.7 -

But on the other hand •••• 

Look at all tbe fun you ' ve got, hrchie, being 
policeman. 

194 

On the other hand, the funds coming in are not 
necessarily speculative . Much of i t remains, goes 
into the market, and a good portion of the incoming 
funds are the funds which are coming here mostly for 
investment . I meun t here is an element of both . So 
toat if your motive is to restra in or reduce the 
inflo• of gold, you will be hitting them by the 
reducti on in the attr~ctiveness of the yield; you 
will be hitting a subst~ntial portion of them • 

,,ell , tho.t seeos to be the major point, H you are 
right on th10t . 

.~ell, .ve aon ' t .tnoN exactly whether we are . But 1t 
woula seem that the reosonable thing would be to 
proceea in that direction. Supposing you rsised t his 
rate ~nd supposi ne: you find that the bulk of inflowing 
funds were coming her e as a r esult of the desire to 
obtain higher yil:ld; then we would see trw t r educed 
to small proportions . Then you would be justified in 
saying that was the only step that was necessary . If, 
on toe other bEnd, after the impositi on of this tax, 
you find that the flo .'I continues either to the same 
extent or alaost, then I t hink you are probably justi­
fied in assuming t ha t L larger portion is coming in 
for the a~preciation of capital, ana tnerefore you ' d 
have to take other steps . But it would seem that 
this is a prelimir~ry step and tne other could very 
:.ell wait . 

Toe flat t axing aevice could be coupled with a with­
holding tax on tbe capital gains , to be adjusted later 
by the f iling of a return, and thus we do awsy with 
the avoidances oi' the t ax th" t are now so prevalent 
by foreigners. That has been suggested . It can be 
made a low r ate ; you can have an amount of pr obably 
t wo and a half or three per cent withholding additional 
to cover the profit; ond that would put the burden on 
the foreign investor to file a r eturn here and read just 
his tax due or if he doesn' t do it we would have tho t 
much additional purely as a tax from the profit that he 
made as in-and-out transacti ons . 

Sort of a capital bead t ax, huh? 
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I don ' t ge t you . You mer.:n Nithholding a t 22 percent, 
but if he files a r eturn then at 20? 

I;o , fv'u .. ituuul u your ;o percenL on iris f ixed items . 

Yes 

t..n<.l tncn through the vari ous brokers w1 th whom they 
are buying and selling, •.vithhold n portion of the 
proceeds to pay the Government the t ax on the profit 
tha t t hey may h~ve made, s ubjec t to ad justment to 
the true profit and true t ox . 

Of coU.!'se, the trouble •dth that is he doesn ' t hove 
to deel t nr ough American brokers . 

1'na t • s awful c o!!!plica t ed . 

1/ell, we ' d have to know tha t the trade is for a 
f or ei gn account. It would be incumbent on the broker . 

You run again into the s ame machinery. 

~ay I ask what is the Federal Res erve advoca ting? 

Oh gosh ! 

Federal ~eserve - wha t we suggesteJ t~ere i s Just o .••• 

Tnis ( ShOI¥ing bulky dOCU.'IIent) . 

\'lha t t ney sug~;est makes exchange control l ook simple . 

Among othur things, they start out suggesting wha t we 
have been discussing here, this increase; they start -
raise that . Then t hey work out a device for a capital 
gains t ax in ·which they s et up a nominee system . And 
t hen a transfer t ax . Have all three . But Goldenweiser's 
staff probably, if they ~ere sitting here and you put 
the proposi t ion which you just made to tnem - they feel 
we should move cautiously, star t and move cautiously -
and it ' s perfectly possible t hat tney ' d be in entire 
sympatny with starting t he way you suggested and seeing 
what happened, and on to the next .••• 

Wha t about S. E. C. ? 
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S . E. C ...• 

&1 vided • 

Gourrich is sick and •.. 

'"'1v1ded? 

0ourrich is sick . 

••hat • s the division then? 

l SS 

Goldscnmidt i~ the other half 1 n rxl. Gourrich woul d like 
t o put very s evere t axes on them. He ' a like not only 
t o stop it, he ' d like to drive it out, but Goldschmidt 
doesn ' t . 

;;ho 's t hat, Gourrich? 

Gourrich, but his assistant disagrees wi t h him. 

Gourricll was going to put an embargo on stock certi­
ficates going out of tne country . 

'Nell , I•ve only been in this thing a couple years, 
and the longer I'm in 1 t t ne more I am for ::~a king 
these f inanci al transactions Jus t as ea sy as possible 
to flo.·1 back und forth . I mean I' ve come to tns t 
scnool as &gainst - I tblnk it's a grea t sign of 
wenkness ...• 

Helen? 
didn ' t 
start7 

~nything to drink? Oh, I didn't see it; 
even smell it. All right, won' t some of you 

(Group ceases discussion for drinks) 

Gentlemen, can Ne continue, because I don't want t o 
work you too late . 

What I thitJt we ought to do is this . I really would 
like to go somewhere on this thing. We've got so many 
people; I don 't know how we ' d work it . I'd like to 
concentra te on the Treasury people . Now, how can we 
divide this t hing up and now can we work a t i t for 
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unother aay or t.vo so t nen I coulci meet ;;ith you 
1.gain? I me~>n who ' s sort of heading t nis thing up? 
Ne 1ve got lawyers and economis ts and financiers and 
farmers here, unci puh11<'1,ts. 

I t hink it needs a foo tball player . 

Better stop there . 

lky I a sk this question? 1'/ ~:o s it in your mind that 
.vtu; t you ' d like to ha ve is something now c;uick t ha t 
would have tne psycnological effect - only more so 
t~an - as the Presi dent ' s statement , the i dea bei ng 
h .ter to - to get so;nething c:ore detailed or defini­
tive later ? 

•lell , that ' s the w~y I feel tonight . Now, you men 
.rnon 1vho .vor k A'i th me - you kno \"1 that sometimes you 
get Ki nd of - you people get excited and I a l wr. ys 
stay calm . Isn' t thet right, Clarence? (Hearty 
l aughter ) We ol wn ys end friends anyway . 

But I think 1f - until we get - to use Oliphc.nt ' s 
expression, sweep the floor clean, it ' s going to take 
too long , especi ally if we are going to sell i t to 
these other two people . I think our posi tion is much 
more ten.:.ble if .ve h:..d so.nething very simple, and per­
som:lly my nunch is 11' .ve ol d something with t ne 
proper publicity , thLt t nc t nould be good for two 
or tbree months . I think from what I have seen, end 
you people- I me~<n they t re scar ed to death of this 
t hi ng - the Europeans - and I t hink it sould be good 
for two or tbree months . I.nd t:'len ;;e could keep 
letting little leaks out all the time that this and 
that was going to come . 

And I may be Nrong a s t o my i nt er pr et &tion of the 
Hill , but I don ' t think it would be very difficult 
if t he thing w~<s simple enough. 

Now, I don't think, to a nswer Oli phant' s t hing - ES I 
say, I ' d r ather ge t somet ning now i f we felt i t wns 
conserva t ive and f a i r ly effective, get it qui ckly, 
&nd tnen go ahead . No.v , you take , for i nstance, this 
thing Magi ll wLs t alking a bout, t his one percent 
t ransfer t ax. ·;:ell , the f i rs t thing t hat would come 
t o my mind, wbr: t about the capi tal gains and loss t a x? 
I mean ,.-bat decision has the Tr easury coaae to on that? 
And 1f we ar e going to keep tha t as it i s plus t he one 
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percent transfer tax, aren ' t we going to make the 
stock m~rket so froze n, so rigid, that if we do ever 
have a collapse, or recession rather , we 'll have a 
"""''.::t~~e ,.. .-· t'""''"- t- n ......... """"'"'"'""""~0"' 9 r.r•,.. , .......... o•n~ +- o """ .... , .. .... ...... __ .-- • - .......... _.._ ....... _. 1>6 .. _ ......... __ ••• • .......... 6 •·-o .. _..., ... .... 
t his thing too rigid. 

That is a aanger . 

So when you take a one percent, I immedia tely ask 
you the other thing a nd you s ay, "I'm not r eady to 
answer on that; I ha ven• t nud time . n But L think we 
don ' t want to get the s tock market so rigid that it 
can' t f a ll and rise . What? 

l.s you suy , it would to some e xtent . 

Well , it certainly woula slo11 up tile velocity of the 
t urnover in tne market, woulan • t it? 

It would cut your short interest in two at once . 

What? 

It would cut your short interest in the middle at 
once . 

Well , the thing that it would affect the most is floor 
trading . 

Yes, floor trading, and of course those a re part of 
the mechanism for easing it down - the floor trader . 

They help it down t oo . 

But Wayne, I want to ask you did you - are you thinking 
along the l ine that I am thinking or are we thinking 
separately? 

Thinking right along those lines. J.nything beyond 
that I am very skeptical of. 

But do you agree with me that if we do this thing 
1v1th the proper publicity that it would slow the thing 
up for a couple months? 

(Nods yes) 

You check on t hat? 
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(Nods yes) 

Can you see any ••••• • 

No , I - in the firs t place, it is t he simpl est thing, 
something that you can collect. You' ll get some 
r evenue f r om i t and i t gets away from all the other 
complications. 

I mean you and I are thinAing - or I am ~long the 
same lines t ha t you are . Hhat? 

Anything beyond that you ha ve - the four days tha t 
I ' m away , you haven ' t got any pr oxies for anything 
else . 

Well , xhat I want t o get a t, while you ' re away -
thE. t r s wha t I .vant t o ask - i s there anything on 
this thing • • • 

As long as it is a l ong those lines r.e •ve been t alk­
ing tonight, t hat you ar e t alking , it is absolutely •• • 

You go along. 

olhen are you lea ving? 

Tomorrow night . 

Is waat you ' re tniDAing of the one percent? 

No, no, talking about changing the withhol ding r ates , 
that 's all . 

On dividends and i nt er est . Right? 

Taylor : Yes . 

Magi ll: 

H.!.!.Jr l 

Oliphant: 

I! . IJ.Jr: 

That 's in the treaty - the 
somethi ng to think about. 
jus t been executed, hasn ' t 

five 
This 
it? 

percent r a te. That's 
Canadian trea ty has 

I know, but I never was consulted about it, was I? 

Yes, it wa s clea red in the r egula r way. 

I'd like to look up the initials . If there are not 
t welve initials on it , I ' ll question it . 
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l t mi ght have been tne Acting Secretary . 

The number of initials vary inversely with the 
1m per tance of t.lu; wtt. L l.t:t~ . 

2QO 

I 1 11 swe<o r i t didn 1 t go across my desk. Maybe l\liss 
rloche s igned it. Do you (Oliphant) remember exactly 
when it ~tent out? 

It clearea in the regul&r way . 

Yes 

Com.:nunica tion for the Secretary . 

For two or tnree days the St ate Department aas call­
ing for it a nd I phoned several times to find out what 
hcd happened on it, a nd tney said, "Well , jus t wa iting 
to get t he letter to the Secretary of St ate in to the 
Secretary, " and the next thing I heard was tha t the 
Secretary had signed it . 

At the time tha t 1vas being considered, the question 
was r aised whether it would prejudice any action such 
a s we are now contempla ting , and the answer wa s no . 

l'ihat• s that , White? 

I say we r aised t he question whether that would preju­
d ice any other subse~uent action, and the answer was 
no; not offici ally, but •.. 

Well, if you didn ' t do it officially, look up our 
liquor case; a sk Wayne Taylor . .'ie thought we raised 
something like that in connection with the treaty 
with Canada on liquor, and the t ax ..• 

Pickaxe. 

But I still say I wonder if ~~e couldn 1 t - what 1 s our 
nevt study room? Room 196, is it? 

296-l. \Ve use 166 - thn t 1 s a nice room - on the first 
floor. 

What ' s the room on our floor? 

296 . 
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296 . 

Well n ow, who • s got time to go i nto this thing and 
spena a - 1 think if you• d g ive it two half days •••• 
I mean who ca n give it- who ' s ready to go in on 
this thing? 

Roswell 's a l r eady going . 

All right . 

Of course, the drafting ••. 

llo , no . llo , jus t this much . I mean just a s to 
principle . I have n ' t ~uite got this crowd sized up 
yet; I don't .mow wno i s Wdich. ·•ho can wor k 
tomorrow morning - or afternoon better? See, in 
the mor ning I ' ve got this Open llerket, you see . 
You s i t in on that, Ta> lor, don't you? 

'llell , .ve have !'. conference with Yntema - some six 
montns i n the preparati on - tomorrow morning . 

'Nell, WhY don't you f e llows - tomorrow afternoon 
couldn 1 t you fellows • •• • 

After tha t confe rence is over. 

Could you fello·.vs start at two? 

Three would be better, wouldn ' t it, under your (Kent) 
plan? 

I tnink so . 

(Secretary leaves and r eturns) 

llell , may I just soy, do you people decide on three 
o 'clock? 

It seems to me we 'll e et. tlwough with t hose other 
conferences by then. 

Bow 's that with you? 

I t h ink that 's a l l right. 
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vo you .tOOl'/ of ~< nything ••• 

No . 

.. no ' s got &nytlli!\g t ncy couldn' t go in? 
you (Haas) free for me tomorrow on ~his 
uoesn't it? 

All right . 

Tlu'. t lea vc s 
Open :.IHket, 

llha t do you want us to be reudy with a t three? 

.Vha t I 1 d like you to do t.r ~ three o 1 clock .vould be 
this same group to meet end t t. lk ove r :;hat I ha ve 
been talking ~bout tonight a nd - I mean I ' ve given 
you my thoughts . oobere 11~ I :n·ong? Is this the 
.•ay to approacn it? Anu t hen if you people can come 
to an a g r eecent- t omorrow' s Tuesday , I ' ll mee t with 
you uedncaday, an.:i then i f I Clln a g ree l<i th you 
fello.1s and vi ce versa , then I 1 11 ;.sk 'Ihursday - I 1 11 
ask Land i s E.od l!.ccles to mee t with us , see? I ntean 
tha t ' s moving a bout as f ast as we ca n; I 1ll ask 
... ccles and Landis to meet with us Thursday . If not 
! nursduy , ~riday . But I ' d like to get it clea ned up 
Thursday or Fri day . 

~nall Re start letting tnb s tory leak before l!.ccles 
starts letting it ler.k? ./e ca n stop the capital 
movea~ents for & .10i!e by Jus t letting & leak . 

Well, Herbert , you've been with me what?- six, seven 
yet.rs no11, haven ' t you? Follovt the s a me policy t hat 
you ha ve l'or the l a st six or seven years . 

Always stay in the front . 

Tho t isn 1 t wha t I was t hinking of . 

Isn' t tha t it? 

r~o . 

On , I see . 

No, you got it wrong . You got i t ,•tr ong . 

There ' s some q uest i o ns that a re seldom asked and if 
a sked never answered . 
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No, you got it wrong. Herbert and I nave never 
planted a story against a person; we have never let 
a leak against " per son . That right, Herbert? 

(Nods) 

Says no, that isn' t right. 

Vihat we could do, Herbert, is s ay we invited Landis 
a nd Eccles to come over ond discuss this thing; tha t 
the Treasury had made up its mind what it was going 
to do . 

I ' ve heard that pattern b efore. 

I t hink a ny indications that the thing is coming to 
a head wi ll hHve a l ittle effect, aon 1 t you, Archie? 

Oh yes . 

L:ould you f ellows t ha t are going to meet with me on 
Open Market Commi ttee stay for another f ive minutes? 
That t s Haas ' crowd. l•nd the fellows - wha t we do is 
we excuse the lawyers . 
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TREASURY DEPARTMENT 

INT •. JIII oprl'fCa COMMUNICATION 

Secretary Jlorpnthau 

llr. Bu.a 

o•n February 8 , 1937 

Subjeota Propoot.lo to reotrlot 1nt'low or roreip> capital 

I , Ie it deeirable to take aome course or o.otion to diacouro.ge 
tho flow ot toreip> oo.pitt.l into tho lh1tod Statu? 

n . And, 1t dedrable, what ron~ ohould thlo aotion talcef 

In. Conolua iona . 

I , 

Arguunte adYIJ>Oed in t a ... or of' illq>ooinj: OOQI roatr1ct1ono on the 
intlow ot foreign oo.pitt.la 

(1) Gold 1nt'lowo create an UIUleoeaoary coat to tho 'l'rouury with­
out benefitting Amerioo.n induotry , 

C&pi tt.l 1nt'l""" in tho next ooupl• or yoaro will pr obably 
take tho tona obiotly of gold rather than goode or aorrtoee, 
Bence, 11' no reotrioticm. are 1apoeed on oo.pitt.l in!'loww, it 
i .e likely that tho Treuury will inour tho ooot or otori lizinc 
1'roa an .. balt' to onert.l billion dollo.ro acre or gold by tho 
and of' 19119 . !he ooot ot oter1li&o.t1oa 11 not only reourri.Qc 
but aubot&Dtit.lly inoroaaeo--booo.uao ot rieing obort-tora 
intoroot ratu-t the 'lOry tao when it would be 11peoi t.lly 
d.t.ngeroue t o add to our ~~<>notary gold otoolc, 

l'ho inoCIIine; oo.pi t&l doea not now add to tho produoti rtty ot 
.a-r1oo.n induotry nor ia it likely to do a o in tho near !'utllre. 

(2) 'l'bo addition to our 'rOl,_ or depoeito Mltoo .ore 411'tioult 
..U.aoqueut ~rol or tho intornt.l oredit oituation. 

( S) lhil• not holpine; tho tlnitod St&tao, tho larp gold flow 
aie;ht operate to aid reoO'rlry ,.ro i t to e;o t o or ota;y in 
oo1mtrioo t t.t ••d it .oro than we do, 

( •) .looordine; to t ho Soouritill hohanp O~odon rooeo.rcb ot&tt , 
oo.pitt.l 1nt'loWI widen tho ranr;e ot tluotuo.ticm. of ooourity 
prioea, ....S thereby into.naif;y tho 1noto.b1l1ty ot tho aoourity 
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,...kat. 2'lw vol,.. ot trad1Dg tor toni r;n a.ooount b auoh 
l&r£'1r than the net purohaaea, 'l'n.41lls tor tonir;n aoooUDt 
repnaenta an average or a pproxilllately 20 pero.nt or all 
atook trading (exoluaive ot ... ber t rad1Dg) and 1a aoreover 
oonoentr&ted over a rela.ti wly na..rrow ra.n! e or aeouri t1 • • • 

(15) Seouritiee Bxohange C<aoiuion contr ol or t he security mar­
ket 11 lea a etteoti ve when nol)oorelident ali ena oo.n trade 1D 
.&Mrican eeouritiea "" aore favorable ten:~~~ than llnited 
States oitiaena,either 1D jmerico.n or toreir;n marl<et a, 
Furthe r , Alo4ricana can avoid rutriotiona b)'1rad1Jls in 
foreign -.rl<eto or by trading in .boerican marl<ete through 
fon ir;n intermediariea. 

( 6) !'he pnaent a;retem of taxee diecrimin&tea in favor of non­
naideat ali ena , thder pnaent arrangeaents, non-reaid"nt 
ali ena with no plaoe ot buainue in the United Sta t ea pay 
no capital gains tax at all, 

(7) The introduction of ·~ approach to equality or taxation 
aa between reeido.nto ot toe tbited Statee and nan-resident 
aliena would yield additional ntTenue, !low 111\lcb revenue 
would result depende on the aoale and e.tteoti venaee ot the 
t axea ilorpoaed. 

The &r£umenta against the reatriction of oapital imports ar.a 

( 1 ) The ditfioultiea or effectively ac!l:Uniatering a capital 
ga1Da and tranafer tax on foreir;n tradin£ 1D .-rican 
eecurit i ea are great . Ihlen Tlry cl.l:lberaoae adiUnietrati ve 
apparatue ia developed , the ease or evo..aion would rende r t he 
att.pt ine.tteotive. 

(2) J.:rs:r interference with the tne ao.......,nt ot capital llll1')llg 

nations ae.,.. to ....Sue• natiom.l 1D-• and -.Ices .,.,.., 
ditticult a return to international equilibril&, 

(3) It ia poaaible that by checking the flow ot fonign capital 
into our aeellrlty -.rket the tunda would be diverted into 
either OCiliDOditiea or forei gn .. ourity ...-keta with reaultl 
that aigbt be e.dverae to our recovery in the lq run. 

(4) s ... ot the trading in .A!Mrioo.n aeouritiaa tor forei gn ao­
oount llhioh now 1a d- 1D •- York wUl be tranaternd to 
to.reign aeouri t;r aarl<eta, Owing to tha dia1Dut1on ot tradiJic, 
.boerioan brol<era loae .... ~aaiona, 

(6) Retaliati oa b)' ,,_ foreign gove.,..nte aga1Dat jmerioan 
oapital abroad aigbt follow, 
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II, 

U it 11 deoir&ble to restrict furthe r c&pit&l intlowa, whet illatru­
menta ahould be •played! 

!he tollooriJI& .... ure. h&ve -rr;ed rr.- our diacuao i ona to d&te a 

(1) lnoreue ot tu on dhi.denda &nd inter .. t pe;y~~enta, 

( 2) I.nati tutioD ot & modere.te t'l&t o&pi t &l gaillB t ax aD &11 
Don- reaident &liens , 

(3) Institution of & &Jil&ll tranater tax OD the purohue 
&Dd s&le of ..&IDerioan aeouritiea by non- reaideut &liens, 
The t r &Zllter tu lll&kes it l e u &ttraoti ve to ahi1't 
short-tel'll b&lenoea into ahort-teno iD't'eatmeuta , 

( 4 ) Poeai bl;y the iDtroduotioD ot & n~ .. ayatem, b;y wbioh 
11011-reoident &lien tre.ders in ..&IDeric&D aecurities would do 
busiDeas throu&ft reoideut nomineea who ere licensed b;y 
the Treeaury &Dd &re to be held reeponaible tor the p~ 
meut of t&llCI , A Daainee ayatem would render eneion more 
difficult, ln the event the nominee eyat8111 1a o.dopted 
o.nd where non-reaident &liene do not use nominees , the 
to.xeo recommended iD (1) , (2) , &nd (3) should be aub­
st o.uti&lly inoreo.aed, 

III. 

Ccnoluaion 

206 

Our net oonoluaion 1e that it would be deeir&ble to diaoourage further 
c&pit&l inflows, pro'rided thie can be &aoompliahed by .... thode th&t do not 
inYolve serioua riak of unto.Yorable inter nation&l reperouaaiona, &nd 
proYided further th~t the methode them.elYea do not invol Ye e llOeaai ve ad­
miniatro.tive maobinery. It 11 not neoeeoary th&t the methode firat 
&dopted insure & perfect or neo.rly perf ect excluaicn of torei~ cepit&!, 
There 1a 1Ddeed, on the contrary, -.h to be a&id iD f&YOr ot prooeed.int; 
o&otioudy to determiJ>e tlw tull effect ot e uoh •uure ot reetriction u 
11 at tirat &ohined, There 1a uple juetitic&tion on r;rounda ot equity 
&lone to r ...... the tint ..thod ot d1aaour&£1nt; further capital intlcrn 
1n te... ot inoreuint; tlw t&X 'burden upon toreip iDveatora to & level 
more ne&rly eqU&l to th&t t.poaed upoD d..-atio iDveatora . 

!here 1a &lao auch to be a&id iD t&YOr of let;ial&tion r;hiDt; the 
Federel Reaerve Bo&rd the powr to preeoribe reaerve requi..-nta up to 
one hundred percent against deposit• ot toreigP tunda in ... ber b&nka. 

It tlwae •uur .. do not pr ove to be &deq~~&tel.¥ etteotive, 110re 
dr&at i o -uure• aa.y then be oonaldered, 
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QQJ.!Ir Olll.RD Ol'E!I.t.TlOllS Ill 7LOOD JJIU 

'lithin t~ next three daTa t~ ma,lorit7 or Coaat Guard 

boata i n the Ohio Valle)' will be returned to their regularata-

tiona . 

'l'bere Aft operating in the llhaiuippi VaJ.lq !roa Cairo 

to !lew Orleana a !ore• of 24 aeagoilll: unite and approximate!)' 

250 boate . The Comnaru\er, Coaat Guard J'lood Relief Foree, at 

Me!llpbio reporta refugees are etill being re11oved trom the leveae 

south ot Cairo. 

'l'be Coaat Guard energency radio taoUitieo are being re-

and abitted to the Uiaeiaeippi Vall•T• Tan planea are in aernca 

bat,.een LouiaYilla Nld Helena, .A.rltanaaa . 

General 'later Lnel Condition 

Craat ot nooc1 now at lle11pb1e (501 ): Helena 59·5' aD4 

rising alowl7 all the Wa)' to II"" Orlaana. 

2u7 
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Aft.er reading newspaper accOU!'ltB or Wallace's article 
appearing in the LOndon DailY Telegraph, the Secretary today 

elephoned to Wal l ac e and saicl, ''I am disturbed about your 
r el ees1ng the a rticle to the LOndon Daily Telegra?h because 
the lest time you and I tmked about t.hnt article you said 
thrt. you had decided not to write it nnd I said that I was 
delignt.ed and I t.nen volunteered to tell you t hat I thought 
it was a mist.ake t.o writ.e it. and I only cade t.his st.atement 
after you told ce yo~ had decided not to writ.e it. 

•st.eve Sarly said t.h t you had wri tten hi~ t.hat you 
..a ... cleared t..ne article r.1th t ne TreaEury and t.he St.ate De­
partcent. . You are a free aoent, but. I t.nink it. is very 
unf ort unat-e that you did it.. I nave asked ~aas and 1'/hit.e 
to emtlyze yo'-~!' article. We never saw t.be revised copy and 
I vti\B under the d i stinct imp1•ession the t you were not go i ns 
to do it . At. t h is time, when the Treasury end the State 
De.>Rrtm~nt are .havi ng del1ca1.e negotiRtions with England, I 
tnin~ it is most unfortunate t hat you released your article. 

"Early was under t.hc impression it. wa s cleared with 
us an,l , of course, it was not . You spoke to me about it 
orielnal ly a long about J anuary t he first and you might be 
intereste~ t o know , if you will look up the last let.ter that 
Peek wrote to the ?resident, tt~ t you followed the w.nole 
t hOUent a nd figures in your article t hat ? eek used in his 
letter to t he President . 

•As f ru· as I am concerned, Mythi ns I have t.o say 
: cay and it. is between you and me . Tbe press will co~e 
in a t !'our o'clock and I \7111 just. ehrug my s houlders. I 
'''ill not m'lke a public s t a tement. 

"After Haa s and White have made an analysts , I will 
send it to you . I have not t.al ked to the ?resident and I 
will not tal.~: t.o h i m, but. I diC1 tolot t.o Early and Hull . 

"White t?ld me t nat you did not incor por a t e the 
princJ.pal suggesti ons wh ich he ronde J.n connecti on with your 
firat draft . I thi nk if someone in Agricul ture t akeB up 
something t hat. belongs t.o the Treasury and t.he St ate Depart­
ment, J.t J.s tcportant enough tor the tnree of us t.o sit down 
and talk it over ~~d not bother the President . 
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•t think i t is a very delicate thing with t nie 
s erious s ituation in Europe. I do not see the purpose 
of •punching England in the nose•. I do not see what 
can be acoompl1s.hed. 

"When we have our facts, I will let you know and 
we can go over them with the State Department and with 
Co~aerce. Whether we fundamentally disagree or not, we 
t nink you are on the wrong track.• 
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WALLACE OPPOSES ~~!. :'~f~:ES:: ~~wC:.:~~ 
U S LOANS ABROA~~.~i~ c,~ .r~~ ~-= .E=li~u!rp:~"'~ U:!" .. u:~ ' • ritl• oWred wr prtvau eltl or form.r ,oi4-Woo ct.Ltl"md• 

---- - - U1 6oubllt• pay, bu\ It WOUI4ln' Uu witb the dollat, areiUltJy lO . . e lbt.t ther. will bt .... ot at\Qcft.aM, 
Why Should Sens•bleAmerican e ... t $1,000,000,000, and probably . ''Cold. and allYer dlpmentt to the 

• , ore. United. St.atea rnuat a.ppannlly bt 
Lend to Oefaultme;: Nat•ons? I C:rt4't4r roa.ttio.n Leul'ned "UN on tor tOme Utua Ume ~ lht 

Se A k g ' leAdlnt device to enaole tbe out-Ide 

~
{It $ S .. Taklnr Into account the totel world to Uve wJlh a creditor nation 

~ 
!4-/ detauu .. , vovernmental and prlvate.whteh ln 1eare of ordlnary wtalher 

T of nearly UIJ,OOO,OOO,OOO and taklniln.tlat.a on exportJns !»Ott &ood• W T F R LONDON PAPER Into accou.ntlht amot.tnt of torelanthan It lmporU,'' ha conUnutd. 
lnvuOnenta In the United StatH,"Wtth tocreued told a nd allvtr 

--- ---- It apJ)t.an that tht prettnt net ~red·ridnln_c rolnr on au over tba world 
Uor pc)lt\lon of tha United $tattalt b quite probable tb&l tbel't will 

He Cites the Ch1nged Sta tUI of on current a ccount. rtptt:Mnta aw •uffk:lent r olcl and •llYn to 
Countrv F rom Oc:bt.,r to CNCI- nat capital IM'Ntmant abrMd otrnake I)OM1ble t.hU type ot aci.Ju.t· 

1 r not over $0.000.000,000. meM u looa- .. \.ba Uolltcl etaue 
ltor and Cul"ba on Our Exports ' 'But ""b&pe tht ,..,.t eon·t. wlllloc . • 

tn>writal iM me»t ,....lt.Uo w&'1 to "lt thlt t. true, It wou.W .... 
-- ---- Ntt l b41 e:ttv.Uoo 11 to .ay fhatlthat at~r a Uma tht peoJIIt bf Ula 

~ ~ Tlh x•• ,._. TDCa ... U 1,~ Slot 1 ... . -ar Jiii'l1nlt" Stat.Q wonJd fl.od It aa« .. , - • .... , n .._ · .. n '-- , "' ary to thlalt throuell t.o lba rea»-
WA.BHINGTON. Feb. 1.~ probeb_, t«411~ ..,,, $$50.·ua of ~rthsr tn.ddttllt .. , tba 

&al')' Walla«, add~ himMllOOO,OOO 1hOf'e ta ln\u .. t ud den-labor &ad utural ~ ot tbla 
~!redly to Or«t Bdtaln, waroaddaD4a aQ4 Pl'.)'ftM:n\.1 Oft war debUeontln$Q\ fn exeha.nl• for DOthtn' 
to~~ay \bat a rue-wal of the tnd&-trom the ouulda wotW. tbu aha ~~01'11 \lN.bla lha.n ahtalq ••W· 
ll --• 1 _,1 poll t ~ 0 t\Hpakl out to tha out.kla WOI'td. 'ftw:Rnrneday thaquuuoa wlUbtuktd o.... ,..,. AS ey 0 n .. Jut abobt halt u muth u wur..;tO, what it au mUAa ln. tb• lonl 
Stat .. wu .. unlikely tmW tba ,uu-pe.fcl nat a.nnually on. lntuut, dlvl•l'\ln for th• ata.ndud of Uvht.J of 
Uon of defaull.a Ll te.ttle4." d.e.Dd, and waMtebt aceou:nt to thau.e Attlerlcab people." 

In an artkl• prepa.recl nP~ClaUy Un.ltad Stat .. durlnr tht tut. half " We ha.va eo fu avo~t4 fulna­
ror The London Da.l~y TeleJt&pb ot tba deotda ot tha Twe.ntlu. l:adl;tn all \heli- ata.tk:neM the ultimate 

1 d d )"ea.r alnee 1111) t.h• Oft c:radllofiadJu.stm.enta Which muat be maelt, .. 
tor tomorrow moro 01' an ma 'po~ltlon of the Unlttcl Statea ba•,be u ld Jn eanc:1ualon. "Whatever 
publlo almultanoou•ly here, lha ~lMitmed.' ' may develop with rupect to taelnl 
retll')' put thlt qu~tlon : ' 'l'.he retl of the wot'ld, Mr. Wa.l•thue ulUma.te a.djuetment.l, U 11 

''Why •hould un•tble Amerteanh\..Cfl 11A1CI, dur1na- tha time that thee~ea.r thall our ·agricultural produc· 
h'1Veltor1 loan money In those eoun· United IIIli' tei baa bten a. cradltoruon policy will of nece11l\,y ba 

ou.Uon, hu adju.lttd ttat.lt to tba guided In co.nalderabla meaaura tly 
trl" that have detaulttd on tbelr altuallon In tlva Wt.)'ll: . . tbe cburlnr fa.etora ln. tb• creditor 
ob11aattona ~o u. a.n.d wboee :naUo:n- 1. By ae«ptlnr fewer JOOd• trom ~JUon ot the UoJted Statu.'' 
ell ara now Mndln& money for In- tbe t]nlted ltath and tblpplnr --
vutmel\l tn the United StAtes!" more cood• hn•, a,nd Ia aomt eu .. na See"t."" contrasted lhe p. prevcnUnr the Importation of Jood• 
1IUOft of lbl• cou:nuy In re.tallo-a to comlnr trom tb.ll COUI'Itl')' 'Dy rlrkl 
tha ,...., of the world u a eredl«~~'ftUOtu and c:~~.c.b.aar• control~. 
n.at~n at tba pruent time to that t . By encourlllinl Amerita.a tour­
of a dtbtor nation formuf7. aed.tsu to 1pend t:DON money In fONtp 
traeacl the bi.Jb ta.rUf eenUment IDJ&nda. 
tbla country to ita d.ebtor po.itlOD a. By elslpplft.J soW a.M tllvcr to 
ot former yean. the U..lted Stat ... 

' 'Today all lb.l:l tLu bM:n ebaft.l:ed 4.. Br bon'Owla& ...-ay frOCD UM 
aDd. thto out.DI• WOrld owes 01 tnOfec::itlan.a o·f tba UnltH JStatM. 
thaft UI.OOO,OOO,OOO," he cot'lUnued. $. BJ de/.a.u)Unr OD obllplio'M \o 
' "Ott.ettJoc thla, ton:ta::n,u. have to-ut. UnliAd Blat .... 
VMtmtDt.a In the Uftited State. .EqNIClh -r..rt.ta ........ ._. 
amountlq to at lN.Jt $7,000,000,000. 
Of the Slt,ooo.ooo.ooo appa:re:o.t DeL Dllcu.tn.a- tb.. fiVe ta.ct.ora Ia 
lnternaUohl c:redJt.or poaJtioD ofareatar deta.U, Mr. Walla« •tatad 
the United. ltatn :nearly SU ,OOO,-th&l wblle Ia 1N8 Amarte.an IX'POI'tl 
000,000 ll reprua:M by gov1rn~and JmJ)Of'Col neut:y were bala.nea4, 
me.nta.J debt. owed. to our cove.rn.o:t.he return of aormal crop y•r• aocS 
m"nt and :now In default. 'he J rMt proclucUva capactty ot 

.......... ,...... .. ...... -...... _ ... ................... ..... -....... _.. .... ............. ............ - -... .... ....... _, , ..... --... -
out w1ll need every dollar they h~ve ~nd every dollar t he Red Oroae can 
poee1bly give them to provi~e the m1nimum neceao1tiea for living, bed , 
cloth1n8 , furn1ture, stove And ev•rytbing elee , Pnd f or the r epnir of 
the i r homes. Tuio 1nevitably meRnl that t he diet of these people • ill 
1u!fer and ability to provi de med1Cftl attenti on will be limited, 

I! 8 aerloua ilD])Ai ,.,.ent to tho public h.ealtb free these aever8l r~ctoro 
ia to be avoided a conoidereble Publ i c He8lthimd needs t o be ~e av&il,bla 
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TREASURY DEPARTMENT 

INT•It OP'P'ICa COtr.4M UNICATtON 

OATC Job, 8, 1937 

To ll1ao Roche 

Dr. Parr-an 

The Public Re&lth rorceo , both our own and tho State and local, 
bAYo been doing a grand Job under tromendouo hllndieapo in ~D~~oey pl&ceo. 
The one thin& which hl!.o .ado it poooible tor the boalth neodo t o bo met 
!lAo boon the Social SecurHy 1110nleo which th eoe etatee got laot ;ro&r wHh 
wl>ich t hor bad al read,y oet up a nUDbor ot health organioatlono and hlt.4 
otroncthoned their otatt with m jpn .. ro, doctoro, nuroeo. 

In eYor;r otato tho trained heal t h o!ti ce ro, nuraeo, enjpnooro and 
lnopectoro were 110b1li ud froa tho untlooded cent oro into tho noodod 
c en tero. Jor • ""'"!'le. In .Lrl•ona oomo 61 ouch pon ono hAd been thrown 
In to the flood centero by the State Health Depart•nt. 

Thoro hao boon no undue preTalence of coamunlcablo dioeaoe ao yet 
u lde from the Influenza which io proulent in oomo parte of tho tloodod 
&rea a o oloewbore 1D the countr;r. '1'he real health problem, however, io 
otlll ahead of ua. 

1. 'ryphold fenr. Durlnt; tho Mxt few weeb (I am hopeful th&t 
t hlo will be handled and that we oball not baYo any oerioua outbrol\k of 
typhoid .• ) 

2. D)roenter;r, partiCularly I n the C""'Pt ooJN of which will need to 
be opor&ted tor onother month or non two aontho further down tbo rl'ror, 

3. llal&r la will b e a oeriouo probl • thro"4!1lout thie ......,.r , bot h 
bocauoo ot t ho added wate r And the ruatln& awa7 of ocroentn&. 
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4. There io some d&n&er ot ouch dloeaooo ae monln&ltlo, ocarl ot 
tOYer, meaoloe , in the concentration campo durin& tbe immediat e few weeko. 

Ot greatoot concem 1o the fact that many ot these flooded oounUoo 
heretofore proYided with a fair health oerY1ce will be ~ble to finance 
their part ot H. lloreoTer. t ho 1nd1Yidualo who•• h01!180 have been noodod 
out will need eTer;r dollar they bi\Ye and enr:r dollar tho lied Orou can 
pooolbly give them to provide the mlnlmua nocoooltieo tor l iTing, bod, 
clothing, turnl ture, otove Md onr;rtbl n& eloe , ~~.nd tor tho repair ot 
their hoaoo , Thlo ineTitably aeano that tho diet of theoe people wil l 
tu!!er and ability to pr oTide Mdlcal &ttentlon will be lbltod. 

It a oerioua tapairaent to the public health troa theoo oonral t&eto" 
1a to bo aToided a ccnoiderable Public Ileal th tmd needo to b e ~ &Tall&blo 
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for worlt ln th .. e counthe durin& the next etx -t.b• or n'en a 7ear, 
It that •orlt 11 to be orpnlsed eftlc1.,.tl7 there 'trill need t o bo 1011e 
aoourance or contlnuatlon, ln other wordo, the .cot deo1rablo ar~ 
• ., t 110 W.d bo tor theoe &ddH1onal 1\lndo to be tollowd up b7 added 
approprla Uono to tbe Sod al Sect1J'1t7 J.ct eo that the 110 rk wblcb " 
ohall otart now and which the people nO'tr " leo .. wlll not dl oappear 
at the end or oh: .ontho. <lrad:uall7. ot courae, .,.. ohall e:q>41ct the 
atateo ""d localitho to take the lar~r ohare ot tho load ao thq 
ree~er. 
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TREASURY DEPARTMENT 

WAS HINGTON 

February 8, 1937 

TO 'l'i!E Sl!CRftAR!: 
Re: 'l'reaturl linaneing 

'!'be following comoenta are aubmi t ted on Treaaury 
financing for t he next few monthe : 

Febru.nrr 1 to J une 30, 1937: After the discuaai one 
of l ast week on my estimates of the cash position for thie 
period, I believe there was a :teelinr; that the 30 million 
dollars a month allowed for inantive gol d was insufficien t 

(~ 

and that thla eatimate should be increased to 50 million 
dollars a month. From infor=tion now available it 1a believed 
that 30 million dollars for the month of February will be Juet 
about ri&llt. I have , however , increased the other four monthe 
by 20 mill i on dollars each , Furthermore , there was a fee,lin& 
t hat the 'l'reaaury should not permit ita balancee to run aa 
l ow as indicated i n my estimates. 

The following table shows the eetimated Treasury balances 
at t he end of each month , i ncluding laleo of u. s. Savinco 
Bonds and addin& $80, 000, 000 for inactive gold on the bade 
of (1) no new financin&; (2) $300,000, 000 of new f'unda raieed 

91 -; - ..,) 

in April, in addition to the ref'undinc of $502,000, 000 caturi~~& 
notes, ('1'h1e can be owitched to ~ch 15th.); (3) aame ae (2) 
but addin& $300,000,000 of 'l'reaoury bills to be i ssued between 
February 17th and llarch 24th, all to mature June 16-18 ( thh 
amount can be r ed\leed to $200,000 ,000 and stop issue on ~ch 
lOth); (4) $500,000 ,000 of new fUnds raised in April i n addition 
to the r etundina of $502,000, 000 of maturing notes (thia can be 
~~Witched to March 15th) ; (5 ) aamo ae (4) but adding $300,000 ,000 
i n Traaaury billo to be issued between February 17th and ~ch 
24th, all to mature June 16-18th ( thil can be r educed to $200,000,000 

and etop 118ue on ~ch l Oth): 
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Tr-.w.J7 balancu 

End Baaed on new !inancin« in the 8JIIIW1 t o! 
ot 

llonth Ho n• $300M ot $300V ot 
'l/N or bda. 

$500il $50011 ot T/N 
!!Julnc- Tre&w.J7 ot '1/Ii or bonde and 

111r notea or & $30011 billa or bda. $300V billa 
(1 b?~~· (3) (4) ( t5) 

J'ebruary • 669 II $ 669 II $ 769 II $ 669 II • 769 II 
lla.rch 
April 
lla,y 
Jane 

849 849 1, 149 849 1,149 
504 804 1, 104 1,004 1 , 304 
239 539 839 739 1,039 
434 734 734 934 934 

It h obvioua that our halancu under (1) al>ove would 
run too low for comfort, and even under (2) and (3) , while I 
believe we CM &et thro\l&h with them, run Considerably under 
what you have in the paet conteaplated. (4) or (5) 1o the 
aat'eot courao to pureue, and one under which :you would feel 
more comfortable, It will be noted that the low po1nto in the 
balances will be reached at the end of the mntha o! February 
and ~. but then we are, at the .. pointe , approachlnt; heav;y 
income tax p&.1Unta a.nd there h therefore no harm in lettln« 
the balanceo run down at theoe periode. 1/oreover, I !eel that 
the time i a approech1n~ when a billion dollar working balance 
1e too hi~ tor our needa , upeciall:r in vi• o! the lar&e 
anticipated receipt• under the Social Securit:y 4ct. 

I would .uggeot , therefore, that you give conaideration 
to (l) raiai.ng two or three hundred milliona of now !Undo throU&b 
additional ioouea of Treaaur:r billa beginning February 17th and 
stopping either on lla.rch lOth or 24th, depending on the amount, 
all to ~ature June 16-18, tor purpoae1 of 1 ... e11ng ott inco.,. 
tax p&.1Unta at that time (later cUocuaaed), and (2) rabin« 
$500,000 ,000 of n ow !Undo through the i11.....U:e o! treasury note• 
or bonde at the tiJDe and in connection with the retuncUnc o! 
$502,000 ,000 !re&euey note• ~atur1ng on .tprU 15th. I prefer 
to oee thh ~~~&Jor financing on .tpril 15th rather than on lla.rch 
15th for money ....rket reaaono (later d1acu11ed) . While it geh 
awa, teaporaril:r !rom our polic:r of financing on quarterl:r tax­
~t datea, yet the new houe can be made to mature on a tax­
PaTJD~nt date w1 thout an;y cU!ti cul t:y. 
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:Bo!!da or note.: .U we approach a balanced bU<~&et, 
tl~e Traailll"y W'1ll 00:;-c to ecn:id.Or t he problem as t" whethftT' 
it will want to continue to iuue bonda. It was , of courae, 
neceasary to iesue bonds clll.rin& the t illiAI of deficit financln& 
in order not to have too much debt maturing 1n t he immediate 
future. We now have the preble= of re&rranging our debt 
program to =eat the requireunta of our oinking fund and in­
veotMnt accounts. :Below 11 a atat-nt ehawin& the total 
debt maturln& or .W.ject to e&l1 (excluaive of regular TreaiJUl'.Y 
bil l a) 1n each fiacal year 1937 - 1950 and the net total re­
quire=enta of the ainkiDg fund lllld Old A«• Reaerve account 1 

(In milliona of dollars) 

Total s1nlc1nc Jund Exceaa Shnrtace 
debt and Old~ DILturi- 1n 

Fhca1 maturing Reaerve tie a ll&turi-
Year or call- require=enta tie a 

able 

1937 $ 802 • 668 • 134 • 1938 2, 167 834 1,333 
1939 2, 832 1,384 1,448 
1940 2,995 1 , 531 1, 464 
1941 3, 287 1, 432 1, 855 
1942 .204 1, 438 1 , 234 
1943 454 1 ,459 1 ,005 
1944 2, 920 1, 668 1 ,252 
1945 1 ,037 1,646 609 
1946 3,557 1 , 748 1 , 809 
1947 1,841 1 ,841 
1948 1,982 1 , 810 172 
1949 1, 889 1 , 889 
1950 1 , 794 1, 953 159 

$24, 031 $21,301 $9,467 $6,737 

NOH: No allowance !Dade in above figures for 1nveatu.nta 
for account of Unemplo.v=ent Truet JUnd, 
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A glance at thio otatement ohowa that in some yaare 
th&ra 1i toe much d;bt mAtur1ng, while 1: ether~ th~re 1~ 
not enoU&)l, An ideal 11 tue.tion from the atandpoint of the 
Treasury would be to have about $2,000,11 ma.turing each year, 
about $50011 each tax-pa)'ID8nt dAte. In 1942 and 1943 there 
ia not aufficient maturity to meet the sinking fund require­
menta at that time, while in 1947 and 1949 there are no 
maturitiea, lie can, of couree , purcha.se aecuritien in the 
m.arl<et for t he si.Dld.nj: fund provided we do not exceed an 
anr&4;e of par, but the operation h liiUCh leas dis turbine 
11' these requirement. are met throU&)l caturin& 1asu.eo. rue 
will also be true of the inveot!DBnt operations, where we are 
au thorized to baue special .. curl tie a to the investment 
accounts, In other worde , to pay ott maturing obligation• 
with revenue coming in and to haue special securitiaa to 
t he inveatment accounte would represent an ideal inveatment 
arr&n&ement. 

There will be very little ch&n&e in the amount of the 
sinking fund over the next few years , but the amounts avail­
able for investment under the Social Security Act will be 
problematical for aooe tioe to come. The Act not only baa 
to run the gantlet of t he Su,pre~~~e Court, but will be subJect 
to poll tical attack tor the next few year a. An attenpt 1a 
now being oade 1n the Coagreu to eliminate the Old Jl&e Reaerva 
Fund. To offset t his attempt, t he Social Security :Soard hae 
prepared amandl!lenh to the .Let which will 11beral1xe Old .A6e 
.t.aaiatanoe and thereby increaae the coats to the FUnd amounti"l; 
1n 1942 to oore than $380,000 ,000 without any correspondi.n& 
incraase 1n the taxea, The Treasury ehould now recognhe that 
it can not build up the reaerve of 40 or 50 billion dollar• 
contemnlated under the .Let, but if it can hold the .~>reeent 
arrang;,.,nt until a reaerve of, aay, $5,000,000,000, or better 
etill , $10 ,000 ,000,000 11 available, then I believe it should 
agree to the principle of P&O'-aa-you-go. 

Effect of Treaaurz financine; on money nnrket: Prior to 
the period of huge excees reaorvea, it wae a l..,...s neceeaary 
for the Treasury to giv e coneideration to the effect that ite 
financing operationa, including collections ot revenue• on 
quarterly income tax payment dAtee, would have on t he money 
market and what etep• were nec .. eary to corract any ad'feree 
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e:!'fecta. 'lhe 'l'reaaury considered that it waa ita duty to 
ao e.rr~• ita :!'inancing as to cauae aa little disturbance 
ae poaaible to the mrket. !low that the l!'ederal Reaena 
lloard baa taken de:!'inite action which will reduce exceaa 
reaenaa to about !be or aix lmn4red million dollara, 1t 
beoomea ia;>ortent :!'or the 'l'ree.aury to apin consider the 
e:!'fect o:!' ita mjor :!'innncing operation• on the money market. 
So that you will be able to aee the picture, the following 
table ahowa the eatime.ted net amount o:!' :!'unda (after deducting 
eatimted expendi turea) that the 'l'reaaury will withdraw :!'rcrn 
the JllaJ'ket on ito next four income tax datu. 'l'he only public 
debt ant uri tiea included for the purpoae o:!' this atatemant 
are the 'l'reaaury billa in the amount o:!' $300,000, 000 maturing 
lle.rch 16. 17 and 18. 

(In millions of dollara) 

Heavy income 
tax p~nt lle.rch June Sept. ~c. 

de. tea 

8-14 ~ 66 $ 46 $52 $ 56 
15-20 123 211 223 235 
21-23 32 29 23 21 

'l'otal: I $221 • 346 $298 
I 

• 312 

'l'he full effect of the J'ederal Reaerve Board' a action 
will not be :!'elt until way :!'irot . Durina Ue.rch there will atill 
be tJUbate.ntial exceaa reaenea and the withdrawal of $221,000,000 
from the mrket at that time ahould not therefore cauaa e.n7 dia­
turbance. I n order that the 'l'r .. aury my be in a poaition to 
""'et in part &U7 disturbance that 1111.¥ occur , I ngeat we permit 
our inveatment :!'Unda :!'or Poatal Sarlnga and Pederal ~oait In­
surance Corporation to accw:l1late, which on llarch 15th ahould 
amount to between 50 and 60 million dollara and which can be 
incree.aad by redeeming epecial ~ aeeuritiea . If thia doea not 
ent1r&l7 reliwra t he preaaur• I auggeat we permit ~nt b7 
credit in 'liar Loan account of one or more 'l'reaaury bill iaau81. 
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It i o quite ob•iouo that the Treaaur7 can not expect to 
withdraw e xceaa funds durin« the ODntha o! ,.,., September and 
December in the net amounts above indicated, with onlJ 500 
or 600 million dollars in exceoo reaerveo, without dioastrouo 
ettecta on ~e mone7 market. It ae•m. 'u wa, th&raforo, that it 
11 iaportant we lhould haTe Treaaury bill Dl&turitiea of not 1111 
than $200,000,000 in Juno, It 111&7 be necessary to have me.turltiu <t 
billo aleo in Sept ember •nd December to meet a similar aituatlon, 
although theae C4U\ i>e dhou11ed later in the year, 

Action which the !rMsurz can t* • to offaet larr net wi thoo 
drawah of cash trom money mar)!;etl !he !re&SIU'7 c.n by eo• .at ton 
of ito own meet almost ever7 t'-'l>t ..,n.ey market 11tuat1on cau.ood 
by ito withdr~ !rom the ""'n8J market ..,re tundl t han it 1e 
p.1ttlng baclt into t he market , !hlo can be acco"Pl11hed in one or 
more of the followin& w &yll 

(l) Purch&ae outot&ndin« Troo.aury notea or bonda for .ccount 
of the ai~ tund. (Authority now availabla to purchase ~ to 
$500 million for thh account at a price o! not to exceed an 
average of $101, If price io lower than or e >Deede $101, then 
the amount available will be correapond1nglJ increased or reduced) , 

(2) Purchase outotanding Traaoury obligation• for inveotment 
accounts. (About $46 million now aYailable in caah which can b• 
inorB&aed by redeeming special ~ securit ies amounting to $200 
million) , 

(3) Pay off """turi04 !re&ourJ bilh i n cash without any i 11ue 
of billa, or P"¥ otr maturiJic !raaourJ bills in cash and permit 
payment of 1sau1.:1& !re&ourJ billo b7 credit in 'far ll:>an Account, 

(4) ProTide be forehand for TreaourJ billo or other public debt 
obl~tiona to ... ture in theoe heaY7 income tax p8J1118llt pariode 
for t he apec1fic purpooe of offoatti"4 excaoa racaipto. 

(5) If t here ia a Treaaur7 note or bond matur1t7 duri"4 t heoa 
periods of exceao receiJ>h, provide for retundiD& onlJ part of it , 
pa71n& balance in caah, tbuo ottaot tiD& effect OD market of exouo 
r aceipto, lOr exaaple, i n Sept.mber there io a Treaour, note 
maturity of $817 million and there are .. timted e:a:asa tundo 
condllg in of $298 million. The Secretary would announce in h ie 
financi"4 circular that t he matur1"4 noteo would be .ccepted in 
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eJ<Chan&e for ~ new hov.e otrerod. up to olll;y, aa;y, aeYent;y per 
cont or the amount of ouch matu.r1nc notee . !hla would lean th.1rt;y 
por cont , or $245 million, to be pe14 orr 1.n caah. Such an opel'o 
ation ae t hie would have to be handled with care ae the me. turin« 
not .. to be paid otf 1.n caa.ll IIIL&h~ oo• in faahr tll.!wl th• excc;g 
receipt e , 1n which caeo it ~t raoult in an overdraft at tho 
lodoral Reaerve Banke, We could operate th1a 1.n conjunction with 
(a) and (b) below, 

(a) Depoo1t inactive gold. with lederal Reaerve Banke for 
o. period of not to exceed eeven claye to cover overdraft , at the 
end or which the operation• could be reveroed. 'l!ho amount d .. 
poaited might be returned to the !'reewr;y from cla;y to dq ae the 
receipta come 1.n, !'heee tell1)0rar;y d-x>aeite would have no appr .. 
cial>le effect on the IIBJ'ket, 

(b) Sell throuch the l edoral Reoervo Banko ae our fhoal 
agente, one to oeTen d.a7 certif1catee of i.nd.ebtedneoo to larce 
banlce 1.n money centere, redeamiJ>c the cortificatea ae tho excon 
reoeip to co• in, Prior to the !&nki.nc Act of 1935, it wao cu.., 
tomary for the !'reawr;y to run ovordrath at Jederal Ruervo Banke 
duri.nc the ta.popa:r-nt perioda , civi.nc them a one-clay certificat e 
tor tho aiiXJunt of ou.ch overdratt • tho Jedoral Reaorvo Banko in 
turn oelling to local banko partioipati.nc certifi cate• 1n our 
one-cla;y obligation. Each c1a;y theoe cortifloateo were r edeemed 
and othera iasuad in emaller agcrocato acounta until finally wiped 
out b;y r eTenuo receipts. 

( S) Redepoait oo• of the income tax recoiph 1n War Loan 
accounte of apec1al d-x>aaitarioe, We have ~thorit;y to do th1•• 
but 1t 1a CW!iberaome unlon confined to a relativel;y rew banko, 

Regraded Uclassified


	00387
	00388
	00389
	00390
	00391
	00392
	00393
	00394
	00395
	00396
	00397
	00398
	00399
	00400
	00401
	00402
	00403
	00404
	00405
	00406
	00407
	00408
	00409
	00410
	00411
	00412
	00413
	00414
	00415
	00416
	00417
	00418
	00419
	00420
	00421
	00422
	00423
	00424
	00425
	00426
	00427
	00428
	00429
	00430
	00431
	00432
	00433
	00434
	00435
	00436
	00437
	00438
	00439
	00440
	00441
	00442
	00443
	00444
	00445
	00446
	00447
	00448
	00449
	00450
	00451
	00452
	00453
	00454
	00455
	00456
	00457
	00458
	00459
	00460
	00461
	00462
	00463
	00464
	00465
	00466
	00467
	00468
	00469
	00470
	00471
	00472
	00473
	00474
	00475
	00476
	00477
	00478
	00479
	00480
	00481
	00482
	00483
	00484
	00485
	00486
	00487
	00488
	00489
	00490
	00491
	00492
	00493
	00494
	00495
	00496
	00497
	00498
	00499
	00500
	00501
	00502
	00503
	00504
	00505
	00506
	00507
	00508
	00509
	00510
	00511
	00512
	00513
	00514
	00515
	00516
	00517
	00518
	00519
	00520
	00521
	00522
	00523
	00524
	00525
	00526
	00527
	00528
	00529
	00530
	00531
	00532
	00533
	00534
	00535
	00536
	00537
	00538
	00539
	00540
	00541
	00542
	00543
	00544
	00545
	00546
	00547
	00548
	00549
	00550
	00551
	00552
	00553
	00554
	00555
	00556
	00557
	00558
	00559
	00560
	00561
	00562
	00563
	00564
	00565
	00566
	00567
	00568
	00569
	00570
	00571
	00572
	00573
	00574
	00575
	00576
	00577
	00578
	00579
	00580
	00581
	00582
	00583
	00584
	00585
	00586
	00587
	00588
	00589
	00590
	00591
	00592
	00593
	00594
	00595
	00596
	00597
	00598
	00599
	00600
	00601
	00602
	00603
	00604
	00605
	00606
	00607
	00608
	00609
	00610
	00611
	00612
	00613
	00614
	00615



