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2/16/37 

Senator Lundeen of Minnesota wants five 

minutes w1th tbc ~ecreta-.~ 1n thfll morning 

about Joe Wolfe , 

Farley tolls Gibbons t hat what Lundeen wants 

if to he.vo Wolfe, now Demooratio Nati onal 

Committeeman ( just bei ng r eplaced ) be 

a pp ointed Collector of Internal Revenue 

1n place of James R. Landy . 

Farley would like t o have tho ->ecretary 

not commit himself on t he matter until 

( ll'arley returns 1n about ten days . 

Upm 
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16 Jebl'\lalT, 1937 
4 p ••• 

OO.A.Sl' GlW!D llP!J!' TIOl!B Ill J'l.OOD •!!!!• 

ll'it.h the withdrawel of the !n re•ining boata at 

Paducah, the Cout Guard hu e011plehd nacuation of 

i h !oreea in the Ohio feJ.l.,. • 

.b. office, ....,.4 b7 penoanel !rooa the patrol boat 

DIORI, h bein« aet "QP at latches as h elao a radio 

communication center, to facilitate operation• in the 

lliuhaippi fall.,. in collaboration • ith the J.nq In• 

cineera and Red Croaa. 

captain bill'bwc at We~~phia reporh ccndiUona 

fa•orable ell elonc the lliaahaippi and all l...aa 

boldiDC• 

Oeaerel Water Le't'&l Situation. 

Creat near Ticke'bws 52.71 and rhine aloWl.T to 

the ••t.ar4. Water l..al lS.' at lfn OrleiiDa • the 

- aa ,eatardq •• wt ~oted to reach a'bout 19' 
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February 16, 1937 

The following \fere dinner gues t s of the secretary 
at his hooe t his evening: 

ur. Jacob Baker, or IYPA 

ur. Udo Rawl, of WPA 

Senator Robert U. Lll Follett;e , Jr. 

L!r. John Carmody, of Resettleoent 

Governor William I. L!yers 

ur. Welter Pac~rd, of Resettlecent 

Ur. Harry Hopkins 

The group discussed the establishment in wash ington 
of a self-help cooperative e1miler t o the one managed by 
mas A1JJY Guy in Richmond, Va. The group decided t o start 
one 1n Washington . 
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February 16, 1937 . 

r~r . E!ccles , Mr. Ransom, L!r . Taylor and L!r. Upham had lunch 

wl th l>!r . !.lorgenthau at 1 o 'cloc¥;. 

~:r . Eccles explai ned that he had been on the Bill during the 

morning testi.t'ying before the House Banki~.g and Currency Committee 

~irht use Government securities as collateral for Federal Reserve 

~lotes . He said t ha t t hey asked him a number of questlone about 

tho operation of the Stabilization Fund and that he had referred 

them to the Secretary of the Treasury. They asked about sterili­

:ntion of gold and whether the Treasury had l egal authority to 

borrow money to buy gold and Yr . Eccles told tbeo that they should 

ask tha t question of the General Counsel of t he Treasury . 

234 

There was some discussion 1n the committee why foreigners 

( can got gold and Americans cannot and Mr . Eccl es explained that 

to t he co=ittee . 

( 

!Jr . Eccle s began a discussion of how to deal with i nflow of 

forei gn !'unds and said t hat he t hougllt the increase 1n the with­

holdi ng tax would not be effective - - tha t more t han that is needed. 

b~ . Morgenthau suggested that they defer discussion of that 

until t h e meeting at h is house tonight . He said that he wanted to 

mention two things . He said that the Treasury would build $300 

oillion of bills into the June tax date as t he Reserve System wishes . 

He indicated that he was becooing reluctant to give up 9-month bills 

nnd swing back t o 6- month maturit ies . He is inclined to the view 

that more bills should be kept in the market . He also i ndicated 

t ha t there are no maturites in 1942 and t hat it might be possible 

to issue in March a 5 year, 1-~/~ note . 
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:•r . t.:orgenthau also told wr. Eccles and llr . Ransoo that 

.o~sone i n England had requested permission to ship gold by 

parcel oost to the ~deral Reserve Bank of New York and had been 

tol d t ha t t ho gold could not be consigned to that institution • 

.. evertheless , it: was and t he Federal Reserve Bank is asking for 

soma backing in refusine the shipment . 

~ r . 11or genthau told them that he would back them up in such 

refusal . He was of the opini on that they are trying to chisel on 

tho rate or cost of shipment . 

l:r . Eccles reported t hat the Advisory CouncU i s in town for 

its r egular meeting . 

Mr . Ransom said t hat they report generally good business 

conditions everywhere , even in t he flood area . He said it 1s 

turning out that things are no t as bad as they seem. Few conunor­

c4al bank loans are being sought f or rehabilitation pur poses . 

There was some discussion of t he proposed increased tax on 

s•J•ar and t here was sane discussion also on t he increase of i ndi­

vidual i nco:ne t axes "'hl ch ..-Ul be due t h is year as a rest·lt of 

uiv i dcnds pai d out because of t he enactment of the undistributed 

ear ninl'" s tax. 

Mr . Morgenthau said that hie own tax was considerably increased 

and that he was anticipating complaints from "the man across the 

s tree t" when he gets around to me.king out his return. 

Upm. 
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Tuesd&,7 
February 16, 1937 
3: 55 p.m: 

231) 

H!.!Jr: Hello 
Sen . Ernest 
Lundeen: Hello 

HMJr : 

L: 

RUJ r : 

L: 

!C.!Jr : 

L: 

Hl!Jr: 

L: 

Ht.!Jr : 

L: 

I!!IJ r : 

L: 

In!Jr: 

L: 

illlJr: 

L: 

fillJr: 

Henry aorgenthau, Jr. 

Yes , yes 

Senator 

Yes 

I wondered i f I couldn ' t seve you a trip, because 
I•ve made some inquiries about this , -

You 1ve been what? 

This is Senator Lundeen of Uinnesota? 

Yes, yes it is . 

I 1ve been inquiring about Joe Wolf. 

Oh y es , yes, indeed, that' s who I was interested in. 

Yes , well I understand that Yr. Farley is working on 
it, see? And is tryi ng to locate a place for him but 
they haven't been able to do it yet. Now, the Presi ­
dent spoke to me about it himself. And, as I under­
stand it, they ' r e trying to make some kind of a swap 
up there . But the matter is r eally in Farley' s hands 
and hasn' t come t o me yet. 

Yes - well, the only - t he only position I think he's 
interested in is Collector of CUs toms, I think. 

Yes - Well 

I don • t know whether they have hi.n in mind for that 
or n ot. 

Well f r ankly, it hasn ' t come to me . yet. And the 
organization is working on i t and t hey - it hasn ' t 
gotten to ~ desk yet . 

Yes - well, do you expect it soon? 

Well, as I understand it, lllr . Farley ' s going aw117 
and be suggested that we l et it wait until be gets 
back. 
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!IJIJr : 

L: 

U~tJr : 

L: 

mtJr: 

L: 

ii!!Jr : 

L: 

HMJr: 

L: 

.!!4Jr: 

L: 

HIIJr : 

L: 

l:C.IJr: 

L: 

HI.!Jr : 

L: 

U!.!Jr : 

L: 

-2-

And when will that be, about? 

I tlllnk a week or ten dll)' s . 

I s ee. Well , that' s the way it stands now, then? 

That ' s the ~ey it st~nd~ 

Well, then we ' ll cancel the appointment tomorrow 
morning . 

But I want you to feel that I 'm at your service 
any time . 

Yes, well I a ppreciate that, indeed, I appreci ate 
it . And the perhaps t his - perhaps t h is wil l 
serve the purpose jus t as well . 

But I told 

I wish you'd make a notation t hat he's interested 
in - there were some other posi t ions mentioned 

237 

but he is only i nterested 1n t he Collector of Customs . 

Collector of Customs? 

Yes 

\',el l , I'll pass that on 

Yes 

- to Steve Gibbons 

And really, you know, here 1 s what I want to say to 
you about Joe 

Yes 

Now he ' s a sort of a quiet sort of unassuming fellow. 

Yes 

And he doesn't fight for his position as he should 
Now, 1n 1932 be organized a State for Roosevelt . 

Yes 
And it bad never been carried by a Democratic 
President - candida te for President - in all the 
history of llinnesota. 
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L: 

Ell!Jr: 

L: 

IDlJr: 

L: 

H!.!Jr: 

L: 

HMJr: 

L: 

!lllJr: 

L: 

HUJr: 

L: 

BMJr : 

L: 

HJ.!Jr: 

L: 

HIIJr: 

L: 

HliJr: 

• 

-3-

Is that right? 

It bad been carried by Theodore Roosevelt in 1912 
on the Progressive ticket but no Democrat had ever 
carried it l And, by Jove, he organized that in 
such a manner, of course he had t he candidate and 
he h a<1 the situat ion, but it had never been <lone 
before and I think he should have some credit for 
that . 

Well , the Pr esident personally has spoken to me 
about Vlolf. 

Yes 

But, I am waiting, I don't like to pass t he buck, 
but I am wait ing t o hear trom the Democratic organi­
zation. 

Yes 

And t he next move is up t o them. 

Yes - I see. You mean the National Organization? 

National 

I see. 

The National 

Well. , that 1 s Just fine. 

So 1 111 -

All right, l ' l.l aake that record here and then, will 
I hear from you then when it comes to you? 

Absolutely -

Thank you very much. 

I ' ve got it in mind because you've spoken to ae 

And then I'll. cancel the appointment for tomorrow. 

All right • 

.Ul right , thank you very IIUCh. 

'!'bank you. 
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February 16, 1937 
4:25 p . lll . 
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w. Randol ph 
Bur&ess : all right. 

Hl!Jr : 

B: 

l!lJJr: 

B: 

HlJr : 

B: 

l!J.!Jr : 

B: 

HHJr: 

B: 

IC.!Jr: 

B: 

HJ.IJr: 

B: 

l!l.!Jr: 

B: 

HllJr: 

Burgess , notes that we sold went below par today . 

Well, of course, that's t he problem with the re­
adjustment in rates . 

Yes 

It' s - even so, it's out of line with the other -

Yes, I know. 

- the other rates. It' s yield is less and it' s a 
l onger maturity, s o that if we have a readjus tment 
of r ates this is going on a little on t hose things -

Yes 

- It ' s almost impossible t o prevent that. 

\'/ell, do you think it 1 s somet hing that we should 
worry about? 

No, I'd let it go . 

You ' d let it go? 

It didn ' t s eem to me it mattered much. But as t here's 
bound t o be a readjustment of those r ates, I t hink, 
under these ci.rcumstances,and -

Wha t Will the banks sell? I mean, are they going to 
sell the notes in order to readjus t t heir - themselves? 

Well , I - some of them will let the notes go; 
some will let some bonds go. I don't think t here'll 
be much selling. I think it 1 s mostly t hat they think 
that r ates are changing a little bit so that - that 
they ' l l try to guess ahead, you know? 

Yes 

And get rid of things before the change takes place . 
My guess is that it won't go much below par and it 
won • t stay very long perhaps . 

It won 1 t . 
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B: 

lUIJr: 

B: 

I:I!.!Jr: 

B: 

HllJr: 

B: 

l!liJr: 

B: 

HMJr : 

B: 

li!JJr : 

-2-

But since that note is out ot line, 1t seems to 
me it would be a mistake to support it. 

Yes 

I don ' t t hink it means very much. 

Yes 

I 1 ve been watching it and 

Yes 

We ' ve been talking about it some, there. 

240 

Well, 1 111 see you f ellows tomorrow. I just wonder ed 
how you felt . 

Yes , well, we 1 ve discussed it pretty carefUlly and 
1t didn't seem to us it would be wise to support 1t. 
I don ' t think it' ll make any fUss. People are ex­
pecting a little change in interest rates . 

Yes Well, I'll see you tomorrow. 

First rate. 

All right, goodbye. 
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TREASURY DEPARTMENT 241 
INTII-It O""'C& COMMUNICATION 

IAE!o~RANDULI OF DAY'S ACTIVITIES 
FOR FEBRUARY 16th 

""''" February 16, 1937 

To Secretary VorgeDth.t.u 

,.~ Mr . !iqill 

1. Taxation ot noD~resident aliena 

At the oonteroXloe this afternoon w1th representative• of the 
State Department, Federal Reserve Board and the Securities ~ Exchange 
Commission (minutes will be s&Dt to you later) Ur . de Wolf of the 
State Department presented a memorandum to tho offoot that tho proposed 
increase iD the w1thhol41ng rate would not violate any important treaty 
pr ovision; but he requested that tho Bill contain a re-.aftin:atioXl ot 
the preseXlt prOYidOXl iD the law ex01:1ptinr; inoo10e to the extant required 
by &Dy exiatillr; treaty. llr. de Yolt'a """""r&Ddwo also iDdicated that 
protests were tiled by Y&rioua for eir;n countries when the withholding 
N.te • • fixed at 10 perowt 1n the 19S6 law. These proteeto •re 
baaed on gr ounds of general equity aDd not OXl any explicit treaty pro­
vioions . llr. Feia of the State Department r&-affirood his ID\Offioial 
oppositi on to the proposal , but atated that the State Department would 
not officially oppose tho Bill, nor ·oould ita ropreaentativea appear 
before any Congressional Committee in oppoaition. FirAlly, lettera of 
proteet from foreign governcents would be referred to us for disposition. 

In the discuaa ioXl of the proposed new administrative pr ovlaiona 
Dr. Gourrieh (Seouritiea & Exchange Cocciaaion) auggeated the addition 
of a proviaiOD deaigned iD aubatanoe to require avery Al:>erican purchaaer 
of aecuritiea to certify that he •• purchao1ng on hi• oc behalf, or, 
if not , t o state t or 'tlhom he •s purchaa1ng. It ,..s agreed that thia 
proposal required further atud:y1 the Treasury representatives believed 
that suoh legial&tion should be an amendloeDt to the Securit ies & Exohange 

Act. 

2. Carriero Taxing Act 

1 gave Senator llarriaon a memorand1111 containiDg tho background 
of the proposed extanaion legialation and explaiDed the legialatlon to 
him. He e>alled Mr. Pelley of tho Aaaooiatlon of Railroad E:xeoutina. 
1!r . Pelley atated that he had no objection to the extens~on and that he 
underetood thl brotherhood• had XlO objection. Senator Harriaon add 
that he 110Uld oo.ll a Comdttee ......tin& probably Thuroday or Friday, to 
consider the Bill, and that he expected to set favorable action upon it 

iD tho Senate early next •ek• 
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~EETING AT 22Jl R STREET ON RESTRICTION 
J. rOit!:.IG!l CAPI TAL INFLOW 

Februar y 16, 19J7 
S: JO ? .~ . 

?rtosent : 

T~ylor : 

~lag ill : 

!lr . Magill 
Mr . T~:~ylor 

Yr . Upham 
i<lr . Ga ston 
~lr. Bryan (of Federal Reserve) Mr . Gar dner 
lil r . Lochnead 
Mr . Landis 
::dr . Oliphant 
Jr . Haas 
Llr . Zuc:ter 
!Jr . 7/n!.te 
.!r . 
Mr . 

Seltzer 
Eccles 

•'•'ell, th.i s is a draft message to Congress on tne 
subject of wnvt we are talking about - ( not) the 
pr oposed t ax on sugar . 

I ' ve got th~t message her e . 

" For many months pas t I hove been increa singly dis­
turbed by the volume and ac tivi ty of foreign funds 
Nhich ha ve come t nd a re still comi ng to this country , 
a large part of tnem for speculation and invest ment 
i n American s ecurities . Las t November I directed 
the Secre t ary of toe Treasury , the Chairman of the 
Board of Governors of the Federal Reserve Syst em, and 
tne Chairman of toe Securities and Exchange Co~ssion 
to make a speci a l study of tne proble~s r ai sed by 
tnese capital movements and to suggest ~ossible 
remedi es . This s t udy has progr essed sufficient l y 
fa r to convince !!le thst a l &rge pr oportion of these 
inflows has been distinctly unheslthy both in char­
acter a nd in volume - unhealthy for our o\70 citizens 
und unhealthy f or the citizens of the countries from 
which these funds are coming. 

"ln part these inf l ows of foreign funds into the 
United St ates r epr e sent a continuation of those 
erratic and undisciplined movements motivated by 
f ear or by the hope of speculotive gains from 
exchange fluctuations tha t threatened the currency 
st ability of many countri es a fel' years ago . In 
l a rger part, hoNever , they repr esent funds attracted 
here for participation in the profits of ~merican 
business recovery. · 
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•We do not need these funds . Their immediate 
effect is merely t o add to our already large 
gold r eser ves . They are not contributing to our 
business recovery . The metallic r eserves of the 
Uniten StAt~A Are Ample f~r Pll our present ~nd 
foreseeable future needs . A number of other 
count ries are much less happily s ituated in this 
respect . Yet, a substantial amount of the foreign 
funds coming to the United St ates are being sent 
from such count ries. 

"From the standpoint of our own interests, no less 
than from t he standpoint of the other countries 
with wllich we are maintaining and improVing trade 
relationships, the present volume of these capital 
inflows is a ltogether undesir able. Tney r a ise new 
problems . ~o the extent t het these funds are used 
to make specula tive purcnases of American securities , 
the effectiveness of the wholesome regulatory ac tiv­
ities of the Securities and Exchange Commission is 
impaired. 

"As you all know, the Treasury has already had to 
take s pecial action to protect the country ' s 
banking structure from the potentially undesirable 
effects of tnese foreign funds . 

"Control over erratic movements in foreign exchange, 
which was greatly aided by the 1 gentlemen's ~:greement 1 

reached by the Onited St ates with a number of other 
countries last year, is also rendered more difficult 
by large capital movements to this country. 

"It is clear, therefore , thct our o7n interests and 
those of the worla as " whole would be better served 
if the present volume of foreign capital funds coming 
to the United St ates for speculative a nd simila r 
purposes were substantially reduced . 

• As a first step in o program to regulate and to 
restrict the undesirable flow of forei gn capital to 
this country, the Secretary of the Treasury, the 
Chairman of the Boord of Governors of the Federal 
Reserve System and the Chairman of the Securities 
and Exchange ~~mmission have joined in recommending 
an increase 1n the witnholding rates applicable to 
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the income s of nliens Nho ao not r~side here and 
1.oo have no offices her e . Al i ens who reside here 
ar e a lready subjected to the same income t axes as 
our oun c i t i zens, but non-resident aliens ha ve 
!'1w~ys r"'c'.!iveu speci el tredr.tent . 

""ui te aside f rom the present issue, I believe that 
the witohol ding r ates as fixed in the Revenue Act 
of 19)6 a re too low in comparison .vith the r ates 
u~plic~ble to our own citizens . Thus , the t ax on 
dividends , interest, rents , end royalti es r eceived 
by c non-resident £li en inaividual is a f l a t ten 
percent . Our own citizens pay L normal t ux of four 
percent, plus graduated surtaxes r anging from one 
to seventy- f ive percen~ , depending upon tnt si ze 
of t heir incomes . ''•hil., i t i s i mpossible to secure 
perfect equivalents a s among t axpayers wi th varying 
i ncomes, bet neen v ttx impos ed at a flat rate nnd 
one imposed a t pr ogressive r a t es , i t i s signi f icant 
tna t the average r a te of t ux on a ividends p&id by 
American citizens with net incomes of ten thousand 
dol l ars Rnd over i s approximately t wenty percent . 
~!oreover , American inves tors in Great Br ita in are 
subject to a Hithnolulng r bte of t wenty-three and 
t hree fourtos per cent, blld i n ~·r anee of twelve, 
eighteen, and twenty-four p1, rcent , depending upon 
the type of securlt.ies .telti . Conse,.uently 1 a 
substanti~:l increase in .lithhol ding ra tes upon t.he 
current incomes o!' non-resident c lien i n.:1iv i duals 
~nd corporati~ns i s desirable on ~rounds of tax 
equality &lone . 

•The 3evenue Act of 19)6 freed non-resident al ien 
inai viduals !lnd cor ;>Orli tions .vi th no officbs or 
business nere from t he t ax on c::;pitc l ga i ns 1'1il1ch 
is borne by our own ~itizens . It had been found 
difficult to obtain r et urns f rom per sons outsi de 
the country in respec t of transacti ons which could 
be comol eted outsi de the country . Nevertheless, 
I am not satisf ied with b t ax system which encourages 
forei gn specule tion in our securities to the poss~ble 
injury of our citizens, una with partial or compl e te 
exemption from the t ox burdens which our citizens 
must bear . 

•I am therefore having further s tudies made of 
various possi ble met hods of ~pos~ effective 
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H. 'J . Jr : 

~..unJis : 

leg ill : 
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taxes upon the profit obtained by forei gners from 
transacti ons in American securities . I f practicable 
methoas are devised, I may find i t desir uble to make 
recommendations in r espect t her eto . 

·~ndependent~y of any fur t her r ecommendat ions that I 
may find it desirable t o moke i n the future , in con­
nection with the problem of unwnolesome infl ows of 
foreign funds I recommend for your immediate con­
siueration the enactment of substantial increuses 
in the witnholdiOb r~tes of thx on the incomes of 
non-resident alitns ,,ithout place of business in 
this country . " 

uo you have copies for Eccles and ... .._ndis there? 

Yes . 

uoesn ' t somebody i/ant to criticize it? 

I ' ve got a fe{l co!IIJJlents on it . One , I 1·:ish t:1e 
thought tna t is in here !IS to the inequality of 
treatment accorded foreigners as compared with our 
citlzens would come out e~rlicr in the message, and 
I t hink it ought to come out like that (demonstrating 
with fist) . It does come out later, but I think if 
th~ t wcs turned ~ round a little bit so the t tnat 
thought r.ould come out dth a good crack right pr~o tty 
neur the start, i t·Nould nel p tnlS .,uite a bit . 

One other i dea tm t occurred to me os you r eLd it 
:.&s this thought, especiolly where you speak of the 
capit al gains t ax - is .that tnose ce~itL~ gains, 
.vnerever derived, · re due to American ill!lustry . I 
mean the thought immedia tely occurs to somebody that 
if I buy United States Steel in London for 50 a nd 
sell it in London for lJO, why , that isn' t an 
American tr&nsuction . /1nd yet, basically, bacK of 
it, o.r course , is the foct t hat the increa se 1n 
value i s due i n the main to American enterpri se . 
I think 1f you c ould get tha t thought just 1n a 
few sl1or t words - it doesn ' t t ake much - I think 
the t would r.lso avert a possi ble quer y that might 
be i n people ' s minas . 

Ta~ing tha t second point, Jim, would i t be all 
r i ght to put that 1n tow&rd the end? 
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Yes, that comes in to.var d the end . 

You see - you understand the WfJY the general 
development of this thing is? The first section 
he-o h"~ •~ "~ ,.,ith th~ hi~•o-·· •• • ... • -... ...... _... • • • \,# . .., "' .. ¥ • • •• 

I t hink the st ructure is very good • 

• ••• of the ~roposal, and then next the rea sons why 
some sction is necessary; r, nd t hen, finally , a support 
for this particula r action . 

The third idea I ned in mind was whether you would 
want to ~ut into this message soce justification or 
a rgument for a uiscrctionary ••• 

;/ell, ~e ooittea tncot advisedly, you see, so far as 
this is concerned . 

Well, I assumed you had . 

\'iell, why? 

Wait and see what the •.• 

·•ell, I oean c ould tne President very well , af ter 
sending this message, a sk for di scretionary poxers? 

No, that isn ' t what I meant. If he r~ants the dis­
cr etionary poifer, • e 1ll put that in there . 

Could there be - Nhere you touch upon t ha t, could 
tnere be a substitute page? 

Certainly . 

Could there be a substitute page? Say page 3 and 
page 3-A? Hub? 

Yes . 

Because •• • 

As a matter of fact , tha t should have been her e . We 
should have bad it here tonight . 

Well, I know you bad very little time. But I think 
that that is one of the things I'd like very much to 
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aiscuss tonight, th~t discretionary ques tion, because 
I sa71 Eccles today and he had some doubts in his mind 
una I ' d li.!:e to go ~o the President ~11th as nearly o ' 
united front as possible, particularly on account of 
the position that the Stctc Dep~rtment i s t~kin~ . 

Woul d you (Magill), wt11le givint; Eccles a sort of 
cnnnce to c a tch his brea th as be pi cks t his up 
t ell t hem your impression of it just t he wuy ybu 
told me there , so we ca n 'talk frankly - the way reis 
left the thing this aft~rnoon ; because it kind of 
bothers me . 

Nel l , some of the r est o1" you may add to wha t I s~y . 
But oe - my underst~nding o~ nis position was this: 
That unofficially he w~s et least as much opposed to 
this proposal as he h1.d indicnted that he IYas opposed 
on the pr eceding dty at Lhe meeti ng ••e had in the 
Secreta ry 1 s office . Officially , what he sni d ,,os 
this : that he was cletir t hat the State Department 
would not take any official position on the proposal 
one way or t he other, und ne emphasized the "official ." 

So .1e then L sked nim, "Suppose th.:. t sorne r epr esenta­
tive of the St a t e uepartmcnt i s a sked to ~ppeor before 
one of the Committees to g ivll t he views of the Depart­
rn.,nt .dth r es;>ect t o this pr.,posal. " Hi s r eply in 
subs tance was tont tho Depar t~ent would see~ to avoid 
i n every way any L~pe6runce before the Committee, and 
if toey ~>ppeared tney NOuld s~y th~ t tney aid not "'iSh ' 
t o t ake an officie.L position one ;my or the other. 

Toen further, in r esponse to l n4uiries , he stc.ted that 
ne had no doubt tntt there Nould be bitter compluints 
by foreign govern'Dents wi tll r espec t to this proposal , 
and dilated uJon that a good deal, and then presently 
fg reed that - · well , his first proposit ion was tha t 
when these complaints came in they v;ould f orward 
t nem to the Legisla tive Committee, a nd next he sai d, 
more or less in response to a r equest of ours , that 
he would send t hem over to us for reply . 

Well, of course, tha.t ' s bound to happen, that foreign 
governments aon't approve of this . 

They don't li.!:e this . 

He came over with 6 bundle of protests agains t the 
ten per cent rate. 
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And nis sta tement about the position, nis unofficial 
position, went both to toe wisdom of the action and 
to the effectiveness. Thought it uas wrong both as 
to thinking the action 'Nise or a s to thinking this 
~cti~n effective . 

Yes • 

'llell, I don't know whether you other gentlemen have 
h~d any experience with the State Department in 
legislation the way we have . But they started just 
the way they are on this and t hen before we got 
through we hLd all kinds of trouble . And I just 
want to make it plain, because if - we are more or 
less in it together. But last year Ne had one thing 
on narcotics end we hud another thing on your ••• 

Canadian alcohol . 

Zones of smuggling . Didn ' t do anything . But somehow 
or otht.r , word gets up on t ne iiill that the State 
Department doesn ' t like it , and tnen it makes it •.. 

uoesn ' t that have a tendency to help its passage? 

!t makes more vmrk . 

No, it makes it more dit'ficult, and then it involves 
a great shuffling a round ubout who's going to repre­
sent theo . !lo, it makes it more difficult • 

.. ell, I shoula say in t.ne case of the Caru;dian 
li~uor their opposition wt.s effective . 

Yes . ••by don 1 t we start this page by page and 
let's see if anybody likes it . 

~ight I make a general observation on it? It 
strikes me that one thing you might consider 
you probably have it in mind: two types of documents , 
one a document in which the President confines himself 
to a statement of broad questions of policy involved, 
keeping entirely away from the details; a~, of course, 
among those broad questions of policy v:oula be the 
4uestion of executive discretion, which of course would 
give a much shorter document. And then more - someNha t 
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in more detai l would be the type of statement, for 
instance, the Secr et ary Nould make before the 
Comm~ttee . The r efson I mention that is because 
of tne nyp~:rsensi.tivity of the two Comotittees deal­
ins ;;1th taxot1v1 ,, t- JlJ yttt' ~1culul'ly of t he staffs 
working with them . 

!/ell, I ' d like t o make my position clear. If the 
President asks my auvice , &nd even i f he doesn ' t 
I thiru: I 11J. volunteer it, I• d much rather see him 
"end no thins other tnan possibly ~o letter, or the 
best thing woulo be Just a telephone message to Joe 
Robinson. But I 1m not sure th& t thzt is ~hct he 
~·:ants . But I mean I t hi nk - I me&.n t alking very 
confidenth.lly , I thi nk Just c t this t ime that Just 
a letter or a telephone m&ssage Noula be the best. 
but he a sked us to give nim o l~:tter ona a message . 

l'ih&t did he mean by the letter? 

Well, I think he Jus t meant a letter, say to •. . . 

.•.. to Chairman ... 

No , to Joe Robinson and to the Speaker, si mply indi­
cating nis interest in this type of legisl~tion . 
But he didn 1 t - Lan~is , I don 1 t .mo.v, have you - I 
don 't kno;: of letters which he ' s "lade publi c, I know 
of private letters that he ' s sent up, but I don ' t 
lmo1t of public letters . 

Sometimes t hey have been made public . I remember"his 
letter - one of the letter s addressed to tne Chair~en 
of the Comoittees on tne Public Utili ty dol aing Company 
Act . It was , noNever, in till: miast of the debate thli t 
it was made publi c . And the same thing was true on the 
Stoch ~xchange bill - u couple of letters made public 
then. 

I didn • t know quite what he contemplated • 

You mean letter of transmittal sending bill up only 
to those men, possibly . 

.'/ell, I would agree 
or even no letter . 
that there is going 

with you that better no message, 
But speaking on the assumption 
to be a message, I thought it 
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migbt be better if you bad a two page, or two or 
three page statement, in which the President merely 
dealt with the broad s t a tesmanlike considera tions 
of international policy, and then reserved al l the 
other :::J.tcr!:-1 for the ::; t :l t c::cnt::; :lade by the head: 
of the respective departments - when you got down 
to four percent and three percent and the history and 
all that sort of thing. 

I don• t know. 

Can the tieys and J.leans CoiDlllittee initiate a t ax 
bill without a formal recommendation? 

Oh yes. 

Can they? 

Yes . 

Yes . 

Oh yes. 

Executive officers not a t liberty to recommend them 
without request . 

Well, let•s do this page for page. 

On your proposition, of course • • •• 

Do you m.1nd 1f I ask a couple questions f irst, because 
I •ve been down in the deep South . And these are some 
notes which - which were mental notes first, and I 
think that they ~e questions which we ought to ask 
ourselves . Having asked them, we ougbt to be able 
to prepare to answer t hem, because they are questions 
which will be asked. 

I think they are five . They rela te to what is the 
purpose of the proposed legisl ation. The first 
heading is Revenue . The second is Credit or Deposit 
Cont rol. Third, Regulation of the Stock Warket . 
Fourth, Control of Capital Movements. And the fifth 
is Foreign Ownership of United States Industry . 

I think if we wish to maintain or establish monetary 
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leadership we must determine whether under any 
circumstances we wish to act as the custodian of 
the world 's gold and the world' s deposits. Having 
determined this point, we can decide whether we wisn 
to have foreign contrnl of ar~ of our industric~ or 
foreign i nvestment in our liquid securi ties. 

'llell , do you make these mutually exclusive objec tives? 

No . 

That is, couldn't you Just say tnat here is a lot of 
gold coming in here for speculative investments, and 
it r aises a lot of problems, hits all of tbose things? 

I think we have to think in ter ms of under what cir­
cumstances we wish to be custodi an of any portion 
of the world' s gol d stock and any portion of the 
world's liquid deposits . 

Well , we are custodian today . It is Just a question 
of whether we want to be custodian of an undue 
proportion. 

All right, you have to write the rules - on what 
basis you are willing to become •.• • 

Well , I don ' t believe you can determine to a nicety 
Just how much foreign inves tment you are going to 
permit or how much gold - the world' s gold that we 
don' t need - we are going to bold. I think that is 
a very difficult t hing t o undertake. 

;Yell, I think - I mean befor e we take this prelilll­
inary step and go to the others - I 'm not sayi.ng 
which way we ought to go because I think you can 
play any set of rules you want to. But i t i s a 
series of questions which I think 1ve have to answer 
for ourselves, because they are questions which are 
going to be asked to us . 

Wcy use the term "custodi an" in this connection? 
We have obtained a certain amount of gold; that gold 
we have a legal right to. I am not s peaking of 
earmarked gold, and I presume you are not speaking 
of i t either. It appears to me quite within the 
rules of the game as stated, or under any modifica­
tion we wish, to assume you are wholly Justified, 
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if for sufficient economi c r easons you feel you 
don't wish to acquire any more gol d, in placing 
such r estrictions as you feel are best under the 
circumst ances to r educe the inflow . I don't quite 
aee the pertinence of thut first question . 

Well, obviously, tha t is one of the reasons why 
we are worried about this situation. 

Your question is why we are worried about i t and 
what is the extent of our worry? 

Yes, and what are we prepared t o do next? Because 
it get s into tnis whole question of IVhether you are 
going t o - if you are going to assume monetar y 
leadership or be one of the monetary leaders, what 
are those r ules going to be? And under any circum­
stances a re you going to be wi lling to accept 
depos i ts from other countri es? Accepting the 
deposits happens to cause the f low of the gold . 

Is that a question tha t has to be answered? 

I wean in the statement, the President ' s message, 
why, that questton immediately i s r aised . 

Well , Wayne, you take the question of earmarking , 
which is a very simple case of custodianship. liven 
on that the Federal Reserve Bank - for example, they 
don't commit themselves to an indefinite amount. 
They c an questi on any amount. The point is here 
tha t ther e is some belief tha t the amount coming in 
is excessive . Ne want to establish forces which 
would discourage r ather than tend to increase that 
amount . 

No, I think he is asking , t.xcessive in relation to 
what objective? 

Well • •• 

You see the amount is excessive . He says, Excessive 
in r elation to what ob Jective? 

No, I merely state these a re ques tions which we 
should be able t o answer , because they are basic 
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questions in connection with the place which we 
wish our country to play as a monetary power, if 
you want to call it tha t . 

253 

Dee :; :nonet&ry leadership i nvolve t aking - p;;rmitting 
enough of the gold of the world to come here to 
where it crea tes an uns t able s ituation throughout 
t he world? It seems to me that in attempting to 
pr event gold from coming in here to the extent 
thet it is - that that i s t aking a position of 
monet ary leadership. .'le a r e doing what is not 
only in our o·:m interest here, but we ar e dolng 
wha t is in the inter est of the .vorld . Certa i nly 
a continuation of a flo:~ of gold to this country 
is not going t o in tiny way make for .vorld stability . 
The gol d that we are getting i s needed in other 
countries, needed by the lt'Or l d a t l arge, much more 
than lt is needed here . hnd we are only - the way 
we show, assume a position as one of the monet ary 
leaders in the world , it seems to me, is to do 
what .;e can to not unduly, certainly, attrac t the 
gold here . 

Are you (taylor) doing something other than r a i se 
the question as to t he wisdom of ttus procedure at 
t his time? Is there somet hing beyond t hat? 

No, I think you can write the rules either ~ay , 
but I t hink we have to trke into f ull considera tion 
wha t 1:e a r e aoing When we t ake this step . 

1'/ell, i t seems t o me the c riterion which lies behind 
all this i s the gener al welfa re of the American 
people in pursuing a certain course, and i n t ha t 
course you have decided t hat f urther inflov;s of gold 
have disadvantages. You have decided to r estrict 
tha t inflow in this way , or a t least to a ttempt to 
restrict it in this way . It seems to me that the 
criterion i s ther e , that you don ' t have to write 
any further rules . And I don' t see t hat you need 
any more s peci fic objective t han that you will take 
as much gold a s you r eel is for the best interests 
of the country and for t he •,Yorl d in so far as it 
affec t s the country . Haven't we, by determining t~e 
wisdom, dictated a r estriction of the flow? Haven t 
we already assumed our criterion and passed upon the 
wisdom of a ccepting t hat & S a criterion? And it seems 
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to me that if you arv not r aising the whole 
quest ion a gain I don . t quite see t he relevance. 

\'/ell , why isn' t the thing to do simply to stop 
further i~ports of gold? 

254. 

Vlayne , do you mind 11' I interrupt? I don ' t really 
think it is fair to Landis and Eccles to tie them 
up on this thing when we 1ve been at this thing now 
during the time you were away . And I really think 
t ha t those are questions tha t we real ly ought to 
a sk among ourselves in the Treasury . I mean we 
have gone so far •••• 

I think that's right. It' s going t o be our l egis­
l a tion, I assume . 

· I t hink it is a question t ha t we ought to a sk 
ourselves, because I've br ought t hem here and 
we 1 ve agreed as to the principle. I think the 
only question as f ar a s I know that Eccles may want 
to raise is this question of the • • • • 

Presidential di s cretion. 

• •••• of making i t di scr etionary. And I think in 
fairness to tbem t hat.... ><e could be here until 
f ive in the morning and we couldn't answer those 
questions. I mean don ' t you t hink so? 

Wel l, I •ve been out of t hat. I thought t hose ques­
tions ought to be asked before we made a recommenda­
tion • . 
I think they ought t o be asked , but I think they 
ought to be a sked 1n the Treasury and not t ake 
t hese people ' s time, because certainly we can' t 
get anywhere tonight 1f we ' re going to start 
answering those ~uestions. I mean we just wouldn' t 
get to ~irst base. 

And what I ' d like to do is - I mean havi ng brought 
these men here - would be to take this thing up and 
find out if they are willing or 1f this comes to 
eighty or ninety percent of what they think and 
they ' ll g o along tomorrow and say to the President, 
"This is a first draft. We ' d like to know whether 
this is anywhere near wha t you' d like to send to 
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Congress . " I mean t hat ' s what I ' ve got these 
people here for tonight . After all, one man has 
to do the work, and when we go over there I'd like 
to have Landis and Eccles also say, •Well, for a 
first ilrAft, thts ts About what we stand for • 
or •It isn 1 t . " Isn 't that right? ' 

(Nods yes) 

I really think that we have traveled far enough. 

255 

At least I have anyway, as far as the group in the 
Treasury - everybody, including the Federal Reserve 
and S. E. C., are all agreed that we could go this 
far as a first step . I mean there wasn't a single 
voice. The only question r aised by a.nybody was 
making it di scretionary in the hands of the Presi­
dent . Is tha t right? Am I overstating it? 

No, I think there is some relevance to his point 
which will &ppear later if I gather correctly . 

Am I overstating it? 

No. 

As far as I ' m concerned, we agreed to this as a 
fir st step, realizing tha t it was the mildest form 
that any ac tion c oula take; and t his in itself, it 
seems to me, would possibly be justified on the 
basis of e~.tuity between our own citizens and foreign 
citizens without regard to whether or not we may be 
getting excessive gold i mports . I mean you can jus­
tify t his without getting into the broader field , it 
seems to me, Wayne, that you r aise. 

I think you can justify this on many ba ses . But when 
you bring Lhe various other facto~s into the message, 
why, that is where I think we have to answer these 
other 4uestions . 

Wayne t his is 1ust as though Gardner would say 
tonight •I donft think you got enough gold; I want 
to see ~ore . " And I'd say, •Why didn't you say that 
before?" 

Not Gardner . 

Well , I mean I wouldn't say that tonight. I wish you ' d 
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broug~t t ha t up a couple days ego . I mean tha t 
doesn t - I mean I just think th<lt tog et into a 
very broad discussion tonight - I'm afraid we 
wouldn't be anywhere and I wouldn't be able to 
find out what Eccles and Landis think of this 
first draft, a nd that ' s what I ' d really like to 
get - or anybody else to comment on this dr aft . 
Is tha t al l right, Vleyne? 

(Nods yes) 

And you c an get our boys together in your roo111 and 
nave our custo111e~y f ree-for-ell . Buh? 

Nell now, you want to t ake this page by page? 

tihall I read this f irst page? 

I ' d like to read a page and then discuss it, if 
t bat•s all right . 

Or paragraph by paragr aph. Why not do it one para­
graph ea ch tia~e? 

"For many months past I have been increasingly dis­
turbed by the volU!IIe end ~;. ctivity of foreign funds 
which have co111e and e re still co111ing to this country, 
a large part of them for speculation and investment 
i n American securities . Last November I directed 
the Secretary of t he Treasury , the Chairman of tbe 
Board of Governors of t he Federal Reserve Syste111, and 
the Chairman of the Securities and Exchange Co~~~mi ssion 
to cake a special study of the problems raised by t hese 
capital movements ·and to suggest possible remedies . • 

Did you say September? 

No, Novea~ber. 

I ' d Just like to think of this : "a large part of them 
for speculation" - why say "and investment" in 
securities? 
I think we had this thought as to this thing: that 
this particular a~ove th&t we are making is open to 
criticism, as you have pointed out, as not being 
sufficiently directed against the speculator. 
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I see . And inasmuch as it isn' t, you want to cover 
more than speculation. 

Ri ght. 

Lar ge amounts are coming for investment, ar en' t they? 

Your t axed income in general , end t hat covers income 
from stocks and bonds, income fro~ any source. 

Right. 

Yes, I see the point . 

"ouldn1 t it be better to say "invest ment or specula­
t ion"? 

1/ell, ne develops a little further, don ' t you , your 
details on tha t a l ittle bit. 

That word "activity" means activity after it gets 
here, Ros? It bothered me both times . 

Well , t hese f unds keep turning over; they are active 
in this way . 

Activity af ter they get here; is that it, Ros? 

Yes . Ready for toe next one? 

Don • t hurry them . 

"This study has progressed suffi ciently f ar to con­
vince me t hat a l arge proportion of these inflows 
has been distinctly unhealthy both 1n charact er and 
in volume - unhealthY for our own citil.ens and un­
heal thy for the citizens of the countri es from which 
these funds ere coming." 

I wonder if that might not be writ t en in this way . 
The thought occurs to me tha t if this volume should 
stop today - that is, if your cumulative invent ory 
changes would go d own r a ther than up - a query a s to 
whet her we'd reall y have a s erious situation as it 
exists today. It is the continued up- curve that 
raises the pr oblem r e tner than a steady condi t i on 
today of whatever it may be. 
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.Vell then, you' d prefer "This study has progressed 
sufficient ly far to convince me that a continuation 
of t hese inflows will be distinctly unhealthy . " 

Other·.·:!sG: , the foreigner ma;· get the impression we 
are going to do some thing about what ' s in here and 
at t empt to • . .. 

Shall I mark up t his copy? 

\'/ill you make the notes on it, Larry? 

Yes, we•d better Keep one copy the way it w&s . 
•lbo ' s going to do it? 

Deltzer•s going to do it. 

~hen you want to make it "A continuation of these 
inflows • ••• 

#ha t about •threa tens to create a situation tha t 
would be unhealt hy"? 

"A continuation of these inflows will be di stinctly 
unhealthy both in character and volume . " We ' ll 
stick in something like that . 

Get the thought, Larry, snd fix it up. 

•Unhealthy for the citi zens of the countries from 
which t hese funds are coming . " I think it may be 
quite neal tcy for tne citizens , but not the country. 

Yes, I th.ink so . Cut out •the citi zens of toe" and 
make it •unheal thy for the countries from which these 
funds are coming." I think that's right . 

With those two suggestions, I t hink it' s all right . 

•In part t hese inflows of fore ign funds into the 
United States r epr esent a continuation of those 
erratic and undi sciplined movements motivated by 
fear or by the hope of speculative gains from 
exchange fluctuations that tllrentened the currency 
s t abilit y of manY countries a few years ago . In 
larger part, however, they represent funds a ttracted 
here for participa tion in the profits of hmerican 
business recover y . • 
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"A few years ago" is a little. ~ong. 

Yes, and why should the funds be comi ng in now, 
if I understand the t ense, a s a consequence of what 
happened? Or di d I undcrstend? 

A continuation of those erratic movements that 
threa tened us a few years ago . 

Perhaps "recent years" instead of • ••• 

You 1 ve got three reasons here: The fear; and the 
opportunity of specula t ive profit through t he fluc­
tuati ons and the currency gains from exchange 
fluctua tion; and the profits to be obtained by 
invest ment in American securities . Those a re the 
three reasons . It i s just a question of how you 
state t hem. 

Too long . 

'lhe thought I have is in the l as t sentence t here -
the last s entence ls too good, it is too kind to 
the foreigner. You say 11In larger part, however, 
t hey represent funds a ttracted here for partici pa­
tion in the profits of American business recovery." 
That l ooks like H pretty good r ea son for coming 
over. Actually they are very l i quid . They are not 
coming over here with the i dea of getting a real 
r eturn out of business r ecovery , but t hey are tryi.ng 
to play the stock market. I mean this is too respec-
table . 

You can put t ha t in terms of •capital gains r esulting 
t rom ••••• n 

Yes, I thought !f you emphasize that angle •• • 

Why don't you say "specula tive profit as a r esul t 
of capital gains through operation of the s tock 
market .• 

Or " quick profits." We•ve got "Specula tive" in here a 
lot of times. 

aren' t you afr a i d you•re going to create t he impr es­
sion that we haven' t got a real recovery, but Just 
a s tock market boom? 
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That's the impression it makes on me . 

You've got plenty of "specula tion" in here. 

or course t here ' s a lot of' • •• 

I don ' t know that you got the l ast point . We 
deliberately put in here this business about 
exchange - speculation on the exchanges, to get 
away from the st ock market, historically that 
having preceded this stock market business . 
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'' hY C1on•t we cut out tha t last sentence, Jim, and 
carry over tha t idea witn your capital gains t hought? 

I don' t think the last sentence is necessary . 

The first sentence of the paragraph . Ther e has been 
no outflow of foreign funds. It has all been a 
movement into the security market; partly foreigners 
r educing their securities , to a larger extent 
foreigner s buying American securities . And they have 
been buying American securities, I suppose , partly 
because of bad conditions in europe, such as currency 
fears, war fears , and to a larger extent undoubtedly 
because of the profits anticipated from American 
business recovery. 

lhe minute you make thDt s t a tement, don' t you have to 
be willing to answer ~uest1on Number Five? 

That ' s all 
away for a 
to think . 

(Hearty l aughter) 

right. You know, these - everybody goes 
week and it' s unfair; they ~t a chance 
It isn't fair to the rest of us. 

I was answering questions about the Supreme Court . 

I think there 's a danger of making this appear too 
alarming . In other words , a good deal of these funds 
aren't as ~ot" as some people might lead one to 
believe . I mean I think there is a large bulk of 
those that really stay for e number of years, and 
they' re going to stay here as long a s the outlook 
is good. 
The f act is that t he "cool" money is about as dangerous 
as the "hot" money. 
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That ' s r i ght. 

You don ' t nave to t hrow the whole weight on specu­
lation. 

Then you wind up by leaving in the l as t sentence. 

Why sure, we left it in; I never took it out. 

I think we can generally agree on the three points 
t hat are made there. It is a question of phrasing. 
After all, you can ' t work out he~e, i t seems to me, 
the exact phrasing. If you agree on the three 
particular reasons why t he funds come here - and 
t hen it is a ~uestion of bow it i s stated. 

Vlell , we ' ll look f or a d isreputable ad jective of 
some sort. 

Except that exchange depreciation i s no longer 
playing a significant role , either in attracting 
or keeping it there . 

Well, our next paragraph. "We do not need these 
funds . Tneir i i!Uiledi ate effect is merely to add 
to our already l ar ge gold reserves. They are not 
contributing to our business r ecovery. " 

I object to that sentence. 

"The metallic reserves of t he United States a re 
ample for all our pr esent and foreseeable fUture 
needs . • Including yours, Upham. "A number of 
other countries are much less happily situated 
in this respect . Yet, a substantial amount of 
the foreign funds coming to the United States are 
being sent from such countries." That ought to be 
•is . " Seltzer, by ~olly , you•ve got another 
error . Be ' s got a "proportion is" up here somewhere . 

The amount • is .• 
•Substantial amount are• isn't right . Ought to be 
"is.• 
That takes a load off ~ mind, Ros . 
When you make that statement, which countries do you 
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mean? 

France is one, and t hose which are included under 
the list or •other countries" - lot of small coun­
tries . 

The stuff that comes from England, you see, is 
routed through England . 

I mean are you prepared to say that is France? 

There are several countries about which that is 
not true, but there are more in nlllllber about which 
it is. 

Speaking about future needs, you might apply it to 
~ngland if they a re going to f inance France . 

But I think you have to be prepared to answer that 
question if you make tha t sta tement. 

What ' s the purpose of tha t sentence? I didn't 
quite get it. 

Mr. Landis wants to know what the last two sentences 
are in there for. 

'rhe purpose of what? 

The last two sentences. 

Well, that is to introduce the i dea that these other 
countries need the othe~ gold more than we do, and 
we are proposing to do this thing to help them as 
well as help ourselves . 

Well , the situation being what it is at the moment, 
Seltzer, that isn' t true . It isn't the fact that 
the gold is moving out; it's the conditi on causing 
the gold to move out that they are worried about . 
That ' s the real worry. 

It works both ways. 

You' re in an awful spot if you make that statement, 
making der ogatory remarks about one of our pals in 
the tripartite agreement. 
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Your point is the t 1 t might tend to weaken the 
franc very materiall y , 

Yes, you1 re damn right, 
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Well, if the funds couldn' t come readily from 
~ngland here, they may go to South America and 
o tner countries and help the whole world picture. 

But t hat•s not the statement. I think tha t would 
be a better statement: the f ac t that the gold is 
not going to the pl aces where it is most needed 
rather than that it i s leaving countries that 
need i t badly . 

That ' s my point . 

That ' s it, that •.ve are getting it instead of its 
going to places where i " is needed core. 

I don ' t know . Politically, you are on much weaker 
ground when you say, "Well, t his gold is leaving 
these other countries anyhow, but we don ' t want it. 
" e 1 ve got enough of it. Let it go to South America 
and other countri es ." You are on ~uch more defen­
sible ground - I mean just psychologically - when 
you a re in the position of 'IUlnting to discourage 
en exodus of gold from countries that can use it . 
To u.se •We don ' t need it• - the oinute you go around -
the minute you intrOduce the question of other coun­
tries getting it if 'lfe don ' t, you raise some other 
questions: Uo we want South hmerica to get it from 
t ngland, France , etc . , and thereby set up trade 
relations with these countries rather then with us? 

Of course, there was one reason t ha t we may have 
put those sentences in - was that we may have been 
over-influenced by these St a te Department ar guments 
t his a fternoon. That is, t hey were full of thunder 
~bout the likelihood of the foreign countries coming 
in and urging tha t •e were discriminating agains t 
them, etc. And I imagine there was some i dea of 
putting a little color in here to indicate we were 
doing this for the benefit of some of t hese countries 
as well as for the good it might do us . 

The difficulty of being specific this way - it is 
difficult to tie it down to a country . 
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I think that's true • 

•'lhat we are interested in is world t r ade and world 
stabilization. Therefore, it seems to me that to 
l.h., t!xtent tnat we get no more of the world ' s gol d 
and t hat the gold is left in other countries, it 
means t hat i t i s more likely to be bet ter di str i ­
buted . And, without being speci f i c as this is , 
I think thot the other suggestion tha t White made 
here certainly is a much more defensible one. 

Well, one thing that occurs to me, as a chronic 
compromiser, is tha t you might leave in that next 
to the last sentence and then put in White • s in 
the l ast, or something of tha t sort. 

You could leave out both those sentences and then 
extend the next sentence of the next paragraph • 

I think you are placing a little too much emphasis -
and I think Taylor wa s coming to this possibly - you 
place t oo much emphasis on the equity provision. 
By placing emphasis on the ec,uity provisi on you put 
yourself in a difficult spot if you wanted to pass 
any more legislntion if you find this isn1 t effecti ve, 
because the legislation that you will have to get 
later cannot be based upon equity nearly so much a s 
t his can . And therefore , if you don' t strengthen that 
too much, you don't put yourself in the position of 
making it difficult l ater . I t hink possibly Taylor 
had that in mind. 

And then there is a big hole 1n there too that can 
be point ed out. 

It isn' t too strong . 

That equity argument isn ' t one hundr ed percent • 

That • s l'lher e we had trouble with our memorandum on 
thi s thing . 

We don't l ay taxes in order to be equitable. 'lie do 
it 1n order t o r aise revenue. And beyond a certain 
point the higher the r ote the less revenue you get. 
The W~ys and Ueans Committee knows wby that rate has 
been where it is. They have talked about that for 
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hours and hours and hours . And the Finance Committee 
know too. 

And if you are speaking of equity, how you going to -
if 1t is e4u:!.t:~blc o.t t·.~enty percent, uow yvu i!Ol.llg 
to r ai se it to forty t nd still call it on the basis 
of equity? 

'Nell , ol' course, we have tried to cover tht' t as well 
a s you can. That is, we ha ve sai d here, •We are doing 
this for one reason, because we want to try to take a 
first step in stopping these movements; second ly , as an 
adjustment of t he r a te.• 

It is 4uite true, but it means possibly that you have 
to put a little more emphasis on the gold flow . 

I'd like to point out t ha t this whole argument, t hat 
we are not taxi.ng tho foreigner as wuch as our own 
American , has been impressed on both t hose Committees, 
and t hey have turned down t ha t argument knowing just 
what t hey are talking about . They turned it down on 
t he basis of the yield - of the r ate that would give 
the r evenue . 

"ive what, Herman? 

Yield t he revenue . They weren ' t worried about abstract 
equity . They wanted a r a te t ha t ·•ould yield revenue. 

Well, you•ve got some additional evidence, in fact, in 
cases where you know of Americans going abroad and 
working through corpora tions to get the benefi t of the 
dif ferentiation, which you didn ' t have a t that time. 

State t hat again, will you, Herman. I don't quite 
get tha t. 

I mean t his t alk t hat we are not taxing these people 
abroad as much as we t ax our own people was urged on 
the Ylays and Lleans Committee when the thing was up 
before . 

Yes, and what happened? 

That wa s al l turned down in f~vor of the present rate. 

Because •••• 
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••• the primary thing that they had 1n mind wa s 
revenue yield r ather than driving this money into 
tax exempt securities . 

Another point that 1wvressed tnem was t;hBt; t;lle 
foreigners don't tax capital gains either, and 
that gave them parity of treatment here. 

As far a~ the arguments in the Committees go, we 
can present this angle later if it turns out that 
this is too weak a method to di scourage foreign 
investment: tha t if this is t oo weak, t hen the 
tax rate is not the controlling f actor in invest­
ment here; therefore, r a ising the tax r a te will 
mean an increase in r evenue r ather than a decrease 
in revenue . 

You see, we go down on the tlill , try to get this 
through before t he 15th, ond t alk with t hem - it' s 
all in t er ms - well , this is wholly disconnected 
with any of these general tax bills, if t here is 
to be one at all; and so in presenting the case the 
stress should not be on the tax aspect of the thing , 
equalizing the t ax system, etc. The stress should 
be on the emergency which bas arisen and the need 
for action and the reason why you are t aking this. 

Yes, but you•ve got to mention t he other. I don't 
think you•ve got to stress tne other; I don't think 
you should . But ••• 

It wlll be mentioned later. But it is not the broad 
statesmanlike reason tha t the Presi dent is giving 
for recommending this action. 

I agree with that . 

It ' s a detail and it will develop when the arguments 
s t art on this . 

It's just one justification. It is a minor one . 

It is a minor one . 

It's a minor one ; it' s not airtight, either . 

Do we want to say "They are not contributi.ng to our 
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business recovery•? I think those funds nave up 
to tbe present time certainly contributed . 

Did you want to say "Further inflows will not 
contribute"? 

Maybe . I think that would be better . 

Say that they are not necessary. 

That 1 s bet ter . 

Well, we - i .n this sense, we don ' t believe so. ',7e 
believe they will burt us r a t her than help us. 
Vtberwise, we wouldn ' t be going about t his . So when 
we say t hey won' t help us we are speaking of our best 
knoGledge at the moment, everything being subject to 
our limited - our lack of omniscience. 

Well, 1.f you change it, Larry, to "further flows are 
not necessary,• I think that would take Mr . Landis's 
point . 

•Further inflows are not necessary to our business 
recovery ." That would assume tha t the past has been. 
We 'll admit t hat . 

You nave t o make it neutral and ••• 

o'le • 1 1 make it •The r ecent. inflows are not contribut­
ing to our business recovery." That is certainly 
t r ue . 

The idea you really want to get across is tbis, 
isn't it: that the necessary investment for business 
reocvery can be gotten i n this country without resort 
abroad . Now, it is teclmically true that any money 
that has gone into investment has contributed to 
business r ecovery, irrespective of what source the 
money came from . Technically that is correct. But 
tbe other idea is the real idea, which you have tried 
to write shorthand in this f ashion. 

You mean you want to bring out no dependence on these 
funds for recovery . 

Suppose you say •our business recovery can be financed 
at home." 

Regraded Uclassified



Eccles: 

Seltzer: 

Haas : 

Bryan: 

Haas: 

Gardner: 

'Nhite: 

Gardner: 

H. :J.Jr: 

268 
- 27 -

"'~e are not dependent upon these funas for business 
recovery. n 

It is a good deal weaker thnn this as it stands. 

Say "These funds are not required n and you don • t 
make it present, past or future. 

Does the word "contributini" a s it stands - doesn • t 
t hat mean no•~t? Tha t doesn t beg the question as to 
the ~ast, does it? 

Well , that's a doubtful question. 

There are two maJor effects from these funds . The 
first is the primary effect in t he stock market , and 
t h&t, we f eel , is bad; now t ha t the stock mar ket is 
tending to get ahead of the business recovery, tha t 
the danger there lies tha t it will run too far ahead, 
and we have curtailed the use of foreign funds in the 
stock market. But the inpouring of foreign funds 
continues and cons titutes a danger just of the same 
character as ••• 

In other wor ds , had these funds not come in • •• 

The primary effect on the stock market is bad . The 
second e ffect of these funds is that they bring gold, 
and the gold doesn' t contribute to our j omestic 
r ecovery; it piles up in tne inactive holdings of 
the Treasury and enlarges the public debt. Neither 
of those things appearsto help our recovery; both 
create problems, one for the Federal Reserve and 
S. E. C., the other f or the Treasury . 

~ould I Just interrupt at this stage for a minute? 
This discussion about putting these words in the 
mouth of the President, as I am listening, is just 
absolutely frightening me to death, and I think 
we •re Just taking off entirely too much here . The 
reason I have kept quiet, I have been thinking, and 
it just scares me to death . And I t hink before we 
go further I ' d like to Just t alk a minute, even 
though he ' s asked for a message . I mean after all 
we ' re coming here and if we gi ve him t nis - I mean 
aft er spending several hours on it, and I'm going 
over again t omorrow. I mean the three of us walk 
i n there; after all, it looks to us - I mean if we 
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walk in there and say, •This i s what we recommend"··· · 
I just wond ered i f you couldn't stop and pause a 
minute and if there isn't a nother method of approach­
ing this t hing without taking in practically the 
'Nhclc :nonat ar;; poli cy or t htt Government and then 
putting it in. the mouth of the President. This just . 
scares me to death, I mean there are a lot of things 
here which we are t alking about which I couldn ' t go 
along, I couldn ' t recommend; I•m not sure. And it ' s 
more or less - we are doing a thing which he ' s always 
backed off from the l ast three years; that i s , we ar e 
tying his hands by coiD!IIi tting him to a definite 
policy . I Jus t wonder if we couldn' t pause a minute 
and it wouldn 1 t be a much slmpler appr oach ••• . 

I nant t o say this : I t nink Uagi ll, consideri ng the 
t ime - 1t is a remarkable document t ha t he's got 
there, and it cer tainly covers the whol e thing . 
But I wonder if there isn' t some simpler way whi ch 
would act as a vehicl e of transmitting this desire 
for legisl ation to t he Hill but still not commit 
the President to an over-all monet ary poli cy, internal 
and external. I just wonder if somebody wouldn 1 t 
talk to tha t point. 

I had this suggestion, Mr . Secretary ••.• 

In t ha t message you have answered t hese five questions -
without knowing what the message was going to be - in 
the affirmative . 

This is a possibility: that the President mi ght call 
attention to the f act, by letter or message, that he 
had asked this study t o be made and the study bad 
r eached a point nber e he wanted to put the jlroposal 
before the respective Committees and the heads of 
the various departments; and Just stop a t t ha t. 

Landis, what do you think? 

I didn' t get you on that . 

I mean just take another angle a t this t hing . I 
didn ' t mean to interrupt you {Magill) . 

I think you are right on the proposition of putting 
t oo mu.ch in his mouth. 
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I mean Just stop and think a minute. Let ' s Just 
say that Magill hadn ' t done what I asked nim to uo . 
See? I mean let• s stop and t hink a minute . Is 
there another method ent irely different of doing 
this? 

\'/ell, one thing that I think is a sort of - ~tould 
meet hi s design, as f a r as I can guess lt, i n the 
situation, i s to simply s ay this: "You will recall 
that I called the attention of the country to this 
problem, that I asked t hese people to study it. 
They have studied it . They have transmitted their 
suggestions to me , which are suggestions for immed­
i a te action, and for ~ first step in a program tha t 
they are working on; and I am transmitting that to 
you . " 

What would that be? 

The bill . 

'Nell, if that 1s a ll, that is merely a letter of 
transmittal. That, it seems to me, would be the 
safest t hing for him to do . If tha t i s what he wonts 
to do, that is certainly t he safest procedure . 

Of course , if you do that, you lose all the psycho­
logical effect of a formal message from the Presi dent 
to Congress . 

Well , do you need t ha t 1n connection with this par ­
ticular proposal? 

lt.ou can pic.k that up, a consi derable portion of that 
up, by a simpl e sta tement that "I t hink something 
ought to be done about it, nnd ~uickly; even though 
a t the pr esent time i t is impossible t o pr opose a 
complete pr ogram, the si t uation is such t hat it calls 
for very prompt action . " 

He might i ndicate t ha t this isn't sufficient, that 
this is a first step . 

You can do that - you can i ndicate tha t the studies 
are proceeding, "but the one thing that bas become 
apparent while these studi es ore proceeding , and 
all three are willi ng to r ecommend, is this diff er­
ential - r a t her, preferenti a l treatment which i s beina 
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afforded foreigners.• Which will indicate tha t 
the r est of it is going on. 
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No, there you get into t he difficulty you were 
talxing a bout earlier . As f ar as these - l et me 
say here for the sake of the record tha t these 
first two pages - I of course knew nothing about 
them of my own knowledge, because I wasn' t a round 
here when t his thing was prosecuted. \Vha t I did 
was to t ake the sundry memor anda which were designed 
to show why such action should be taken and try t o 
put t hem in two pages; tha t is, these two pages . I 
think I have a habit of making things too clear 
sometimes . 

Well, I just wonder if the very simplest s t a tement 
of transmittal .•• • Let ' s say tomorrow we could have 
a rough dr aft of a bi l l, just a rough draft, and 
we IYent over t o him end t he President concentrated 
on t hat. And let's say that he decided after seeing 
the bill whether he wanted to have it a flat r ate or 
have it di scretionary . Then he ' d say, "I like this," 
or "I don1 t like this thing." "'nd then we gave the 
legal division a chance to make it absolutely as 
near l y foolproof a nd Constituti onal - which certainly , 
Herman, you ' d wont more time than you have had, 
wouldn ' t you? 

Xes, I •d like t o . 

And then jus t gave this - so the Pr esi dent would 
say , "All right, I like this, it ' s all r ight. I 
want it permissive," or "I don ' t ." And then explain 
to 111m wny we don't think he should go into all the 
aspects and repercussions, etc ., whether gol d did 
help us or d idn' t help us, or whether we want any 
more or whether we don ' t want any more gold, and 
this whole question of gol~. And t hen we open up 
ourselves - "Why d idn't you do this long aeo? 
You've got twelve billion dollars. And what you 
going to do about Eccl es • silver policy?" 

(Hear ty laughter) 

What you meant was Utah silver policy. 

That's right . 
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I might be guilty of a hell of a l ot, but you can't 
tie that on me . 

Well, may ! make this observation there? I agr ee 
that it ought to be some very short document from the 
~resident going to the Hill . I ' d l ike to call atten­
tion to this t hing t hat we have run into over and 
over again down on the Hil l . It ' s true, I t hink, 
tha t there i s always difficulty about sending down 
the draft of a bill even to any Committee . There ' s 
been some serious r epercussions very r ecently on 
bills that were sent down to Committees other than 
these two Committees . But in connecti on with 'Nays 
and Means, Mr . Secret ary , and Finance Committee, 
we 've got an especially difficult situati on on 
persona 11 ties . I f we send n bill down there, it 
will g rea tly prolong the process of getting it 
t hrough. 1hey wi l l Just - merely because it comes 
from that end of the Avenue, t hey will change 
t hings they otherwise wouldn ' t change, end it'll 
get into a l l sorts of di fficulti es . But if, on the 
other nand, we say that the experts, etc ., ere 
a vailable, wha t will actuall y happen is thvt the 
paper Will be passed at the pr oper time. But i f it 
goes t hrough t he Pres ident, it will cr eate l ots of 
difficulty . 

Therefore, your message ha s got to say so!llething; 
even though two short par agr aphs, it ' s got to say 
something . 

Well, Herman, jus t for a matter of the r ecord , my 
suggestion wa s - and you were there v1hen •11e talked 
with Pat Harrison and Dougbton - that we go up -
Landis, Eccles, and I go up on the Bill and meet 
with the s ame gr oup that we met when Eccles, Jones, 
and I went up on the 8111, and explain t his t hing in 
a two-hour conference . And t hen they say, •Have you 
got something tha t we can work on?" and we say, •Why, 
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probably we can give you something tomorrow " 
having t he thing in the hip pocket all the time. 
And then we give them t his draft and they are so 
tickled to get it, and they hang in one or two 
W--~- --rl th-t•- •h it "'" u..:. a u-... ~ 1!;1 .,:) " e way works . 

Saves you a world of trouble. 
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And then Landis can say, why, he ' s interested in 
in this, and Eccles can say , why , he 's interested, 
and I can add~ little bit . It's all With no 
stenographer present, and then these boys make 
the speech. That ' s the way I'd like to see this 
thing handled . 

That will leave the Pr esident, of co~se, entirely 
out of sending anything up • 

.'/ell, if he followed my advice, tha t's the way he ' d 
do it; that's the way he ' d do it. 

That 's right, at this present time, because we 
may need him later when we come to something more 
important. 

If you want to get t his b~ the 15th of March, if 
you want any deadline, we ve got to move awful fast, 
and I'd have to - personally, this document, for me 
t o be s atisfied, I ' d ha ve to work two weeks on it; 
it would take me two weeks, and then I don' t know 
t ha t I'd be satisfied. I mean to cover up everything 
in tnat thing. 

The people here agr ee, are of the same opinion. That 's 
the way we feel about it. 

It is ~ view that t o have the President write o 
message covering this particular action that is pro­
posed is giving it an entirely exaggerated importance, 
an importance that the particular action here in no 
way justifies . If at this time we were covering the 
entire program we were proposing - what we say we may 
follow up with- then there might be some Justifica­
tion for a message; but this is so mild and in my 
opinion will be so ineffective in redly doing very 
much about th1s thing, except temporarilY because of 
the psychological effect possibly, that for the 
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President to send an extended message in connection 
with this legislation - it a ttaches altogether too 
much importance to i t. 

I tipped your hana 'Ni thout ltnowing what your hand is. 

'l'he thing that Wayne now -you are now signing off. 

He put his five questions ln his pocket. 

That's a suggestion: send up the five questions. 

I predict the method you had in mind originally 
would save about two weeks ' time in getting the 
bill up to the Wnite Bouse for signature. 

:>ave more than two weeks. 

I want to say that Magill told me today that be 
very much aoped they wouldn't send any message . 

Oh, very much. 

And if he bad to handle this thing, which he would, 
on the Hill, they Nould not send any . Is that right? 

"'h , absolutely. 

So be only did this on my urging hi m to . But his own 
opinion was no message. I jus t want to make it clear 
be was just doing wha t I asked, just putting it up 
there f or us to look at . 

I think if the President is going to send a message, 
even a short one - if he is going to give it Presi ­
dential r ecognition, tha t then he ' s got to say some­
thing . And I would sooner see v1hat is proposed here 
in this legisl ation go up there without any recogni­
tion on the part of the President at all, g iving it 
any impor t ance, because it isn 1 t very important . 

or course , i n so far as you want to bluff, it ' s all 
the more necessary to have a message. 

I don ' t like to bluff. I mean the idea of bluffing 
is - it doesn't last long . I t 's a poor way, it 
seems to me . 

At his press confer ence the President said there 
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was nothing on this. Then tomorrow you ' re going 
to give him this . 

',•;eu, you can learn a lot in a day . 

Well , after all, be did - a t his press conference 
in the middle of llovember be did talk about "hot" 
money, and so he 's hooked up to it all right. I 
mean don't worry. 
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That wouldn't give anybody heart failure, 1f one 
day he said he didn ' t know anything about it and the 
next day he sent it up in a message . 

No , in the minds of tne public Roosevelt and Eccles 
is whet t hey ' re worried about, not money. 

Nell, we were just anticipating a si tuation we knew 
tha t you ' d a ll appreciate in time, you see. 

What do you think, Roswell , after my r a ising this 
thing? 

Well, my feeling is much llS you described it before. 
As far as getting the thing through Congress, I 
don't think there is any question as t o which is 
the better method, and t ha t is no message . I think 
tha t i s true for a dozen different reasons, mos t of 
which have been menti oned . 

I ' d sooner defer any action at all on this until a fter 
the 15th if he wants to send a message, and then open -
defer it until after that da t e saying we are still 
studying it, and t hen complete the pr ogram in one 
bill and have him send a message . Now, if it is 
decided to send t his up, certainly I would very 
strongly f avor having it handled without any r ecog­
nition being given to it by the President. 

I want to just stick 1n this oar: that if t here is no 
message going up, if it is Just a tax bill, you two 
(La ndis and Eccles) have still got to lay the ground­
work for the thing. In other words, we are not doing 
this to see if we can get five or ten more m.illion 
dollars for the Treasury; we are doing it on account 
of this situation that the President described in 
November. So that somebody has got to put the under­
pinning under it. 'Ne can ' t put it merely on this 
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equity ground, that these r ates are too low, etc . 

I very definitely s ai d if we are going up on the 
Hill for this meeting - ~obinson , Harri~cn, and 
ulass, and Bankhead, Uoughton, and Steagall - I 
mean that whole group, the way we di d the other 
time, I certainly would want and take it for 
granted t hat ~ccles and Landis would go up there 
too and say t oeir piece . 

27S 

Mr . Secretary, I think there is more 1n this than 
has been mentioned to support the point of view 
you have taken, because a Presidential message will 
receive a lot of popular attention, and the public 
may be prone t o e valuate this move by the criticism 
it receives, which may take this f orm: tha t this gold 
has been coming 1n because of the position of gold in 
relati on t o the devalued dollar; that we have been 
pursuing that course and on the other hand we a re 
trying to prevent the gold from coming in. I don't 
say tha t is sound. I say a good deal is made of that 
criticism and you are reopening that whole question 
by giving it too popul ar a di scussion if it is con­
tained in a Presidential message . 

The other thing they are going to ask is why we pay 
$35 an ounce for silver , and isn' t thct what is 
bringing the gold in. 

You mean gold . 

Gold, gold . ~id I say silver? It ' s that Utah 
influence . 

I was just going to ask you if Eccles had your price 
of silver up to $35 an ounce. 

He just gets the 77 cent part. 

Let me just a sk a question. i•hat is the status, Herman, 
of the bill? 

Well, I should say that it is all ready in shape 1!' 
you did i t by your method; that Ros could take it up 
wi t h Beeman and Par ker and decide after they take it 
up whether they'll want to work on it with Kent and 
Ros and with Lusk . 

Regraded Uclassified



!!.U. Jr : 

Oliphant: 

H. :J.Jr: 

Oliphant: 

_ccles : 

d . J.Jr: 

Oliphant: 

H. :.! . Jr: 

Eccles : 

Eccles : 

!.and is : 

Eccles : 

H. l! .Jr: 

t.ccles : 

ii .W.Jr: 

277 
- )6 -

I meant is it in such shape that we could s how it -
if we do have t his 12 : 30 appointment, in such snape 
tna t we could show it to the President? 

It can be for thn L purpose . It's going to be 
unfortunate, because ther e ' s a l ot of minute changes 
of this page and that page, and it 's a very poor 
way, I think, to l ay it before the President . 

We 1ll put it another way . Can Magill and Oliphant 
give us a piece of paper to put on his desk? 

That ' s right - one , two, three, four, five. 

No t the bill , but what the bill purports to do . 

Could you do tha t and have tha t by 12 : )0? 

(Nods yes) 

Why, gentlemen, isn't that as f ar a s we should a ttempt 
to go tomorrow? 

I think it is . 

Lanais? 

.Vith reference to t he •• • 

( Nods yes) 

With reference to the opti onal •.• 

I ' d like to have n little fight on that with you 
tonight. 

I wa s just going to s ay with r eference to the 
optional provision that we might discuss the two 
methods of finishing this question. When we ge t 
up there before that Committee, we may find what 
we found when we discussed a similar situation 
before, when you and Jesse Jones and I were up 
there. Now, what 1f .ve do find that attitude on 
the part of those people t ha t we may meet? 

Well Marriner - I mean so t he others know - I mean 
we w~nt up there with the idea that we'd ask for an 
extension for four years - I mean for two years, with 

Regraded Uclassified



J:.ccles: 

H. :J . Jr: 

Eccles : 

r.lagill : 

Eccles : 

Magill: 

Eccles : 

278 
- 37 -

the right of the Presi dent t o extend it two years 
more . And a s soon as they heard t ha t t hey said no 
they wouldn' t give him that; thc t wa s t aking certa in 
prerogatives away from Congress. They immedi a tely 
s!lid no. 

Didn ' t want to give a ny option. 

llo option. Now, I t hink tha t this is different, 
beca use ·.ve a lready have four precedents for this 
procedure, all in the f oreign field . •here are 
four d ifferent cases, all in the foreign field , where 
the thing has been given - the power, to the Pr esi ­
dent . 

Di d you have it in connection with t axa t ion a t a ll? 

Yes, one. We put one in in 1934· In case a foreign 
country aiscriminated agains t our nationals and t he 
Presi dent so found , t hen the President should have 
the power to double t he tax r ate applicable to 
na tionals of that country in this country, and if 
he found th~t tha t di s crimi nat i on had stopped, then 
he could pull the r ate down aga in. 

Wel l, of course, if you tied i nto that provision 
this one here - but you don 't went to t i e it into 
that . 

No, but t hat 's simply answering your ~uestion, that 
there is a similar provision i n the Revenue Ac t . 

But if you used tha t as a justification for g iving 
discre tionary power, t hen the question could very 
readi ly be raised t ha t t ha t is a pretty defi nite 
definit i on of the extent of the discreti on; in 
other wor ds, there•is a limita tion on the discre-
tion. 
It is not as cl ear , probably, a s my statement makes 
it appear . Let me read it if you are i nterested 
in it . •Whenever the President finds t hat, under 
the laws of any foreign country, citizens or corpora­
tions of the Onited States are being s ub jected to 
discriminatory or extra t erritorial taxes • ••• • • You 
see, tha t is really pretty vague when you come right 
down to business on it. 
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Then there is the case of the tariff . It ' s an 
ad Justable tariff. You had four . Reel them of f . 
Then you had gold content of the dol lar · tha t ' s 
three . And t hen there was a fo urth one ' counter-
vaill~ uutlt:no . ' 

Those a r e all based upon positive ac t ion - I mean 
of somebody else. 

That ' s the point . They a re based upon • • • • 
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1/i th the exception of gold content of the dol l ar • 

Well , :Jarriner, let 's put it a little bit- l e t•s 
get down to brass t ac&s, if you don' t mind. Let•s, 
for the moment, put a s i de what Congress thinks is 
right or wrong or the best way . I mean you r aise 
one obJection, t hat you don ' t think, on account of 
our previous experience, that Congress will do 
that very r eadily . 

'1/ell, I meant i f they r aised the question, then 
what position would there be? 

What other objection? I mean let' s get them all. 

I think it puts us in a more difficul t position with 
foreign countries , e speciall y if we are going to 
put this t hing entirely on the basis of equity, 
equalizing; then it seems to me i t more or l ess 
destroys that argument . 

.'le ogreed that argument ll'asn ' t very good . 

l:.ven t o t he extent tha t you use it at all, to the 
extent tha t we a re jus tified in incr easing t his tax . 
Then the f act t hat you have the power to levy a 
tax far i n excess of any tax that a forei gn countr y 
levies upon our nat i onols - just to that extent, of 
course , I don' t t hink that you can make any a r gument 
that this i s equitable. I t hink you•ve got t o leave 
the whole argument of equity out of it. 

Of course , under thot pr oposal he could pul l t he 
rat e down too, couldn' t he? 

By the way, your fourth precedent was not counter­
vailing duti es; that ' s fixed . The four t h example 
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wa s his discretionarv war power to t , con rol exports 
for the purposes of neutrality. 

There's another one of where if he finds certain 
conditions he can impose an additional duty; then 
that ' s five. 

!Ay reason is a political reason . 

\Yhat ' s tnat? 

It ' s his own personal interest . If he wants - asks 
for one more piece of legislation at this minute where 
the d iscretion is pl aced in bim - extremely foolish 
thing for him to do . 

I think you 're right. 

lYell, that ' s the .•. 

To me that's the •• • 

'l'hat ' s what I thought of when you go before the 
Committee . 

That ' s the controlling thing at the - f actor right 
at the mi.nute. I don't think this particular thing 
is worth taking the chance on. 

No . I don ' t think that- if you just send no message, 
the bill isn' t made public, they draft the bill, and 
you go before the few of those leaders privately, they 
will advise you likely against it f or t ha t recson, see? 
And it would be a mistake to try to insist upon i t or 
try to argue for it. And even i f they were will i ng 
to undertake it, is it good politics at this time to 
do it? 

Except i n this particular field . I think that a rgu­
ment has a 11 ttle less potency than it r:ould have if 
it was anything in the domestic fiel d . After all, 
the Congress has indicated • ••• 

Doesn't make any difference what f i eld it's in. 

Well , the opinion of the Supreme Court sanctioning it 
in t he international field is still ringing in people' s 
ears. 

(Secretary leaves room) 
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That ' s all r ight, but tha t was before recent events. 

It ' s hard to explain tha t to t he publi c right now . 
In other words, the opposition can very easily make 
" :~t.uq out of this tiling, and i t could get a hearing . 

Well, nobody suggested, for instance, there ought to 
be full di scretion in the Secretary for the adminis­
tration of the St abil i zation Fund . It never even 
occurred to anybody . 

Be always had that. He got that discretion, Herman, 
at a time when it wcs recognized t he discretion 
should be given. All you did was renew a n existing 
power . 

But that happened to be the Secretary. 

But the Secretary was under the President, Wayne . 

Well , it ' s a very important d ifference at the 
present time. 

oow i mportant is it to have discretionary powers 
i n this particular thing? 

I think it is because you don ' t know t hat it is 
important . 

This thing is an instrument of policy; it's got to 
be flexible. 

Otherwise people will t hi nk you are putting down 
s omething permanently, tha t we don't want and never 
wil l want these funds. It ' s a short term proposition, 
or it might be a very short • •• 

Well do you expect this really to be an important 
instfument in influencing t he flow of capital? 

1'/ell t.t would be more important, I would say, if it 
were'flexible. That ' s one aspect of it. I think 
it would have more effect if i t was flexibl e. 

Well maybe more . But the fact that it is a minor 
meth~d of meeting the problem would seem to me to 
take away some of the Justification for flexibility . 
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If this was the major means of meeting this, then 
I could see a good deal of argument in making a 
case for it. 

1/ell , for all you know now, it may be. 

It may be in the future • 

Uf course, Marriner, you may say that if it is not 
f l exible - you say, "Is it worth the effort to go 
down ~nd try to do it?" I mean to go through all 
this . I mean it might be Just that ineffective 
without it. 

ilhat criteria f or t ne UJie of this flexible power 
would be written into t he l aw? 

We 1 ve got lots of t hem . 

\Yell , if you g et a criterion for that, that in 
itself might satisfy the public and Congress that 
aft er all this isn't wide discretionary power . 

That had to be put in in order to take care of the 
"hot oil" cases . 

I think that would go a long way, the criteria, 
toward meeting the political objection. 

Shall I read the four s uggested standards or not? 

•Whenever, from time t o time , the President bas 
reason to believe that 

•(1) Tne foreign commerce of the United States bas 
been or i s about to be injured a s a result of the 
oper ation of the t axes at any of the r a tes herein 
provided, or 
•(2) The interests of t he United States have been 
or ere about to b e adversely affected by reason 
of the value of the currency of any other govern­
ment or governments in rela tion to the currency of 
the United St ates, reached or maintained as a 
result of t he opera tion of the taxes at the r a te 
herein provided, or 
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"(J) The diplomatic rela tions of the United 
States have been or are abou~ to be adversely 
affected or the perfor mance on the part of the 
Uni ted St ates of any commitments, engagements 
or erre~gementc ~~de , or in course of negotia­
tion, by or on behalf of the United St ates to 
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or with any foreign country, by means of trea ties , 
executive agreements, mut ua l statements of inten­
tion, or otherwi se , is or will be prevented or 
impeded a s a result of the operation of the taxes 
a t the r ate her ein provided, or 

" (4) Tne net outflow of gold from the Uni t ed 
States as a result or the operati on of the taxes 
a t t he r ate herein provided i s or is about to be 
so g reat in proportion to t he then existing quan­
tity of gold in the United St ates as adversely to 
affect domestic credit conditi ons • • . " 

That is confined to outfl ow? 

Might want t o move it up - the inflow . 

Tha t ' s right. 

" ···· the maintenance of the domestic price level, or 
the security of bank deposits, 

" ••• he shall cause immediate investigati on to be 
made to det ermine such f acts . If, after such inves­
t i gation, t he President finds t he existence of such 
facts and that the suspension of any portion of the 
r ate (but not t o exceed two thirds thereofr - tha t 
leaves the ten per cent minimum - "will prevent any 
of such advers e effec ts, he shall proclaim such 
deter mina t ion. On the fifth day after the da te of 
such proclamation the applicability of t he portion 
of the rate so determined shall be suspended." 
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I think there is ~uch to be sai d for the last one, 
possibly for the third; not so ~uch for the first 
two . 

You ~rc thir~in~ ~rem ~n opcrn ~1n- ~~~-d~o• n~ ~ .A. ._. "" "' b ~ ........ t' ~• v e 

I am a lso thinking of it fro~ the point of view of 
Congress; that the firs t one likely doesn ' t seem 
to relate directly enough to the problem which 
you are raising in Congress for them to be a 
little bit suspicious that the power s are too 
broad . Whereas t he l as t one definitely looks a t 
the power you a re after . 

Well, the third one is pretty nearly a paraphrase 
of the recent Supreme Court decision; thzt ' s the 
re~sson for it . 

•'lell , the third one is possibly valid, but the 
first two •• •• 
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Read tha t fir st one . You (Vfuite) asked t he question 
on it if. •. 

Now, notice, t nese are all in the alterna t ive; they 
a re no t conjunctive. They ore all 1n the alternative. 

"The foreign commerce of the United Sta tes has been 
or is about to be injured as a result of the operation 
of the taxes a t any of the r ates herein provided . " 

Second - did you want the second one reed? 

\'ih ich one did you (\'/hi te) raise? 

The first one end the second that I r aised . 

~ould we summari ze the points, perhaps? The details, 
I mean - keep it more in mind . ~uite difficult •••. 

Well, adverse effec t on foreign commer ce . 

Yes . 
Interests of the United States about t o be adver sely 
affected by f luctuotion in foreign currency as a 
result of the operation of the tax. 
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Exchange rates there. 

The blocking of treaties and other arrangements . 

Diplomatic embarrassments . 

And finally the flow of gold in a fa shion adverse 
to the interests of the United Sta tes as a result 
of the tax . 

285 

Well, I don ' t see a ny reason why that shouldn't be •• •• 

(Secretary returns) 

\'lha t we were doing wnil e you were absent, we ·•ere 
suggesting the question if you made this discretion­
ary what standards would you s et up that would guide 
the President in the exercise of nis discretion; that's 
the way to state it from a legal standpoint. Stating 
it from an operating stundpoint, what would be the 
situation under which - the more important circum­
stances under which the President might want to change 
it . And I ' ve just gone over those now . 1 can $ate 
tnem again if you ' d like them. 

Pl ease . 

de may change the r ates whenever he finas thc t the 
foreign commerce of the Uni ted States is being 
adversely affected as a result of the operation of 
a particular rate; whenever the interests of the 
United States are adverselY affected as a result of 
a change in a ey foreign currency, which change of the 
value of the foreign currency results from the oper ­
ation of this tax; third ••.• 

Nhat are you reading from, Herman? 

The statute - . the proposed statute . 

Third whenever you are negot iating a treaty or a 
gentl~men' s agreement, or so and so , which would 
be affected - the consummation of which would be 
adversely affected by the particular rate; necessary 
to change the rate in order to conclude a treaty. 
And fourth whenever the movement of gold as a 
result of the operation of the tax was adversely 
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a ffecting the domesti c credit conditions of the 
country or the maintenance of the domestic pr i ce 
level. 

zas 

Tl1c tl'l.lnl on~ is Lhe OnlY one t ha t seems to me to •••• 
Negotiation of treaties - it ' s an invita tion to the 
foreign country and the St a te Depar tment to bring 
pressure for an adjustment of t he tax . 

No, t here ' s this sort or situati on. You might want 
to supplement the gentlemen' s agreement £nd might 
find that a particular r ate was embarrassing , ~ant 
t o sh1£t that r a t e . The particula r reason th~t 
third one was put in was because i t is pretty near ly 
an exact paraphrase of t he Supreme Court decision 
hold ing t hat t he Pr esident had very br oad di scre­
tionary powers i n t he for eign relations field . 

Well , I t hi nk tha t if you - with criteria like tha t , 
it certainly does t uke a~1ay some of t he ob j ections 
to giving the di scr etionary power . It ' s different 
than the di scretionary power which wa s asked with 
r eference t o t he R. F.C. and Stabilization Fund . 

We t alk about it as a discretionary power, but of 
c ourse anybody speoking before the Committee, for 
example - or, a s a mat ter of f act, it i s f ar from 
a discretionary power, as tha t phr a se is orainarily 
understood . Certa in definite t hings h& ve to be found . 
Here t hey are . 

I don't see ho.• you could prove E ny except Number 
Three . 

·:/ell, I know ... 

That ' s the beaut y of it. 

(Hearty laughter) 

That's a snappy comeback. 

Well of course under our system there is no possible 
wa for anybody ' to go behind the Pr esident in such 
fi~dings, and presumsbly t he Chief Executive would not 
be irresponsible in making those findi ngs . 
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.I ell, I don 1 t see how he could prove t hose to his 
own satisfaction. 
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WE'll . I think rhht this moment the Secretary bas 
a very keen appreciation as tO Nbether or not the 
move!llent of gold is embarrassing . I think he knolls 
by a paper that ' s on his desk every morning. 

Oh yes , I c ould go to the President and in a very 
short time on tha t thing - well , I mean if you want 
to - I mea n you wouldn ' t have to drew t erribly on 
your imogi nation that t he movement of gold to this 
country is going to break down the tripartite agree­
cent . 

Wnat that mukes clear i s t hat he should not be 
governed by considerations of e4~ty in taxation, 
but by considerations of internc tional policy. 

hOd far tha t reason this thine should be discret i onary. 
If you remember that t his is entirely a question of 
build ing this up following other questions on which 
he has the discretion i n the foreig n fi eld •.• 

Don't you think it is yuite possible they might be 
more f a vorable to t he bill 1f ti1ey were to feel tha t 
there is a way out to r educe i t "hen the urgency 
exists ? Sup,>osing they were t o say , •Hell , t hiS is 
a condition right now . How do you know i t will con­
tinue?" Then you are in a position to say , •Tha t ' s 
why we want 1t flexible . If it does continue , all 
right. I f it aoesn•t continue, we lu:ve t he power 
ver y quickly to reduce it." 

Well I coula give you a very extreme example . Sup­
posi~g of these eight billion dollars -let ' s say 
that of t hose securities - what proporti on belong to 
England , 25 percent? 

23 something . 

Belong to England . 

digher t han that • 

.l. don ' t know; do you know, Gardner? 
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Gar dner: 

:J:Jt; i ll: 

H . ~I .Jr : 

~aylor: 

d. :J .Jr: 

Taylor: 

rl . J .Jr: 

Lccles: 
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A magnitude of t ha t character , ebout a qusrter . 

T•.,o billion out of eight. 
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And let ' s say just for example- I mean again it 
is ext reme - that J:.ngland went to war and she 
seized the securities neld by her nationals abroad 
and sold them, a nd wc.nted to bring that money back 
t o England . I mean just using tha t e s an example -
extre:1e, very extreme. fie might not be so keen on 
that . This device •• • I'm just taking a very 
extreme case. 

//ell, tnis particular r a:;. te of income tax wouldn ' t 
nave the slightest effect on tha t situa tion. 

No, but I oean I wouldn 't. be sitting here 110rryint; 
about my end of it, tha t they are buying six or 
seven million dollars wortn of our securities 
every day - a nd Eccles, it affects his job, and 
it affects Landis ' s job, and it affects each one 
of the three of us in the job tha t we ar e hired 
and p&i d to do nt the moment . I mean when you 
get to three, six, or seven million dollars worth, 
each one of us - it mckes our work very, very diffi­
cult . 

I ' m not arguing about that a t all . But the ~ bility 
to vary the withholdi ng r a te on certain income-pro­
ducing securities I don ' t t hink would have a ny 
important e ffect one way or the other on tha t situa­
tion. 

But on the other nand you might again want to make 
it attractive to make ca pital come here . Well look • •• 

If you take out the . . • I think if we approach this 
from the standpoint of jus tification for discretionary 
power, wi th t he criteria that Herman has read here -
seemed to be justifiable criteria - then it seems to me 
that we should be pretty careful i n dealing :11th the 
equity in the situation; that the e~uitable part of i t 
cer tainly should - i t is a 4uestion if i t even should 
be raised a t all. But if it is r aised - I questi on 
even the a dvisability of r aising it at all, except 
we may go so far only that our present ra te it 
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substantially lower than the tax rate 
any other country, but not in any way 
fact that it may not be inequitable . 

charged ln 
s tress the 

289 

If I went ci.own there and t alked to the Ways and 
Ueans Committee about equity , Vincent would howl 
at me , "Now Oliphant, are you going to bri ng thRt 
up again?" 

I'd turn that equity argument around and make some 
vague statement about .;e are offering - ,;e are 
entering into unfair competition with the European 
economy - there is some indication that we are - by 
offering unfair extra inducements for capital to 
come over here. 

Another reason I don't like the equity argument ls 
that v;e want to go consi der&bly far ther than tnis; 
that we - it is a l ittle deceptive, and tha t a t the 
time that t his is pr oposed we certainly all recog­
nize that 1t isn't likely to be sufficient and we 
na ve other things in the back of our aead ; tha t if 
t hey are proposed, certainly they will not be vr oposed 
for the reason of equalizina the situation. And that 
is another reason that I think we should ••• 

I think ... 

I think we will make a much better case, if we ere 
going to have this flexible provision, by ••• 

I think all of our experience and observation is to 
the effect that we get along better with ComDiittees 
if we are woolly candid; and the candid reason is 
that we are worried about the gold ~lON and no t 
because of equity. 

But don ' t forget tne equity is a good secondary 
reason. There is another thing that motivates in 
me this thought , which hasn ' t been mentioned, on the 
rate proposition, and tha t is that any of us who 
have dealt with those financial Committees know 
that rates are particularly their - you start trying 
to tell them what the r a tes are going to be and 
you're going to get smacked right on the chin. And 
tha t indirectly affects your equity argument. 
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.lell, c an't He say there is a justific& tion for 
this on th&t basis but not use that as an argument 
wny that should be done - as to why we are pr oposing 
t.l~.i:;, at th&t tiw~? 

Well, if you look at this s t atement , I tried to wor d 
that part of it very adroitly with a view to bringing 
befor e them the informa tion to the effect tha t the 
foreign r ates are in fact higher than ours - the 
withholding rate - and tha t conse •. uently is iJ&rt of 
the picture . ,Ye Here offering a certain inducement 
there which the foreign countries don ' t offer . 

hll this a rgument is ano t her reason why the President 
shouldn 't be injected into toe picture . 

~ay I ask you just - becLuse I t nink we're all getting 
tired; I know I am a nyway . Let me a sk Lanais and 
hccles : As I underst a nd, wha t •.1e are proposing to do 
tomorrow is to go over there and l ay a piece of paper 
on the President ' s desk, giving him an outline of a 
proposed bill along the lines we ar e t alking, ond 
maki ng it a flat rate or discret i onar y . And I ' d 
like to a sk how Landis feels about it . I mean i n 
presenting it - I mean which positi on he 's goi ng to 
ar gue or urge the President to take . Is tha t fair 
to a sk you that at this stage? 

Yes , I think so . I think I made the answer a li ttle 
wnile ago: that I feel it is very important t hat i t 
should be discretionary; unless it is discretionary , 
I should doubt t ne validi ty of doing anything . 

I see . I mean that ' s your positi on? 

Yes, t hat 's my position. 

Well , t hat's mine. 
the same posi tion. 

Now I ' d just like to . • •• I toke 
I ' d just like to ask Eccles . 

Well I have much less ob jection to t he di screti onary 
powe~ with the criterio tha t have been read . That is 
a matter that hadn 't been di scussed . I think tha t 
gi ves f ar more Justifica tion for it; makes it cer ­
tainly mor e palatable folitically because of the 
President. knd 1t i sn t any wi de discretionary 
power . At least, it is held n thi n certain bounds 
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and l imitations wnich are in the public interest. 
And i f we will not at the same time attempt to 
argue t he equities of t he sit ua tion and we elim­
ir~te the eq~l tl~~ of it, and N1tn t ne criteri a , 
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I think I woula be in the positi on to soy tha t , 
this being mer ely a primary s tep, I thirut i t would 
be more effective, be more Justifi able a s a pi ece 
of legisla tion, than it possibly would be merely 
to fix a r ate of, say, tHenty percent or some fixed 
rate . 

There is, of course, the assumpti on on the part of 
foreigners - they are going to figure for all 
practical p~poses thir ty percent i f you put that 
as tne limit . Certainly from t he standpoint of 
their estima tion, their own calculati ons, t hey are 
only s afe in figuring a ~ossible thirty per cent 
tax. That , of course, makes it a l i ttle mor e jus­
tifi able and pal atable, certa inly, from my poi nt 
of view. 

I do think, however, t hat we should indicate to 
the Pr esi dent t he possibility or Nha t some of these 
men on t he Hill might - the question t hey mi ght r ui se 
a t this time as t o the polit ica l aspect , and ask him 
wha t 11e should say to tnis Committee that we a r e 
going to meet in case they do r aise the ques tion 
of the di scr etionary ~ower . I woula be willing t o 
go over and approach it from t hat standpoint . 

That's all right . Can we do any ~ore t han tha t 
tonight? 

No, I don ' t t hink so . 

I would like to soy t his Mr . Secret ary. I th i rut 
tha t you and Landis a nd f , in order to get the full 
effect of t his - tha t it is i mportant inasmuch cs 
the press ha s s aid consider able about it, and t hey 
a re all - the publ ic , the f oreigners in particular, 
a re waiting for some thing - t ha t ei ther we indiVidually 
should agr ee on wha t we may say or ·•e should say 1 t 
collectively to the press , either bef ore or after we 
possibly go up to t he Committees . We should prepa re 
before what we are going t o say a fter, and I think 
a t that time we should prett y definitel y point out 
that this is jus t a first move and that we hope to 
be able t o t ake further moves if t ne s i tuation 
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requires i t. 

Well, as f ar as I •m concerned, I'd much r ather have 
a joint statement comi~ from the three of us , 
carefully pr epared, and to go out over the three 
names . 

Tomorrow? 

No, no, if and when we ever make a statement. 

On yes . 

I think we should be prepared to make one, but 
prepared before we t ake it on t he Bill, because 
of 1vha t has been said, of what bas gone on t hrough 
the press . I think tha t we should not bave any 
impr ession given out tha t we think this is the 
solution . 

I don 't know what your policy i s, but Nhen I go on 
the Hil l , my policy is that I don ' t do - I never 
make a statement . That ' s what I 've always done . 

Well , what about af t er you' ve been up there. 

No, I don • t make a statement, but when I go up I 
refer them to see Joe and he makes a statement and 
he loves it . 

292 

Regraded Uclassified



u 

secretary of Sta te 

','/ashinaton 

nus._ 

711 -~bruary 16, 7 ? •C • 

GRAY 

Lon den 

Dated February 16, 1937 

Rec'd 3: 15 p . m. 

FOR 'i'P.!"' AStiRY FROM BU'i'T"':R"I%TH , 

Th e ~?ro 1r.,portant London r e wapope rs carry straiuht­

t'or wa r 1 declarative reports und<>r './aahinllton datelines 

on the h eari ncs of the Hous e Appropriation Committee and 

t he meeti l'l g of the President's Special Cor.unittce on the 

inflow o f fore ign capital into the Unite~ States . The 

l atter i s particularly headline d 1n the FINANCIAL PRESS 

and !'r . ":c cles is quoted as pre<licting that 'somethir.g 

concre t e wi ll emerge" . JJo editorial comment has appeared 

in t oday' o press , (END SF.CTION ONE) 

ATHERTON 

RR : CSB 
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RB 

Secretary of State 

lashing ton. 

GRAY 

London 

Dated February 16, 1937 

Rec'd 3:30 p . m. 

71, :'etruary 16, 7 p. m. (S'!"CTION TIYO) 

January trade returns show on i ncrease in imports of B%, 

ln expo:"ts of 13t% and reexports of 17~ o\·er January of 

last year . Unemployment increased but by much less than 

the usual seasonable amounts and in these figures the 

indication in cot~on and wool manufactures and coal mining 

ls already refl ected. It appears that at long last the 

mo"e depressed and important basic industries -- coal, 

cotton, ~d wool manufactures--which were slow to benefit 

by the general revival are now picking up, that the rise 

ln price of primary products ia stimulating purchasing" 

power in important markets for these goods . Another 

indication of the improved posi tion of these industries 

is the great drop in the advance s loaned to them by the 

clearing banks- -many of which were formerly considered 

frozen . The analysis of bank advances published by the 

Bank of En&J.Illld (see the ~conoMI$ page 306) which com­

pared advances to various industries 1D 1936 with figures 

compiled 

294 

Regraded Uclassified



( 
RB - 2- /,171, :?ebruary 16, 7 p . m. from 

London (SRCTION TWO) 

co ~p!led for Meci!1llan Corn.'lli ttee in 1929- 30 show a drop 

from 81 , 000, 000 to 40, 000, 000 pounds for the textile 

industries and from 30,000, 000 to 18, 000, 000 f or mining 

industries . Bank chairmen comoenting on the fact that 

total advances had not increased at the rate which might 

have beon expected from the degroe of i ndustrial revival 

pointee out that t he quality or their advances hnd greatly 

1mprov6d and mentioned the thawing of loans . 

The stati~tics giving the direct i on of British trade 

in 1936 hove just become available : the proportion of 

both oxportD and imports to and from the ~pire continues 

to rise , the Empire having taken 49 . 2% of British domest i c 

exports in 1936 as compared with 49% in 1935 while imports 

from the ~.rpire in 1936 constituted 36 . 8% of total imports 

and in 1935 35. 1%. 

~x~orts and r eexport s to the United States showed 

a marked increase in 1936 and although imports from the 

United States als o increas~d the ratio for the year of 

imports to total exports stood at 2t to 1, whereas in 

1935 the ratio wa s 3 to 1 , end in 1934 it was 4 t o 1 . 
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A large element in the increase of British exports to the 

United ~tates in 1936 was the heovier shipments of spir~ts . 

Continued 
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RB -3-#71, February 16, 7 p. m. from 

London (SY.CTION TWO) 

Cnntin••ed !ncre~oco in lndu•Lrial activity are 

confidentially expected and the overseas trade returns 
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in January are welcomed by those who emphasize the importance 

ot increasing exports to offset the rising prices of raw 

ma terials and other essential imports especially during 

this intensive rearmament period , (1ND OF NRSSAGE) 

ATHY.RTON 

CSB 

, 
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TREASURY DEPARTMENT 297 

.. ,. Jebruar'7 16, 1937 

TO The Secreta17 

' """ U1ea Lonig,an 

Attached are a f ew further pointe fro~ QY interTiew with 

Ur . ~opkina las t week, in addi tion to what I reported over the 

telephone. 
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.t.t !irat Ur . Hopkina ~· heattMt about hio uoin& the figurea 

in ou.r t~ble on Governcent Emergency Pa;,ononta. He wne aee.rchin& 

t or t he reaoons back of it nll . He eur~ated t hat he eight write 

rm ~ rt1ole for the Hew York Th>oe , or lllllke a epeecb fln it. Then 

>to decided thAt it ml.«ht be ueed, after conference wi th the Preoident, 

at prepnration !or the Preetdent 1 e announcement abou t next y~r 'e 

r elief policy, to be 1!lAde about 111\rch 25th. 

:Jr. Hop!dns then began thinkin& outloud about the use that could 

be mde of the al.ter l.al . He said tb&t in dbt!"ibutl.ng the nationAl 

i ncooe it made no difference " i1etnor peo!Jle received i t !or worlr 

1n indue try or for ~ork aa soldior 4, r eliof wor~ers , old- gse nent ione, 

or diroct r elief. It was all dietributlon of purch&si~ power . 

He auccented t hP,t ~• add to t he tnb\c columna ohowing t he number 

of ptople n t wor~ in regular gove~ent de~rt~onts , A.~d in tho ~rmy 

~nd linvy. 

He aueeeet ed that he cnll a conference includioe Ur. Lubin and 

•o~e other inter ested people t o to over the ia,lications of the 

catorinl thorouehlY before pre,..e.rin« tho intftryretBtion o' it . 

ne went on to soy that he wae convinced the r edietr ibution of 

inc.,me c1u8 t come through J ederul 1'11\1\ftcing. The Ste.tcs and citieo 

~oro poworloe& bece.uae their te.x be.ee wno too narrow. They had only 

renl eatnte , but the :Federnl O<>vernment hilA nll the taxing power 

1 t needed. 

238 
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February 17, 1937 • 

.!!!• W 01! l«lN RESIDE!!T ALU~NS. 

Mr. Ecc.lea inquired Ylhether the proposed increase i n 
the withholding rates could not be rendered "holly nugatory through 
the provisi ons of the law ... h1ch now give lo•er rote a to individuals 
and corpor ations bevi.ng ap office or place of business in th1a 
country. He pointed out that it 100uld be eaq for a Scotch in­
vestment trust to eatcbliah an office 1n New Jork or New Jera«,r. 

I called llr. Ecc.lee' attention to the fact that a relli­
dent foreign corporation is compelled to tile a tax r eturn and to 
inc.lude 1n the return 1 ta ~pi tel gains. The capi tel geins would 
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not be subject to tax t o a non-resident for&ign corporation. Further­
more , the corporation by eeteblish1ng an office in this country •ould 
aubj ect 1 tself to State laws regardine the service of process and 
to State te.xetion . 

After diecueaion, Ur . Ecc.les agreed that t he danger did 
not seeJa to be very great 1n vi...- of t hese additiooel fectora. 
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Februnry 17, 1937. 

l!ndOR/!NDUM ON I«>N=!lESWE!il' .ALIEKS: 

~: COl'!PUl!:JllCE !'!ITB !W!OOLPH Bl1!!0f.8S. 

ilr. Burgess questioned t he desi.rebUi ty or re:ooving 

t he exemption or non-resident aliens from taxation on interest 

on United Stetes bonds to be issued in the t"uture, Burgess 

stated tbe.t the central banks of the differ ent countries 

either be.ve deposits 1n banks, investments 1n bankers' ee­

eept&tees or i& inveatnents 1n governMnt obligations. Under 

our present law, the interest on foreign deposi te 1n J.merieen 

banks is exempt tr001 American texetion as is also the interest 

on bankers ' ecce1•tencss. Burgess said t hat it seemed to him 

questionoble policy to subject the i nterest on our governmental 

obli<;ation to te:x .. hile retaining the exemption on interest on 

bank deposits, thereby subjecting the go•ornmentel obligations 

to a burden which n do not impose on private obligations. 

I said that I would bring the matter to the Secretary'• 

attention, 
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To: Secretary llor&entha u 
!Jr . Eoolea 
J.!r. l.andia 

Froa: l.!r. !lag ill 

Febr uary 17, 1937 

Subject: Conference on taxation of non-reaident aliens 

301 

The attached aUIIIIlAry of the draft legialation agreed upon by 
tho three agencies was laid before the Preeident , It woo pointed 
out that the proposed r&te of tax approximated that in effect ~th 
respect to our own oiticens receiving divi dends and also the British 
and French withholdin& rates applicable t o non- residents of thoas 
countries. 

'l'he Proaiclent raiaed the question of the effect of thia pro­
posal upon foreigner& havinG more or less per£Bnent investments in 
t his country, U. enquired .nether it would be possible to arrant:• 
for so""' drawb&ok or refund of the proposed additionAl tax if tho 
f oreigner oould ehowthat he had held h.is Amorican inveotmont for 
• year or more . It was s~osted that the administrative machinery 
•~uld be extremely difficult to arrnnge since Amorican oecuritioe 
are frequently registered in the nnmee of foreign brokerage ooncerna 
and endorsed by them in blank, The certificates then circulate in 
benrer f orm for fivo or more years. Bonoo tho difficulties of an 
nscertaim:>ent of the beneficial omer by tho Bureau of Internal Revenue 
a.re very great, 

'l'ho President aho pointed out that t he flexible feature of the 
pr opooal 110uld be ditfioult to juatify on grounda of equity as bot•en 
Americans and foreigners . !Jr . Landis indicated tho desirability of 
flexibility in any matter which affects our foreign relations. 

The President aokod that the three agencies consul t with the 
Secretary of State in order to seoure his approval, particularly in 
violl of tha Department• a inter est in reaiprooal trade agreements, 
It was agreed that auoh a conference would be arranged at once and 
the President advised or t he result. 

i'be Preaident in genoral appro ... d of the proposal o.a a :Uld 
first ate~ , but requested additional study on the draWback or rotund 
point. 
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SU!IIARY OF THE PRQPOSPD lf&I§LATION 

A - Changes in ratesa 

l . :~~e,tbe rate,u~ ~ ~ble income of non-resident 
~~ indiviGuaJ.c~ uva umlieQ states IIOUl'Ces troa the 
present rate of 10 per cent to 20 per cent if tbe r&te ia 
to be i'ixad or between lO and .30 per cent if tbe rate 1a 
to be variable upon Presidential procla.ole.tion . 

2. The corresponding change in the case oi' non-reaid.ent corpo­
rations would be from the present rates of 10 per cent on 
dividends and 15 per cent on other taxabl e income to the 
rates oi' 20 and 25 per cant respective~ if the rates 11M 

to be fixed and, if they are to be fiex1ble, from lO to .30 
per cent on dividends and 15 to 35 per ce.nt on other inco1111. 

B - It' the i'oregoin& tax rates are to be i'lax1ble, tbe standards for 
guidi.ng executive action and rendering this delegation oi' power 

valid would conaiat oi' Presidential dete1'11ination of tbe effect oi' 
these rates on1 

l. Possible in4urr to the foreign commerce of tbe United States. 

2 . Adverse changes in foreign exchange rt>.tes as result ot those 
taxes. 

3. Adverse eti'ecta upon diploll&tic relations ineludi.ng the per­
fo~ or oegotiation of treaties and other international 
UDders~ a. 

1.. lloveaents of gold to and f'ro111 the United States sdnraa~ 
affecting domestic credit conditions and tho do•stic price 
levels . 

C - To prevent evasions, it is proposed to broaden tbe power of the 
Commissioner of Internal Revem.IB1 nth the approve! of tbe Secre­
t.azy, to require information returns from brokers, nominees, and 
others sborlng detalls as to purchase prices , profits, and losaea 
on securit;y transactions originating f'roa abroad. 

D - Obligati ons of the United Stete10 and ita inatnlllantalitiea here­
after issued, which UDder tbe existing law are exe11pt t'roa all 
taxes when owned 'tv non-resident aliena or foreign eorporationa 
not engaged in trade or business in the United State.,, will be 
made taxable and fitted i .nto the general plan of taxing foreign 
individuals and corport>.tion5 on privnte obligations owned b;y them. 
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Prepared 117 Kr. llacker 
Dl:natOD or lleHarcb aDd ltatteu,, 
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... 
lNTU ornc:a COMMU N,CAnoN 

.... ,.. i'ebruary 17, 1937 

TO 

SUbject: 

Secretary Uorgenthau 

llr. l.la«ill 

llinutes of meetilJ& on l\l68Uted to.x propoeals dealin 
with fo reign ca~ital movemente , held Feb~J 16, 19~7. 

A ceettng was held in ~ office at which there were p reaent 
ne::lbere of the technical atafh of the l'ederal Reserve lloard 
Securi tiea C:xc"ange Cominion , State ~partaent, and t he 'l'r :...a 
Dep:\rtzent , ae follows: ur'1 

, !.:eur e. Gerdner end :aryan !rom the :>adoral lleserve lloerd.; 
.• eaerc. Gourrich, Goldschmidt, and Green, troro the Securities 
lxchanae Comniasion; Uesara. Fcie , ~iveaey, nnd de Wolf troc 
the Stnta Departmen t; end lleaera. UD&ill, Oliphant , Opper , L~, 
Hnna , Seltzer, White, end Zucker tro~ the TreeatUrJ Department. 

ttr. Opper road a proposed draft of n bill fo r t c.:dne; non­
roeident aliens and foreign corpor ation&, which had been pre­
~red Jointly by the staff membera of tho aeverul agencies. 
Diacueai on wee had t hereon, culminatin& in a aeries of aereed 
1.\..llOn auggeationa for reviaion. ln connection with the icpoaing 
of a 20 percent witbbold1111> rate , it wee pointed out by l!r. !!aaa 
and Ur. Zucker that such r ate can be Juetified on the p re::ll.ae of 
trenti111> foreigners on an equal footiog with .A.=ericana, wi til 
r .. pect to censure of tax burden on incoce. It 11ao centioned 
that for all 1Dd1viduala in the $10,000 a year clnas end over, 
the eftecthe rate of to.x 1a around 20 percent. It ""'" fllrther 
pointed out that if dividends were treated ao t'be laat increent 
of i .ncome and euperimpoaed on all other eourcea , theQ., tor the 
a&<~e group or 1nd1viduala the effective r ate on dividends •ould 
bo approximately 29 percent. 

The State Department repreaentat1voa nt thia poi nt tcok up 
tho diaauaaion. ~r. Herbert i'eio, in pnrt1culnr, atnted t hat hio 
Department is wholly agednet the deoieion that there ie need for 
sooeth1D(l to be done about the inflUX of foreign capital. He aleo 
1to.ted that the -proposed to.x aca1net Mnreo1dent aliene doee not 
carry out the ~ae claiaed for it, e.nd t hat , in any event, the 
.ugseated r a tea were d1ecr111linatcry cpinat foreignere. He .,._ 
phasised tbia latter point by oa,yine that even the exieti.Dg 10 P""' 
cent rate 1e already diocriJdnatcrT· IU. de lolf of the S~te 
Depart

11
ent preaented a ......,randiXI which IIUl:IC8r1 sed obJectiona, 
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cwle b)' fo reign countries, to the tt~Jt pro'rleione now existing, 
app11ea.ble to nonresident aliene. 'l'he seneral tone of t he ob­
jection• wa e that the 10 percent rate would interfere with 
foroianera aeeking investments in the United Stnteo. He also 
rend from t he proposed treaty w1th Oe.nada , ae a reoul. t or wh1Ch 
the withholding rate tor Canadir.n lla.t1onele 1M¥ be reduced to 
5 percent. 

Ur. Oourrich ""d ~r. llryan eaeh preaented a melliOrandu:> in 
cooplionce with your requeet, in which are set forth arguments 
in e\q)pOrt of and explanation of the propoeed tax bill for in­
ereo.aing t he w1thbold1n& rates, and &leo containi~~g other pro­
poeale in the order of t heir p reference to be considered aa a 
1 eecond atep. 1 Ilo diacueaion w&l had On t heee lle:>orend& at the 
aeetiJ~&. 

llr, Oliphant and llr. Opper pointed out that the conteoplated 
draft ot t he bill would include pro'rlaione requl.rJ.n& tbe filing 
ot information returns by brokers , bankere , nomi nees , etc., with 
the Treaaury Departoent only, and not with t he Securitiea ilxc!l:>n.;e 
Oo~1es1on or other agencies. lt wae t he o riginal reques t or 
Ur. Green of t he Securities Exchange Oomcieeion that information 
reporta be tiled with the s&C. Ur. Oppor atnted, however, in 
view of the p rovision of Section 55 o f the Revenue Act of 1936. 
procedure now exists wh1eh permi t. the d1acloauro to t he other 
depnrtoenta of information from tax r eturna. 

The aeetin& edjourn.ed to permi t members of the legal st~f 
to continue w1 th the dr~UD& of the propoeed bill. 
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Fred I. 
Kent : 

li!.!Jr : 

K: 

ll:JJr: 

X: 

Hl.!Jr: 

K: 

H!.!Jr: 

K: 

d!.!Jr: 

K: 

~Jr : 

;( : 

Ht.!Jr : 

K: 

HlAJr : 

llr. Korgenthau? 

Yes 

Wednesdll)' 
February 17, 1937 
1 : 00 p. m. 

Mr . Morgent hau, when I found I couldn 't get you 
first t his morning I t hought I ' d wait until this 
afternoon, because I ' m having a little conference 
here, a confidential conference, so I thought I 
might have something of value for you, 

Oh 

Now, if you would like to have me see you aey time 
Friday , I can come over, tomorrow a fternoon. 

Well 

It might be that you ' d prefer to r eceive 
which I am sending this afternoon first , 
case you could telegraph me or have your 
phone me. 

my letter 
In that 

secret ary 

Well , supposing I wait, then . If you could - can 
you put a ' Special -

3os 

Just one second, please 
you. 

hello , I don't quite hear 

Will you put a •Special Delivery ' on it? 

What was it? 

Put a •Speci al Delivery' stamp 

Put a •Special Delivery ' on it? 

Yes 
Yes all right I ' ll do that . Now, I could - of 
cou; se I could1 come tonight, but it' s - I have some 
meetings tomorrow and I'm studying this matter for 
you a little and I thought that i t would be much 
better Friday , if t hat' s agreeable to you. 

Well let me get - let me get your l ett er and see 
wnat'you• ve got in your aind, because I don ' t know 
along what lines you are t hinking. 
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Yes, I see. All right, then, the letter will go 
1 Special Delivery I this etternoon and you can get 
word to me so that I get that tour- thirty train 
tomorrow afternoon tor Washington. Then I ' ll be 
there and I cen make .it anr ti•e Friday t hat suits 
your conven1tmeu. 

Thank you. 

All ri'ght, llr . llorgenthau. Thenlt you for calling. 

BliJr: Goodbye. 
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tal 

Se:or~tory of StatE 

1/ashington, D. c . 

721 FEbruary 171 2pm, 

GRIIY 

I.OllDON 

DatEd FEb, 171 1937 

REo 1d . 1:15plll. 

FOR TREt.SURY FRO!! BUTT~ ORT:l, 

ThE folloning cacu:te:nts by finoncicl Editors ~vE 

ap!)&a rEd in todc:ys London prEoo on thE subjEct of curbing 

influx of forEign funds i nto thE United StatEo , 

307 

DAILY T3l".EGR!J'R 11ke:e:n o.ttEntion io being paid to 

th£ diacuaaion:J :..n Washington on thE problEn of forEi(ln 

inve:stttEnt o.nd opEculo.tion in Wo.ll StrEEt , LondonEra btlv£ 

in thE lo.st frn days lightEnEd tlltir liEn York c01:JL15.tne:nts , 

o.nd thtrE hns bEEn o. d£chn£ in th£ volumE or buying of 

lu:tEr :i.oon stocks fr01:1 t his sidE of thE Atlontic. T'.lEllE 

diocuos5.ons 
1 

as 01.\r spEcial Wall StrEEt corrEspondEnt 

pointe:d out yEaterday 
1 

\7ill probnbly continuE for aEvErnl 

WEEll:O • W71ilE WE 0.\"/Cli t tl1E \\p allot ti'IO points ru:y bE 

re:mEr:tbErEd , Both h ErE ond i n N1m York it 1B bEUEVtd thnt 

nothing co.n chEck t h E irrEaiotibl£ fore£ of thE ooDEntun 

of re:oovE~ in Americn . Se:condly Ur . Roos EVElt is probnbly 

on hia guo.rd agaL"lat tl»: ' hot co:1r:y1 d.-mgEr blt posaiblJ 

tbia io o. oc B£ ubErE hE ma7 prtfC' to bark rathEr th:m to 
bite~. 
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on 72 Fe:b . l7, 2pn. fron London, - 2-

bitE11 , 

F'I NIJTC!AL NEI'/3 "on thE r~holE t hE i nvEstor r!hO io 

hopin(5 for furthEr profitablE partioipat5.on in thE /.mEri oan 

tUU'l:e:t o:.m talc£ !:lEart fron thE EvEnta of !londay, ThE 

rErl:l.r'co oo.de: by !1r . ilor g En tlulu lllld lir , Bccle:n aftEr t hE 

ne:Eti~ of thE CODTli ttEE to conoidEr t h E inflon of forEign 

oanital indicatE nore: clEarly thnn anything ha? y Et donE 

thD.t t:tE t~dm.nistration ia ta!cins thE ' hot n one:y ' question 

v e:ry an·~.oualy. But t:tE:J indi c at£ just ao clEorly thot t h E 

aut:!or~. t i E a c.rE finding i t E::tre:nEl y difficult to discovEr 

an)· ao. t~.ofactory n e:nno of dEtErrinG or G:cluding for Eign 

capital fl·o~t nr.ll StrEEt . Sone: forn of E:: changE rnt~.o:1ing 

or control. io nrobably thE only Effl.c:.. Ent u Ethod unlEoo 

t hE coopErat ion o f forEign gove: rnrtEntl io obt:llnEd . It is 

intErEot'.nG to notE thAt llr , UorgEn t :W.u :~aid h E nao oppooe:d 

t o e::-:cho:1e;E control c :cEpt ao c. laot rEsort" . 

FINiJ!CI /.:· THiES 11 thErE oEEr.tD t o bE no dO'.lbt in t '-1.£ 

Di ndo of fin anci a l cir cle:o in thE city thnt achon nill bE 

t al,e:n , but , as it ia bEli EvEd tlr. t thErE can bE no quEstion.. 

of any l E(;iolation bEing rEtro opEctl.V e: , o onpEtrnt authori t i £o 

cannot find any rEaoon ~1hy t hE dollal' ohruld bE offErEd, 

All that thEY do e:xpe:ct ia a. chEck to tt£ influ;: of n one:ya 

for inve:oto Ent (and pErbcpo opEculation) on Uall Stre:e:t , 

m.t~ c. conae:que:nt curtailnEnt of tl:l£ dn:cnd for dollars on 
that 
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ll!! 72 Feb, 17, 2pn . frotl London -3· 

thc. t o.ooount . TllEr E re:••a'n tl ~ ... o 1L oorutEroial t:aotor , 

SpEoulo.tio;1 tmo rife: ye:ate:l•day t1lw.t Ilr , !lorgEnthcu ne:nnt tthe:n 

hE am.d th..".t oont'e:rEnc£a on thE oubjEot of capitol inportn­

t i on reotri ctiono had not tclte:n into oonoidEration any chAnge: 

in t h e k.l~ric= sold pricE, London ocs puzzlEd end nr()Ue:d 

that unle:oo thE que:stion of the: c;old price: b&.d bEEn discus::e:d 

t:1e Oe:crEt:-.ry to the: Tre:aaur; t1ould not rove: re:fe::tTEd to thE 

nattEl', It io inconcEivablE t:~t any change: "ould bE t\lldE 

El:OEpt towc.rda the: :,..n , 31 pe:r ouncE ltvel" . 

Fron ny 0\'10 inqui rie:o I gather thc.t although the: 

city io vitally inte:re:ste:d in whEthEr tt>..e: attitudE of thE 

/.rte:rioon authori ti e:s lo..cs be:e:n end nill be: translc te:d into 

pontive: notion it ia at tll£ oonEnt ol.ngulcrly unp~rtt~bEd 

:: t the: p roope:ot . It to.l:e:o thE viE\1 that just ::.a corE Bri t~. sh 

nonc:r m:nt to tlx UnitEd Sto.tEG in 1935 tllnn in 1936 ao t:lEr£ 

uill be: atj.ll l£so in 1937 : in ot:'lEr \'lOrds the: :<J<lin nove:omt 

against \'lhich action ia contEDplate:d hno alre:ndy takEn place: , 

It aloo holdo that thE d:U'ficul.tiEo of d1ffe:r£ntinting bt:ttiEEn 

"hot none:y11 and a tablE bonn fide: inve:otrtEnt are: al.Ltoot 

unourno\Ultable: . In this conne:ction 1t is frEqu Ent ly point!d 

out (one:) the: Britioh spEculator io rEall7 not inte:re:ste:d 1n 

divide:ndo but 1n capital cp~Ecin tion .end t~ill t!lf;re:fo:'E 

ope::.•nte: in the: .r.r::e:ricnn cnrkEt no long no tbe: capital 
appr e:cintion 
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r:u:1 72 FEb , 17, 2pc. fron London. - 4-

apprEc;.at:l.on prospEcts rl!lkE it 11orth hie flhi lq (trto) 

draotic trc.nofEr p EnD.l ti Eo rd.ll furthEr otinulat E the 

novEn Ent of putting /.cErican stocko in thE nacEs of Britioh 

jobbEro and incrEasing thE alrEady subotantial carkEt in 

London for AnEri can oEcuri tiEs , 

/.Tr.IIDTON 

CSB 
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~TII;G \'liTH EXECUTIVE CO!.Il.IITTEE OF 
ff.l)ERI!L RESERVE OPEN llARKET COWIITTEE 

February 17, 19J7 
11: 00 A. J.I . 

Pr esent: 

H. 'J.Jr: 

Bur!Jess : 

!Jr . Upham 
tlr. Lochhead 
Mr. H"rris 
Mr. Harrison 
Mr. Burgess 
!Ar. Bell 
Mr . Taylor 
Yr . Haas 
Mr. Eccles 
!Ar . Piser 
Yr. Szymczak 
:.lr. R1mso!D 

Well, I think it would be nice to open the meeting by 
letting Dr . Burgess give us a review of the market in 
New York maybe . 

'l/ell, l.lr. Secretary , the market has gradually been 
readjusting to what it regards as a changed situa­
tion following the increase in reserve requirements. 
The actual change in quotations is pretty small, but 
the notes have gradual l y been working off and the 
shorter term bonds have been working off some . I 
think the Treasury bills have perhaps reflected the 
movement as well as anything . They have worked up 
to a point where they were - where the new issues 
sold at a .40 basis. Now, they slipped; the last 
two issues have been . )7, indica ting soce sign of 
stabilizing it at about tha t point, I think. So 
that my own feeling i s tha t a consider able part of 
the readjustment has already been made . But the 
market is still·•softisb." 

From one technical point of view, the market is 
str ong . The dealers' position is very small . The 
dealers' position - that is, the portfolio held by 
Government security dealers is the smallest it bas 
been for a long time. 

On the other hand, if you take the relationship of 
the Government market and the corporate market, the 
spread is greater than it has been for some time; 
that is corporate bonds have been weaker than Trea­
sury bo~s so that t ha t spread has i ncreased; this 
second cha~t shows it. So that from that point or 
view Governments are not so strong technically . 
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Now, I think one should say that t hat probably 
reflects a readjustment to a more normal relation­
ship. Take the period during the twenties when 
the Government debt was bei~~ r etired eech yeer, 
There was a spread of, say, a point and a quarter 
in the yield basis between Governments and corporate 
bonds . Recently tha t spread has been r unning more 
a round three quarters of a point, or even as low as 
half a point here between this two and seven-eighths 
and corporate bonds. So tha t the spread up until 
very recently ha s compared very closely with the 
spread during the War and the immediate post-War 
period, when the Government debt was incre~sing . 
tlow, with the new prospect on debt, it is natural 
to expect that spread will be greater . 

But the movement has been so r apid 1n the l ast few 
months that you will have to say from that point of 
view the Government market is not technically in ns 
st&ble a position a s 1' wa s a couple of months ago . 
So t ecbnically you 1 ve got those two different indi­
cations - the Government dealers' position and the 
spread between Governments end cor porate bonds. 

It has been a very 4uiet m~rket . There ba s been 
no heavy selling . Ther e ha s been some buying by 
insurance companies and by others coming in and 
picking up bonds , particularly . But there's a good 
deal of feeling that the note market is working 
toward somewha t lower levels; a question ma rk on 
the bond market, but nobody having any very sub­
stantial convictions as to whether that is due to 
work off a litt le or not; and t he corporate bond 
market has shown a considerable amount of weakness, 
with recent ne.v issues !laving gone pretty badly , 
some of them. Of course !lew York Citys went badly . 
The longer terms went badly . Canadians went badly. 
Ther e are three or four others that have been v ery 
har d to dispose of . A few others have gone ver y well. 
The whole corporate market bas worked off quite a 
little . So that I think there is a ~eeling that 
corpor a te bond prices of highest graoe hove hit 
their top and they are likely to work off a l ittle 
over a peri od . 
Well now, let' s tell you wha t our needs of money 
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l:i • ..! . Jr : 

Bell : 

Burgl!ss : 

Bell : 

Burgess : 

Bell : 

Burgess: 

~ . l.! . Jr: 

Bell : 

H.M. Jr: 

- ) -

a re from now until the first of July, see, without 
saying •• • 

• • • bow it will be raised. 

Yes 

Well , I believe tha t we need f ive hundr ed mi llion 
dollars of new money . If we r a i s e five hundred of 
new money, our bal a nces going out of June will be 
about nine hundred million dollars . 

Wnat w~ it be going out of ~ay , Dan? 

·11th five hundred :~1ll1on? 

Yes . Seven nundred mill i on? 

Yes , be about 740 or 750 mil l ion . 

Of course, you've got June open. I mean the end of 
June isn' t so much the question before you, as much 
as wha t you have before June . 

Nell , wha t will we go out of May with? 

naising f ive hundred million dollars of new money, 
we go out of May with about 7) 9 mill ion dollar s . 
We expect to go into !larch, on the basi s of these 
esti mates, with about 669 mill i on . Be a little 
shi ft there and t ha t may drop down to 640 . And we 
may lose in the first eight d ays of Uarch a s much as 
a hundr ed million. But then ~om the tenth to the 
14th, we•ll probably pick up 75 milli on of it, so 
we ought to go into the 15th with around siX hundred 
million dollars . 

313 

In the Treasury we have gotten this far in our thi nk­
ing: that in order to hel p out the situation generally, 
we are ready to sell some bills into - which will 
mature on the 15th or 16th of June . I mean ·.ve are 
ready to do that; that is one thing we ar e ready to do . 

Now, in t alking thi s thing over - say we started to 
sell those bills on the second of March, and that 
we would stop selli ng our nine 111onths; 1t would only 
be fifty mill i on a week. I had a few minutes with 
Burgess this 111ornlng and be says that t ha t would not 
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Burgess: 

H • ..! . Jr: 

Burgess: 

H .~ . Jr: 

Bell : 

H.M.Jr: 

Bell : 

H .~ .Jr: 

Burcess: 

H. !A . Jr: 

Bell: 

Burgess : 

H.M,Jr: . 
( 
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be necessary; if you wanted to continue to sell 
nine months, we could continue to sell them right 
straight through, and add f ifty million a week of 
the June bills . 

Well , of course, they appeal to a little narrower 
m::.rket. 

What ' s that? 

There is al ways a broader market for the shorter 
bills t han there is for the nine months bills. 

Well , if we did the l etter thing, and kept on 
selling the nine months right straight through, 
then sold another fifty million a week for six 
weeks, thot would give three hundred of the 
five hundred new money we need . 

That 1 s right. 

Then we 'd need another two hundred million . Ahat? 

Yes, sir . 

Ar e you (Burgess) quite sure t ho t the market would 
take the regular nine months bills and t hen another 
fifty million a week? 

(Nods yes) Been very good bidding for bills at 
these r a tes - 150 million and 170 million in bids 
a week. 

Well then, it gets down to pretty much two pl ans . 
hither we can drop the nine months and raise five 
hundred million in some way, on some kind of 
securities, or continue the nine months, Dnd then 
we feel we need another two hundred million to be 
safe . 

We ' d either have to have two hunared million along 
there some time or pick it up in July and August. 

Well, it would be all right to raise it the 15th 
of June, wouldn't it, Dan? 

You'd run down awfully low, wouldn't you? 
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No, we' d have five hundred illi b out of May . m on a lance going 

~~~l see, I~dno1ther thine, to throw everything on the 
e - ike to , if possible , this year sell 

five year notes maturing in ' 42 , because ' 42 is 
blank . But there ' s no use talking about selli 
a five year note a t this time; it would just w~ken 
the note market that much more, and it now looks 
as though it is going lower . So if we stay prett 
close to the •llind f r om now until the 15th of Jun/ 
and t hen can sell a fairly sizable five year note 
on the 15th of June, and then pick up whatever bills 
end extra money we needed in June .••• 

Yes. 

What? 

.. es, sir . 

I mean doesn ' t that state about ell the al t ernatives , 
Dan, we 've been talking about? 

Yes , I t hink that states them all . 

We are very anxious here to borrow our money so that 
it will disturb the money market as little as pos­
sible and so there will be os little criticism of 
the Federal Reserve Boord - I mean we don't want 
to aggravate the situation. That's why we ' re taki ng 
more time on this borrowing than I have ever taken 
before, because I want to do it 1n a way that will 
make the least possible disturbance as a result , bod 
the least criticism for all of us, because we are all 
in the same boat. And, as I s ay, I have spent more 
time on this financing and I feel it is distinctly 
worth while, because each week we get a little bit 
more l i ght. Now, two weeks ago it wasn't so obvious 
that the note market was going to be so weak, and also 
it wasn' t obvious that the bill market wasn' t goi ng 
to continue to run up. I mean two weeks ago I was 
worried about t he bil l market; now it looks as though 
i t' s struck a lull. I mean for two weeks it ' s been 
the same. So I feel a little bit mor e ki~ly disp~sed 
towards borrowing in the bill market; that s why I ve 
shift ed.- And I • m a 11 t tle bit core worried about the 
note Jll8rket . The picture graduallY changes . 
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Bell : 

H.Y. Jr: 
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There is one point in figuring on your new bi lls 
in addition t o your nine months roll-over bills. 
It seemed to me tha t you ' d have to be careful the 
l~st ~lr of April about pu:hing the bill m~rkct , 
because tha t will be just two weeks prior to the 
increase in r eserve r equi rements the first of May , 
and you might hove t o skip those t wo weeks . 

Well now, Harrison, we ' d be out ••• 

• • • on t he 7th of April . 

Bell' s figured it out . 

Going right through Uarch, t aking every week in 
March? I thought perhaps - have you (Burgess) 
talked to the Secretary about skip~ing? 

No . There would be some merit in skipping the 
17th of Uarch, when you ' re going to have a consider­
able dr a in on the market . 

I wouldn ' t want t o do that. I think that would be 
a sign of weakness . 

You mean because of the funds coming in? 

Because you ' re locking up a good deal of funds . 

Well if that occurs, or it looks that way , what 
we ' d 1 do is have the 50 million paid 1n the War Loan 
account and pay off the maturing f ifty from the 
General account . 

Well, I don't think • ••• 

We've done t hat . 

No. 

' 34· 
Vh, one issue I guess we did . 

Two or three issues in ' 34· 
Bell 's looked it up. But I aean to skip it -ufd 
t hink I 

111
ay be wrong to skip a week. That wo 

aaalr:e 
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\Yell, I mean skip a week OnlY for your additi onal 
bills . 

I know, b'..!t !f you' re goi n& to start vn a program 
for six weeks , I hate like the devil - I don ' t say 
I wouldn 1 t, but I ho. te like t he devil. .• • 

I t doesn ' t reall y matter much. 

If it doesn't matter- if Burgess said, •I can't 
handle it," then •••• But if he says, rit doesn' t 
matter much,• I t hink if you st art on a six weeks ' 
progr am you ought to carry it through . 

You could start on February 24 i f you wanted . 

Yes . No, we've already sent out the notice for 
the 24th. You' ll open on Friday this t i me because 
~onday 1 s a holiday. 

You mean you've announced the issue? 

It went out l as t night . 

Di d it really? 

Didn't you read this morning ' s papers? 

I 'll be glad to give you a New York paper . 

Well , I ' m not so sure tha t we shouldn't provi de 
credit 1n the "lla r Loan account on four issues after 
the lOth . 

You mean the bills? 

Yes . 

Why not? Why isn' t that a good thing to do? 

I think it is at that time . 

You can al•Nays draw money out, but it's di.fficult 
to put it back, and i t certainlY would help to 
control your balances with t he Reserve System, 
wouldn't it? 

Yes 
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rlar rison: You mean to give t hem the opti on? 

Bell : Oh yes , they ' d have the option. But the War Loan 
b:ll~ncc!:: ::1:-. o nc·;.' do~;n t o tha 1 .-.· .. ;.. 5 ~ ' .. .,. . ... ., 4.."" -y ha b _..,..., ,.. "" .4'1ClY'ICl.L. t,Ut: 

ve een for some time, so a lot of t hem would 
t ake advant age of it . 

Harrison: Baas , would you r ecolDJllend that? 

Huas : Yes . 

Burgess : I don' t see any very great objection to 1t . 

H .~ . Jr : You (Bell) haven't sold me on thnt yet. 

Bell : Haven' t I? 

H. :.! .Jr: No . 

Burgess : It 1 s a little irregular . 

Bell : Well then, how about depositing some income tax 
payments in t welve , fifteen l arge banks t hroughout 
t he country? 

H.Y. Jl' : Well , I 'll tell you what I want t o do . I just 'Nant 
a chance to think that part of it over. I just 
want to study on it for a couple of days. 

Burgess : 

H. !A . Jr : 

Burgess: 

Harrison: 

H. M. Jr: 

Szymczak: 

B.U.Jr: 

Between those two, I think it is much preferable to 
let them pay for the bills, because the minute you 
make deposits i n the banks, you are showing f avor-
itism. 
I ' d have to look up which of the banks were Democrats. 

Well , e verybody would get out the magnifying glass . 

At that time you might find out there are Democrats 
among the banks, and that might be an embarrassment. 

But not "before Chicago." I sn't that right? 

Right. 
Well, that question of where we deposit that money -
I mean I ' d just like a little time. It's new and 
I ' d like t o have a chance •••• 
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We discussed t his yesterday about an hour or two 
hours. Randolph was down, and George . Fleming 
came down; he ' s no t a member of the Co:mittee 
l1;, wasn ' t r.,.,ling well, so ne went back. And .we 
had the members of the Board . 'lfe came to somewhat 
of a unanimous conclusion as t o what our views or 
the situation were. Maybe you'd like to hear those . 

Pl ease . 

We asked Randolph to Jot it down . 

Well, i t' s very much along the lines we have been 
discussing . Our feeling about bills was t o start 
in practically right away, and if i t ~as too late 
for Februaey 24 then commence llarch third, taki ng 
an extra 50 million a week maturi ng in June. Our 
t hought then was to skip the 17th, but as you say 
that i sn't par t icularly important . If they paid 
with book credi t , you could ovoid any difficulty sbout 
locking up funds af t er the 15th. 

I think our feeling about starting right in wi th 
the bills was to get t hat out of the way and have 
a s quiet a situati on by lolay first as you could 
possibly have. 

Then we discussed the question of the llarch financing, 
and I think our feeling there wa s • • • 

You mean the April financing in llarch. 

Yes, r efunding the April thing. Di scussed whether 
that should be done in March or April , and there 
was some feeling tha t sticking to the quarterl y 
period was desir able, although in this parti cular 
case there were some merits in waiting ; but t hat 
the general advantage of sticking to the quarter ly 
periods was sufficient to outweigh the particular 
advantages a t thistime i .n wai ting until you aigbt 
know what your market was a l i ttle better. 

Also i t was fel t with respect to this thing that if 
you could get by without asking for new money a t 
that time, there would be a very consider able advan­
tage in doing it. First, you are Just getting t he 
returns on your t ax pr ogr am. You don' t know wha t 
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tney are going to be; they may run heavier than 
you, expect . Second, the ma rket is unsettled . You 
don t know just what position it is in. It i s 
hard to nut out ~~ issue · nd nr<c~ •• -· ~~ · ·lid - ""• ~ ..o,. '"' .... .,. .a. 4bU~ I ct l 
you don ' t want to unse ttle it f urther by rushing 
it very hard . And if you don ' t ask for any new 
money, the rolling over of these notes is a very 
rela tivel y simpl e opera tion and it leaves the 
market undisturbed. Then we have a feeling tha t 
you can operate this put ting bills into the t ax 
period sufficient l y t o t ake care of your require­
ments for new money. 

We d iscussed the particular kind of obl1gt. t1on 
itself and we came to the s~me conclusion that you 
ha ve, that the note market is not in a fa vor&ble 
position at the moment t o finance in, that the bond 
marke t is better. Can' t tell what i t will be two 
weeks from noN, but at the present t ime the note 
market looks slippery and i f you put in another 
note you•re going to make it weaker still . So our 
feeling was t hat a bond was t he thing t o sell, and 
we talked about an addi tional amount of these 2i 1 s 
that were sold l as t time , or a ne•v 2! of perhaps n 
year longer maturity - year longer call date . If 
you feel, looking over your picture, tha t it i s 
essential to have new money, our thought would be 
to t ake JOJ mill i on more of cash, s ay, in this bond 
i s sue, whatever you use for the new f i nancing . 

I think tha t covers the points . 

Tnere was the question of the September bills. 

Oh yes . Our feeling was t ha t this decision that 
you made with respect to June should be carried 
through also for Sept ember. And we r ai sed t he 
question whether, when you have done t he job for 
June you couldn't then st ar t in with selling bills 
with1 a September maturi ty , not waiting until after 
tne June financing but giving them a little longer 
usance than ttta t 10ould give. 

Instead of the nine months bills, you'd make the 
nine months bills ma ture in ~epte~ber. 

Yes you could do that. In t he middle of April , 
whe~ you got this done, instead of selling nine 
months bills you could s t art selling September 
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bills . The~ that would leave you free i f at the 
end of six .Yeeks ther e you wllnted t o consider 
shortening t he usance of your bills t o six months 
you ' d be i n a pn~<ition to start doing it . -

I think we have in t he back of our mind tnat as 
a permanent thing for the Treasury , these ni~e 
months bflls have o litt le ~uestion mark on them . 
They won t go as lYell in a Jam. If money r a tes are 
higher and if money condi t i ons ore tighter then 
they won ' t begin to go as well as the six ~onths or 
a ninety- day bi ll . 

That time isn ' t here now . 

llo , but it is a query whether we oughtn ' t to begin 
to think about shifting back to the s ix months ' 
usance . 

I r aised t ha t a week ago, tha t very thing about the 
six months, and then ~ fter thinking i t over and see­
ing the shift, I didn ' t think 1t was Just the time 
to do it. 

Well , we weren't - we ' re not - a t least I 'm not so 
strong f or shif ting from t he nine to the six. The 
general feeling - I would say the majority feeling 
wa s t hat it was desirable for the market to cont inue 
the present amount of bi lls out r ather than r educe 
them; t hat until such time as there was an i ncrease 
in the volume of acceptances and other short term 
paper, it would be a mi s t ake to materially reduce 
the present amount of out standing bills . This sug­
gestion t o make the nine months bills ~aturing in 
Apri l to come due in September doesn't i .n itself con­
template a r eduction in bills to six months. That 
bridge could be cr ossed, of course, in June or July . 

But i t l eaves you fr ee to reconsider if you want to . 

That's right . 

llhat did you consider for June when you mapped out 
tha t program? 

'Nell we hadn't got t hat f ar . In June you could 
rais~ any new money you wanted . 
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Of course, we'd hove to ••.• 

You ' d have a clear field . 

You might have your 1942 notes in June . 

322 

Lou see, Dan, you ' d be in this position in June . 
All the increase in reserve requirements would 
have gone into effect the first of May, which would 
be six weeks before your June financing . And it 
was our thought that if there wasn ' t any new money 
raised in Karch it would help the whole bond market, 
the whole Government market - not to call at this 
time for any new money; it would have a very good 
psychological effect • 

• /ell , it' we 1•ere going to do something, the announce­
ment would come Thursday. If Ne announce new bills , 
1t would be Thursday a week, wouldn 1 t it? 

:S:es 

What? 

Thursday a week, yes. 

"ould be the time to do it, wouldn't it? 

That• s right. 

That would make it ••• 

lfarch J. 
March J . Well , I want to say the thing hasn ' t yet 
cleared in my mind and I want ell the time. I can get. 
r mean it ' s getting clearer but I ' m not satisfied 
yet· because the nearer we get t o the 15th of Kar ch 
r think the clearer i t' s going to be. So I'd like 
to have one more meeting a week from today, beca~se 
two weeks ago these - talking for myself, I wasn t 
so conscious of the fact that the note marke~hwta 
oi to be what it is today, I didn't know a we 

gad ~eacbed evidently a t~g or w~ ~w~e:~e~v~!~ ~~lna 
f or nine months. Now in e as d l i k i f bas cleared . !low, I'd like - lfarrin.er, I' e 
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you would - if you fello ws would meet ~itb me 
again a week from today , and t hen at that time 
we will certainly make up our mind about the June 
bills, See, ""\l ~heu •• • • 

'l'hnt will be convenient for me. \'/ba t about you, 
George? 
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'Nell , I 111 be away next •11eek. It isn't necessary 
for me to come back, but •.•. I should think it would 
not be necessary on this one question of the bills 
for next week. 

It isn ' t only that; it ' s more than that - I mean the 
whole tbing. We are trying to do a Job now. I mean 
if it was Just the Treasury I could make up IllY mind 
like that. And furthermore , we have no selfish 
interest in this , because we don't own any bills or 
notes. 

(Laughs) 

You'll want a meeting, will you not, too, Yr . 
Secretary, t he first IYeek in !lar ch? 

You fellows do . 

Anyway . 

Yes . 

You Rill ~ant a meeting the first week in !larch 
anyway . 

Well , tha t would be Wednesday - would be what? 

The third . 

There ' s one other thing •.. 

Let me get IllY dates . This next Wednesday· · · 

'J.he 24th. 

And then would it be two weeks - t ake it to tbe third, 
or one week? 

One weelc. 
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Well then, I want a meeting next week and I want 
a meeting the week after. 

324 

On., uLlit:Or point mentionea , l.lr. Secret ary, that 
bears on this question of dating . I think we f elt 
that if you do put out a cash offering, it ought to 
be announced eurlier t han the eighth; that is, the 
eighth wouldn't give us time to handle properly a 
casn offering . If it i s just an exchange offering •••• 

That1 s all t he more reason wby. Would you (Harrison) 
be back by the third? 

I'll be back on the first; I'll be in Wa shington on 
the first, Monday . 

But Burgess could be here a 11eek from today. 

I ' ll be here if you want me to . 

I 'll leave it this way: if the situation doesn't 
get any worse than it is now, the answer is no; 
but if the note mar ket begins to slip away from us 
and the biH awrket - the r a te we pay goes up, then 
I might want you. 

I could come back overnight . 

But if it' s just a decision of deciding on the bills, 
that• s an r ight; but if the situation gets worse, 
then I would like you to come back. 

I'll come back; that ' s quite fair. Then I would be 
here the following week anyway. 

Are you going further south than Charleston? 

Just a few miles. 

Well then, it's just a ma tter of - by train it ' s 
only overnight. 

No, it i sn' t even overnight. 

You don• t fly, do you? 

Not ii I can avoid it. I have done it. 
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Let me ask Wayne - you t t wan o s ay anything? 

(Nods no) 

George? 

No, sir . 

Dan? 

Well, I question t he advisability of raising new 
money on Tr easury bills and financing at the same 
time in Uarch, if t hat ' s in the picture at the 
present time . 

What do you mean, Dan? 

•Yell , we 1 ve been talking about adding an additional 
fifty millions a week beginning March 3, of Tr easury 
bills. Now, if we 're going to announce a bill ion 
dollars i n financing on March 15th, then I question 
the advisability of raising tha t additional money. 

If you Just roll over the April note, that wouldn't 
hurt . 

That wouldn't hurt. 

325 

If you ' re going to get three hundred mi llion in bills 
in addition to the 50 mill ion, t hen you wouldn't need 
more than- and you start that next week - then you 
wouldn' t need more than tRO hundred million new money 
in March. Instead of the five hundred it would have 
to be seven hundred. 

But you' ve got to make up tha t three hundred million 
in either March, April, or June . 

lYell , you can do it in June. 

\Yell , our thought was that the three hundred would 
be made up in June. Or you can go ahead and let 
that do Just - in June you could start issuing those 
fifty m.illion a week for September maturity, just aa 
you are now doing f or June maturity, if you di dn't 
arrange for September maturity prior to that t1.11e. 

I question whether we should r aise any additional 
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money on a major financing in Uarch i f we are 
~oing to take 

1 
additi onal money on Treasury bills . 

nnd if we don t have any new money on major financing 
I "'uesticn whether n~ ~hvu.lu refund on &iarch 15 tne 

1 

April maturities. Wouldn't it look funny Jus t r efund­
ing ahead of time? 

Just for the sake of sticking to your GUarterlY da tes. 

\'/ell , I say wouldn1 t it look peculiar, even for tha t 
sake? 

I think the market wouldn ' t think that strange Dan? 
We 1 ve done the financing so regularly on the q:mrterly 
dates now that I t hink they qui te expect it, r eally . 

Well then, we could raise the three hundred cillion 
to run us through bills, r efund the five hundred 
million in a bona, and then in June raise eight 
hundred million in notes. Tha t would complete the 
picture, give us the five hundred million new money 
we \'/ant . 

I personally think that is the prettiest picture . 

Yes . 

Then you• ve got a chance to look at your Yarch 
income tax. 

You've got a better chance to look a t your market if 
you don ' t go to t he market for new money 1n March, 
except 1n the bill marke t . It seems to me that it 
is going to help your market . It will be a good 
breathing spell. There will be no new offering , and 
by June they may be hungry for something. 

And when you announced your bills, when you started 
these new bills going, you announced at the same time 
that you weren' t going to ask for any new money in 
connection with your Warch financing, but just going 
to r efund the Aprils - if you did that, that would 
clear the decks so the bills would go without any 
quest ion at all. 

And that would help your note market. 

Oh yes. 
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You noti ced what r so i d, that we didn ' t 
bills or notes . You noticed that . own any 

We 're not worried about ourselves. 

ldr . Bell, in making your calculations in balances 
a t the end of each month, you estimated ho•w much 
income tax receipts in ldarch? 

hbout nine hundred million. 

327 

Nine hundred million. That's probably conservLtive, 
isn't it? 

I think 1t is. 

We ' re hoping so, but last fall when the tax bill 
was in nobody agreed with us. 

That' s the same estimate as last fall , isn ' t it, 
George? 

Not quite . 

But you haven' t ~djustea ror this upNard swing in 
the business index, have you, that took place? The 
swing was stronger than your • •• 

Yes, this estimate was one that was made 1n November, 
so we had that more or less in it . 

Nine hundred million, you s ay, is the est imate? 

Yes . Of course, in addition to the estimating the 
total - I mean on the fiscal basis - ~·e had some 
additional difficulti es this year about t hat undis­
tribut ed profit tax and estimating the distribut ion. 

I t' s extraordinary how many indi viduals with whom 
I've talked, though, around New York are already 
complaining bow much incr eased thei r tax is going 
to be this year as a result of distri bution at the 
end of last year . 
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Why single out New York (noddi ng at Taylor)? 

You ' d have heard some pl ain end fancy cursing 
yesterday at lunch . 

I ' m just waiting until the President starts working 
on his income tax . The President said to me yester day 
"Who the _hell is responsible for this t ax law? " he ' 
says . nNow, you know, Henry, what you told m~ you' d 
have more left when you got through than when you 
started." I said, "That•s right,n 

I don't think you ' ve got to go to !lew York . Anybody 
working on his income tax the last ten days . 

That only indicates, though, the revenue that you 
are likely to get, because everybody is hollering. 

Well , I think it ' s an important factor in making 
your guess as to what you ' re going to get . ! he 
individual ' s estimate of his own situation gives 
you some idea of how large these taxes are going to 
be . 

liave you f i gured yours yet? 

Not yet . 

Well , I think this is about as far as we can go. 
• nd then shall we say 11 o ' clock a week from today? 

That suits me. 

And then if for any reason you want me, Yr . Burgess 
will let me know. 

Vlell _ and we ' 11 try to be re!idy at that time, know 
about the bills, and also try to be ready so if we 
do announce that we are going to sell an e xtra fifty , 
that that will take the place of any new financing for 
the 15th of March. 

That is, you wi.ll know next week:. 

i I mean a week from We •ll be ready when we come n. 
t oday. 
That would make the first bill offering when? 
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The holiday has busted this week, hasn't it? 

Going right through w 1th six weeks ••• 

••• tha t will end on the 7th of April- plenty of 
time before May. 
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And you will probably arrange that War Loan account ••• 

oVe • ll be ready by th&t time, but I don't '~<ant to cake 
any commitments today . But I mean we will lu!ve done 
our home work before we meet with you next Nednesday. 
This isn't clear enough yet. I think by that time it 
will be . 

I agree With you, Ur . Secretary, as to the importance 
of frequent contacts right along now, if only because 
of the very different situa tion you ' ve got in the 
money market as a result of the increase in r eserve 
requirements. 

For the next t hree months, until the increase goes 
into effect and the whole market throughout the 
country has a chance to get ad jus ted to it, it i sn't 
a question so much of the condition that it creates 
in the market actually, but it is the psychology 
that it creates on the part of bankers generally, 
who are more or less in a 'I<Oi ting frame of mind to 
know whether or not they want to ~uy notes or whether 
they want to buy bonds. And they ve got extra cash, 
extra reserves; they will have a large amount of 
excess reserves after this action, but they won•t 
be - it • s a perfectly natural frame of. mind to be 
in to simply say, •Well, I'm going to just wait now 
and see before I move." And I don 1 t think there is 
any way of overcoming that except the element of 
time. 

lYell , t hank you for coming . 
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Febru.ry 17th 

~ond~y, Febr uary 16th, I lunched wit h the President . 
He ~sked me, ~hat do you t hink about the French situation" lind 
I SClid , "it i s get ting steo.dily no1·&~~~ . He ::suid ::uon't you 
r emember thut about t wo weeks ago I prophesied tiu .. t the French 
y,ould have to go to exchh.nge control on February 15th" . I could 
not remember tbht he had Sbid bny s uch thing but I di d not con­
trudict htm . The President furt hermore Skid, 11 I prophesy thot 
th- ' V:i thin u year the English will huve to go to exchange control" . 
I sui a , "The whole thing is the tremendous increasing expendi-
tures for t. rmaments . b S long as thut continues t he situation 
~ill get worse" . I s &.i d , • I UD glt..d ;.nd was surpri s ed t lu.t 
•hen I br ought it up a week ago you encouraged me t o st udy the 
sit u:..t1on . " 

The President s ai d , 11 I had lunch l"lith J.!r . Hull , Norman 
Dbvis und Sunner ~elles two or t hree days bef or e ODd while Hul l n.s done " perfectl y magnificient job in South hmerica he sai d, 

"I t ulked with him while I wus down there t.bout t he v.orl d situ­
ution und Hull could only think in terms of trade treaties and 
their effect (I told him this a week before) and , he sai d , non 
account of the way Hul l i s thinking you j ust came al ong a coupl e 
of days l a ter und I was ready to t ulk to you. Yo u blld I ure t hink­
ing ulong the sbllle lines" . 

VIi th t his additionlil encouragement I sai d , • I t hink 
yo.t ought to call a Washington Conf er ence similer to the one 
in 19..:1" . He said , 11The conditions t.re so different no11 t h:on 
the•· were t hen• and then he went uhet.d t.nd sketched the v.bole 
\' .. sh!ug ton Conference of 1921. 

Uuch to my surprise he seemed in a f r &me of mind t~t 
ne vould cousicer c!.lling o Disurm;.ment Confer ence. tie su.i d, 
If I cull it I r.ill have j ust ~bout h..li' u dozen countries, 

huve them meet with me and simply outline t hP situation to 
them, tell them to ad journ t o some ot her building, t ell them 
thu~ the probl em is theirs und thut they ~noulo try to liDO 
:. solution Lnd then come back bnd see 111e aguin. u The Pr esident 
St. id thut he would not make any suggestions as to bow they should 
solve their own political troubles but that he would try to iod 
start them to di scuss disarming over possi~ly a ~;ver~~~e~!~re 
on u constantly i ncr easi ng scale of redlucti~~ · the ~ajority rule ' 
suid t hat any country r efusi ng to comp Y " 
that they would upply economic boycott to t hat country. 
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I wa s dumbfounded bow rapidly I made progress with 
him, fur thermore that he see•s to have ude up his mind that 
he c ~;nnot WJe Hull or Borman T!Avie on th15 ;:roo;r=. 

It is up to me now to develop suggestions aDd keep 
giving them to M. until I can work hilll up to the point that 
he wi ll call a conference. 
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February 17, 1937 

I wolit l li t o t.,ll 'l'ti,Ylor ~ha• .1. would. see tile boy 
rrom Alcohol Tax, about whom he apoke to me last nigllt , 
if Taylor wanted me to, but he said thnt he had asked the 
boy to write t he story out tor him and t hat after he had 
r ead t he story he would then deo1de whe t her I ought to see 
t he boy or not . 

332 
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Ill rtw ef tl» ~roftd. ait~~aUon throue)lout tl» 

111nha1pp1 l'allq, all of tl» a1x 165-foot patrol boah 

are to be fttunted to t1»1r repliU' atat1ona on tl» .lt­

laz~Uo u4 QQlf coaah '117 tl» eD4 of tbla wHit. 

!be oo .. t Ouar4 foro• at preeent operatinc ill U.. 

1Unha1pp1 fioo4 sone ,...ben 22 "acoine wdh u4 25 

boah, tl» latter ope:ratiJIC 11114er tba 1-ecUate cl1roct1on 

of tl» DIOD at atcl»s, 111aa1n1pp1, el»re a ohDre oftloe 

--- -
Oooptaia ._1Ja'bve reportecl tbat Coaat Clu.ar4 boah 

t:ranQOrtecl IIPProxiaahlT 25,000 peraona to aafatT 1Ja U•• 

area betnen Loulartll• 11114 P84uoeho 

9pi!!4L 11ADI, LI!JL QO!Il)l!lQI . 

Water falliJIC at 1'1cb'bve aD4 oren 81PPI'Oaebh& 

htol»s where tJ»ra- a t.ptll of 57·3'• a rl .. of J /lOtlla 

of a fee\ odaee ;reate~. J)aptll ef 11.5' at ... 01'1-• 
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~ORRESPOND~NCE 

~nDiftUL nua 

. , L. '-• rest• 

FEDERAL. flE8CP.VC BANK 

OF' Nt:.W YCAJ.; 

04TE ··-ftl7 :lf • ..lJM' 0 

----c::. m. =· ~- wzra 
IME or •OLMD • 

h. lolua ..u.r •• a\- to4q wUb ret-ee to 4IV' 

eable 1o. 71/rr o~ FelmaaJ7 u *lib ••u wu~ the C'CI•.U• 0~ 

• 24 taoura aou... Aa tie ••vnaoll our uble• he aa14, tho ... 

teaturo ot the utpeni\e .. ...-.n wa U&a\ U wa aow aRIIJen w 

U bolara DOU.oe. I ...,U .. ~- U wa U.e U&a\ tho ........ ~ na 

IUbJ~ to a 14 liiiNr ao\1" ba~ U&a\ t.hia na M& a ... ~aatun bat 

tbat u hacl ... nat .. Sa aU ,nn.... ___ ,. 0~ the looraki'T 

ot th.e ~,... • .,.. 

he and " •• the a..Jit •~ hleoe ead " hM b.- openttac. I ,.._ 

peetod that tbe able n1 .. , •enlT b-1• the 111111 had ntaad a 

que.U.oa llla1tll .._ .. \o allta U 111penUn tha~ all pola1b111to)- ot 

• a1-cl-ltE1' ... e-11 •• eJtetnu.r. JolW. th• ...... 

wlletbu- 1\ •• oonon to atate the aaa• bnatlJ •• toUo1111 •All 

doel.UI1 1D 10ld _ .. U.adlahl;r a,oa rood.- ot aounaau... • 

I r epl1a4 that ~' 11•., w •• w be a aonoot --.:~•..-,..,. ap ~ tha\ 

I ~d pr~v w aha u...,. '>••"' Mel ..alcl 41-•~ u with~ 

'laiD the aod U..e I .,_. to ~. Joltea t.h• -aenl1 tho Sa..,._ 

Uoa, Sa ,........_ _. ~ ...- -'!a .~ Fe'ltftU'F u, after &ala •rda 

-to be •=·a .. or nl•lal,1 ~ ._ e1U.. ....-.• !Ia.,- ha1 • 

other -•• w allta, !ae aa1._ 

Ia a .. -... wa1•t .......... , I .... -uaa ot De 

lh1~•' ~ 1e1• "' ,. ••I ,. .......... • •1 "Y ._.,_ • ' P • 

Coap-v Sa •e·rr, _. 0~ tile ~ ... tut w W 4.na1MIT ...,._... M 

aot u -err= hr 7 trp ~ ......... ..._. u _. ~&led " 
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CORRESPON D ENCE o ........ • 1 .. .. • • ~. 1 w. 

~tw.r UJ 1\ nr1' te IIIIa t\ .. IU' .._. U.. tlld ala...- e1 

W., M~ .. ~ ................ 11irJAIL1 .... 
... , ';;";1;/fl-6 ftw ..-. ,_ .. sa-. ,.u .-. ... •-.. • • ,...._. sa '=a 1n1• Jlr ......... •••• .._. • -.~ .. 

u.o a.U ,..., .r M."· 
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PA.RAPBRASI OJ' SECTIONS TI'O AND THREI OJ' TELIGJWI 

HO. 230 of February 17, 1937 , troc the American Jabassy, 

Paris. 

I visited the Paris manager of the National City 

Banlt at noon today. His franc deposita he said bad de­

clined below their level as of September 25. He understood 

t he same condition prevai led in other Paris-American Banke. 

The financial situation of the Goveru.ent is considered 

quite serious by thie banker. lL&turing Treasury billa and 

national defense b onds, he said, are being turned i n for 

cash rather than being renewed. The past few days a 

private broker has been visiti ng Nat iona l City, Guaranty, 

and Morgans seeking t heir subscription to abort term 

paper of the Treasury. Tll.e 'gankera were told by the broker 

that he was doing this under direct instructions of the 

liiniatry of F1Dance, which wae endeavoring to raise troa 

six to nine billion france in thia way. 

The above-aentioned incident is the first such type 

of eol1o1t1ng that the bas bse11. eXPeriuoed by the Part e­
have been 

American benke. Proteet.la&de by A.eer1oan bankera to 

t he Bank of France against the latter'• refusa1 

d18ccWlt paper which was tbouaht by the bellkers 

tore-

to deserve 

consideration under usual rulsl, and which covered bona­

fide o~eroia1 transactions. They were aet by the reply 

that they should go to the Wili1Btry ~ J'i»AAB 1f the 

deoisiOD of tM Balik of France did Aot ple&se th-. 

-
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The contact which I haTe on the BO\U'Be was inforaed 

today by a repreeentaUTe of the 8&nlt of I ndo-Chill& that 

the pereon who heade that insti tution, p~ Baudoin, haa 

definUely accephcl ( 1) Labeyrie ae GoTernor of the Bank 

of France pr~idecl this may be considered aa a te~~porary 

appointment and that he is not thereby precluded f r oa 

returning to the position he f or111erly held. FUrther111ore, 

it is understood tba.t Slit Baudoin ie i n favor of changing 

the poUoy penalising the hol den of go lcl and also in fuor 
alaout 

of t.aecliate stabilization at/the preeent leTel. !here 

is increaaing circulation of opinion in regard to the 

Red tendenciee of L&beyrie, ae reflected in the political 

cmfuaion whioh he has created in t he Bank and by hil 

outspoken cond.a.nation of the t heory and practice of pri­

Tate prcrt11oa and intereet. 

Should Baudoin ..S take the poet at the Bank of France 

this apparently would indieate the likelihood of a chan&• 

in the monetary and. financial policiew of the G~ern-

ment and it lllight concaiTably inTolYe the incorporation 

in the cabinet of one or aore co~erYatiTe ad.Yiaere ~ the 

Reyn&lld or C&illaux school. Auriol would be a oet likely 

to be repl &eecl by one of theae. 

DD liJ:88AGJ:. 

BULL I!! 

J:A:HJ':Ln 
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STRICTLY OOliJIDIBTIAL . 
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Rueff hlephoned me again t ollight regarding the 

posaib111ty of a loan by a French public body suoh a 8 

the Oity of Par1a or the Credit roncier on the American 
maJ~;~&:et deepite the discouraging nature of the peraonal 

opiniona which I bad expressed to him :U.onday at the 

:U.inistry of Finance. (reported in .,. telegram J o. 211 

of February 15, 1937, 5 p.m.) The request was made of 
me by Rueff as to whether I waa willing to c onvey t o my 

Government the inquiry if it objected to the French 

Government &eking the .American Attorney General for a 

decieion in regard t o the flotation in the United Statea 

of a French loan of the &bare-mentioned kind. To ae 

it se-d preferable that any requeat of this t7)1e in­

volving c onsideration of a borrowing propol&l by a body 
which waa seeking to secure a ruling that ita operationa 

did not fall wi thin the terms of the Johnaon .Aot should 

be made by the bankere acti~ for that bo¢1 rather than 

handled. aa a •tter between the Gonrnach. Xcoordingly 

I told Rueff that it aeemed beat t o ae that the bantere 

i n liD Jew York Jte:rwaUyeyhdlrtsTPstpy a&ke the inquiriea, 

which abould be put before the appropriate Waabington 

autboritiea. When Rueff epoke of :U.organa, I a&id that 

P&rker Gilbert therein or ecae meaber of the llorpn banlclq 

inati tutioae 
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instituti on• would know bow t o deal with such •attera. 

I was t old by Rueff that the J'renoh would 1U~ed1ately 

beg.i::. t c :::.:lke 1nq~o~lri ea of the aboYe-mentioned kind. 

In thia regard I shOUld add that along in Deo•ber, 

I was told by Dean Jay, Parh Morgan partner, that be had 

made a n effort t o discourage the J'r enob when they as keel 

him about the poea1b111ty of borrowing in the Uni t ed States. 

Even if a French loan llllould not be ruled out by the J ohnaon 

.lot, he eaid hie firm could not envisage any change f or an 

operation of any size on the market in the United States. 

In a great emergency, a Yery small sum mi.ght oonoa1Yably 

be obtained t hrough an American financial institution 

pasaing on French seouri t ies to BOlle of i te correapondant 

banke. But in the oircwsatanoea which then obt ained , there 

COuld be no euooe sa for a public offering. In January 

when I waa in Wallhington I reported that earlier in the 

month the Parle Nati onal Bank bad been approached on the 

same eubJ eot by Rueff. The latter had been told t hat 

Wew Tort b&d reported it bad no •appeti te for continental 

aeouritiea1 • 

The t e legr ... which I sent t hie wHk, including •:r 
• o . 230 of today, haYe pictured the deaperate f inancial 

aiiuation wbioh the ~erllll&nt ia now in. In -:r ain4, U 

ie certain that aey fund& that mipt be obtainecl thrOI&&h 

an operation abroad by any of the J'renob bodiea in 

question would go t o the J'rcob Treaau.ry direot. Tile 

Loll40a 
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Lolld.on loan ill ~e uae of the rrenoh raUwaye u h&e golle 

to the etabilhaiion twu1 of rranoe. !he Bank of rruoe 

gold 1e eeour1ty tor thie oredit, and on Mollday, while 

I wae at the Bank, it wae requeeted to eh1p gold t o the 

B&nlt ot J:llgl&D4 ill Lolldoll thie week to the au:1aw. that 
the J'renoh oan handle. 

D D 10:8~ 

BIUIH • 

• 

U:D/ Lft 

Regraded Uclassified



RB 

Secretary of State 

Washington . 

75, ebruary 17, 7 p . m. 

GRAY 

London 

Dated February 17, 1937 

Rec 'd 3:20 p . m. 

FOR TREJ.;:,1JRY PROLI BU·l'T"R "IORTR. 

This a f ternoon the Chance.lor of the Exchequer opened 

the two day debate which will tal:e place on rearmament 

expenditure . His speech was primarily of a political 

character and one felt that he wus speaking as much as the 

proapectl.ve frlme Minister as the present? Chancellor of the 

~xchoquer . He particularly emphasized the need for the 

expenditure and indicated that if the situation either 

i mproved or deteriorated the amount (now set at 1,500,000,000 

pounds for the five years per~od) would be decreased or 

increased. He defended his prOi>Osal to obtain authority 

to borrow up to 400, 000, 000 pounda on the basis (one) that 

the tax payer will in any case bear currently three fourths 

or the ex >enditure ; (two) that an increase in taxation 

ouff icient to cover the totol expenditure would be dis­

astrously crippling . Chamberlain indicated that he wo uld 

speak again late tonight answering at that t1me technical 

financial 
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financial questions . 

Le J:>orcy, Acting French 1-' i nancial Attache, who has 

just r e turned from period of consultation in Paris, said 

that Blum and his Cabinet were now fully aware of the 

importance of the financial problem and were coming to 

the realization of the necessity of attacki ng not the 

sympt oms such as speculative activity but the cause, 

nemely, lac!: of confidence . lie had found a definite 

lnte~tion to attempt t o hold prices and to curb ex-

ceaSlve expenditure . He also w<l s given t he impr ess i on 

that the Fr ench authorities were moving towards the 

ostablish.ne<lt of a free gold marke t i!l Parts which would 

ln reality mean the abandonment of the penal regul ations 

on both gold hoarding and funds abroad (rumor has it that 

Bandouin has made this a sine qua non of hi s acceptance 

of the :Oank of France post) , 

Lo ~·orcy referred to his previous assurance that 

the French authorities hod no intention at the present 

342 

time of lowering the val ue o~ the franc and sa i d t hat this 

still held good although a change might at a l ater date be 

mude and he intimated that thor e was strong backi ng for the 

r1 1t l~vel tho value of the franc 1doa of fi xing at a de n e ~ 

on tho 
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on t ho ground that French psychology required such a step if 

confidence was to be restored. 

Lo rorcy did not attempt to minimize the dangers in 

the situ~ tion although hu hod some hope that if the con­

ttm~loted measures were acted upon quickly the forces or 

economic rccov~ry ln France mi ght posalbly win their race 

over thoso making for financi al det~rioration. 

ATHF.R'l'Ol' 

CSB 
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Secr~tary of State 

\'la~hington , 

230, •'ebruary 17, 6 p . m. 

'"'R 0!.1 ()(; CilR :..: • 

344 . ~ 

GRAY 

Paris 

Dated February 17, 1937 

Rec 'd 4 :20 p. m. 

Total for ei15n trarle of ?r •.::~ce tor January increased 

by 1 , 875,000, 000 francs . Imports up 1,305 , 000, 000 and 

ox,,orts up 5 70, 000, 000. Unfavorable trade balance f or 

January .~ , 546,000 , 000 compared with 1,376, 000, 000 for 

preceding month and 811, 000,000 for Jnnuar y 1936 , 

Governnent recently stre,3ed that substantial de­

crease in withdrawals of savings reflected returning 

confidence and upturn in economic activity. Deposita 

in postal savings banks for December 587,000, 000 francs 

and withdrawals 589,000,000 . Deposits 1n pri vate savings 

banks first fifteen days of !o'obruary 164, 000, 000 francs 

withdrawals 61 , 000, 000. 

Government is worki ng on legislation to check rise 

in prices and to punish i nfrir gement of present regula-

tions perti~ent thereto . 
Paris exchange market t oday fa i rly sl ow although 

Bank of Prance 
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RB -2~/230, Februarw 17 6 t , , p . m. rom 
Paria 

Bank of France yielded conAin~~Ahle sterling t~is sftcr­

noon . hentes opened 2 francs up and closed with gains 

of from 1 . 40 to 1 . 80, Observers inclined to attribute 

s •.r ens th of rentes to: ( 1) renewed rumors that Labeyrie 

would be rc?laced by Baudoin, (2) goss i p that Auriol would 

resign , (3) report that French monetary poli cy would be 

altere~ , ( 4) press story that Uni ted States is likely to 

take drastic measures to chock influx of capital, (5) 

rumor that franc mi ght be doCinitely stabilized and, (6) 

rucnor of !:reek between Co1nmunists and Radical Soci alists . 

Toward end of Bourse session an official denial of any 

contenpla1:0d change in Ministry or in Government policy 

was issued . (~ S~CTION 0~) 

BULL ITT 

• 
CSB 
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dlAJr: 
H. :.t. 
Cochran: 

Hl.IJr : 

C: 

BiO:Jr: 

C: 

H!lJr: 

C: 

l:!UJr : 

C: 

HMJr: 

C: 

!lllJr: 

C: 

H»Jr: 

C: 

H11Jr: 

C: 

H:.!Jr: 

C: 

Can you hear me? 

Yes, very well. 

Thursday 
February 18, 1937 
12: 35 p . JI. 

34S 

Fine - well now, I got your cable . 

Yes 

In - with refer ence t o t hat speci al question put 
up to you by tbat man. 

Yes 

And, there ' s nothing we can answer him. 

Well, I didn' t expect an answer. I just wanted to 
let you know that it was going through. 

I understand . Well, now - but I wanted to tell you -
see? 

Yes 

- that, - in the first place it's what you call an 
" if" question, you know? 

Yes 

"If" they do so and so what would we do, see? 

Yes 

Well, tbe answer is tbat until it's put up to us we 
have no answer. 

Yes 

And then, - but I can tell you that i f it is put up 
t o us 

Yes 

_ they • re going to get no encouragement· 

Tbat•s wbat I tried to let them know. I went prettJ 
far tbat first day. 

R!iJr : Yes 
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HJJJr : 

c: 
HJ.!Jr : 

C: 

!UIJr: 

C: 

m.Jr : 

C: 

H!JJr: 

C: 

BI.!Jr: 

C: 

HllJr: 

C: 

BlUr : 

C: 

HNJr : 

C: 

HMJr : 

C: 

HllJr: 

-2-

As you saw in ray telegram 

Yes 

I mean I tried to discourage the whole thing. 

Yes 

But they ' re just grasping at straws now. 

Yes , well , it ' s unfortunate, but I 'm afraid that 
under the law t here ' s nothing that we can do. 

Well, t hat is ray conviction. 

Yes Well , I wanted t o tell you that rather than 
to attempt to put it in a cable . 

347 

Yes, yes - Then I shan' t cable on it any more . It's 
up to them t o work through their bankers . 

' Well , - work through any channels that they have. 

What ' s tbat? 

Yes , I mean, ther e ' s nothing tbat you can do offi cially 
t o help them. 

Oh, no no -

That ' s right. 

And I didn 't want it to come up offici ally, -

- between Governments . 

That's right. I t ' s - pnder the law we Just can' t 
help them. 

Yes - that W&s ray suggestion . 

Right 
I hoped! can discourage them from it on Monday, but 
theyl re trying it anyway. 

Oh, they're going to go ahead with it? 

They _ I a ean, last night indicated that they are 
going to try to go ahead w1 th the inquiry · 

You s~, they are or they are not? 
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BJIJr : 

c: 
BJIJr: 

C: 

IUIJr: 

C: 

!!UJr : 

C: 

IUIJr : 

C: 

H!AJr: 

C: 

HllJr : 

c: 
BIIJr : 

C: 

Hl.!Jr: 

C: 

H!AJr: 

C: 

f!MJr : 

C: 

IUIJr: 

C: 

They are. 

They are? 

Yes 

All right. 

Yes, yes 

-3-

Well, that ' s their privilege. 

You were here the l ast time that happened. 

Yes 

And you know how I handl ed that . 

Surely 

Well, we feel exactly the same. 

Yes, yes 

See? 

Surely 

348 

So the situation on t hi s side hasn ' t changed one iota . 

Yes, fine . 

How are you? 

Quite ul right. I'• getting into things again now. 

Good 
And, today things went a little better -

Yes 

There was sort of a heavy demand for a while -

Yes 
_ t or sterling. And Just now, though, I talked to 
our friend at the bank, fiYe ainutas ago. 

Yea 

Hello? 
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IJJAJr: 

C: 

ll!.iJr : 

C: 

!GJJr: 

C: 

HUJr: 

C: 

BliJr: 

C: 

!il.IJ'r : 

C: 

BllJr : 

C: 

IIIIJr: 

C: 

I:!MJr: 

C: 

BlUr: 

C: 
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Yes 

And he said that sterling was being offer ed r ather 
heavily b.r outside people. 

I see . 

The rate dropped from 105 . 13 t o 105.1Q!. 

Yes 

That ' s purely political . 

I s ee . 

From these r umors , you see? 

Yes 

About the prospective change at the bank or 1n t he 
Cabinet. 

Yes 

And he told me t hat, while the man a t the bank is 
probab ly doomed to go 

Yes 

- that it looks now as if he will not go as long as 
our other fri end is in the IUnistry or Finance. 

I see . 

And it looks like t he Pr emier is going to hold on 
to that man. 

I see . 

So, while the situation is t ense 

Yes 
I don ' t think t here i s going to be an immediate 
climax or crisis . 

You do not? 

I do not think so . 
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HI!Jr: 
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HIJJr: 

C: 

HllJr: 

C: 

BMJr: 

C: 

HMJr: 

C: 

Hl.IJr: 

C: 

IWJr : 

C: 

HJIJr: 

C: 

B!AJr: 

C: 

H!.IJr : 

C: 

-s-

All right. 

And they ' re trying to get some sort of a loan in 
Amsterdam for the telegraph office or one of these 
other bodies, you see? 

I see. 

And , my chief is coming over to your side, leaving 
here the twenty-fifth. 

Yes - For his vacation? 

No, the man across the street from you -

Yes 

- said that be wanted t o see him. 

I see. 

I don ' t know whether it was purely involuntary or 
wb!.t, but anyway, he 1 s going to stay just two weeks . 

I see. 

So he ' ll sail the twenty-fifth. 

All right. 

350 

Everything is going well here and I am trying to r;et 
around to see a variety of people to keep you 
informed. 

Thank you very much. 

But, one second 

Yes 

.. 
Do you want to say anything t o the Ambassador - be jus t 
came in t his minute. 

I'd l ove tol 
I say , ur . Bullitt just came in my room as I was talk1nc. 

I'd love to srq bello to hi•· 
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Bullitta 

BHJr : 

B: 

RllJr: 

B: 

rutJr: 

B: 

HIIJr: 

B: 

ffilJr: 

B: 

c lllAJr: 

B: 

mtJ r : 

B: 

l!llJr: 

B: 

HllJr: 

B: 

li!'iJr: 

B: 

Hello, Henry • 

Hello, Bill 

-6-

Bow are you , my boy? 

I see you 're coming over to see us. 

351 

You bet I am. I ' ll be back there on about the fourth . 

Good! 

How is life moving? 

Oh, on t his side everything is going along very well . 
Not - we ' re a little bit more peacefUl . 

Yes - Henry , 

Yes 

Are you going to get your bil l through the Senate? 
The SUpreme Court Bill - ? 

tun I - rtq Bill? 

Yes, a r e you going to get the Supreme Court Bill 
through the Senate? 

Oh, I think so. 

You do? That's good. 

Yes, I think so. 

That ' s fine. Well, God bless you, boy, see you soon. 

All right. 

Good luck. 

Goodbye 

Goodbye. 
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PARTIAL PARAPIIUSZ or TELZOIWI UOZITID 

FROM: Allier ioan J:llbassy , Paris, rranoe 

DATE: february 18, 1937 , 6 p .a. 

(0. : 33'7 J'ROM COCHIWf 

etateae~ of Bank of rranoe as of February 13 allowed 

no change in gold basia holdings or in aclY8llcea t o the 

GoYeraaent. Changes in other iteaa not significant with 

coverage 56.31 Yeraus 55.01. 

Rentes today opened one franc down but later repined 

yesterday 1 • level a w1 th soae going 25 oenUaea abo••· 

Gossip oontinues that B&udoin is to succeed Labeyr1e in the 

t.ted1ate future but tbere 1a l e u tellt of po .. ible abift 

i n the Cabinet. 

rrenoh Parliaaent continue• to work on golcl olauee 

leg18laUon. Preas reporte Senate COE!Ii Uee on COIIIIDeroe 

baa decided to study the question of world distribut ion 

of raw aateri&la w1'h relation to Oeraan colonial deaancl.a. 

Introduction of f1110al identity oard in J'r8lloe 18 being 

delayecl. poa.aly until May. 

Offioer in charge of Guaranty Trust of paris vieited 

ae yeaterday ..,ening. Thia officer pYa aa inforaaUon quite 

sillilar to tbat pro.idecl. by the •auonel City re the rrenoh 

banking and f inancial aitu&Uon, which waa incorporated 1a 

.,. telesraa • o. 3!0 of February 1'7, 193'7, 6 p ·•· I waa t ol.4 

by thh officer that belief that the rrenoh will 110011 def-

1nitel)' at&bilile ia beooaing eo fir& aaong oertdn uauall)' 

we11 inforaed IP-latora that they are selline aterl iaC 

f orwarcl 
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forward and buying French rentaa. 

Ietherland bua1neaa oonneotiona except tbat with Phillip& 

with a view to deToting all of hie tiae to his dutiee 

at the BIS, aa resident officer in charge, 

It ia eaid that Sir Otto Iiemeyer ia willing to accept 

the chairunahip of the board pr ovided by so d oing he will 

not haTe to giTe up other pod tione which he now holde -

it ie preau.ed thia 1nclud88 11emberohip on the Leaaua•a 

Financial Ooamittea - and pro.ided he will not be o~ligated 

to attend BTary meeting of the BIS, Effort is just now being 

made by Italian and French central bankers to influence 

drafting by BIS ata~f of a reaolution t o be considered at 

the director ' a meeting 1n Waroh regardiDg the chairmanehip 

of the BIS. The Italians and the rrenoh are anxioua to 

guarantee t b& t the poai tion r otate between all foundinc 

centr al banka, while it i s said t he Britiah are leea in­

clined toward haTing it this way. 

on Konday while I was t alking w1 th Oariguel he Bald that 

the Bank of Franca had 1n~or11ed the Kinietry of J'inanoa that 

the .f.llerioan propoai t1 on for transfer of earmarked gold be­

t ween club m811bare on reciprocal bade na aooaptabla to t he 

Bank of rranoa. My oontaot wae not certain whether ther e 

would be a handling charge of one quarhr per cant if the 

BaDk of rranca tranefarred, for e:u..ple, aome gold held 
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MR. 01.1i'li.UII' 

ID re1 IDteratote Coaaerce C~oaion Re~rt -
Undhtrl bl!hd lrot1t1 .,.o:r 

I biTe DO\ tld u .. , due t o 1117 1lln .. a l aat ..... k , t o , re­
l)a H • lltaOftllha 41aeuuiQ& t o datoll t be oonu ota. or t ile Cam­
••hllon• • ~roi)Oaed let\er t o t ne ? r .. i hDt, 

llueh Ot i t do .. DOt &0 t O \41 , ..,M of t be l .. llltlal l .. UI I 
~d will not be t oo d l t t lcuit t o eDeWer. Tbe one aurprtae 1~ tt 
11 t he ... ter1al oo P•s•• rour ~od r t•• wntch l n41cetla &ami tn­
ronaai oonteet bet ... n Ill orrtoiel o r t be c~t••too and . ,..one 
l n Lesl aletiou and Regul~tiooa DlTlaloo • bile t bo re~n waa i n 
prooeaa or pr eparet l on, I •1• ed Mr. Lu1 t o f i nd out wnat be 
could about the eatter, t or their loqutrtea oeoer cnme t o my own 
nor Mr, Lua-'1 1tteotton. A~pnreotly , aomeoce 414 t o! • t o Nr , 
Ad••• A .. Utaot !!Mel, end Al\orne)' MUohall •=• :!l>ot ht egO , hut 
t hey ho•• only t he Tague~\ r eoollaotton or ·~•t tba t nqutrte1 ware 
or what .. 1 .. 14, Heao1, we do oot kao• oow olo•el y t he at ntameut 
oa P• &• tt•• l e to the raou. No oo~y or t he Di rector' a .,..,. ...... _ 
dua ot Oct ober 21 , 19S6, t o t he Let 1tl• t1Ta DlYlllon t o which ref or­
eaoe 11 • • 4• at t he t op or P•s• rtTI 11 e~pencled t o t he &bOYe lot­
t ar hi t he ru •• 

1\ 1a ot Tioue t llet , lf \!Ia at&t •eat oo ~"f:• t1Te 11 true, ba• judf)leat woe 1:.0wa ~,. -eon t n rallht t o aeo the tmport u e• 
ot t ne 1aeu•• about t o be r.t1ed bJ teo Conateot Ga ADd 1oat ~t l a& 
tt<ot t be .... uer be cleared rol"'IAllJ t broual> \ he S.orotary . But 
t hll dOll cot abevlTa t he C~iaalon rroo !o1lur• t o appr eciate 
t ba 1"5'roprhty or IP .. kl"ll • • l t 414 oa • mattn ol eucb 1apon­
..... t o t he Dep~aeot wttbout cl•eztng lt with t he bead or t bl 

Depart-t. 

Al«IJ'tll l / lJJ/3'P 
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B!.!Jr: 
a. 11. 
Cochran: 

Bb!Jr: 

C: 

B!JJr: 

C: 

BIIJr: 

C: 

1J11Jr: 

C: 

BMJr: 

C: 

Bl!Jr: 

C: 

IDIJr: 

C: 

BMJr: 

C: 

BllJr: 

C: 

Can you hear me? 

Yes, very wel l. 

Thursday 
February 18, 1937 
12 : 35 p.m. 

Fine - well now, I got your cable. 

Yes 

306 

In - with r eference to that special question put 
up to you by that man. 

Yes 

And, there's nothing we can answer him. 

Well, I didn't expect an answer . I Just wanted to 
let you ,;now tha t it was going through. 

I understand. Well , now -
see? 

Yes 

but I wanted to tell you -

- that, - in the first place it 's what you call an 
"if" question, you know? 

Yes 

"If" they do so and so what would we do, see? 

Yes 

Well, the answer is tha t until it's put up to us we 
have no answer. 

Yes 

~nd then, - but I can tell you that if it is put up 
to us -

Yes 

- they 're going to get no encouragement. 

That's what I tried to let them know. I went pretty 
far that first day . 

BllJr: Yes 
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As you s aw in ~ t elegram 

Yes 

I mean I tried to discourage the 'A'hole thing. 

Yes 

But they ' re just grasping at str aws now. 

Yes, well , i t 1 s unfortunate, but I'm afraid t hat 
under the law there's nothing t ha t we can do. 

Well, that is ~ conviction . 

Yes Well, I wanted to tell you that rather than 
to attempt to put it in a cable. 

Yes, yes - 4hen I shan ' t cable on it any mor e . It's 
up to them to work t hrough their bankers. 

Well , - work through any channels t hat they have . 

What 's that? 

Yes , I mean, there ' s nothing thet you can do officially 
t o help them . 

Oh, no no - find I didn ' t want it to come up offici ally-

That 's right . 

- between Governments. 

That ' s right . It's - under the law we just can't 
help them. 

Yes - that was ~ suggestion. 

right 

I hoped I can discourage them from i t on Monday , but 
they 're trying it anyway . 

Oh, they're going to go ahead with it? 

They _ I mean, last night i ndicated that they are 
going t o try t o go ahead with the inquiry. 

You sat, they are or they e re not? 
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The)' are. 

They are? 

Yes 

- .3 -

All right. Well, t hat ' s their privilege. 

Yes, yes 

You w~re here t he last time that happened. 

Yes 

And you know how I handled that. 

Surel)' 

WI ell, we feel exactly the same. 

Yes, yes 

See? 

Surely 

So the situation on this side hasn ' t changed one iota . 

Yes, fine. 

liow are you? 

C(u1te all right. I 'm getting into things again now. 

Good 

And, today things went a little better -

Yes 

There was sort of a heavy demand for a while 

Yes 

_ for sterling. And just now, though, I talked to 
our friend at the bank, five minutes ago. 

Yes 

Bello? 
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Yes 

And be said that sterling was being offered rather 
heavily by outside people. 

I see . 

The rate dropped from 105.13 to 105 . 10!. 

Yes 

That's purely political. 

I see. 

From these rumors, you see? 

Yes 

About the prospective change at the bank or in the 
Cabinet . 

Yes 

And he told me that, while the man at tbe bank is 
probably doomed to go 

Yes 

- that it l ooks now ~ s if he will not go as long as 
our other friend is in the Ministry of Finance. 

I see. 

And it looks like the Premier is going to bold on 
to that man. 

I see . 

So, while the situation is tense 

Yes 

I don't think there is going to 'be an immediate 
climax or crisis . 

You do not? 

I do not ~ so. 
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All right. 

And t hey 're trying to set some sort of a loan in 
Amsterdam f or tbe telegraph office or one or these 
other bodies, you see? 

I see. 

And, my chief is coming over to your side, leaving 
here the twenty-fifth . 

Yes - For his vocation? 

No, the man across the street from you 

Yes 

- said tlla t be wanted to see h1m. 

I see. 

I don 't AnOW whether it was purely involuntary or 
what, but anyway, he 1 s going to stay just two weeks. 

I see. 

So he'll sail the twenty-fifth. 

All right. 

Everytb.:ing is going well here and I am trying to get 
around to s ee a variety or people t o kee' you 
informed . 

Thank you very much . 

But, one s econd 

Yes 

Do you want to s ay anything to the Ambassador - be just 
came in this minute . 

I •d love to I 

I sey, Ur . Bullltt just came in my 

I' d love to say bello t o him. 

Fine 

Regraded Uclassified



( 

Wm. 
Bullitt: 

RllJr: 

B: 

IU&Jr: 

B: 

HliiJr : 

8 : 

IDIJr: 

B: 

HI&Jr: 

B: 

HYJr: 

B: 

IWJr: 

B: 

fiiiJr: 

B: 

liliJr: 

B: 

H!lJr: 

B: 

391 

-6-

Hello, Henry. 

Hello, BJ 11 

How are you, my boy? 

I see you're coming over t o see us. 

You bet I am . I'll be back there on about the fourth. 

Good! 

How is life moving? 

Oh, on this side everything 1s going along very well. 
Not - we•re a little bit more peaceful. 

Yes - Henry, 

Yes 

Are you going to get your bill through the Senate? 
The Supreme Court Bill - ? 

Am I - my Bill? 

Yes, are you going tog et the Supreme Court Bill 
tnrough the Senate? 

Oh, I tbi.nk so. 

You do? That 's good. 

Yes, I think so. 

That's fine. Well, God bless you, boy, see you soon. 

All right. 

Good luck. 

Goodbye. 

Goodbye. 
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Bello 

Hello, Ur . Secretary 

How are you? 

Thursday 
February 18, 1937 
12: 50 p.m. 

get down there and see you 

Yes 

- some ' time 1n t h e next day or two. 

VI ell, is it about Joe l'lolf? 

Well, it might have something to do with that. 

Yes, well, the reason I'm calling i s t his . I ' ve 
been called away from Washington unexpectedly . 
And I've got t o go tonight for two days . And if 
it 1 s about Joe Vlolf I can tell you just \\'here it 
stands . And t hen next week I 1d be delighted to 
se e you. 

Yes , well that will be al l right. 

Well , the Presi dent t alked to me about Mr. 1'/olf 
and he has it in mind 

Yes 

Now •nat's happened i s , Mr. Farley's gone a'l'!ll)' 
for ' t en days and he's asked us. not t o do anything 
about it until he get s back. 

Yes 

Now that ' s the st atus . 

Yes 

See? 

Now, when will you be back? 

Oh, I'll be back here Konday . 

Yes 

392 
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Or Tuesda.y 

Well, I'll give you a ring then, next week. 

Will you do that? 

Yes 

I
1ll be delighted to see you any time, but, if 

you just Will understand I I didn't know 
that I 1m going to have to leave town tonight for two days . 

Yes, all r ight, thank you very much. 

Thank you 

393 
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H!!Jr: 
Treas , 
Oper ntor: 

HMJr: 

T . 0 . : 

H!IJr : 

T . 0 . : 

Hello 

Thursday 
February 18, 1937 
12152 p.l!l . 

334 

Chairman Landis ' Office on the l ine - she says that 
she understood that you were Rll to eo to Secrete-~; 
Hull 's office at three o'clock. 

No, they ' re to meet here first at t wo-thirty . 

To meet here first at t \To-th1rty? 

That ' s right. 

Ri ght, I 111 tell her. 
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lS r.bruar,r, 1937 
II p. •· 

Mlrr CRUJP l'UB6'IOJ8 II liQOD tpt 

Coaat !Nard llllllll.l boat toreaa were concomtratecl. on 

the •"Dill& ot r.brllalT 17th 1D the l"e«ion ot Deer Part< , 

LouiaiaD&, where cl.anpr ot bre~ 1n leYee a:roae. 

COaat OUa:r4 force at pre .. nt oparat1n& 1n the 

W1aa1aa1pp1 tloocl. oona auabera 22 oeasolng unito aDd 

25 boata, the latter ope:ratins under the 1aeed1ate d1-

:raot1on ot the DIOKI at Watches, W1aa1ao1pp1, where a 

aho:ra ott1n an4 co....,.1cat1on center 1a be1n& aa1nta1n-

QIJIJ!H, WmJ! LliRL COBDI!IO!! 

Depth 52·7' at Vicltaburl, a :r1 .. ot 1/lotb foot 

a inca 7estardq; 57. 5 ' at llatobes and :r111n&; 18. S' at 

11 .... O:rlaana, a :rlae ot 3/lotba a foot a1110• .raata:rdq. 
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TREASURY-FEDERAL RESERVE-S. E.C. GROUP ON 
RESTRICTION OF FOREIGN CAPITAL INFLOW February 18, 1937 

2:30 P.!.!. 

Present: 

:lag ill: 

:lliphont: 

Magill : 

Oliphant : 

H. I.! .Jr: 

Oliphant: 

llrs Klotz 
r.lr. Oliphant 
Mr. Megill 
Mr . Haas 
Mr. Taylor 
!!r . Eccles 
Mr . Landis 

As I understand it, the legal staff r etired and 
considered precisely how such a proVision might 
be formulated. 

I discussed the matter with lawyers from Helvering ' s 
shop. What ' s that man's name? 

Secrist. 

Secrist, who actually administers this matter of 
taxing foreigners. But addressing myself to this 
question: Would it be possible to frame E. s tatute 
reasonably satisf actory both us a matter of statu­
tory workmanship and from the standpoint of admin­
istration, which would give a refund to long time 
inves tors? And the concensus of opinion was tha t, 
while the problem is a difficult one, it was feasible 
to do so, and much more feasible i f Me for the present 
took some date and s awed it off; for instance, January 
1 , 1936 - if you owned your security before t ha t time, 
you would be entitled to a refund. If you did that 
for the present r a ther than making it a moving period 
of two years or three years •• • • 

I don't follow you, Her man. I don't follow you. 
I mean t ha t last·thing. 

Yes . Well , people are to get refunds , under this 
plan, if they are relatively permanent investors in 
this country . Now, you either have a rule tha t for 
a particular taxable year you must have held that 
security, say, t nree years, in order to be entitled 
to o refund, or you could put in the s tatute and say 
that people will not be entitled to a refund as to a 
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part icular s ecurity unless they owned it bought 1 
on or before January 1, 1936. ' t, 

V nn rnoa ..... _ ..., the~ t h e --- ---·· • - · • an • rom tho: Jt.y t.h.,y bought it, 
going back , say, two years? 

Yes . And t hat would, of course - i f it were in 
oper ation long enough, i t would soon £et antiquated. 
But since the problem is not a permanent problem and 
could be changed from year to year as legislation -
w~ll, that tends to ge t you into det ail, ooesn • t i t? 
Tne answer is tnat, while difficult, it i s feasible 
to develop such legislation. 

·,'/ell, that• s wha t he asked you to study yester day? 

(Nods yes) 

Gosh, I hope we don 1 t do that . I thought in dec i ding 
on this bill now it was because it was a thing tha t 
could be done very quickly because it was relatively 
simple and it woulo be recognized that it would likely 
be minor in dealing with the important problem of 
capital imports for speculation; that a o1ithhold i ng 
tax, whether t \venty percent or thirty percent , would 
not be a sufficient de t errent to stop the speculator 
who is desirous of a capital gain. !low, if we propose 
now only this withholding tax, leavlng discretionary 
~ower according to a certain criterion, end then 
making a lot of exceptions for the purpose of refunding •. 

Just one exception. 

Nell, one exception then . The one exception would be 
the time of the purchase . If t here is an exception, 
that seems to me not to be very equitable, because the 
people who are the best able and ·11ho have profited the 
most by recovery are those who purchased these secur­
ities, a s many of them did , in ' 34 and ' 35 and •36, 
and therefore if they have a right to a refund because 
they hel d them prior to present prices, they are not 
psying their equitable proportion of the cost or our 
recovery and the benefits that they have derived from 
it. I mean there is that equitable argument there. 

It see.ms to me that the real ob jection the State 
Department seems to be mak~ng to this proposal • ••• 
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May I interrupt you Just one minute . When Mr. 
Hull comes in, he may not have seen that sheet 
that we gave the President of one page . 

3S8 

May I volunteer a suggestion: that if when Mr. 
Hull came in the situation of capital movements 
were described to him and he •~rere asked what he 
thinks we could do about it for the time being 
it would be better than if we started ;rith anything 
that looked like •••• 

I know, but he hasn't seen this and this i s all 
condensed . 

I'm Just r aising the question do you want t o s t art 
with the problem or start with your solution? 

Well, I'm only - what do you think, Landis? 

In dealing with l&r . Rull , you mean? 

Yes. 

I think we ought to d eal with him on the basis of 
the present suggestion. Why I think tha t is that 
this has a tendency to confuse t he issue, and if 
you admit the d esirability of this drawback i dea 
for long term investment, you destroy the whole 
basis of your argument for equality . 

\Vell , Berman didn't mean that . 

You state what I mean. 

~hat he meant was this: that it'd be better 1n deal­
ing with Kr . Bull to describe to him briefly the 
problem t hat we are confronted with . That is, what 
is this "hot" money situation that we are trying to 
deal with? Why are we trying to do anything about 
it? And then come along and after t he first fifteen 
minutes say , "Now, we •ve thought about this and we •ve 
thought about that and something else, and this out­
line here indicates ••.•• 

Oh yes, I think • •• 

••• that our bes t thought i s a long • •. 
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As a f i rst step . 

I t hink unquestionably that is the way to present it. 

Let' s pr esent the problem first. 

He ought to have the background as to why this is 
bei ng proposed . 

I think one of Dr. Feis ' s difficulties bas been he 
ha sn• t seen ho.7 serious the problem is t hll t we are 
trying to find a solution for . 

Unfortunately, it's been referred to as the •hot• 
money problem, and we 1 re not really concerned with 
"hot" money. 

l'lell, l et's - one person ought to present it. I'm 
not tha t person. I mean how do you want to do it? 

I think that is for you to determine . 

No , I mean • . • Do you want to present i t ? 

I ' ll do my best . 

What? 

Yes . 

Vlell, just - I mean bow would you like to do it? 

Well, I thi.nk the way it ought to be presented is 
this: First, the significance of foreign movements 
into this country, the problem or why they are 
coming to this country; just some general sugges­
t ions as to why they come here. The question of 
how to deal with them . The discrimi natory situation 
as it exi sts today in tnis country ; t hat is, oiscrim­
ination in favor of the alien. The var ious methods 
of doi ng s o . l'he di fficulties of cer tain approaches, 
such as the capital gains approach and the transfer 
tax approach. And the immedi ate desirabili ty of 
doing something now end the possibili ty of moving 
immedi ately to correct one situation, which can be 
done at the present time. 
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Well, why don't you present it and tben when it 
c~mes to the particular plan let Magill pick up 
toe ball there? How would thot be? 

I'll do my best. 

What? Is tbat all r i ght with you (Eccles)? 

400 

It ' s all right with me . I think that the order of 
presenting it should be •••.• He is particularly 
interested in this : the effect upon the countries 
of the world, see - losing this capital . They can 
buy less wheat, they can buy less cotton. I t 
doesn't help his foreign trade picture, beceuse if 
t hey put capital over here in our securities, it 
depresses their own picture of France today, and 
England, needing its own capital possibly . So that 
we are really not working against the interests, 
generally speaking, of those countries . 

All right . Then the effect upon us, who don't need 
the capital; that it comes in, it adds to our bank 
deposits ; it costs the Government money by having to 
sterilize the gold, bod increases its debt; it in­
creases - creates a speculative market that is not 
representative of 8 true conditi on of va lues of 
recovery necessarily; und then, there is of course 
always the danger of that money being taken out 
through sale of securities at a time Nhen we least 
need or desire that it be t &ken out . It seems to me 
that that is the se~uence of the thing, isn' t it? 

(Nods yes) 

The only suggestion I might make in presenting it -
I don't think I'd be apologetic about the fore i gn 
f i eld . I'd let them bring that up . I mean I think 
I'd present it as 8 positive thing . 

Yes , don•t raise any question about it . 

Yes, I wouldn ' t apologize or try to excuse anything . 

Apologetic along what line? 

Well I mean Marriner s t arted in by saying, •By 
letting this money come we are taking it away from 
the cotton and the wheat. " I mean I wouldn' t start 
off by trying to get him thinking along those l i nes. 
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I mean if he says, "'llell, it's going to hurt 
trade treaties,• then I think it would be ti my 
enough. me 

401 

You mean hol d out the b est argument until the • •• 

I mean I ' m in pretty f as t company here and I just 
don ' t know. I just wonder 1f we don' t want to just 
state the case and t hen 1f he begins to argue and 
s ay , •Well, this may hurt my trade treaties n t hen 
bring that up . I don't know. ' 

~bat we are doing i s not against his trade trea ties . 

I wouldn't undertake to tell Bull wha t his problems 
are . 

That's exactly what I had in mind . 

Oh, I wouldn ' t bring in the trade treaties there . 

The monetary aspect of it. 

You' re really not horming the foreign countries by 
doing this . 

lolay I s ay this : The i dea I•m trying to get acr oss -
to illustrate, if we spent an hour with Feis describ­
ing capital movements and its consequences, etc ., so 
toat he got a very Aeen appr eciation that her e i s a 
very live picture, and then had spent 30 mlnutes -
we•d have been better off doing it the other way 
around . Be didn ' t get a keen appreci ati on. 

I thought he was sitting in conference . 

He had a representa tive, but he wa sn' t here . 

I think what you ' ve got to say for them is this, 
because Mr . Bull is terribly hot and bothered about 
the trade treaty legislation and he 's having a lot of 
trouble. I thlnk he ' s been concentr ating on that and 
hasn't had time to pick this thlng up, any more than 
I have had time to pick up Henry Wallace ' s sugar s tuff. 
I just refused to be pulled 1n on it; I can ' t do my 
homework on it . 
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The r ea son I ' d Just 1 
~~=~e-ii ~at~~rkthana:om=~~~Yh;;;m~~~i~r~~s~l~= 
mor e as a ~~nt now how you are , but I look a t you 
with t he St t .rD~l , because \Ye have :;c m~r,;,• differences 

a e apartment a ll the t i me and I don't 
imagine tha t you do. I mean that your paths don ' t 
cross. 

Oh, our paths cross . 

Oh, do you? I mean I was just suggesting t hat 
possibly it m.ight t as te a little sweeter - I don•t 
know . But we ar e all here to pitch i n. I don ' t 
expect very much trouble . I mean I 've always found 
he s t ands up for what he believes, but - I mean he ' s 
always v ery polite about i t. 

With refer ence to this t hing tha t Her man was dis­
cussi ng, th.is proposal for a tax r efund, my personal 
vie1v is that I would sooner see a flc. t w1 t hholding 
t ax, ba se it on equ.ity pretty l argely, which would 
meet most of the Sta t e Department question . 

I di dn't mean to infer f r om wha t J. sa i d about the 
difficulty tha t it •:;ould t&ke us long t o be r eady 
with t hat . .;e •d be r eady to di scuss it with Beeman 
and Parker in a very short time . 

I would say 1f it i sn1 t going to b e just a plain 
simple tax tha t i f you bs seu it on •••. As r got the 
t nought of the President yesterday, if there would be 
a justifica tion for a flat t~x, if it was in line 
with what other governments charged Americans , then 
we could Justify an increase on ttu<t ba sis tha t the 
State Department or nobody else could seri ously 
obJect to . But the discret ionary provisi on , of 
course, was t he thing th&t r aised the difficulty . 

Of course, you might think of i t in terms, Marriner -
in terms of wha t they would charge Americans if they 
were confronted with a like influx of capital . That 
is what we a re no t trying t o do . We are trying to 
control t he movemen t of capital . And our equi ty 
argument won • t last v ary long do.m on the Hill. 

Then if we do that, we shouldn't make these drawback 
exceptions . Tha t's the point. I ' m for the flexi ble 
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provision just as it is, but when we begin to et 
to the equitable aspect of it, then I'm not fo~ it 
If we can treat it as it is Nithout dealing with the 
que~tion of ~he equitable aspect . all ri£ht. r r w~ 
cant , if were going to make exceptions-because 
of equitable situations , then I say l et ' s go to the 
flat t2x a nd deal with 1t purely as an equitable 
matter End not as a legislation to d eal with a capital 
import problem, except jus t incidentally . 

iVe had a meeting her e this morning . I can't t alk 
for Taylor, but I think ~ith the exception - I 
don' t know, may have changed . Or I'll just put it 
this way, that t alking for myself after talking 
with you people, we ht> ve pretty well come to the 
conclusion tha t i f we can't have this t hing on a 
flexible basis I don't knoN whether we want to go 
up end ask f or it o t all . 

I agree wi th you. 

We have pretty near come t o that ba sis, because if 
you just increa se it from ten to t wenty and l eave it 
fla t, why, what 1 s the use of going through a ll the 
energy, going up on the Ifill , and all the rest of 
the stuff? 

This is my position . If se can ' t put i t through 
about like i t is, wi th the chance to go to t hirty 
percent, the flexible basis, tnen I s ay I ' m against 
doing anything un t il we are prep&red to meet this 
whole problem. Let 1 s t ake further time to s tudy it. 
uet's decide what we can do about the capital gains 
t ax on stocks , or on the transfer tax, and defer any 
action a t t his time until - for another month or two 
months, until we can actually pr epare a program to 
deal 1n finality with t his problem . 

But I want to tell you thi s : that we here in the 
Treasury will not deal with the capital gains thing 
unless we deal with it domes tically , and there is a 
very good chance ther e isn' t going to be any tax 
bill . r want you to know tha t . Marriner, did you 
get what I said? 

Yes, I got it. But of course, this is a separate 
problem . 
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~ know, but we cannot deal with a capital gains . 
lie are not prepar ed . We are in an untenable posi­
tion if we open up capital gains on for eigners and 
at the same t ime don't handle our own. I dnnt t know 
whether you go along with me or no t , Landis, or ••• 

Well , I go a long with you on that. I don ' t see ho';... 
you could handl e capital gains - the whole question 
would be popped, If you say, •Impossi ble- a capitol 
gains tax on foreigners," then you' ll have all these 
fellows like King and hi s crew; they'll say, "Why 
do you have a capital gains tax at home? The thing 
is bad, ought to be done away with . " Then you are 
immediately in a •cat-c.nti-dog" fight of the toughest 
kind on tha t capital gains propos! tion. \VIlethcr you 
want to take that on i s not ~ business to suggest. 

"ell, we • re not ready to take it on . l.nd I also \Ycnt 
to say that there is a fifty- fifty chance there wi ll 
be no tax bill at all this year , so I don't •~ant 
Eccles or somebody to say , "Well .•.. " - I mean I 'Nont 
to make t he Treasury position absolutely clear . There ' s 
a fifty-fifty - I don ' t think I ' m over- or understa ting 
it, do you, Magill or Oliphant, when I say there is a 
fifty - fifty chance of no tax bill, see? 

Other t han the extension of the excise taxes . 

Oh yes. ::ell, I don't consider that as taxes . When 
I mean taxes I mean grief . I mean with the exception 
of tnat . 
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INTIR O P'P'ICa COM .. U NICATION 

NE:h!OlWiJXIJ.! OF TilE DAY 1G ACU'llTIES 
FOR FEBRUARY 18th 

••n FebrUAry 18,1937 

•• Secretary Vorsenthau 

1. Taxation of non-reaident aliena 

~ oonter enoea tod&y on thia subject havo a l ready been 
reporte d to you or you have attended them. Attor 1t1r . Oliphant and I 
lett you thia mo~g. we disouaaed with aovoral mombora of hie atarr 
tho adminiotrativo feasibility of rotunda ot aomo portion of the 
taxea on dividendi and interest , to t oreip>.era who have hold our 
eeouritioa for oome ti."!llt, It •• decided that although thoro were 
aorioua diffioultiee , legialation could ~robebly bo drawn ~oh would 
be practicable . lo!r. llano and l:r . llhl.te expressed serious doubt aa 
to the d esirability or any auoh refundo on the grounda that the t oroe 
ot tho ~ole pr oposal would be seriously crippled or defeated. It 
ms a t;reed that ltlr . Oliphant • s staff would undertake the preparation 
of a pr ovieion for r otunda to forei&nera who have hel d their invest­
menta for a long period1 and that :Jr . l!aaa and ltlr . Ylhito ....,uld prepare 
" brief statement or the objections to t.!Mnding our original propoaal 
in thia rege.rd. 

I requested Kr. Oliphant to aaaign one or t110 good mol:ll>era ot 
hie etatt' to work on a plan for the taution of transfers of otock to 
and from non.-reaident a liena. The propoaal could bo associated with 
a tax on capital gaina or tho t,., could be kept separate • .... -. 

I neglected to report to you yesterday II aubatanee of '1111 eo,.. 
terence nth Dr . JN.rgeu . Attached hareto 1e a mooorandum of hia com­
menta and alao a momorandum aummo.ridng the conference with llr. Eoclea . 

2 . Sugar tax 

Mr. Eoolee told me e.tter this afternoon' a oontoronoe that he 
would like to diaouaa the augar tax with me 111hen it......, before .,. , 
I told him that I knew nothing about it u yet, but I ahould bo glad 

to got the beoJcuound rroa him. 

Attachment& 
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Dear Dootor l'eiaa 

' • 
February 18, 1937. 

I beU..,.e tbat your le tter or FebruaJ7 

17, 1937, oorreotly --.rhee your e>q~reNJ.o11.1 in 

our OODteruoe ot February 16, 1937, reprd.illi the 

a ttl tlaiSe or tbe Depart.Dt ot Stete. 

1l'e 8bould be bapP7 to e4rtM you ot UJ7 

tla1;1U'e -tiAI• which ~~q be held b7 reprueuteu .... 

or the tbrM acenoi .. , clireoted by the PrMi dllllt to 

·t~ the probl-. 

Dootor w r.u, 
~tot Stete, 
... , .. ,., D. c. 

Sincerely, ill 
cl) RODif'll Ua& 

jSil!l~ 

IJDder Secreterr ot the Treuury. 
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!be leantlu7 of nate -. ntbori...S • to -r1n tile unap.. 
lttlllie ftiell - ti_ .. 1a npN to wriou altaaUou ., _, ~' 
Ut-eel~ 1a \loa d.tlt. tM w opoeed et.~ ~t ~t!.= : ;r.ll::bla 
to tbe ,_ ~ftli lilr rt .. deat .U.u~ tr- AMri-. .-r1u ... 

IQwmld v. t.U.da!& altlaUou ari .. , tile Depe.rt!MDt woald ...... _ 
, ., 4ee1 d.Ua u... .. - '• ... fort.lu 

(1) It, oo oppean ulilteq, tiM llepart.D\ abould t. NqU .. ted to 
ap~ beton ~\teeo or ColliN•• to 41-• W• propoae1, 1\ w111 
a\ote 1\o optn'• til&\ \be •tter it aot one prlaor1l:r ..S.Uaa tile field 
of 1\o ooUoa or ratpoadliU1tF u4 \berefor. boa ao pn-\tUoa to 
ltOb bet- V. eoJII"Ni-1 oo;ui \teet, 

(2) !ba\ J4 u 1a bwq-U:r clooe, tile 1ttt.truW CG:>al\\Me or 
Coac:rNo refer \.be propaMd lecitloU'ft oba.apo to 1\ b:r let\er fW eoo> ••to V. ~\will l.W\ 1\t _, to tbe trMt;:r pt.•• of tho 
tabJ..t.. 

(3) IIIMNld tw Sp r•- te •* pro\to\t or -.ioeU.. or 
the obuaet.. ..-!.,..'liMa tiM p-\ l ecitl eUoa .. euoted, 1\ w1ll 
wu•U \beN 1 toou-.t to tiM !roa1N1"7 tor tiM toraul&Uoa of tiM 

~-
I v-un V.\ ~ arruoc-tt an .. u.rootoey to t.11e ~· 

It :r- baw.., tw'her ngM'Uou to u b in nprd to Uah • ''-• 
p1 w• ... .-\ IIIH1\o'- '- .... Ua. oloDc• 

I .- -... latoftell to tile _\nT, Ulo\ tile tnot;:r u­
pee\ of V. -Jell\ will be t.U:a _.. of in \be - 41..,..... e\ 
7Nt..dq"a -u.c, to wU, 'tv V. _...,or aa aap\ioa f« ob-
11pt1ou v.'.., • ..... e ,.._ tnoU••· . 

!be ~\ 1a oppraoia\ift of \!Ia opporl>mit;r Ulo\ boa too.-· ... or .. ~ 1\.alf iatOI'Md of deftl.o~\o in""'-:;. 
'-• Ollld will owra .. ote 8 tathr oppor\lait;:r 1a tiM _, \be\ tw 
oou- d 1d lie rt- _ ..... \iett. 

It I eq 7D-• 
( Me d) llol'toorl ,.. 
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!!EETING WI TH SECRETARY BULL ON 
RESTRICTION OF FOREIGN CAPITAL INFLO\~ 

February 18, 1937 
3 : 00 P. l.l . 

Prl!sent : 

Hull : 

Fels : 

H.!J . Jr: 

Hull : 

H. :.t .Jr : 

Hull : 

H • ..! . Jr: 

Hull : 

H. !.! . Jr : 

Mr . Hull 
Mrs Klotz 
Mr . Feis 
1A.r . Oliphant 
Mr . Magill 
Mr. Haas 
Mr . Taylor 
Mr . Eccles 
Mr. Landis 

It ' s a ver y tempti ng thing to propose an exchange 
of some personnel between the two Dep~rtments when 
I come over here . I can ' t - I'm r estr &ined from 
sayl ng much on account of Fel s being along wi th me . 

Jus t as Ylell for everybody, 1.!r . Secretary . 

What do you want to swap Feis f or? 

Well , I 1 ve t alked too much already . 

!Jo you want a ca t cher or a runner? 

(Hear ty laughter) 

Well, I ' m glad you people heve no more problems on 
hand than you have . 

Uon' t know jus t how to take t hat. I ' m always glad 
that you think there is less ~ublicity - the chance 
for publi city - in the Tr easury than there is 1n 
the State Department. 

Well , we 're mighty close-mouthed over there, and 
we have thirty or forty f ellows who make their living 
just tramping around in those corridors and putting 
out things to the country. I thought i t would save 
you folks any bother about that . 

Well, I apprecia t e your comi ng very much. Now, I 
think i f one of these gentlemen might explain to you 
what we have 1n mind, end then you interrupt just as 
y ou feel like 1t. 
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Yes . If I may just make this remark, we can oppre­
ciate your difficu l ties to a more or l ess posi t ive 
extent, and have some i deas Lbout them; end v:ithout 
going too f ar into thP mo>r 1 ~s 0 r + >-o~ .• .... ! •. - .. 
into another phase thot hit~ us: ·;.:~;;:' s~c .. ,~ .. h=v~"'~ur 
difficulties, which I hope ln the proper spirit we can 
ca rry along with you gentlemen and l et us do the 
best we can {bout it . ' 

l·e~ l , . I think it i s possi ble for us to obtain our 
en~s without ~:mbarrassing you, ~>nd ttu:t• s o\"h!>t we •a 
liKe to have ~ caance to explain to you, ~nu ~e • ll 
do it briefly as possible . 

It wi ll be awful l y interest ing . 

I think I eight per haps open the di scussion of this 
probl em, becruse it h&s concerned our outfit just as 
much a s it ' s concerned ~ny other outfit. 

We have been wa tc11ing f or quite some t i me tht< cupHal 
inflow from !< brood into this country, which moves 
prima rily int o our security markets . It jumped up 
enor mously l ast f all, still has been on t he s t eady 
increase, and hus had r~ther abnoro~l increases i n 
the l ast t wo months . 

Some aspects of th<. t f l o"N are particularly inter ezting. 
First, th£t it is in lurie measure of ~ speculLtive 
character . .·.e cbn juJgc thr t by we t cniilb the total 
balance , the t o t a l &mount of sales and purcil&ses of 
our securities, ~nd tncn comparing t~t xith the net 
inventory chonge us ~ r esult of t hose changes . 

'l'ha t capital lnflo:v i nto this country in the fi eld 
of American s ecurities see~s primarily due to obvious 
things abroad . Namely, the di sturbed condi tion of 
the European countries ; also, the f act t hat t heir 
security markets a re out of l ine - much more out of 
line wi tb any r " tional p1•ices than are ours in this 
country . 

Of course, that r aises problems for us . It r Dl ses 
problems oerhaps of ma jor importance for Ur . Eccl es 
and his group and for the Secretary of t he Treasury 
and his group . It aeons , of course, the f l ow of gold 
into tbis country, with its consequent increase of 
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bank deposits and t~e cost to the Government involved 
in that by the required sterilization of that gold . 
In our security markets it means the introduction 
of - well , approximately two billion dollars of funds 
wl Llllu e very short periou or time, until we have 
something in the way of ei ght billions invested in 
American securities in this country . 

The problems there oon•t show any tendency to decrease; 
I mean the tendency i s r ather one of increase than 
otherwise . In examining that problem, methods of deal­
ing with it have been suggested . The field thnt has 
been most thoroughly canvassed is t he tax field . In 
considering tnat, Ne are struck with rather an extra­
ordinary situation of o.~iscrimillat1on against our own 
nationals in the t ax field . 7/e find, for example, 
t hat the alien - the non-res ident alien and people 
in his category are not subject to the capital gains 
tax in the way in which our nationals are subject t o 
that, therefore permitting - giving an edge to them 
to speculate in our securities which we deny to our 
own nationals . 

Now, tha t relates to all classes of investors from 
abroad, does it? 

Yes, a ll classes of invest ors except those tha t ere 
resident her e or that we can reach through the fact 
of being res ident in this country. 

we find also this to be true: that fro~ the ordinary 
standpoint of taxation there i s a discrimination too 
against our nati onals . The withholding tax on inter­
est payments and dividends runs £bout - runs ten 
percent as agains t the alien • . With reference to 
our own nationals, of course , the t ax starts on a 
four percent basis but it has a progressive effect, 
so that according to the Treasury figures , if one 
would tfy and draw a rough generalization bet1veen 
this progressive tax on our nationals and the straight 
withholding tax upon foreigners , the figure would be 
more in the neighborhood of twenty percent than the 
existing ten percent. 

The withholding tax, of course, is a gross 
on gross income r ather than net , isn' t it? 

tax - tax 
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Nhereos the other i t i the assembling of 1
5 8 r ctly a net tax based upon a 1 the capital. 

Well, of course t he ali ' th woul d give the ~et en s o er transactl on A thAt. 
residence . And the~r~ra~~~~eledfatththe pl ace of his not b d d , ur er , there would 
th e i ~any e ucti ons which would be a ttributed t o 

th
ese

1 
ems like dividends and interest on which 

e w thholding is made . ' 

I was 
ment . 
gross 

asking the question os much as making a s t a te­
It is practically a gross tax - tax on his 

income, isn ' t it? 

Well , it is, yes, in one sense; that is, the with­
holdi ng is from the gross amount or dividends or 
i nter est which ore pay&bl e to him . 

He get s no deductions or abatements or exemptions. 

No, not here . 

And pays on the gross amount from this country. 

But, a s you doubtles s know, we have the same situati on 
for instance, among our own s ta tes . ' 

Yes . 

Exactly the same condition exi sts t here . nnd I think 
the general t heory is tha t he should get t he deduc­
tions in the place of his aomicile rather t hen in the 
place in Nhich his income has the source, if there are 
the two pl aces . 

Well, to go ahead with the examination of t he field 
and see what possible r emedi es t here are thot would 
deal wi th this s itua tion, a s we view it, both to the 
good of our own country and to the good of t he world 
generally. 

We canvassed very car efully the application of the 
capital gains t ax so as to bring equality of treatment 
with r eference to t ha t t ax as between nationals and 
non-resident ali ens, and we find t ha t t here are enor­
mous difficulties in working that thing out adminis­
tratively . You can r eadi ly ap~reciate that when you 
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recognize that maey of' th t in this count ese r ansf'ers never occur 
Despite tha t Ji~t T~~~u:~e ~~an~f'ers made abr oad . 
that result~ rr ' ' e ncrease in capitol 
~!~~1~broad~ is ;~ ~n~~~~;~ch~~i~~ ~;~~1~~~ ~=~~;;Y 
1 

an en erprise ot home, and in justice that 
ncrea~e ought to bear the burden of' t axati on just 

h
as muc as an increase occurring from a transfer 

ere in this country. · 

The difficulty of' the approach through the capital 
gains tax has been the administrative approach 
Idealistically, I suppose it might be desirabl~ 
to look at it from that s t andpoint . Further more 
I t hink the general judgment is t hat there is an ' 
i mmediacy in the present situation · I think Ur 
Eccles particularly is disturbed about that f'r~m 
his angle; frankly , I am disturb~d about it from 
t he standpoint of the increasing speculative activ­
ity that has been showing in the market over the 
past two months . 

May I - you don't rnind if I interrupt you as we go 
along. 

No, not at all . 

Just so I can understand a little more fully, is it 
your primary purpose to curb this situation or to 
i mpose these taxes, or both? 

The primary purpose, I should say, is to curb the 
situation. But if you find tha t one cause for the 
s ituati on resul ts in a favorable t reatment t hat is 
accorded which from a broad s t andpoint seems not t o 
have any justification, at least that deserves to be 
cured, even though it may not cure the entire s itua­
tion. Other measures may be necessary, but that one 
way of movement seems to be free of diffic ulti es that 
might be present i n another method of attacking the 
situation. 

The r esult of t hat examinati on in the capital gains 
t ax, I think, brought us t o the realization that 1f 
we want something to b e iDIIDediately done with the 
problem, we can't use the capital gains t ax route. 
Nor did we feel that the imposition of a transfer 
tax on stocks, directed agains t aliens as such, was 
8 very desirable solution to the problem. I t bad 
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a spects of discrimination, beside aspects of dif­
ficulties of administration. 

On the ~ther hand, we ll r<> now adminis t ering ::1 
withhol aing t ax, and an increase i n the r a tes of 
that wi thholdi ng t ax seemed to us not to cr eate 
administrative - new auministr a tive difficulties 
~hey are already present; the Tr easury has already 
worked out the method of administr a tion there . And 
from a - generally, from a ltgislative standpoint 
it seemed easy t o attack it in t hat way . 1 

Therefore, the Judgment or the group here was t hat 
1f ;;e wanted to attack tha t thing i m:ned i ately, and 
there was a desire to a ttack it immedi ately, the 
best way would be to move towards increas ing the 
rates on the withholding taxes imposed on non-resident 
aliens . 

May I ask a question? Would 1t be possible tog et ot 
these s peculators from rbr oad by making their udmission 
to the stock market - require them as ~ condition 
precedent t o entering, their appearance - make those 
transfer s within our tax Jurisdiction? 

That raises the type of administrative problem that 
has really balked us for the time being in t he 
administr ation of the capital gains tax: the diffi­
culty of f indin& the beneficial 01mership beneat h 
transfers of this character. It raises that problem. 
It means that you have to constantly watch a transfer 
day by day in order to discover when the i ndivi dual 
that you are after enter s into the picture . 

I was just ~ondering if you haven't got sufficient 
basis t her e - sufficient evidence of the accumulation 
of taxable income t o r equire some kind of safeguarding 
by these for eign speculator s in the way of a prelim­
inary showing . I t seems to me - not my business to 
suggest · I wouldn't venture to do that - but I Just 
inqui re 1 whet her ther e couldn' t be an avenue of ap­
proach from that angle to t his · 

You mean before ••. . • •.• 

The speculator who gets in here a nd avoids the capital 
gains tax and a voiasall t axes, pr actically . They 
practically avoid this t en percent tax, it i s so 
d ifficult . 
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;~~~oi~ that difficulty even with reference t o the 
lt ing tax, but I think you increase thct diffi-

cu Y enormously when you think in terms of tr i 
tO deal With the 1ncl1v1duvl t"anon~H~., •r "UCl ng t 
s~mekbarrier up as against th~ f~~;lg~~r--;c~ui~lntthe 
s oc in the first ins tance . I don ' t think there is 
anybody here that doesn ' t recognize the deficiencies 
that are present with reference to t he present scheme 
It doesn't attack the speculator as such; it attacks ' 
him indirectly, because the burden of that tax falls 
equally as against tne person who is & day-by-day 
trader and as against the person who holds and has 
held the security over o period of time . But, con­
trariwise, that person today - t .. e long tero investor, 
foreign investor in this country, bas an undue pref er­
ence and therefore to attack him is not di scriminctory · 
a t least, as it seems to me . ' 

Further more, one further device thBt we have in mind 
as a cure against the speculator is to give the 
President himself a discretioMry power, l'lithin 
certain limits - r ather , u flexible power •.vi thin cer­
tain limits, to elevate th~t t ax r a te. I mean - the 
thought was to t hirty percent ~ t the most - between 
ten percent, the existing rate, and thirty percent . 
As such, we of course have to consi der the legisla­
tive pr oblem that would be raised Yli th reference to 
the grant of flexible power else10here in the field 
of taxation; but 1t seemed p~orticularly easy to get 
that flexible grant in this field , where you are 
dealing in pbrt with &n instrument of policy in the 
foreig n field , Nbere delegation to the Executive is a 
common tradition. 

The flexible power admitt edly has some difficulty of 
justificati on on the gr ound purely of equality of 
treatment between aliens end nationals in this coun­
t ry . Yet, from the standpoint of being a di scouraging 
threat t owards the speculator - its liability f rom the 
f ormer standpoint seemed less than i ts asset from the 
latter s t andpoint . In fact, I think we feel r ather 
clearly that unless some discretionary power is in­
volved there, the mere roising of the withholding t ax 
from ten, we ' ll say, to twenty percent, possesses not 
too great a virtue. It may be enough, and ytlt we have 
some doubts about that without the di scretionary power, 
inasmuch as this i s a moving problem from da,y t o day 
and has to be handled as such . 
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Whic~ ~o:mtries are chi efl,y r epresent ed her e do 
you n IlK, in t hese groups - three groups , t~o or 
three gr oups of inve~tment s over her e? The Bri t i sh 
and Fr ench? 

Wf ll, englana i tself possesses tne largest c~ount 
o invest ment 1n t hi s country . Perhaps the mos t 
quic~-moving co~tries , as I s ee taem, are the Dutch 
in this f i e l d ana also the Fr ench s r e r ather -.u1ck­
movinu . The t i s , I think if you try to measure 
s peculative activity, the speculative ac t ivity per­
haps omons t he Dutch i s gr eo t.er i n r a tlo t o t heir 
change i n inventory posi t i on than t hat amonr the 
English, b ut the "'llbliSh i s r.. gr eater volume . 

Uay I ask a -.ues t i on Just for informction? How i s 
i t you can get at the fellow who r eceives a ,.ivi dend 
on o thous~nd shares of United States Steel end yet 
can ' t get Lt s capital g~in that be oi ght oc.ke by 
selli ng the t housc.nd shares of St eel? What is t he 
point tha t makes one thing f easible and the other 
not f easible? I Just don ' t •• • 

I t hink Her man Oliphont could answer t ha t easily . 
But t he fir st t hing t h8 t occurs to me i s t hiS: t hat 
i n gett ing at the fellow who receives a t housand 
dollars as d i vi dends on United States Steel, you 
only nave to look at tile source of t.>u.t, whcrces 1f 
you ere ge t ting a t the fellow who bFs bought a hun­
a r ed snar es of Steel and sold it the nex t day, and 
bought a hundr ed shares and sola 1 t the next cay , 
you ar e constant l y - every day, every hour, you bre 
trying t o f ind where t he O.'lner sbip of tbut i s , and 
tha t r aises an adminis trative probl em t ha t can be 
stepped up in intensity to almost any level . 

:lell, I must Jus t say at t hi s s t age t hvt even 1f 1t 
was f easible, we don' t wnnt t o r aise t he question of 
capita l gains t ax a t thiS time, because Ne feel t ha t 
we can' t r a i se i t for the f orei gners without r Li sing 
i t tor our own citizens, &rxl .. e are no t pr epared to 
r a i se 1t aomes tically . I'd l ike to just t ake a 
minute t o expLai n . We have an unders t andi ng with 
Har rison and Doughton a t this time t ha t , with t he 
exception of t he possible ext ension of the miscel­
laneous t axes in toto , we won' t consi aer a tax bill 
until after t he 15t h of Mar ch, and ther e iS a 

' 
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fifty-fifty percent likelihood that we will have 
no tax bi ll this year of a ny kind . So we couldn• t 
very well rdse this capital gains tax for foreigners 
without opening U;J the '.".'hole tc.x field of our own 
and they a r e not prepared to do that at this time: 

And that is another reason why 1ve wanted to use an 
excuse, a r eason for hurrying this thing . we have 
a financing on the 15th of Uarcb and- I don ' t know 
if it's been pointed out to you- under the second 
Liberty Loan Act forei&ners holding United States 
Government securities are free from 6ll taxes on 
the income received f r om such a source . 

That NilS put on back there, was it, to bolster up 
the value of our securities - back following the 
War? 

Facilitate their sale . 

And we thought that we could go to the Bill and 
say , 11IIow, we like this legislati on but we have to 
have it before the 15th of March so t hat the secur­
ity we sell on thD t dn te will not continue to - the 
foreigners who buy tha t will not continue to enjoy 
that privilege . " As you knoVI, we •ve got to have 
some kind of excuse these days to get anything 
through in a hurry. I jus t wanted to gi ve you that 
lighting, background, as to where our tax bill and 
tax legislation stands . 

Well , we've whittled down our own exemptions on 
interest from Federal securities to a little nothing, 
haven ' t we? It used to be five thousand dollars 
flat exemption plus a surtox only . What have we 
got now? 

Well , I t hink the bulk of them is free from normal 
tax, sub ject to surtaxes . 

The same as it used to be, except the fi ve thousand 
i s str icken out . 

The five thousand is still in. 

Then it' s still - it ' s surtaxes plus an exemption 
of five thousand dollars . 
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~~led fromndthe normal exemption up to f ive thousand 
0 ars, a then subject to surtaxes . 

Hell, thAt' s what it ' s been ell 

What I think might be desirable in order to a r e­
ciate our problem here - I have tr ied to givep~t 
from the angle of security control - is that per haps 
Mr. Eccles could give something of a broader picture 
of it than I can give , from the angle of the effect 
upon gold r eserves in this country . 

Yes, thank you . This proposed increase of the fla t 
tax from ten to twenty percent - have you any estimate 
a s t o the reletive proportion of the long term invest­
ments and tne bank deposits and the s~eculations all 
from abr oad, tha t tnis tHenty percent - how it w~uld 
hit each of t hose three groups? 

Mr . Haas could give that . 

Let ' s see, there are some r ough es t i mates , Mr . 
Secretar y, on the total amount of foreign inves tments 
in this country - as you know, somewhere between 
seven and ei ght billion dollars . Of t hat amount , 
about three and a hall' billi on i s estimated to be 
in securities of one form or another, s t ocks and 
bonds . I don ' t r ecall offhand the other breakdown. 
I think there ' s about u billion and a half es timated 
in bank balances and the r est of it i s in di r ect 
investments, in plant s . And then there are some 
other miscellaneous items in there to make up tha t 
total . But just how tha t is t axed - this withholding 
t ax would oper a te, would be withheld from all income 
deri ved from these investments, whether i t i s divi­
dends, interest, r ents , or royalties. 

Yes . I imagine - just imagine tha t you could ge t 
at the income from these long term investments in 
this country more fully than you could ge t at the 
profits or income from either - certainly the 
speculations and the stock marke t . I don't know 
how it is about the bank deposit situation. 

If I understand wha t you mean, it i s easi er to get 
at t he l onger t er m fixed investment income then it 
is to the i ncome otherwise derived. I think you•re 

right . 
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I ~as trying to see wha t group of this f oreign 
capital in here this v.ould hit principally ' or 
whether it would hit a ll three groups in somewhat 
relative proportion. 

y;ell, you see, i t would hi t t he specul&tor because 
his costs for carrying a position in thi s country 
are inc reased as a r esult of that t ax. It hits 
him. It perhaps doesn ' t hit him a s s everely as Ne 
would like it to hit him. Now , I think &not her 
thing that is admittedly true is that in large 
measure one is working in t he dark on this matter · 
we don ' t know how much of a pressure i s sufficie~t 
to bring about an appr opriate deterrent to the spec­
ulator in t his country that one wants . 

Jus t how • •• Then you tcke short term investments· 
do t hey grow principally out or owners of monuy ~nd 
credit abroad who are scared and l ooking - who are 
hunting for hiding pl aces? 

I don ' t think in the short t erm field that is so . 
From tho standpoint of bank deposits in this country, 
there a re a grea t many bank deposits here which are 
not drawing interest, which mus t be simply t he flight 
of capital because t hey are scared abroad . It is 
not a speculative venture; it is based upon the desire 
f or safety r ather t han any thing else . .Ut h r eference 
to your outs t anding good short term obligations , I 
suppose the same thing would be true . Whether tha t 
would be t r ue with reference to short term obligations 
of a speculative character, of wnich ~uite n few 
exist - I doubt tha t and I would imagine tnat the 
specula tive influence 1vould be nt work there too . 

Now was some other gentleman going to say something? 
• 0 

I was thi~ing that you (l:.ccles) might Just bring 
out the significance of this problem from your 
s tandpoint . 
I think ?.lr. Landis has covered t he s i tuation very 
well and quite fully. Very little that I can add to 
i t except to say that foreign capital co~ing to this 
co~try adds to the increase of bank deposits; bank 
deposits a t the present time ere about two billion 
dollars in excess of wha t we had in 1929 . They are 
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of sufficient amount tha t, given the velocity of 
the turnover of 1 29, we could support a national 
income at the 1929 price level of about ninety 
billion dollars . 

We can control - ut least, can influence the domestic 
creation of bank deposits. Bank deposits domestically, 
of course, are created by domestic credit, bank credit; 
whereas deposits that are created as a result of gold 
imports - we exercise no control over their creati on. 
It may be coming at o time, as we think it is, ·t~hen 
it is undesirable, and it may go out at a time when 
it is the least desirable to lose it. Therefore they 
accentuate the domestic credit control problem. The 
problem of the Reserve Board has been greatly mini­
mized as the result of the gold sterilization. 

How much of that is sterilized now, approxi mately? 

What's that, a hundr ed and some odd million? 

160 or 170 million. 

It only went into effect in December . That prevents 
those •••• 

172. 

It prevents t hat gold from adding to the excess bank 
reserves, .•.. 

Yes 

which create - when added to the reserves the 
p~~blem is of course greatly increased, b~caus~ ~pon 
each dollar of reserves the amount of creait t a 

~l~nt~=~et~h~aaens~~~rrf~:!~~~c~::::~~~~~~~:!~e~~~~ieim 
em. ! d long a s gold is com ng 

of financing that cost . An s~here is always an 
in, gold is being sf~~i~~~~~ss looking to the indef-
element of dang~r ~ getting ~ut into the credit 
inite future, o ose da er today so long as the 
mechanism . There is no ngbecause the Treasury end 
present situation prevails, icture of the problem 
ourselves have a very ~l~~r ~o that we have no concern 
and an understanding 0 ' 
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about t hi s sterilized gold eetting into t he bonking 
system and creating an inflationary situation 
unless Congress should do something about it,'which 
is not likely at t his time a t least . ::e .vould much 
prefer to not have the gold here, ~here it is not 
needed . 

tlow, we of course ar e indirect ly i nterested in the 
produc tion prices , as they are closely rela ted to 
the problem of domestic credit control . And to 
the extent tn:.t these funds come in . . .. And H' titey 
were used for the purpose of buying domestic - of 
producing and giving employment to t he market e t 
this particular st age, lL •. ould possibly be nclpful. 
But to the extent th£ t t hey create fictitious price 
levels by going into the speculative channels, either 
commodity futures- I mean c omaodity specull tor or 
stocK speculation, they tend to upset the ~uilibrium 
of an orderlY recovery . The withdrawal of them would 
of course tend to accentuate the declines . 

That is the problem a s ~1e see it and that 11e are 
interested in. 

Naturnlly 11e desir e to work 'Ni th you gentlemen and 
try t o work with you just as you underta~e to recip­
r ocat e w! t ll us , arui I think E.ltogetber we ~et tlong 
very well. ;1e are trying to ease :.long - nove been 
trying t o ease along with r espect to this situation 
and cause a minimum of bother to you folks in w~t­
ever you have in mind to do . 

Naturally I get some very earnest pl eas from out­
standing people about tba i dea of seemi ngly qontra­
aic t ing our commercial policy ns it r ealtes to 
inter nntional commerce Dnd trade . 

I t hink for instance, if we take the tax pnase of 
t 1 ' I can understand bow you' d :.rant to from 
b~s~i~~point gather from those taxes rrom £br o&d 
their f ull and equitable shore at least, if not more . 
Well , that's one proposition . 

ti f the extent t o which you can use t he 
The qu~~ do~oocurb this copital - these inter national 
t ax me o 1 what gives us some concern. 
capital movemeinttsbi~ some months ago we negotiated a 
For ins t ance, 
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tax a rrangement IY i th Canada under which e~och of 
our countr i es - a t l east nl . 
inst ead of t his ten perce~~ ~h ~ ~~~:efive percent 
which is t o be r aised to t wen tva • now and 

b 
n, AT' C~n. J. , T d" " ' t 

remem er who star t ed that . • -- - - ·· 

\"/ell , under t his - 1f t his went througn this 
wouldn ' t interfere with your Canadian t~eaty . 

No , I kno.v it wouldn 1 t. But whll t I am coming to 
is tha t every week, und so~etimes more fre~uently 
':e a re struggling to inoucc other countries to ' 
r emove d iscriminati on cgains t us . Re nave tried it 
in every f or m, end if they can find any ground or 
plausible pr etext to plead tha t we are doing some­
t hing similar, t nen t hey stop right in the middle 
of the r oad . 

For inst ance, you take this situation. I haven ' t 
worked it out . I know - don 1 t .tno.? whether I could 
a t this t ime or not ; I could a t one time, but that ' s 
beyond me • . They will contend t ha t it is awfully 
difficult to compare Lhe inci dence and all phases 
of a t ax on gr oss r ecei pts wi ti1 a tax on income . 

All 4uest i ons of reductions and exemptions tnd 
abatements such , fo r inst ance, as the Briti sh 
income t ax system contains, do not enter into the 
calculati on .. hen we t ax a British subject on, say, 
long term investments over her e . So different -
i nvestoent in our securities . I t will be in nis 
name tha t tne protest would probably come, i f one 
should come; i~ wouldn't be in the name of these 
gamblers in the s t ock acrket or these o~ers of 
scar ed capi te! that is rushing here, yonder end 
other places . " nd 1 11as Nonaerlng :.nether tnis 
tax pr oposition wouldn' t nit t hese l ong term inves­
tors to such a heavy extent as would give them all 
the mor e gr ound to make compl&ints . I merely r aise 
tha t a s an illustra tion . 

At this time, speaki ng in great confidence - Mr . 
nenry Worgenthau knows about it, of course ; he 
knows anything tha t I know that he wants t o know 
about our trade movements - Just now we ar e making 
some progress in our appeals to the biggest com­
mercial countries abr oad to t ake up s eriously for 
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the first time the i these prefer enti 1 ~u~st on of abandoning all of 
and methods theyaha:~ idi isc rtiminatory practices 
and n n er national finance 
righ~o::ei~:·b~~nkm~;e in our direction. ·.?f' n rA 
ments in that dire ti somet hing - s oae accomplish-
i c on, according to QY best 

b~~r~~=t~~·th!nw!~ai }e~Ya~~u~ii~~ken in the end, 

Now, that call s f or some precaution on our par t to 
guar d against any particular s t ep that would give 
jhem a chance to say, •Well, you ' re s tarting in here 
I~iOB something tha t squints in that same direction " 

m not saying we are, understand; I ~om r r. ising the · 
questi on Just at this par ticular time. 

Vf course, I may be aistaken, but I think unless 
these other important countries in Europe, for 
instance, ao wake up and move somewhat in the 
dir ection of liberalizing their economic liberal­
ism, they will go into an economic catastrophe 
over there witnin another two or three years, putting 
what they have got in armaments end having an unsound 
economic str ucture to start with. Then we would a ll 
be, of course, in trouble . 

It is thllt broad situation tna t we are trying to 
deal with from our angle, and of course you gentleoen 
appreci ate that and nave given your cooperation in 
that oirection, and we very highly - we are very 
highly appreciative of it . Now, it is a question of -
so f ar es I see it, it is a questi on of being as 
su.r;e-footed as possible as we approach this complex 
and conflicting - more or less conflicting situation . 

If, of course, it were only a question of e4ualizing 
these taxes right now t nd six months from now, after 
this critical situa tion in our field has passed , that 
would be one proposition. But if this is a major 
factor in reaching &nd curbing the worst conditions 
t hat exist over here - I mean those rel~ting to 
gambling in the market , this short t erm capital 
rushing around, in contrast with the more legiti mate 
long t erm investments that people h&ve over here, which 
none of us ar e disposed seriously to dis turb, I think -
it i s t hose phases that have a more or less confli cting 
nature tha t give them a chunce to decline to correct 
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their methods and practices that obstruct and 
interfere with our whole ' liberal movement to advance more 
situatio;~mmercial policy in the interna tional 

Now, that is our concern, and we want t o o 
outside limit in cooperatina with dg to the 
only would lik t b ..., you, en we no t 
this other ang~e ~n ~~·~~~i~~w 8~0~0;1~!e~0;0~e~!ook 
along in your efforts to deal 1v1th this situa tio/ 
which we all can appr eciate . ' 

Well, looking at this thing from a Treasury or even 
a brooder standpoint, I think that c.ll of us- I don't 
think there is any difference of opinion tha t this 
situation of f oreign capital seeking investment here 
on a permenent or s peculative basis in the United 
States nas got to be so large t hat it is becoming a 
dangerous factor as it affects our domestic economy . 
I mean oll of us that hc.ve stuaied it agree as to 
that. There was a time when we were very gl ad to see 
it come to our shores . Looking at it purely from the 
selfish standpoint, \'le don't need it now . We don't 
need this money. 

Mr . Secretary, I've forgotten whether you estimated 
toe amount of this seven or eight milli on that is 
invested ln long term securities and the amounts 
invested in the other two categories . 

No, that ls t ot al inves tments . 

I know t hat is the to t al , but what proportion c~m­
prise these three categori es? 

I could attempt to answer that , ur . Secretory . Ther e 
are no esti mates - at least I haven' t seen any -which 
break the for eign investment down into short and long 
term, for example . You have an e stimate of investment -
for eign investment in securities, which includes bonds 
and s tocks. One difficulty we have there in attempting 
to e s time te sbor t and long is: What do you mean by a 
short term investment, you see? Some stock investments 
work out to be very long term investments for some 
people a nd not for others . But they are - out or the 
s even or eight billion, three a nd e half billion are 
in stocks and bonds, and we •l l say about a billion 
and a half in bank balances . Now, a good portion of 
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those stocks and bo d b 
investments; you en~ ' ~ ~~~1ab~u~re s~or~ term 
investments a s are there s r; in so!~c- !o~~to~erm 
~~~s~a~r~ainly are short tPr m investmentq ThAn 

a ances - t hey also may be r athe; p~~;~ 
ntendt; a goodly portion are bol d here for genuine -
r a e purposes. 

Hhat I was trying to get a t is that you can do 
considerable to these gamblers and scared people 
who rush their properties over here ~ithout their 
governments • t aking any notice of it . But i f we 
go too far in what they might be able to construe 
as discrimination &gains t long term legitimate 
investments over here , t hen they go t o retal i &ting 
on us, of course . 

Well, we have hc.d that very much in mind in at tempt­
ing a solution here . As I think Mr . Landi s sai d, 
to attempt to get the speculator, so far as lYe can 
see, involves ~uite e n elaborate a ttempt to t ax 
capital gai ns on transactions tha t a re quite fre­
quent and moreover do not necessarily take place 
in this country, and are being conducted by persons 
who are not resident here . So, with the transaction 
very f r equently out of the country, the individual 
who is liable for the t ax out of the country, t he 
certificate of s tock itself f or the most pllrt out 
of the country, it is not ~ t all easy to formul&te 
a scheme which Nill effect tile desired r esul t >~'ithout 
very elaborate machinery . 

hnd , speocking then from your point of view, I would 
suppose that if we came t o Congress now wi th a pro­
posal t o attempt t o t a x capital gai ns or speculc. tive 
t r ansactions, its el aborate character itself would 
be an a.ffront t o aey fore i gn country which is engaged 
i n these negotiations with you. 

Now a s contrasted wi th ths t, this proposed increase 
in the wi thholdl ng rate which ~1e have spoken of 1 is 
a very simpl e thing to do so f ar as t he l egisl ation 
itself i s concerned. It involves no great admini s­
trative m~:~ chinery. Furthermore, we can justify wha t 
we propose to do so far a s the propos ed r ate is con­
cerned by t he proposition thGt bot h in Great Britain 
and in Fr ance the r ates applied to our o .. 'D nationals -
wi t hholding r ates applied to our own nationals, are 
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a s high or higher t han the rate which 'lie now have 
!~P~i~~· t And furthermore, the effective r at es as 

o our own nationals here a t home with 
respect t o their i ncome here, work~ out in eroueh 
app

1
roximation to be the r ate which we now wish to 

app Y to the non- r esident alien. 

Of course, it i s very diffi cul t to compare those 
r ates . 

It is really impossible to get an exact equivalent . 

1~a t•s what I referred t o, frankly . That 's the 
tning that gives me some concern, a s it appl i es to 
income from long t erm inves tments . !bey can' t go 
in there and contrast those t1m situati ons enough. 
Not i n every ins t ance, but in some cases it gives 
it some semblance of discrimina tion. 

Well , t aey operate - I have seen, as you have - they 
oper a te on a hypothesis tha t for the most part is 
completely fals e . That i s , t hey s tart in by showing 
the r ates which are applic~ ble to American citi2ens 
in the lower br ackets, and then they contrast t hat 
r ate with t he withnolding r at e and t hey say, "Look, 
the wi thholding r:~ te is much h1gher than the rate 
ap~licable to your own citizens of small i ncomes ." 
Well , that is of course perfectly true in i tself . 
Nevertheless, as our best information indi cat es, 
the foreigner wi t h a t housLnd dollar income or f ive 
t housand dollar income is not apt to invest in th1s 
country a t all . So tha t the comparison wnich is 
made in these di scriminatory protests - protests of 
uiscr icina tion - the comparison really i sn't a proper 
comparison. 
Pardon us, Mr . Secretary . We took you off the floor . 

That ' s al l right. I'm used to it and like it . I 
don ' t know wnere I was, but I wontler if it woulun 't 
I don't think whnt I was sayi ng - I ' ve forgotten it 
for the moment, but I' ll skip what I was going to 
say . I'll reserve t he r ight to come back • . T~is 
d evice which we worked out as a proposal , wnich we 
showed to tne Presi dent yes terday - Eccles and Landis 
there - I ' d like to shOW you that dev1ce, because I 
wonder i f after you•ve s een that i t might not possibly 
alter some of tbe doubts you bave in your mind. \Ve 
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have a fin~ing of facts ln there . There are four 
findings of different kinds of criteria und one 
of them is trade treaties. Don•t you (Magill) wont 
t.o show th~t t o Mr. Hull? 

f 'm very sorry I don't have an original . (Hands 
!!r. Hull copy of paper entitled •Summary of the 
Proposed Legislation," dated 2-17-371 copy a ttached) 

That•s the flexible portion . 

I mean tha t's wha t :ve gave the President yesterday . 
If you will give Herbert Feis one . . . I think pos­
sibly after you ' ve s een that it may answer some of 
your doubts. 

You notice t he press - that is natural - t he press 
is creating this sort of psychology : that the sole 
purpose really is to curb these movements r a ther 
than one of t axation; that tha t is purely incidental. 
Now, if it should work out t lmt this t ax should hit a 
good bit betv1een t he eyes the income from these long 
term investments, r atner than the other t wo ca tegories -
if tha t sort of psychology gets abroad and gets defin­
itely fixed, I t hink t hat ' s the thing that gives us 
the trouble. 

(Hull reads summary) 
(Wrs Klotz leaves) 

This is very close t o the matter. 

Is it the Judgment of you gentlemen that a country 
would be l ed to believe - that is, that t nis same 
psychology woul.a persist on an increasing scale tnat 
the purpose of these steps is real l y pr i marily to 
curb these capital movements r ather than one of 
taxes? And if so, v1hether it stri kes l argely a t 
this income from those long term investments . Now, 
if that is the case, do you think that does merit 
any further consideration? 

1 don't think I quite understand . You mean as to 
bow the country will receive it, or bo~~ 

The effect it would beve on our efforts 
with other countries on discriminations 
efforts to induce them t o get in behind 

to deal 
s nd our 
the move-
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ment to abandon a lot of 
in i nternat ional finance 
ing so much t r ouble . 

these practi ces and me t hods 
and commer ce tha t are caus-

I was going t o say , Mr . Secretary t hat if as r 
take it would be the oose , the Pr~sident g~ared hi s 
exercise of t his discretion to t hese errati c move­
~~n~stht~e business world woul d very soon appr ecia te 

a a was the purpose of t he legi slation - his 
usi ng the power only so f ar s s necessary . 

I t is your i dea, t hen, t o cake t his di scr etionary 
with hi=, i s it? 

Upon making ~ny one of those four findings . 

And ne might do nothing even; the President might 
<io nothing . 

Mi ght do nothing . 

Mr . Secretar y, I don ' t want to shif t the di scussion 
from your emphasis of t he question of what type of 
capi tal t his wo uld affect, but before the discuss i on 
ends on t his one, two, three, f our , I want to venture 
the impression that it would have a r esult of bringing 
the whole question of tax policy i nto the internctionol 
bargaining field, which would be extr emely full of 
consequences . Al l with the except i on of f our, whi ch 
is tne tning t hat ~r. Olipnant ha s Just emphasi zed . 
As long as it rested on f our, i t wouldn ' t do it. You 
rest it on one, tNo, and three and you ~ill have 
brought it into the internati onal bargaining field . 

Well, what you are saying boils down to this . It is 
a ~uestion of giving tnese various considerations X 
amount of weight. 

Now what I s t arted to say before . Landis has got 
his' probl ems· he ' s got t o watch the stock market . 
Eccles has g~t hi s -.uesti on of cr edit. r •ve got mine. 
All of us find our task increasi ngly difficult due to 
the f act that this money i s continuing to come a t a 
very r apid rate . This whole 4uest i on of domestic 
economy is involved, and it i s our particular respon­
sibility for ell t hree of us, end it i s bei ng made 
more and more diffi cult. 
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I don't think there is any question tbat this 
propos~! which we make will fall on the man who 
has haa his money invested here for a long period· 
not with the ideA nr frieht or a!'~·thilli; cl~c; he'~ 
come here because he thinks it is a good place to 
invest . .lind it will f all on him just the way 1t 
will on the speculator . 

After three months, the various technical staffs 
with two members , I think, from the State Oepart~ent 
sitting 1n from time to time - the only device that 
'.Ye can agree on as a s tart is this one. !low, we all 
recognize the problem and .<e do feel that, whet her 
this is the device or some t hing else, the only thing -
all the other devi ces are much more drastic - but tha t 
we've got to do something . Now, a gainst that we have 
to weigh pending important trade treaties, and I think 
that the final answer is - which fa r be it from me -
is: Which is more important, the problem which the 
three agencies are facing and trying to handle, or 
the problem of extending these treaties and our trade? 

And possibly the thing that we are suggesting will 
not be considered offensive to the countries that 
you have in mind, for the followl.ng reason, and 
that's what I'm leading up to: Certainly, talking 
very much in this room, the present French situation 
is aggravated by a l arge flow of capital from France 
to England to the United Stat es . Now, our witnllolding 
tax isn't going to solve the internal situation in 
France. But, on the other nand, we are not doing 
anytning to injure t he French Government and, not t oo 
indirectly, we are merely doing somethinG to ~ssist 
t hem; because i f we are successful 1n r etarding the 
flow , and that's all we can hope for, Ne may back 
up this capital into Fr ance, even though the people 
don't .~ant to lteep it there. 

Now Switzerland has already made it - taken a move 
to ~ake it difficult to bring gold into Switzerland. 
Rolland has started this week to co something . And 
I just wonder whether England and France e t this time 
migllt not welcome such o move on our pa~t, because 
it is increasingly difficult for Engl&na to be the 
runnel through which these funds flow. 

Hull: Yes 
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~~:tw~tt~:e~~~e Rather thathnisobjecting, they may welcome thing , providing 
we can explain it to them - thot we are not going 
to tax aliens 11 ving 11hrns.t1 Any more then we do 
our own citizens . 

Nell •• • 

That's what I wanted to say. 

Well, this is right in t ha t connection. Of course 
I would biff a ll of this gambling situation and al l 
tais wildcat capital i s tic movement right in the 
face if I could - Nhicn you gent l emen are trying to 
do . But if taey &re badly scared over there, as I 
t hink t hey are, t hey wouldn' t stop to think whether 
t he tax over nere w~s f ive percent or fifty percent 
or twenty -five percent; they •.vould come on. If t hey 
want to gamble and got the gambling instinct, like 
some of us ha ve over uere, t hey wouldn't s top t o 
inqui re about the tax mutter; they' d jump riaht ln. 

Now, I am wondering whether the amount of good tha t 
this fir st initial t ax pr oposition, which will wake 
up the permanent investor, a s you say - I om wonder­
ing whether the amount of good that it would do in 
the way of curbing these wors t phases would be suf­
ficient t o Justify its i~ediate applica tion. That 
is one thing. 

~ay I answer t bo t? After all , on all tne problems 
t ha t are here, t ha t we are very much worried about, 
we have to make a start somewhere, and amongst our­
selves we have agreed - and we wouldn't want to have 
t his agreement Nithout expressing it t o you- thht 
tnis is only a beginning if the funds continue to 
flow as r apidly as t ney have . 

Now to show you - I don't know whether the President 
told you t his yesterday a t lunch - but what be ' s told 
me how far he ' s t hinking ne 1 s even asked me t o 
thtnk how can r go about to register t he holdings of 
all ali ens in the United States - what possibility 
of taking over their securities, all of them? Well 
now I mean - and he ' s asked me to be thinking about 
machinery to do t ha t if t his thing continues. 

Yes . 
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~ow, ~he fact tha t this proposal that we make 

1~esn tdhi~tthe wo~st offender, I am not convinced 
~ou on mind my saying , is really an argument' 

sufficient to keep us from mRk1ne ~~~ start at all . 

Yes , sir. Wel l , of oo~se • .• 

• • • because , frankly , after three months we can' t 
find anything tha t we can all agree on as a start 
except this particular t hing, and tha t is the only 
thing we ca~ agree on at t his date, keeping in mind 
that we don t w~nt to a t this time open up the 
question of o~ own tax legislation . 

llo.v, I nope you Ifill app~eciate o~ situation when 
.ve r a ise questions with tnese other governments and 
they say, "What is yo~ position about curbing all 
kinds of capital movements in your country? Are you 
advocating tnat?• lie are in a difficult position to 
say •Pies" when we a~e appealing to these other coun­
tries to do just the opposite . That ' s why we •ve been 
easing along to make o~selves agreeable to you 
gentlemen . Mr . Feis wos the best man we could send 
over here for that. 

But isn 1 t the question of, l e t 1 s say, excnange· control 
as it has just been established in Japan, the exchange 
control in Italy, the excnange control in Germany, 
which is a deterrent to exchange of goods - isn't 
t hat something entirely different than this ,uestion 
of trying to sloN up the flow or' capital for invest­
ment and specula tive p~poses co~ing to o~ shores? 

·,:ell , of course, if they make the charge thot this is 
more or l ess of a oiscrimination 1n the first place -
and governments get up cha~ges pretty easily thot ~ay 
at times - and then raise the other question that it 
is a substantial f tc tor, that it i s an important 
factor - I 'm not discussing the merits of it no•.• -
t hat 1t i s an importan t factor in obstructing the 
flow of capital and commerce back and forth amo!l8 
nations ·- they can make a somewhat broad general 
statement like that, and when, as I say, we have 
every kind of an obstruction and discr iminati on under 
present methods and practices in international t r ade 
and finance that we are askin& these countries as 
fast as they will to abandon. So we a re 1n a very 
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difficult position. ,qe are like we were if you 
w reca~l, when Germany approached us to b 
ep~thithunared thousand bales of cotton and s~ebody 

on me to decide on 1t I "':l" •o···- 'n •he 
~1ddl~1of the Cotton Belt,-where ~v;r;b~dy .. ~a~;ed 

o se cotton . I decided against the sale because 
it re4uired us to set a precedent that would fly up 
in our face every step we took throughout all of the 
future prosecution of this r eciprocity and economic 
program. 

So it is difficult for us to say tnat Re approve 
wnat the country may consider as more or l ess - end 
again I ' m not di scussing the merits; I understand 
something about your problems and your difficulti es . 
I ao doing my best to keep out of the way here but 
I am trying to make a little more clear 1mere ~e are . 

Now, we can ease along just as we are starting in to 
ease along, but you must - if the country decides 
that this is really a purpose to obstruct normal and 
not unnatural movements of capital through hones t 
legitima te long term investments , t hat we are 
standing for it because it gets us into trouble 
under our policy - I just hope you' ll appreciate 
our situation. 

Well, I ' m trying t o, but I want t o be - I simply 
think we ought - I want to be just as frank as I can 
be with you. Let's say, for instance, the President 
decides, ~r Ne decide of our own accor d, th&t we 
won' t do aQYthing at this time, see? Nell then, I 
am f&irly sure that if the situation keeps on as 
1.t is, \filen we do move the thing will be far more 
drastic and we will nave to move so fast that we 
definitely .muld then be coming in conflict with your 
trade treaties . I don ' t think there is any 4uestion 
about it. I mean if we delay this making a start, 
what I am fearful of is the next move is r eally going 
to be a drastic one . hnd I don 't know whether these 
other two gentlemen agree with me or not , but they ' ve 
got their own minds to speak . 

secretary Hull , it seems to me that to the extent 
that this proposed action would reduce the amount of 
capital coming here, it would help your J?roblem • It 
would nelp to stabilize world economy ana would help 
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to increase the volume exchange of goods and 
services . The loss of gold by many of the 
countries t hat need gold will tend sooner or 
later to create a restr icted credit development 
in those countries , reduce their buying pov1er from 
thi s country . Restricted credit tends to break 
down t heir prices; or, on the other hand they 
'Nould be forced, 1f they don't restrict ~redit 
to permit their currencies to be devalued further 
in relationship to our dollar .• 

Yes . 

International stabilization of our currenci es seems 
to me to depend upon those countries that need 
capital being able to get it . Those creditor coun­
t r ies such as this country is - it would be more 
natural f or us to make foreign credit extensions 
rather than have foreign credit extensions made to 
us, which the capital movement to this country 
really amounts t o . It seems to me that any program 
that will reduce or even eliminate altoget her the 
movement of capi t al thls way - even so fa r as the 
l oss of some of the foreign capital that we h&ve, 
which would mean a loss of gold - would be in the 
interest of world stabili ty. And it may t end, then, 
to have those countries that are sending capital 
here who are creditor countri~s and have it to send, 
to direct the floN of tha t capital to the aebtor 
countries t ha t may need the capital . 

Do you get any intimation about the attitude - what 
is in the mind of the British about this propositi on? 

I naven't , except some - nothing except of a trivial 
nature . 

You don' t know whether they have r eally considered 
i t yet? 

I really couldn't say . 

I haven' t - we haven't bod anything, have we, Wayne? 

stuff in the papers, quite a lot. 

Wel~ , we haven ' t taken it up ·with them. 
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I agree with you, Ur . Eccles, about the objective 
there . The only 4uestion is how far the nations 
can go in artificial methods of bringing about just 
Nha t you describe therP - this sou."!d, ~tholc::o:co 
objective . Heretofore, when one country would do 
an arbi t r ary thing for a legitimate pur pose, then 
another country ~~uld do something ar bitrary to 
offset that, and of course we oile up and stack 
up an artifical, arbitrary economic structure . 
Now, if your i dea were t o avoid that sort of a 
situation 1n accomplishing wlmt you describe, ~hY 
taen of course I'd be a hundred percent 1n agreement 
Nith you. He a re trying in our field , as you kno.v, 
to move in a nctural d irection of gradually aban­
doning these artificol e nd erbitrary ::~ethods and 
devices tha t eacu government has been stacking up 
for some temporary purpose or to offset something 
that some other government has done . 

Of course , isn' t it true that a managed currency 
system within the various countries and a managed 
international exchange is ge tting away from the 
automatic internati onal operation of the gol d 
standar d , and isn' t action of t his sort necessarily 
an inherent part of a managed na tional and inter­
national currency situa t i on? 

I t may be . I don ' t pretend to be versed in the 
fundamentals and in tne mechanics of international 
finance and exchange and credit . I just want you 
to know our posi tlon. ~<nd if you feel tha t the 
benefits of this withholding tax proposition will 
be greater to this country than the possible hazards 
which i t creates in our immediate trade negotietions, 
for one reason ~hY tnen you gentlemen - as far as 
I •m concerned,' you go along, provided you will give 
us per mission to adhere to our original doctrines 
which are supposed to underly the progr am for 
economic rehabilitation that we are prosecuting . 
Woul d that be agreeable? 

well, anything • s agreeable , and the decis i on isn• t 
mine . 
Ma I ask you this? This i dea or making this t hing 
fl~xible i n the hands of the President, rDther than 
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having a flat incr ease - heN does th&t device 
impress you? 

Well , I imagine that would be - H vou can m~ kl! 
tha t workable , as you probably - you gentlemen 
have gone into that . 

Mr . Secretary , may I speak to that? 

Uo you mind one minute if I Just get ~r . Hull 's 
idea - which he would t hink. 

435 

I haven't looked into the mechanics of this the 
technical s i de of it, but in brief . •. Of c~urse , 
I •d like to see you gentlemen succeed one hundred 
per cent . I ' m Jus t sorry you haven 't got a pretty 
dr astic remedy on these gambler s and those - this 
wild runa~Yay capit al t hat ' s coming in here, ins tead 
of commencing at tbe other end, but that ' s nobody 's 
f ault . 

But I want to get just your "horseback" opinion as 
to which you think would be tbe leas t objectionable 
to the aliens and their governments - having it a 
f lat increase from ten to twenty, or having it 
flexible in the hands of the Pr esident? 

To r a ise it t en to t~>enty? 'Nell , the way it ' s 
written here it's flexible from ten to thirt y . 

I mean flexible or neve it the other way? 

Well , that would bring up the ~uestion - my i dea 
would be thnt tha t would be determined by the 
possibilities of discriminat i on under either plbn. 
If one would give the countries abroad more chance, 
more ground to compl ain of di scrimination thon t he 
other, t hen I ' d t ake the other . 

Well, which one? 

Whichever one gave other countries the leas t ground 
t o make charges that we ar e di scriminating aga i ns t 
t hem. 

But I don't know which one . 

I know. I don ' t know which one . I haven't s t udied 
it . Apparently the discretionary one, 1f i t r anges 
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from ;en to twenty percent. I don ' t know I 
haven t studied to s ee how that is based · whether 
that would give mor e ground f or discrimi~ation 
charges than t he other. 

43S 

Could one put it t his way, Mr. Secretary : If, for 
example, the initia l ra t e establi shed on an effec­
tive basis treated our nati onals like the - treated 
t he aliens like t he na tionals - i f one could meet 
t he t burden of proof so tha t there wa s & clear 
equality argument present there, the critici sm of 
discrimination t ha t might be voi ced to you would 
be me t . 

Uh-huh. 

Secondly , if beyond that effective r ate you gave 
the hxecutive Depar t ment a poNer of varying tha t 
r a t e to meet , we 1ll say, either changes in the 
effective domesti c r a t e or to meet ob j ectives -
international objectives which, in the judgment 
of the State Department, ar e fully in tc ccord Nith 
the general movement tha t the St ate - the general 
ob jectives of the St a t e Depar tment in the foreign 
field, it would seem to me th&t t hat Nould meet the 
problem . 

ilell, nobody at home or abroad could object to toe 
a c tual e~ualization of any of our tax laws. There 
is no doubt about t ha t . 

Nor would I t hink tna t t he St6te Department could 
s6y , "Well now, if t he objective of flexibility 
which will be vest ed i n the Pr esident i s the r eali ­
zation of objectives ~nich we are now f ighting for 
in the foreign f i eld" - then I should thlr~ that that 
very flexibility would be attractive to the State 
Uepartment rather t han otherwise. 

Yes, yes. 
Now 1 t hink one would have to analy ze the conditions 
of fl exibil ity to be sure t ha t t hose conditi ons were 
in accord with the general desires of the St ate 
Department. 
Wel~ , of course, lf t ha t could be worked out, whY , 
that would be a happy •••• 
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Can I talk some t o thLt point? 

Yes, you better. I thought Herbert was oin t 
h~enk 2 ~lood vessel . Uc ' o ju~t been b~~t1~3 f-or 
half an hour . " 

That ' s right. 

I agree there might be re• sons why the vari able 
scheme, _the di scret ionary scneme, is better ; but 
it woula bring the Nhole 4uestion of tax r ete into 
t ne field,of diplomatic bargaining tnroughout the 
~orla . Il ~e go r.long giving the Executive the 
d i scr etion to modi fy t nx r r. te on the basis of 
injuring the f oreign commerce - it is one &nd t hree 
par ticularly t ha t a i sturb me a s c r eating a whole neN 
field of diploma tic contr oversy , and seconjly, nnd 
I am being as brief a s possible, & whole new r ange 
of argument over discrimination . So I would ask, if 
it was decided to make it a varic.ble scheme, t ha t 
t here be lots ol' t i tna t uken to discuss with the 
Department tlte particular grounds cited . That ' s 
the first point . 

The second , of a totally differ ent nature, is some­
tning that I am not sure can be passed over as 
4uickly as it has been - the point you (H. M. Jr) made : 
tha t i f thls ac t ion i s not taken and this situa tion 
develops to a grea t er extent t han a t present, it 
mi ght compel acti on of a much more f ar - reaching 
nature . I think t hat is true, but I wonder whether 
all possible types of action have been considered . 
Certainly in the di scussi ons tha t I have hear d the 
major approaches haven't even been mentioned. For 
example, bank deposits was cited, t he problem of 
constant accre tion of bank deposits, a problem rising 
mainly out of domest ic causes , to a certa in extent 
out of f oreign c auses . It is possible to visuali ze 
some adaptation of our banking arrangements or r eserve 
arrangements t hat might t ake car e of tha t pr oblem a s 
a whole . 

Similarly, t ne pr oblem of speculatio~ . ~t i s pre­
dominantl y domestic speculation, to~ frcc tional 
degree foreign specula t i on. It is possible to 
visual i ze polici es .•.. 

iba t percentage runs - it has run twenty percent. 
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That still leaves eignty f d o omestic . 

Nell •••• 

f~c 1" pu:;:;lble t.o visualize bn answer such as 
mig~~a~:a~fwii* f~ons~er taxe~ or variations that 
imply that I h i y secono. point woulo. be to 

aven t seen in these discussions •.. 

:•;ell, you haven ' t heard d - r ea the •.• 

I go on to say •... 

But if you ... on ' t oind my saying, they are all cen­
tioned in the - our paper . 

438 

'o'ie' ve got a )J- pnge memorandum on the transfer tax. 

Well, on the general transfer t ax applicable domestic 
as well as fo r eign? 

Yes , we ' ve gone i nto that . 

We 've gone into Ltwt . Tho t is not in Br yan • s memor­
andu:n, but we ' ve gone into that on our own . 

Bryan ' s is with capitlll gains . 

You see, tnese technical staffs - and ... can ' t under­
stand; you ere su;>posed to have had two men sitting 
on 1~ - s;>ent taree months lookin& at these other 
oevices ; and wnen they got &ll through t his one 
seemed the best of a bad lot . 

Now, wast I •d like to do - I cean I r ec.lize thi s· i s 
tremendously important, td tolk ~bout eight billion 
dollars worth of investments in tnis country end the 
future external policy of thi s government. Uow, the 
las t thing in the world I want to do is to rush 
anybody, and what I ' d like to suggest, if it ' s agree­
able to you, is t ake i t over the weekend, chew over 
it, send for anybody here tha t you ' d l ike to ta l k 
to, and then let ' s meet agnin on Tuesday . 

That might facilitate •••• 

I ' m not - I mean it's t oo important from everyboay •s 
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standpoint and cer tainly one weekend isn't going 
todhurt anything ; and if by - ~onday • s a holiday -
an if by Tuesday you are ready to talk again 
we ' ll hold ourselves r AAtly t<J c<Jme s ee you or' hold 
a meeting wherever you' d l i ke to hold i t . 

Well , ne wil l work in the most sympathetic way we 
can. 

I ' ve got two partners in this . Is that all right? 
I mean if you don't - if that is agreeable to~ 
two partners . 

Yes, yes . 

I'm not as hopeful th~ t this pr oposal will be effec­
tive in doing wna t ><e desire to have done as some 
of thea s re, and I have a preference of dealing Nith 
the specul~tive bSpect of the situetion . But it 
involves this capital g~ins t ax, which - the Secre­
tary has explained the r euson why that is not feasible 
at this time. As a member of the committee I have 
agr eed t o this proposal, recognizi ng t hat i t a ppears 
to be t he best one that is ava ilable a t the moment, 
with t he understanding that something more drastic, 
if necessar y , wi ll be done l a ter . I Just wanted to • • • 

~es, yes, and it probably will . 

Did you mind? I just wanted to ask . 

That brings to mind the story of s fellow who talked 
to Joe Cannon one time. He was mentioned for 
President every four years for a quarter of a cen­
tury and when the time came &r ound the newspapers 
mtntloned him for President; and some fellow met 
Uncle Joe and t ried to compliment him on this refer­
ence in the papers for Pr esident. And he tilted hi s 
cigar and said, •Well , they could go furt her and do 
worse . And t hey probably will . n 
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February 18 , 1937 

'.!:he Secretary telephoned to t he President. at 10•15 
t.oda,y and s~id, •vte I(Ot an exciting cebl e 'from cochra~ . 
Rouetf, who ls Under-secr etary of the Treasury t here 
has been desperately trying t o get Coonran to ask us' 
whet he r the City of Paris or the Credit Foncler could 
borrow in our market and Coonran told tnem t hat they 
ought. to t ake it up t hr ough t he bankers who are going 
to handle it. Uy feel ing i s that we should not. answer 
an 'it' question and 11' the lf11t1onal City or the Guarant y 
Trus t should ask us I would f ollow what you told us t he 
last t i oe -- t hat the spirit of t he Jonnson Act would 
say 'no '. • 

The President r eplied ln substance, The French 
Government should seize all g~ld and s ilver in Parle 
and a ll the gold held abroad by their cltlzenG and turn 
it int o t.ne Treasury , J ust. t he way we did ln t his country . 
After the conver sat ion wlth the President was concluded, 
t he Secr etary remarked in connection with the Presi dent's 
stat ement, "I ac not sure tha t the French have not already 
done t his . • ) 

The President a lso sa id, in substance , That is the 
k i nd of thing that they haven 't got the ' gute' to do ln 
France . They ge t away witn half t he lncoce tax t.hey 
ought t o pay. 

Replying t o t.he President.' s r ecarke, the Secretary 
sai d •Tney nave gone half way and have gotten cold !'eet 
and ~hey are now t.alking of back-tracklng and have not 
done what you nave Just mentioned. Belgluc handled it 
much better. • 

The President asked, •Bonnet arrives today or t.o­
morrow and shoul d I s ee him right away?" Hli, J r . answered, 
•I t hink you ought. t.o keep him waiting until t he middle of 
the week under the circumstances. Inasmuch as they aret 

80 despe~at.e and we can't. do anyt.ning, I
01

wo uld suggest no 
seeing him until the middle of the week . 

•I am inclined t o t.hlnk, • t hcPr esi dent sai d , •That. 
b laye got back to hlm.• In sub­

what I said to de La 0~hen de Laboulaye cace t o say good­
stance , he continued, 111 1 l ke my successor ' and 
bye , he sa id, 'I am sure you w 
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I raised ~ eyebrowe and sald, We wlll aee. And t hen 
I told de Laboulaye that I dld not like Bonnet's making 
eo many speeches and that he wae comi ng over aa a aoeo\a1 
ambassador. · 

(Note: The President teela that de Laboulaye 
brought back to Bonnet the conversation he had with the 
President because trom the announcement in the papers, 
Bonnet is coming over as a regular ambassador.) 

HM,Jr. asked the President it it would be agreeable 
to him it he , HU,Jr., lett on the midnight tonight to 
spend tomorrow with Urs. Uorsenthau who is 1n New York. 
HU,Jr. explained that it was Kre. Uorgenthau's birthday 
and the anniversary ot her motner•e death and he said he 
did want to spend the day wlth her. The President told 
HU, Jr. lt was pertectly all rlght tor h1m to skip Cabinet, 
but asked him not to tlY to New York. 
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c PARAPHRA81 OF TELJ:GJWI RIOIIVID 

J'ROK: Allericau :labaesy, Tokyo, Japan 

DATE: February 19, 1937, 5 p.m. 

~0.; 59 
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Reference 1a •de to telegram No. 48 of February 8, 

6 p . m., from the Embassy. 

FOR THE SIORETARY OF THE TREASURY. 

The Japaneae financial outlook 1n general ia much 

brighter than it was a month ago. This 1s due largely to 

public confidence in Yuki ' s policies . Yuki's principal 

policy is that it ia better first t o augment the economic 

resources in order to care for increasing burdens, rather 

than impose overly heavy burdens of governmental spending 

on the inadequate economic structure. The budget baa 

therefore been decrea sed eoaewbat , which has checked the 

too-rapid price riee. The belief ia now held t hat With 

the aid of Ikeda and Tsuehima, Yuki will be able t o float 

the Government deficit bonds in 1937 -which are somewhat 

lese in aaount than the Baba estimate - wi tbout great 

diffiou~ty although it is pos sible that he may not be able 

to coDTert more outetanding bonds nt high interest rates 

into ie.uea at low interest. 

Operation of the foreign exchange contro l is effective. 

The yen 1a fire with the actual exchange value being one 

shilling t wo pence as well a s t he nominal value. The 
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GoYernaent ie steadily granting permite for exchange t o 

cOYer i11port bueineee prniously booked, and s0111e ne• 
buaineae ie being covered no. &leo. The ~lief 1s held 
the &dainietr&tion of the exobange control by Yuki -tll be 

more 11 ber&l than tba t of saba in order tb& t Yulti ' a policy 

of fostering industry and trade • ill not be inter fered • ith. 

Yuki intimated yesterday, in reply to interpell&tiona 

in the Diet, that epecie sbipaents &broad may be made in 

order to settle international t rade accounts. He said that 

no uneaeineee regarding Japan 1 s epeoie r eserYe need be 

felt beoauee of such limited shipments. The possibility 

•ae put for•ard by s ome observers that Yuki may use a part 

of the idle specie reserve • hicb is greatly in exceee of 

the proportion usually considered necessary to secure the 

currency ieaue t o buy up some of the bonds floated in the 

Un1 ted States - 6 1/2 percent Japaneee dollar bond e. 

GREW. 

'. 
J:II;Lft 

. ·-
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Friday 
Februa~y 19, 1937 
9:30 a . m. 

this fellow t ha t he was very anxious to have 
us take and as I understand it Jim has gone away 
tor ten days so I thought I• d weit until he got 
back. 

Ylell , is that definite, that you are going to wait 
until he g ets back? 

It's defi nite t hat I'll do nothing until Jim gets 
back. 

I don't Kant t o burry it at all, but of co~se, 
t~e the whole picture of r epresentati on in v arious 
dep~tments of the Government. Ohio i s so fa r 
under-represented tha t I don't like to see us slip 
back b7 a bit. 

Well, I can assure you, until Jim gets back nothing 
will be done . 

All right, that' s fine. I' d like to talk t o you 
and to him b oth when he does get here. 

Because he 's got somebody he 1 s been trying to pl ace 
for four years, he says . 

Well, i s it somebody not fro~ Ohio? 

It is somebody not from Ohio. 

That ' s prett y tough. 

Yes 

"ell, all right 

Will you talk t o Jim when he gets back? 

Yes, I will. 

All right, thank you. 

O.K.. 

Thank you. 
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GROUP UEETIUG February 19, l9J7 
9 : JO A.M. 

Present: 

B.U.Jr: 

Lonigan : 

l-l.IA . Jr: 

Lonigan: 

H. M.Jr: 

Lonigan: 

H. !.I . Jr: 

Oliphant : 

H. loi .Jr: 

Mrs Klotz 
Mr . Olipllant 
Mr . Gaston 
!.lr . Lochhead 
l.!r . Taylor 
Mr . Upham 
Miss Roche 
Miss Lonigan 
Mr . Magill 
lolr. McReynolds 

I asked Miss Lonigan so I wouldn't have to tell the 
story twice . ·.•e haa a t our nouse a meeting last 
night of people tna t Hopkins invited, and they 
were, amongst others, Jake Baker - and who's Baker ' s 
essistant? 

Rall . 

What country does he come from? 

Germaey . 

He looks Scandinavian. I thought he was Scandinavian . 
Is he an American citizen? 

I think so . 

He ' s good, isn't ne? And John Carmody and Mr . Stude­
baker and Bill 1Ayers. J.nd after three hours they r ve 
agreed that Lney are going to star~ at once a self­
help cooperative in Washington, under the charge of 
Mrs . Amy Guy . And they are going to concentrate 1t 
in Washington, see? And it took three hours . 

And I thought the interesting thing was, coming 
from LaFollette - he said, •or all the evenings 
I •ve spent in Washington ..•. 

LaFollette? 

Yes . • • ••• it was the most interesting . " Now, of 
course the whole thing is a question of management, 
and I t old him I wanted you (Lonigan) to be with 
them a s they go along . So I'd get in touch this 
morning with Jake Baker, find out what's going on, 
and give 1 t just as e~uch time as they' 11 let you. 
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B~~~ i~ this room here, Jake Baker made a ver 
~epor~sPf~!s!~~ti~ger~ p~o1r i mpression. And t~e 
in the room - a " m ere - no~ t~i~ !5 ju=t 

it fr~ghtens-mer~e~~~;eh~ ~sb~~s~hi~ ~:f~~~tRal~nd 
:~~~ t ohiknow what he was talking about, bad the 
d , on s fingertips - but I•m sorry because I 
on t want this thing to fail, see? I don ' t know 
=~::?you .(Roche) know about Jake Baker . About the 

No, sir. I don't knoN anything about his administra­
tive work . 

You don• t know. 

but a s an administrator ••• 

I don ' t know, it took me two hours to get him to 
say he ' d even do this, so finally I sai d "IVha t • s 
t he matter, Baker, ere you afr aid?" ' 

Well, he ' s enormous.ly enthusiastic. 

Vlell , et this stage we need executive ability. 

I can't i magine why he ' d be silent . 

It took tbree bours to do this thing . He wasn't 
s i lent, but be took thirty minutes to tell me 
bow marvelous a cooperative tbey had in Fr ance on 
French brandy - tbe most asini.ne thing to t ake up 
thirty minutes with . I said, •Let's take up our 
home proposition. If you learned everything abroad , 
all right. • Be went all through a lot of stuff t hat 
had nothing to do with Richmond . Well , I don ' t want 
him to do anything else but this self-help thing as 
it cli cked in Richmond . 1 1 m not interested in this 
Iowa thing or this fish cooperative i n South Carolina ; 
I'm not interest ed . 

I sa i d , •For two years I wanted - your 'Nork bas been 
fla t, and you haven ' t go t a nickel . Now you've got 
it and you' re going to get it.• 
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And bob LaFolle t te sni d, "I won't go to Baltimore 
I 'll come here . I ' ll come one night a week • I · 
said I'd come one night a week. But they w~n ' t go 
tc Bal ti:nore; they won't go do·;;n to nichmonJ I nhd 
I don ' t want this thing - because Baker thinks this 
i~ a chance for him to get a lot of money to spread 
tnis thing, you see - I went this thing, and Ilopkins 
finally said that he ' s sold and he's going to do 
this thing and they are going to concentrate on 
Washington, see? 

Now, you watch i t for me and let ce know, will you? 

Yes, ~ . Secretary . 

But I mean after three hours they agr eed this thing 
would go and Hopkins finally is enthusiastic, end 
he personally is going to s tart this thing - per­
sonally , and be ' s very enthusiastic. 

O. K., now you watch it nnd don ' t let him run any 
fish cooperatives i n on me from South Carolina or 
any lwnber cemps or anything else . I mean this 
money has got to go to the Di strict for self-help 
cooperatives . 

(Lonig~n goes out) 

Now listen, llac, I want to go after this slWII 
clearance, see, end I want a co~ittee in with 
Peoples , but nobody tha t ' s got anything to do with 
it 1n the sense that he wants to grab it off, see? 
And at eleven o ' clock today I want you and you ' re 
(Upham) not too busy? 

No . 
And who ' s the fellow I brought down from Neot York 
to help Peoples? 

McReynolds : Oh, Roy Barton. 
And t h e fellow over at Farm Credit who ' s got 

H.M . Jr: Yes. 
it. 

UcReynolds : Do you want Peopl es? 
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Emmerich. 

Emmerich. I want Ro B t wauL you.r :~ elf • Y 9(X: ~n, I want Emmerich, I 
what I went t~ dllU yiu Upnam) . Then I r 11 sketch 
together on what0has b::~td~~egpe~bi~e1information and t he Wagner Bill see b d c y, privately, anythi h ' - any o Y that • s got 
I 'll ~; w a t the Delano Committee did l as t year 

Wha t I
s etcn in fifteen minutes at eleven o •clock • 

want to do . 

Barton and J:.mmerich are t he only outsiders? 

That ' s right . Can you think of anybody el se? 

UcReynolds : No . Do you want any current information about 
Ickes' slum clearance? 

I! . M.Jr: What? 

McReynold s: Do you want a ny current i nformation about Ickes • 
slum clear ance? 

Yes . I' ll sketch it a t eleven o' clock . 

McReynolds : I was just thinking whether there ' s anybody from 
over there you want. 

1!. '4.Jr: 

llcR: 

H. !.I . Jr: 

Roche : 

No. What I'd like to s t art for this three or rour 
days is t o just get the informa tion together, see? 

Yes. 
Then I don' t want t o get it noised around here that 
the Treasury is trying to get 1n on this hous ing . 
If we just sai d to the Ickes shop, to Federal 
!lousing Administration: what information have t hey 
got? - and what information nas Fahey got, see? 
What informati on hll.S Wagner ' s office got? Ur . 
Ellenbogen' s office - whot information has he got, 
see? And get this stuff all together for me by t he 
middle of the week, see? 
llay I make a suggestion tha t if or when any future 
plannin8 for any sort of program comes along, the 
Public Health people be i ncluded in i t this time? • 
They have engineer ing people who have a good deal 
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of informa tion~ 

Well , who? 

\Vell , Tarbett or his assistant. I can give l.lr. 
McReynolds the proper n6mes . 

They know something? 

450 

Well, t hey do . I don't .mow bow much they kno·R 
about this direct l y. Torbett is t he Chief Engineer. 
I'm not sure whether he ' s 1n the city, but I ' ll find 
someone . 

All right, fin.e . 

I 1ve l!18de up IJlY mind tha t we either get a bill whi ch 
will be terrific from the standpoint of finance end 
the people that we are t rying to serve, or somebody ' s 
got to do it who doesn 1 t want to do it - I mean in 11 

s ense. But it t ook me o year and a half to put 
across that thing last night and now I ' m going to go 
after this slum clear ance . 

The health feature hasn' t been in any of the pr evious 
gr oups that have been working so long - bem considered. 

-"nybody else got someone who knows soe~etiting? 

Well, Opper has followed it for years with Emmerich, 
and the biggest problem is t nat title problem. I 1d 
like to, if it is agreeable • •. 

All r ight. 

~cReynolds : Send Clarence in her e a t eleven o' clock . 

H. M. Jr: 

Gaston: 

MeR: 

H.M.Jr: 

bnybody else that .•.• 

Would you like to use Lucius Wilmerding on it? 

You (H . M.Jr) let him go . He ' s down in Florida. Been 

in bad. 
I don't think we want Lucius; I don't want the Peter 
Grimm slant on t his thing. I mean I can talk to IllY 
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own crowd - what the hock? 

\Yhat I thought obout Lucius is he 's a pretty good 
gather er together nr r1eur~s end tha t sor t of 
thing. 

I just don ' t want Peter Grimm running do"~ here . 
This is just t o gather together all t he i nfor mation 
and digest it . What's been done publi cly and 
privately? What has anybody got? 'Nbat has Sena tor 
.Vagner ' s office got? What has :.!r . Ellenbogen • s 
office got? Wha t bas Wrs . Simcovicb got up in New 
York? She ' s got a house . Tenement Bouse Commission 
of New York - Commissi oner is a two- fisted guy . 

Post . 

Langdon Post. 

See? Let's get t he stuff together . I ' m so sick and 
tired of money , my dollar spits are dry . And I 1d ten 
times r a t her do t his thing than sugar business . My 
soul needs recleaning . 

Sweet ening . 

Got a r ecleaning last night. Best thing th~t • s 
happened to me in months . I mean i f a fellow like 
LaFol let te feels that way , just think whht it does 
to.me . Wny , to sit here for two hours and try wha t 
we went through yesterday with Kr . Hull - he was 
here for two solid hours yesterday; it makes i t 
tough going . 

llell t hat ' s 1111 I got . I'm going to leave about 
one ~'clock today, Mac , so i f you can extend the 
thing for seven days I accept. 

All right, a week from t oday . 

Make it Thursday instead of Friday . 

"on't you be here? 

(Nods no) . 
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H. II . Jr : All right, make i t Thursday . 

Gas t on: Row about your other thing? Change your ot her thing . 

:.Irs Klotz : Make it Wednesday. No, you can' t make i t Wednesday . 

!.lcR : 

H. :.t . Jr : 

:.lag ill: 

B. !oi . Jr : 

Gaston: 

H. !A . J r: 

Magill : 

H.:J . Jr : 

:Jagill : 

H. !oi . Jr : 

1Jagill: 

B.14 .Jr: 

Magill: 

H.ll. Jr • 

llagi ll : 

Well , llha t •... 

Say listen, you' ve got to s t ay her e t oday anyway . 
You' re going to Cabinet at two o ' clock, so you 
better plan on a five o ' clock train. Got so~ething 
tonight? 

(Nods yes) 

l'lhat•ve you got? llell, think it over. You settle 
between yourself and •'layne . Somebody ' s got to go . 
As a punishment, one of you will have to go to Cab­
inet ; I don ' t care who . 

Planes vrill be operating today . 

:::>er iously • ••. 
I • ve got two hours of classes this afternoon com­
mencing from four o1 clock . 

Oh . Oh, I didn ' t knoR that . Classes scheduled . 

And we ' ve got a very elaborate schedule for all 
semester . 

I thought they were Saturdays . 
Then I ' ve got to go up r riday about through March . 

I ' ll be done . 
All right. Well, I didn 1 t know tha t . You hadn' t 
told me. 

I ' m jus t a s sor ry as you are . 

I d idn't know that. 

did I •ll bring you a copy of the 
I t hought you • 
schedule . 
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No, no. Voes t hat mean you can' t ever go t o 
Cabinet? 

I can afLer aarch . 

453 

Wayne , a r e you wil l ing to go to Cabinet this af ternoon? 

Yes, sir . 1 111 have t o break some impor tant engage­
ments , but I think I'll be able to . 

All right . Now, who wants to ask me something? 

Oliphant: I'd like to have an opportunity to- before you 
get atlay , to clear the Goldberg settlement. It 
won 1 t take long . I snould think five minut~s 
would give the picture . 

B.U. Jr: Bow about ll : JO? 

Mrs Klotz: Wba t are you going to do with him at eleven - Pules ton? 

H. M. Jr: 

llrs Klotz : 

H. lol . Jr : 

Oliphant: 

H.M.Jr: 

Gaston: 

B.M.Jr: 

Gaston: 

H.14. Jr: 

Gaston: 

H. II . Jr: 
Gaston: 

B.!i. Jr: 

I've shifted hilll f our times this morning. .'lho 1 s 
coming a t eleven? 

You just started t his gr oup . 

Ob well , tell that group - make the gr oup 11 :15. 
Ne •ll settle the housing problem at 11:15. 

And you ' ll see me .•.• 

•.• at ll :JO . 

Shall we tell the newspapermen t hat we ar e still 
.vor king on the "hot" money problem, tha t t here are 
no conferences of principals scheduled for today, 
that there will be no announcement over t he weekend? 

That's right. 

Not going t o see Landis and Eccles today . 

No, it' s a holiday. 

I looked at the wrong calendar . 

All right, what else. 

That's all · 
All right. 
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GROUP ON HOUSI NG Febr uary 19, 1937 

11: 20 A. :.l . 

Present : 

Roche : 

H .~ . Jr: 

llr. McReynolds 
Mr . Upham 
Mr . Gas t oll/ 
Mr. Opper ' 
llliss Roche 
llliss Switzer 
Mr. LeRoy Barton, Procurement Division 
Mr . Her bert Emmerich, Farm Credit 
Mr . Joseph !.I . Dall a Valle, Asst . Sanitary Engineer, PBS 

l.lr. Dalla Valle, !.lr . Secretary. 

Civil engineer? 

Dalla Valle : Sanitary engineer . 

B.M.Jr: You' re the fellow that ~ used to fight with up a t 
New York when Dr . Parran was up ther e, over when 
a stream was polluted . Used to rule t ha t it was 
a l l right to kill a human being os long a s it di dn ' t 
kill a trout. That was, if. the trout didn ' t die, 
i t didn 't make any difference if it ~illed a hundred 
people. 

Dalla Valle: Yes . 

H. LI . Jr: It's true. You know it. 

Well, anyway, this is what I ' d like to do. I 1 d li.ke 
t o collect from e very governmenta~ agency what they 
have on low cost housi ng in cities . See? I ' d like 
to know first wb~t the Federal Governcent nas done 
t o da te: buildings completed, under what plan, bow 
t hey 've been finance4, r ents, occupancy, ' and so forth 
and so on. That' s buildings completed, buildings 
under construc t ion, and buildi ngs projected . That 
includes Public 'llorks. Hopkins did do one or two . 
I think they were turned over t o somebody, I don 1 t 
know to whom. I know he star t ed to do a couple . He 
stopped that . 

Federal Housing - what t ney 1ve done in 
guaranteeing the mortgaaes, financing. 
at t itude of Mr . Fahey &nd his crowd is . 
has a man who's wor•ins on this. 

the way of 
What tbe 

}Jr. Eccles 
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Upham: 

H. M.Jr: 

Upham: 

H.M.Jr: 

Upham : 

H .~ . Jr: 

Bart on: 

B. :.I . Jr: 

Emmerich: 

Upham: 

B. !A. Jr: 

- 2 -

Baker? 

Is he still with him? 

I think he has left . 

Ther e ' s another man. 

Oh, I didn' t know that . 

Procurement has e lot of cost figures on it. 

455 

Yes, we have 11ui te a lot of informa tion . :le' 11 get it. 

Then also what people are doing unjer state a nd city 
housing authorities, i f unything. In other words , 
I'd like to get t ogether nll t he informa tion whi ch 
has been floa ting oround, try to boil it down - wha t 
we have done; and then somt t hing as to the needs . 
See? As to the needs . 

Now, what I am porticul~rly interested i n i s r eally 
low cost. I mean any t hing over ten dollars I • m not 
interested in - per r oom per month . I mean the 
really low cost . 

And there ' s a series of articles which - ~r . Kahn, 
is it? - tha t he wrote - of Fr ankfort, and i f he 
is back in this country agai n . . . Be wrote, I t nink, 
the most sensible articles, &nd they 're in this 
Architectural Review, I beli eve • 

.Ernst Kahn. 

Archit ectural Forum. 

Vlell , he wrote a series of ar ticles on holY to finance 
low cost housing, and I thought it at the time the 
most sensible thing I ' ve read . Of course, they are 
in line with. . . In other words , what I'd like to d~ is 
to get together everything that ' s available and l e t s 
get it down on a piece of paper , see? 

And of course, what I hope to get out of this thing 
is a suggestion which the Treasury can make on how 
can t hese things be financed, see? I mean what is a 
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Emmerich : 

Roche : 

H. M. Jr: 

Barton: 

( B. !I.Jr: 

456 

- 3 -

sound methoa of the Federal Government going into 
t his picture, see? I mean how - 'llha t can we do? 
I mean I want ~o t ake a posi~ive view. I linn• t 
want t o say, "Are .ve going to do a eything?" but a 
positive a ttitude t oward t his thing : "\'/ha t can the 
Federal Government do towards this?" 

The President had somet hing in mind, that "e ' d 
contribute , s ay , ten million dollars a year for 
ten years a s a subsidy, or something . Of course, 
Kahn ' s i dea , to boil it :.11 down, .ras to subsidize 
it through a lo11 interest r ate . Be interprets tha t 
one per cent interest means so much per room per month. 
He 1 s "KOrked that all out in the way of interest r6 tes . 
I mean one - the aifference between four and tlu-ee 
~eens so much per room per month, and ne 1 s actually 
1vorked tnose figures out; bec~Juse he has tne back­
ground . He was fin&ncie.l editor of t he Fr~:tnl!forter 
Zeitung, and then was honor ary mayor of the City of 
Fr ankfort and Director of Housing there . So he has 
all t ha t background . 

Now, have you fellows lost your t ouch on th i s thing? 

I 've kept a little in touch witn it the last few 
years . 

1Ye •re or ganizing a depar t mental committee from all 
the agencies on the housing, unaer our general 
departmental com:~~ittee, to bring together t he work 
the t • s been done to date . It isn' t functioning yet . 
It's on its way . 

,. 11 I'd like to do t his force , sort of, you know. 
b~ ~f course, Uac bas the contact ~ith the Depart­
ment of Interior . Get more from tnem than anybody 
else . 

You people over a t Procurement - you jus t have the 
cost figures . Have you kept in touch wi th this a t 
a ll? 
To some extent . We have had somebody ~t all 
meetings, kept informed of ~hat was go ng on 
1,hat was bei ng cont emplated . 

the 
end 

1f you could ad journ to Mr • 
1/bat I -.vas going to - ;.nd I'm going to pin 1t on t o 
McReynolds ' room •.• 
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you (UcReynolds) And ge t this : I want somet h 
~~~h~i!i~~le ofhn~xt week, ·.vednesday . And t~~ 

up ~~ o s going to do what . I mean ou 
may say to Cy - he knows people over at Federa/ 
Housing Administration. You can divide up what 
each person is going to do, you see . And then et 
~i1iny~~ then l et ' s get it down and look at it~ 
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McReynolds: Yes, sir. 

B. U. Jr: 

l.lcR : 

H. :.L Jr: 

MeR : 

H. I.I . Jr : 

Opper: 

H .lA. Jr: 

You want to ask any questions? 

No . I've got a girl that I gave George Haas for 
his secret ary the ot her day, who bad been loaned 
to Delano for a year working with that committee . 
I e sked her af t er t he meeting this morning .... 

You mean she i s going t o be loaned or she ~<as 

loaned? 

No, she was loaned und no~< she ' s back here working 
in George Haas ' section. I told her t o get from 
their files over t here a brief sta tement tha t had 
been recently prepared on t his question of what has 
been done on housing . Tha t committee bas pr epared 
such a statement; it may be of some use. 

Well , something pr eliminary by Wednesday, because 
I don't ~ow when the Pr esident is going tc call up 
and ask us for s plan for low cost housing . They 
asked us to analyze the \Vagner bill and we said "Ne 
didn't feel - we couldn't go along on this immediately, 
but if the President would ask the Treasury to sub~t 
a method of low cost housing financing, ~e' d like to 
be able t o . I don't want to wait until the l as t 
minute, so that's why I 'm starting in on this, so 
that when the burry-up call does come - "Please 
give us a plan" - I'm hopeful we can have something. 
I know everybody's tried, everybody 's failed , but 
that ' s no reason why we shouldn't make a stab at it. 

Have you lost your contact over there, Clarence? 

Not entirely, but I haven't bad much. 

But you know the troubles Yr. Oliphant has bad wi t h 
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O;,Jper : 

B. !A .Jr: 

Opper : 

B. IJ .Jr: 

Opper : 

B. M. Jr : 

Opper: 

B. M.Jr: 

Opper : 

!Lld . Jr: 

Opper: 

H. M.Jr: 

Opper : 

H.».Jr: 

the l and , 

Yes 

- 5 -
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or course, that 1 1 I understand. 8 orgely Mr . Ickes ' t r ouble, as 

That's right . 

I mean the ~uestlon of title, and he has no aut hority 
to condemn land for this . 

No, that nas declared unconstitutional in that 
Louisville case. 

And isn't t hat one of the things? 

That ' s right, l and costs . 

Now, can the Ne11 York State housing authority - can 
they take land from me? 

I don ' t t hink they c an. I haven' t f ollowed that 
very closely . 

Of course, we could in the State Conservation Com­
mission . We could take any l&.nd we wanted for 
state park purposes . I t's a question of whether 
housing is a public purpose thet ' s tripped up Ickes . 

The very question that was cited in tllat Louisville 
case . As far as the Federal Gover nment is concerned, 
they can condemn for park purposes and things of that 
kind . But in this case it was held that housing was 
not a public purpose so far as the Federal Government 
was concerned . Now, t here is of course a different 
argument when you are dealing wi th a municipality . 
But the r eason why I said 1 didn ' t think t hey could 
is because I ' m afraid they may be upset the same way . 

You - could you put somebody to work on ho'N could 
you ge t the land at a reasonable cost? That ' s 
where you ' ve got to s t art . 

It ' s a good place to start. 

Well, Mac, if you don't mind .... 

(Gr oup adJourns t o llr. McReynolds 1 office) 
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Pebrut.z7 19, 1937. 

I attach a turt.ller t.elep'uo rece1Yed tllla 
att.el"IIOOil he. Bulli.t.t., toget.ber with a dr&tt. 
of a rei>l7 which I han sct. to t.be State Depart.­
Mnt. at. t.be1r requeat.. 

I helieYe that. the St. Pierre ~~&t.t.ar 1e in a 
fair way to heiDi diapoaed of to OIU' aat.iafaetiOD, 

GIU.V!S. 

0 
I r"L. I ' • ' 

(_ 
.J 

/..... ' \.. l 
~ ...... ~' ·I '-" - -- ' 

.-
I ,...., 

' ,., .__ ' <. 

' 
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Paris, Pebruary 19, 1937, 

The Ministry Of Foreign .ltfaira inf'OI'IIS us that the 4th decree •ntioaed 

in the first paraaraph of Elllbaasy ' a 238, February 18, 6 p.a., 1s intended 

to prohibit t he l.aport&tiOil of bllk alcobol which 11116bt be used in u ua­

gling , even tbougb such alcobol may possess a t rade naaa . 

Tbe Ministry of Poreip J.ffairs suggests tbe t the question raised b7 our 

Treasury Departaent a!sht be met b7 def1ning "elcool de trait.• in the 

decree itself, and auggeets t bat our Treasury Departaent i tself should 

propose the defini tion of •alcool de traite.• 

If you f ind this arranguent satisfactory, the French Government, as a 

u.ttsr of fora proposes to issue tbe decree in t he following aannera 

Decrees l and 2 a.s given in our 238, Februar)- 18, 6 P••·J Decr-J and 

4 to be co:tsolidated into one decree, which would: (a) prohibit the 

ilaportstion or •eloool de tra i ts• int;o St. Pierre4UquelODJ (b) define 

•alcool de traite"J and (c} prohibit the installation of &D7 distillery 

of alcohol in the ielands of St. Pierre and !liquelon. 

I should greatly appreciate a reply at 1our earliest con•enienoe. 

BULLITT. 
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laalli&t.oD, D. c., Fellruary 19. 

Treasury Department conel..dera the &n'!lll&-t. outll..ned 1n 70IIJ' t.el.­

graa of February 19 ae aatia!acto.,., subject to tbe acceptance or au't>­

etantiall.y tbe f ollowina def inition ot tbe te,.. •alcool de t.r&l.te"• 

"Tbe term 1alcool de traite' means et~l alcobol trom wbat­

eTer source or by wbatenr process prodWled, inclu.d.in& 

dilutioaa or aixture:s tbereot, but not includini beTaraaee, 

pertu.es, pbaraaceuticala, tlaTorina extracts, aDd al.aUar 

substances or prepar ations when bottled and packaged by 

reputable aanutacturere and labeled as aucb under appro­

priate trede or brand ruuoea. • 

452 
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BURilAU OF INTERNAL REVENUE: 

""'""" CHIE-f'. INTELUGI::NCC UNIT 
L 

J 

Ji'vl:r.u;.ry H, lQJ7. ~ 

Memorandum in r e: v. v. Lamkin , 
APPlicant tor appointment na 
Collector ot Internal Revenue 
at New Orleans , Lou1a1ene. 

A conrerence wee held in the otrtca or the 
Secretary at 10:30 this morni"6, at ""lob were 
present the Secretary. Col:Ulssioner uelnr1"6. 
Senat or overton and myaelr. 

Tbf' Secretary outlined to the Senator tbe 
recta reported in the attached ti le indicat ing 
thet ~r . Le=kin , acting in bis capacity as ~or 
and Ohler or Pollee at Alexandria, hue permi tted 
open g~bling in that town, baa allowed tho sale 
or in toxioating liquor there on SUndays in vio­
lation or city ordinance, nnd baa accepted pay­
mente or moneys trom operators or gambling machines. 
The secretary point ed out to senator overton that , 
in view or thoee t acts, it would not be proper to 
consider Llr. Lamkin tor the position. Ha suggested 
to the senator that the beet course would be ror 
ur, Lamkin to withdraW his application tor the posi­
tion . 

Senator overton stated that while ba was not 
con't'inced the charges were true, he realized that 
the matter rested with the Sftcre tary and Cocciaaioner , 
and atated, therefore , that he would take atepa to 
hen ur. Lemk1n withdraw. no stated turthar , 1n 
reapoose to the suggestion ot the Secretary, that 
be would proceed to select a person to be recommended 
tor tho position and indicated that he thought it 
wise to retrain trom rec~endins a politician. 

1Ft 
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lo.J.~....,. 

-·~-..-­IIIOIIIIIIITD.CNIIIY ...... 

The Honorable , 

COMMI'T"'MUC OH ~lA TlONa 

RE I Collector of Internal 
Revenue, New Orleans. 

V. V. Lamk:1n 

The Secretary of the Treasury, 
Washington, D. c. 

Dear Kr . Secretary! 

Following our visit to your office the 
other day, when we presented Ron. v. v. Lamkin of 
Ale xan:iria, Louisiana, to you in person, we are 
tonaal.ly recommending him for appointment as Col­
lector of Internal. Revenue at bew Orleans, Louisiana. 

Your file will show that , on Way 7, 1936, 
Senator Overton recommended Mr . Lamkin ' s appointment 
with t1le concurrence of the then Junior Senator from 
Louisiana, Krs . Rose McConnell Long, 110:1. with the 

endorsement of Governor Richard w. Leche, National 
Committeeman from Louisiana. 

We may add that Governor Leche continues 
to concur in Mr. Lamkin's selection for this position. 

It is our understanding that following 
the recommendation of May 7th of last year a thorough 
investigation was made of Mr. Lamkin by your Depart­
ment and we assume t hat no further investigation 1a 

now necessary. 

4S4 
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' TELEGRAM 

Honoraole John H. Overton 
Senate Office Bu11d1nc 
l'aohinc;\On, D.C. 

TREASURY DEPARTMENT ----

Juno 17, 1936 

Rete1 eirteenth ~erythiog pooo1o1e oe1nc done to e~ed1te 1nveot1&&t1on 
coacern1og &Yailao111ty of Y. Y. Leakln t or Collectorship S!OP 
ThorOU«hlT appreci.au the reaoono which pro~~pt yau:r requeot 

SZCR£Ul!f 

G.T.Helveri~~g 

Q.Ql l (llr. Iroy'o 0H1ce have thio file.) 
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19 7ebruar,r, 1937 
II P• a. 

COU! Clll.UO OPIUTIOJI U n.oop tp• 

AU.let7 felt ,..oter4q oonceftliliC poooib1lit7 of llreelt 

ia 1"" at Deer Parle, LCIII.ioiaz>a, reliend, accordia& to report 

ot Co=rler, Coaat Ouard ll.elief 7orce, and tlw oituati011 reporle4 

Coaot Ouard force at preoont operatia& in tbe M1aa1a­

o1pp1 flood aoae auoben 22 ••1141"1DC unite and 25 bo&to. thll lat­

ter operatiDC UDder thll i..ediat• direction of tbe DIOII a\ 

latches. Miooioolppi, -re a obore office and co.....,ication· ..,_ 

• 
~!I!!J* IPP, L1!JL CQIDI!l018o 

Creot at Viclcoburc 52.1• tbl.o IOOftliDC; llatchlla 57 ,6•, a 

ri te of 1/loth a foot ol.nce ,..ator4ql and J• Orl-• 1S. 7' a 

drop of 1 / loth a foot . 

466 
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Friday 
February 19, 1937 
9:30 a.m. 

RUJ r : t his fellow that he was very anxious to have 
us take and as I understand it Jim has gone awey 
for ten days so I thought I 1d wai t until he got 
back. 

Ernes t 
Lundeen : Well, i s that definite, that you are going to wait 

unti~ he gets back? 

R:lJr : It ' s definite that I ' ll do nothinll until Jim gets 
back. 

469 

L: I don ' t want to burry it at al~, but of course, 
take the whole picture of r epresentation in various 
departments of the Government. Ohio is so far 
under- represented that I don ' t like to see us slip 
back by a bit . 

R~r: Well, I can assure you , until Jim gets back nothing 
will be done. 

L: A~l right, that ' s fin e . I ' d l ike to talk to you 
and t o him both when he does get here . 

IDdJr : Becau se he ' s got somebody be ' s been trying to place 
for four year s , he says . 

L: Well , is i t somebody not from Ohi o? 

HUJr : It is somebody no t from Ohio . 

L: That ' s pretty tough. 

Ht.IJr : Yes 

L : Well, all r i ght 

HMJr : Wil l you t~ to Jim when he gets back? 

L: Yes , I will . 

HMJr: ill right, thank you. 

L: 0 . K. 

HJ,lJr : Thank you. 
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TMII Hca:CT.t.•Y fW THI TRaA.Uin' 

PebruarJ 19, 1937. ~ 

/)J. ' 
IIDIORA!IDUII FOR THE Sg<RETAI\I: 

I balld you herewith copies of two ceble­
graas received late yesterday by the State De­
pertaent fr0111 Allbasaador Bulli tt, and tele­
phoned over to ae. 

These are in reapcnae to the cable sent 
Bullitt on February 15, which I allowed you, 
regarding the St. Pierre .... tter. 

I attach slao a copy or a proposed reply 
which I heve sent to the Stete Department. 

GRAVES. 
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Puis, Februaz'7 17, ll P·'"· 

Last night I cotl!llunicated to Oelbos {Minister of Foreign Affalrs) 
the substance of your No . 85 of February 15, 4 p.m. 

Thta morning Blum, t o whom I had already !poken, telephoned and 
asked Ill& to have a conversation with the flllnie ter of Cvl onies, •·hO 
celled on me this evening , accompdnied b)• hie expert i n the affairs 
of St. Pierr e-lliquelon, 11. llerat, Director of Economic Aff a irs at the 
Ministry of Colonies. llerat, who stated that be had been in St. Pierre­
lliquelon in 1935-36, conducted most of the conversation in behalf ot 
the Minister of Colonies . 

He aeeerted thet when he had been 1n St . Piarre~iquelon be had 
dhcuased t he question of suppr essing the contra bend t r ade rl th our 
Consul, Mr. Gunsanlus, and that llr. Gun ... ulus bad Gpproved fully ot 

471 

t he aoeeeures •hlch the French Gov@ri!Oient now proposes to adopt. He 
sugaested thet our Govern:~ent • bould colli:!Wlicat e with Gunsaulus . Ba 
was confident that Gunsaulus would agree 11ith him that the new lllethod 
devised by the French Government for suppreosing the contrabend trade • ould 
be moro effec tive than the method now in force . 

He a nd the llinister sta ted that their solo desire was to suppres• 
co1nplotoly t he contraband trade fro1n St. Pierre-lliquelon to the United 
States. They said that with this object in view they had asked the 
Assembly at St . Pierre-Miquelon to vot e a law forbidding the importation 
into St. Pierre-Uiquelon of all alcohol except French alcohol; the law 
had been \'Oted. I n return the ln!Jabi tant s of St. Pierre-lliquelon had 
requested that they should be treated 1n the same manner as t he inhabi­
tants of all other French colonies, that is t o say, the re&ime of export 
under bond should be suppressed. {superseded) 

The il.inister and his expert both stated that the French Goven:~~~ent 
was prepared to pro:aise tb!.t no alcohOl de tra.ite would be exported froto 

France to St. Pierre-lliquelon. 

The> were turther ;>repered to prollliae that if the A:Rerican Govert~~~ent 
should tind reason to object to the new reGime 1n St. Pierre-lliquelon 
TilEY 1\0ULD ESTABLI SH A QOOTA FOR IMPORTATIONS of alcoholic beverasas to 

St. Pierre-Miquelon. 

They stated, further, t hat one of their chief reasons 1n deairin& to 
chango the law was the ~ wish to reduce the expenses of the French 
Govorlllllent in ma1ntain1n& St. Piarre-lliquelon. They aasorted that the 
revenues of t be Islands now amounted to c.pproxima.tely 1, 000,000 f ranca 
annually, and asserted that the expenses of the Islands amounted to 
s,ooo,ooo francs annually, which required an annual contribution by the 
Fr ench Government of about 7, 000,000 f rancft. Tbey nsbed to reduce the 
nuaber or customs inspectors at St. Pierre-lliquelon in order t o reduce 
t ba expenses of t he French Government. 

Tbe expert of the lliniatar of Colonies there sald t hat tbey •ould 
be very glad to put on • ore cuetoes inspector• 1f the United Stotes sh.><.lld 
bt> • r • . n't'd to po.y for t hea. I asked biJI if be were spee.Jdno: serioual7, 

Regraded Uclassified



( 

( 

472 
-2-

as we were willing to go to great leagtba to pre·..,nt thle treftic. Be 

r eplied that ot course tbe French Oovemmen t would have to select and 1"'1 the 

agents with our money. 

They f inally said that u· the new re&i.lle sbuuld U.. .,;;to,hliGbed D.lld tl>e 

Aller i can Oovern.ent should t J.nd objecti on thereto, they were prepered to 

r eintroduce the regt.e now in force. 

I asked if they would bold up tbe new decree, and t hey said tbey could 

bold it up for a few days . The difticulty was tbo.t the law pseaed by the 

Assembly of St. Pierre-Miquelon forbidding tbe importation of alcobol except 

of French .,ri.gin wee now to take effect . They ban aecurod tba passage of 

t b13 law by promising tba t tbe r egime of export under bond would be 

auppreued. lloreover, tbe bonding oyetem was of doubtful legality. I t 

would, theref~re, be aore eabarraaaing for them to delay the suppressi on 

of tbo bonding system. I asked • h:r it -.ould be oabarraaeing, and tbey re­

peated thet t ho colonists of St. Pierre-Uiquelon ho.d demanded to be treated 

on the same tooting as all other French coloniDt.a . I aa~d that I did not 

believe t hat tbe French Oovernaent bo.d to be too pnrticultlr about the finer 

teelinas of a lot of aaugglors . 

I said, further, that we did not believe tbe system tba:y propose to 

install would prevent tbe importation into St. Pierre IUquelon of alcobol 

from other countries t han France under French labels and under false Frencb 

cer tificates. I added that wo did not believe that exports from France 

would be controlled proper ly, and stated that we belle•ed tbe onl7 purpose 

of the new decree wae to peral t nuggling. Aft.>r a vigorous discussion, 

I was again assured that the only desire or t he French Government was to 

put an and, once and for all , to ell snuggling from St. Pierre-Miquelon. 

BULLITT. 

Regraded Uclassified



( 

c 

( 

473 

Parb, February 18, 6 p.m. 

Tbe Ministry of Foreign Affairs now expresses tbe w1ll1oiness to 

issue f our decrees on this subject: 1 , alu·o11 .. t.S.ng the pro:cnt b""di!lg 

system, except as it concerns alcohol and alcoholic beYe rages of what­

eYer or igin now 1n stock at St . Pierre-lliquelon; 2, prohibiting the 

importation or all alcohol and alcoholic bever ages or fore ign origin, 

DO derogat1C.Q8 being perm.itt8(l l J , pro hi hi tion Of the II&Dufacture Of 

alcohol in the Islands; and, 1. , prohibition or the importation or all 

•alcool de tre.ite• ot whateYer origin into the Islands. 

Foritip Office now says that alcohol de tra ita includes all alcohol 

and alcoholic beverages other than those having a trade name . 

Ii' tbo Ameri can Government finds that t here bas been e. revival of 

sausgl.in& under the new ragiae, the For eign Office and the Ministry of 

Colonies have both agreed that the decree or April 9 , 19J5, will be 

reenacted, and written assurances to that effect will be p vcn. 

The Foreign Office, in this connection, r equests thot the De part­

ment again gi Ye cons1dorat1on to the French Ambassador's proposals of 

19J5 that the United Stt.tes Lines be i:lduced to arrange cruise& to 

St. Pierre-lliquelon. 

BOLLin . 
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Washington, D. c. , February !8 

Treasury Depc1rt&ent advisee they have no substantial obJect6on to first 

three decrees referred to in your telegram of February 181 
6 p .a. Stop. 

Regarclin;; fourth decree, prohibiting IJiportation of all •alcool de traite" 

of wbataver origin, and 1n the light of Foreign Office definition of thia 

term, Treaaw.-y pointe out that bulk alcohol coJllllonly &IIUggled into thia 

country tros Europe via St. Fierre and otherwise uauall,y baa a trade 

naae, such aa "!land Brand,• •swan Brand, • etc. Stop. Treasury fears 

that this proposed limitation would therefore not prove effectual against 

resumpti~n of smuggling fro11 St. Pierre. Stop. They urge that either 

the present bonding system should be cootinued 1n ~orca with respect to 

all exports of Wll< alcohol of whatever or igin from St. Pierre, or the 

importation of bulk alcohol, even though having e trade name , should be 

controlled through a quota oyste:a or an import tax. Stop. Treasury advises 

fllrtber that it 1a co""""n gossip in the underworld in t his <Ountry that 

omuggling operations hosed on St. Pierre will soon be resumed, and they 

urge thn t no loop')lole through which bulk alcohol could lawfully be 

withdrawn from St. Pierre be peraitted in any proposed decree . 
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February 23 , 1937 

I let the Prestdent read the attached memorandum 

from Taylor, dated February 19 1 and he wee very much 

interested. 
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TREASURY DEPARTMENT 

IHT&It OPl'lC& COfiiNUNICAT10N 

""" Pebl'Ual")' 19, 19:17 

To '1'lMo S.orew.r, 

I bad a oall tiUa atterDOon trom the J'a~nue .t.mbaaaedor, aooompaniad 
'UM . ... ·4 .... .._, 

bJ_. tba llnanalal. Attacht aaalr;~~~td to WaaiUJ>8ton, Pub and London, and 11r. 

Ukaft, the ea-.1'01&1 .Utecht atetloMd 1n ••• York. 'l'lle purpoae or tba call 

na to oheelt a aarlaa of ~tuutlona about the oparatlon of onr gold llcanotnc 

•1•t .. , nationallsation of gold, the operationo of the Tripartite A,reoment, 

I aatherad the t.praoaiOII that the J'apaneae OoTerament 

1e en4ea..-or1ns to follow the ..,del of baT1118 a Tery clooe ouperne1on, it not 

co-.plete control, at their oantral banlt1118 and monatary pol1ciu, but that 

the7 ware anoo1Ultar1nc nrioua ditfioulUeo. 

Tha7 e%pra ... d sreat interaot 111 the poaaib11.1 ty ot their oooporaUnc 

rl th tba Tripartite I!J'O'ql, wbioh enabled .., to ca.ll a ttention to ao• or 

t ho 100at illlportant aapeoh of tbo atatement on 1110notary pOliOJ. I got a 

d1et1aot 1-.preuioa, e hicb 1a ..,ra or loaa ccm.tirMd b7 the moat rao .... t 

oable r.- tho l:llbaaa,., that tho J'apaneaa are adj uatins their pol1ciu ..... 

at least temporarilJ baTe dacidsd to be leoo &&IJ'OOaiTe in tho Par laot aad 

to a\hllllt to cooperate 1t th oeoidental COUIItriaa. 

Tho7 aloo bad a oeriu ot ~tuutlona ralatlns to tho J'ohnaon .lot 

and anJ other oontrola wbloh n llisht baTe onr tora1sn loano floated 1a 

thlo .rket, I explained the aitv.atlon ao I underotco4 1t and raterre4 

to tbe h ieteJ')" of tba 11110'•• durinc wbich the State DepartMnt •• aaked 

to expraee an opinioa aa to ehether there wra an7 poll Uoal reaaoaa 

wlli ch would malta 1t IUldeairable to float a loan in thlo co1111try , ud elOO 
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the atatemeatAl&qu1re4 rroa the Treaeurr regarding the 1ndebte4aeea 

or a oountrr to thll Oo1'at'llllleat. There ..... eDOngh dioou .. loa 

about tbia point ao that 1 t •r be t bat the 1apau .. are th1ak1q 

la tenu or atte~\lac to tloat a loaa onr bere, Bonftr, la 

OoDlleOtlOn wltb 41e0\laeiq the aituatloa Ud the prol'lalOal or 

the 1obDeon .lot I bad the opportWli tr or e&11118 tbat to all tuteda~ 

and purpo••• the ~ueetloaa relaed •• to the actual pro1'leloaa or 

the 1o.bDeon .lot aaanred thelll.lelna, aa I did not thlllk tba t a 

prlftte banld.ng group could be round wbioh would Ulldertan to 

aU-t to float a loan in tbie •rtet tor a coUlltr"J wbere the 

political picture waa Tery clouded, ae lt wae on the oontlneat 

at the present tine, and lt aleo sa•• me en opportunltr to dlaouaa 

Tarloue dlrrlcultln which bed arleen ln the oex-a, French aad 

other rin&Doial ploturea which beppened to apply 11'1 t b great OOIIpleta­

nes a to t be ex:l.a\1118 1ap8118M ai tuatloa, 

On the .tole it waa ~u1te an lntereatlng di acuaaloa aad oa 

a rather dirtereat plane tb811 the one you bad laat rear wlth the 

new r t nanolal J.ttaoba•e predeceeaor. 
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uatEd FEbruary 19, 1937 

RECEi vEd 7:17 p . m. 

StcrEt nry of Sta tE 

17aohington 

~45, FEbr~ry 191 6 p . m. 

F:tO:t CCC !!Rl.JI. 

JourMl Off'ic :~.cl to<l.cy prCXJU.lgntEs lau 

abro(;r-.till(l /.rti c lE Si.J: of t l•E monEtary leu of 

OctobEr 1 , 1936 , It providEs a s follorts: 11 th£ 

provioiono of t h E monEta·.-y law of OctobEr 1 1 19361 

a:i'E not applicablE to i n tErm t~_t~nnl p.--.ym~nts wh~ch 

prior to t hE promulga t ion of t:1~.s l a\1 WEl'E validly 

ati-.,uJ.atEd in ~;old frC'.nco , Pa;tJ:IEnts EffEctEd bEt!7EEn 

FrancE, Al(;Eri:~ , TUnis , Uorocco, t hE coloniEs, 

protEctor atEs, a nd ot~tEo and tErritoriEs undEr 

FrEnch oandatE arE not intEr national pnyncnts . 

ThE provisiono of t' •J.O lcm t:J.ll bE EffEctivE dating 

f raa OctobEr 1 , 190611
• 

This la·.c r EcEi vEd t h E approval of Parlinr.~Ent 

ytottr day. In rEply ~o criticism thE U1n1otEr of 

FinoDOE pointEd out t~~t i t had rEcEiv Ed thE 

unanimous a:\)proval of thE Parliamt:ntnry, LEgal 

cmd Fin:mcE CODDitt~:Eo , a nd furthEr£tor E tlr.t its 

prov5.sions 

• 
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llED - 2 - {.12~5 , FEbrucr:; 191 6 p . m. fra:t Paris 

provioiono l7Er£ ai r.tilar to thoo£ EnbodiEd in thE 

n one:tn1-y a ct of June 25, 1928. 

J, dEcrEE ~tao publ1oh£d in thE J ournal Offic ial 

of F'Ebr>.~::ry 17, ,-,lu.ch anon3 oti.lf:r things providEo 

thr.t gold and gold currenoHo r.r£ subjEct to thE 

proviaiona of l.rt icl£ No. 492 J. of the: cu:JtOC!I 

cod£ rElntiD3 to pEnalt ies applicablE to t hE aup­

prEaaion o ? contrnb~cnd. UndEr this art i clE cuatoma 

"·3Ento arE authorizEd to tie!(£ oEarob of rEsidencE 

rthEn c onoidErEd nEOEooary and Llunicipnl agEnts r.l.:ly 

nlao t:~rti c-igatE in tllE oEarch, 

EIID SE0TI ON OllE. 

sas :El.IB 
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Secretary of State 

'Vashington. 

GRAY 

Paris 

Dated February 19 , 1937 

Rec'd 7135 p . m. 

245, February 19, 6 P • m, (SECTION T\'10) 

It is stressed in the press that the measure has 

obvio~sly been decided upon so as to place holders of 

undeclared gold in the class of smugglers and that it is 

a clever move from a purely juridicial point of view . 

However, it is oointed out that lt i~ contrary to t.he 

policy of lib&ralism which it has reo~ntly been hoped 

the Oover~~ent ~ight follow . Financial editor of the 

LONDON Fn;ANCIAL NEWS referring to this "reenforcement 

of vindictive legislation" today remarks that Auriol 1a 

making an exceptional recond for consistently doing the 

wrong thing. 

Rr lnc strenghtened against sterling in late trading 

yesterday on purely political r easons buttrend reversed 

today with Bank of France yielding important amount of 

sterling . Bank also provided marke t with some dol~ars 

one transaction this afternoon nmounting to $100, 000. 

s
11
iss franc better with Lazard buyin£ . Rentas were down 

fifty 

490 

Regraded Uclassified



c 

c 

c 

RB 

48! 

- 2- #245, February 19, 6 p . m. from 
Paris ( Sl':CTION TWO ) 

fifty ccnt1lih::t .. t opening but closed a little s '>ove 

this level . t"ot much gossip on bourse in regard to 

political and central bank situation. 

(Ell) JF.CTION TWO ) 

B\JLLITT 

l.'";D 

SlJS 

. ' 
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!!ED 
PJJUS A porti on of this 

OESDti(;E UUOt bE 
c loaEly paraphrasEd 
bEforE bEi nG coomuni­
outtd to an7onc (~} 

DatEd FEbr\:~ry 191 1937 

SEcrEtary of StatE 

11ash1ngton 

2~5, F£bruc.ry 191 6 p , r.1 , (SECTION T..iREE ) , ( OR/IY ) . 

Pnri s rEo .. ... Ed REutEr r Epor t froo London this 

::torninG to t :u: Eff Ect t oot United StatEs noul d r£dUCE 

buyine pri cE of gold b>:t nothillJ r1os hEard of t!11B 

g ossip this a ftErnoon . Paris l.nErican Bank oays it 

hEls br.Ell ohl£ to purcl"!OOE oomr: r~cld oars on London 

oar!ce:t tod ·.y duE to t l"l£ 1·1i thcl.ro11:.l of. Sr~iaa oor.~peti­

tion, Til.::· .. i s , thE Sm.so Evid£m;ly can.not oontinu£ 

to buy gold i n London and ohip i t by parcEl poot to 

NEn York i n v i En of t h E incrEElsE that hns bEEn oad£ ., 

in ins\wancE chargE, ~,k in quEstion is sElling 

thio e;olcl i n turn to ChEoiOC'.l 11hich i s s hippin:J on 

BErnatE::.n LinE , 

llarkEt oboErVEl':l thinlC t hEl'E bno bEEn Oa:lE 

cEoootion in FrEnch purchnDE of LDEricon sEcuritiEs 

pEnding outoon£ of Cor:Jtlittu: atudiEs in Wos hin3ton 

on oapi tal influx quEstion . l3di£ cablEs L11NPORI::.n: 0!1 

that t h £ "voguE ancl controdiotcry otc.tEornto t¥ld£ by 

UEnoro . UorgEnt!lo.u, EcclEo , and Landis rElativE to . 
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the nature and the application of legislation which will 

be proposed with a view t o reducing i~ports of f oreign 

funds ee• to indicate that the Oo't'ernaent is experiencing 

difficultiee in solving the probl .. practically. • 

I have learned confidentially f r oa SWiss banki .ng 

eouroea that t he SWiea banlta baTe re:tuaed a requeat by 

the French for a loan of one billion f r ance for one of t he 

French public bodiea. 

I was asked. by Rueff to ooae to see bia on Saturday 

at 4 p . m. at the Ministry of finance . 

END or MJ:SSAGE. 

BULLITT. 
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