
DURI 

Boot 62 

April 1 - April 4, 1937 

Regraded Uclassified



__ . __ ...... 

- B-

Book Page 

Budget 
See also Buaineaa Condi tiona 

• • Goftroaant Bond Market 
lla&ill 8e1110randUII proaanting raviaec:l utl..utaa .. de by 

Divisi oo of Reaaarob and Statiatioa abowing .. jor 
deticienciea in reTcue receipts tor preeant thca1 
Je&r - 4/2/)7...... . ... .. .. .. . . ...... .. ............. Llll 217 

IIILJr (in own ba.ndwriting) reporta on Cabinet .. ating -
4/2/37.. ... ...... .. ......... ... ..................... 218 

a) PDR eaida 
1) •Still hopes for a balancec:l budget tor 1938" 
2) •will try to get through this fiscal ;year 

wi tbout any more demands in the Treasury• 
Business Conditione 

Sea also Go't'eroaant Bond Market 
liiLJr cs1la oontarenca at bome; preaenta lliaa Perkins, 

Peoplea0 Rosa, Burna, and Gill (Works Progress 
jdelnJ straticn)o Eoclea, llcRaynolda, Baaa, Daggett, 
Leon Hendersoo, Co1denwe1ser, Lubin, Hopkins, Ce.stcn, 
Bean (Agriou1 tura) , Ball, and lliaa Lonigan -
SlJO P.M., 4/1/37••·••••••• • •••• • • •• • • • •••••••••••••• 66 

a) Hopkins tella liiLJr be baa prepared letter to FDR 
outlining plan for cooperation between Treasury, 
'liorka Progress Administration, Labor, and Agriculture, 
for appointment or group of experts headec:l by Treasury 
to study non-monetary utboc:la of controlling inflation.. 13 

b) IIIIJr tells Hopkins tbia 1a exactl y hie purpose in 
ca111ng abova..-ntionad conteranca at hie h011e; 
Hopkins pretends great surprise..................... . . . . 13 

c) Feb talla IIILJr of another group preparing to study 
inflation, including Pac:leral Reserve and State 
Da~tJ apparently HII.Tr unwittingly baa • gotten 
juap on the whole crowd"; liiLJr doaa not care •which 
group doaa it so long as we get results , namely, 
ba~anoins the budget now"••••••••• • • •• ••• • • • •••• •• ••••• • 13 

d) liiLJr aeea , aore and more clearly, that just as long •• 
Federal Reaarve follows poUoy or ae111ng short-term 
eecuritiea in order to get •oney with which to buy 
honda, they will cont.inue to drive up ahort-te111l interest 
rates, which aeaaa to haTe affect or a1ao increasing 
lOD£-tara i.Dter.at rates and thua push doom lOD£-teno 
bond urketJ oa.l;y way to atop thill constant tall in 
bond lllllrket 1e for tbem to stop thia procees and begin 
open IIArkat operations, thus inoraaainl; tbeir portl'oliOI 
this they have retuead to do to date...... .. . ...... . ... . 13 

Discussion at conterenoe mentioned abavo........... . .. . ........ 66 
a) Actual aeaornpdua. .... .. .................. . ............... 130 

·(For u•orandua on •Speculative c.,.,oditiea and 
UnaaplO)'IIomt Prograas, • see page 168) 

llaaorand~a oo •Salectift Spending" diaouaaac:l with PDR - 4/2/)7.. 172 
Ticker report of FDR newspaper coaferenco - 4/2/37 •• • ••• • • • • • • • • 213 

Regraded Uclassified



-C-

Book Pap 
Carriers' Tuin& Aot 

See ~d Retir .. ent .let 
China 

For rea~ of oonYareationa between HMir and Chinaae 
delegation, sea Book LXXVIU, page 190 

llicholson Hporta -s and short biograpbiaa of leading 
IIUbers of X~m~ delegation to attend ooroution in 
England- 4/3/37• •••• •• • •• ••• •••••••••••• ••• •• • ••••••• LIII 327 

- F-

Federal Deposit Inouranoe Corporation 
I!IIJr report3 to Crowl ey that •Treasury is balding in 

aafekeepina for Federal Deposit Ineuranoe Corpcration 
$100 aill.ion face IUIOunt of ~, •)>8Ci&l: Treasury notes 
dated 12/1/34 and aa turing 12/l/3'1'- 4/5/37 •••.••..• • 

a) Su&gaaticm that Federal Deposit Insurance 
Corporati,co abould authorize Tre&aUJ7 to r...s­
$5 allllon worth, proceeds to be HinYeated in 
otber oblicationa of ODitad States 

Federal Resene Board 
See Buainesa Condi t iona 

• Qoyernaant Bond llarket 
France 

See Stab111eation 
- G-

Gove.......,t BODCI. llarket 
See &lao Buainaaa Coou!J.tiona 
Burgees reports - 4/l/37: 

228 

a) 10•25 A.M., •Rotbing ve~ chaartul to report•....... 3 
b) 12•38 P.M., •stw slipping; l!liJr stateaent baa 

DOt belptKI" , ,,.,, , •• ,,,, • ,,,,., •,. • • • ••••••• •..... .. 9 
Interest r~te situation diaousaed at oooferenca; present• 

l!liJr, Haas, llb.ite, Seltzer, Mur~, Caston, Taylor, Viner, 
Eoclea, &D4 Ooldenweiaer- 4/l/J?.............. ......... 27 

a) Action should be Joint between Treasury and Federal 
ReaerYe Board; olear indication in preu eteteaant 
that purpoae ie to eaae 1t0De7 aarkat situation, .!!21 
to aaoure tunda with which to bq Gon.......t bonds 
or to peg Gonnuoant bood aarltat 

b) Gold to be ..-leased in inactin aooCNDt and in 
working balaaMJ Federal Reaarn ehould upnoss 
intention ot conducting open aarket oparatioDS not 
lial.tad to billa or bCIDda 

JIIUr tells FDR, loolee and be will han plan for b1a nv aooa1 
due to Eoolae artiolee, epotligbt bas b- on Gonnuoant 
apeoding; 1! ooaobinad progru fails, thea spotlight will be 
axcluei.T~ 011 b1a (PDR) 1 bege FOR to • .Ita ... e atateaant at 
preea contareDOeJ PDR aaya be will &IIDOUDOe tbat he ia aaking 
Bell for rarldon of bqet picture, llbich will be included 
in .. aaaga requesting relief 1100.7 - 4/2/37. • • • • • • • • • • • • • • • 172 

Regraded Uclassified



- G - (CacUmaacl) 

Book Pap 

Gonnl8ct BOD<i llarket (Cact1Aued) 
CacfeHnce at lllloJr'a b ... to <liiMIUH phraa1Ag ot jo1At 

releue and ar~h to be pra..,tad b7 !cclea to 
aa&llbera of Open llarkat 0-Utee -tiA& Saturdq, 
4/J/J7J .presents lllloJr, Jcclea, Goldan .. iaer, Tburatan, 
T&Tlor, Bell, Baaa, and Gaston- 4/2/37 •••• • • , ••••• ••• LXII 229 

Second cooterenca• bond market - interest rate aituationJ 
present• IDLJr, Baas , Lochhead, Uptwa, Bell, Gaston, 
and Taylor- 4/3/37. .... . ... .. ......... .. ............. 240 

a) United Prase atoey cliaouaaed 
llaetiA& at lllloJr's ~~ preaeat.1 IIMJr, Eccles, Goldenweiser, 

Harrison, Burgess, Broderick, lloKee, Sinel.air, Will1aaa, 
Ball, Geatcm, Ta7lor, Baas , and Upbaa- 4/J/J?.. •• •••• •• • 266 

a) lDLJr reports on Eoolea-IIILJr internee with PDR 

-I -

Inflation, Control or 
See Business Condi tiona 

-II-

lle:.dco 
State Departllent tranaaita ... orand\111 •rega.rdJ.A& lle:.dco•a 

upe.nd1Ag prograt~ of denlo~nt and the 1Aoreaa1Ag 
expenditures neceuitated b7 Mid prograa• in preparati on 
ot approaching viait of SUarez (Secretarr of Treasur,r) -
4/2/)7......... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 186 

- II -

ll&rootica 
lllloJr tells CraTes, Hu.ll 1 a ortice baa Just intaraed bia 

Treaeur,r bas not been sated to appoint a repreaentetiTe 
to CeneTa larcotic Conference because lllloJr bas not 7et 
apprOTed Hornbeck arrangement - 4/1/37 • • •.• •• ••• •• • ·•• • •• 7 

a) Crane will 1aaediatel7 prepare letter for 
HIIJr 1s signature 

lle110rand1111 entitled •.trrana-nt for racilitatin& cooperation 
bet- the State DepartuDt and tbe Treaaur7 Departaent 
tor the purpoae of diacbarginc the internati onel oblieationa 
ot the United Stetea coocerning the trei'tic in narcotic clru&•" 
agreed upoo with Bornbaolt, approved b7 HIIJr, and tranaaitted 
to 9ull- 4/1/37............... .. ... .... ........... ...... ... 21 

Regraded Uclassified



-R-

Rdlroad Retirement Act 
For rea~ 2/24/)7--4/21/37, see Book LVI, page 175 
Magill -or&ndull on conference in SeD&tol:' Harrbon'a 

office with D. Yt. Bell, George Harr-iaon, and Pelle)'-

Book Paaa 

4/1/37••••••••• • •••• • • ••••• • • •• • • • •••• • •••••••• • •••• • LXII 11 

HIIJr tells !'DR of conference witb Harr-iaoo and Dought""-
4/1./37. . . . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . u 

a) HIJr malcea auggeation (to which the1 agree) 
tbet law go into ertect Jul.y 11 19)7, instead of 
January lJ tbua Treasury will gain about U50 .Ulion 
in tbia fiscal year 

b) Harrison suggests tbet instead of going from 7% to 
5~ tbey let tbe 7% etend for one year, lowering 
r-ate t% aacb 1ear until the 5% ie reached 

SeD&tor H.a.rrilon r-eporla ~no luck in selling above ideas• -
4/2/37. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 20'7 

Board of Actuaries forwards analysis of •certain actuarial 
cOMputations aade by Railroad Retire....,t Board and 
Goveroaent Actuaries•- 4/2/J?. . . . .. .. .. . . . .. . . . ........ 209 

HMJr-Dougbtan eoo•eraatioD - 4/2/37......... . ...... .. . .. . . 223 
HIIJr tells ll&gill, Harrisoa bee said be could not get in 

touch with railroad owners and therefore was going to 
introduce bill in Senate; llliJr reported this to Cabinet; 
FDR tells Garner to tell Harrison to do nothing untU 
FOR can sand him a latter outlining why the TreasU1:'7 
cannot affor-d to lat this bill go th1"oll8h because of 
loss of revenue thia 1ear and next1 HIIJ'r tells FOR, 
Magill and Bell will have letter read,y at t•elve o'clock 
Monday , April Stb- 4/2/J?. ................. . . . ...... . . 227 

•Selective Spending" 
See Business Conditions 

Stabilization 
France: 

- s -

Market •ovementa resua4- 4/2/37....... . ..... .. ..... . ... 200 

- u -

Uncaployment Rella! 
For discussion of Haas 01811orandua •Select ive Federal purcbaain& 

and ellocation or F.O.e>''~ projects froa the standpoint o! 
e~~plo1"'ent aDd coat or aateriala, • soe Book LU, pege 292 

See elso Business Conditi ons 

- w-
War, Prevention ot 

For Bewley conferet~oe with !II&Jr in Sea llland, Georg1a , 
see Book LXI, pege 155-A 

Ch&llberlain'a reply t o I!IIJr'a •iaport&nt •aaage offering 
eoo.peratlon. 1D pre•ent1on of a.noth_.. war• ......... . . . ........ . 

(lless!l&e wu CCilV81ed vfrbelly t.o Britiab .&abassador: 
see Book LVI, pa&e 317 Regraded Uclassified



B.M.Jr: Bello 

0: Chai.raan Eccles 

B.M. Jr: Bello 

0 1 Go ahead 

H.M.Jr: Bello 

Eccles: Hello 

B.M.Jrz Marriner. 

B: Yes sir. 

April 1, 1937. 
10118 •••• 

H.M.Jr: J ake Viner 1s here at rq dealt. 

B: Yes. 

H.M.Jr: Be could come oyer now 1! you could see hia. 

E: 

H.K.Jr: 

B: 

B.M.J'r: 

B: 

H.lf.Jr: 

El 

H.K.Jrz 

E: 

H.K.Jr: 

lh 

H.II:.Jrl 

Well I can't for a little while. Let's see - ab -

Well giYe him a time - 11 o•clock? 

Yea, bow will that be? 

BleYen? 

Yes, we•re to - oYer at the Treasur,r. 

Wel.l he '11 coJIIe to see ;rou. 

Oh, al.l right then, that will be tine. 

Ro, be'l.l coae to see ;rou. 

Tbat1 s tine. 

At - at ll o'clock. 

I'd lilte to cet - I'd .like to baYe Goldemreiser 
in too. 

Well an:rbod:r that :rou want - he'll coae oYer there. 
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Es 

H.M.Jrz 

E1 

B,II,Jrl 

E1 

- 2-

Well that 1lill be tineJ 11 o•cloclr. 

ll o'clock •. 

Ah - thank you. 

All right, goodbye. 

Goodbye. 

2 
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Burgess: 

H.ll.Jr: 

B: 

R.ll.Jr : 

B: 

H.ll.Jr: 

B: 

H.K.Jr : 

B: 

R.Y.Jr: 

B: 

B.N.Jr: 

B: 

Hello 

Hello Burgess . 

Ob bello sir. 

Yes. 

April 1, l93f. 
10:25 a.m. 

Well I Just wanted to keep in touch with you. 

Yes . 

You've seen the market this morning I suppose. 

We.ll Harris was Just telling me about it. 

Yes, there's nothing very cheerful to report. 

Yes. 

There - there was some nibbling !rom ini!IUI:ance 
companiea yesterday ! r om one or two or them • • • • • 

Yes • 

•• ••• but they're very !ew bu7ers in the market. 
The buyers have all gone into their boal>-proo! 
storm shelters • ••. • • • • 

H.ll.J r: ~-be . 

B: , • • •• • • and- ah- they may come in before the day ' s 
over - I don ' t know. 

H. ll .Jr& Ah-ha. 

B: They - there are blocks around that are available at 
prices so that i t would t~an awful lot or bu71.ng 
to do -ch in the market; we'll Just - ah - Just try 
to keep it orderly • ••••• 

H.ll.Jr: Yes. 

B: ••• • by buying here and there it I see any bids 
available unless you have any other suggestions. 
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H.M.Jr: 

B: 

R.M.Jr; 

B: 

B.M.Jr: 

B: 

B. U..Jr: 

B: 

H. LI ,Jr: 

B: 

B.M.Jr : 

B: 

R,loi.Jr: 

Bt 

B.M.Jr: 

Bt 

B,lf,JN 

Bt 

- 2 -

Bo I haTen't got anT - ab - ab - I mean each day 
goes on; its becoming more obYious that the - t hat -
that what we're followin& - not on the day to day 
but the policy which is laid down isn't going to do 
the tri ck but I ta not pr epared to say what change 
should be made. 

Well I think its nry dUficult. 
hopeful all along; perhaps thats 
optimistic; that the thing would 

Yes. 

I'Te been Tery 
a little too 
blow itself out •••• •• 

•• • •• • but the darndest things keep happening here, 
These - the talk about inflation. , • , , • 

Yes. 

• • , .and about the Treasury Budget position ••• •• • 

Yes, 

•••••• and so on which keeps stirring people up again. 

Yes, we got - if you notice the Wall Street Journal 
or the Tribune cor rected that story that we were out 
of funds , 

Yes - yes . 

Yes. 

Well I talked around with 
and I straightened him out. 

here yesterday 

Well I talked to Duffield yesterday. 

We.ll that ' s well, yes, Ita glad you did. 

Yes. 

Yes , 

Well -
" Well I - I still think its craZ7 and it will blow 

itself out but just when I don't know. 
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B.Jl .Jl't 

B: 

R.M.Jr: 

B: 

B.M.Jr: 

B: 

B.II.Jr: 

B: 

R. II,Jr : 

B: 

H. II .Jr: 

B: 

R. M.Jr: 

B: 

R.K.Jr: 

- 3 -

Well, as I sai d, I talked to Harrison yester day 
on the day to day I might say, "Well I ' d buT a 
little more or a little less from hour to hour• . 
I - I told thea whether ther buT t iTe, snen or 
t en million on a day to day i t makes Yery little 
difference. 

I think it makes a~st no difference. 

But its - we ' re - we tre on a certain course; Whether 
that course should be changed I ta not prepared to 
say yet. 

Yes, I agree. I feel exactly as you do . 

But I - I aa becoming each day mor e skeptical that 
the course that has been charted •• • •• • 

Yes. 

• • •••••• that the th.ing Will correct itself as long as 
we follow that course. 

Yes, well now I think that•s a real question. 

What? 

I think that• s a real question. 

But Eccles asked me last night did I haTe 8U7 
suggestions to make and I sai d not yet. 

Yes - yes , well I think you're t aking exactly the 
right course. I wouldn' t be prepared to make &nT 
recommendation to- day, 

Bow about this gossip that the banks conYerted a lot 
ot their April notes into the 2-l/2's hoping to make 
a profit and then when th81 couldn' t they got panicky 
and sold them? 

Oh I don' t think it was 8UT .ore so than usual. Ot 
course they always do that. 

Yes, and they got stuck this time. 
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B: 

a .ll. J r: 

B: 

B.Y.Jr: 

B I 

B. Y.Jr: 

B: 

B.M. Jr: 

B: 

B.ll.J r: 

B: 

R. Y.Jr: 

B: 

-.-
Yes, there n• 10- sell1JI& or that sort; there 
alwa7• 11 •••••• • 

Yes. 

••••• and their had so-. 

Yes. 

Ah - bllt •••• 

Well Ita - Ita glad our refunding is behind us. 

Thank God for that, yes. 

That ' s right . 

(Laughs) 

All right, Burgess, if anything happens call ae. 

I will. 

All right. 

Right. 
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R.U.Jr: 

0 : 

B.ll.Jr: 

0: 

R.M.Jr: 

Graves: 

B.K.Jr: 

Graves: 

H.Y.Jr: 

G: 

B.M.Jr: 

G: 

B.ll.Jr: 

G: 

B.K.Jr : 

G: 

B. M. Jrl. 

Harold Graves plea.se. 

Right . 

Bello 

Kr. Graves. 

Harold. 

Yes sir. 

April 1, 1937. 
1 210'7 p.11. 

Kr. llcBri de, Kr. Bull ' s Secret ary, just called 
Mrs. Klotz to say that the reason they bad not 
asked us to appoint a II&D to go to Geneva on the 
Narcotic Conference was because I bad not - said 
that I would agr ee to what you and Hornbeck bad 
gotten together on. 

Oh yes. Would you like for 11e to send some • • • • • 

What? 

Would you like for me to prepare a letter tor you 
to sign? 

Well they say i ts ~n ~ desk; I 've got nothing on 
~ desk. 

No , nothing was ever subllitted !or you to sign. I 
suggest that ypu l et me prepare a let ter for you to 
sign to Mr . Bull saying that you do approve thi s 
Hor nbeck arr angement . 

Well if you can get i t in to me I' ll sign it. 

Ab - I cer tainly will. 

Call up McBride and explain to b1m will you? 
What you are doing? 

Yes. 

McBride i s Hull ' s Secr etary. 
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G: 

B.K.Jrl 

0 : 

H.M.Jr: 

G: 

- 2-

I• 11 do 1t. 

Wow tbe respans1b111tT 11 Tours, 

All right I'll see that the letter is prepared tor 
TOU and I Ill eall llcBride, 

RJ.gbt. 

Yes sir. 
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tl . II .Jr: 

0 : 

H. II . Jr : 

0 : 

Burgess : 

H.&I.Jr : 

B: 

H. li . Jr : 

B: 

H.M.Jt": 

B: 

H. M.Jr: 

B: 

B. !.I . Jr: 

B: 

B: 

H. M.Jr: 

B: 

B.li.Jr: 

B: 

H.Y.Jr: 

Hello . 

Dr . Burgess . 

Bello 

Go ahead . 

Bello 

Hello Burgess . 

Oh, hello Henry. 

8011 are things going? 

April 1, 1937 . 
12 : .38 p.GI. 

tlot ver y well; i t ' s slipping . J.h - keeps on slipping 
a little bit . 

What? 

I t keeps on slipping e little bit. 

Ah-ha . 

I guess it's off a half t o three quarters or a point. 

Yes . Have you aone anything to-day? 

We' ve done about seven million. 

Seven mi llion. 

VIe - we 1 ve got bids in 
picking off t he most 
along . 

on the board; we ' r e picking -
bonds as they co01e 

~id you see ~ statement on t he Dow Jones ticker? 

Yes. 

That didn ' t hurt aey, did it? 

Well I don't know whether it did or not . 

Well I mould think it would have helped. 

9 
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., 

B: 

H. ll.Jr: 

8: 

H. N.Jr: 

B: 

H.M.Jr: 

8: 

H. II.Jr: 

B: 

H. M.Jr: 

B: 

lO 

- 2 -

It 1s very bard to (laughs) - very bard to s ay. (Laughs) 

I ~de it to help. 

The =arket doesn't give ~ucb indication of having 
been helped by aeytblng this eorn1ng . (Laughs) 

I see. All right. 

But I - I think you told Just the truth and that ' s a 
pretty good rule. 

That ' s right. 

It paid to doubt (laughs) I don't know any other 
better rule. 

1bat's right . All right. 

All right, Yr. Secretary . 

Goodbye. 

Goodbye. 
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April 1 , 19.37 

Excerpt troa Mr. Magill ' s memorandum to the 
Secreta!')' entitled, •Kemorandua ot tbe ~·• Activities 
tor April 1st•: 

1 . Rai lroad Retirement Legislation 

Attacbed hereto is a ·memorandum outlining ~ con­
terence this morning with Senator Harrison and Messrs. 
George Harrison and Pelley. The two men last named are 
to consult their respective groups and advise Senator 
Harrison of tbe result. In the meantime there is no 
action tor us to take. 
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12 
COPY 

April 1 , 19.37. 

TO The Secretary 

FRO!ol lolr . lola gill 

SubJect : Railroad Retirement Legislation 

Senator Harrison called me about 10:00 A.M. and asked 
that lolr . Bell and I go to his office to discuss the pro­
posed compromises with him, Kr. George Harrison representing 
the Railroad Brotherhoods and lolr . John Pelley representing 
the Rai~roads. 

We outlined to the conference the plan which you pro­
posed yesterday. Mr. Pelley seemed to have two obJections: 
(1) That it would cost t he railroads about $50, 000, 000 and, 
(2) that it would involve agreeing to the constitutionality 
of the present Tax Law. I told him that as a matter of f act 
the railroads would get a very good break, since the Govern­
ment wou~d immediately take over a l i ability for #200,000, 000 
under the present private pension plans and that our Actuaries 
estimate that the deficit under the proposed agreement would 
amount t o around $1, 000, 000 , 000. 

After discussi on back and forth lolr . Pelley agreed to 
present the proposal t o his group and lolr. George Harr ison 
would present it to his. Mr. George Harrison seemed to haYe 
no objection to the proposal but stated again that he under­
s tood from a conference he had with the President that the 
President approved the agreement as it stood. Senator Harrison 
stated that in the event the railroads would not agree to your 
proposal we might have to have another conference and perhaps 
a conference with the President. 

Senator Il:trrison was very friendly but the impression I 
get is that he would be entirely willing to go along with the 
plan proposed by t he Railroads and Brotherhoods . He stated 
that the unfortunate part of the agreement was that the 
Treasury bad not been called in and that everyone should have 
realized the jealousies that exis t among the different Depart­
ments . I said that so f ar as the Treasury is concerned we 
did not desire to oppose t he agreement , but in the present 
state of the budget we could not agr ee to an immediate loss 
of around $150, 000, 000 end a prospecti~e loss of $1,000,000,000. 

(Initialed) R. lol. 
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••Pril 1, 1937 

d::.rry dopk!t.s T.ent hoze "1tb me lt.St mgbt. Y.N. t 
he .... ~oted to t ell me w .. s tn ... t be b!.d pr epured " letter t o 
t he President o<.~tlll.llog a plun tb!.t the Tre:.sury, t he 
llopl<it.s organ1z«t1ou, lLss Perkins and ngriculture should 
get togetiter und uppoin t ,. group of experts he<oded up by 
the Tr easury expert s to study non-monethry methods of con­
trolling i nflhtion :.md t hl:.t I should be chairm~>n of this 
committee . 

Hopkius ~osked me whht I thought of t he ide~o . I t old 
nim thh t t ha t WhS the purpose of my c~lling the meeting 
Th.u-sd~oy night t.r.d t ht. t I hud j us t this i u mi.nd . Be pr e-
tetoded tbl. t be wr.s very much surprised t o learn t hat t his 
wus my purpose und wus it not i n t er esting to think thht he 
utod I ht.c the s~ome ideu? Of course, from wht.t I pi cked up 
here &.nd tnere, he knew thut this t hing was coming and was 
just trying to "J UliP t he gun" and get the credit for himself. 
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He told me thut in tdki ng with the President yesterdu.y 
the Px·esident sui d as f ur a s money for next year went , it was 
goi ng to be ~1,600,000,000 and t hbt he did not want to discuss 
money for relief f or next year, but he would be wil l i ng to discuss 
t he relief problem. 

I n the eveni ng Pels told me something hbout ~other group 
which is making a study on 1nfl~t1on , etc . , and I have not go t 
tbl.t story straight, but it dovetails 1n with what Wall&ce told 
me bOd I gather thut there has been another .group t alki ng ubout 
getting together which i ncludes the bt &te Department and•the 
Federal Reserve hnd evidently unwi t tingly I got t he jUillp on t he 
whole crowd . Fe iS has gi ven me " memorandum, which I have 
not yet rehd, wbich is supposed to cover this subject . 

I do not cure which gr oup does it a s l ong as we get the 
r esults, namely: that we balance the bud&et now. 

It is grndUblly becoMing clearer to me tbnt j ust as 
long as the Pederc..l Reserve follows t he policy of selling short­
t erm securities 1n order to get money with which to buy bonds, 
t hey will cont i nue to drive up short- term i nterest r utes which 
seems to have the effect of also 1ncreus1ng long-term i nterest 
r utea and iu this munuer push down the long-term bond market . 
I hlll begi•mlng to beli eve th .. t t he ouly way thli t they cun s t op 
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this cooshnt f&.ll i n the bond market is for them to stop 
this pr ocess and begin open market oper ations, wbich would 
me .. n that they would i ncr ease their portfoli o . This t hey 
ru.ve refused to do up to date. 

HY, Jr. called the President at 9:30 . He sai d to the 
President, 11 &.rrison t.nd "'ought:on c&.me down here last night 
und we had 11n hour and a half t ogether on the RaHroad Retl.re­
thing t hing. I lll&de u suggestion, which they liked very much, 
&.nd th&t was thut instead of putting t he law i nto effect 
.T~tnu..ry 1 , thut we make it J uly 1 , 1937, and in t hat way the 
Treusury would g11.i n about il50, 000, 000 i n this fiscal year. " 
The ~ecretary t hen poi nted out to the President t hat r uilroad 
union people retiring now would receive greater allowances 
under t he proposed compromis e since the present retining act 
is more generous thun the proposed act. 

"& rrison nnd "'oughton liked it, " the Secretary told 
the Pr esident, "and &.rrison ~~~;de the suggestion that instead 
of goi ng from '7fo to 5~ t ha t they would let t he ~ stand for 
one ye= and then knock off 1/~ euoh year untH the 5)> is 
r eucned . &rrison took the responsibil ity of seeing the 
r~oilroud owners 11.nd the unions to see what he can do. '' 

HM, Jr. pointed out to the President t hat when the 
unions thought they had the 11.greement , they immediutely an­
nounced that they would strike for a ~~ i ncrease in wages . 

''Bonds went down u lot and the Federal Reserve are 
going to continue t o support the lllil'ket, " the l:iecretary 
reported to the President. "Eccles culls me a couple of 
times a day and George Harrison calls me. They both ask 
for suggestions, but I told them thht I had no suggestions 
to make. " 

"Tonight Frances Perkins and Harry lbpkins are collins 
over to my bouse t ogether with a group of others to talk about 
what I call •selective spending ' and to see if we can work 
out something and then we will ask to see you. " 
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DIOp\lt7 c-iui..,.r, 
.lloohol 'hz 1111.1 t, 
WubJ..Dctoll, D. C. 

April 11 lllaT 

.A.ttentlODt .l!aa:IBL 

Tllol tolloar1:oc report 11 hbll1tt.4 oowriJic - c-r.J. 
,..,.,.liJic ~tllatloa &lOIIC tl» llorth .A.tlu.tio oout durill£ tl» -.til 
ot llaroh, 1937. 

ea.. ... :1237-· 
!lila 0&11 1i .~tor tri&l 010 ~ 10, 1917, 1D ~. •• Jeroey. 

Cue Wo. 1155-111 
thia oue iiliolnl tlw I eiaure of 329 O&lel ot ~OObol &t )[_bur,, 
- Jeroey. Durizlc tllol ....,th & ....,. 1D41o-t wu ratll!'A-.l 1D 11te 
Diotriot ot •- Jeroey &pi•t Pierre X....que, Jolm ....,..1'1, JrN 
1r111, Louio Job&DD .. , lltm'y l!&ker &Dd JaMI llvry 011 & ob&rc• ot """'" 
opirao:r &Dd otlwr oOUDtl. 

CUI Woo :111•8 

7 

fbire liU liHD DO ob&JICI 1D tlw ot&tuo ot tbi1 oue. !he~ llol&rJ.ac 
ot Bert ll"iolta011 lou bleD poetpcm.d bca t"- to t"- &Dd 11111 - ap 
t or cleo111CID llol.feft tl» llll.ite4 ... tee c-iloi .... r C1D .April So 

Cue ••• li7T~ 
C011El..,ouo effort lou .._ Mda luiJic tl» -.til to apprebeD4 - <leW• 
~AriD, Clarloo aDd. ar-. 21M·- Jerll)' f11&1tln •P'l. -s.nlll£ ot­
lDYeotlptoro, ll&a bleD. lpa41Jic pr&otlo&lly ito elltirl - 1D try1Jic to 
attaot tbo app:relloiD.IlOD ot tbeae fllsitlftlo • ban 11&4 tele,.._l ...,._. 
eupaniaiOD., m4 tbo ..., York Polioo llep&r't.D.t 11 &141Jic 1D tbla worll: 
0114 ....... two ... ta.r .. ooaraloN. - &t - ~ot !ln. aera. It 1a 
bel11ft4 tat Gorloo 1• ill llrMter •• Tcrll: &Dd tlad Lrt'iD. 11 1 -r• ill 
or arollll4 wta.lll. 0... report 11 tbat Lrt'1D. ...-.4 to Bot llpri>lp, ......... 
1'llol -- ll&a bMa taiDtD. tap 111U. tl» Dll~ a.,.rn.or at - Cit'J 
tor - purpoee ot M.rillc &D. lanetip*l• _... t:MI'Io .ADotMr repon ll 
tat .... - 1llto b141q - tb1rt'J 111.111 trw. Wia.lll - t.ate..-tl- "­
- -.-r~< P"C wbloll patrCIDb .. tbl D • .,.--.....l•ilt W ill 111.11111. 
tat lw 11 "bot" • It 11 bell- tbt ~ Clorb will ............... ill -
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Dear tutu.re. Bia wUe 1a ill &:114 tM Colleotor of Illtenaal X....... t or tM !bird Dtotriot of llow T ... k bu prep&ro<l o 41atraint .rrut to 'be oernd at Onke'o apart.nt boule at e21 st. licholao .Aft., lew York Cit)-0 

It 11 beUen<l that tM dotoaolaDt Br.,.. 1a al>oar4 a naoel ~ in the b- buaU..ao, &114 w haw 11tto4 the Teooell on 111Uoh hi 110ul4 probably be dawn to thr... ODe ~ thea ia tho JorwcioA steaaohip 1)(1)0 wbioh 41aohl.rce4 a oarco at aloollol at st. pierre, tM oaptain ...,..lt:iJic with tho .taorioan ,.,,...,..at in ratuoi.ll& to tr&n~ahip on the hich eeu. 
our atar witDeao &114 oo-defen4ant llt&Dotl;r COllino 1a atill in jail at Tratcm, J.J., ht.TiJI& been oontine4 thoro for alaolt nu.. IIODth.oo :n. 11 MOOai.ll& IW0811&r:f for l&a to cet hia Ollt Of jail thro"Ch ..... •tho4o tlwo Diltriot .&ttorMJ inolata on ao• li::1D4 of bo!lll 'beizlc -· It 11 'be• u .... d by all OODOerud that COllS.. will TOluntaril;r return to tho 17Dite4 Statea &:114 teat1t7 in thio oue. llonrl'er, it 100\lld be perteot~ eu;r for h1a to double-oro•• ""· ADtieipati.ll& tb&t hi ...... cetti.ll& reatllll &114 aicht oauae a OOIIPlaint to be •d• to tho Britleh Oonaul, I Tiaite4 tho Britioh Oonalll in Jew York yooterd&,- &:114 tallte4 to h1a about Collino, &114 t .. l tb&t lh...U ~ oo!lplaint be reciotare4 with hia, the attor will be handled in U.. proper ..,.r. 
cue llo. 37IHI 
i'h!o oue oanra all aotiTit)- in • ..,.,line at thla t iM. .Lll aotiTit)- 1o oootered ott tho ,.,.. Jlb&lall4 oout. !here 1o DO doubt that tho oouroo of auppl,- io st. Pierre. In the report for th0110nth ot DeOOIIber, 19S8, it 'IIU reported that the UTEIWIIB 41ooht.rce4 a oarco of aloobol ott Cape Co4. !hla deoilion wu &rriwcl at thrO"Ch a onieo of oi..--.o &114 radio tr&Daaiaolon. 

llllrizlc tM ~of llaroho intorw.tion wu obtau..d throup a t-r Mllbor of tho o~ of tho UYIIlWliB that thiJ did dioomorc• l.SOO oueo ot alcohol near Wellfleet, llt.ao. in De.,-r. It hu b"n def1Ditel7 deteraine4 that John llt.p&~ 1o hea41Jlc the orc-i&&tion 111Uoh 1o opera tine at thla t ialo 
On llt.roh 15 the Jt1II1WUJ retur.d to a pooition oft the l ew IIDC1&:114 oout &114 oo-..ioate4 w1. th the 1&:114 otation b7 radio. On llt.roh 15 th1o ftuel wu picked up &:114 trailed b7 the Cout Guard, &Dd 'IIU kept UDISer trail oODtimloual,- until 5100 p•x, on llaroh 27 wbc it wu loot n-.r st. Pierre due to the Teooel coiac OTer abo&la ....S the Cout OQ&rd n11el1 •-14 not follow. It 1a boli..,..d that thia Teaoel aade oootaot with anotber Tellel am wu retllel e4 IID4 prOTilioned. an llaroh n thla Teuel ..... a.,u.n heard on tho air, &ll t~ at e,oo .A.X. a boariJlc -.. obtau..d •how111& that tho Jtumwns wu N aile• sanr of 8Ml lll&Ddon ita WI¥ book oft tho ,.,.. IIDC1&:114 oout. ..,.r,. effort hu boa •de to looate the land atatloa wltlloat auoo111o 4ue to the tan that it 11 portable &:114 JleTir broadoaeta troa the •- pooltion. It 1e pouible thlt clw'i.ll& the ooa1D& operation of the UJIDWlD • will be able to ti.llll the portable atatioa u4 it 1e our int.lt:ioa to ~ the operator illto ouatod;r &114 tr;r to ..- a teal wltll h1a to br1Jlc the nuel into .a..rio&D -tara, &:114 it un~uoeoaatlll in th1l • will bra,: it in ounelTee, ,..111& h1a aet. 
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Tbtn baa been radio o-1o&t101l '11'1th a atati011 'llhioh uecl the o&ll 

latter• RO ill JUIII&l")'• Oil lkrob 26 tbU atati011 wu beard &pill lUll 

o=ttm.d to o-.io&te 'llith the lall4 atati011 up to Saada7, llr.roh 28. 

The radio o • oatiOila illd.ioate that it auooaeaflllly diaollarpd. ita 

oar,o , either to a ooaetwiaa Taaaal or a tiah1lll Teaaal about 3& ~lea 

ott C&pa Co4, md it ia baliaT84 that thia abip wu 41reotecl by a ahore 

atation ill tM rloillit,' ot ... York ua1111 tba oall lattora 'IP, 1114 that 

the tiM oou~ ill tr .... tarrilll wu tour boura . !be baar1Jica 1D4ioata 

that the naael 4r1ttecl approxiatelT tour to tin ldlea while ellPCecl 
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ill the tram tar, tbia poeiti 011 baiJlC about 10 llilea ott tba ra~Qlar abippilll 

lalle or411larilT llle4 b7 ooutw1aa Taaaela. 

We are jllet ill raoaipt ot lllloorroboratecl illto~tiOil that a traw'ler alld 

a a ohoo:zwr ban lett 8t • Pierre '11'1 th alcohol. !hie report t.D4 otbere 

are bailll 1JITaatipta4 troa ITiry pouible ancl•· Dlarillg the put tao 

IDOiltbl there baTe ~ reparta trca WJdarworld aouroae to the attaot that 

a gt.Jl6 ill the Tioilliv ot Bo1t011, 'llhiah 11 llllidentitied, ia atteapting 

to eell alcohol ill ... York, tbat there were a.- 2&,000 ouaa ot alcohol 

ill et. Pierre aDd that they were br~ OTII' 40,000 ad41tiooal ouaa. Ql 

tba l&at Tilit ot the Sol toll rapreellltati ft ot the ,..,,, be wu au440111ly 

recalled to Boa toll alii!. lett word that they were haTillg difti011lt,' '11'1th the 

foreign ell4 ill gett~ the alcohol cd oould not prc.lae a datill1ta data 

ot d.S.wry. !bia etor,. ill itealt would or~ily not - ~bat 

t.8d1ately tbaraatter raporta were raoaiTI4 tbr~b the 41pl-tio eer­

vice that w. J.. Shaw wu tryillg to charter t.llotber boat troa l:lybers• 

Tbil report - troa &twerp. J.t the e._ tt.. the Vioe-co~maul at a­
bars raportecl that lllorau, who 1a the alcohol da&ler ill st . Pierre, 11114 

ada illqldriae ot tbe Ou·•n ao.e ..... nt aa to the probabillt,' ot bailie 

able to obtaill olaar&lloa 011 .01000 ouee ot aloobol troa I!Aaburg. !be 

Ge1'MD GoTe..-111: refilled ol.........,a IIDl••• oartaill rulaa 1114 ragulatiCDa 

-..- oapliad 'llith, whiob eTidmtly etoppa4 t'oar't»r aot1CIIl alc.g theaa 

Uue tor the tS. be~ at leut. tbia 11lto~t1011 wu reoa1T14 ,_.. 

41ately attar t.be report troa the ull4erworl4 ill Jew York that trouble 

wu beilll axparienoecl 011 the foreign ell4. It 1a reuOil&ble to belilft 

that Korue would not replelliab tba aupply ot alcohol ill St. Pierre it be 

cll.d 110t aee bia •Y clear to 41apoee ot it at a prof:it. 

lllto~t1011 baa ba111 obtallwd troa oarta1ll raaor4a ot w. J.. Shaw wbioll gina 

a clear piSra ot the ..tbod woad ill brilllinc alcohol troa Belgi- a114 

tranllbippiJlC 011 tba bish aau, particularly by the AlllmiS, JS, UID'OJ 

.liiD B(I)O. Bill llillar wu the oontaot all '11'1 th partiaa ill tba IJilited lltatee, 

All4 -t to Be1g1-, prooure4 the alcohol &114 auparTiaecl ita lot.4ial to 

theaa Teaaala. Sbaw pr-14 the TMaala &114 fllrn1abed the Saperoargo. 

'SI».w would then g1Ta the oaptaiu ot T&riou r1a Taaaala or4ara to.: quaul;it1N 

ot aloohol wbiob 11011ld be 4ellftl'ecl to the eaptaill by the Supenarco 

upa11 reMipl: ot the or4ar troa .... Slaw proTidad tr....portati- ter 

tb1a aloobol to a poillt ott lt. Pierre at the rate ot T¥ per -· 

:r-diatelT attar tbe B<llO ratuae4 to break oargo Oil the b.1cb aeu all4 

41obarge4 ita OI.J"'O ill st. Phrre, tb1a aloobol bag&ll to filter out, apca 
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tMor4era ot Bhaw to Pati&Nl lllld Pitta 1lho were •ratiDC the ao-oalled 
"'-rioan Bouae, the o~ whioh took cner thie alcohol &114 paid oerta1D ti»o clue. !hie aloohol w.a to be rele&~~M bJ ~tur.l cml;r 1q)Oil tM 
or4ero ot w. •· Bhaw, lll.w apparatl:r 1a ....r:r UIXi...,. to ban the 1JI41ot­....t, 'llhioh 11 peD41.11& apU.at h1a 1A South Ot.roliJI&, 41alliooe4 &ad baa 
aqM4 to tu=ilh all the Worw.tioa 1A hie poooe111on. H-, I aa 
oo.-bt.t 1A doubt u to 'llhathar Shaw will tu=ioh the type ot Wo...atiOD * ioh would be ot benefit to the Gcrre...._t, u he ._, olaia tbat he w.a 
• rel;r the tranapcrtation ac ... t . !bnetore, I aa DDt UIXi...,. to co to ca:aada to oOAtw with h1a. bellnillc that later .., he will h-..,... 
anxiCNI &ad perhepe ciTe -r• Wo...ati.., thaD it I rldte4 at th1l tt. • 

.t.bout a week aco the Collector ot CuotOJU a t lfew York r eoeind a raUocraa troa a MrohaDt 1D St. llo.rtine to tlw etteot that tilt S!.UIIWID COoLS'IZl! &114 
the RBG II had l ett at. lll.rtina wi tb 6000 lr:ec• ot rua 'llhioh -uld be ti'&DI­ahi pped ott the Jerae;r oout. lJ.ttle or..._. ill ci-... to th1o report -
oauae it 11 not protitabh to --c&l• na iDto thio oountr')'. .4D i>rno­
tl.ption wu ~ reoentl)' at the ottioeo ot larc• i:aportero and 41otr1b· 
utoro ot tordr;n UquCIO'a, am illtor•tion obtoaiDid iDdioatea that na 11 
a Tery poor eeller am DO ~ oan k •• b;r ... &&liD& it I.Ato the 1lllite4 Stateo. 'fh1o ..,=iDe theoe ~ TN .. la were haa.rd 1A oo....Uoation with their h.- otatl.on 1A 11oft Sootia am it 1a bellend tbat thiJ are &ca1G 
pr OOIMillc ott the Cenodl•n lhore -.Ill will diooharce their oarcoeo 1D 
C&Dada, where rwo io a taTOrite dri.Air:o 

SiDoe lla.roh 28, 19:17, at *ioh tt. 1Dr:IJ.oat10DI were that a load ot alcohol 
WU IIIOCIIIfUll)' diaohar&ld0 - han ~ t.ryiDr; to obtain iDfo..-&tiOD whioh will oupport th1o oODteDtiOD bDt eo tar han kG unable to 1-te azq 
IJP&&lld aloobol. Arl"&J>C-Dt• are now beiDc •de to ettect the purchaoe ot hl.lg&led a loobol, prcrricled a oouroe ot ouppl;r oan be toW>d, -.Ill it tlw purchaae oan be ade we will attempt; to work baolr: to the land ha&dquartero rr ... the diatributor. 

.. ... Dwli&&n 
Aoaiatant SuperTilor, Int. 
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ll&rch :<s, 1937. 22 

'"'FP'" rca rwz,ITWF CXX!P1Rm0J B''W 

m "DD 111ABTHtr 'Ill tp D''ER! DIWJW•e 101 • :wee 
gr wnemm ,. MP''W!'' OKJQtngp " 

zp p•yp• "ADI mp;petw ,. pamp D ''8!'*4 WTI• 

. 
ot tM 1Jait.d StAte. ..sa- tM IIU'oot.lcu L1a1tat.1Ge CoanDU. ot 19)1. 

2. ~ llanu ot IIU'ooUou wUl -u- to be tM ..-c7 Sa* 

1ra1Wd Stateu 1'Mp0Dallile tor U. d1rwt -hue• w1~ corre•pood'• 

fONJca Nk'ntetnt.lou ot 1Jit-t101l ud •rtcl- wi~ rer-· to 

tM Ullo1t tntflc 1D. aarcot.le dnc•· ftia w1U DOt, bouot'u, M -

eidorecl. au eml.udlllc tM uchuc• ot iatoi'M.tioa ud .n.d-• direot.l7 

bet.Ma f'Na111117 reproMDtatina atlroe.d ud the pollee ud other ~ 

MDtal autbor1t1eu of fONJca COUDtrleu, •• outl.1n..S 111 puq;ra~ 5. 

3. ~ ~ ot IIU'ootlca w1ll cont.llwe to prepare tM ··-' re­

port requ1ncl of U. A-.r1oall Gotw rt ..SC U. tena of tM llucotlca 

L1.111tat1oa Cacnwt.loa ot 1931, au well au at!ler tonal report. rel&U.,. 

to IIU'OOUea wtaloll ~be HqU1red Wider tnav obli&at1oa or ot!ler 1A­

tenat1oDal ICJ'IP r t to be wbaitted 'lilr• or 011 bebalt ot, U. .a...rsc.a 
Ootw at to uq tG~Ntp aat1oa or aat1oaa. It 1a alldcatoad that 'heron 

uq nail to~ repoz toro (DOt ilt.oludlllc routilt.e repone ot Minrea ~ 

ot!ler npor ta ot tM oludtlcat1011 referred to 1D. puq;rapll 2) an pat 

11t. tiDal ~-. U. pre1.1a1caJ7 4ntte w1ll be n'baitted tor J'ftUw ud 

o-t '11!r ta. State ~· 

4. W1~ ret- to t!le JreMDt U'l'aJIC-W wbaa I cnAer all -

taota - * State De~ wi~ U. f'Nall1ll7 De~ oa tM ni!JIIIt 
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ot IIU'Cotica .,.. required to be ...ta UlroQp tlla amoe or &adat.n 

Secfttu7 TaTlor, thaN arruc-ta 1l1ll. be ...s.r.toocl ......,.._. W 

·~ ~ to •ttera ot pol1c7J Ull otn_.. or t11a Mata ~ 

1l1ll be at U11eri;J, 1a ~ ~. to .U. ~ Ww 1 ~ 

(l ) wUb appaopr:t&ta otn-a ot c.tou 1a UliJ' - ,.._.. '-~ ~ 

•'-" 1at-uoa witll J'1IIIU'd to u. -..unc ot ~ lata u. 11111lW 

Stataa, (2) 111tll appropri&ta ott1oen or t11a Iareau ot krootioa 1a U1J 

caae where tbe7 N:l cSa.U. ~Uoa 111tll reprd to UQ' aapeot ot t11a 

Stataa, Ull (3) 111tll a,ppropdata otno~n ot tlla hlll1o llealtllllentee 

ill UliJ' caM •ben tbe7 ~ 4eeire lat-Uoa 1"1CU'41nc UliJ' •"- ,.._ 

latilla: to narcoUca wbich c- withill tbe JvhcllcUoa ct U.t ~. 

'' ~ TreaaiU')' Departaect 1l1ll be tree to ataUoa npna•tau ..... 

ill auch t~ cowttriu aa 1t aq coud4er to be Saporiut 1ar:a:ua ot 

~tor dru& =alilla: opwaticaa c!J.reoW at t11a flaiW Stataa, (l) 

tor tbe purpoM ct coaduct.iDc imNticatlau witll npr4 to ~ ....­

cUJI& opwaticaa witll tbe belp .ot, Ull tllroaih coetaota witll, tlla ~ 

priata pol:ice &114 otber ~~ autlloritiaa of, noll -viea, or 

(2) for tbe purpoM ot etfectuat.iDc 111tll ao•w ntal autbor1t1 .. Ia-
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or (3) for botll tbeM parpc>N8• ~orr-_,. npnaaatau- dll • u~, 

tbou&h 110t a1~, be atfi_. ct Cu'-• Ull ..._ pw ==~ n..u... 

abroad w1ll 11e Don u Trean17 .t.ttaobea or u TNan17 LpruiSiaU.-. 

It 1a 'llllllaoatoocl that wbeu tlla Tnaa1117 ~t dabea to Mild repr .. 

.. utatina atlroM t or tha parpo- 1D41o&W, tlla ~tat St&ta 
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eucb other &OYW IIIW &e NT be --- ab&ll be ~. 

6. !be Staw llepartHDt will autborS.M 1w 41pl-Uo alliS OODnlar 

repr .. atati'nll 1D Europe &114 1D tbe Fv la1t to trulldt to tbe ~ 

repr .. •tati'nll at Pvil &114 at Sbal&bd, reepeoUftlT, 1D tbe ton ot 

1tr1ctl7 coDtidctial .....-.., all 1Dtonat.ioll ot 1 Uew t•• h"• 

rltb rel&tioD to tbe -.&ltDC ot urcot1c clnlp 1Dto tbe lraiW Statal 

which IUCh 41JU-t1o &114 coualar otticen lead 1!7 telqrapll or ..U. to ( 

tbe DepartMDt ot Stat., it 'be1DC ma4aretood U..t ma4er.., otn.ltuoel 

will tbe oource traa wbich ouch iDtorMtioD llu reached t'Huu7 ropn...,_ 

ati'ftl 'be 41eclolled. !he Stat. Dopartaaut will also 1Dotnot 1w 41plo-

•Uc all4 ccaaul.ar repreaeDtathll 1D cOUDtriea wbw'e !Ha11U'7 ropn-ta.­

thea are atat1onad to exteDd to aa14 fl'•IIU'7 reprea•tat1ne ~ 

ueieteDce alliS coopuat10D ae tboee repr .. lllt&Uw• a,. paopwq requn 
1D tbe ccmotact ot drac....,..U.C tmeati&atiolal a!lroll4. 

\ 

I 
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Eccles: 

B.Ji ,Jr: 

E: 

B.M.Jr: 

E: 

H. Y. Jr: 

E: 

B.M.Jr: 

E: 

B.M.Jr: 

E: 

B. ll.Jr : 

E: 

H.M.Jr : 

E: 

B.Y.Jr: 

E: 

B.M. Jrl 

E: 

H.M.lr: 

Hello - Hello Henry. 

llarriner. 

Hello 

Marriner. 

Yes. 

April 1, 1937. 
lh03 p.m. 

I wondered 1r, U, an chance, you ' re f r ee tonight, 

Yes s ir. 

Good, well now I ' ll tell you what. I 1m getting 
some people together to talk about what I call 
•Selective Spending•. 

Yes. 

And there ' s Hopkins; there ' s Perkins and so forth 
and so on, see? 

Yes . 

And - well I just invited Hopkins and Kiss Perkins 
tor supper and I wonder it you could come. 

Ah - yes, I haven't any engagement. That's at wbat 
time? 

My house at 7:30. 

Yes . 
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And then i f you' d like Goldenwei ser to coae afterwards 
why I ' d be' delighted. 

All right. That - that won't be necessary to - ah -

Prepare? 

To prepare at all. 

We ' ve got a paper wbiob we ' re going to reed and we 'll 
let you fellows tear it apart. 
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H.M.Jr: 
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H.N.J'r: 
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E: 
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E: 

B. W.Jr: 

!: 

2 

Yes, but I mean I can go rigbt trom tbe ottioe bere. 
I • • • • • • • • • 

Ob, yea. You don ' t - don ' t need to dress . 

I- I waa •••..• •••• 

At 7:30 and tell Goldenweiaer 6:30, see? 

Yes. Well now, I ' d like to see you this afternoon, 
but I don •t know. I suppose you ' re pretty busy. 
I ' d like to dieouse this - tbia bond market. 

Well I told - I told Jake I'd see him at 4:30. You 
want to oc::ae then? 

Yea. 

4:30? 

4:30. 

Okey-doke. 

So I ' ll be over to your ottloe. 

Yea, and will you tell - I expeot you tor supper at 
7:30 -

Fine. 

- and Goldenweiaer at 6:30. We're going to read a 
paper and we ' ll let you tellowa all tear it apart. 

0 . 1(. 

See? 

All right. That's tine. 

Thank you. 

Goodbye. 

2S 
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RE : BOliO MARKET - INTEREST RATE SITUATION April l , 1937 
4:15 P. M. Present: 

Haas: 

lL.I . Jr : 

Kleley : 

ti. .:!.Jr : 

Dr . Viner 
Mr. Eccles 

!Irs Klotz 
!lr . Haas 
lolr . White 
Mr . Seltzer 
lolr . !lurpby 
!lr . Gaston 
lolr . Taylor 

Dr. Goldenweiser 

We feel that preferably - this is the ideal we•re 
talking about: Number One, th&t the action should 
be jointly between the Treasury and Reserve Board; 
that it should be clearly indicated in the press 
statement, or whatever means is used to make it 
~ublic, that it is done for the purpose of easing 
the money market situation, not for the purpose 
or securing fWldS witn wllich to buy Government bonds 
or any implication that it is done in an attempt to 
peg tne Government bond market. 

Then as to the devices which we think are preferable 
to use, we think a combina tion probably would be 
best . "A" Wlder that - that you 11ould release 
inactive gold nnd the gold ln the working balance; 
the two together now amount to about 52J mi llion . 
The boys thought it would probably be better to 
leave a l ittle bit in the inactive account just to 
keep it on the sheet, but to put out either four or 
five hundred cillion dollars of the 520 million. 
Put out 500, you've got 20 left; put out 4JO, 120 
left . They felt you should do it in a substantial 
amount to snow that you•re - they feel that is 
necessary; that you can 't just nibble at it. 

In conjunction with that, the Federal Reserve Boord 
should say •.••••. 

(To Kieley) I'm sorry, his appointment was for four. 
I'm very sorry, ae ' ll have to- I can ' t see aim now. 
I've ~ept 15 minutes for him. You'll hcve to cake~ 
apologies . I sat here for 15 minutes waiting. 

Make a da te for him? 

You' ll jus t nave to hnndle it. 
of this week . I'm very sorry. -
15 minutes l a t e . 

I can' t do i t the rest 
Man walks in here 
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Wllere was I? 

At tile amount of gold. I don't Lnow - said t our or 
five hundred million. 

At least the boys felt better to leave some in the 
inactive account Just to leave it on the sheet . 

In addition to releasing either 500 or 400 million, 
they felt that tne new importations of gold should 
not be sterilized for the time being . 

Well, mny I just interrupt you? 

I•m ubout t hrough. 

~ell, I'll nei t until you get through. 

I 1m tnrougn . 

How about the Federal Reserve ijoard? 

Oh, the Federal Reserve ought to - the part which the 
Federal Reserve Board would take - be also a part Gt 
this joint state.ment of action taken. They should 
express t heir intention of conducting open market 
oper ations, not limited to bills or bonds but Just 
open, so they could buy bills or bonds . 

I think it is important that the action should not 
be just confined to the open market operati ons of 
the Federal Reserve Board, because there is a general 
feeling now - a misunderstanding , an irrational feel­
ing that the buying by t he Federal Reserve Board is 
sort of a pegging operation; there is not a general 
understanding tha t that increases excess reserves of 
the banks . 

But that operation - the intention to perform that 
operation if necessary, along with the release of this 
gold , is tne best solu~ion we have. 

Nell , wnet you tnin.t i~ 1t should be two things. 

A combination. 

A combination of open market operation and release 
both. 
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That ' s right. 

Now, for the moment, where we t ake that gold from 
i sn't important , is it? 

I t hink so . 

You mean from the working balance or the inactive. 

I think it is . 

Probably have to ra i d both of them to make a 
sizeable amount . 

There ' s only 332 million in t he inactive account , 
and four or f ive hundred mill i on i s the amount that 
it seems would be necessary to make a suffi cient 
showing . 

How much? 
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Four t o five hundred million, to make a sufficiently •.•• 

You mean you don• t reel 1t should be done 50 million 
at a time . 

Oh, absolutely not . I thin.c •.• 

You might lose the whole effect . 

The effect we want t o achieve is t he psychologi cal 
one , not only tne a ctual . 

341 million today inactive . 

VIe feel that something ought to be left in there to 
leave tne fund prepared •••• 

186 plus 341 is 527 . 

Thet •s right. They might suggest Jus t taking the 
lao out of the working balance . 

Ob . 

That doesn' t have the psychological effect; the 
amount isn't large enough. 
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Of course, the thing that I don ' t like about this 
thing - I don't like to be hurr i ed so on this thing . 
I ' d like to do tnis thing as of Monday morning . 
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I mean I hate to have Eccles come in here and say, 
•Do tnis t onight, effective tomorrow morning . " It 
kind of rushes me . I think they rushed me t oo much 
on the other business. They come in one night and 
say , •We ' re going to r a i se the re~uirements, and 
give us an answer tomorrow . • We didn ' t have a chance 
to •••• You remember when I went over to the White 
House . Tney didn ' t give me a chance . 

Well, I don't know that we ' re in agreement there, 
but I feel personal ly on that that Uonday or Saturday 
~ould be all r ight . 

Vlell , I think 1t ' s a much more statesmanlike tning to 
do . 

It ' s a little less panicky . Even if it goes down, 
it wi ll snap back a s a consequence of that . 

There may be somet hing in tha t. You don't 'Hant t o 
give t hem t he position tna t you are pushed aga inst 
the well. 

I mean this idea of doine a thing on a Thursday 
ni ght, coming out - us a matter of fact, there is 
always a question when i s the right time to do t his 
t hing , and I think that ••. 

Over a weekend . 

I t hink over a weekend is the time to do t his thing. 

There is another reason why I feel over the weekend 
is tne time to do it . Tha t is, wha t you ar e approach­
ing is for broad monet~ry policy; i t isn ' t somet hing 
you should decide overnight . It is something - it 
indicates t he interest r vtes are as hi gh as you think 
i s justified by the fundamenta l condition and the 
thing to do is t o ease it up, al l in a lei surely 
fashion , and it would help to give that impressi on 
r a ther than ••• 
Well, I mean if ;;e had a press conference her e Saturday 
a fternoon and Eccles was her e , if we did this thinK 
in a statesmanlike manner. And we 1 ve got this other 
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meeting coming tonight; I couldn' t prepare . I want 
to examine each word under a microscope . 

That statement wants to be very •• • 

Each word under a microscope. 

It would be a joint statement . 

Oh yes . But I mean Eccles got out that statement 
of his - he told me he did it over a weekend, didn't 
show it to anybody . I don't work that way . I mean 
tnis thing we took up to Harvard - the reason i t stood 
up so well is because we examined each word under a 
microscope and took a month to prepare it. I don't 
kno.v that l r.ant to do this gold thing; I don't know. 

It is an i mportant step, and it would seem to me that 
the occasion doesn't warrant your rushing it. 

Supposing as a matter of fact it came back and ••• 

~o much the better. I mean I wouldn' t be guided-
if it goes back, so much the better, the doing it. 

I mean Eccles - this is the first day they've had 
to take it alone in three and a half years. 

Mr . Secretary, I think it is important that you don't 
change your mind merely because the bond market snaps 
back a little . I think to do it Thursday night is 
ridiculous . 

Fundamentally, you've got a very good case for pumping 
out this oalf a billion dollars of idle money, because 
your banks are going to have a real squeeze around 
!lay first anyhow . 

And, more toan that, the interest rates have reached 
the level where you are justified in doing the opposite 
of what you did when you started s terilizing gold . 
Let ' s not forget why we did that. Now, t he opposite 
of ..•. 

"Khat is the opposi t e? 

The opposite is that interest rates have reached that 
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level ' t which we t hink they oughtn 't to go any 
higher i n view of the fund(llllental economic concl1-
tions . Therefore, if bond prices rise a l i ttle 
tomorrow, then so much the bett er if you do i t 
Uonday morning . It shows definitely that it isn•t 
support of the bond murket and that it' s money r ates . 

I don ' t think your stutement ought to commit you to 
support any level of interest r ates or eny l evel of 
the bond ~rket . But it would be a simple thing, 
I think, to write a s t a tement merely seying on behalf 
of yourself end the Reserve Board that it appears 
from the action of the market t hat these increases 
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in reserve requirements to take effect May first ere 
very obviously herd on some of the banks; they have 
to sell securities and t his is tending to •up" interest 
r a tes ; our policy ls low interest r ates ; and we are 
prepared therefore to add to the r eserves of the 
banking system for that purpose, to implement this 
low interest r ate policy . 

Well, I think - I mean 1t 1 s a physical i mpossibility 
to prepar e any s t a temcnt thut I could agr ee on to 
give out for tomorrow morning . 

I wouldn ' t; no, I wouldn 1 t . 

No, but Eccle s - he 1 s sort of .••• 

He ' s a little panicky . 

Anyhow, I think a problem like this should be slept 
on. 

Another thing, I 1 ve got t o go see the Pr~sident. I 
don•t know how the President •dll feel about it. 
I •m not going t o rush over there and .. .. Soy , listen, 
I've been through this t hing before and I •ve never 
done a thing on an overnight basis . I•ve never done 
it since I've been here . I'm not panicky . As a 
matter of f act, I hod my nervous moments down at -
when I was away at Sea Island . But I gradually 
got this thing down and this thing is so bad that -
whenever anythi.ng ' s bad, my chin is always up . I 
mean I can take these things . I mean I - there ' s 
nothing panicky about me t onight. 
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I think what we might do, Mr. Secretary - if you do 
decide to do something over the weekend, we might 
start making somedrafts of the possi ble .• •• 

Well , Eccles will be here in five minutes . You 
fellows sit here and hear what be has to s ay, get 
it fresh; let ' s hear what he has to s ay. 
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! think it would have the further merit - using 
gold - of indicating that your monetary policy is 
coherent . You sterilized that gold at a time when 
the situation was such. Now you do the opposite wnen 
the situation bas changed. It's all 1n line with the 
monetary policy that you established. So you're not 
doing the unexpected - I mean you're not doing what 
you didn ' t anticipate as a possibi lity . 

It would greatly improve your - I mean incidentally 
it would greatly improve your cash position, probably . 

Don't mention that. 

Not fundamental , but incidental . 

Oh, it's so incidental . 

You haven ' t even thought of it. 

No, it ' s just- just ••• 

A windfall . 

This is a windfall - tax reversal and the like. 

(On phone) Tell MB. Gaston to come in, please . 

(Mrs Klotz. comes in; 
Mr . Caston comes in) 

Well , it's times like this that take a little poi se, 
a l i ttle Judgment, a little backbone . Huh? I gathered 
from the message that I got that hccles wants to do 
something tonight; I •m absolutely opposed to it . I 
think it' s not sta t esmanlike. Have a very bad effect 
in the middle of a week to come out with an announce­
ment about bonds; show we ' re frightened. I f we 're 
going to do anything , let ' s do it on Saturday afternoon 
and llonday morning. I ' m not going to be part and parcel 
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to a perform&nce • •.•• This is the midd~e of the 
week . They've had one day of this . 

3( 

They didn ' t increase their portfolio , did they, today? 

Oh no. Wha t l mea n is this. You see, we told them 
ten days ego we had fifteen m.illion dollars left and 
when that was finished they'd have to go it alone . 
Today was the fi r st day they•ve had to go at it alone . 
!bey didn ' t increase their portfolio, no . I mean we 
didn ' t take fifty percent of it - today is the firs t 
day they took everything - about eight million. 

Old you want to ma~e a statement? 

You'll hear it in a minute. He ' s coming here . 
It ' s awful nard for me not to smile. I'll tell you 
now, if we do something, I ' m going to Nait and tell 
Eccles before he leaves that if there ' s anything 
that comes up between now and ~aturday making it seem 
that .c.ccles was the 11 whi te-ht. ired" boy , this time I 
won ' t keep 4ulet . I •m going to tell him so . If he 
bas his f riend elliot Thurston slipping it to anybody 
between now and Saturday , believe me, he ' s going to 
get it . I'm going to tell that to Marriner personally . 
Reading Paul Mallon Saturday, how Eccles made the 
Treasury do so and so •..•• 

Truth has a way of getting out, Ur . Secretary, I should 
think . 

Do you think so? 

In time- not at the moment, but •••• 

Yes, but look how bala I 'm get ting . 

He may not live long enough to get time to . 

Look how bald y.ou can get . 

Some of those others haven ' t caugh~ up with you yet. 

No, you'l l be a long time. History is what counts, 
not the moment . 

I oon•t know why George is so cocky about the top or 
h is heed . 

(Tcy lor comes i n) 
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Be combs it well . 

(Viner comes in) 

In view or the ract he said he wanted to do some­
thing, I ' ve been tal~ing it over here . Do you 
(Viner) want to talk unt.ll he comes? 

No, I don 't think so. I must conress that I ' m all 
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at sea ; I really haven ' t been able to make up my 
mind . I 've been t rying to get an idea of the gener al 
picture . I think myself that there is no way of say­
ing no1v just bow bad that bond situation may get . 
There is a combination of unfavorable ci rcumstances 
and just how - ~that the size of the reaction will be 
I don't ltnow . ••nd I suspect very much tha t there i s 
nothing you can do or this shifting - Federal Reserve 
shifting from shor t to long , or even its open marke t 
opera tion on a rensonuble scale, or using t his inac­
tive gold - tha t may not suffice . 

You don ' t think that will have any effec t? 

Oh, I don ' t say it wouldn't . I say you can ' t forecast 
whether it will have a f &vorable or unfavorable eff ect, 
unless - because I ' d suy the one solid thing to do is 
som~thing that is pr obably out of the picture, and tha t 
is an extra t ax measure or En Lgr eement to reduce the 
expend! tures - in other .1ora s, to get the budget into 
snape . Now, otherwise I cion • t see wha t else - what 
else can be done that is sure to i mprove the situation. 

I ha ve come to the opinion now, since t ninking it over 
and tal king it over, that i f you were to use the inac­
.tivc gold it mi ght conceivably - I think it mi ght help, 
but it might hurt . Tney might say, "This i s a fancy 
move and it ' s not reully c orrecting the situation at 
all, and it ' s using up something that shouldn't be 
used for this purpose ." And open market oper a tion 
might operate ths same way. 

Un the other nand, over a period of a couple months , 
you do get that much mor e excess reserves out . 

Seltzer, excuse me . Before he comes, I ' ve made up 
my mind ubout one thing. I want to tell you I will 
not do anything toni ght. I Just want to let you two 
men 40ow tha t . It ' s unstates~snlike, it shows f right, 
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it shows pbnic. I'm nol pbnicAY, I •m not frightened . 
!' ll not do - if any thing, it will be Saturday after­
noon announced for Monday morning . I didn 1 t •an~ you 
cro,vding me in C!lse he should. I will not do anything 
until - I mean I 1m not thee t worried. Wayne? 

(Nods affirm~tively) 

•','bat I meant to say vt~;s, regardless of that - ond I 
agree with you that a real move toward balancing the 
budget would have tne profoundest effect of anything -
neve rtheless, tne mere fact of increasing tne reserves 
exerts an undoubted technical effect in the right 
direction. 

That 's right . 

And that effect is, I think, needed in view of that 
May first increase. 

Yes, but on the other hand the mode of increasing 
it may result in a psychological effect in an unfavor­
able direction, and what I can't make up my mind about 
with any confidence is thvt the unfavorable would be 
less than th~ favorable . 

Why, Jake? Isn 't tha t exa ctly wha t the gold was put 
in the inactive account for - was to reduce tne excess 
reserves. 

You mean • ••• 

Remember, it was t o tighten money . 

}:es 

~nd nere is a situation in which the money market 
a ppears too tight, and therefore if you do use it 
you would be using it for exactly the purpose for 
which it #as originally utilized . 

~:.xcept that the way i t works out is that we are 
using bill borrowings of the past intended for a 
sterili zation effect LS a means of meeting cash 
balance de~ands. That's what we 're really doing. 
You see, ~hat it does is to fix up our cash bvlance. 
And what they say i s that the Treasury had to revert 
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to expedients to r etain its cash balance . 

Listen, di d ~nybody sey that when the Bank of 
England did this about two or three months ago? 
They didn ' t . They Just - they had to unload . 
They made that swap. Vlha t was it - a couple of 
months ago? 

The net amount was only five million. 

i:low much? 

Five mill ion pounds . 

Yes , but they made a swap. 

Yes, but it was only five million pounds . 

(Eccles comes in) 

Hello . 

Come in, we're all friends . 
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Can I have Dr . Goldenweiser - be all right for him 
to come in? 

Absolutely, we• re all friends of yours . We were just 
cninning . 

(Goluenweiser comes in) 

All right . 

You waiting for me? 

Yes . 

Vie have been di scussing this situat ion. I talked t o 
Dr . Viner a little today over there, and I 1ve been 
talking to some of the members of the Boar d t hat are 
nere - and Dr. Goldenweiser for the l ast hour or so . 
And it is roy conclusion, I think more or l ess the 
general conclusi on over ther e - I don' t want to s~eak 
for toe other s because they wer en ' t ~uite as - might 
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not nave bud the same conviction. But I can speak 
for Olyself , that whEt I t hink t his pr esent market 
situation needs is e show of courage . I think i t 
needs a sbo~ of real aggressiveness at this t i me; 
th~:t an adJustment besed upon a changed situation 
W6S warranted, but a - to completely more or less 
withdraw from the scene, leaving tne control of 
your bond mLrket or your capital ~~rket up t o -
I wc.s goint; to say the forces of nature, but I 
should say the forces in !lew York - it seems to me 
tht~ t we shouldn • t continue ~o do it . 
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You do he.ve your Go'vernment bond houses , of which 
there are quite a few , that - and also a few of 
your very lLrge banks - thot can be very potent 
factors in the situation, for tneir own interests . 
I don't say that toey are, but I mean those things 
~:re possible; they have been done . !he insurt~nce 
coopanies t.oo toe investors generally, or course, 
pretty larg~ly center in the money market, and it is 
p.,rfectly nt.tural tht t '<~'hi• t they ' d like to do is to 
get's hlgh a rate as they Cbn get . That ' s always 
been tneir case and it always will be . 

I cion • t say tht:.t this i s t he case no.v, but I remember 
in the pust some of the New York bDnks advising thei r 
correspondent b~s to hold while they were selling , 
and tn"n tilLy usually a.Jvised tnem to sell .vhile tney 
acc~ulLted . I mean tnot thing has happened; I ' ve 
seen it n~p~en . I aon•t s~y th~t tney do it in an 
orgLnized , conscious ~ay, but it ' s just a question 
of the game of the individual operati ng to wnatever 
extent it is possible in their own i n t erests . The 
Goverruoent has asswoed for t. considerable t i me quite 
a degree of control over tho money mar ket , and I thi nk 
ne must continue to do it to all r es sontble degr ee . 

So I think tha t either the Treasury should use their 
gold -and by the wey, I understand there i s obout 
a nundred ~nd some odd million - maybe 175 or 180 
million of free gold •••• 

186 million. 

All right ••••. of free gold that would not involve 
the gold that ' s been ster ilized . Ther e i s certainly 
no r eason why t hat shouldn' t be used, and ever y good 
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reason possibly Nby it should be used . And also, 
possibly we should use the full amount of the gold 
sterilized . 

Tha t would accomplish t wo things. It would of course 
make it unnecessary for the Treasury to go the market 
for money for some little t i me . That would be notice, 
without saying so, to the money mbrAet , investors and 
bonks , trw t t he> wouldn 1 t hu ve an opport unity to do 
some additional financing at t neir oND terms. And 
they would , further, hove excess funds instead of 
using existing funds, with which to buy securities . 
So it would accomplish t wo purposes . 

You mean the Treasury would have •••• 

Yes, I mean the Treasury - no, the banks r.ould then 
have excess funds . 

Oh, I see . 

See, by that process . And instead of having to use 
axis t ing funds with which to buy Treasury secur1 ties 
which tbey would have to sell 1f they don ' t use the 
gold . See? Now , tha t •s one way, and it may be 
debatable as to whether it - I don't think it is 
deba table about the 180 mill ion a t all . That , after 
a ll, is toe Treasury ' s fund - free gold - and it is 
tneirs t o be usea; it isn•t up to me to s ay whether 
they should or they shoulun • t, but I can only express 
lfha t my opinion would be with reference to it. 

Now, rl th r eference to the )00 rAillion, it may be 
deba tab~e as to whether tnat should be used or whether 
the Reserve System should aggressively, over the period 
of the next week, buy a couple of hundr ed million or 
more - whatever the situation may warrant - of 
Government securities. 

You mean over and above your pr esent amount. 

Oh yes, oh sure . Now, I em at the present Juncture 
very much in favor of showing ~n aggressive position. 
Now, thi!l market - it i sn ' t a question of destroying 
a ny c onfidence in the market, it ' s a question of 
establishing it, end I am personally very much in 
f avor of either one act i on or the other action, or 
a combinati on of both. 
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When? 

~ell , right away , just as soon as - whether i t should 
be t omorr ow or the next day - I mean after all the 
timing i s important, but it seems to me t ha t it is 
somet hing that snouldn• t be put off to an indefinite 
period . 

Now, I 've called a meeting of the full Open Uorket 
Committee for Monday. I don ' t mean to s ay tha t this 
matter should be delayed •til af ter tha t period -
especially the Treasury position, which i sn' t a matter 
of the Open Market Comm.ittee; it 's a matter that the 
! r easury discussed Kith the Boar d, ana we don't have 
t o wait f or the Open MLrket Committee in the pi cture 
at all . But we felt t hat, so far es the open market 
opera tion is concerned , the full Comcittee should be· 
called , a t least in order to just discuss and consider 
tne waolt! situs tion. 

Through? 

(Nods yes) 

Well , t his i s the way I feel. Fir st , I t hiok all 
t hese t hings are a ~uestion of timing, whi ch is 
important . I thi~ i t woul~ be a great mistake to 
do it t onight or do it tomorrow. I think something 
should be done on a Saturday afternoon in & states­
manlike way, where we have pl enty of time to do it 
fo r Uonday morning r elease, so that it doesn ' t l ook 
as though we were frightened, because I'm not 
frightened . I mean I•m not frightened and one day 
won't make ~ny difference. 

Tha t's right. 

To do it on a Tnursday night or Friaay night would 
look as though we were frightened , and the effect 
would be lost . So I think it' s a thing that should 
be done on Saturday afternoon - joint press confer­
ence, very, very carefully worked out, both staffs 
wor~ing together and with the utmost secrecy, no 
hints or l eaKs to anybooy. I me~n I think i f there 
is the slightest l eak the whole thing, the effect of 
i t, is lost. I can vouch for t he Tr easury that there 
will be no hints to anybody - any letter-writers or 
anybody - thbt way . I think if there is any hint 
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that the thing is coming, the offect of it i s 
spoiled. 

Of course, there may be press discussion in spite 
of everything you can do. 

'.?ell , I ll:now you can• t •.•• 

These news fellows around - I mean there oas been 
enough •..• 

I know, but we have - if we con keep an agreement 
between ~nglana, France and the United States secret, 
I should think that t hi s could be kept secret . 

You ' re thinking more particularly of the timing rather 
than of the 4uestion whetaer or not the press might 
talk. I mean you can 't s top t hem from talking Ebout 
it . 

Well , just so they don ' t get hints :;bout it . 

Now, as to what to do . I am - llS I told you on 
Tuesday, I feel that I am leaning toward this gold 
thing, End that ' s the way I feel tonight but I 
wouldn't want to put my name to it tonight. I 
agree with you completely that it is a time for a 
show of confidence . I don't believe tnere is any 
fundamental reason why Government bonds should sell 
on a three percent basis. There Just isn't any rea-
son. 

And it 1s like - I've been through this thing for 8 

little OVI!l' three years, and I 111 never forget the 
time when I 1vas in Farm Credit ond the President wa.s 
so worried about the bond market . And through our -
I don't know whether I've told this story , but through 
our fiscal agent of Farm Credit, we placed order s of 
a million dollars for bonds on a Saturday morning in 
about twenty different houses. We didn't buy a bond, 
but t ney had orders for twenty million dollars . And 
we turned the market . Somebody had to show that they 
had confidence . I mean I was in Farm Credit and the 
President didn ' t even tell the Treasury that Iwas 
doing it. The thing was so - the situation is 
d ifferent now, .I guess, and ther~'s confidence in the 
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Treasury. But I think it ' s a ques tion of a sho~ 
of c:onfidenc:e and I don' t believe that there is 
any r eason in the world why this thing c:an't be 
turned. 

Now, ~ think tonight - as I say, I want to look 
over and over this thing, bec:ause I haven't even 
discussed this with the President. I mean I talked 
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to him ubout this thing this morning and I told him, 
quite frankly, that I talked to you last night and 
that .! have your suggestions and that I was waiting -
I was waiting until you people got to the·vcint that 
you have now. I didn ' t think i t would c:ome this soon. 

I go this far, and I'm looking at this thing in the 
broadest way possible . I think that what we ought 
to do is - I thi~ we ought to put f ive hundred 
million dollars worth of sterilized gold into t his 
picture, plus a very aggres,ive o pen market operation. 

Well , be prepared to do it; you may not have to do it . 

But stop this swapping . 

Yes . 

Now, I •m convinced, a na I go t convinced at six o 'clock 
tnis morning, that - for the first time I can see this 
thing clearly - that every time you sell ten million 
dollars worth of short term securities the banks sell 
ten million dollars worth of bonds in order to get ten 
million dollars to buy the short term securities. 
They ' re swapping . I don't say it ac t ually takes place, 
but something like tha t takes place . The New York 
bank sells ten million dollars worth of bonds, gets 
ten million dollars, and buys ten million dollars 
worth of notes, which you sell in order to buy ten 
mill ion dollars worth of bonds . 

That's all right, normally, in a normal fluctuation, 
but in a maJor decline it1 s ••••• 

And Just as long as you people keep up this swapping, 
I tninlc this thing is going to continue. 

I haven ' t done much of it; it's a bagatelle really . 
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True, but it keeps going down and down. And I was 
never calmer or more collected than I am now. But, 
as I say, the way I reel - I feel, subject to the 
finest magnifying glass that your start, plus ours, 
can put on it, that I 1m in favor of this thing, start­
ing Monday a~orning with an announcement that the 
Treasury puts five hundred mill ion dollars worth of 
s t erilized gold into the Syste~plus an announcement 
that beginning Monday morning the Federal Reserve 
System i s going to start open market operations. 

Now, if you people do that - I ' ll say to you that if 
you do that I ' ll take up to a hundred million dollars 
worth of bonds . 

How do you mean you•d take ••• • 

I• l l give you orders for a hundred million dolla r s 
worth of bonds Monday morning. I ' ll go fifty-fifty 
with you on a hundred million . 

Oh yes . 

1 1 11 take another hundred million dollars worth of 
bonds. 

With your trust funds, you mean? 

Well , I don ' t know where we' ll get it, but we•l~ get 
a hundred million dollars. :/e 1 ll give you orders for 
a hundr ed million dollars. Ne 1 ll start out Monday 
fresh on a fifty-fifty basis, provided that this is 
done. In other words, I've go t enough confidence -
I want to show I•ve got enough confidence, if you say 
you ' ll start open market operations Monday morning 
and we put in five hundred million dollars - I ' ll give 
you on order for a hundred mil l ion dollars worth of 
bonds. I mean that's the effect it has on me. See 
what I mean? That's how I feel about it. I 1ll find 
it some place, and I say that I ' ll give you an order 
for a hundred mil~ion dollars worth of bonds. But I 
think anythi.ng short of a big broad stroke - if we do 
this thing in a "pid~ing" way, that the thing will 
fall, that it ' s got to be done big and it's got to be 
done in a very careful joint statement where every 
single word is weighed. 
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You think that both actions are necessary? 

Yes, absolutely. 

At least you think that we should - I •= just wonder­
ing - I•m not sure 1n my own mind es to whether both 
actions, the extent of them - it is necessary to 
announce them all at the same time or whether it 
would be best to be prepared to •• •• 

No, llarriner • 

•••• t o pr oceed ••• 

llarriner, •.• 

•••• with your open market in case t he other • • • • 

No, no. I ' ll tell you the effect it has on me. If 
you don't do both, I withdraw my order for a hundred 
mi llion. 

Well, of course ••• 
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Now jus t look, we •re t alking here 1n the f amily. I 
can give you my word of honor that what's said 1n this 
r oo= won't go out of this room . If I may suggest, I 
would g et your full Open llarket Committee in Sc turoay 
morning. 

Well, that's wha t we t alked of doing . Of course, we 
f igured that Saturday •••• 

IVell, let those fellows get on planes and trains. 

Will you (Coldenweiser) call up Morrill , get him on 
the phone, and change that. And if Day can' t take 
a plane from Frisco, tell hi= tog et Peyton. In fact, 
I ' d sooner have Peyton. 

Wait c minute . ~s. Klo t z, let - you show hi• the 
room. 

Suggest to Day that if he doesn't want to take a plane 
he call Peyton. 

(Coldenweiser goes out to phone) 
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uo you have to announce the meeting to the press 
when you call a meeting? 

Oh no, we never do . They usually find out when it 
is over, but they never know before . 

Now, I think we ought to prepare ourselves before 
tney get here. There 1 s going to be a good dea l or 
resistance on the part or the Committee, 1 know. 

But Warriner , look, I 1 ve been through this thing 
again and again and I•ve had to do it all alone . 
And we•re so much further a long on recovery than 
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we were. I mean they t alk about - I mean tha t tiMe 
we went QVer to see the President, Earl Bailie end I, 
we told the President, "Yr. President , we hate to 
tell you this , but your vest and your pants don ' t 
meet by three billion dollars," and that was the 
time that the President Nent absolutely white a s a 
sheet and didn't talk t or fifteen minutes . But in 
spite of tha t, we 1vent ahead and step by step built 
t his bond market up . Now, our picture is all right. 
There ' s nothing the matter with this country . But 
the se fellows have got the Jitters , and New York is 
a lways either way down in the cella r or way up going 
oft the roof . And it ' s only a matter within the last 
two months that somebody a round town was begging me, 
couldn't we release a few of our long t erm bonds to 
keep the bond market from going up too high, end lest 
July they wouldn't buy a 2 7/8 bond . 

Of course, things go too high and too low. 

Now, I want t o say that i f we put the f ive hundred 
million 1n and you find tha t t hings are goi ng too 
fast , you come a round - •Now wait a minute , Henry, 
Ne 1 ve gone a little too f ast. Bow about taking a 
hundred or two hundr ed million out and s teriliz ing 
it again" - we ' ll be perfectly willing to do something 
like that. See what I mean? I mean maybe f ive hundred 
mill ion is too much . 

~ither we could do that, of course, or we could let 
some of our stuff run off or let some of your stuff 
run off . 

But if you c ame to me in a month or two and said, 
•We 1 ve gone t oo f a r and Ifi ll you please take a 
hundred Million of gol d out, or two hundred mill i on,• 
we' ll be glad to ao it . But I think that t his 1s -
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you ' ve got to do the two things together. 

I think ;re •re not going to soy we 're actually going 

to do it . We 're going to s ay we're prepared to do 

it . Because to say you're going to do - now l et ' s 

Just assume you put five hundred mi llion of gold in -

that :oeans excess reserves - and we say we 're going 

to carry out an open mLrket operati on of, say, 250 

million. That ' s 750 million of excess reserves 

you 1re going to put in. You've got over f ive hundr ed -

you hove close to six hundred million excess r eserves; 

you ' ve got excess reserves, t hen, of about a billion 

three . I say be prepared to put that much in if 

necessary, but don't say, see, thb t irrespective of 

where your market goes or whnt happens you' re going 

to put tha t in anyway . See what I mean? 

That ' s why I' m not prepared tonight . But I say this: 

that whatever tne announcement i s - I mean the announce­

ment should be that we are prepared to do both, and • • • 

Ana they are both flexible . 

I 1ll consider that ove~night . I mean I might say we 

are ready to put in up to f ive hundred million 

dollars of gold, you people are ready - beginning 

llonday, you will start open market oper ations; and 

you don't have to say how much, but any bond that 

you buy llonday will be from the open market. 

I think we should simply say that is our policy. 

But you say, llarriner, that you ' re going to start 

open mar ket operations Monday, and we 're going to 

begin to put back sterilized gold in the System; 

we don ' t have to say how much. I don 't know; I'd 

like to think it over. 

Ylell, I think that of course is all a question of 

the psychology that we create, the way we do it, and 

to say the extent to which • e 1 re going to do it - IllY 

feeling is now it would be a mistake . Just s i mply 

soy you a re prepared to put that much gold in. Soy 

you are prepared to do it, no t that you're going to. 

Wb.ich means that it will reduce the need of f i nancing 

to whatever extent that you do do it. It means that 

you put new money into the market . 
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Well , we don' t feel we want to say anything about 
our financing . 

Well , you don't need t o . That can be off the - that 
can be the backgrouna for the press story. They can 
do that. You don't need to do it in the announcement 
as such, but certainly the press boys will mighty 
soon interpret that; at leas t you can see that the 
Trea sury won't have to go to the market for money. 

Wouldn ' t t he announcement relate simply to t he release 
of the s terilized gold and the explanation of why, 
and then let t he open market operations speak for them­
selves l ater . 

No, no, H6rbert. Tne announcement has to be that, 
beginning Monday morning, the Federal Reserve is 
goi ng to s tart open market oper a tion. Now, how much 
they don't say . They ' ll s t art open market oper a tions 
Monday . Maybe they don't buy any bonds . 

Maybe on Monday we find the bonds hopped right up 
without any buying. 

But they ere prepar ed to start open market operation 
Wonday morning and the Treasury is pr epared to put in 
so many millions of dollars or will deposit - will or 
is prepared . 

You <i.on• t oee.n putting it into t he ca sh balance, but 
putting •••• 

J ust deposit gold certificates . 

For what purpose? 

For the purpose •••• 

To ease the s i t uation. 

To ease the si tuation. 

Yes 

So it will be available f or t he payment of ordinar y 
expenditures . 'lo maintain the cash balance . Otherwise, 
it doesn ' t lessen the need for resort to the market. 
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I don ' t think it i s necessary to say that. This is 
t o ea se tne sit uat i on . 

I don 't think you 'd soy to ease it . It seems to me 
tha t you have to be pretty careful on that score . 

Well , whatever you say, but it isn't •••• 

If you' re going to put tha t into the market •••• 

I think if you and I talk about interest r ates - I 
tnink we are awfully s afe on that . Say that we 
don ' t feel tha t t he level - that we are not satis­
fi ea witn the level of l ong term interes t r ates . 

48 • 

I t hink what we want to do, r a ther than s ay s pecifically 
we might s ay tha t it i s for the purpose of stabilizi ng, 
see , the capita l market. That ' s really what it amounts 
to . 

I think everybody has to make t his thing letter­
perfect . I agree with you that we could agree on 
a s t atement tha t you could show - "Now look, this 
is what the Tr easury and I have agr eed ton - jus t 
show it to the boys and let them t ake i t and like it. 

That would help very much. At least, you've got a 
basis there to \York on. 

I ' d like ••• 

Let ' s get somebody tomorrow . I 1d like Dr . Goldenweiser 
and Thurston t o wor k wi th whoever you may ••• 

He can work with •• •• 

••• whoever you designata. They can work on a state­
ment and you (Goldenweiser) and Mr. Thurston work on 
a s t atement and tomorro~t afternoon they can •• •• 

They can work with George and his staf f, I guess . 

But I think - I mean we ought to have another talk, 
you and I, when we are fresh, and agree as to juat 
wha t we are going to do, and put it down in pencil 
and say , "Here's what you and I have agreed to . " 
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Don't you think that it 'Nould be better to lot 
them work on this thing and then let us meet 
tomorrow afternoon? I mean we 've discussed the 
general picture • 

• ~ell, I 1 ve got Cabinet tomorrow afternoon. 

~ell, af t er Cabinet. 

'I/ ell, I 1m no good after Cabinet. I'm all right 
tomorrow night . I have nothing tomorrow night; 
I ' m free . Aren't you? 

I'm free tomorrow night. 

But after Cabinet is the worst time to see me . I 
get awf ul sleepy . 

Xou e~een aft er or dur ing? 

Hoth . Both. I•m free tomorrow night. I can hit it 
tomorrow night . I'll be glad to hit it t omorrow 
night. 

Tha t will suit me . 

But I uo think - but may I Jus t say t his? If we 
are goin~ to do tnis thing, i f you say you want to 
make a showing, let's go the full way . Any mealy­
mouthed ha lf-way thing isn't going to do the trick . 
That ' s wnat I think. 
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I agree with you that ·.•e' ve got to show a - make a 
show of s trength and a show of courage and ~ show of 
confidence . Nol'l , that is after all what you've got 
to do, and t hat doesn ' t moan any half-way measures . 
At the some time, neither do I think that in order to 
do tha t we should Cleke ony specific a nd definite 
co=itment. 

.~e never do here 1n the Treasury. 

To say that we are going t o put five hundred million 
dollars in and we•re going to carry on open market 
for a certain amount - not that, but the Treasury is 
going to put - use so much gold, up to - that's it, 
up to - ond that the Reserve System is going to carry 
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out an open market operation t o the extent necessary . 
In other ••ords, the action of the Treasury, the 
act i on of the Federal Reserve, t~ the extent neces­
sary to stabilize the capital market . 

Don 1 t be too s tingy in your promises . 

But you don ' t went to state any speci fic amount . 
What you're doing here is saying "to the extent 
that it is neces sar y . " 

'.l:he specific amount we can consider. 

There wasn't any intention of specific amount . 

11o, but, Oolden.veiser, if we just give a Ups ervice 
as t o the amount of gold we're going to put in end 
don't put any gold certificates in, that doesn't help 
any . 

Oh, put some in, but .•• • 

I think the effect would show i tself. You put it i n 
in order to get H visible effect on the bond quotations . 
As t hey were going up, tht L would show that market that 
you were opera ting. What you do is make up your mind 
tha t you throw in enough to have a reassuring end 
visib le effect on bond prices . 

But Jake, you just couldn' t say we 're going to put in 
gold certifica tes and not put any in. 

You•ve got to put some in. 

But I don ' t think you have to state any amounts . 

You can put e substantial amount in - lar ge amount -
and •ith the indication that you will put wore in 
if, when and ~s called for . 

But •hat I meant is t hat there must be some gold 
certificat es put in, and not .ust say we 're going to 
do it . 

The Reserve System must be in the market, ac t ually 
buying bonds . 

I don ' t see any objection to putting a whole fi ve 
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hundred mill ion in, because you don't have to spend 
it; 1t gets into your cash balance and people see 
that you are prepared to spend 1t . 

It does not get into excess reserves? 

!lot until you spend 1t. 

You•re in e different position there. I mean you 
don't set eside a fund for open market operation, but 
the Treasury can set as i de a separate fund without 
liffecting excess reserves or any thi ng else. 

That ' s right. 

They can put it into the Reserve System and it 
doesn 't affect it until they spend it, and they can 
tnen pall it out again if they didn ' t need it. 

It gives very definite notice to the market that we 
are prepared to increase excess reserves a half 
billion dollars . 

Of' course, there is this argument for putting it all 
in, that lf you do that it moy have a sufficient 
effect and when it comes to open market operation 
you' d have d&rn little to do . 

If you wanted to show on the Konday Treasury state­
ment tnat you put tne gold ln Friday, . nobooy wpuld 
discover it except us and the Federal Reserve Bank 
of New York until Uondny morning; but it would be on 
the r.londay s to tement . 

Couldn' t we do that Saturday. 

No, you couldn't do that Saturday because the state­
ment that comes out Uonday covers Friday's business 
dny . 

You could certainly put in, say, the 180 million. 

No, no. Nell , I'm not going to do anything tonight . 
This is too important . 

If Eccles doesn•t mind, I would like to hear r rom 
Goldenweiser how he feels on this thing. Is that 
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.7ould you (Goldenweiser) mind saying just •••• 

Well, I am in favor - I find myself very much in 
ogreement with what both you and Mr . ~ccles have 
said, because I feel that it is a time for - unless 
one r;anted to do nothing and just let the t hing 
find its oNn level, which I personally would not 
be in f avor of, the only e lternative to that is very 
courageous, bold action on a large scale, because 
otherwi se you're just simply giving an opportunity 
for the people to unload on you. I mean if you just 
make an offer of 25 millions a t tha t l evel, you get 
your 25 millions. That is L good techni~ue for 
s tabilizing f l uctuations , but not a good technique 
for actuating ~ real movement . So I am very much 
in f avor of l ar ge scale, bold action. I am in favor 
of having tha t Lction be both by the Treasury and 
by the ••ederal Reserve. 

I would - I have recommended to the Board that they 
go into the open marAet to increase their portfolio 
on a considerable scale, wh" tever da te it will be 
done - Monday morning would be fine. On t he Treasury 
side, I feel more reluct~<nt to even make a recommenda­
tion, bec&use it isn't our field . 

No, please do . I' rn asking for it . 

But I should have preferred if you could use your 
180 or 190 mill i ons that you ha ve . That doesn't 
involve any change in policy , if I understand it 
correc tly. ~nd put t ha t in first and put your 
sterilizea gold in later i f you f ind it necessary . 

But make your announcement joint and make it clear 
t ha t all the r esources of both agencies a re at work 
t o support tnls situation. 

Do you feel strongly as bbtween how much we put in 
on our free bal ance •.•. 

Not strongly, no, sir, but I woula - there is only 
one point on thot on which I have a feeling, and 
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t hat is thi s : you can do the one thing without 
reversing any policy, without cancelling your -
the thing that you started doing last December. 
Is th&t correct? That 186 mi llion can go in 
w1 thout any change in policy. Mid I would wait 
for the change in policy for a day or two and see 
~nether it was necessary • 

.'/ell, if you don't mind my ~<rguing wit h you, and 
you argue back - I don• t think it would be enough. 
In the first place, 180 wouldn ' t be notice to the 
market t h& t we don ' t need to borr o1v any more money 
bef or e the first of July . Which is very important, 
~ithout our saying i t , see? 

Yes . 
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If we put t he five hundrea million in, t hen t hey 
:mol\ .~e are out of t ne mt r ke t until the 15th of 
June . I t hink that is very important . 'lie don't s ay 
it . 

The press can s ay 1 t . 

That may be conclusive . 

Do you see wh&t I mean? 

Yes . 

I wish you' d sleep on it . I•m not going to - trying 
to sel l it to you tonight. ! 1 m not - I mean I'm 
terribly glad Eccles wanted to come t onight and 
t alk, because I 1 ve been feeling this wey now for ten 
days but I d idn • t went to hurry you people . I wanted 
you to do it when and if you felt it wes necessary. 
But I do think that the 180 isn' t enough. And after 
all, a s you point out, if we do put the five hundred 
in, i t doesn' t go into your excess reserves until 
we spend it. hnd if after the first of Way or some 
time - or by the first of July, when we• ve got our 
financing over and everything is Guiet, and there's 
no reason wny part of thlit shouldn't be - &t the rate 
i t ' s going, we •ll have another sterilized gold fund 
before we Know it. But 1 think we ought to have a 
signal to tbe market that tbe Treasury has enough 
money from now until the 15th of June, and you can't 
do it with 180 . 
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That ' s the most important argument for it. You 
won ' t nave to go to the market . 

lhere are other consider a tions than strictly the 
m~>rket . lis you suggest, I shall be very gl ad to 
think about i t and give you what I think about it . 
a ny time you went to know . But I am very much in 
favor of cggressive definit e acti on in tne open 
m~rKet by the ~ederal Reserve at this stage . 
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The way to - it would have been better if tnis mtrket 
h;od found its level of its o.m accord at L reasom ble 
point . I meun tnct ' s wnat it could have done and 
li~tely would have done, I think , 11' some of tne bond 
nouses and the tle;v York banks had been desirous of 
coopera ting in tha t sort of a picture, instead of 
maybe doing wh" t t uey could otherwise . Of course , 
Ne have had otner factors t oo tha t may be just as 
important, if not ~ore important tnan <nything tney 
w&y s ay, ~nd tbzt is tnis budget picture that got to 
the press . You knoYI &bout that . Tlu.t wos used, or 
course, to a considerable extent . The strike situa­
tion, oLher f 1<c t ors - we •ve got 3 combint•tion of cir­
cumstances nere that hus been terrific . So that it 
nes created core or less of & panicky s ituotion, con­
sternotion on toe p&rt of & lot of investors in 
securities, feelinci thut they a re - tnat we may have 
lost com'idence in tne tning ana t hat the Feder al 
,,eserve a nd the Government i tsel i' is r eally not doing 
much &bout it, and thot there is no real force direct­
ing tnis ma rket aevelopment . 

It ' s a very different ma tter, it seems t o me, to act 
aggressively with s ecuriti es in a rout like they were 
today, at today •s prices , t hun would have been the case 
at & - when tne m&rket is almost dried up and with 
prices , s &y 1 t.To points above the present level. 

The prices - it ' s !ill to our adv~<ntage , and i f t hey 
should go off t omorrow and Sa turday I wouldn ' t feel 
blldly, because when we do come in, t h6t is - it i s 
tnat much easier to correct . 

I just wish they would go off L litt l e •••• 

After a~l, I • ve been a t thi s thing for over three 
yeors, and everything tells me thLt i f we do this 
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thing - all my Judgment tells me that i f we do this 
tning whole-heartedly and forcefully, and not in a 
mealy-mouthed manner , it will be effective. 
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Shouldn' t there be a general idea before the operation 
is started as to Just wnerc you want to bring them 
'back. In other words, do you lmo•N when you want to 
stop? You don ' t want another relapse later . 

Yes , don • t try to bring 1t back to the point where 
you have ft ..... 

. Feel tne market out ana see how it responds? 

Of course, you can' t - I say this : that I'd like to 
see all the Governtllents sell above par anyhow. 

You can' t hold toem there. You ' d just have trouble 
again. 

Well , I don 't know. 

You will if you don ' t • . •• 

I don ' t thirut that that- never had any trouble stop­
ping them from going up. 

No , but you have trouble wnen the darn things come 
do·.m agoin, and to get them up to a point where tney 
can't be neld over a long •••• 

I• ell , you won • t have any trouble w1 th me on thst . 1Ve 
can talk about it . That isn't - that doesn ' t worry 
me so much . 

But don ' t you think, Ur . Secr etary, it is something 
that might w~ll be determined ahead of time, because 
it involves a 4uestlon as to what you consider o 
reasonable level of l ong term borroNing interest rates, 
and I think that ought to be decided independent of the 
feel of the market . 

The ~rket is going to interpret your action. I f they 
get to know you are operating on a l~rge scale, they 
will watch to see to what level you are t ry ing to 
bring it end they will attach importance to t hat as 
a level desired by you. 
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Of course, you wouldn't be operating all the time . 
The effect of the momentum should carry it up end 
I don ' t anticipate that you'll have to keep operating 
dl the ti.JIIe . 

That ' s why tne open market tus got to be very, very 
flexible, because it might go up of its own Lccord. 

You won ' t get many bonds. You 1re not going to get many bonds. 

Then, the effect doesn't stop when you ' ve finished 
buying your securities . You have, after all, inflated 
your excess reserves •..• 

llo, but I mean if you keep on buying after it • s reached 
a certa in level ana the mark~t Aeeps on rising end they 
~ow t ha t t he Treasury or Federa l Reserve is still bUf­
ing, they will infer from tha t that you want it to go to 
still higher levels - that you think a still higher 
level ls appropriate . I thilllt that is perfectly all 
right if you do think th&t, but you oughtn• t to push 1t 
up above tha t level a t which you think i t should really 
be. 

That ' s a bsolutely r ight. 

Well, c an you say wast level it should go to? 

No, I don ' t . But some sort of rough judgment will 
hove t o be made - I should say group judgment. 

The Secretary has made one of them. He said all the 
Governments above par - or a t par, better . 

Well , certainly - certainly nothing has happened 
since - during the month of Yorch which says that 
the Governments, 2~ issue, shouldn 't sell at par . 
You fellows were all in t here and nobody told me 
we shouldn' t sell Lnother 2t'. 

Well, of course, you had to price it at what the mar­
ket was a t the time . I mean you could.n't give them 
a premium ••.• 

But nobody said, •Don' t sell ony more 2t •s . 11 As a 
matter of fact , every person but one advised me to 
sell it at a half point less than what I did . I 
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mean noboay said ••• . •nd nothing has happened in 
tne economic fabric of this country which says 
thnt a 21 bond shouldn't sell at par . 

I think possibly there has . 
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No genuine sign yet of a genuine balancing of the 
budget . I 1d say that is a very impor~ant factor . 
If I were an investor, an insurance company, I'd 
say that 1 s & v ery important factor . You can't deny 
thut this unbalanced budget is a factor . 

And further , a price rise is another f actor. 

Yes . And the wor - the international relations 
aspect . 

International inflation . Your British bond, your 
Canadians - all of the Government bonds all over the 
world have been going through this ad justment. 

If you t ~lk much more, I ' ll soy that this won•t be 
effective and I don ' t wont to do it . 

No, I don't suy that . 

No, we•re talking of, s10y, somewhere between two and 
a nalf and three. 

I' d say i~ wouldn't be effective, I 1 11 guarantee , if 
you try tog et it back to a two end a quar ter base. 
I 'd say it wouldn' t be effective . No signs that you 
ct.n do it. 

I think the thing to agree on tomorrow is what action 
.ve •re going to take to stop it from going any lower. 

That ' s right, that's the thing . 

That ' s one sort of decision. 

And that's tne way I like to state i t : stop i t f r om 
going lower and then let it find its own level back. 

Without binaing yourself to purchase any specific 
amount. 
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- .32-

Well , I've never given an order since I've been here 
to put the bond market up. 

But excess reserves is the indirect thing that •• •• 

We ' ve never given ;.n order to New York to put the 
market up. It ' s always been to keep it where it is 
or Aeep it from going down. We've never given an 
order for the market to go up. 

Look, Uar~ner, I can't ~o any further in my thinking 
on this thing tonight . •ve given what I ' ve got . I ' d 
like everybody to think about it. Fortunately, my 
m.orning tomorrow morning is entirely free, so - we 1 ve 
got this meeting t onight &nd I'm going to meet with 
my own boys at ten tomorrow, and we'll see what we can 
~ork out, see? Now •. • • 

All right. Then let ' s do this. You meet here and 
we' 11 meet and let's see wna t 'I.e can formulate inde­
pendently after this conference, with the idea that 
either lnte tomorrow afternoon or late tomorrow even­
ing •,ye ' 11 get together . 

Herbert, ~ee if any newspapermen are in the hall , will 
you? I don't know whether they saw Eccles come in or 
not. 

Marriner, I just want to say something alone for a 
minute. 

(Secretary end Eccles confer aside) 

Now, I don't want Waley-Eaton, Kiplinger , or - what ' s 
t ha t fellow's name? 

Goldsmith. 

Or Goldsm1to or Woody - nobody to see t hem. We're 
just busy, see? I mean I don ' t want anybody to see 
any of those letter-writers, see? What? And any 
newspapermen. I don't want anybody to talk to anybody. 
I mean I'm not • • • • 

I don ' t want to see anybody for six months. 

But Warriner, so nobody - the lid i s on as far as the 
Treasury goes. 
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Well , of course, I'm in a little different situation 
from you. lle 1ve got Board members . I can' t put any 
lid on tne members. As far as the staff is concerned, 
I can t alk to them, but when it comes to the members 
themselves, it ' s - I - I mean you can suggest that. 

Well, I say I think that the effect of the whole thing 
would be spoiled - the psychological e ffec t - if it 
got out before Monday morning . 

Well, I don ' t personally know tha t it is necessary 
to discuss - certai nly, this gold sterilizati on -
I mean the release of the gold sterilization fund 
and this free gold . And if we call a full meeting 
of the Open Uarket , I can say to the members that 
we ' ve been having so~e informa l discussions with the 
~reasury in Gn e ffort to crysta llize our views, their 
views and mine . And wnen the Committee meets, we will 
a t least be prepared t o tell you wha t their views are 
ana 1 111 be able to tel l you wnat my views are . 

What 'lfe will most likely do is to meet tomorr01v ni ght 
and finish the s tatement up, and we can show it to 
the President Saturday and get his O. K. 

Need quite a while Saturday . 

But I mean we ougbt to have something . \'/ e can go to 
the President and tell him wha t you end I can agree 
on. 

Oh yes . But I would prefer to - I would prefer not t o 
do that until I have talked to the Boar d . lhere would 
be a c ertain resentment on their par t if I say 1 1m 
committed and I 1 ve talked to the President . Then they 
it put s them in a position where they might want to go 
along and back me, yet I haven ' t given them a chance to 
express t heir views . I think that it really would be 
better for me to not make a definite cocmitment to 
either you or the President, but merely say, " These 
are my views End this is the way it seems to me, but 
I would like t he privilege of discussing this th~ng 
with t he Board." Otherwise, you can see the position 
of the Board . It looks like you ' re trying to - •This 
is all set and you can take it or leave it.• 

Well , t hat •s the way it will be, and then you can do 
t he r est. 
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Well, I kno", but there 1 s Just no need or ••••• 
flnen it comes to the open market operation, after 
all they've got the r esponsibility of that thing 
as much as I have, and tbey 1ve got to be effecti ve 
in that responsibility. And there ' s times when I 111 
glad more than one •s got it . 

Good night. 

' 

so 
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April 1, 1937 

For tb& Secr oto.n: 

R. E. rteichert, former s uperintendaat of banka in Michigan, 
and now pr esident of a bank in Ann Arbor, Michigan, was in. 

HiS b~ had t o put up .,300, 000 additional. r eserves to meet t he 

61 

March firs t increase; on !€arch 15th their depositors w1 thdrew 

$200, 000 to pa r inc0111e ta.xes (ha.vier this rear than uaual. , he sara) ; 
they had t o surrender substantial Government d eposita on a call. 
t'rom the Treasurr; and on .May l. ther wil.l. have t o turniah anot her 
$300, 000 to meet t h e a dditional. incr ease in reser ves effective on 

t hat date. Nearl.r a ~l.lion dol.lara 1n a shor t peri od or timel 

His banlc has been abl.e to meet all. of these p ayments """" ' without 
selling any Government securities, but h e knows that manr countey 

bank,a have been forced t o seek t h e market to meet tbe same a1 tuat1on. 
He describes the situation as very aimil.ar *o a "run on t he bank". 

During t his per i od t hare haa been same increase in l.oana 
in his bank, but nearl.r al.together t o manut'act .ll'era who used the 
pr oceeds to p ay dividends . He thinks that the incr ease in bank 

loans throughout the COWltey, totaling a bil.l.ion dollars, and cited 
sometimes as evidence of coming credit intl.ation, ..a is largelr 

ot' t hia character, rather than trul.r ocmmercial in ch!l'acter . 

!Jr. Reichert hopea that the Federal Reserve will cancel the 
rise in reserve requirements which ill scheduled for Wa r l. . He pointe 
out that the 1Doreaee would not be ordered todar 11' it had not been 
done al.ready, and th.i.Dke that ia evidence that it ohould be reeo1n4ed. 

Re th1nlc3 the Federal Reeerve ahoul.d be oourp.geoua t o recognise that 
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conditione have changed ao a1.nce their announcement that the 

May 1 1ncreaae ahould be called ott, even .r it aubjecta them to 

aome criticiam aa having gone too tar 1.n their previoua action . 

)(r . Reichert po1.nted out that there are atelldy w1 thdrawa:J.a 

from country banka and city banka tor the pa,_nt or 1.naurance, 

which totala a ome millions a day 1n the aggregate, and that the 

inaurance companiea are not buying, but holdiDg off u nt i l tha 

market haa "stabilized" a little more i n the belie!' that they 

will do better on quot ations . This a dda to the beariahneas ot 

tho Government bond market . 

Cust omera are be ginning t o oome 1.n tho bank t o talk about 

the aoundness of t ho banking system, a t hing which has n ot 

happened before s ince the bank holi day days. Even if a ll the 

banks were able to weather the storm and had as good a bond 

position as hie bank, which many do not , he teals tm.t there a 

danger it t he public begins to take the situation serioualy 

enoughto c ome 1n and diacuss it. 

~·any banka are beg inning t o queation whether membership 1.n 

the Federal Reserve is worth while, t~. Reichert feela. Re ia 

far from j ittery, am he is friendly to both the Secretary and 

ChairMan Eco lea, and has commen t ed frequently to me on the 

perrect ly splendid job that he th1nka the Adoiniatration haa 

done s o tar as banking and riacal mattera are concerned. But 

b e 1a d isturbed now that there will be t oo much clamping down 

and much or the good canceled out . 
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Jack Riddle, eoonomiet for the Bankers Tru.t Compan7 of 

!lew York City waa 1n yeaterde.y. He reports that country banka 

are steadi.ly witbdrawtna their correcpondent balances from !lew 

York Ci t y banka, cauaing New York City banka to ael1 their bonds. 

Be seema to feel that there is a natural adjustment going on in 

the bond market and that higher interest ratea are inevitable . 

He rather inlci nea to the view that we ar~ more 1n danger of a 

sl UI:Ip than a boom, and I cthink would rather expect some mea.aurea 

t o keep recovery going. 

The execut i ve vice president or the national bank 1n Iowa 

City, who is a director of the Federal Reserve Bank of Chicago, 

was almost hysterical ten days ago in his feeling about the 

Gover = ent bond market . I gather that his operation of their 

Government bond account has not been t oo conservative, and h e 

is panicky. In the Chicago Reserve Bank and i n the Firat 

National Bank of Chicago I learned that a good many c~untry 

banks are in the same condition. Jed Brown or the Firat wa.a 

not concerned about his O'IID bond account, but was i;!lolined. to 

the view that t he bond market would be upset unt il after the 

May l increase in reserve r equirements. He pointed out,aa did 

Heichert, that while the eff ectiveness of the increase of last 

summer can with the date or announcement, that has not been true 

this t ime, and there ia still considerable doubt an& uncertainty 

as to what will happen between now and May 1 . 

~ere ia no doubt that many banks have been apeoui&ting 1n 

Gover nmwnt bonda, t or appreciation, and that they have been 

6·3 
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uaing the prortts ror dirtdenda, aal.ery increaaea, aDd the 11ka, 

rather tb4D bu.ilding up amortization reaerYea. To them, tal l 1Qs 

quotations tor Governments are aer~oua. 

/ 

CopY to Chairman Beelaa. 
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.A.prll 1, 1837 

!ro1 Seore~17 llorpa\hau 

:rra1 Dr. hrpu 

!'re&Gr7 1>on4 •rut ope'AK 1-r ad acthe todq, ud pr1.,.o .._ 

elined repicll7 at11 earl7 1hto aften~oon wlltn a 1101leot IJoprOT-t oo~ 

.A.t the clooe quo~tiono were up 1/32 to 10/32 fra the 1o .. but 1oooeo fraa 

7•otercl.a7 ,. .. .......,. ...,..mere fraa 3/4 of a point to 1 1/4 pointe. !he 

anrq:e 4ee11De on ocolee for t he 18 torua of !re&OUI'J bonllo n o '¥1/32. 

!o~1 oaleo of ,... ....... ent boD4a on the boar4 were $6 ,3(4,800 ap,lnat 

$4,4Z3,000 7eotor4&7. lA the &U&'l'BeK Uat the r.r.II.C. bon4a were 4o..., 

about 1 1/2 potnto, and the R.O.L.C. bonde ware abaat 3/4 of a point 4owa, 

Treasury notu tollo,.ad the reot ot the •rat. ~taUona fimed up attar 

2:00 o ' clock and the 1tat olooed 10/32 down fraa Jeatar4&7. 

R1~h ~cl.e 401MoUe bon4a tnelu41q the rac..,t retun41nc hruo wan 

of! .-11 fractfona to ai'CIIII4 1/2 point , bolt certain 1onaa ah-4 ,_,., 

1art;er 4acl1neo, O.narall7 epeeldAc, otfer1Dclt ware not lar~a bolt tt1th the 

bido thtn , the toae of the =lcet na he&~. Ph1lat.e1phia llactr1c :Sa were 

quoted ar011llct c1oo1nc tlrae at 100 1/4 - 100 1/2. Second cracl.e -rat •a 

alae lo•er, loauo ranoac trac tracUcno of a point to abaat 1 point. !'hla 

oacUcn of the -.at •a fairl7 acth• i n the last h011r. !he Panhaadle 

!eaten~ Pipe Llna 4a, 'llllleh ...... broo.c;bt ov.t at 97 1/2, ware qoaota4 9? 1/a -

97 3/ 4 at the clcaa, 

J'ore1DII ••re qu.1at and :oootl7 qnahenced throucl>ov.t the da7. Oa­

bondo aold oft tractioaall7; Japan••• 1onaa .,.re alilht17 lower1 I~l1aa 

bonda ptued fracUcna to 2 po1uta, 

!otal purehu" to4&7 $t,Ma,OOO aiocalluaou 'l'rean.r7 boa4a, 

ware for S7at .. account, 
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6S 

I think we can be very brief on the preliminary 
d1souss1on or the subJect. Secre~ary Morgenthau 
hss been watching the developments in certain 
industries and prices and bas noticed that certain 
prices have been mounting very rapidly end cer­
tain induetriee have orders from private sources 
that occupy t .hem to capeci ty. The question bee 
risen in hie mind whether or not with these 
large Government expenditures - i hether or not 
they couldn ' t be made in such e way as would 
favorably s treet the general economic situation. 

For example , the steel induetry, which is now 
running a t capacity; end there bas been a rise in 
steel prices. An examination or the expenditures 
indicates that e cons iderable volume or steel is 
being purchased by the Federal Government. For 
example, in one or the recent years - I think it 
wae last year - the Federal expenditures in this 
industry alone amounted to whet is equivalent to 
about 3~ or the total business or the United 
States Steel Corporation. In the cement industry, 
tbe Government purchases amounted to someWhere 
around 6~ or the total capacity or the cement 
industry. In structural end reinforced steel, 
it rune about 50~; in ceet iron pipee and fittinge , 
about e third; clay producte and bricks, about a 
quarter or the industry ' s output is purcheeed by 
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the OonrDIIIent. 

And w1 th this problem in mind , I asked Mr. Dasget t 
to outline some material whioh might serTe as the 
basis ot discussion tor the whole problem, and we 
have some oharts whioh present some information. 
I don•t say it is at ell conclusive, beoause many 
ot the phases ot the problem have to be studied 
very intensively . 

It appears to us that not only woul d it be advan­
tageous tor the development ot our economi c devel­
opment it purchases were made in accordance with 
oertein economic criteria , but it almost seems 
imperative that this be done unless we get a very 
distorted economic recovery. As we view it, we 
believe that the purch.aees should be controlled 
by economic factors ot three broad categories. 
The first is the question ot the capacity at 
Whioh the industry is running - the question 
ot employment in the~ particular industry. 
Seoond , the question ot the price structure in 
that particular industry. And then, ot course, 
it would be very highly desirable that the 
project would be allocated regionall y in cor­
respondence to the location ot the unemployed 
workers. 

We have a taw charts here which I think we can 
pass out and I Will diseuse them atter we have 
them in your hands. 

George, don ' t you want to say that anybody can 
i nterrupt you as you go along. 

Yes , I thought I ' d be through with the preliminary 
remarks very qui ckly. Several of the people here 
have copies ot Mr. Daggett ' s memorandum, and I 
thought from that they might take up the discus­
sion. 

(Baas end Dssgett peas out a set or charts.) 

Thi s chert is - Dr. Lubin could do a much better 
job than I can on this ohart , because these ere 
all hie data. But we made it up merely to be 
i l lustrative ot what I was discuss i ng; that there 
are certain industr ies where t he employment 
already i s in excess of the level ot 1929 , 
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whereas there are other numerous industries 
that are mucb lower than the 1929 l evel . 

You will noti ce in the lett band corner there 
is a sort ot ~an shaped chart, and the zero 
line there representing the average for the 
year 1929. Over at the extreme right is 
January, 1937 , and you will be able t o reed 
the percentage increases above 1929 or below. 
On the top you will notice the s t eel industry 
ie in the lead. And on the right , in connec­
tion With each one of those l i nes forming the 
~an, are bars which indicate the relative 
importance in terms of volume of t he employment 
in the various industrial groupe. 

In a very rougb fashion , it would seem, other 
things being equal , that erpenditures should 
be placed in industries which ere on the lower 
scale, provided t hat they form any considerable 
outl et for unemployed people. 

I think, Mr. Secretary, if there is any d1ecue-
eion " ....... . 

Maybe Dr. Lubin would sort of like to erpand on 
that. 

Kr. Haas has had some cherts made tor these indi­
vidual industries which give the picture over a 
long period of time. They ere duplicates or the 
charts we use at the office. I don ' t know whether 
this ie too smell for anybody to see or not. 

Now this is a chart showing the s ituation in 
manutpcturing industries ee e whole. You can 
see that between 1924 end 1929 t hat heavy black 
line remained virtually unchanged. I n other 
words, the manufacturing industries of the 
country didn ' t absorb any new workers, With tbe 
exception of that abort period in 1929 wben the 
index went up to 108. By end large, the employment 
remained more or lese sti tionary, With of cour se 
the usual seasonal variations. 

Now, tbe interesting t hing is that the employment 
curve is back to that 1924-25 level. In other 
words, it is just about the average of the lest 
decade - jus~sligbtly below, end the March 
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figures Will show it pretty close to the average 
tor the lest decade. 

Now, those esme figures shown here ere broken 
down there by individual industries, end you can 
see the aigniticance of those indiT1dusl colora 

G9 

that be baa on hie chart. Now this , tor inatance, 
is cement. The induatry is today employing slightly 
more than halt the number of people it did during 
the last decade, on the average. Here we have 
lumber and mill work. 

What are t he two different linea? 

The dotted and straight line 1s pay rolla, and the 
other line is employment. 

The black line is employment. 

These ere reversed on thia chart. 

Oh, I see. 

Now there again you see in the case ot lumber mill 
work approximately 50~ of the employment of the 
last decade. In saw mille, employment is approxi­
mately 44~ of the average tor the lest decade. 
In brick, tile, terraootta, employment ia about 
the same - about 4~ of the last decade average. 
On the other band, you also have structural 
iron work and ornamental iron work , which are 
used only in building conetruction, where employ­
ment ia about 65~ ot the average. 

Does that cover, Doctor, fabricated steel? 

! - beams end structural steel that ere used for 
building. 

Not eo much in the mille , but ••••••• •• 

In the finished product. 

But in the fabricated •• • •••• • • 

Oh, yea. 

Here ere your steel and bot water he~t apparatus 
and steam tittinga; employment about 6~ ot the 
last decade. 
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Now in contrast to that are those industries 
which he has up on top. Here you have blast 
furnaces and rolling mille, employment up to 
118, at a higher laval than it was in 1929. 
ADd 1929 was only for a short time that it 
ever reached that height . 

In this instance, we have iron and steel and 
their products, not including machinery. 
This other one was blast turnaoes and rolling 
mills . These are the finished products , like 
engle- bars and oar wheel s. There again you 
will notice they are back to the early 1929 
level. 

This here is automobiles , With employment at 
a higher peak than ever r eached 1n the his tory ot 
the industry. Cotton goods , running at a higher 
rate than any point s i noe 1927. Knit goods , a t a 
higher rate than for any other time exoept a 
slight period in 1929, employing more people. 

And back to the manufacturing. We could bring 
others; we have suoh things as wire work and 
pressed steel products, particularly the type 
used in refrigerators and things of that sort; 
enamel were; all of thos e a re at higher l evels 
than they have ever been in the history ot this 
country. 

So you have t he two groups of industries, one 
absorbing more t han t hey formerly employed 
and primarily centering around tre.nspor tation 
and transportation equipment; t he other around 
housing end .construction, which are the most 
depressed or the group. And as a matter ot 
tact, as we were l ooking through all our 89 
manufacturing industries, there isn' t a single 
one not oonneoted with t hose two , either the 
railroads and transportation group or the oon­
struotion. 

Have you on hand the production figures at the 
present moment tor these different groups or 
industries? 

I don ' t - let ' s see , the index itself i s what , 
116? Dr. Coldenwelaer, do you by any ebanos -
Mr. Coldenwelear would tuow that better than I . 
Stee~ .......... . 
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No , by industries I haven ' t got them in my head. 

91~ ot capacity, I know that. 

71 

Whioh is in ettect about 6- above optimum capacity. 

Must be about the same as 1929. 

There are one or two industries , of course , in 
the consumers • goods that show a higher production 
and lower employment. There are one or two which 
have had a really marked technological change 
duri ng the period of the depression. Tobacco is 
one , as we all know - way above on production and 
way below on employment, and we know t here has . 
been a complete machine ~rograa in there. 
And I think - don ' t you (Lubin) think t hat with 
what we lolow about the machinery tooling in the 
s t eel industries, it would indicate t hat bef ore 
another two years i s over we will begin to see 
a disparity between production and employment? 

Ot course , we have the i nteresting situation in 
steel - the situation I sew in Gary - where the 
Carnegie-Illinois people were employing more 
people end yet the manager ot the plant told me 
that their problem as fer as unemployment wee 
concerned in the city was still very, verr acute. 
And I asked him bow t o explain it, and be said, 
"We are employing high school boys, sons ot these 
people we brought over in the ' 90 ' s. We don ' t 
need them any more. With our new equipment 
and new technique, we want these younger people 
who have had more education and more background. " 

So t here are more people actually employed, but 
the unemployment in t hat ar ea is larger due to 
laid- ott steel workers who don't get back, although 
there are more people working i n steel in that 
area than ever before. The new retooling takes 
a different type ot person, you see - better edu­
cated and younger. 

Don ' t have to have the brawn that you bad to have -
more brain and less brawn. 

And less pay. 
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No, no, the pay is good tor the youngsters . 

The pay is very good, perhaps better then it 
wee to rather. They give a sort ot preference 
to boye who have been through a technical. high 
echool , who got some mechanical training, end they 
pay them pretty well on the whole. 

Well , the hourly rates ere better but I think the 
weekly earnings ere either the same or less. 

At the Jones-Laughlin new plant, ell or the 
JourneTa&n. that ere being trained now ere 
graduates or engineering colleges. They round 
they could get them and they preferred them. 

And the old-time husky is out; he is on r elief. 
Very interesting. His children are working. 

George, have you got some conclusion? 

I think Admiral Peoples might wish to discuss 
the questi on of relating purchasing to a given 
economic situation. He might have some ideas 
on the practical problema involved in it. In 
other words, we set up en economic pattern and 
say, "After very careful examination, we find 
it would be desirable to avoid purchases in 
certain industries," etc.; that immediately 
involves a very prectioel problem or handling 
that kind or policy it it wer e laid down. 

Ot course, the charectsr or materials purchased 
b~ the Federal Government, particularly in con­
nection with relief, depends entirely upon the 
character or the proJects that are approved tor 
which these men ere worked. Now, according to 
these charts that Dr. Lubin has prepared, it is 
very obvious that lumber end cement and tile end 
brick industries BIB way below standard. The 
only way to help them would be to concentrate 
as tar as possible in the approval or proJects 
which will lend themselvee to materials or that 
character, in connection with the work on the 
project. 
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If, on the other hand , cotton may be high, we 
oan•t atop the purchase or cotton because it we 
do that it will afteot immediately these sewing 
room project s. If the sewing roam projects are 
kept down , that will automatically cut down the 
quantities or cotton textiles that ere purchased. 
The cotton industry hare 1s apparently up to 
about standard, according to these charts. The 
Government has helped out tremendously the cotton 
industry in connection with the textiles that 
have bean purchased for the sewing room projects. 
Over 265 millions or yards of textiles alone 
have bean purchased for those 3600 different 
sewing room proJects, for which 217, 000 men and 
women are employed, which shows the etfeot of the 
use or t hese work relief tunds. 

So whatever may be done with regard to the ques­
tion or materiels depends entirely upon the oher­
aoter of the projects t hat are approved. It all 
hinges around t hat. 

Up to now - Hopkins ceo say if I ' m wrong - I don ' t 
think, as far as I know - I mean they have had 
plenty or other rules to try to fit the projects 
into, and I know it is extremely difficult as it 
is. But I mean up to now I don ' t think that they 
have bed the time or t he necessity to stop and 
think , "Well, if we are going to approve this 
project, into that proj ect goes the material, 
on which either the prioe is too high or there is 
a shortage , " etc . , eta. , and that is one of the t hings 
we are trying to raise here tonight. 

I t hink you are exactly right , .Mr. Secretary. 

Because I realize how difficult the Job is. I ' m 
not trying to make it more difficult. But on the 
other bond , I think we ' ve got to come to that ttme 
in recovery When we•ve got to stop, l ook and listen , 
and I wouldn ' t be scert enough to go on reoord and 
say that we ooul d oarry this through. But at least 

I raise the question if we are taking 265,000 ,000 
yards or cotton - I mean something else - should 
we continue? That ' s all we ' re trying to do tonight , 
is raise these questions and let you people say it ' s 
impraotioal or it~ worth whi le raising. 
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Wbst part or the general production would 
26~,000 ,000 yards be? Significant? 

The value is $38,000,000, ween•~ it - the total 
value of textiles purchased by the Government? 

In value, approXimately that , Doctor. 

Big item. 

One or the interesting things is - take lumber, 
which is at the bottom of this thing. If you 
take up the thesis that you deliberately want to 
push up the production of lumber, you•ve got 
tremendously .higb prices. And in several ot 
these materials Which ere low apparently, it 
doesn ' t make any difterenoe in price whether 
it is up at the top or down at t he bottom. 
You see prices out of eight where you get a very 
high production, end then also you have prices 
out ot sight when there i s a low production, 
so we ere up against that problem there. 

Ta.ke the building thing today, where you •ve got 
tremendously high prices. If you wa.nt to delib­
erately push it, you epend a lot of money because 
ot the price structure. 

I think you ' ve got a particular condition in 
lumber that you don ' t have possibly in some ot 
the others. You ' ve bed the shipping strike , 
which bed a very disastrous effect on the lumber 
production on the coast t or some time. We ' ve 
had a good deal ot labor trouble end a good many 
ot the mills were shut down tor substantial 
periods. They had an extremely severe winter, 
which bas reduced very materially their output 
because it ' s impossible to get out the logs 
end timber when the weetber is very bad, wben 
they beve heavy winters l ike they have bed. So 
that you have there a combination of tbree 
factors: Strikes in the mills themselves , 
strikes in the water transportation, end a heavy 
winter. 

Now, so tar as the capacity is concerned , they 
beven• t reached anywhere near their capacity to 
produce. The lumber industry wee so terribly 
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depressed over a long period that many or the mille 
were completely shut down througb bankruptcy and 
receiverships and have been almost abandoned, and 
it is a question or taki.ng an element or time to 
get them rehabilitated end started and built up 
again. And it won ' t be done - it can' t be done 
or course until it becomes profitable to do it . 
It is now. I look to see the situation, so tar 
as output is concerned - even though it increases 
very, very materially, I question very much it you 
can get any turtber price advances . The price or 
lumber at the present time averagely is very close 
to the 1926-29 figure at the mill . 

The increase in price occurred long before the 
strikes and other difficulties, didn ' t it? 

No, t he real price increase bas occurred during 
the laat air montba. 

About 50% since the strike and 50% sine,e .Tune -
or the increase. 

Yes. You ' ve got a really big increase since -
the last sir months. 

Does anybody know or the money the Government 
spends on goode - how many or them are monopolis­
tically controlled like steel, and where the price 
is tired, like copper? Do we spend tremendous sums 
or money where the monopolies control the price? 

Doctor, have you got that chert that I gave you 
today, which shows that out or the - during tae 
l ast sixteen to seventeen months, since we really 
got started on the work relief purchasing, there ' s 
been e total or approXimately about 704 millions 
or dollars purchased? 

Does that include tbe wbole Oovernment - CCC, PWA ......... 
No, no. WPA only. 

Have you got any figure tor the whole Government? 
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Wall , Dr. Lubin bee it. 

Bare 1e a summery table. Should I read itt 

Complete analysis by commodities. 

our puroheeee wouldn ' t be ee typical campared to 
tbe - same ot the other Government purchases get 
into the beeyY stutt tar more than we would be in 
it. 

No, ob no, except the NayY. 

Ob , reclamation - these big dams; RFC, to some 
extent , through their l oans to bridges . RFC 
is talking about making a new loan to a big bridge 
now in New York. 

The NayY baa been a very heayY purchaser ot steel, 
particularly during the lest tbrae years, during 
their s hipbuilding program - probably up to 
250 ,000 tons of steel alone on the NeyY account. 
Not so much PWA, Barry. PWA would be heavier, 
it is true. Tbe Army is a great tactor in there, 
for shells , etc. 

Barry, you people - that is your proJects lest 
year, December l5tb to December 15th, aggregated 
in expend! tu.res tor materiale *419 ,000,000. 

Federal expenditures? 

Those are tor ~ederal construction and proJects 
operated by the WPA. 

That includee•sponsors as well as Federal. 

Yes. And the regular Governmental wee $172,000,000 
on construction. 

Kr. Hopkins asked if anybody could estimate tbe ex­
tent to which those purohasee were made in fields 
which we know e.re monopolistically controlled. 

About a third I should say. 504 millions were in 
oament , stone, clay and glaee, which are fairly 
competitive, with tbe exception ot cement. 

Claea isn' t. 

Cement is a big item and that is monopolistically 
controlled. 
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Only a million six hundred dollars on glass. 
Cement wee $99 ,000,000. 

You don ' t suppose Mellon would be in a compet itive industry. 

Iron and st eel •• •••.•• • 

77 

Just betore you go on , you •ve got r egional monopolies 
in stone , crushed stone , gravel , and sll those t hings . 

You ' ve got a quart er ot a billion, 255 millions, in 
iron and s t eel and their products. 

Bow much? 

Quart er ot a billi on. 

This last year? 

Yes. This is purchases for construction purposes 
only. 

Page tour ot the memo. 

Then you ' ve got forest products , 83 million; that 
includes lumber . Textiles , 21 million; chemicals 
and l ike products, 17 million; non-porous mete~e , 
8 million; motor vehicles, railway cars and other 
transportation, 56 million; end the balance is 
made up ot a hundred different items agg.regating 
$176, 000,000 . The big items are s tone, clay , 
cement and glass , and iron end s teel - and 
machinery. 

You haven ' t reached capacity though in cement and 
atone. 

Tbey•re running about 6~. 

Steel 18. 

In 1935 , the United States Government bought more 
than 5~ ot the total production ot cement in t he 
United States. 

67~ I believe. 

Regraded Uclassified



Hopkins: 

Henderson: 

H.II.Jr: 

Perltlne: 

Bean: 

Roes: 

Lubin: 

Hopkins: 

People a: 

Ecclee: 

Hopkins: 

Eoolee: 

78 

Hae there been an increase in the cost of cement? 

Ho. 

It 's intereatlng. 
(to Illes PeriUne). 

67 .. ! 

Total production is low, that'a all; that'• what 
that means. 

I have here a distribution of materials purchased 
under WPA by type of proJect which i s f airly ln­
tereeting. Let me take llr. Haas' chert. Evidently 
you would concentrate on public bulldinge, houeings 
and recreational tacilitiee - community house&. 
r or example, 50 .. of all material purchased on 
public buildings was lumber, somewhat over 1~ 
on houa1ng was lWDbar, and about 1~ on thoae 
reoreatlonal facilities are lumber. On the other 
hand, another one of hie depreased induatriea 11 
atone, clay and glaaa, whic h would mean highway, 
road and atreet work rather then the other. The 
oruahed stone, sand and gravel together hera total 
about 2~ .. ot all material purchased tor highways, 
road and street Joba. The other types ot proJects 
are lese important than those categories. But when 
you get into projecta like the Williamsburg pro­
Jec t you have the problem that Secretary llorgenthau 
pointed out of t he eaployment of women an4 Wblte 
col l ar peopl e, whi ch possibly m1gbt overweigh eoae 
ot theae other considerations. 

You people epent 1~ million dollars on lumber 
laet year. 

In other words, is it a fair assumption trom this 
that it would be to the interest ot our whole 
economic picture 1t we pushed our bUilding program 
1n te!'llle of wooden bU1ldlnge? 

Yea. 

What's that,Barry? 

If we pushed our building progru in terms of 
wooden bu1ldlnge requiring large amounte of lumber. 

ltll , labor 1e a very important 1tea, I think, and 
of oouree your whole trouble is today that your 
whole houa1ng- 1t 18 likely t o slow it up even at 
the present coat . Your labor coata today are 
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practically 60~ more than they were in 1929. 
fhat is, your labor - they've got a t ortJ hour 
week and the7 bad a t orty eight hour week then. 
So J Ou 1 ve got praotioallJ .....•• .... .. . 

Well bow important i e that in the whole coat ot 
lumber? 

Well it's a big item. Lsbor ie a very big item 
in lumber. It is by tar the biggest item. That 
is, you take in the ' question ot logging; there is 
some meobanlcation but it isn't very great, and 
there isn't very tar they can go. The labor item 
ie the big element, and you won't get lu.ber down 
with the increased labor coat i n lumber. 

What ie the relation between the output and aale 
ot lumber to the number ot carpenters working? 
That is, 1a there an7 relation of the output ot 
lumber to the employment ot carpentera? 

I don't know frankly. 

There ie relatively a dearth ot carpenter& now. 

Well, that may be tor- but I'm speaking ot the 
number ot carpenters employed in 1929. Are there 
as many carpenters employed todaJ? 

There aren't as many carpenters. 

No, not as un7. 

Obviously it you are going to shoot up the pro­
duction or lumber you have to have a great men7 
more carpenters. We oould find ways or using 
carpenters; that is not a serious problea wi th ue, 
in certain parte or the oountr7 eepeciallJ. 

You can get carpentera, but when Jou've got 
carpenters 7ou•ve got the question or plasterer• 
and brickLaJera, pluabara. 

We've got about 120,000 or thea now that are ebow­
ing no eigne or getting work in private induet!'J. 
Part or it ie their age; a great deal ot it ie 
their age. 

Well, the aerioue thing ia •.•.•.•.•. 

The thing I'd like t o clear up here in 
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ie what end of the Government buys the eteel? 
Thero is 250 million ~ollare ae I understand. 
Now who does that? Who buys that? We ~on't buy 
it. We don't buy any eubstantial amount of that. 

Not for IPA. What is that total of steel on that 
chart? 

BO 

I'm eorrr, I don't seem to have brought the ohart. 

Iron and steel, total purchase of 254 aillion; 
88 million bought by WP~ - or 8& a1llion. 

85 m1111on. 

1~0 million by the PWA. Of thot amount, 17 million 
was cast iron plpe and fl ttlngs; 14 IDlllimwu 
etructural and reinforced eteel- no,walt a minute, 
~~ ID1llion wae structural and reinforced steel. 

That 19 ID1llion is other Federal construction. 

It'e part of WPA. 

You've got something else in there, beceuee we 
only epent 12 ID1llion on structural. 

14 million f or proJeote operated b7 IPA and 
19 •lllion 4 hundred thoueand for the Worke pro­
gram construction. 

The thing I'm getting at is that the whole IPA 
program may only epend 14 or 15 ID1llion of t hie 
whole 2&0 million dollare for steel. 

Whet's that total for steel for WPA? 

14, tor proJects operated br WPA and 19 for 
Fe~eral construction under the Worke progrem. 

!be total of iron and eteel under thle olaea1fica­
tlon tor the IPA is about &2 ID1lllon and t or the 
other part ot the Worka prograa M IDllllon. 

Where is the rest or it? 

1~0 million tor the PWA, 5 alllion tor RPC, and 
~2 mil lion tor regular Government construotion. 

That inoludee the NayY? 

Yae. 
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You eee , your Navy and your Public Works ie a big 
i tell . 

The Navy isn't much there; it' a Public Worke that's 
the big item there. I'• sur prised the Navy ie eo 
eull. 

So then, it I understand that steel figure tor WPA -
about what was it, 14 million? 

14 million tor the structural and reintorcsd, 

17 tor caet iron, pipe and fit t ing, 

You see , that's not eo much, Mr. Secretary, out ot 
a total or 400 million. 

But eome place where all or your purchases would 
have t o sort or clear - I mean eome Central Board -
or war industries board. What? I mean like your 
old war industries board. 

Except that there are so many factors entering into 
it. It the public policy ie to bui l d a big navy, 
there'A got to be steel purchased. Econom1oally 
it's unsound, but .•. . . . .. 

But there ie no reaeon t o approve any more bridges 
or t unnels which are al l eteel. I mean in view or 
what thie abowe, I'd say one ot the eaeieet thlnge 
to eay i s , t here would be no more big brldgee. 

For i nstance, t oday I happen to know that there is 
a bri dge proposal tor a new bridge in New York City, 
where they don't want any grant but they want to 
borrow the money rrom the redera.l GovarDlllent, which 
raises the question ot whether the Federal Govern­
ment should encourage that by making the loan. Let 
them go to the banks and ge t their money. They can 
get it anyway, but we ehouldn't encourage them with 
Government funds. 

I'd eay, 1n vtew or t he t iguree we have here to­
night - I'd say no more bridges. I mean I think 
I'd ........ 

Ot oourAs, t hey oan go out on their own aooord 
and do lt. 

Oh aura, 

But ae tar as the Government etiaulatlng that eort 
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ot thing, it ought to ehut down. 

Well, our boye eet up three things - 1t looked to 
them, in view ot theee figures, that you might eay 
that three kinde ot projects could go ahead. I 
re•eaber you (Daggett) ea1d •.... 

rlood relief, rode, and e•all houeee ot wood and 
br ick. !hat'e light construction. 

Doesn't involve much construction. 

Light construction - wood and brick. 

Or any building can be built ot reinforced concrete . 

That takee a good deal ot lumber t oo, 

Your Printing and Engraving building hae no 
eteel frame. 

Oh, haen ' t 1 t? 

No, all concrete . 

Aren't we spending almo~t ae much today - how do 
the figures compare thet we are spending today tor 
oonetruction ae against what we did during the War? 

For oonetructlon, Sir? 

Well, t or material, 

Oh. 

Conetructlon material. 

Well now, let me eee, the · Navy figures during tha 
War amounted to about ~ billion 6; that wae the 
total. out ot that, ebout pretty cloee to 2 billion 
or in the neighborhood wae t or aaterial, most ot 
which wae eteel in one form or other - ebip 
eteel or ehelle or oonetruotion. aow the A!'aJ' 
tiguree were ver y •uch higher than t hat; I don't 
recall what they were. But I don ' t think today 
we are up to what the War figure wae, Mr. Secretary. 

I don't euppoee we a re . 

No, air, 
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But the:r had a War InluJ!nea .Board which consid­
ered all purchaaee and t hrough which All pur­
ohaaea cleared. 

That' a war eeteriala, Kr. Seoretar;r. 

Xu. 

Supplies tor the Arm:r and Hav;r. 

And it waa largely to regulate prices; that wae 
the idea. I mean there was no intention ot either 
limltlng or repressing certain types of production. 

But at that time all private conatruction wae 
discouraged. 

And in tact ahut down almoat oo~~pletel:r. All 
publio b111ld1ng construction waa absolutel;r ehut 
down, 

That's right, and privata construction bad to get 
parmi ta. 

Private construction had to receive permits before 
they could go ahead; not only private oonstruotion) . 
but privata replacemanta of all buildings. Even 
tor car wheele and things of that kind, tor street 
care, the:r bad to get a permit in each and ever:r 
oaee before the;r could go ahead, bacauee t he whole 
thing was under absolute control, like this, between 
industry and the Army and the Nav;r. 

Mr. Secretary, have :rou got price figure s tor 
thaea eame ltema - the price trend? 

Have you, George? 

Mr. Lubin baa them. 

Page 19. 

I oanraad thea ott Mr. Sacratar;r. B111ld1ng aatar1al 
group, brick and tile - tbaae f1guree I .. quoting 
are parcentagee ot the 1929 average, eo :rou can get 
aoma idea, using that aa :rour norm it :rou want 
to. 

Ia thia the wbolaaale price? 

Theee are Bureau ot Labor atatiaUo figures. Are 
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they wholesale price? 

Yes. 

Brick and tlle ie 96t.' against 1929; ceaent, 
104~; lumber, 106~. 

Cement? 

That's right. Lumber, l06; palnt materiale, 88; 
plumb1ng and heating, 82; structural steel, 107; 
house furnishings, 94~. The metal and metal pro­
ducts group; agrioultural implements, 94~; iron 
and steel, 97; motor vehicles, 87; non-poroue 
metal8, 84. Textiles an~ clothing, that group. 
Now,clothlng under that, 94~; cotton goode 92; 
silk and rayon, 42; woole n . and worsted, 106; 
boots and shoes, 96. And miscellaneous: hldes 
end skin, 102; bituainous coal, 106; petroleum 
products, 8:5. 

George, I wish you would reed thet in the pre­
ceding column that shows them how these figures 
tit 1n with the general price levels. 

Oh, yes. Assuming the all-commodity index as a 
hundred eo you can have a picture of whether or 
not these particular prices are above or below 

84 

the index, the general index, we have, brick and 
tile, 105~; cement, 110 ; lumber, 114; p&lnt 
materials, 97; plumbing and heating, 89; etructural 
eteel, 121; house furnishings 102; agricultural 
implements, 108; iron and steel, 106; motor 
vehicles, 108; non-porous metals, 104; clothing, 98; 
cotton goode, 106; silk and rayon, 39; woolen and 
worsted, 107; boots and shoes, 117; hldes and akina, 
1:5:5; bituminous coal, 112; petroleum products, 68. 

Where would foods and rents be relative to the 
all-commodity index: 

Food ie Just above the all-commodity in! ex, I 
believe. 

What ie it that averagee these down? 

A lot or industrials below it. 

That's consumption goods. What' a holding f ood 
pricee down? 

Wh& t • e holill ng the i nd ext 
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What's holding the coat or 11vlng index down? 

Firat, your rood pricee, and second, certain other 
agricultural materiale ; and thlrd, a large number 
or the manufactured products that have'nt yet 
cau~t up. Now take clothing ror exaaple; JOU 
have it down here t o 97.6. That would be away 
above a hundred when a ll quotations are out on 
man'e clothing. The price would be up about 18,. 
Compared to other prices, it is still down 4 pointe. 

Whloh 1ndlcatee that you should be paying a higher 
percentage tor labor rolative to materials at thie 
polnt in the game? 

Not neoeeearily. You find in this group a large 
number or the controlled price group commodities. 

In the materiel field. 

Pardon me? . 

In the ~ter1al f ield. 

And fini shed products. 

Well, your consumption or goode ie below, though, 
the average. 

( lfode yea.) 

Where were rente in the general picture? 

or course, we have no wholesale price on rente. 
The rent index now ie approximately 18~ below the 
1939 level. 

Ie that current leaeee made or ie that the current 
rent baaed upon existing leeeee? 

Baaed upon exlating leaeee; in other words, 
inhabited houeee. 

But if 70u took t oday'e rentals baaed upon the 
rente that are contrected ror now, they would be 
considerably higher. 

They would be up .,. The figures t or the March 
collection period eho• about 1~ 1ncreaee eince 
January but that ie averaged - the new rental e and 
the old: or couree, the wage earner who doeen't 
• ove,wbo ie will i ng to et&7 Without renovation 

• 
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doeen't get the increase in rentale that he would 
have to pay it he moved into a new place or into 
another house . 

I don't know how much time you people have got , 
but we've got another aepect or tbie thing that 
I'd like to have them ehow you. I don't want to 
hurry anybody, but I don't want t o have anybody 
reel we're keeping them rrom going. 

Well, Yr. Secretary - Just a moment, Sir - I 
think these charta and this discussion show that 
every errort. Bbould be made to help lumber, mill­
work, cement, brick, tile and terre cotta, 
atructural end ornamental metal work, •.•..... 

Regardlees or price? 

.•..... . Steam and hot water beating. Rub? 

Rega.rdless or price? 

The prices are prepoeteroue. 

I think that is aa important as the production and 
the employment. Furthermore, I am not eo sure tbat 
the Government should stimulate industries with low 
employment necessarily, because it might be that the 
Government would be keeping industriee alive that 
ehouldn't be kept alive , and Bbould really be etim­
ulating new industries tor the future. 

Well, these are basic induetr1es, Corry. 

They have been basic, yea. 

But when it comee to the heavy steel work, it ie 
well to put some sand on the track. 

I agree with you there. 

(Daggett passes out another set or charta, entitled­
•rederal EDergency Expenditure and Buaineee Re­
covery•) 

Another aspect or the problem, aa we have viewed 
it, ie thle: That in addition to selecting the 
proJecte Which conf orm to the economic situation 
in various induetriaa, it ie a question or locating 
the proJects where the need ia, where the unemployed 
are. Thle map and chart oombinatlon whlchwe have 
here i e merely - it ia merely euggeetion. We have 
taken such data ae I' have and olace.d aloog w1 th lt the total Feder& erpenditur~. we 5ive it-ror 
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the total or the United Statea. And then, rather 
than taking it up t or each state, we took it up tar 
oertaln geographical are• in the United Statu. 
And in the center you wlll notice the curve, the 
solid black line, labeled "Expendlturee•; thoee 
are total Federal li:xpendl turea. Along w1 th that, 
we put automobile regietratlon and bank debits. 
Bank debits ie - there ie eoae question in the 
f luctuation of that - exactly what it meana; but 
in the general run or affairs it does increase as 
business activity in various regione increases. 
AutoMobile registration seems to me to be an even 
clearer indication ot increased purohaeing powers, 
whether for t he United States AS a whole or tor a 
particular region. You w111 notlce the expenditure 
curve, With acme irregularlty, continues to increase 
along wi th autoMobile registrations: It would 
appear that at some date the expenditure curve -
one would reasonably expect that to decline. 

Now, in certain or the areae, you will t 1nd that 
very aharp differentiation between t he buainese 
curve and the expenditures. In the mountain 
States you Will notice, down i n the r ight hand 
corner, that autoMobile registration Mounts very 
sharply, but expenditures much IDOre sharply. I 
think that is explainable probably by some or thoee 
large projecte in the thinly populated area like 
Boulder Dlllll. 

George, may I interrupt to ask what theae emer­
gency expenditures consist ot? 

Where'e Dan? 

I mean reclaMation, PWA, WPA, CCC? 

All ot the construction work and PWA. rERA, WPA, 
PWA, CCC, Park and Reclamation Works - all emer­
gency work. 

An agricultural paymenta. 

Yea. 

And agricultural payments - benefit paymente. 

That is, other than the maintenance or the regular 
departmente of Government. 

That's right. 
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That ie, other than the operating agencies. 
It does take in the regular construction work like 
river8, harbors, reclamation, and public buildings. 

Yee, but I mean it doesn't take into accou.nt the 
uount of Governaent expend! ture ror the operatlon 
ot the Treasury' a regular departments tor instance­
tor instance the Bureau or Internal Revenue. 

It does not take in that. 

Show him page 22; that's my ravorite page. It'e 
got the dollars. 

Corry, t hey represent the Emergency Coneervatlon 
Worka, Public Highwaye, Rivers and Harbora, 
Public Buildings, Reclamation ProJects, PWA, 
WPA, Agricultural Payments, Resettlement Ada1n1e­
tratlon, TVA, FERA, and miscellaneous othere. 

Uh-huh - Well, the importance ie that in t h ese 
mountain States it la the reclamation particularly 
that throws that thing way out of balance. 

In that area. 

Xee: 

rt has nothlqg whatever to do with recovery. 

And not anything t o do W1 th relief. 

That ia a program baaed upon the neoeaeity of the 
particular a t ate, the partlcula.r area - haa nothing 
to do with either the recovery or relief program. 

Nor, it I may aay, how good a senator they've got. 

But I mean from the economic point ot view they 
throw the whole program ott. 

There are certain expenditures, tor 1natanoe, with 
reference to a project which involves a large ex­
penditure in an area. But then, you taka t or in­
atanoe Boulder Daa: now the amount ot steal pro­
duota and other produota gave a lot ot eaplo,.ent 
to transportation end to eteel mille end a good 
.. 07 plaoee outside. That, aa compared with, tor 
inetance, PWA - the money that they spent there 
really waa spent within the area. But that aay 
not be true or a battleahlp, tor inetanoe, whloh 
aay be built in eoae particular aeotion, wher eas , 
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the greater part or the expenditures are really 
epent eomewhere else. 

Well, your Naval conetructlon isn't 1n here . 

No, but maybe some s ort or s proJect or t hat sort. 
Well, t he TVA, for instance; 1t may be all chargeable 
t o that particularerea, but the great part or that 
aoney wae not epent 1n there. It involve• pur­
chaaee or actors rroa General Electric and Weetlng­
houee and Allis- Chalmers, and wae really epent 1n 
other places. 

To what extent are the peaks 1n t he West North 
Central and West South Central shown tor the seaeon 
34-36 the result or the drought relief expenditures 
in thoe territor1ee? 

I euapect some or those erratic movemente are t he 
reeult or those expenditures, but I don't know 
without checking up the figures. 

I don't know exactly. I think a large element 
or drought relief ie in those figures. 

Ie tri ple A in here, Dan? 

Yee. 

Agricultural expend~turee, yea. 

But not the tripl e A. 

Yea, triple A is in here. 

But that increase ror 1934-35 in that territory, 
I think, is related t o the drought program - the 
result or the 1934 drought - and in a way it didn't 
represent an increase or purchasing power t or the 
territory. It real l y was an orreet t o eome extent 
t or the con~tion created by the drought. 

What proportion was spent ln the mountain area 
a1 coapered t o the total expen~ture'l 

I don't knOW. 

(Secretary leavee room and returne). 

All right, George . 

On all these regional co•parisone, I have pointed 
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out that this chert is merely suggestion, that 
it does poi nt the way ror a more intensive study 
or the particular situation in dirrerent areas. 
These cur.ee which we have taken - ror instance, 
automobile registrations end bank debits - in certain 
areas do raise serious questions which I think 
should be answered . The center one which shows 
total expenditures of ell these items by the 
Yederal Government, continues to mount almost as 
sharply as the very sharp improvement in business, 
indicated b:y automobile registration. I think that 
raises a serious question as to the continuation 
of that expenditure curve and its relation to re­
covery. 

I don't know t hat I got :your point , Mr . Haas -
your last point. 

In other words, :you must come to e 
pendituree would have to decline . 
they shouldn't keep abreast with a 
ness recovery. In other words, ir 
we going to come out in our fiscal 

point where ex­
In other words, 
cur.e or buei­
we do where ere 
policy? 

You•ve got a point, in other words, where :your bank 
debits and your automobile registrations, which 
are a rerlection of private expenditures or self­
generating recovery - where they pass your line of 
public expenditures . 

That • s right. 

Now, in this chart here you notice they did pass the 
line here. Public expe.ndi tures went along here until 
the end of '35 almost straight , didn 't they? They 
passed the line there, but public expenditures turned 
up nationally Just about as sharply as bank debits 
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and private expenditures - tbst is , expenditures tor 
automobiles, automobile registration. So they ere 
going up together. That ' s all right for a tiae, but 
:you're getting to a plscs now, with private expendi­
tures increasing - bank debits - and public expendi­
tures keeping pace with it, where you do develop an 
inflationary trend pr ett:y rapidly. And you ' ve got to 
do some selective publio spending, it seems to me -
Just the thing :you are discussing here - so as to begin 

to level out this ' pubtio expenditure here, but level it 
out in an intelligent manner, eo that the public expendi­
ture is done in such a way as to do the most good, and 
as to go to the really, truly unemployed people Wbo are 
unable to get Jobs in private industry, and not go 
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toward maki ng tor a more acute shortage among skilled 
labor, the people who have ekill9,where shortages may 
be developing, and stimulate turther purchases ot those 
goode where we have almost reached the oepaoity or 
have reached capacity ot production. It is a selective 
job. 
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Don't these figures rather indicate - I don ' t know what 
those total figures ere there in dol l ars , but I judse 
they ere something over three billion doll:ars in expen­
ditures there. or that total , three billion':dollare , 
250 million dollars is used on steel and perhaps another 
150 million on things that are up here , that are moving 
too taet. That is, or the t otal expenditure here , not 
a great deal or it can be related to other than that 
250 million dollar steel item. 

It i sn 't eo much what bee happened, it seems t o me. 
It ' s not taking the year as a whole, because there 
is no ques tion but what ror the first six months or 
1936 you weren ' t feelins the immediate errect ot 
price advenoee , rapid price edvanoee , in moat ot these 
industries; they were going along pretty steadily, gen-

erally speaking. The reel advances have Just oome the 
very last - the last part ot ' 3& and even in the ba­
ginnins ot ' 37 . So that I say it isn't so muoh what 
has happened up to the present time, but it is what is 
very likely to happen unless we immediately begin to 
taoe this problem, because it is a salt- accelerating 
thins and it works awtully teet. 

Goldenwei ser: It s eems to me that part ot the problem is where you 
start trom. I mean expenditures may go up as teet ae -
or business may be goins up oe teet as Government ex­
penditures and you still may not catch up with it. 

Ron: 

flaee: 

Your Government expenditures may keep on going up 
and you will never catch up. I mean you have to have -
trom this point you've got to proceed to a much closer 
analyele ot the problem, because there are many indue­
tries where you may be up to What you were ln 1929 in 
production and yet not be there in employment, and 
you may be up in employment in all the industries and 
still get seven million unemployed. 

That•a right. 

Ot course, you want your production to go up balanced. 
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George, I think this is - I don' t want to 
get in this tight, but I think it is inter­
esting. Here ere some figures showing total 
Government expenditures in these emergency 
fields by years , end with these two main 
headings: "Payments Primarily to Persons , " 
and "Payments Chiefly tor Non-labor Cost." 
We have a division or t he total expenditure 
on those two general headings. For instance, 
it shows a continuous increase in the percent age 
ot the total amount t hat is going to persons 
rather then to non-labor cost. On the other 
hand , the non- labor ooet in 1937 is Just 
about the same as it waa in 1936 - or the 
total Government expenditures - and very 
substantially higher than it wee in '34 and 
'35, the very times when we ought to have 
been pushing non-labor cost , buying goode 
end materials. In 1936 the Government 
bought a little more then they did in 1937. 
It's about the same in ' 37 as it was in 
' 36. 

Do you mind r eeding those figures orr, vr. 
Hopkins? 

Yes. 193&, total two billion six. Payments 
primarily t o persons , a billion five. These 
ere round figures. Payment s chiefly tor non­
labor cost, a billion a hundred twenty million. 
In 1935, the total was t hree billion tour 
hundred torty- tive. Payments tor persons, a 
billion eight thirty-rive. Payments chiefly 
tor·non-labor, a billion s ix. In 1936, three 
billion one nine~y-eeven . Payments to persons, 
one billion eight hundred eighty-tour. Pay­
ments t o non- l abor, about a billion eight. 
And in 1937, a total ot about tour billion. 
Payments to persons, two billion two hundred 
thirty-eight. Payments tor non- labor cost, 
a billion seven hundred fifty- nine, which is 
about the same as 1936. 

Now, those aren ' t - those include budgetary 
items ae well as emergency erpe.nditures. 

But doesn't the non- labor include labor indirect­
ly to a very large e.xtent? 
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SUre, that is always a moot question. But that 
seta into , it seams to me, the argument here 
ot Government spending. It seems to me the 
argument has been made, and I t hink properly 
made, that Government, it it should spend, 
should spend in certain directions , in certain 
ways. And one ot tbe ways I think everybody 
would agree upon 1a t bat we should out down 
on buying steel. Now, from steel, whiob is 
the obvious case, you move down to otber 
t ypes or things. 

Now obviously, it we ere going to spend 
$4, 000, 000 , there are ways to spend that 
that I think favorably street our economi c 
structure. 

Keep our structure better balanced, that's 
right. 

And buyi ng steel tends to unbalance it. So 
I thlnk t hese general figures are important 
as t o t he way we are spending. Now, the 
tendency is to increase the percentage being 
spent tor per sons. On the other hand, the 
total here, ehow1Jl8 t bat our non-labor costs 
went up continuously • • • • •• •••• Tbe tunny 
t hins is that in 1934 we spe.nt a billion one 
t wenty-one and i n 1937 we Will spend six 
hundred million more at the very time when 
Government spending ought to be out or the 
thins from thet point or view. 

We should have been doing housing end t he use 
ot steel and building materiels and ski lled 
labor in ' 34. 

\ 

Do those include regular Governmental construc­
tion work, war expenditures , etc.? What is your 
dividing line on tboee? 

Tee, this includes budgetary items, construction 
and all emergency expenditures. 

I ' d like to ask George - What criteria do you 
use and do you think or at any rate when you say 
that at some point Government expenditures 
shoul d s o down? Do you r elate that to the 
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national income? What do you relate that to? 
Do you relate it to the tact that spending 
GoYernment funds may be a way ot redistributing 
the national income better than it was eYer die­
tributed before, that it this money is going 
to persona, in effect, that constitute& a re­
dietribution ot the national income? And it 
may be that thie two billion tour hundred mil­
lion going to pereone thia way - that this 
ie the beet trick that anybody has yet deYiaed 
tor getting a fair dietributi on of the national· 
income, and it may be that instead of that going 
down we ought to encourage it to go up some 
more. 

Well , as I understand it •••••••••• 

I ' ll answer that quickly. 

He'll answer that quickly before Marriner and 
I get to it. 

You can ' t keep your public expenditures going up 
it you're going to borrow it. It you haYe a 
tax structure that takee 1t out of one place and 
puts lt in another, t hat is different. 

Yea, I agree with you on your talking about en 
unbalanced budget. 

Well, Mr. Bean heard what I said - "It ' s all 
right it you can collect it. • 

You ha•e two factors. You haYe first the factor 

S4 

ot balancing the budget at some point where you 
build up your supply - your means of payment through 
other than deficit financing. 

But you also have another factor , Harry, that eeaae 
to me to be Yery important. The question of 
GoYernment expenditure& - I don ' t mean the OoYern­
ment collection ot tunde, that portion going to 
retire the debt , but I am merely thinking of the 
OoYernment increasing ita collections and using 
those tunde to distribute the income by epandin& 
it, eee? We haYe accumulated a huge backlog of 
need tor pr oducer• ' goode. If you are going to 
baYe an increased etendard of l1Ting, together 
with an increased population, that means more 
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consumers • goods all the time. Now before you 
can produce those consumers • goods , you get to 
e certain point where you 'Ye got to get en ex­
pansion or capital goods. That means more ex­
pansion or plants; that means reore skilled labor; 
that means more meobinery; that means an improYe­
ment or your transportation. And it mesne also 
e big improvement and a big expansion in bousi ng 
to get up to the backlog. 

Now that all, arter ell, has to be done by labor, 
so that labor baa got t o produce , in the final 
analysis , not only the consumers • goods but t he 
capital goods that ere used to produce your con­
sumers• goods . And you •ve got to seve es e 
nati on, individually, and through corporations, 
e aurrioient amount t o PaY ror these capital 
goods. To the extent that you ' oollect it end 
spend it in consumers• goods, you ere going 
to get en unbalance. I mean arter all you can 
get such a thing as en unbalance between the 
amount or consumers • goods - just es we did once 
before , when we got producers • goods out or bal ­
ance with consumer buying power, we can get con-

sumer buying powerao greet t hat we haven ' t got 
capital goods t o produce it without a runaway 
price picture. I mea~ it is just as possible 
to get unbalanced on one aide as it is on the 
other side. 

Yes , but bow do you get capital goods expended 
except by the profit motive , which is in turn 
actuated by the demand ror consumers • goods? 

That ' s right , but I ' m speaking or getting con­
sumers • goods in terms or utilizing your teoili­
ties, and erter ell you ' ve got to expend those 
reoilities to keep your supply or consumPrs • 
goods. It ' s that pert or the production or labor 
that i sn ' t consumed that makes possible the ex­
pansion or capital goode. 

Whet I ' d like to beer George di scuss is this. 
Assume you weren't talking about a balanced 
budget end that we bad e balanced Federal budget 
today , right now. Do you still make your poi n t 
t hat Federal expenditures , in the interest ot 
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our aoonomio situation, should be stopped at 
some point trom inoreasing turther? 

No, I think in that oase it would depend upon 
what eoonomio philosophY the Administration 
wanted to ~bark upon. 

Well, I don ' t say tb at expenditures neoeeearily 
need to oome down. I think after all it you get 
a national inoome here ot eighty, or ninety, 

ss 

or a hundred billion, that we oan well attord 
it it the need exists tor t he publio expendi tures, 
and it we still have a eutticient surplus lett 
over to begin to retire public debt as private 
debt expands. I think that we just csn •t ar­
bitrarily say t hat we need to decrease publi c 
expenditure. What we are primarily interested 
in is to increase national inoome, and it national 
inoome is increased t hrough maintaining a balance 
and utilizing our tacilitiee , we collect ade­
quate taxes - we may even coll ect more than we 
are collecting now. 

But, Marriner, realistioslly in terme or the 
budget this year, where you ' ve got an unbalance, 
and you say it is de*irable to get to a balanosd 
budget, you ' ve got in here certain expenditures , 
Federal expenditures , which I think all ot ue 
wou~d admit are undes irable in the light or the 
present eoonamic situation. 

They are the ones t hat ougb~ to be out. 

Tee. 

That ' s right. 

And the question is oan you out those? On the one 
band, suppose you oould lop ott 400 million out 
ot this billion dollar purohaee that Lubin talked 
about Wbiob we made l ast year. Suppose you 
lopped that ott and you put it in NaTY expendi­
ture. 

Doeen •t help a t all. 

Your eoonomio picture ie juet the same, ien•t it? 

It ' e worse. 
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What I think the Treasury would be interested in 

knowing is whether out ot that billi on dollars 

that was purchased last year in goods - wbat part 

ot that is really not to the interest ot our 

present economi c pi oture tor the Government to 

spend or loan? Or whether they loan it or give 

it away - either way. Is there $400 ,000 ,000 ot 

that billion dollars t hat we spent tor materiels 

last year or in the year 1937 that we shouldn ' t 

spend in the year beginning J"uly let, and whet 

are the i tame? 

There is one other factor in that that might be 

considered, and that is so many ot these proJects 

t hat require st eel are going to have to be con­

tinued. The Government isn ' t going to have much 

choioe about some ot them, because the commitments 

ere made. So t hat actually the prohi bition on 

turther purchases ot a tew ot those items at the 

top ot the list becomes t hat much more serious, 

because it can' t be complete. 

Well , what is the amount ot these heavy purchases 

that we are going t o have - on whiob there are 

commitments in the yeara ' 37 and ' 38, such as 

Boulder Dam and that sort of thing? 

Well , there is all tbese - you take the 53 

housing proJects that llr. Ickes has. 

You mean that money hasn ' t been spent yet? 

He ' s got $13&,000,000 in tbat item and is a third 

ot it spent ? 

Well, a little over a third. I think be bas about 

60 or 70 million dollars yet. 

But they are st arted and have to be completed; 

else it is a lose. 

I n other words , we may spend more next year than 

we did this year . 

No question about it. You take Resettlement ; 

tbey are down trom llaroh let to J"une 30th thi s 

:rear to spend a hundr ed million dollars, and that 

ia •• •••.•••• 
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A lot ot that is building. 

Pardon me? 

A lot ot that is building. 

sa 

A lot ot that 18 building, a.nd the only wa:y you 
oan oatoh this thing ia it ver:y soon, that - tor 
i nstance, instead of these things coming over i n 
a little book to the President and he thinks in 
terms ot location, wh:y, he has t hese other 
taotora or has a group which would go t hrough 
these proJects and make them clear certain hurdles, 
wbioh they have never bad to clear bef ore. Now, 
I reali ze you can have eo many that you won ' t get 
anything. That i an •t What we are thinking about. 
We are not tr:ying to get anything exoept to lay 

some things down. But there a.re ooanltmente, as 
I say, from Maroh let to June 30th. our estimates 
show that all these agenoiee Will spend another 
billion end a halt. Now :you can't s t op that 
billion end a halt from Maroh lst t o lune 30th; 
that' s going to be spent. And we're still spend­
ing t he three billion three. 

We ' re still spending RFC ' money. 

And we're still spendi ng RFC money. 

Do you put loans, t or instance , tor the RFC i n 
the same category With the rest of this? 

No. 

But would :you in terms of the eoonomlo picture? 

That doesn ' t enter into the picture of the budget. 

Well, it does in a way. It does in a very direct 
way, because it means the Government borrows t o 
get the money to make the loans . It geta into the 
detioit picture. 

Yea
1 

but I mean i t doesn't create a detioit. 
don t oarry that as a defi cit, do we? 

we 

Well , we•ve got t o go t o t he money market to get 
the money. They have a aaeta that would l ikelT 
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cover the amounts ot the loans. 

And it ' s hardly fair to put that in, because the 
money is loaned against good assets. 

You stop them making loans ot 
your revenue Will be larger. 
be benefited by that. 

that character and 
Your budget Will 

Ot course, it you're in a war and the war is 
over and then you stop and you cancel contracts , 
eto. , which ot course you do •• • • ••••• •• 
But at this stage , you •ve got commitments and 
you ' ve got to complete those commitments; but 
the first thing you know, you ' re going to keep 
up those commitments. I mean you've got to 
start somewhere and stop making more commit­
ment s end let the others run ott. Now, 1t you 
start to deal With the problem now, the t hing 
WiLl automatically work itself out in an orderly 
way. We haven ' t got to a point yet where I think 
we are in any real danger , but unless we do stop 
making these commitments , unless they tit into 
a national picture , we can very readily get into 
a pretty disorganized picture ot prices and 
employment and inflation. 

What I'd like to do is to have some one discuss 
briefly the relation ot Government expenditures 
to prices and something about this whole price 
picture as they see it now. 

WeLl , would you mind waiting a tew minutes , because 
wa •ve got a couple more things , and than would 
you ask those questions? 

Yes. 

We ' ll run through this whole program and then Mr. 
Hopkins bas something definite be wants to ask. 

I think this might be the last one. 

No, no, that other chart - that and one more. 
I don ' t went to miss the other one, because Hopkins 
oame here •• ••• ••.•• 
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The one that ' s got the dollars on it. 

Yea , air! 

That one has got dollare. 

Well, you ••e changed it since I ' ve seen it. 
I mean it had red figures on it. 

They wanted to photograph this, so they lett 
it black . But I don ' t think this is the one. 

J.OO 

I mean the o.ne that showad total reliar expendi­
tures in connection with unamploymant end 
agricultural employment. 

Oh, I get it. 

Beoauae Mr. Hopkins came here - he ' s going to 
be terribly disappointad it you don ' t point a 
finger at him. 

Fi~er or figure? 

Either. I maan Gill has jus t baan sitting on tha 
edge waiting tor a sorap hare. 

Be•n on the varge ot it. 

Terribly disappointed. 

Now giTe the Secretary t his one. I oan uae tha 
black and white. 

That ' s the one. I don ' t know whet the other one 
wee that you had. 

Tha othar one is a dittarent ona that we may get to 
later. 

It you don ' t mind, Barry, we ' re going through this. 

I ' d like to T&ry muoh. 

Thla chart 18 Tery slmllar to the prenoue one, 
except that along With the expenditure curTa we 
haTe put in two other cur•ee. One i s called , 
"l'arm Labor SUpply . " Mr. Bean can explain what 
that ie. That is a figure ot the Department 
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ot Agriculture. By means or a questionnaire , 
I understand - the sample method - reports are 
obtained t ram all sections ot the Uni ted States . 
The questionnaires ask the farmer what per oent 
ot the normal his labor supply ia and what 
per oent or the normal the demand tor term 
labor is , and then t hey take the rat io of one 
to the other • . It happens that the ourve is 
quite aignitioant. Some ten years baok or so, I 
experimented with it. And it ia , you will notice , 
by regions, it you examine it. Along with same­
other indices , it seems to conform with that 
unemployment situation i n agricultural areas. 

The other curve, of estimated employment - I 'm 
open to suggestions . But I ' ll tell you what we 
used. We used Nathan ' s figures , end then Daggett , 
in order to distri bute them regional.ly or to 
have a basis tor distributing the Nathan esti­
matee regiona.lly, took the registrations or the 
Re-employment Service by states as they were 
given, on the assumpt ion t hat there would be a 
correlation between unemployed and the amount 
ot registrations in the di fferent areas. That 
may or may not be true. 

I doubt if it is true, but ••••• ••• • 

What is it on t he United States total where you 
have both the figures? 

Well , t he distribution r egionally was made on 
that basis. We did it purely as a matter of 
suggestion, hopi ng by doing something l ike that 
we ' d get a better suggestion. I think there is 
a very imperative need tor i t. 

George , Em's question was did t hey go together 
on a national basis - Nathan ' s estimates and the 
regi stration ot unemployed. 

There i a considerable variation from year to 
year, but whether they go t ogether on a national 
basis as compared with going together on a 
regional basis would be, of course, two di fferent 
questions. 

We are not putting up any cue tor it , but it 
you don't l i ke it, our sugges tion is that we 
s hould have something batter. 
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Could they fluctuate together on a regional 
basis and not reflect that in the aggregate? 
Bow can you have a correspondence regionally 
and not have it show up in your total? 

It would be larger on the regional basis than 
you &igbt find in the national. 

102 

But the tact remains that, beginning with 
January 1, 1~36 , it looks ae though tram that 
point the dollar should have gone down; 
i nstead ot that , it increased. I mean it looks 
aa though as the employment want down - un .. -
ployment - that the dollar should have tollowed 
it . 

What malcea you think that, Henry? 

What malcee me think what? 

That the dollar should have gone down. 

Well, it you follow what the President bas said 
about tour times, that as private industry re­

employed people, we will spend lese money, why, 
that line ought to have gone down. 

Well, ot cour se, we can show that the number ot 
people receiving aid baa gone down along with 
unemployment. Now, when you talk about money, 
you're getting down to talking about direct re­
lief as against work relief. 

We put this up and the reason we asked anybodT 
to coma over here is to see what they can do to 
give us something better. Thera is no pride ot 
authorship. 

There ia one other point that should be made 
following Em ' s point , and that is that these are 
all emergency agencies. The Secretary said be 
wae going to point his ringer to Mr. Hopkins. 
I ' m not eo aura that tbie is, because thie is not 
l'ERA, PWA, WPA expenditures; it i .ncludee every­
thing. 

Ob yea, it's the whole picture. 

Tba line b,. gone up beginning lanuary 1, 1936, 
Ba, and t here wee no direct raliat at that ttae. 
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Wbat did you say? 

Went down a little in ' 35. 
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But those are just annual figures. You don ' t 

show an:r trend in • 36. 'l'boae are annual figures , 

aren ' t the;r? 

Yea, they are annual tiguras, but it started right 

up ~anuary let and continued to the end or the year -

the line. · 

Well , it shows your tisoal year. 

Mr. Lubin, did you try plotting thle with reference 

to known employment? I mean when you get into 

estlmeted unemployment, you get into a factor 

that you don ' t know much about , but we do know 

the employment in these various fields. We know 

the employment in the taotories. 

Wouldn't be juet factory employment. 

No, but we haTe a figure on the total. 

Oh, baTe you? 

Oh, :res. 

The employment figure would be practically the 

inversion of these figures of tarm labor auppl;r. 

That term labor supply figure happens to corres­

pond inTersely With the employment in factories. 

I think it represents that floating population 

that moTeS between t he factory and the farm as 

the result of fluctuations in taotory employaent. 

By the way, you can notice that in these states 

the farm labor supply figure ia smallest i n i ndus ­

trial st ates , l i ke Miohlgan, PennaylTanla, eto. 

I wasn ' t here , but bow did :rou arriTe at the tara 

labor supply f i gure? 
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Be hasn ' t explained it yet. 

Oh. 

Mr. Bean - it ' s bis Department ' s f igure. He ' ll 
be glad to explain it . 

Well , it ' e a metaphysical figure. Shall I go 
on? 

Yes , it' s al~ right. 

We oan all think i n that field. 

The termers are asked to report a figure on the 
labor supply as a per cent or norma~. Now, 
no st atistici an figures normal tor them, but 
they report a figure. They are also asked to 
report on the labor supply as a per cent or -
rather, tha demand tor labor as a per cent or 
normal. Supply as a per cent or normal , demand 
tor term labor as a per cent or normal. Then 
the supply figure is related to the demand 
figure to give us a r elative figure . I believe 
Wr. Deggstt worked out that relative figure . 
And that ratio , tor various reasons, happens to 
correspond almost perfectly with the fluctuations 
in factory employment. 

But t his is based on opinion. 

Yea. 

How many years have you been taking that? 

That ' s been going on since 1918. 

With bow many termers? 

50,000 - probebly lese then tbet. 

You certainly get the trend this way. 

They've been doing i t long enough. 

Whatever it i a , it does happen t o represent or 
rerleot the industrial eituetion e.lllost per­
fectly . With employment down in the citi es , 
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All it r epresent s is Just about the number ot 
families who regularly work in industry but who 
keep a foothold in t he country and go there when 
1(imes are bad. 

Yes, t hat ' s it. 

People who have never quite lost their ......... 
They shirt between the two ar eas. 

But what do we get out ot this? I don't see 
what we get out ot this ohart. It doesn't 
mean anything to me. 

I don ' t think you get muoh out ot it. 

In the first plaoe , this estimated unemployment -
I mean I think t hat is very ••••••••• 

After I heard ot this "lDetapbysioal," wby, •••• • • • • 

Well , the term labor supply is metaphysical , 
and the estimated unemployment is metaphysical. 

I don ' t think I want to t ake it to the Presi­
dent. 

I wouldn' t even waut t o be with you when you take 
it. 

Beoauee I ' ve beard him dieouee unemployment fig­
urea long enough. 

It you talked ot "metapbysio&l ," perhaps t hat 
would Juet give him - put t he tire under b1a to 
make him OCIDe around and let us make e real 
oeneue. 

That ' s t he point I wee going to raise. You ' re 
talking billions ot dollars in that part icular 
field and when you come to chart i t , here ' s the 
beet you oan do. That is really the beet that 
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can be done. What ie it? You eay it is nothing. 
I agree 10~. 

You are quite wrong on that. Much better charta 
can be drawn ror t he need ror relier. We lmow 
more t han any other nation i n the world about why 
we need money r or relief. 

But this isn't expenditure ror relier. 

Yea, it ia ; isn't it? 

It ' s all expenditures. 

Doea t his include that billion dollar purobaee 
or materials? 

It i ncludes that. 

We're not personal yet. 

Well, I know you're going to get to t hat i n a 
moment. 

You (Bees) have one more ohart. 

I only have one copy or tbie , and I doubt it it 
i s very easy to see it a crose the roc:a. Up here 
in thie profile map are these automobile regis­
trations expressed in this way: Tbe darker t he 
area, the smal ler t he percent age or 1~2~; ror 
inetanca, the black represents Under 7~. In 
other words, with refer ence to li2~, the black 
area ie the most depressed aa expressed by t he 
automobile registrations. 

Down at the bottom we have the etatee arranged 
in terms or per capita Government expenditures -
Federal expenditures - goi ng into the atatee -
the average per oapita expendi ture. Tbie 1e on 
tiecal 1937 ror the country ae a Whole, about 
t 33. 00 per capita. 

Tbe state Which baa tbe largest per capita ex­
penditure ie Nevada - on a per capita baeie, 
a hundred rorty. 

That wee a doubtful state, you know, Baas. 
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George, does that include silver? 

No, it would be out farther than 

You haven ' t got obert enough. 

Arter Nevada is Montane, Wyoming, 

......... 

........ 
Wbat did Vermont get? Bow muoh di d Vermont 
get? 
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Vermont got more than the average, about $38.00. 
The overage is about $3~.00. So it's not eo 
bad. 

Bow about Kaine? 

Can we find Kaine on this thing? Ob, Kaine is 
away down, $20.00. 

See , there is the trouble. 

I ' ll reed ott a few more. Arter ~ontana, Wyoming, 
South Dakota , New Mexico, North Dakota, Arizona, 
Idaho, Washington, Oregon, Colorado , Nebraska, 
Utah, Kansas, Minnes ota, New York, California, 
Wisconsin, Vermont , Oklahoma, Delaware, Florida. 
Tboee are ell above average. 

Sen. Glaee is t he lowes t . 

Yee , he ' s down at the bottom, about $18.00. 

Now, llr. Hopkins, it you will ask your quastione? 

Well, I would very much like to have some one to­
nigbt discuss very briefly the effect or Govern­
ment s pending on pricee end an analysie or the 
present price situation and its potential etrect 
on employment and unamploJaent, cost or living, 
etc. Now I wonder it Hendereon woul.d Juet take 
a minute to talk about that, Juet e few minutee. 

Well, I t hink Marriner put bie finger on one ot 
tbe principal things , end that was that the r eal 
velocity in prices didn't begin until October or 
eo ot laet :rear . There were ohangee in the 
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individual groupe, but the price levels stayed -
wholesale price index stayed around go trom about 
the tirat ot 1~35 clear up until about October. 
Since that time, it baa moved about 1~. 

Taken in terms ot what luaber and pr oducts 
that we and the sponsor s have paid tor - that 
is, up until about February 28th - it would mean 
that aa tar as lumber price increase is concerned, 
we get one quarter lese lumber. 

Now that price increase in wholesale prices waa 
a lot ot it in the basic materials and pretty 
largely in the controlled price group. That is , 
there ere same very detini te suppl;y and dt!llland 
features, but very largel;y there was an increase 
in the prices ot controlled products. As you run 
down the list , tor example, ot what the WPA 
spending has been, you Will find that there is 
scarcely an item in wbich there isn' t some mea­
sure ot control. The effect on the retail price .......... 
May I interrupt you a minute? You say it ' s the 
effect from controlled products. What do you 
mean? 

I mean t hat either there is a private agreement 
ot same kind as t o price or there is a conscioua 
control over suppl;y, or t here is a basing point, 
or t here is some factor that interferes With the 
normal suppl;y coming to the market. 

Oh, I understand. 

That is, where they haven•t utilized capacity. 

Wbat•a that? 

Where the;r haven ' t utilized capaoit;r in parti cular. 

Well , ;you take in s ame or t hese groups where there 
ia unut111zed capacity. Aa Barry pointed out, 
the prices remained high - relatively high through 
the pre- depression period , and when it got to aoae­
thing like 55 to 6~ utilization, wb;y it began to 
move up in an extraordinary manner. It isn ' t 
always in the plaoes where t here is a lack or an 
effective use ot the capaci t;r . 
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Take our old friends, cast ir90 pipe and fittings. 

The WPA program spent $22,000,000 on that , and 

the chart shows t hat about t he beginning ot the 

year, they upped the prices despite the tact they 

are running at only about 6~ ot capacity. And 

the Feder al Trade Commission has moved i n on them. 

Now you can take most or these things as they go 

t hrough and you will tind that a lot ot it has 
not been due to a normal relationship between 

supply and demand causing t he price increase, 
and it hasn ' t been due to the Federal spending! 

it hasn ' t been due to rectors which are ordinarily 

ascribable to inflation. 

Was t here any labor cost change in that? 

Yes , labor cost changed but the labor rates 

didn ' t begin to go up until November. That i s , 
I thlnk your inde.x •• ••••••• 

Stayed pretty closely the same tram some time 

before the NRA went out until about Oct ober 
and November. 

I n t hat industry? 

Well, in an index ot your hourly wage rate. 

Yes , but I meant i n that industry did it change? 

In cast iron pipe and fittings. 

They had a smaller wage increase on December lat. 

Their prices reflected it long before that . 

In t act, it is an unjustifiable rise? 

I think so. 

Remember this other tact, too. Our study ot steel 

shows that the number ot man hours required t o 
fini sh a t on ot finished product went down very 

sharply as production went up. At 2~ capacity, 

it required approximately •6 hours to~roduae 

a fini shed ton ot t he product . At 65~, t hat 
nuaber tell to 36 hours, 10 hours lese. 

So t bat ••• ••• ••••• 
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It should be more then ottset bT this. 

Ot course, I think •••••••••• 
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These prices necesearilT Wbich haYe been g1Yen 
in the memorandum and described here are either 
lanuary or FebruarT prices and do not reflect 
the Maroh prioea or those wbicb Dr. Lubin bee 
pointed out are in prospect. That is, it you 
take the Fairchild reports you oan very plainlT 
see that this wholeeale price rise is· almost 
bound to increase; that is, the plans are al­
ready made. 

There are other prices tor wbioh the proapeot 
would be lower prices rather than higher ones , 
aren • t there? 

Well , fruit prices, TOU mean? 

I think your whole agricultural prices will 
soon , ........ . 

Bow soon? 

As soon ss you get your orops. 

It the season is normal. 

I mean TOU have a spread now ot 20~ betwee.n TOUr 
current price and your distant tuturea, which 
reflects what the market expeots in the WBT ot a 
price leYel With something like a normal orop. 

On the other band, the increases in prioea are on 
basic commodities. And soma ct them have not been 
reflected as 7et. There i s e normal lag ot, I 
would eST, 7 to 8 months before theT ere reflected. 

Take cotton tertllee , t or ins tance. In one 1tea, 
abaete , tor example, the wholesale pr1oe 1e up 
about 2~ and the retail pr1oe 1e only reflected 
about 1~ , and considering your prospect tor the 
tall market , it ' s going to be 35 or ~. ADd in 
a certain one ot the oper ations in textiles that 
I baY& bed e l l t be tigurea on, a cent increase 
on s 30~ item i s expeoted to r etleot about 8~ 
in the retai l pr1oe. 
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In other words , ee tar as the WPA program is 

oonoerned, there is a very excellent proapeot 

that our dollars in the tall will be about 

80 to 85- dollars. 

As compared with? 

As compared with what we have been get~ing in 
11135 and l113tl . 

At the time the security wage was set, taking 

the minimum at that time. 

We got the tirst reaction today, wasn ' t it , 
Corry, tram Joe Robinson ' s bailiwick , 
complaining that the coat or living was ex­
ceeding the aeourity wage. 

And that the security wage in Arkansas at the 

time it was aet was at the minimum, and that 

it he had realized the prioea were going up ao 

the wey they have, be would have tried to gat 

an amendment through to change the security 

wage . 

Or repeal the lewa ot supply end demand. 
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I think t hat the question ot selective spending 

is certainly an extreoroinarily illlportant one, 

but I am not at all sure that Just a selective 

ependi.ng will control the boom. Now, I'm not 

sure that even selective spending plus eoae 

pretty strict monetary methods will control it, 

beoauee in the reala or the controlled price 

groupe , they are fairly independent ot over-all 

control. And by our experience with NRA and 

previous experiences, it prices is any indication , 

this is tbe time when tbe advantage ia taken or 

the aarket, in order to boost tb8D. 

Does that mean they Will continue to take advan­

tage or that , onoe having taken it, ••••• •• •• • 

I think they Will continue. 

Well , or course, your industri al prioe level re­

aaina rlat until the end or 1113tl. 
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I think that by tbe end or 1934 tbe price leYel 
had reflected the che.nge from deYaluation; 
it bad reflected tbe bouncing back that you get 
with a r eYersal in policies; it bad reflected 
the increases wbioh were due to NRA and the re­
gaining or pr1Yate control. Because, remember 
tbie: It wasn 't tbe NRA code proYisione in 
strict ertect that were responsible tor tbe 
main price increases. It was the regaining 
ot control. 

Tbe price increases came to an end during tbe 
first few months. The biggest increases occurred 
before June or 1933. 

And the s tability that wee aimed at wee the 
gaining or tbe ettectiYeness . As, tor example, 
in steel, Yery definitely in 1932; in 1932, 
Weir and some or tbe independents were thinking 
very detinitel.yotbreaking loose tram the fixed 
price structure , and under the manipulation or 
the code and what they could do, they regained 
the old relationship. And that was true in the 
electrical products; it wee certainly true in 
this cast iron; it wee true to a lesser extent 
in lumber; it was certainly true in paints and 
varnishes, brick tile, terra- cotta, glass, cement, 
building materie~s , and finished products, like 
heating, Yentilating, and plumbing supplies. 
Most or those were regained without NRA provi­
sions , and you had a lower price level. 

Now in that time, as Weintraub ' s reports showed, 
WS have bad an OYer- all increase Of productivity 
ot about 20%; we baYs had an increase in concen­
tration, most assuredly, ot control ; we •ve got 
an increase in the private resources wbicb oar 
concentrated group have at their disposal , and 
all in ell, the control picture and , the ability 
to manage prices trom this time on is aucb that 
just merely regulating the Government spending 
and using the monetary controls is Yery l i kely 
to be insutticient. 

Aren 't there some other things, Leon, euoh ee 
exercising tbe tariff power ? 

Well , there are a number or things available, 
ot oourae. 
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For instance, you••e got a tariff on Canadian 
lumber; you••e got a 4- tax on copper; you••e 
got a tariff on st eel, which, ot course, may 
not be particularly affective t oday because of 
foreign demand . You've got a condition or scrap 
iron, of course. I don't know whether it is 
possible constitutionally to put embargoes, but 
I mean in those great, important basic products, 
where questions of tariff, question of a tax 
which is equivalent such as that on copper, 
question or an embargo - you can' t deal with 
the detailed fabricated products , but if you can 
deal with these basic products • • • • •• •• • • 

They ere the onee t ha t generate and start and 
accelerate the price rises. And due to the way 
our whole cost accounting i s set up, practically 
all or it is on e percentage basis. 

Leon, do you think prices will continue to go 
up? 

From this point? 

I mean i s that t he burden or your •••••••••• 

I think eo. 

Now, I wonder if you have in mind the situation 
that developed after 1921 . You have a v&ry sharp 
advance in metal prices end a lot or other non­
agricultural prices between 1922 - be&inning of 
' 22 and last part of ' 22 , perhaps beginning or 
' 23. Now, those prtces didn't continue to go up. 
I wonder if, steading at the end of 1922 , seeing 
that momentum in prices coming out or t hat low 
point of ' 21- 22, you wouldn't have reYiewed the 
s ituation then much in the same way that you re­
view it now. 

I don't think I would , because I don ' t think that 
we have a similarity of conditions. 

Don't you always get a rise in prices of substantial 
proportions during an upswing in a business cyclet 

I think your curve of prices in ' 21-22-23 was not 
tree trca regulations. You bee very strong 
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Governmental intervention in that price situa­

tion in early 1923, by the Federal Reserve Board 

and the Department or Commerce and Mr. Hoover. 

They were not regulations. I think the Federal 

Reserve Board • .• •.•.•• 

Not regulations , but very, very powerrul inter­

vention and peraussion. 

Well, was there any more •• ••• • ••• 

Certainly drew ott the meens of paJIDent . 

They broke down the price level - restrictive 

credit pol1 cy. 

Tbet was one ot the things on which the campaign 

was carried, and immediately the Federal Reserve 

Board went i nto a withdrawal of the means of 

payment, and your whole price s tructure was sub­

Ject to it. 

It did something ot that sort recently. 

Yes , but at that time they forced - they limited 

excess reserves, rorced the banks to borrow, and 

1 raised the discount re:te. 

Hender son: What has been done , and I think llr. lcclea will 

bear me out on this - what has been done up to 

date and what is due t o go into effect is not 

going to mean that there will be a calling of 

loans in the individual bank dis tricts , and that 

i s what resulted with the derlationary policy 

of the Federal Reserve Board in the early ' 20 ' s . 

Lubin: But not ' 23. 

Goldenweiser: That was 1920 . 

Eccles: But ian • t this a rector 1n this ai tuation'l 
I wouldn ' t be sure that prices will continue to 

go up. I think it depends somewhat on world 

conditions , of course , and we•ve got to consider 

bow we can ous~ion ourselves against the reper­

cussion of world inflation conditions, which are 

a very iaportant fao~or . 
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But tram purely a domestic standpoint, we •ve 

sot tremendous capacity to produce, and we •ve 

sot a sreat tnsenuity tor meetins problema 
when it becomes profitable to do so . You 
have certain marsinal production. You take 

in the copper buaineae; when prices are at a 
low point , there are certain mines that Just 

can't operate, and they don ' t operate. 
When they set up to a point ot, eay, 10 or 

11~ , than - and they did Just last tall -
then there are certain mines that so· into 
production. It takes time to sat the ex­
pansion, eo that they can increase their out­
put to some extent on an exietins price level , 

a.nd even on a somewhat lower price level than 
they' ve sot today, but on a 10~ price level 

they couldn ' t . You ' ve sot the same thins in 
the lumber industry. 

Can we make a point r18ht there on the differ­

ence between copper stocks in 1921, in that 
poet- war period, and where copper stocks are 

today? Row lons ie it soins to be before you 
will set that relationship in s tocks which 

misht likely break 17~ copper down to 10~? 
It will take quite a lons time. Every yard 
had copper on band in the ' 20 ' a, and it took 

a lons time before it was ~iquldated . 

Well , you've sot a monopoly there, all rlsht . 
You ' ve sot to deal with monopoly. I don ' t 
think you can Just talk about it. You •ve sot 
to deal with it. I ' m Just ment1on1ns this 
factor ot marsinal production in a seneral senee, 

not i .n any specific way. 

I think it i s very important. 

Yee , it is a factor. 

Now, you take certain of the old steel faciliti es. 

At a certain price ot eteel, it doeen •t coapen­

eate tor the coat of puttins them in ehape and 
operatins th•· With these preee.nt pricae , they 

are puttins plants into operation that haven ' t 

been in tor a lons whi le. 

And think or the inordinate profits the tellowa 

are soins to make who are ready to so into 

operation. 
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That's right. That's exactly why you have got 
to have a tax system to do something about it. 

And there is a further point that the steel 
industry is br1n.glng i n new furnaces and new 
mille. Half a dozen major mills will come into 
operation this year. So it's not only t he 
marginal mills , but the new ones, too. 

There is this encouraging thing about it, it 
there is anything encouraging. It is this: 
That this rapid price rise - the thing up 
until October was going along on a pretty level 
basis, but as indicated the prices have been 
rapidly advancing since then , and it takes a 
certain amount ot time to attempt to overcome 
it, but I do think the labor problem comes in 
here as an important factor , and •••••••••• 

I ' d like to ask Miss Perkins how much ot t hat 
rise in prices was reflected by wage increases 
and how much in profits, and have you any 
notion ot whet is happening in textiles with 
this textile rise? 

Viall , we have been making a study on the s teel 
s ituation, but I am afraid you will find there 
is not complete agreement throughout the 
Government, with regard to the proportion& that 
ere reflected by the change in the wage level. 
Do you want to diseuse that, Dr. Lubin? You 
went over that memorandum this aft ernoon, 
didn ' t you? 

We estimated the increased labor coat resulting 
trom wage increaees in three di fferent waye , and 
the beet we can get is e ratio ot l.gl. In other 
words, tor every dollar increase in labor coat, 
there is a dollar ninety cent increase in price. 
That's the best we cen do. The worst we oould do 
wee e ratio ot 3.20. Now, that doesn't take into 
consideration the changes in raw material prices 
ot sorap iron, eto. Now, in textilee •••••••••• 

But the actual price rise bee been eo muoh. 

The eotuel price rise bas been 12~ and the beet 
we oan do on labor ooet would be &~. 
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What per cent of that would baYe to be paid out 

ot increased coat ot raw materie~e, other than 

labor? 

Well you eee, your prioee went up in December 

and then went up again this l ast month, and we 

don ' t know bow much of t hat price rise preceding 

this one there was absorbed in that increase. 

We do know that the profits during the l est 

quarter did go up rather marke~y. 

Isn ' t this t he problem •• • •••• • 

Am I right in saying that the actual net profits 

in the last quarter ot ' 3& a r e equal to t he last 

quarter ot ' 2~? 

The profit tor all large corporations wee larger 

in t he last quarter ot ' 36 t han it wee in the 

last quarter of ' 2~ . 

So they must baYs absorbed that i ncreased raw 

material cost. 

I t hink t h.ie price i t am is Yery illlportant, be­

cause there ' s one sohool ot t hought i n the 

Government ••• •• • •• • 

I th.ink it i s all right to sey that one of the 

GoYernment Departments is proYing the reYeree, 

that the increased labor cost was greater then 

the increase in materials. 

Jenderson, I don't just follow you. I mean I 

don ' t know whether you ' re going to draw e conclu­

aion. But do I gather t hat you don ' t belieYe 

we should follow this study of selectiYe spending? 

Oh, absolutely, I believe you should. 

I mean do you think it i s worth while? 

I th1nk it is worth wb1le. I th.ink t hat it 1a 

worth while to do it and tbet it would be an 

exercise ot intelligence to do it . But I 

th1nk 1 t would be dangerous to regard it sa a 

complete control deY.ioe t or a boam. 
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Well then, you said - you mentioned monetary 
oontrol. You said you didn ' t think that that 
would be - I mean I'm Juet trying to - I 
wondered it you bad been able to think it 
through to an end. I mean in sitting bere I 
get the reeling that you thought we oouldn ' t 
do anything. I mean that ' s the reeling I got. 
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No, I think it oan be very definitely mitigated. 
I think the uproar about steel at the present 
time will be a deterrent as tar as a rise in 
the next quarter goea, but that you oould e:z:­
peot that it you oontinue the demand - arma­
ment demands abroad, and with the English 
already having, I think they said, 40,000 
tone unplaoed that they oan get with a guaranteed 
oontinuity or produotion and delivery. They 
have taken ott their tarirr or 3~ and they 
have opened the way there. 

The War Industries Board report on steel is 
a revelation tor anybody who thinks that prioes 
oen be oontrolled in a time or increased demand. 
That is, the ciroumstanoee now are extremely 
favorable. 

Now I ' d like to epealc on Bean ' s point as to 
wbether prices will oontinue to go on and on 
and on. I wou.ld say no. Certainly I don • t 
believe t hat they will go to infinity. But I 
do believe that the prioe rise in wholesale 
prioee will continue, beoeuse I know or a 
number or them that ere already planned, and 
I know the situation well enough in a number 
or other industries that they always take ad­
vantage or it tor the raising or prioes. ADd 

.. 
I do not believe that the tull errect or the 
rise in wholesale prioes has been telt up t o 
the present time, and When you get that you 
will have a distortion - you will have an un­
balanoe in ~he relationship which produoed the 
vigorous recovery or '35 and •36. I think 
the luckiest thing that the Roosevelt Adminis­
tration bas had has been that stability or prioe 
levels during ' 35 and '36. It there is any one 
thing that most people ere agreed on, it i s that 
we ahould have had a reduotion or prtoe level 
during the ' 20 ' s in order to retleot t he degree 
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of lowering labor cost. We bad an increase 
of productiYity of roughly 3~ and you only 
bad en increase of about ~ in labor cost. 
And your price level in 1929 was about the 
same as it was in 1922. Now we are at about 
88. We are only 7 points off of that danger 
point, and I think we Will go turther, and 
I think that we are Yery dangerously 
threatened wit h an unbalance between effective 
purchasing power and prices, and that Will be 
reflected later. 

Now, as to what can b~ dona , M.r . Morgenthau , 
entirely depends upon the national pol1oy 
and what the Administration decides to do. 
If it throws its tull force into the manage­
ment of prices, it oan do a tremendous 
number of things, but even With all the things 
that are available , such as tarirts , such as 
yardsticks , such as encouragement of coopera­
tives, such as selective use of the flexible 
tariff provisions , such as some discrimination 
in tax policy and a turther management of the 
Stock Exchange - an increase in the margine, 
for example - even though use is made or all 
of those, you Will still have a reflection of 
the cost of living whi ch will make it almost 
se1111 necessary to keep up consumer expe.nditures, 
particularly since t here are about 18 ,000,000 
people who are dependent entirely on their 
spending from what they receive !rom the 
Government . We have an entirely different 
situation than what we have had at other periods. 

Wbat effect , in your opinion, Will the Govern­
ment have Without actually using anY of its 
non-monetary controls, such as exercising its 
public opinion powers? Take this steel rise. 
Bow about having the Government say , throu&)l appro­
priate public officials, that they think this 
steel rise is inordinate, it is an outrage, it 
is going to raise the cost of living, that it is 
far in excess of the increase in wages, and Will 
result in an inordinate profit to the steel 
corporations? 
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Now I aaeume Miss Perkins has something t'o do 
with starting this row about the price ot steel , 
while they are claiming it's wages. Now in 
other words , would you think by the same token 
that it would be very unwise tor any h.igh 
Government official to i ndicate that the action 
ot the United States Steel Corporation in raising 
these prices in excess ot wages was an unwise 
policy? 

Well , I wouldn ' t want to take that as an isolated 
example. I don ' t think you need to make an ex­
ample entirely out ot steel. I think, however, 
that an announcement that the Federal Government 
is going to use all ot its powers and emphasize 
all ot its powers t o indicate what the treatment 
might be if they got out ot line, would be help­
ful until you could get i nto a better balance. 
I very detlni tely think t hat t he control measures 
have got to be implemented by some edditional 
legislation this term. 

Gat some teeth in your anti-trust laws; that ' s 
one ot the things you need. 

Certainly. Suppose you started on copper, for 
example. 

Take t he taritt ott ot it. 

Take t he tariff ott ot it. Also, a lot ot the 
marginal mines ere in need of assistance , and 
the RYC bas been known to give such assistance. 
And bY your selective spending out down on 
copper. That is, you are influencing tbe supply 
side. I think then if we proceeded against 
copper tor its plain violation ot the anti- trust 
laws, its participation in the World Cartel -
i t, 1n other words, you use everything you ' ve 
got , you can do s0111etb1ng. 

There was an exercise ••• • ••• • Baruch' s experi­
ence as I read it , going through the Waa Indue­
tria~ Board minutes on the individual o0111modlties -
copper then wanted - they told Eugene Meyer t hey 
wanted about tour or tive- •ents more than they 
finally got. Well , all duri ng t hose pr oceedi ngs , 
with Brooki ngs as the chairman on t hat tax 
oa.aittee , and with Baruch hammering away at t h .. , 
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they did keep it from getting completely out or 
balance, but they had to use some pretty severe 
methods. They had to threaten the steel indus­
try, tor example, that the Government would taka 
over some or the steel plants and run them 
themselves. or course, they were laughed at, 
and when you looked it up, why it looks kind or 
like a weak power, but it is certainly there. 

Don ' t you think organized labor could help a lot? 
For instance, when they go to negotiate an agree­
ment for themselves, they should at least find 
out whether the Whole public is going to pay for 
that plus an additional profit instead or Just 
saying, "Well now, if we can get a dollar out or 
that increase, we don ' t care who pays it , you 
can add t hat onto the price plus a little profit 
tor yourself. " It seems to me the consumer bee 
got to be represented in t6is picture by Govern­
ment, and we ca.n •t merely have organized labor 
here and organized industry over here , which 
represents a small part in the total population, 
simply gettin.g together for their own interests 
tor the moment, and against the interest or the 
public as a Whole. 

You take one thing that might hold these prices 
down - I was talking to Stewart McDonald yesterday. 
Be said he had Just got beck rrom a three weeks ' 
trip in certain areas, and be was making a survey 
on possible new housing developments. He said he 
was quite discouraged, and that instead or a.n 
expansion or private building and housing, what 
they had expected, the prices had advanced so 
fast that skilled labor and building materials 
bad reached a point that people wbo were getting 
their figures and making their plans were with­
drawing, saying, "We ' ll gat along •1.th what we •ve 
got. " Making the best or the situation, because 
people getting the income that many or them ere 
getting couldn' t afford to pay the prices for 
material and couldn ' t afford to pay labor coat 
of $1.50 en hour or $2.00 en hour when they were 
getting 50 or 75~, or getting $150.00 a mont h. 
So you ' ve got tbet thing tbet will retard home 
buyi ng beoeuse you can get e buyers ' strike i n 
that r!eld as you can i n other fiel ds , and that ' s 
bad. 
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In this lest agreement they made in New York 
City with the bui lding tredef ,the employee 
group didn't even put up a tight. They 
raised no opposition. They didn ' t send tor 
us to help them. Why? Because they ere in 
apeculet~ve building end they know they can 
build and sell now. That ' s what you ' ve got. 
You •ve got a speculative si tuation in the 
building trades . The home builder may with­
drew, but the specul ative builder doesn ' t 
much cere , because he feels t hat the situa­
tion is rightnow. Be can bui l d r ight 
at any cost end unload . We have bed s good 
deal ot intomstion coming i n to the effect 
that there is s very ready market tor smell 
individual houses - sold as quickly as built. 

Ot course , ell this talk about increasing 
wage rates in the building trades is s lot 
ot bunk. The sgreementsin building trades 
usually terminate May lat. There have been 
no increases except in Wenhettsn end The Bronx 
particul arly. The reel increases in the peat 
six or eight mont hs have been in building ma­
teriels. They expect a wage increase demand, 
but they have already attributed that to past 
building. 

Now, as a matter ot tact, this thing is true, 
that in building the average bouse your labor 
coat will run up to a maximum ot 36~. 

That is direct , but, ot course , it is related 
beck to the whole s tructure. 

Could I sort ot see if we •ve gotten anywhere? 
Some or you may have s bed. 

Throwing us out. 

What? 

The business ot being thrown out. 
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I wonder if any group could possibly - we ' ve done 
t he best we could on this thing, everybody else 
cooperating, and I juet - personally, I teal I've 
gotten s lot out ot this tonight. I wondered it 
anybody else wanted to take it end continue 
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th1e prioe thing, and then maybe we might have 
another meeting. In view, I mean ••• ••• • ••• 

At some other time , I certainly would like to 
have Mr. Bean discuss the picture as be eeee 
it in terms or keeping rarm income in balance 
in relation to this whole price picture and the 
situation as it now exists. 

Well , I spoke to Mr. Wallace, and he wee ter­
ribly sorry be couldn ' t be here, and I asked 
him whether be wouldn ' t prepare a paper and 
be said be would. Did be say anything to you 
(Bean)? So maybe next meeting we can have it 
rrom the agricultural viewpoint. 

We ' ll be glad to discuss it as we see it. 

Taking it trom the agricultural price view, 
huh? 

Be glad to. If he hasn ' t written the paper , 
it doesn ' t matter; one or us will. 

Be said he ' d get back Monday. 

Well , I ' ll discuss that with him Monday, and 
it be bas a paper •••• •• ••• 

~ow would that be? 

You mean on Monday? 

No , no. I mean when he gets back we could have 
another meeting som~ time. 

I think it is important not only with respect to 
price control , but the whole question or expen­
diture control ought to be thought or a little 
bit, in relation to the degree to which Govern­
ment expenditures in particular industries have 
been and are still basic in the actiYity or that 
industry at all. I mean we regard people working 
tor tbet industry as privately employed. ThB7 
are not counted among the unemployed or relief 
people . In many industries the GOvernment 
expenditure is probably very significant i n the 
whole present pictur e or that industry. I 
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mean I think we ought to do that, don ' t you -
I mean on the basis or the raw material we 
have now, I think we could probably get an 
estimate that you ' ll all agree to as to what 
i ndustries ara actually relying today on 
Govarnmant orders tor a proportion or their 
employment. That is s1gn1t1oant in the 
Whole picture of the community. 

Cement, for example. 

Just take tbet, for example. 

67~ , wasn't it? 

Yea, but wbat does tbat mean 1n t erms or 
employment there? 

Well, Mr. Morgenthau I wonder if in your Pro­
curement, you might explore also what tbe 
possibilities are, say, in terms of a housing 
and a works program, ot offering to buy certain 
quantities distributed over, say, the next two 
or three years at existing price levels, and 
very positively indicating t hat t he Government 
wouldn ' t be intereeted at higher price levels -
t hat it will not go forward with that kind of 
program it the price level does go up. 

Now, I assume that in the lumber indus try 
particularly they have gotten their stocks 
in fairly good control. That ia, there is 
close to - well, r i ght at t he present time 
about a billion board feet less than we bad 
to wrestle wi tb in NRA; and time 8Jld again 
they indicated t hat if they could see a con­
tinuity or demand , they could make their en­
gagements at e.n entirely different price tban 
it tbey had to depend upon a piecemeal, band­
to-mouth kind or banding out of Government 
orders. 

On steel tbey claimed tbat tbe orders were 
piecemeal. 

You figure you ere able to tit them ln. If 
tbey were able to exercise a certain degree 
ot selection or the time wben tbey would tit 
them in, end know over a period ot a oertain 
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number of months or years that they bed that 
much of a backlog, they could afford to do it 
at a price which wouldn ' t be prohibitive eo 
far as the fUture ie concerned. 

Well , I 've gotten enough out of this thing. 
I should think t hat certailll.y if you looked 
at it just from the s tandpoint of Government 
alone - that if the Pres ident would sot up 
a group which represented unemployment, 
the Department of Labor, end the puroheeing, 
and they examined the general broad Government 
spending program, that we could do quite a lot 
toward keeping this economic program in balance. 
I mean we couldn't do it alone . 

But you could get off the dey-to- dey baeia on 
same of your monetary controls, end the Reserve 
Board could certainly be thinking in t erms of 
e volume of credit over a much longer period 
then they e r e a t t he present time. 

But if we met once a week end bed all thes e 
things end gave it - I mean Eoolea and I 
m8et at leas t once e week or once a day1 de­
pending upon the necessity; but we ere 1n 
constant touch. But I haven ' t - for instance, 
if anybody asks me bow Mr. ~allace wee going 
to spend his JSOO ,OOO , OOO next year, I haven ' t 
got the faintest idea. I mean to me - I mean 
I just haven ' t got the fai ntest idee bow be's 
going to spend hie $~00,000,000 next year. I 
just don't know. 

What be's going to buy or anything. 

· The same thing applies to other Departments as 
well. 

I Just used that a s an example. 

You mean budget or soil conservati on? 

Soil conservation. 

The Army is reedy to motorize in •••••••••• 

Who is? 

The Army. • •••••••• to motorize in large 
quantities. There 1e no reason in the world 
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wby those orders shouldn ' t be placed so 
that when employment in those industries 
starts dropping ott, those orders start 
coming in. I think we should time our 
purchases. 
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You mean deliberately , so that we know these 
orders will be placed - they ' ve got to be 
manufactured during the slack season. 

Then the same thing in textiles. That vol­
ume of Government spending in textiles, dis­
tributed at the slack season, would make a 
tremendous amount of difference in annual 
earnings and stability. 

And , or course, the textile thing - I think 
we ell recognize that textiles is in one or 
its periodic up- surges that precedes their 
drop , which is usually two yesrs ahead or any 
other drop. ·And it may be that wbat is needed 
i e to - they are very conscious ot it ; they 
want to stabilize; they want to level this 
ott it they cen - it may be that the holding 
back or a textile order for a reserve at the 
time when the drop began • •• •••• • •• 
But you (Hopkins) can ' t carry on your sewing 
proJects that way. 

Yle could within limite control our progrem 
i n that connection. 

Take lumber right now. Lumber right now is 
Just at the end of the winter • . Your dried 
stocks are very smell . They are broken. And 
you •ve got the worst time in the year to place 
larse orders for lumber. It is a time, too, 
wb~n private industries are placing heavy 
orders tor it , you see . So that you cen ta.ke 
a seasonal period in that. And tbe seme thing 
applies - nearly ever1 industry baa a period 
wben it bas its slack times , and you can 
certainly do a lot toward timing the placing 
or business. 

You can go a st ep turtber , Marriner. I think -
Bell oen correct me it I am wrong - but you 
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take all the expenditures or t he Government; 
they in no way tit into the picture or season­
al employment. 

No attempt is made. 

No attempt is made to take the whole Government 
expendi ture and make it tit seasonal employment. 
It just isn ' t attempted. 

Mr. Secretary , this may mean a two- year budget 
rather t han an annual budget. I mean let ' s take 
the case ot CCC. 

We ' ve been working on a tour- year budget. 

Let ' s take the case of CCC. Until they know 
what their appropriation ia . tor ' 37- 38,they 
can' t place orders tor shoes and clothes, can 
they? 

No. But I ' m serious - that we ' re still study­
ing the three billion three; that ' s whet I mean 
when I sey we ' ve been working on a four- yeer 
budget. 

Rave to know at least a year in advance What 
we•re going to need , and that means our budget 
may have to be made on a two-year basis. 

I think we ' ve got something to give the Presi­
dent in the way of suggestions. 

Some sort ot a group , Mr. Secretary , would have 
to be developed. 

You can call it a BOard ot Strategy or whatever 
you want to call it. 

But leave out the word "control" tor the eske 
ot public relatione. 

I think pyechologicslly, too, that it the 
public - buai neea , labor and people generally -
knew that there wee a conscious etrort on the 
part of the Government to do something about 
this thing, and that they were really atudyinc 
all these problema and trying t o relate tb .. , 
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The diecussion in England at t he present time 
on the management of their spending in relation 
t o the tax and borrowing, has exercised o very 
definite effect on English prices. 

Betcha life! It makes a lot of difference. 
It gives t hese people a changed attitude. 

Another thing that it Will do - I have to think 
Of this - it will brace up resistance on the 
part of certain employer groups to make agree­
ments with labor unions. Of course , t hat ia a 
feotor I don ' t like to see oome i nto the pi cture. 
But 1f they think the Government is going to 
control or take steps to keep t heir prioee 
down, or ~~thdrew its orders , anything of tha t 
sort , they ar e going t o be much tougher in their 
relations With l abor then they ere now. I 
mean at the moment they are softening , so to 
speak, and they say , "Wal l, times ere better, 
en~ go ahead , end we can add t his t o the price. w 

Thet oan be used bot h ways. That ' s a double 
e~ged sword . 

One of the big textile producers told me t hi s 
morning t hat the increase of 10~ t hat was given 
on textile goods by some of these firms t hat 
have already si gned up meant an eight- tenths 
of one oent increase in the cost of manufacture 
par pound to print oloth. The margin they are 
working on is 7¢. In other words, they were 
very magnanimous; they gave labor eight-tenths 
of a oent , although t hey were getting 7¢. 

In eaoh case when t hat happens, if there was a 
board that got the faots - knew the raote , end 
when t he negotiations were made the public was 
represented - there ' s no industry - that wante 
to be put up before the public as being an 
institution that is taking an advantage of the 
public. I mean they ell want to have a favor­
able public r eception, don ' t they? 
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Well, I think tbia bas been extr •elJ' aood, 
llr. lloraentbsu, and I have had great help troa 
it. Thank :you t or a akina me. 
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SBLECriVE FEDER.U. PIJRCIUSlNG .t.l'ID 
lLLOCATION OF FEDkRIL PROJECTS 

Jpr11 1 , 1937 

(.l tentative report to a ene aa a b asi s tor discussion) 

SIOOURY 

!he cc.peti tion proTide<! by Gove..,.,.Dt purchases i .n induatriea 

llh ich in aome ca .. • have· been UDable to keep up 111th private orders, 

and in raw material markets in Which prices have riaen steeply, aug­

&eats the naed for a geDeral atudy of Gover...,nt purchases and pur­

chaaiq requir-nta, with the object ot deterodni~:~g Whether a better 

diatribution of naceaaary pur ch&aea could be made in the public in­

tereat, and Whether Federal emergency projecta could be ao selected 

aa t o shift material requirements more largely into industries Where 

unaapl o;ymcnt ia still relatively high . Such a stud,y ohould properly 

be ertended to include a survey or ~rgenoy requir...,.,nta by regi Olll, 

to proTide a basil tor the diatribution of Federal funds for work 

r e lief i n relation to unemployment needa. Thia roport provides a 

general picture of the ground which ouch a otudy mi~t cover. 

\ 
Direct Federal purcht.aeo COlle under three clauifioationll 

Regular departmental purchase a, mde through the Proour....,nt 

Divioion1 direct purchase& tor relief, made thr ough t he Procurement 

Diviaion1 and purchuos by the A.rrJzy and Navy. !he indirect pur­

chases , or t hose made by independent contractors on Federal projects , 

are more illlportant in volume , and IaOre adjustable, than are the 

di rect purchases. Greatest po .. ibilitiea therefore ,..., to be 

presented in the a djuotnent of Federal projects to a ccord with 

lllt.l'ket situations and unemplo;vmont conditions in the induatriea 

aupplying the vari ouo matariala . It may also be found that a bet­

t ar diatribution or direct purchase• could be mde to reduce .,.,... 

petition with private industry. 

!he moat i~~~portant depressed induatrioe at preunt, from an 

t111pl oymont ato.n4poi.nt , are thoae relatill!l to ccnatruction. Elnploy­

cant ia particularly low in the industries producing lumber, c .. ent, 

brick and tile , fUrniture, and h•t~ aqui~t. !he - jor indus­

tries operating n_..eat to peak levela are atoel, t extilea , and 

automobi laa . The follow1Dg three typea of projecta appear w.ll 

adapted to present conditionaa (1) Light conatruotion; ( 2) road 

bu1l4ins; &nd (3) f lood control . n.ee would use a l*ldmua UlOunt 
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ot labor, alld ot nab depr euecl -teri&le •• 1....,..,, -..t, Uld 

'briok, and a •In' .. • o.JIOIIDt ot atee1. 1'hay are abo rather well 

adaptecl to lhittiJI& troa rep010 to reci011 aoocrcliJic to =-p1~ 

oondi ti011a. 

s.,.. indioation ot re~ional n.riationa in unaaploy>oent 1a pro­

Tided 'b)' data on ap1oy>oeo:rt oppl1oat1011a ud 'b)' illdu .. ot hr. labor 

nppliaa . While theae 1nd1oate that the ~1- ot uno.plo~t 1A 

•oh repoll h .. 'b .... recmoed darl~ the put )'ear . the per oapita 

Federal ••rr;enO)' expendip.rea in .. oh repon have illoroaaed. Index .. 

ot rep-1 n.riationa 1A puroh .. ~ p..-er, u retleotecl 1A - oar 

repatrationa aDd bank debita, &lao ahcnr a oonaiotct 1Aor••• 1A 

19S6. 

Th1a report 1a in DO~ oonoluaive, 'but 1a U.tandecl .... 17 to 

ausr;aat .,. approaoh to the prob1-. A -r• detailed •tad¥ oov~ 
the a11'bjeote to11ohed 11pon in thia roport aholl1d be made . 
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SBLBCflVB FBDR!UL Pll'RCIUSIIIG AND 

4LLOCiliON OP FIDER.U. PROJECfS 

Confronted with the tollowinc taota,-- (l) tb&t production in 

certain induatriea h&a exp&nded to a point Wbere manutaoturera &rl 

unable to alto ne&r-tel'lll delhory on new order a, while other indua­

triea ahcnr only p&rtial recO't'&ryJ (2) that pricea tor oertai.n prod­

uct. , under the tempon.ry intluenae ot urgent buylllfi, have reached 

lenll not likely to be •inteined attor production h&a reaponded to 

the incroaaed priceiJ and (~) that the nlllllber ot unemployed worker& 

variea widely tr .... indue try to induat.,., and troa rep on to region,--

1 t would aeem a dvieable that the Federal GoverDRtmt adopt a polioy 

ot aeleotive puroh&aing in tillin& ita requ1r •eDta tor goode a nd 

materiala, ao tar aa practical , and adopt a policy ot allooat1JI& 

Federal project• (1) by type• ot pr ojeota, aooordin& to aoonaaio 

conditione in the induatriea auppl)'in& •teriala tor thaoe project• 

and (2) 1>7 regiona , a ccording to regional unemployaeat conditione. 

The adoption ot a general plan permitting the ahitting ot 

GoTerDmct erpeDdi turea tram induatry to iDduatry , aDd troa region 

to region, should beneti t the nation in a nUIIber ot ~~~ (1) 1!1 

prneDting a further con&e•tion ot order• in induatrioa alrea~ 

crowded to oapaoityJ (2) by atimulating lacgin& induatriea: (:1) by 

providing cployment in repone and in induotriea whare un•ploy­

ment ia moat aerioUIJ (4) by penoittin& b~ in individual indua­

triea to ba re..,rTed, where practical, until auob tiae u it •Y 

h&n a ..,re benetioial atteot1 (6) in general , by furthering the 

policy ot the Adainiatration to bring about a well-rounded recovery 

and atebili ty in all branohe a ot t he economic atruoture. 

Exte nt ot <loTerDRent Purohaei!!!l 

fhe United Statea Gonn1111ent atanda t&r in the l•d t.a the 

country• a largeat bllyer, purcba•in& goode and materit.le fO r ita own 

operation• ae well u tinancin& the purobaaing ot a ... ob lerger 

quantity ot gooda and •tariala uaed in oarryine; out varioue reoOT&ry 

and relief projeota. In the 1936 tiaoal :ye&r, the PJ'OOW"__,t 

Dhiaion report• a total ot $47, 90:1 , 069.47 purohaeed through tbat 

D1 via ion and b:y other DooparlDtnte ....S eatabliallaenta ot the OOTe:rn­

ment under term oontraot1 .xeouted by the Procur-t Diviaion, a­

oluohe ot a Ter')' lere;e Tol- ot utraordinar)' puroh&111 tor relief 

uoea, and .xoluei Te ot Arrq and lay:y purohaaea exoept tor ott1oe 

auppllee and eqlli~nt. A groupin& of the Pr oour•c t Divilion 

puroh&eea by ola••••• in order of iJiportaDoe, 1a ahown in f able I, 

peg•• 16 and 16. 
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The table mentioned include• ~ • twiale ,...,., i n the regul&r 

opere tiona of the GoYenaent Dep&rtmenh , ucllldillc moat of the Jrtq 

and lll"7 Jl'll'cha .. a. In the IINiiJ' elaaeee of proJeoh •braced in the 

Go'J8rnment 11 brC)I).d program for recoYery and relie f , a -.ch greater 

Yolume of material 1e uaed, the purchaee of Wb1ch 11 indirect~ co~ 

trolled b7 the lederal GoYeno.nt in ita aelection of proJects. !he 

meJor part of theae Jl'll'chal .. 1a included in a tabulation b7 the 

Bure..'\u of labor statiet1cs, ahoriJ>C a total of $1,014,092 ,984 to h&Ye 

been apent for aat eri&ls uee4 on Government-financed projects during 

the '/e:lr Decmber 15, 1935 to Decnber 15, 1936. J. tabulation of t hese 

eX!)andituree b7 groupa of 1111\t&ri&la an4 b7 claasitic&Uon of projects 

11 eho'IIIl in Tabl e II, .PP· 17 & 18, ~iud, thie t able ahoWI an allo­

cation of the follorin& auma to Y&rioua iTPe• of indua t r1ea: 

C~ent, atone, c~aT, an4 cla•• product• 
Iron e.nd steel e.nd their products 

$ 304,895,000 
2M,979,000 
140,685,000 

83,269,000 
21 ,809,000 
17,065,000 

11!\chinery, not inelud1114 transportation equipment 

J'ores t products 
Textile• and their products 
Cbomieals and alli ed products 
llonterroua metala and thelr products 
lo!otor Yohicles, reil1111,T C<'U'S, an4 other 

transportation equipment 
l!hcellaneous 

.Ul mteri&la 

8,262,000 

6,667,000 
176 .462 .00Q 

$1,014,093 ,000 

In more detail, the figures ahow that in rederal construction 

projects duriug 1936, mor• than $10,000,000 -• apent in each of the 

follo~ 20 ind1rtdu8J. industries: 

Structural and reinforcing a teel 
C8111Cnt 
loundr7 and machine shop products 
Sand and gra'J8l 
Lumber t.nd timber produete 
Brick, tile and other e~ products 
Cast iron pipe and fittiAga 
Ooocrete producta 
nectrieel mchinery and •"Pl'lies 
Pt.Yiug materiala and mixtures 
Orulled a t one 
Petroleum producta 
Steel works an4 rollin& mill product e 
~1nea, tractors, t urbine• 
Beattnc and ..... ulaU»& •qu1~t 
!leetrie ririDC and fixtur .. 
PlUIIIbin& auppliea 
llarble, CJ1Ull te, alat e, 1tc. 
Plani n& 11111 product • 
J'urniture and f ixtur .. 

$ 103,071,000 
99,228,000 
64,313,000 
58,219,000 
41 ,372,000 
39,740,000 
39,367,000 
38,941,000 
35,855,000 
34,976,000 
33, 784,000 
32,328,000 
25,1111 ,000 
24,229,000 
23,589,000 
19,544,000 
17,300,000 
13,721,000 
11,028,000 
10,662,000 
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The Yolume ot J'ederal purchaein& hae without doul>t been autticient 
to 1ntluance appreciably the national leYel ot buaineea acti'fity , and 
in acme eaaee to litt e<~rtain ind:wltriea out ot depreeai.on conditione. 
Of the $1,014,000,000 aput tor lll\terl..t.lt u .. d on J'ederal cons t ruction 
projects 1n 1936, tor ~le, $255,000,000 wae apent tor iron and ateel 
p rodw:ts, not 1nc1li41Dc Mchinary, !hit ticura would equal 34 percent 
of the tot11. o&lea of the United Stateo Steel Corporation in that yfiAr, 
In 1934, &J>Pro:dloBtely 76 percent of the outpnt of the entire ca::~~nt 
industry ln t hie country wao used in J edera1-t1nanced projecta, &nd 57 
p ercent of the outpu.t in 1935 ,..e eo uaed. In otruetural and ro1nforc-
1na steel , 45 percent of t he entire output of the industry in 1934 end 
47 perc.ent 1n 1935 ""S used on Pill proJecto. In ce.ot iron pipe and 
fittings , 26 percent of the entire outpu.t 1n 1934, and 37 percent in 
1935, ""• used on theso proJects. In the clay prodw:to industry, IIW\lci~~g 
brick, tile, and terra cot ta used 1n building construction, Pill proJect• 
used a:;r,>roxilra te}¥ 26 9ercent of the outpu.t in 1934, and 35 percent in 
1935 . These fl&uret illustrate the extent to w!licl:l federal tundo ha'f8 
oened to a.intain e:;~loyment in lndl'fid'aal 1n<!natriea. 

!!eco'ferz 1n :Pctorz l!!!!!!l02E!!nt !lOt !JD1tono 

Desp ite ouch nooiotance , howe'fer , t he ~l070ent in certain in4ua­
triea baa continued to lag, while moat induotrieo bAYe gone forward to 
leYela of empl~nt closely approxlmatiDC those of 1929. I n Chart 1, 
1\ttaehed. 1e shown graphicel}¥ the 8J!1Plo;yment tlt unti on 1n each of the 
important lnduatri.t\1 group a a a c~red '111 th ~l071>ent in 1929. 

OUtatandlnc omonc the baC:.:.rd inc!uatriea, it '11111 be noted, are 
t hos e related t o l~t nnd hoe...,. build1D(I construction. ll:q)1071Dont 1o 
particularly lo• in the lUlllber ln4uatry, w!lic<\, 1n 1929, proTided 110r:C 
tor nn &Te1'3f:8 of 419 , 645 110rnre in aaailla and 90,099 110rictro in 
11ill110rl!:. Data for J&DII&IY 1937 indicate that e"''l01JD0nt in aa,..illa 
durlD(I that month ... running a t only 57.0 percent of t.be 1929 &'fer&ca, 
and eaplo;yment 1n adll110rlt at only 67,4 percent. !!!lese e:>:ij)lo;yment f1~ 
urea conpare '111 tb an av .. rage p~rcent"68 of 91.9 for !!B1lllfacturl"& ty a 
whole. A tabulation includln& other i111,1>0rtnnt industries related to 
buila!n« ia preoented below: 

Lumber, sawoillo 
Lucber, raillwor~ 
Jurniture 
!rick, tile, etc. 
Structural steel 
H&rdwt\re 
Heatl"& equipo~ent 
MArble. sranlta, 8late 
Ceoent 
Caet iron pipe 

!'otnl 

ATer&;:e no. of -l071>8nt 1n Jan, 
emplozeo 1n 1929 1937, 1 of 1929 11 

419,645 57,0 
90,099 67.4 

193,475 80.4 
93,422 57.9 
54,933 65.6 
52,274 78.7 
39,571 83.0 
37,802 43.6 
33.:121 7"1.5 
19,755 ~ 

1,034,297 65.5 y 

lf SeliiOnAlly 
adJwoted. 

y ll'e~ted &Tg. 

Source : BLS 
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A rl.., ot the preoent •plo;ylleJlt aituation in the aoro 1aportant 

of tho baot.rcl induetrioo, with a ocmpartti•• rl.., ot tho oit .... tion 

in all 111.11\ltaoturing 1n4uetrieo, 1o preoonted 1D Clw.rte 2 to 8 , 

attaohod. 1'heoo ahcnr trenda o.t •pl.,..nt and p~rolla by aontho onr 

a l t-,-ar period up to Jan....r:y 19S7. !he role t1Y117 di!ll>t 1apro .. -

.,..,nt that h&e taken plaoo oinoo tho lcnr point of tho depr ouion in 

aa'lllllillo and millwork , o•ent. briok and tile , etruoturtl etoel, and 

beating oquipaM~nt , will be partioul&rl;y noted. In oontrtat, tho 

ocployaent and pa;yrollo tor all manlltacturing 1n4uatr1os shcnr an t.­

provcent to le'fels nearl)" equaling those or 1929. 

In certain induatrioa, on the other bond, the nUIIlber ot workero 

cpl.o:yod h&o expanded to near the 11a1t ot oepacit;y, equel1Dg or 

exceedi nr; tho 1929 l ... ela. 1'heoo include t he throe -Jor 1Dduotrial 

groupe in tho United Stateo - - otool, textilu, and autornobiloe -
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whl.oh largely aooount for tho proeent hiS)\ level ot .. nutacturing 

actirlty aa a 'llbolo . '1M trenda of eploya<mt and pa;yrolla 1n blaat 

furnaoeo and a tool ailla, in iron and steel pro4uoto, in cotton goo4o, 

1D knit gooda, ancl in automobiloe are lhawn in Charta 9 to lS, att&ohed. 

I .n the .. industrieo , obrlously no Federal aosistanoo is ncnr needed tor 
inorouing eployment. On the contrary, it would eo .. that GonrDMII:t 

purohooing in theoe 1Dduetriea ehould be deterred, 'llbore praotioel , 

lllltil production has ber;un to reoedo, in order to aYoid a further con• 

gestion of ordore in compet ition with priY&te b~ng, e.nd & further 

boosting of priooo. 

!he Si tu&tion in Pricoa 

!he recen:t ah&rp upturn in ocoaodi t;y prices , 11bioh baa oarried 

pricoa for certain ccmaoditieo to leYela that -y AOt be arranted b)" 

tho ouppl:y and d_,d outlook onr tho r-inder ot the )"O&r, giY .. 

greater importance to &D iDYestigation Of poosibilitioa in tha 

distribution ot GoverDJtont purchuoo. Obrlouely it woul d not be in 

t ho public 1Dtoroat to add a l&rr;o Yol,... ot Go"Ye.,...,t buyi~~& ordoro, 

either directly or indirectly, to price oitu&tiona tlat •Y proYe to 

haTe boon largely created by apeculetive bl%ying, unlooa tho urgen:t 

need tor auoh puroh&oea abould outwoisb oth ... oon.oi derationa . 

llboother preoct priooa tor Y&rioua t;ypea ot -teriola and ._. 

modi tloo &re hiS)\ or lcnr OOIJl be judg..t Olll;y in oap&rlaon with ,._. 

aeleoted l oTol uaed a a a at&nd&rd. In Table III , page 19, two auoh 

Oe~~p&rioono &rl •de tor an race pric>ea during Feb ...... ry 19&7. tor 
Y&rioua co..o41ty groupe . ODe - aa a at&nd&rd the g-rt1 leYo1 

ot c.....Sity pri oao, repno.atocl b)" tho &ll• oOIIOOdity index ot tho 

Bureau ot Z.bor, and tho otMr ueaa tho &'forage prioo in 1929 for 

the rolpootive groupe. 
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It will be DDtecl tbkt oertaiA buildiAC •ter1ale, notabq etruo­

tural etoel , llllllber, IUid o.....t, et&Dd relat1To17 bisJI in botb o_. 

par1eo1ll. 'tbio -.;y pe.rtl7 ezplai.D the lcnr rate of IODti T1 tJ, IUid oon­

uquentlJ of •plo~nt, 1A tile bu1ld1Jig 1114uetey. lletale ud aetal 

prodllota dllria& Pebru&rJ wen rather hisjl ill price u o.-pt.ntd with 

tho all-ocaood1 t, 11ldo.x, but r-iAed be1cnr their 1929 &Tere&ea. 'the 

recent i .noreo.ua in oteel price~, b.,..,..,. , bt.To placed tb011 &bon 

tbeir 1929 1eTela. 

Tho lDOro recent IIOv-to in i1ld1 T1d11t.l prioe• o.ro ohcnrn 1A 

To.ble IV, P&&• 20, in which -.rlcet quotaticm.o .on llt.rob ttl, 1921'7, t.nt 

oc.pt.rec! with pric11 t. lDODtb eo.rlie r ud t. Jl&r oo.rlier. 'rho lho.rp 

upturno ill the -talo , ud 1A cotton, h1d11, IUid rubber, o.re po.r­

ticu1arl7 noticoo.ble. 

,\ SI!J"T!X ot Pedero.l Purcblois SI!Ueated 

In Tin of the price oit~aticn out11no4 o.boTe, it would 10• 

well tor t. co.retlll IIII'TO)' to be •d• of antioipt.tecl GoY ..... eat 

... qlliremonto fer t.ll purpou• fer ...... tiae lhet.d, with .. new toward 

adoptin& a purohuin& policy for each of the •jor it ... en the 

required lilt of -.teriala. Suob a aurTe;y ebould proTide ........... , 

to the followillg queetiCDia 

1. llb.t.t -.torialo will be purobl11d 1n auffioient Tel,_ to 

be u iapcrt&nt tt.otor in tho mo.rbt , &Dd hcnr much of oo.ah 

will be required! 

2. llbat 1o tho current o.nd proopootiTo mo.rloot oituation for 

eaoh of tbell .. torialot 

l!. 'ro what o.xtut OOJl purobloll of O&Oh •terial b e deferred 

or anticipated, ud to -.at extent auet purcbt.aeo be aade 

ao needed! 

(~tioa, .-a• 9) 
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Bntiral¥ &lido rr- tha pouibilit)- that auoh a lllrTe)' al&)lt 

brin& about a suing to the Go.,.,._r&t in tha prieaa paid tor 

aateriala, through aussasting a bettor diatribution ot pureh&aaa in 

tho light ot ~ arll:et conditiona, it abollld .. r ... tha uetul 

purpoao ot indicating when it alght be in tha public intareat tor tha 

Government largely to remain out ot tho aarket, in order to avoid a 

congeation ot orclera in oa.petition with prhate 1Dduetry, to avoid 

unjuatitiad inoreaaee in prioe , or to avoid tha enoouragimc ot 

apecul&tive bllYin&• Conditione tuorin& auoh a polioy a ppear to 

exiat today in the steel aDd textile induatrha, a nd in tha aarketa 

for a nuaber ot raw ~~Ateriala . On tba other hand , auoh a "'"->' 
110uld serve to indicate when Gonrmoent order a oould be plaoed to 

good adT&ntage tor ~nte•n•ns • ployaant in -rioua induatrioa and 

contributing most to recovery. 

'lhe.. direct Govai'Dilont purchaaoa are only a part ot the total 

material purohaaea controlled by the Federal Ooveraaant. A auoh 

larger quantity 11 involved in the purohaaee ... do by pr ivate oon­

tractor a under the various recovery and raliet projeeta till&nced 

wholly or in part by Fad oral tuDda . 'lhrough a proviaion in tho 

Gover.,.....t contracts requir ing a. datailecl etat .. ent of the quo.ntity 

and value of aaob material uaed, tho Bureau ot Labor statiatioa baa 

been t.ble to analyse each type or project in tenu or material 

roquircmenta . Roporta have been oomplatad for certain typoa or 

pr ojaota , and atudiea ar e in progreae on other a. 

An o.nal¥11• of poaaibili tioa in t he distribution ot OOYorD!>ont­

tinancod projeota should therefor e be included in tha IUrTe)' ..,._ 

tionod above . Suoh an &ll&lyaia would be direoted toward deterodning 

eaob year the typea ot projaoto tha t would •leo uaa of the muiallll 

UIOilllt ot aaterialo rr- depreaaed induatriea, and the •lnl•• 

amount or material• troa induotriaa in dan&•r ot over-production, or 

ot aateriala that appear ovar-prioed. In any project, or oQUraa , it 

i o iapoaaibla to diapanae with a oartain ..ount of • toriala ill the 

latter olua, The pr obl• i a one or aal&oting projacto that uaa tbaa 

in a-.lloat U..unta. 

During the ourrant year, aince tho buildillg induatriea a ra ...,.t 

depreaaed, the aelaction or projaota ahould inoluda tboaa u•in& a 

IIIUiaua aaount or 1\lllber, o-nt, aDd br ick, and a wlnl- -..nt or 

otael and other aetala . llbile the structural a teal 1Dduatry 11 

dopraaaed, the vol-a ot ordera tor thia type ot building material 

ahould probably be bald down tor the pr aaent baoauaa of an ~er­

'*PP17 or ordora 1n the ataol induatrJ . 

A atudr will be naoeaearr to daterll1118 tha t)-pea of projaota 

boat adapted. to p raaant market and aploy.ent oonditiODI• 'lhe rol­

lO'III.D(I groupe • U(I4e•t th& .. lve"' (1) Li&l>t oonatruoti on and 

builclin& repair, ( 2) road buildiJI&, ( s) f lood ooDtrol aDd aroaion 

control. Low--ooat houains projaota llboulcl ba well adapted to preaant 
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conditione. liD ad buildl.J>c &D4 flood control projecte - if a l>tltioD&l 

progaa C&D be 110rked wt for U.. latter - han &4d1t1oD.&l &d.Y&Dte&ee 

in that the7 require. a coneiderable proportioll of ll'lllor &D4 can oon­

nnientl;r be ehifted froa one section to .,.other aceordin.c to eaploJ­

ment condi ticlle. 

'rheoe project., tlarther110re , Ilea ftll &dqted to the occapatiODI 

of 110r1tero now on relief. .A.coordiDC to the U. s. Zaplo7111nt SerYice , 

•o ... ralle 110r1tere• a&4e up b7 far the larpet total of IIPJ>llcante tor 

emplo;yment, wh1 te oollar 110rltere were next. and oldlled 110rltero third. 

'!'"ae a;roupe of eldlled 110rltero ,.re heeded b7 carpentere, paint en, 

mechanice, &D4 foreaen, in the order liYen. 

Roa:ionel lllocation of Project. j,ccordiy to UD!I!PlOli!!Rt Oopditiono 

'!'he tendiDq' for the YOl'llae Of Ul!eaplo71'ent to T&rf froD Stfttl tO 

sta te, and tor the aree.o of eeriouo une~~plOJMDt t o ohift fro a 7ear t o 

7ear acoordinc to local eoonollic oollditiono in induat27 &D4 e.giculture, 

!!!llkll adnot.ble t he or~~U>isation of :rederal project. on eo•• fl exible 

b~t~h that will perai t of their beinc ohitted &eccrdin.c to the urgency 

of unel!lplOJIIInt needo in d!.fferent areaa. 

Reg1onsl T&riationo in the preoent unemplo,..,.nt ai tustion are 

shown by det e. on the INIIIber of active epplicante for poei t1one on the 

rollo of the United Stat11 Zaplo7111nt Serrtce. The table below, ginnc 

by ceogre.pbical diYioiono, aa of Jenuor;y l, 1937, the total nuaber of 

o.cthe o.pplicADh f or emplo;vwent, and the percent of the total populo.­

tion which th17 repre11nt , proYidea eo• l08!1ture of the r el@.t1TI Toluae 

of unemployment in different po.rh of the country, le.rply o.a it re­

l a te. to urban areae. 

'to t al Percent of 

o.ctin 19}0 
ADnli Qt!Atl ll:2lmJ.&~2B 

lin :D>&l&Dd 5()6,0}5 6.20 

IUddle .A.tlantic 1,596.426 6.08 

!&at llorth Central 1,1211 ,ll02 4.46 

Weet iorth Central 766,7~ 5·77 

South .&.tl""t1 c 652.9 4.1} 

Jlout South Central 551.811~ ~ ·511 
'feet South Central 519.57 .27 

l!ountain 
2}} .2115 6.}0 

Pacific ]55.~5~ 4.W 

'ro tal Un1 ted Statll 6,}11,161 5.14 
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Re&iollal TViatione in ueaplo711ant in ecricultval areaa , which 

abo prorl4e eome aeU'I:Il'e of pneral '1111apl0711e11t in thoee recione, 

are indicated b7 report. of the Departa.ent of .Ac'iculture on the 

rappl7 of tan labor relatin to the ~d for farm la\or in the 

mrioua State~. Data tor Jcua17 1, 1937 , with oo~~parati're tir;ure1 

tor Januar,- 1, 1936, are aho1111 in Table T, pap 21. It rill be 

obeer nd that a fa...,ra'ble chaDp hae oceurre4 in .oat .. ctione aDrill& 

tile paet 7ear, particularl7 1n the industrial areae . !lru Jrew .,eland, 

Yi44le ~tlantic, and laet Borth Central Statee, ae well aa the cotton 

aUl repon in the South, haTe 'broupt their .uppl7 of tara labor 

a,ppro:dooatel7 into 'balallce with the -.,d for far. labor. !hie bear• 

out reporh troa induetr,., wbich allow a Ilea.,- gain in taoto!'7 Nl})lo,-. 

aeo t c!ur 1Dg 1936. 

Certain Stahe, more purel7 a&ricultural, han 'been helped bu.t 

little b7 the incraaeed e~~plo711ent 1n induet!'7. In theee Stat .. the 

reported .uppq of farm labor re.aiDe out of proportion to the re­

ported 4eaand. Theae are larcel7 Statea o.f the !rut llorth Central 

and Yeet South Central diatriote, which were aeriaual7 affected 'b7 

tbe drouth in 1936, and 'llllero induet!'7 prortdea T0"7 little outlet 

for eurplu labor. In the ••t North Central region, .,...,rtainc the 

Statea of 111Dnuota, Iowa, llieeourl, North D.lcota, South DUI:>ta, 

llebraaka, and Xanaaa, the relatlTe eqppl7 of farm labor waa reduced 

in 1936 onl7 from a fJ.cure of 11Kl.5 percent to 136.9 pere&Dt, which 

la a till far out of proportion to the d.e:land for fano labor. 

Rectoppl ••rceucY lmenditur•• coppartsl ritb 
Region•' Yntpplo;rpgt 

~ pneral eurTe7 of Gontm~a~>t eaorganey e:.pandituree, with a 

Tiew toward 4etenoi.D1Ds the aoat efficient u.ee of Gonl"Dllllllt flmda 

for relief and reconr;y purpoeee, could a ll 'be extendad to lDcluda 

a eurTe)' of reciollal expanditures in the llellt of ch&DCI.Dg r egional 

'W1&GJ>lo;raent conditione. 8a.ch a eurTe7 110uld be necuear7, in fact , 

to p roTide a eatiefaotory and equitable baale for the regional die­

tr1bution of emercenc;y projech . 

In Table TI, pap 22, la abo"" a claaelficaUon of h4eral 

emergenc7 expenditure• for ....-1oua purpoeu b7 fiscal Tl&r•, 1933 to 

1937, with the proeent flacal ,...ar divided t o allow e:.pendituru 

throup 7ebrnar;y 2!, and propoeed expenditure• !.!arch 1 to Jme JO. 
State detalle haTe been co&bined b7 recioae and connrte4 to a per 

capita baeie, to proTide a direct oomparieo11 of eaerceno7 e:.pendl­

turee per capita in T&riou eeotlone of the oolll1t!'7. The•• tlr;uree 

are prnentod ill fa'bl.e Til, pap 23, in the fora of .., 1114ax, 111 trl>ich 

tho aTerace per capita 111erpney elQ)anditure for1be Vnite4 Statu ae 

a whole 4uri.Dg the three 71are 1934 to 1936 11 taken ae 100. The 

Regraded Uclassified



-12-

un118118ll.;y high per oapi ta expendi tiU'ea in tJ\e lllountain region ia u­

plained pertl~ b;y the l.arge sua be111g spent on tJ\e Boulder Daa proJ"t, 

1.n , region tJ\at 1a rather tl:linl;y populated. 

To ll&lr:e an appraiul. or earergen.c;y oeeda in the nriooa aectiooa or 

the uouotr;y, 110d to detel'lline whether expenditures are being equ1tab1;y 

distributed b;y regions in accordance with these needs, eatiaataa are 

needed ot the changee in une~~plo7HD t in the Yarloua regions. lo such 

estiJDataa have been publ1Bhed, but approximate tipea My be derived 

b;y usill& prints eatblatea ot total uneaplo;yaaot (!fatl:lan 1 s eathatea) 

distributed b;y geographic divisions according to the relative nuaber 

of active <lpplicante on the rolls or tJ\e u. S . Eaployment Service in 

escll region . 'llbile the probl.lb1l1 t;y of certain inaccuracies in these 

figures b recognised, tJ\e;y can be used as augge• tive or a ••thod of 

awroacll to the probl-. . A auppl-.ntarJr indu of regiOIIla.l trends in 

unemployment 1a provided b;y Department or Agriculture dAta on the tar. 

labor suppl;y, whicll tanciA to roflect emplo;yment conditions in the · 

ci tles 811 well as on ru.a. 

'lheae two uneaplo;yoent inclexea, placed on a CCOIUIOD base , are co.­

pared in Chart 14, attached, with an index ot per capita eaergenc;y 

expendi tures. '!be s ection of U>e cllart entitled "U. s. Total• sbows 

per c"pita upenditures in the 1937 fiscal ;yoar, for the countr;y aa a 

r.bo1e , at a new high l evel, slightl;y more than 20 percent above the 

average expend! turea during the three ;yoars 19.34 to 19)6 . Yet the 

estilllated uneaplo;yment ie shown to have cleclined on Januar;y 1 , 19)7 

to about 75 percent of the 19.34 to 19.36 average, and tJ\e Wlemplo;yment 

index baaed on the t'artl labor auppl,;y baa liJcewiae d~ed to about 

75 percent of the 1934 to 19.36 average. 

A c0111periaon of these cllarta b;y regions Bhowa considerable nria­

tioo both in uneaplo71"ent and in per ce~pi ta expendi turea, "'ith BOlle 

eonsistenc;y 1n the relationship between the two except in the llountain 

and Pacific r ea:iona . The chart for the Pac1!1c region Bhowa per capita 

expenditures 60 perce11t above the tlnited States 1934-1936 &Tel'!lge, 

altJ\ough the unell))lo;yaent indues sre even •llehtl:r below the curraot 

average fol"'the tlnited States aa a whole. The high per capite expen­

ditures in the llountain region , as previoual;y explainecl, ere due pertl;y 

to the large 8\IIIS be111g spent on the Boulcler Daa project. 

Outside ot these recione , the highest per capita expenditures 

are in the West llorth Central region . In this area the fig~~res show that 

une•plo711eot 1a also highest, probabl;y aa a result or several ;years ot 

drouth . The lowest per capita expenditures ere 1n the South Atlantic 

sect1011, where uo .. plo)'lliiDt has been reduced to apperentl;y the lowest 

leval ot an;y region , probabl;y due to the high rate or activit;y in the 

taxtile llills. 
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A aecoD4 •etbod of deter81nia& relief require .. nt a for the varioua 

rogiona 1a on the baaia of res1onal chaD&e• in the lnel of buainaaa 

acth'J, ~7· liiJ)TOY-nt in buaineU tbould be refieoted in incre&tad 

purc:huiD& power, and conaequ.ently dec:re&aed requiremnta tor Pederal 

r elief expen41 tur... Banlc debi h and new suto1110b1le rectotrationa 

h&n been aelected aa p:-obsbl7 .ore indicetiYe of purchuia& ponr 

tlw> l\ft7 other buaineu d&t&. Theae hAYe been c:onnrted into u.d.exee, 

and in thie for. sre ebo1111 in Ch&rt 15, att&ohed, in OOIIIP&rhon with 

t!le per c:spits index ot ••rpnCT expend! turaa b7 repone. 

Buoineu did &how an &ctual impronMnt lo.et yeo.r, &a meaoured by 

theee two index.oa, in n e17 one o! t he pographic dinaiono. Aa r ... 

floc tiD& purellaa1Dt: power, it h poaaible that the bank debita index 

~ not be w!>oll7 accurate, aince tbe increue C1J3 han been i rlflueneed 

by changes in price lnela, which affect l1Y i ng coata, and to eo.i 

exten t by the vol1Uie of OoYertll!Mint reli ef upen41 turea 1 taelt. '!'he 

Ulll& ce.nnot be a&id of the increo.eed llUIIber of antoaobile regietra­

tiona , however, which can h&r417 be interpreted in ""7 other w&T tlw> 

118 refiecting an iJopronMnt in IICtual purch&aia& power. 

One ebould theoreti~ly expect relief eltp8nditurea to decline 

'"now O&T regietrati one and bank debito riae. A• !lbo1111 in thia chart, 

bo..avar, the reverao ~ .. been the caae. Elcpen41t'llrea for the preaent 

f ioclll yesr abow an incre11a• in !Ill regions, except th&t in the llew 

Engl.!IDd &n4 south Atlantic aror.a tho inore&oe he.a b .. n negligible . 

'l'he hisheat inbx tor now cero ree;iatered laat yelll" waa in the P,.cific 

Statftt, ye t tbnt reeion ohon tbe hisneat per c~ita e .. rpnoy e:q>el:l-

41 tur .. , with t he "xception of the llountr.in ree;ion, where the aitu&tion 

io o.bnor8111. The h leheat index for b&Dk debi ta , bowner, 1a in the 

South Atlantic region, 10bich ...ccorda, ,.. ahould be expected, with the 

lowe at per ~it" expen41 turea. 

An indico.tion of purch&aia& power in the BQienlturlll oectiona 

1a proYided by t he Departll8nt of J.cricul t'llre in ! ta 7-'bli abed eati ­

lll&tae, b:y Statu, of receipt. f rom the allle of f !lrll produch. !lleae 

figuraa ·for the V&rioua rectono are abo'llll in Table nil ' ~ 24, for 

the yesro 1932 to 1936. It will be DOted that ""•1'7 regioa abon 

sn increaae in receipts fro• fal'la produoh except the 1reat South 

Central region, 11111 eh """ aerioual7 sff'eoted b7 drou\h . 

COpcl.u•iont 

It would aeeo well to h,_,.. "' bror.d curvey 1184• of' 7e4eral expen-

di turea uaed for the parch&ee of' •terillla of 1111 ld.Dda , wi \h the fol­

lowinc obJecta: (1) 'l'o deterlline which 118ter111lo ..... purch&aed iu our­

t1cient volu.. to aubatantiall7 affect ll&rket COD4i tiona, and e"'Plo~ot 

i n ind1Yidual induatriee; (2) t o &Del71e preeent e.n4 proepecti •e 38rk8t 

condi t1ona for tbeae Ol&hriala in the lisht of Jederal requ.ire•nta, to 
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determine a purcbaaill& procrem moat noarlT in accord w1 t.h t.he public 

interest; (S ) to atuq t.ha •teriala utoe4 in ftrio... iypea of Qo.,..rlllllel1t­

! 1nanced projects , with a Ylew t oWftrd aelecttDc projec ta each Je&r 

that will best !H '111l8111PlO)"'D&&lt needa and market conditione in t he 

ln.duatriee wpplTlng t.heee •terlale; (4) t o atuq 'bo.alne .. conditione 

t<nd lllltll!Pl07ment 1n t.he di!!erent aectlona o:r t.he cOIUitrJ, to proTide 

an eq.U table be ala for t he dlotribution of relief expendi turea and !or 

the abltU.~~& of t.he trom recton to repon accordiJI& to .artaUona in 

emerce~ needs. 

In w.ch a nrTeJ, all OoTe.--nt purcbaaea, direct and indirect, 

should probeblT be conlldered together. ~eae WOIIld include: (1) 

Regular departmental purcbaaea. t.hrougb t.he Proeur-nt D1T1e1on; 

(2) lortr!¥ and llt."7 purchesea; (a) direct Gonnu:~ent relief purchases, 

handled through the Procurement DiTiaton; (4) purchaaee ~ independ­

ent contractors on J'ederal projects , reported to the Bureau o! Lt\bor. 

In addition to &llf tangible benefits that mlCftt be acc~liabed 

through euch a atuq, a faToreble public reaction toward the cono1deJ?.­

t1on o:r plane !or dietributl~~& G?Ter=ent purcbaeea more in accor<lance 

with indus trial conditions can probably be ~acted. 
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Tabulation of Government Purobaaea by Claaaea 
for Jiaeal Year 1936 1/ 

Juol; gaaoline, coal oil (fuol) 
Office equipment , typewri t ora, etc. 
Motor vebielea; aeeeaeoriea , etc. 
l'urniture 
nect ric apparatus and acceuort .. 
Stationary, bags , paper, booka, etc. 
felopbone aerviee 
Inat~enta of precision 
!lectric aerTice 
Drr goode; textiles, eoveringa , etc. 
J'ooda; groceries, ice , proviaicna 
Roapi tal-apparatus , aceeaeoriaa 
Ao1da; cheoicala , drugs, ao~. etc. 
Oils (illuminating and lubricating) 
Lumber, borTels , boxes , etc . 
Building material , brick, atone, etc. 
Tool a, machine 
llachineey nnd equipment 
Toole, band 
Rope, wire, and wire , bnre 
Psinta; paint l.neTodienta 
118r4ware (builders' general) 
Bal.l.,ay, clock, :rard, fire appe.ra tua 
Pipe, tuhea, tubing (aon-fiexible) 
!oilet article• and aeceaeoriea 
l orase: bulbs , trees, seed• 
Booka, blueprinting, mapa, paper, etc. 
'l'extile-clothing, knitted goocl.a 
Pipe fitting• 
-'8rieultural iJ:JPlemento, parh 
lliaeellanoous nrTicee 
Tnble.,are-alumiUUJD-1181"8, gln.ao 
B8~aa, inaigni a , met ala , etc. 
Metal in bara; metal i n p1atea and aheeta; 

metal abapea (anglee and atructural) 
Leather; belting, barn•••· etc. 
Bake ebop, kitchen utenaila 
Ccrd&ee: hemp; jute ; oalcua: etc. 
Daaketa, boae, paeklng, eta. 
Broo~>a, bruahea 

$ll,li01,474·79 
9,882,074.44 
6,915,461.23 
4,2S9,8li0.63 
2,274.351.07 
1,803,268.50 
1,6os,398.76 
1,396,200. 73 
1,19(),451.81 

862,015·50 
807.366.91 
506.318.66 
504,866.53 
lillo,590·26 
368,157.73 
357 ,619·36 
310,029.21 
288,461.96 
224,472.116 
217 .299·22 
211,536.72 
161,071.111 
153.914.72 
150,247 .l!o 
122,978.80 
115.544·45 
110,102.17 
107,1174·90 
105,5115·53 
85,395·" 
83,069.20 
711.940.611 
73,157.58 

70,422.97 
63.718.45 
6J,000.06 
511.484.27 
52.535· 71 
46, 590·39 
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fable l 
(Oontimae4) 

Tebiol .. (.,.,., ud band cll'aWD) t 
.lthlet1o ..,al,...t 
Duok, OlaJiftJt , teatap, eto. 
Capa • ba'\8, slcw•• , W!IIIIG' a .tUna. 
Elootrlo .. b le IUid wire (1uulate4) 
Fire-ourtao1111 and 1Doulat1111 material 
;robaooo-produotll •d oupplho 
Bathl'o<ll•tollet tlxture11 par-t• 
Bolte, mrta, riT.-tl , aor ... 
.lrtloleo ot opeolal Yalue; bulllou, 

j-!77 • .to. 
.&r.o, -11 a ud aooeuorloo 
~t1011, blaotl~~&..app&ratu.l 
P~o • bulltiiiC 
Papo acl th.tr parte 
Boote, •hoe•, l eather IUid l'Ubber olothlas 
Boate 
Lightl~~t; app&ratlll (nonolootrlo) 

aooeeaorle l , eto. 
Boller• aad oeclaeo (p.,.. .. -plant) ( ohip), 

aooeaaor1••, e to . 
llulloal u..v-Dt•, aullo acl parte 
Radio aad oound llpal app&ratu.l, eto . 
<>nuo, ~ ...... d ltoftll aooouorlol 
~e IUid u u11as, tmCJ>t 
!~~&lao r- tittiiiCI , tooll , .to. 
Subarlu •torlal 
Boat mel ohip uteDOlla 
Boat and ohip tlttlas• 
.ln4horo, uobor ohaba, eto. 
Blallk tbl'lll 
Boiloro IUid uacin.. (boat pCIWr) aoo .. oorleo, 

pane, eta. 
,_,.,. ... ,..... ... a oooaaorlol , ·-· 
Blool<a 1 l'l&ebc 1 a-ooaol'lol , .to • 
Li....ato• 
ladh1cl•1 ..,.t,_.t ( tlol<l aad laadliiC tbroo) 
.llrorattJ ae..-otlo apparataa , aoo .. ool'lea,-. 
a,.. ... .......... ao-101'100 
lliuiJ ... tal torpoclOH, .to, 

u ,!HI:t.u 
ao,Tee.u. 
18,811.70 
aa ,11~ • .e 
M,2Tl.OO 
18,2811.88 
11,~.18 

111,29?. 9& 
l&,IISI&.H 

13,218.111 
12, &SISI.U 
10,111. " 
10,011&.01 

t ,&lll. l& 
e,ua.SIO 
t,l8&.00 

T,T89,1t 

7,11&1. &2 
II ,MT.Il 
a,oa1 • .e 
t ,VOI.H 
4,1lt .82 
2 ,0l1 .M 
1 ,004.&0 

eaa.u 
1118.00 
toa. tl 
212.57 

111.14 
ltT. M 
ue.ao 
n .oo 
TO.OO 
11.00 
11.114 
lT.Tl 

'" ,eoa,oee.n 
J/ X..l ..... ,.....a.aa .. ~ Proec ••• Dhill011, .,.. -bt 

u4 e..v.n, aa4 Jl'll'OII&Mel>T _.,.,. ~.-. u4 
ootabU~a. Wlller t el'la ooatraoto oxoout..S b7 tho 
Pr0011N111Dt Dh1.11-. 

loa .. , PlMuwsrt Dlrietoa. 
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Col:liiOdi tie I 

l!u.ildiM material!! 

llriek and tile 
Cement 
J.wa'ber 
Paint IO&teriale 
P1W>'bing and beat1114 
Structural steel 
Bouee 1Urniab1n&• 

Kttala and netal produpta: 

Jericultura1 i~1eMente 
Iron and steel 
llot or vehiclee 
Uollferraue Met&ll 

1'ext1lee and elotbiMI 

Clotbing 
Cot ton goode 
Silk and rqon 
Woolen and woreted 
Boote and aboee 

Mitcellpnern: 

Bidea and aldne 
lli tuainoua coal 
Petroleum product• 

- 19 -

table III 

Source: llunau. of Labor Stathtice. 

hreent' of 
al1- co.-odit7 

index 

107·9 
106.6 
107.8 
103. 6 

. 
97-6 

105. 8 
39·0 

107·9 
117.5 

133·1 
112.9 
68.5 

h'bl'UA%'7 1937 

Percent of 
1929 anra«e 

price 

96·5 
1o4.o 
105-5 

87-9 
81.5 

106.7 
93·9 

93· 6 
92-4 
41.9 

105.4 
95·4 

102.0 
106.7 
82.9 
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!able IT 

Priceo 

Oo11110d1 t1 ea 1937 

!larch 25 I J'eb. 25 I llarch 25 

Texti le a a 

Cotton, ai41 g, Qa1Teeton 
Print olotbo, JS~ inch 
fool, terri tory tina , :Booton 
Silk, crack tlouble extra 

Pi~: iron, no. 2 toundr7 
Steel baro, Pi ttsburgb 
Copper , eloot rolytic, Conn Valle1 
Zi nc, J:a.ot St. Louie 
Lead, pig , New York 
!in, Stro.i to , New York 

Coal AA4 Oil I 

Coal , bi t=hous, Pa. , ...,ltduo 
Petroleun, crude, ~:&Mao , Olclehoo::a 

llhcellanequfl 

(Cents) 
• 

(Oente) 
• • • • 

Hideo, hO&T1 nat1Te oteero (Obicaeo) (Cento) 
Rubber, plant ation • 

Woo47 1o price index 
oToUJ'D&l ot Ooamerce index 

11.47 
'H/16 

• ·93-·95 
$1.82-1.157 

$19·50 

J:;{ 
4.9Q 

4.6Q..4.6z 
47 

$2.55 
$ .94-1.18 

\ 1J 
1~15/16 

169.6 
134·5 

12.77 
7- 5/S 

$1.12- 1.15 
. 1.94-1·99 

$20.5Q 
1.~~ 
6. 80 

7·0<>-75~ 

$2.IJ?-2.6o 
$1.96-1.30 

16 
22 

14.12 
8 

.1.12-1.15 
$2.03-2.08 

•24. oo 

2i~ 
7-50 

6.9~·00 
1/15 

$2.1J?-2.6o 
$1.o6-1.JO 

224.2 
175·0 
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.... ~la4 .•• 
¥1441• AtlaDtio • 
Jut Borth Central 
'feat Bo.rth Central 
Sauth AtlaDUo 
Jut Sauth Oentr&l 
w .. t South Oentr&l 
MoataJ,B • 
Pac1t1c 

- 21-

'fablel' 

Jp. 1. 19i6 
122.~ 
ll9 .4 
ll9o3 
111o.s 
ll6. 5 
123.8 
144.5 
138.6 
122.1 

127.2 

Jp. 1. 1931 

1o6.1 
97.4 

100.8 
136.9 
99·2 

1oa..8 
129·9 
120.1 
lll.S 

1ll.~ 

lgtu rmrting lamtt relatht l"l!!!plT ot 
tap }abor. Jf!lllltt 1 . 1937: 

•• braaka • • • . 182 
Sou th Dakota 167 
Ok' •hoaa •••• 162 
~- ...... 158 
Borth DakiOta 152 

M1aaour1 ••.•• . 1~2 
Koutena .••••• 133 
!e.zaa .• . •. .• • 132 

Stattt r!pOrtta< !!',lttt relatl!J rapplz ot 
fan! la'bor. iNrMn 1 . 19371 

M1cb1pu , , . • 119 
Ohio •• ••• •. • 93 
l'llllllt71 'IUia 94 
South Oaro11Aa 96 

Bew l er••T •. • • 97 
Tel'IIOilt .. . . . . . 98 
Borth Oero11ua 99 
Oaorcia ....... 99 

lJ "BelaUn ""PP17" 1a a ratio ot the reported RJPPlT 1u 
per-t ot aonal to the reporte4 "-4 in perc.t ot 
IIOnal.. 
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! e.'ble VII 

Index of Per Capit a lmergency ~enditurea 

l1n1 ted Ste.tee e.veraee 1934-1936 • 100 

(J'iaee.l yee.ra) 

1933 1934 1935 1936 

u.... J:nsl.end 10.14 64.96 74.06 100.15 

lUddle Atlantic 1·156 64.46 97·48 116.815 

!tl.et North OentrBl 10-99 84.86 82.69 100.46 

Wea t North Central 17·54 911.18 152.96 93-26 

South Atlantic ]J 16.49 81.22 98.76 112.11 

Eaat South Central lJ.4o 83.08 120.71 89.01 

leat Sout h Central 15.25 150 .51 128.46 82.27 

l.!ountain 52.19 166.71 303·29 257.150 

Pacific 19.67 81.26 118.62 157· 34 

l1n1 ted States 14. 13 81.150 111.61 lo6.62 

]J :Excludi ng Dietriet of Columbia. 

1937 

101.715 

126.91 

116.30 

150.25 

83.43 

103.14 

107.86 

267.63 

16o.s6 

122.69 

Sourco: Computed from data w;pplied from Div1a1on of 
Aeeounta and Depoeite. 

' 

• 
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fable VIII 

Bece.ipte from Sale ot J'al'lll Produ.ota 
1nclu41Q8 Rental and 3enef1t and Soil Oonoerration PS¥m8nto 

(1n m.1111ono o! dollaro) 

1932 1933 1934 1935 1936 

lln Encland 145 147 167 178 202 

111d4le .ltlantic 381 4o1 472 519 5SO 

Enat North Central 787 881 1 ,059 1 , 317 1 , 508 

Weat North Central 1,039 1,174 1, 511 1 , 717 1,933 

South Atlantic 4o1 514 718 735 746 

!not South Central 267 312 428 478 492 

West South Central 509 690 772 821 796 

llountAin 246 280 381 462 476 

Pacific 46o _!ill _221. 113 m 
Grand Total 4, 235 4 , 872 6,108 6, 94o 7.507 

Souroo: Department of .Agricul turo. 
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The report on raatrictiJI& Jedaral purchaaa of mhriala , i n 

industries ebowinc apeculatiYe 1Dcreaaea, ia e~callant, ezcept tor 

the ~eation t hat euch purchuea aboul4 be related to t he une:~plo)'­

ce:>t altuation 1D the tap&rllte Statea. 

The diocuaeion of uneo:rplo,.,...nt by re4:iona 1o not tboroucJ> enoucb 

t o Jua tlfy the recomman4ationt made . The otnt1at1ce quoted are not 

eubatDJtt14l. enough to juotity the interpret!\tiona placed on thea, The 

uae of t h is :Dilter1al waakena an otherw1ae excellent report . 

I suggested that the report woul4 be gre&tly etzoen&thanecl i f 1t 

atopped with n diacuaaion of prices, -teriala, and purchasing, with 

110 reference t o uneo:rplo7'1'ent. The reoe4y for purchaaeo o f opeculati'ra 

1118ter1alo under tho worlca progra-a is indicated 1D the report - when 

analye i a of genernl bualneoa conditions showt that certain 1Dduetriee 

nro out or line, a warning can be 1aaue4 to e.ll OoYel'llll'ent a<:enciea 

j~UZ'Chaaing throueh Proc:ureaent Divialon to roatrlct purchaoea 1n thou 

l1nea. Di r ectora of work• pro~a ce.n be a4'tlaed to eliDlnnh projac'­

calling for epeculati'ra oater1ala aa rapidly aa poaaible and ehift 

e:ploY=ent to other typaa of projecto. 

Th1o 1& a highly construct i ve ouggootion. It l a weakened, rather 

than atren[;thAined, by tha Additi on of e~:~plo7Dent data which 4o DOt 

... t the problt .. 

federal pol1C')' concerninc purchaaea of ahal coul4 not be related 

to the une~loyment aitustion on a recional ~11 ~Yen if lnfor.atioa 

were aYailable. Decia1one about further purche.•e• of et11l .a.t be 

related to t he total p i c ture of the ataet 1a4uatry, or to price 
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relntionahlpa ~t .. en at .. l and other co..odltlea, on a national 

W.oia , not to t he OIIJ)lo;raent lltl~.atlon in llontAG& or Borth Carolina. 

Over atimulation of ia4uatr1ea bJ Oovera.ent purchAaing or 1naqual1tioa 

ln the price atrueturo are 118tlonal, not local, probl-. 

!he queotion of ennti~ng a Oovern.ent co&atruetion proJect 1n 

C&lltornla could nnt be decided at.ply on t he bash o! index llWibora 

ot ateol price• and local une~lo~ent. !ha need tor the proJect ia 

not determin&d by el ther a teal production in Cn.l1:!'orn1a or by unemploy­

ment in Calif ornia, !he labor for large proJecta eoseo :!'rom n terri-

tory far baJQnd St&te linea. 1'he final deciaion to continue or dla-

continue ouch a project would probably be =-de on an tpgigoariv bash -

or co=it::ento already a:lde and loaaaa 1n1'ohed in suapanaion of woz4t. 

llcduction of oteal purch&••• would prob&bly be lllllde by ell:al.nnting naw 

project s in Louiaiana or New Hampahira. Any &rtl fici&l ei mplificat ion 

of t he iscuea would yield "benefita• aore apparent than real • 

• • • 
Jollowlnt; are a few r.oeelfic cr itlchu of the eiiJilo,...nt &nalJaia 

ao gl1'an 1n the report . Jo reviaiono in the report to meet t he f ollow­

in& obJection• would aake the dlacueeiona adoquata bace.uoe t he criti-• 
cioma are illuatrativa of a much larger numbor of obJaetiona, 

10' reco:mendatlon on the report -• apeo1!1e - that no emploYI*lt 

atatbtles are adequate, &a4 that inadequate d11caaa1on eened OnlJ 

to lnc...aaa the contaaion 1n a highly contaaed 11tuat1on. 

'l.'he beat f1prea in the report are the eiiJ)l OJOIDt lndeua of t he 

Bureau of Labor St&t11t1ca. !heoe 1ndeua are on tna whole eseelleot 

for aeparate lnduatriea, althoU&b aoae of t he iDduatriea are weako 

AutoDObilea and te~ilea are probably good but the clothing induatriea 

&rl all ~te. 
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Luaber 1a probably one of the weakeet 1Dihutr1ee, because the 

r~ortinc ayetem 4eal• only with ta1r- eise4, Will eetabl1ahe4 tlrme. 

In the l'W>ber ln4uetry there il at pre .. nt rapid 4nelopMDt of •tully 

allll' 1n the Southern Statu, where two or three t..Ulee pt a port­

able eaW"aill ODd cut wood tar tro• coclal eecurl ty and factory 1Depec­

tlon, an4 &lao f..r fron etatiatlcal reporte. !bey are tB!da.c blula .. • 

away from the ol4 tlr:~e because their o"e rheo.4 1a low. !he low lliJlloy­

ment index for reporting firma in :he aawmlll ln4uotry mAY reflect DOt 

unam.,lcyment but mert'l:V t he trnnafor of blulne .. froa well- eetabl1ahe4 

reporting !ir21 to ea&ll irreeponalble onee. 

Ia !lew Torlc State, where we ha"e ha4 co~~plete experience with 

three bualneae cycle• (aad where thia aethod of nplo;ymeat 1D4e:ae 

wne invented), we toun4 t ho index method la at lte weakeat in t he rlllDC 

phaee of t he buolnoea oyclo , because ao many ~ee are taking place 

in the character of 1.n4uatey that atotilt lcal reporh could DOt catch. 

!hie is the beet mter1al uaed in the report. .Ul the other 

fi~e• are ~ch weaker. 

In !Iathan • a eet1-teo of unnplo71Unt the b11t fi~o•, co.,. ring 

about one-quarter ot the worlcere, aro deri-.e4 fro• the BLS. Hie other 

Mterilll , (exc~t that of ~acturing o.nd ra11roa41) 11 much weoker 

than the BLS roporto. Hie eati&atea are uaetul u a pneral indu of 

t r end only, and they too crow 1Dcreaaincl:V week in the upward pbue of 

the buaineea cycle. 

llgurea quoted !ron the tJ. s. lllplo)'MIIt S.rrtce ~d entirely 

on t he efficiency of the eeperate State adainlotratioae in ~1nt&inlDC 

their card tile• in order . !hie ia DOt a bull tor allocation of 

OoYern.nent funde. 
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J.c:cordln& to tbdr !lcurea, l'elUUiylftnia bu .,re uneaployacl tbu 

!low York Stnte. Ca;aiiAl 1napect1on indica he ei tber t~t the report 

contused figuree for Ilea York City and llew York Stnte or that reglnt~ 

tion in New York 1a nbnormlly low, Since the llew York e~lo)'Mftt 

l)'ate;o baa been in continuoue operation Iince the 'forld 'far thla 1a 

DOt likely. !be ftl'iatioM are probably duo to inco~~Plate regiatraUon 

of IIPA. worken, Penne7]."""1" fig......,e indicate thllt the office• baTe 

not cleaned their cnrd !iloa. 

To allocate tunde on aueh c. blu>ia would only onco\U'888 Statu to 

pad their fUea. Thb 1a t he b:l.sic di!!icul ty now in •relief roll e. • 

The reeiollal .. u..,.tee Wled b7 l!r, llfto&it coabine tha llatbu 

ect~~tea of une.~loyoent with the U. S. ~loyment Sel"'fiee reeietra­

Uona , wltiplylng the weakneacea of both. 

!he report talteo no a.ocount of need duo t o other fact or• than 

unemployoent, ouch a• low inco110 or the aociel cauoea of dependency, 

It also tcltea 110 account of labor aigraUon. 'l'he wbole problea:~ 

of unel!lplo,..ent in tho Phtrict is n problea:~ ot migration. The DUDber 

o! joba increnaed u ently, but the nu•iber of new workers who """" in 

incrcc.eed aach !astor. !he Cll.lle thine 11 true for t he Sta te of 

~nehlngton be~e drought famlliea are co~in« !act from the Dakotne . 

In Ccllfornia, t ho aigration is detenoined by Hollywood and the cl1111\te, 

• • • 
The otaUoUca of the BLS, the tl. s. !llployaent SerTlce, All4 

llathM ' o estaatea are all coapUed care tully •Hh :3'.tcll hard woz<c &lid 

a high d8b-ree of inteertty. The limlt,tlona are una~ldable. 

These agenci" ha'fe obown great reatr&lnt 1n not dranno .,r• con­

Cl\l.llionc about unemployment than tho qUality of the lllltorial would 

,1\atify. 

~rll l, 1937 
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Cal l ed on the ~resident. Gave hi.m a copy of Boas • 
report on selective s pending. The President was very much 
i nterested unci told me that he had been thinking about doi ng 
somet hing along these lines. He feels that i n order to ac­
complish selective spending we would have to get le gislation. 
I do not agree with him. He sai d ~rk bullivan would accuse 
us or adopting a policy of collectivism. He also suid it 
would be difficult to tell a town that they could no t lu<ve a 
steel schoolhouse. I said, Yes, but you would tell them that 
t hey could have a brick one . 

I pointed out t hat last year the Government spent 
;t;;!>o, ooo, ooo for s teel exclusive of the ••avy und there was 
no possible excuse for spendi ng more money for bridges at 
this time . He suid, Viell, have you not noticed that I have 
not been appr oving any more bridges and I sa id, I hove not . 
He wunted to t alk about this ut great length and I begged him 

t o let me get on to the bond question, which he did . 

I told him about Eccles • visit last night . Then be 
showed me un article i n the llall Street Journul which cl aimed 
t hu t the Federa l Reserve was only buying one- t enth as many 
bouds as it lu<d formerly. He said , l•ru.t is the 'matter with 
them? 

I told him that Eccles lind I would most likely have 
a plan to submit to him late baturday; that I thought it 
would work, but I was not sure , unless he sai d something about 
the Budget . I told him that due t o Eccles• articles that 
the s potlight bud been put on the Government i n connecti on 
with spending, et c., and that if our program fulled then the 
entire spotlight would be exclusively on him and I strongly 
urged him to s ay something t his morning st his press conference. 

I told him that in my heurt I di d not know how he felt 
about spending. He did not answer me, but he said that he 
would announce at his pr ess conference that he was asking Bell 
t o give him a revi sion of the Budget picture and t oot be would 
include this i n his message when he sent up his request for 
r elief money. 

I told him that we estimated we were orr i!>OO, OOO, OOO or 
$600, 000, 000 i n our revenue between now and the firs t or J uly, 

Regraded Uclassified



173 

- <:-

so he said, It is perfectly ridiculous . Belvering told me 

we would only be orr i3:>0, 000, 000 . Not havi ng seen Helver i ng •s 

fig ures I could not answer him. 

Be then asked me t o call up Bell and f ind out how much 

less we 1·:ould spend this year th!.n our estimat es and Bell told 

me about i <:OO, ooo, ooo, or tha t on that deficit , according to 

Bell , we would be off between $400, 000, 000 and $:'100, 000, 000 

for the year endi ng J une 30, 1937. 

I told b1a t here was not much we could do about r educi ng 

expendi tures for the balance of this year, but we certainly 

could do something about next ye~<r , s uch as impounding funds . 

Be t hen told me that i n his t~<lk with Bell r ecently that 

Bell was much more worried about this fiscal year than next year 

lind I told h.1m t ha t I did no t t hink t ha t wa s correct. That I 

j us t left Bell and tha t Bell had agreed with me t hat we could 

not do much more ubout t he s ituation this ye~~.r but we could do 

somet h i ng about next year. 

I wa s very quiet with the President, but forceful . I 

tried to push h.1m and I do feel that I made more of an impression 

tod;.y than L hhd i n some time. 

He s&i d , VIe will send the f i gure up for $1 ,:>00, 000, 000 

for relief and t ha t ought to last us for next year. But , I said, 

you will s11y so, Ur . President , und he sai d , No, I will not. 

Tnen I r eplied, That is part of the troubl e . I said , What I 

r.ould like you to s .. y is that when you have t,he figures for next 

yet.r we wiLl adj us t the Budget pi ct ure so that the net defi cit 

for 1937- 1938 will not exceed the figures that you sent Congr ess 

in J &nuary . 

I t hen stayed with him while he shaved and he seemed very 

much amused by the fact t ha t Lord Tlreedsmuir did not t oast t he 

heul t h of t ne President lifter the Pres ident gave a toast to the 

King and he said , Both the Anglish and the Canadi ans were very 

much dis turbed about it. I told him that when I was a t Hull ' s 

for lunch, Rull toasted both the King and t he l;anadi an people 

and Lord Tweedsmu1r did not respond with a similar toas t and the 

President said t hat he Jus t could not underst and it. 

While I was waiting to see the President I told the whole 

thing to oteve Early and his only answer was, If t he President 

t ells Bell to lllll.ke this survey and Bell s bows t bl.t we bl"e sbor t 

of revenue , then the President should go t hrough wit h it and do 

something, but he should no t a sk for the survey unless he ex­

pects to do somet hing . 
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The Chancellor of the Exchequer has received 

Worgenthau ' e important meaeage with the greatest 

interest. He has d i scussed it with the Price Yinister and 

the Pl:lreign Secretn.ry and w1Bhe11 to 11 ay how warmly thet all 

three appreciate tbia evidence of Mr. llorgenthau' a and -

011 they understand - the President ' 11 cameat desire to find 

oome way in which the United Statea - possibly in conjunction 

with the United Kingdom - could help in preventing the 

outbreak of another wor. Beset na they are with the 

d1ff1cultiea and rieke inherent in the present political 

situation in EUrope, the Chancellor and hie colleagues have 

g iven their moat anxious consideration to this message. 

I n order to arrive at a proper appreciation or 

the possibilities of everting war it is necessary first to 

consider where the ccnace lice, and What ere the causes 

which keep it alive. These causes ere both political and 

economic and it is sonetimes difticUltto disentangle them 

trom one another . But Mr. Korgenthau i a undoubtedlY right 

in saying that the needs of armament progr ammes are 

responsible tor a good deal of the economi c troubles in 

EUrope and those pregra-• are r.t turn t ile r e suJ.t ot 

political cona1deret1ona. 

The main source of the fears of 'IIIli' 1n Europe 1e 

to b e t'ound 1n Gcl'tlm!Y. No other country, :JOt Italy , since 

she heo her honda t'U11 with the teak of consolidating her 

Abyoe1n1an conquest, not Rueeie with all her mill tory 
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preparati ons , certainly not Prance, England or any of t ho 

smaller Powers, i s for a moment credited 17ith any ae;greooivo 

dooie;ns . But the fierce propaganda againot other nations 

continually carried on by the Oerman Press and wireleoa 

under the inatructiona of Dr. Goebbelo , the intensity and 

poreietence of Gercan military preparations , together with 

the many acto of the Oerman Government in violation or 

treaties, cynically justified on the ground that unilateral 

action woo the quickeot way of getting What they wanted, 

have inopired all her neighbours with a profound uneasineoa. 

Even these isl ands Vlhich could be reached in less than an 

hour from German territory by an sir force equipped with 

hundreds of tons of bombs co.nnot be exei!IPt from anxiety. 

The motive for thia aggressiveness on the part of 

Qercany appears to ariae from her desire to melee herself eo 

s trong that no one will venture to withatand whatever 

demands she may make whether for European or colonial 

territory. 

With thie intention in her heart she is not likely 

to agree to any disarmament which would defeat her purpose. 

The only consideration which would influence her to a 

contrary decision would be tho conviction that her offor ta to 

secure superiority or force wore doomed to failure bT roaaon 

of the s uperior fOrce Which would meet her if she attempted 

aggression. 

It 1a because or tho belief that British torcea 

would be available againot Oerman oggresaion that British 
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rearmament plans have been welcomed by so many nations 1n 

Europe \91th a sigh or relief, ond it they still reel anxious, 

their anxiety arises trom their doubts whether this 

country' s rearmament will be adequate or will be completed 

in t ime to act as a deterrent to Geraan acbitions. 

This being the situation in Europe as His 

Wnjesty' s Governcent see it, they have no doubt whatever 

that the greatest single contribution which the United States 

could make at the present moment to the preservation or 

world peace "ould be the amendment ot the existi.'lg 

neutrality legislation. Under this legislation en embargo 

would be imposed on the export from the United St ates ot 

a rms and munitio!UI, irrespective or whether a country is an 

aggressor or the victim ot en aggression. It is obvious 

that the existing neutrality l aw and, a fortiori, any 

extension or it so as to inclUde r aw materials, suits the 

requireoents ot a country contemplating an aggression, Which 

can and would lay up large otores or war materials with the 

kno~ledge that its intended victim will, when the time comes , 

be precluded from obtaining supplies in one or the greatest 

world markets. The l egislation in its present form 

constitutes an indirect but potent oncourage~ent to aggreosion, 

and 1t 10 earnestly hoped that some way moy be round or 

leaving autr1c1ent discretion with the Executive to deal 

with each case on ita merits. Kr. Chacberlain realises that 

this question ie, apart from its international aspect , s 

matter of docestic controversy in the United States, end that 
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it may well be impossible tor the U. S. A. Government to to.lce 

ouch o step even it t hey desir ed it, but in view or 

llr . llorgenthau ' s request tor the Chancellor • s views he hoe 

thought that the U.S. A. Government would wish to have them 

expressed without reserve. 

question. 

There is however another aspect or the same 

J apan 1n the Per Eoet i o another Power with 

tor- reaching ambitions which attect the interests ot this 

country in that region , not with the same intensity os 

those which touch her very e x1atence, but in highly 

important respects . The etrein upon our resources i s 

therefore seriousl y aggravated by tho necessity or providing 

tor the protection or our Per Eootern and Pacific interests , 

eopeciolly as the most tovouroble moment for eny enterprise 

in that region injurious to our position there would be 

precisely when ~ were engaged 1n hostilities 1n EUrOpe. 

The conclusion or the recent oercan-Jopanese agreecent i e an 

indication, if one were needed, that if we were seriously 

involved 1n Europe we could not count even on the neutrality 

of Japan. }~:;thing therefore Whl oh ~~uld tend to stabili oe 

the position in the Far F.nat would pro 1!!!:!!£ esse our position 

there and safeguard us D.Boinot added embarrasst!lent 1n the 

event or trouble in Europe. 

The advent of the new Government 1n Japan aa:; 

herald a change of attitude, and there are other eigne that 

the Japanese may realise that the recent trend of their 

policy has not been to their advantage, ond that they are 

contenpl a ting a change in t he direction or better co-operation 
Regraded Uclassified



180 

in the For East and with the Powero which have great 

inter ests there. We would therefore welcome en exchange 

of viewo on the possibility of taking this opportunity to 

try to put relations between the U. S. / . , J apan and Great 

Britain on e footing that woul d oneure harmonious 

eo-operation for t he prot ection and development or their 

reepect ive interests. 

Although Hr. Chamberlain believee it to be true 

that the political acbitione or Oermeny lie at the root or 

t ho economic difricultiea in Europe, he is by no means 

blind to the sdvisability or t ry ing by all pr acticable means 

to ease the economic situation, and in various dir ections 

HiB Llajeety ' a Government is now engaged in exploring the 

poosibilities of finding soco r elief. The conclusion or 

a comcercial agreement with the U. S. A. Government would in 

the opinion of His ltlajeety ' s aover,-,ment have tar- reaching 

errecta both by i ta pr act i cal advantages to the two countries 

and by the exampl e i t would set to others . FUrthermore, 

the St ate Department wi ll by now have been inforced 1n 

confidence by Il. ll . Ambassador of o stop which Hi e t!ajeety ' o 

Government contempl ate taking in concert with the French 

Government for the purpose or exploring tho possibi l ity or 

securing a relaxation or quot as and other ree~ricttone on 

international trade. It is proposed to invite the Belgian 

Prime UL~ister to undertake for this purpose prel icinarY 

investigat ions 1n various EUropean capitols , end possibly oleo 

in the Uni ted States. u. van Zeeland has expressed hie 

willi ngneos to accept thie mission , 1r invit ed, and would 
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propose in the first instance to ask w. Frere, the Belgian 

eoonomiat, to make the first unofficial enquiries . 

In connection with economic quest i ons, there is a 

fUrther metter that should be mentioned. Dr. Schecht laat 

autumn had discussions with French Ministers on a number or 

topics and hae more r ecentlf exchanged views with 

Sir P. Leith-Rose. The subject utter or these 

(ond eo far es His Wejeatf'e Government are concerned, the 

f act that the discussions have taken place at all) have been 

and ore for the present to be kept secret. It is possible 

that these conversations may lead to more formal contacts 

with the German Government through the normal channels. 

Thie question is still under eoreful consideration by His 

lolojesty ' s Government, and if no proereee hae been made up to 

date, it ie because the matters roieed by Dr. Schacht hove 

concerned not eo tnch purely economic I:Ultters, with ..nich or 

course he 1e tully qual11'ied to deal , but rather tiBttere or 
wider political scope, more particularly the retrocession or 

the ex-German colonies, which bevo necessarilY wide 

ramifications. 

•~. Chamberl ain hopes that this frank exposition 

lllllde in response to l.lr. l!orgenthau ' a message mey prove httlpt'ul 

1n olerif71n8 the position and shoring how it i s regarded by 

Hie Wejeety'e GOvernment. He earnestl y true te t hat eo.o 

or collaboration mey be r ound possible between our two 

countries since he 111 prot"oundly convinced that al.80et any 

action common to thea both would go rar to restor e con1'1dcnoe 

to the world and avert the menace which now threatens it. 
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to anyone . (B) PARIS 

Secretary of State 

\'tashington. 

430, April 1 , 5 p . m. 

FROll 00 CHRAII . 

Dated April ~ · ~937 

Rec ' d 3:37 p . m. 

(GRAY) 
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\7ith llew York offerinG dollars, 11ith some repatria­

t ion of €1-•.ror ean oapi tal from the Un1 ted States and 

with Dan:c o! England making available at London another 

import ant lot ~f (S)viet or other) gold at a price 

which will lead to its export to New York, dollars 

are plentiful here today. French 1'und acquired some 

s t erling as well as dollars . There is less tradi ng 

in Belga which currency has been weak due partly to 

risk, althou8h slight , which Prime Minister van Zeeland 

has taken in entering el ecticn race against Rexist 

leader Degrelle . French rentea down 50 to 85 centimes 

perhaps in anticipation or lowering or Bank of France 

r ate today . 

There was, however, no chanae ~n the bank ' s rate 

at weekly meet1ne held this noon . Statement as or 

March 26 showed no alteration gol d holdings and no new 

advances 

• 
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a4'fanoea 1lo 1lbe a1lah. OOYare&a -• 55.09 't'ereua 55.08. 

'.Ugh1lne.. expeoh4 in •oney -.rke1l nut f .. Itaya aa pay­

aenta are •a4e to 'frea8111'7 on aoooiiDt of su.baoripUona 1lo 

second t ranohe of defense loan. 8111&11 banltera and epeo­

ula1lara who anpged •ore bonda than they oan carry are 

ha't' ing diffioul1ly in diapoaing t hereof and Banll: of J'J:anoe 

1& not helping in such oaaea. 

I 't'iaite4 Rueff ail the K1n1a1lry of Finance laat night . 

Rueff told • that for the preaen1l the treasury ai tuation 

was eaay . Be inaiate4 that •onl y on epecial daya 1 waa i1l 

neoeeaar'y to &i'n •official auppo r1l t o rentea. I1l 18 the 

oonten1lion of my banking oon1laota thai: there baa been aore 

aelline of ren1lea for tha purpoae of buying new bond& than 

ia adllli Uecl by Rueff. There ba't'e alae been iaportant 

wi thdrawala fro. aariqa account a, inoiden1lally, 1lhe opera­

tiona far 1lhe eecond half of Karch of the pri't'a1le aa't'inga 

banks wit h the Oaieee dea Depota abowtns 108 aillion franca 

withdrawal& &g&inat 54 million franca depoeita. 

WILSO • • 

&A;Lft 
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/·c..'"' . 1B6 . ........ 

ASSISTANT SECRETARY OF STATE 

WASHINGTON 

.&prU 2 , 1937 

t 1. ' < 

Jl1 dea.r Kr. Secretary: 

Thrcugn an oTereight I omitted to giTe 
{!~ yesterday when I had the pleaaure of aee-

you a aeaorandua on Kexioan affaire which 
he• been prepa.red by rq inetruotion in the 
Depa.rtaant of S~ate. In Tiew of the approach­
ing Tieit of Senor SUares, tbe Mexican Secretary 
of the 'l'reaaury, and of t he oonTereationawbiob 
you will haTe with b18, I felt that some of 
the information contained in tbh memorandum 
might be of eerTioe to you. 

You lcnow ae well enoup to lcnow that I 
am not sending you the m11110randull for the pur­
poe• of euggeeting what ehould or abould not 
be eaid by you to tbe Kexioan secretary of tbe 
'l'reaaury. I teal, neTerthele .. , that if you 
ccinoide in the Tiewe indicated in tbie ae.o­
randum, and particularly with tbe euggeetion 
on page fiTe, and if eoae appropriate oppor­
tunity in your judpent 18 preeented, a word 
of adTioe fro. you might be Tery halpfUl. . !he 
preeent Mexican OoTernment bae a peculia.rly 
bigh rega.rd for your opinion, erpeoially be­
oauee of t be particularly friendly and oon­
etruot1Te oooperation you haTe •hewn tbe Kexioan 
OoTernaent during theee paet yea.re, and I think 

!he Honorable 
Henry »orgenthau, Jr., 

secretary of tbe !reaeury. 
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nd auob aa apr toe or oauUoD ~cwtoc r:roa 
you wovJ.4 0&1'1'7 a t 4eal of ntpt 

Bel.t .... e. ae 

To 

Znoloaure: 
Mnoraad11a 4ate4 
Karoh as, 1937. 

1C1 

Regraded Uclassified



• 

MEMORANDUM REGARDING MEXICO'S EXPANDING PROGRAM OF DE­
VELOPMENT AND 'l'HE INCREASING EXPENDITURES NECESSITATED 

BY 8.UD PROGIWl 

188 

Since President Cardenas assumed office ·on November 30, 

19M, he has been developing broad plana for highwa,. and 

railroad conetruotion, distribution of lands to agrarians 

with attendant expenditures for irrigation, construction 

of a fertilizer plant, electrical installations, operation 

of national petroleum reserves, et oetera. The mone7 

obtained from various sources has not b7 any meane kept 

pace with the expenditures. The mone7 spent for highwQTe 

turned out to be a good investment, because it made pos­

sible a large increase in tourists. 

The Uexioan Government's attention was turned, ae a 

result of the need of funds, to t he rs-establiahment of 

its credit position 1n the United States b7 coming to an 

adjustment on the debt, and discussions are now going for­

ward both with regard to the foreign bondholders• debt and 

the debt of the National RailwaTs. The Mexican Government 

also made settlements with the United States and other 

countries involving an annual disbursement of funde for 

claims. 

The major projecm of Preddent Cardenas' adm1n1etra­

tion are three big irrigation worke, the construction of 

a 
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a highway trom Kex1oo City to Guadalajara and Nogales, 

the construction ot a railway connecting with Lower 

Cal1tornia, the construction ot a rai1way to Chiapae, the 

financing of the Laguna area where several 1arge estates 

have been expropriated, the financing ot the agrarian 

program throughout the country, and, eventua11y, a high­

way to Guatema1a • . In addition, the Mexican Government 

is contracting tor the purchase of something 11ke seven 

mi11ion do11ara worth of equipment from the Baldwin Loco­

motive Works and the Pu11man Company, It is understood 

that the American 6me1ting and Refining Company is to put 

up one mi11ion do11are i .n advances on freight rates to 

the Nationa1 Ra11waye to he1p make the first payment on 

thie equipment, the remainder to be paid over a term or 

years. 

It may be said of t hese projects that the irrigation 

works wi11 not provide any income to the Government tor 

some years to come. The Chiapas Rai1way wi11 probab1y 

be a white e1ephant. It is too ear1y to say how much 

the Government may have to spend init1al1y to bring about 

the deve1opment of the national petro1eum reserves through 

the new Govarnment Pstro1eum Administrat i on. I n 

addition, the Kexioan Government needs to buy oonsiderab1e 

new 
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new equipment tor ita army, particularly art i llery and 

airplanes. 

190 

Wh1le 1noome from tourist expenditures, oustoma, et 

cetera, may be expected to increase, it is very doubtful 

whether it will come anywhere near the amount needed to 

keep up with expenditures. The President, however, appears 

determined to carry through all the improvements he has 1n 

m1nd before hie term expires in 1940. As the President 

travels about the country, he makes commitmente 1n dif­

ferent localities tor various expenditures to be under­

taken by the Federal Government. Consequently, the pressure 

on the Minister or Finance to find funds is very heavy and 

has resulted in hie trying recently to make a loan secured 

by oil taxes, 1n hie issuance or fifteen million peeoe 

more or highway bonds , and in hie eeek1ng to obta1n a loan 

1n the United States, probably to be secured by a lien on 

the railways. 

One or t he maj or sources or income tor Wexicc ie the 

sale or silver to the United States. Any cessation in our 

purchase or silver would probably result in 1mmed1ate cessa­

t ion or the payment or Kex1can obligations 1n the United 

States . Hence, the more Kexican obligations there are 1n 

the United States, the greater the pressure to continue 

our 
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our policy or purchasing Kexioan silver. 

Concerning t he tourist situation i .n Mexico, it is 

certain that any serious clisturbanoe or a political nature 

would curtail the flow of tourists and the income from 

tourist souroee. 

It seems ae though the Mexican Government by 1940 

would have committed every possible source of revenue to 

the payment or obli gations incurred for money already 

spent by then, eo that the President ' s successor i e apt 

to be faoed with a burden of services on obligations with 

which he may not be able to oops. Such a situation could 

result in default on an unprecedented scale so tar as 

Mexico is oonoerned. 

It would therefore seem wise for the Kexioan Govern­

ment to elow up on some of its activities requiring ex­

penditures . · Politically, they cannot slow up appreciably 

1n the distribution or lands . They cannot let go or the 

Laguna development . Some undertakings, such ae railway 

projeotein Lower California, Chiapae, Campeohe and Yucatan 

could be curtailed. the three big dame now under con­

struction have a considerable political eignitioanoe from 

t he agrarian etandpo1nt, but one or more or t hem oould be 

delayed. 
Ae 
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As previously stated, highway const ruction is Uexico ' s 

best i nvestment. The Mexican Government is more apt, how­

ever, to give up the Guatemala highway (an important 11n.k 

1n the Pan Amer1oan Highway) than any other, 1t it has to 

curtail expenditures. 

It is doubtful whether we have anything t o gain by 

having Uexico develop a large debt 1n the Uni ted States 

at thi s time . There is aleo to be considered, howeTer, 

the tact that 1t Wexico gets its income seriously compro­

mised tor the future and 1t funds are not ava.ilable tor 

relief , it may turn to other countries with otters or 

Government- controlled oi l and make barter agreements or 

secure loans. The Mexican Secretary of Finance is shortly 

to confer with Secretary Uorgenthau concerning at least 

some or the questions dealt with 1n this memorandum, In 

· connection with that conference it would perhaps be wise 

to hold down, if possible , credit expectations 1n the United 
\ 

States and to lay emphasi s on future income and on ita 

certainties and uncertai nties in relation to Wexioo' s grow­

ing foreign obligatione. 

The American Embassy at Wexioo Oity has recently re­

ported that Senor Suarez will want to discuss the f ollow­

i ng matters whil e 1n this countr y: 

(a) 
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(a) To Show to both our Secretary of State and our 
Secretary of the Treasury a statement of the 
llexioan Federal 1noome and expenditures for the 
year 1936 1n order to demonstrate the soundness 
of the present Federal financial position. 

(b) He is ooarp11ing a 11at of Government capital 
purchases, such as machinery, railroad equip­
ment , irrigation equipment and ra~lroad supplies 
which were bought from the United States in 1936. 
He placed the purchases in excess of seven mil­
lion dollars and said that it demonstrated the 
good will of the llexioan Government toward that 
of the United States. 

(c) The lli.nieter said that he had noted that the 
freight passing through the Panama Canal was 
exceedingly heavy and that he would make every 
effort wh11e 1n the United States to have at 
least a million tons a year diverted and trans­
ported across the Isthmus of Tehuantepeo from . 
Puerto Mexico on the Gulf to Salina Cruz on the 
Paoifio, via the Government-owned railway, Ferro­
oarril Naoional de Tehuantepeo. He has in mind 
to di scuss this matter principally with various 
large sh ipping interests, but will doubtless dis­
cuss t he matter with Secretary Hull. He further 
stated that the Ferrooarril Naoional de Tehuante­
peo is now losing money and that the assistance 
which he is seeking would place it upon a sound 
basis. He said that t he harbors at both ends 
of the railway would be in excellent condition 
by the end of this year. 

(d) Recently the Uinister of Finance was authorized 
to float a 50,000, 000 peso bond issue, t he funds 
from which will be used in various railroad con­
struction projeota. The 111nister said that he i .n­
tended to float as much of the issue as possible 
in llexioo because prices of commodities were 
rapidly advancing and he desired to withdraw as 
much money from the market aa possible. However, 
he feels that the llexioan market cannot absorb 
the entire hsue and, therefore, will seek means 
of selling the remainder in the United States. 
He •aid that he would disouss this matter with 

seoretariu 
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Secretaries Hull and Uorgenthau in order to 
secure, if possible, their support. He did 
not go into detail as to Just what tfpe ot 
support he might request. 

194 

(e) Winister Suarez has plane under war for the 
purchase of the Kansas City Mexico and Oriente 
Railroad in order that t he port of Topolobampo 
on the Pacific coast might be connected by rail 
with the National Railways at Chihuahua. Such 
a route would give a direct haul for fresh 
vegetables, cattle , etc., through El Paso into 
the U~ited States. The Uinieter understands 
that t he Santa Fe Railroad holds an interest 
in the Kansas Cit1 Mexico and Oriente Railroad 
and indicated that he would talk to the officials 
of that road and may not mention this matter in 
Washington. 

(f) Relative to the settlement of the Foreign Debt, 
the Minister said that certain agreements had 
to be reached concerning the National Railways 
before final touches could be put upon a defi­
nite agreement. He said that he would discuss 
with Ur. Lamont in Now York certain phases of 
tho National Ra1lwaro' debt. When asked the 
question as to whether or not a definite agree­
ment could be reached on the Foreign Debt be­
tore hie talk with Ur. Lamont, he said that it 
was not impossible but that he thought the matter 
would remain pending until after his visit to 
New York. 

(g) It is quite likely that Senor Suarez will wish 
to get some idea of whether there is likely to 
be any change in the near future in our silver 
policy. Since there have been some rumors afloat 
in Uexioo City on that subJect !rom time to time, 
he will no doubt be interested in getting t he 
drift ot sentiment in Washington while he is 
in that city. 

In the event that additional information should be 

received from the Embassy regarding Senor Suarez's plane 

1t 
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1t w1ll be 1ncorporated 1n a supplementary memorandum. 

There 1s attached hereto a copy or despatch from 

the Amer1oan Ambassador at Llex1oo 01ty dated March 16, 

1937, 1n further relat1on to Senor Suarez ' s v1s1t to 

Wash1ngton. The despatch also d eale w1th the poss1b111ty 

that there may be an agreement concluded at an early date 

between the Mex1can Secretary of F1nanoe and the Inter-

nat1onal Ocmmlttee or Bankers en Wex1co cover1ng dlrect 

Uex1can .Government obl1gat1ons 1n the sum of a9prox1mately 

250,000,000 pesos .and the Mex1oan rnllway debt 1n the 

amount of ap9rox1mately 275,000,000 pesoa . Oop1es or 

the enclosures transm1tted w1th the despatch are not 

attached tor the reason that they do not contain any 

add1t1onal 1ntormat1on pert1nent to th.s subject or th1s 

memorandum. 

Enclosure: 
From Embassy, Kex1oo, 

Uaroh 16, 1937. 

Department or State, 

Washington, Karch 25, 1937. 
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DBABif or Til 
171ITID 8T.UI8 or ADJUOA 

llexioo, llarob. 18, 1~' 

BOBJZOT: Proepeothe Tleit to the UDUed ~&at .. of 
Me:doan llinieter of nnan~M I lle:doan roz­
eim and •nwan Debte 

STRIO'l'LI Q011IDIJTut2 

Tb.e Honorable 

Bir: 

The leoretarr of BtaU, 
Waehin«t on, D. o. 

196 

I han the honor to enoloee her .. ith a oopt of a 
letter addree~ed to ae by the Ocaaeroial Attache of thle 
llllbaeey regarding the proJeote~ trip of the llinhter of 
rtnanoe, Lioenoiado lduardo eu&res, to the United 8tatea. 

In oonneotion with the paragraph on the foreign debt, 
I -Y aay that llr. aJblee oalled recently upOil the 
Oounaelor of the lmlaeey to aay that he waa preparing to 
return to the United 8t\tea. Be had Juat had an inter­
Tiew with Lioenoiado Buarea and had ahown hia a ooaaunioa­
Uon whioh he had reoeiTed fro• llr. LaaOilt reTi .. iq the 
eituation. llr. Laaont held that there were only two eOlu­tione whioh aight lead to a eettleaant of the railway &lbt with the Me:doan Gowrnaentl (1) to turn onr the rational Ra1lwaye to the b<lUdholden (a eolution •hioh Mr. ~blee 
and Lioenoiado eu&raa both re.arked wae obYioualy out of 
the queetiou); or (3) to eettle with the bOildholdere by 
heuing direct Muioan Gonrnaent obliptione to th• in 
the aaoUDt of appro:d .. tely 3150,000,000 peeoe, Tb.h wO\Ild aean a eerTioe of ap9roxtaately 11,800,000 peeoe a year. 
The "ttle•ut wUh the holden of the foreign debt, 
Mr. Jlublee eaid, would inTOln the i"uaDOe of further bonds e1111lar to tho" to be i .. ued the raUway bOildholdere, in the aaoUDt of approxi-taly 315,000,000 p .. oa, inYOlT1JII a eerYioe of approzt.ately 13,000,000 peeoe a ye&l'. .Ul of th.eae Would pre-bly be 40-year bonde bearing inter .. t at 

·~· 
tiro 
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rwo pointe bad 'been oaueing pan ioular dit:f'ioult)' in tbe di1oueeione 'between Mr. RU'blee and Lioenoiado lkl&rea regarding the foreign debt. One •ae the inolulion ot a prOYieion to proteot the bondholder• in the ennt ot a drop in Me:do&n ezobange. The other wae an additional aaount of 20,000,000 peeoe of 'bonde to 'be heued tin yeare benoe to take care of a oorued 1nt,ereet on the for­eign debt and preferred etook. Mr. llk.l&rea bad held that t hie additioaal 20,000,000 peeoe ehould be a 'beor'bed 'bJ the bondholdera ae part of the 275,000,000 peeo 'bond heue settlement. Kr. RU'blee ezplained tbat euob an arrange-ment wae iapoeei'ble !roa the point o~ Yiew of hie Oa..1tte~ At the laet inter•iew , Licenoiado &uarea offered to gi.e in on the exchange prOYilion it the foreign bondholder• would giYe in on the aatter of back intereet and preferred etook. Apparentl)' nothing definite hae 'been worked out as to wbat will be done about tbe back intereet on the railway debt. Mr. Rublee mentioned that the back interest on the foreign debt actuallJ aaounted to eo.e 285,000,000 peeoe and tbe back interest on tbe railway debt to eoaetb1ng like 2501000,000 pe1os. Be eaid any settlement .ade, therefore, WOUld amount to a purely nominal figure. 

Licenoiado au&rez eaid that he • a• anzioue to eee Kr . Laaont in the oouree of hie trip to the United 8tatee. He could not reach lew York until April 8th, and Mr •• Lamont bad planned to eail !or :lurope on April 3rd. Mr. au&rea aeked it Xr. La110nt could wait !or h1a. Mr. RUblee tele­phoned to find out it thil could 'be done and dhconred that Mr. Laaont could not arrange to waU. Other aellbere ot the Committee will therefore reoei•e Licenoiado eu&rea. 
' Mr. Rllblee pointed out to the Oouneelor of the ICiaee)' that the preeent arrangement tor the diepoeal of the fund ot •••en a ill ion dollare now tied up in Jew York Would terminate on April let and be did not think the bondholder• committee would eztend the a greement unleee eoar underetaDd­ing had 'been reached with the Mezioan OOYernaent. Under their preeent plane approziaatel)' one million dollare ot the amount now tied up •ould be a.aile'ble to the Kezioan OOYerm.ent, the reaainder to 'be deYot ed to ezpeneee and 

initial p&JIDente under the eettleaent under d1eouee1on. I! no a«reeaent were reached, the entire aaou.Dt now t 1ed up Would beooae anUa'ble to the bonclholdere tor dhtribut1on. fhe Oouneelor of the lllbaeey aeked 1t there were not 1 oae legal 1apediaent to euoh a dhhi'but1on, Mr. Rll'blee eaid 
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there -e n~ . !he only reoouree the Kn:ioan Gonmaen• 
would ha•u would be to eue the oo-ttue in the Ulerioan 
court e; be doubted 1f they would do thie, ae it Woul.d be 
a reYereal of their preYioue poet t i on that .t.llerioan court e did not baYe any jur1ed1ot1on in the aatter. Be pointed 
out that by maklng a eettleaent on the railway loan the 
Kexican GoYernaent wouJ.d haYe the adYantage of releaeing 
the •attonal Railwaye froa any lien to the bondboldere eo that t hey can again be pledged in the new railway loan n~ under conteaplation by the lllex.ican GoYernaent. 

Kr. Jb.lblee' •14 li:e -e un~r the iapreeeion that a good deal of what Lioenciado Bu&res bad •td about haying to coneult the Preeident froa tiae to Uae wae tactical. 
Be really th~ught that the whole neg~iation bad been oon­duoted by 8uaru largely on hie own 1n1t1athe and eeeaed to belieYe that the Kintater had been trying to negotiate for the greateet poeeible adYantage for the Ke:doan Go.­
ernaent before putting the matter up definitely to the 
Pree14ent. 

I u rather doubt ful ae to whether thie 1\ the oaee, end am under the 1apreee1on that Lioenoiado suarez b&e kept the matter aotiYely before the Preeident at eyery 
phase. It 1a obYioua .that eoae irritation baa denloped 
between Rublee and Buares. Kr. ~blee eaid that he ex­
pected that after hie return to the United Btatee he Woul.cl take part in the negotiatione in •ew Tort at the tiae the Kinieter eaw aeabere of the International Ooaaittee of Bankere on Kexico. 

Teeterday Kr. lublee eupplied ae with a copy of hie 
file on hie negotiations here . .le be wae able to gin 
me only one copy, and it ie Yoluainoue, I haYe not yet 
bad the o-pportunity to go OYer it tully or to b&Ye cop181 -de. Bowenr, I am e ncl oeing it herewith for t he Deparl­aent 1 e information, with the requeet that after the Depart­aent baa bad an opportunity t o etudy it and •te excerpte it be returned to ae for the J:llbaeey'e filee. 

J(y deepatcb 4447 o.f Karch 16, 1937, reporte an iapcr­tant etateaen• .adie by the Preeident to the repreeentatiw of .the United fteee, wbiob woul.d 1nd1oate that L1cenc1&do lu&res 8%J)ecte t o c oae to a det1n.lte &«r"•nt on the 

foreip 
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toreign debt and the railwar debt during the oouree ot 
hie trip to the United States . 

ReepeottullJ roure, 

JOSEPHUS DANIELS 
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Secr e tary of State 

Washi~ton, 

437, April 2, 4 p . m. 

FROM OOCHRAN. 

GRAY 

Paris 

Dated April 2, ~937 

Rec ' d 4 : 15 p , m. 
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Prench rentes a~ain lower and Fr ench shares market 

weak . · .'hile various threats of strikes are not immediate­

ly alarminG , they will pr event any market enthusiasm 

from re i;urni.1:; to the Paris market , 

LE ;;t..: IT.:.L PAHIS remarks t ha t while there is for 

the moment no discussion of gener a l monetary stabiliza­

tion and no country apparently r•illing to take the 

initiative i n that direction, it should not be over­

looked t~t if the monetary problema were solved world 

economic recovery could be rendered more regular and 

stnble , 

In his annual report to Bank of Italy, Governor 

Azzolini considered the monet ary agreements of September, 

1936, the first attempt made since 1931 toward reestablish­

ing broad and sincere international cooperation . Never­

thel e ss, he added, this 1nternat1onal monetary agreement 

remains 
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RB - 2-#437 , April 2, 4 p . m. from Paris 

remains subor di na ted to t he i nternational economi c 

necessities of each country and the process of adapt at i on 

of the va rious currencies on stable bases , internal as 

well as e~ternal, still aprears far from conclusive . The 

Oovernor pointed out the improvement in the Italian 

situation that hes follo'l'led the alignment of tha lira . 

He fcvors more elasticity than the old gold standard 

perrni tted. 

S!IS 

El.tD 

END OF s:;::cTIOH ONE. 

'.YILSOH 
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P.AJUP!DlA81 or 8EOTICIJ TWO or 10. 43'7 or APRIL a, 
19ST, tr011 the .bler1o~ la'baeey, Parh. 

202 

kaltare of Parte, LoDdon and. Brueeele baTe rMe1Tecl 

pere.1e1ient: ru.ore T1a their Jew Torlt oorreepoD4uh that: 

the dollar 1e 111tely t o be rnaluecl upward, or that 1D eoae 

othar aanner purobaeee of gold at tss ~ oWloe will be 

d1aoont1nue4 by the Fe4eral Reser.e. SUoh ru.ore are 

oiroulating amonc u sually well- 1nfor.e4 b&Diters over here, 

&Dd. are bel inecl t o haTe been partly reii)ODB1ble for the 

su.-h l ast night an4 th1e aorning 1D the dollar. 

To one of the bankers who a entiooecl this ruaor t o 

me I oited 8eotion TwelTe of the Gold Reeer.e Aot - pr o­

viding tbat the gold dollar shall not be fixed at aore than 

60 peroent of i te old weight, under existing legisl ation. 

!he banker thus eaw that it wae hardly likely that neoeeeary 

new legielation wouJ.d be ao hurriedly paeeed that while he 

_1aigU haTe a SOld eh1paem enroute t o Jew Torlt a lower 

uer1oan gold buying prioe would be eetabl1abe4. 

I haTe the iapreee1on, neYerthelese, t hat in the present 

uneae1neae eOilB of t he b&Ditca who or41Dar1ly ebip gol4 t o 

Jew Torlt aay retrain fro. operation& . The supply of 4ollare 

wb1oh baa reoenUy been· a•ailable on J:uropean aarlteh w0Ul.4 

naturally be reetriotecl, an4 u.nleaa the British or Amerioan 

oootrol eteppecl in, abouJ.d lea4 to a rhe in the quotation 

for the dollar. 

DD KISUOI. 

:U:J.ft 
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PAJU.PBR.lD OJ' TJ:Lm!Wf RIOKITED 

J'ROK: .ber1can Dlbaaay, London, :bgland 

DATE: April 2, 1957, 5 p.a. 

10.: 189 

J'OR TRUSURT rROil BUTTKRWCRTB. 

203 

During a ccvraraaU<m at the Br1 t ieh Treasury, ll'alay 

• 
mentioned that Arakawa , the Financial Attache o! Japan 

accredi tad to London and Paria a a well as ll'!lshington, waa 

in this country. In the oouree o! a luncheon, . ll'aley eaid, 

Arakawa had indicahd that he 'l"iahed to call d the BriUah 

Tr easury in the near future to d1acun the possibility o! 

Japan adhering to the air-power •onetary arrang-nt. 

According to Arakawa, the authorities in Japan intend to 

hold t he yen stable and they were !aYorably disposed to 

adhere t o the agree~~ent . Arakawa had not yet aade a Yi a1 t 

t o the Bri Uah Treasury, but Waley eaid the INdden general 

election in Japan might o! course alter his intentione. 

lly ccntaot aaid that !or hie part he would walcoae 

the adherence o! Japan to the triparUta monetary agree­

ment , that he did not know hie •political geograp~ well 

enough to aay whether Japan belonged t o the Italo-Geman 

axis• , but he did baliaYa that the monetary arrans••t 

had political de•ooraoiaa aaaooiated with i t too muoh, and 

to haYa a noo-d .. ooratic adherent would be a healthy thing. 

In add1UOD, he said it . ..... that Japan had garnered what 

1t 
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1\ could. f~ ~be aAU-oaaiahra paoi w1 ill OerMAy, aJicl 

aighi now find. 1i IIUiiable io ~ake ~he cOil~.-plahcl siep, 

tor poliiioal as wall as eoOil<aic aJicl financial reaaona. 

Re ~he laai p&r&criiPh of •:r 1'73, llarch 25, 9 p.a., 

we also cliaouseecl i n a casual way - withoui refarsDCs ~o 

Ola:r - ~he queaucm of recluoiq ~be Yalua of gold. . WalSJ 

cli-la•ecl ~he icl•, sayiq ~ha~ 1i was in~ereaiinc bui 

probably beyond. ~he reala of pr~iioal pol1~1oa. Be sai4 

it was always cliftioul t t o retrace one'• atepa, and usually 

~o expl.ain th• away ~o ••libel'• of parl1aaenia and. eenataa 

was i~~~poeaible. 

BIBQIWt. 

U:LR 
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H.M.J'r: 

Operator: 

H.'M.J'r: 
Rep . 
Patman: 

H. 'M . J'r: 

p; 

H.M.J'r: 

P: 

H.M.J'r: 

P: 

B. lol. J'r: 

P: 

a.M. J'r: 

P: 

H. )ol.lr: 

P: 

B.M. J'r: 

P: 

H.M.J'r: 

P: 

H.M.J'r: 

P: 

Bello? 

April 2, lll37 
l0:5!l a.m. 
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Congreseman Patman. Go ahead. 

Bello? 

This is Patman, Mr. Secretary. 

Yea; bello. 

Row are you today? 

Oh, pretty well. 

I don ' t suppose you have any problems that are 
pressing. 

None at all. 

I wonder if I may aee you t his morning about 
ll: 30? 

Well, ah - might I ask this? 

Yes. 

If it is something which ia Legislature or 
urgent, yea. If it' s sameth1ng about some 
appointment could you let it go over until 
next week? 

Well l1sten, I never asked you for an appo1ntment 
1n 'fii.Y life • 
Is it something you •• •• . • •• • • 

It ' s about legislation. 

Well , 11:30 it is. 

ll:30? 

Yes. 

I ' ll be down at 11:30 , Mr. SecretarY· 

IJood. 

Say, and listen • • •• • • • •• 
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B.I4 • .Tr: 

P: 

B.M • .Tr: 

P: 

H.M.Jr: 

P: 

B.lol. Jr: 

P: 

2 

Yea. 

It - You know I beli eYe in tbe OOYernaent 
owning tbe Federal Reeer?e Banke. 

Tee, I eee 7ou do. 

we •re preparing a bill along tbat line and I 
want to talk to 70u about it. 

All right. 

I want to get your Yiewe. 

Tbank 70U. 

Tbank you; goodb7e 

20S 
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Operator: 

B.U.J'r: 
Pat 
Harrison: 

a. t.t • .Jr: 

B: 

B.W.J'r: 

B: 

B.lll • .Jr: 

B: 

H. loi.J'r: 

B: 

B.M. J'r: 

H: 

B.W • .Jr: 

B: 

H. lol. J'r: 

Ji: 

H: loi.J'r: 

H: 

R.M. J'r: 

R: 

Go ahead. 

Bello? 

Bello, Henry? 

Bello, Pat. 

April 2, 1937 
12: 11 a.m. 

Bow are you thia morning? 

Oh, I ' ve been better. 

Henry , I tried to sell thoae ideas but I 
couldn' t . 

Ab- ba. 

We had a conference up here the vary next 
morning. That waa yest erday morning. 

Yes. 

And they met with their groups yesterday. 

Yes. 

Ot course t he - t he whole thing hinged on the 
proposition about t he railroads on t his money 
that they •ve collected -

Yes. 

- and Which they ' ve charged on their books 
ea paid into the Treasury -

Yes. 

- on the bookkeeping proposition. 

Yes. 

And so they came to me this morning to make e 
report. 

Yes. 

And so they Just couldn' t get along at ell on 
that . Harrison representing the Brotherhood 
and Pelley representing the railways -
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B.loi.J'r: 

R: 

B.t.l..J'r: 

R: 

R.l!.J'r: 

R: 

R •• I.J'r: 

R: 

H. M. J'r: 

208 

2 

Tee. 

- so I asked them to let me know attar they ' d 
bad their meeting with the group, and so what 
they said they' d do - they'd Just baTe to baTs 
the bill introduced in the Senate and ask tor 
hearings , eta., on it. 

I see. 

Sol Just wanted to adrtee you. 

All right. 

All right, Henry. 

Sorry. 

Goodbye. 

Goodbye. 
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&.<>·•' o.- e • .-,. ........... 

Tb• Honorable, 

OllO .. Oil • • BUCK 
CONaULTtNO ACTUAitY 

NEW YOIIIK C ITY 

The s ecretary or the Treas ury, 
lfublngton, D. c. 

Dear lolr. Secretary: 

CAlL~ •oo•a• 
•o~o~•o• ...... • •••vo"'" 

APril 2 , 1937. 

Tile Board or J.ctuariea Ilea received :rour l etter or Uarch 

18, 1937, requuU~ an anelyala of certain actuaria l caoputations 

made by tile Railroad ReUrs unt Board and by the ()overnment .tctuary. 

The l e tter aho aaka f<ll' tile Board • s opinion In r eepac t to tha aa­

aw:rptlone upon 11!11ch the celculettona were bued. 

Tbe Boaxd has undertaken to comply with your raqllllst and 

eubmi te the following. 

Statement or Beale Assumption 

The Social security .let proVides benefits to ell a ployees 

ot he r than those engaged 1 n agriculture and a te• oth .. wtated occu­

pa ttone. The ACt 1nclud .. 0111ployees Ot the power C<JIIPanles, tele­

phone end telegraph canpen1es, motor bua and air tranoportatton ays­

teca, electric ra1lw.,-a, and oth .. Industries and public utU1t1u. 

ReilroeA employ .. a will also be lccluded unle .. they are g1 van 

apeclal benet1te under a separate act. It any other groupe desire 

benefits greater than those or the social security Act, au ch benetl te 

muat he provided at the exj>(lnao ot the employMa, or their employers , 

or both. Tile pr esent pane ion rolla or .. cb IIDployera 111a t or couru 

ba carried at their own expense. 

The proposed act Is designed to produce benetite for rail­

road omployeea sree.ter the n tbo10 or die SOCial security .a.ct, ao • • 

aaoume that t he congreu and the public will expect the rdlroe4o 

and their employee• to pay the coat ot the extra benetlu; tor otber­

wlae , It ra1lroed employees ere given apectal priTUegeo, other groupe 

-.y be erpacted to deane! such benetite 1o:medlately. 

we therefore asaume that the Treasury 1B conoorned wtth 

haVIng the ratea aet ln the p roposed tax bUl eutt'lcl.,tly abaTe the 

soc lel seouri ty tax ratea to relltburae the ()oT.,.ntlBot tor the extra 

benefits proVided In the propoeed. retirement bill ao diet the reU­

roeda and tl» railroad. employe•• will not be aub,lect ed to eube tentlel 

u.nerpected tnoreaa•• 1 n their t.,..• In the future or on the other 

haod , that the geoerel publlo lball not be oubjeated to unentloipete4 

taxa• In order to gt•e epeoiel benet! u to ~be reLlroede . 
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Tile Board baa had no opportunity to d ... lop Ito ""D figuroa 

at c 08t, but baa r..,i ...S tbe tiguru praparad by the Railroad S.tlre­

m .. t Board and tbe rit)lrea deriTed tberetrCIII by the GOnrlllMnt Ac tuary . 

P indinge ot Feet 

~· Roilroed Retirement Board t!guroo ind icate thet the pro­

poaed acel.e ot tax r ates woul.cl be too 1.,. to p roTide the ben at! to and 

in a memorandum aubmi t t ed to the Treasury by ur. ~ay 'II'. Latimer, 

Chai=an, 1t 1o argued that the GOVernt>Ont ohoul.cl properlY supplement 

t hese tax .. b ecause or tbe ae'f'!ng r esulting trcm the exclusion ot the 

railroads rr"" th e Social Security Ac t. 

In tbe dooument a tranami tted 11:> uo, a ap pears t ha t subse­

quent tO t h e TO<leip t at l.lr , Latimer•a momormdum by the T"""aury n.­

pert:nant , t he Railroad Retiremont Board mode eel culetlona ab.,. i ng 

the coat ot Social SacurHy beneti to eo ap plied t o the ratlroado, 

and c:ede the result a of tbair calc ul<l tiona aTe1 lable to you. Fl'CIII 

t heae ttgurea we find that tbe soclel Securl ty taxea woul d not co.-er 

tba coat ot banetito In Noapect to the p re•nt group ot 1 , 250 , 000 

railroad e~~~ployeeo. Tb1a coodltlon Ia also true In roapect to prac ti­

cally all othar groups under the sociel security Act, but it dcea not 

bold wh e n naw entrants ore Included. When new entrant• into railroad 

oar vice ore 1 ncluded in the celcule t1ons In th e Ide ntical manner that 

they were included In the tiguraa showing t he to tel coot of t ho pro­

poaed bill , 1t Is a pparent tbet the exclu.olon of the rallroada will 

actually produce a d eficit or tiPprox iJnately t64o,ooo,ooo in the Old­

Age Re serve Account eatobllehed under the Social s ecur! ty Act. The 

rtgureo ehowing tba cost o t the pro:>oaed bill , alao prepared by the 

Ro1lroed Retirement Boord, ind! cote en odd! tionel d eficit or about 

$374,000 ,000 in the t ax rates for the proposed bill . Tberofora , on 

the besia of the Railroad Retira:nent Boerd'a actuarial celeulattona, 

the pr oposed measure with tbe extat! ng tax rateo will invol'fl the 

public in additiona l texae tiPProx!mot!ng onr $1, 200,000 , 000 . 

Tbe cost fig urea prepared by tbe Railroad Ret! ramo~~ t Board 

Indicate thet a un1t'arm tax rate or about 8.25 per c ent . Ia necaooary 

to coYer tbe coot or the propoeed bill . l!Yan th!a 1'1gure D:1 be low 

bac auoa the Ro! lrced Retirement Beard io uaing tha aeaump tlon that 

the average a ge or rat! rement or those in gond baal th wllo have the 

right to damand rotlramnt at age 65 wUl not bo until aae 70· In 

t ba po s t .tba re h ave bean a number or reaoono wllicb cauea<l mo n to wort: 

at very high agee 1 n tbe railroads, whidl reasons may not exiat under 

tba n.., rotir-nt plan. 

c oncluaiona 

Tbe Board' s tirat co nclua!on 11 that the tax rates or the 

proposed bill are not ada<auota and tba t atth er ~be public or the 

reilroada and their • plO)'aea muet mali:a liP the clafi cit. 

'!'be aacoD4 concluaion of the Board ot .l.c tuariu !a that 

t he prcpoaed tax bill sboul.cl ba aoandad to proYicla eith er tor an 

initial tax rate or 7 per cent., increasing by ino~nta or one ­

halt par caH. anry third JU.%' to 8.5 per cent . a r ter January l, 

1946· or an Initial tax rata or 5 per cent., tncreaalng by 1 par 

cant: incrementa to '3 per cant. aft er January 1 , 1949; or o<Da 
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otl!er e(luiYal&t adju.etll:ent in t he propoaad tu aeele. 

TU third oooeluaion ia that a inu any eatiDilta muet in­
YOlft certain UIUJIIPUOna, connnathe or othenriee, which aoay 
not be borne out by tbe f'acta, 1t e.ppaara duirable \bet the retire­
ment bill abould be arnandad to provide tor paricdie nluationa ~ 
tbe ca>t1Jl8ant .... te and 11ab111U• created by tbe act in reopeot 
to new entrente , e:det1D8 m.bc-o, and peneionara; nth a r eport to 
tba Congreu and U.e public aetUD8 forth tb e e.mount or .,c, eueta 
and 11ab111 tie a u well •• the laYal percentage or tbe payroll r.­
quired to pro• ide tba ben en u. In order that all parUM at 
1ntereet, namely, the reilroade, tbe employue, aal tba public, III8.Y 
be uaurad tbet they baYs teehnieal repraoentetion, perhepo t he 
ac tuarial Yeluatioca obould be mde oubject to tbe euparrteion or a 
board o f thrH actuaries, one or wha11 might he daeignatad by tho 
railroado , one by the railroad employees, end t he third by the 
secretary or the Treasury. 

_ _,·"'oard ot A.atueriea, 
Ret!raun tend Dieab U!ty ruo!. 
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.lpril 9, 1937 

Dear llr. 118;:111: 

I han now atu4ie4 e&retully the memorandA by 
llr. La Umer and the varioua t16'1l"el reprdilll: the bene,­
tlh to railroad empl o7e .. under the propoted bill. I am 
conYinced that such beneflta call !or contribution• which 
abould run from 5 percent at tlrat to 9 percent ultimately 
a a reco!liiiM!nded b7 llr. lluelc and llr. I!Heb. 

The rai lroad emplo)'eel include man)' who have been 
for a long time in eervice and it ia theae older eo­
plo)'Oel who get t he greateot benefita under the pr opoeed 
legialation. I am fUrther advioed that t he employee•' 
organization• want t o be fair i n thie whale matter. If eo, 
I would like to ~at th~t in ~e early yearo t he em­
ployeea poy the full amount of 54Percent and that the ad­
ditional chargee running up to 9 percent ultimatel y be paid 
aolely by the emplo7ero, tbua equali&ing in a manner the 
benefite and putting t he extra coat on t boae who get coot 
of the extra benefite, namely the presen t employeea. 

Honorable Roswell UAgill , 
Under Secretary of the Treasury, 
Waabington , D. c. 
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ROOSEVELT SEEKS TO CHECK GOVT BUYING OFOUR 

-ABLE GOODS- CITES PR ICE INCREASE IN COPPER 

AND STEEL 

APR 8 1937 
WASHN-

ADO ROOSEVELT 

WASHN - PRESIDENT ROOSEVELT AT HIS 

PRESS CONFERENCE THIS MORNING DISCUSSED THE 

ECONOMI C SITUATION AT SOME LENGTH AND 

REVEALED THAT THE ADMINISTRATION IS SEEKING 

TO CHECK GOVERNMENT PURCHASES OF DURABLE GOODS 

- THE PRES IDENT SAID THAT AT PRESENT THE 

INCREASE IN PRODUCTION OF DURABLE GOODS WAS 

GOING MORE RAP I DLY THAN THE INCREASE IN 

CONSUMER GOODS - THE CHIEF EXECUTIVE DESCRIBED 

THIS AS A DANGER SIGN- ALMOST EVERY TIME 

OURING THE PAST 30 OR 40 YEARS HE SAID WHEN 

THE CURVE OF DURABLE GOODS PRODUCTION HAS GONE 

ABOVE THE CURVE OF CONSUMER GOODS OUTPUT THERE 

HAS DEVELOPED NOT NECESSARILY A DEPRESSION BUT 

A FALL ING OFF WITHIN 12 TO 18 MONTHS 

THAT-S HISTORY THE PRESIDENT SAID ASSERT-

ING THAT ALL ECONOMISTS AGREED ON IT 

THE PRESIDENT WENT ON TO SAY TH'AT HE 

HAD ABOUT DECIDED THAT THE TIME HAS COME 

INSOF AR AS POSS I BLE TO DISCOURAGE GOVERNMENT 

PURCHASES OF DURABLE GOODS AND ENCOURAGE CON-

SUMER GOODS PURCHASES 
THERE IS NEED MR ROOSEVE LT SAID FOR 
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MORE EXPENDITURE OF NATIONAL INCOME AT THE 

BOTTOM AND LESS AT THE TOP - FUNDS AT THE 

BOTTOM HE ASSERTED GO TO CONSUMERS OF 

CONSUMERS GOODS RATHER THAN TO CONSUMERS OF 

DURABLE GOODS 

THE PRES IDENT CITED LARGE GOVERNMENT 

PURCHASES OF STEEL FOR NON-MILITARY USES 

AS AN EXAMPLE OF THE TYPE OF GOVERNMENT 

BUYING WHICH HAD THE EFF ECT OF BOOSTING CURABLE 

GOODS OUTPUT - THE GOVERNMENT HAS ALSO BOUGHT 

A LARGE PERCENTAGE OF THE WHOLE COUNTRY-S 

OUTPUT OF CEMENT HE SAID 

AS RESULT THE PRES I DENT CONTINUED 

THE FUTURE - - THE COMING YEAR - - THE 

ADMIN ISTRATION WANTS TO SLOW DOWN ON SUCH 

THINGS AS STEEL BR I DGES AND PERMANENT 

STRUCTURES THE PRICE OF WHICH IS GOING UP 

AND UP AND UP 

THE CH I EF EX ECUTIVE MENTIONED COPPER 

AS ONE DURABLE GOODS MATERIAL THAT HAS 

ADVANCED SHARPLY - THE PRES IDENT SAID THAT 

EVERYBODY KNOWS THAT COPPER MINES SHOW A PROFIT 

AT 5 OR 6 CENTS A POUND - MENTIONING ANACONDA 

COPPER BY NAME HE SAID THE COMPANY COULD SHOW 

A PROF IT AT B OR 9 CENTS - YET COPPER IS 

AT 17 CENTS OR MORE HE STATED PUSHING UP 

ALL KINOS OF ARTICLES IN WHICH COPPER IS USED 

PRIMARILY DURABLE G050S ARTICLES 
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WASHN - PRES I DE NT ROOSEVELT EXPRESSED A 

PREFERE NCE FOR ACTIVITI ES ~UCH AS CH AN NEL 

DREDGING AND EARTHEN DAMS RATH ER THAN WHAT 

HE REF ERRED TO AS GREAT STRUCTURES 

THE GOVERNMENT OUGHT TO SLOW DOWN ON THE 

PURCHASE OF DURABLE GOODS HE STATED FLATLY 

AT TH IS POINT 

RECENT ADVANCES IN THE PRICE OF STEEL 

WHICH HAS GONE UP 6 DLS A TON THE PRESIDENT 

DESCR IBED AS MUCH LARGER THAN WAS JUSTIFIED -

ACCORDING TO FIGURES PREPARED FOR HIM BY THE 

CENTRAL STATISTICAL BOARD TH IS ADVANCE WAS 

BETWEEN TWO AND THREE T I MES THE AMOUNT THAT 

WENT TO THE WORKERS IN WAGE INCREASES MR 

ROOSEVELT ST ATED 

IN REPLY TO A QUESTION AS TO WHETHER 

HE WAS SEEK I NG ANY CHECK ON DUR ABLE GOODS 

PRICES BES IDES A MODI F I CATION OF GOVERNMENT 

BUY I NG POLICY THE PRESIDENT REPLIED THAT 

HE WISHED HIS QUEST I ONER COULD TELL H I M A 

WAY TO DO I T 
IN REPLY TO ANO THER QUESTION THE PRES I -

DENT SAID THAT THE DEMAND FOR ARMAMENTS 

ABR OAD HAD HAD A GREAT DEAL TO DO WI TH THE 

DURABLE GOODS MOVEMENT ANQ HE CITED RECENT 

EST IMATES OF STEEL SH IPMENTS TO ENGLA ND 

PRES IDENT ROOSEVELT SA I D HE DID NOT TH INK 

THE PRESENT 4-CENT EXC ISE TAX ON COPPER 

HAD ANYTHING TO 00 WITH THE PRESE NT 17-CENT 

PRICE WH ICH HE DESCR I BED AS A WORLD PRICE - IT 

MAKES NO DIFFERENCE AT PRESENT WHETH ER THE 

4 -CENT TAX IS TAK EN OFF OR NOT THE CHIEF 

EXECUTIVE ASSERTED 
PRES IDENT ROOSEVELT EXPECTS HIS RELIEf'........,,_---
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MESSAGE COVER ING THE 1938 FISCAL YEAR TO GO TO 

CONGRESS ABOUT THE 14TH OF THIS MONTH - WITH 

THAT MESSAGE CONGRESS WILL ALSO RECEIVE A 

RE-CASTING OF BUDGET EST IMATES FOR THE CURRENT 

FISCAL YEAR AS WELL AS 1938 - THE PRESIDENT 

DECLINED TO REVEAL ANY DETAI LS 

HE 010 S AY HOWEVER THAT HE STILL HOP ED 

THAT NO NEW TAXES wOU LD BE NECESSARY AT THE 

PRESENT SESSION OF CONGRE~S 

THE PRESIDENT RE I TER ATED THE DEN IAL 

MADE YESTERDAY BY SECY HULL THAT THE ADMINIS­

TRATION WAS CONSIDERING THE CALLING OF A WORLD 

ECONOMIC OR PEACE CONFERENCE 

HE DECLINED TO COMMENT ON PRESENT STRIKES 

AND SAID HE HADN-T HEARD ANYTHING ABOUT 

THE WAGNER HOUSING BILL DURING THE PAST 4 OR 

5 DAYS 
PRESIDENT ROOSEVELT-S COMMENT ON DURABLE 

GOODS AND THE GOVERNMENT-S BUYING PROGRAM CAME 

IN RESPONSE TO A OUESTION CONCERN I NG HIS 

CONFERENCE YESTERDAY WITH A GROUP OF S IX 

REPRESENTATIVES HEADED BY REPV BEITER OF NEW 

YORK ON THE S UB JECT OF THE PWA PROGRAM FOR 

NEXT YEAR 

-0-
AD O ROOSEVELT 

WASHN -
THE POLICY OF THE GOVERNMENT IN ITS OWN 

216 

SPENDING WITH PART I CULAR REFERENCE TO PU~IC 
WORKS OUGHT TO BE AIMED AT LARGER P~RC"aSINO 
POWER IN THE CONSUMERS GO ODS FIELD MR ROOSEVELT 

SAID 

-o-

Regraded Uclassified



217 

Alftl •• 1 ... 

tile Sll • .., 

...... .,u 
tile ll'&ftMI ............. II)' ... Dl9Ulaa ., I I ..... 

.. , ............... tallwt .. _,_ •n.a-t.aa la ••• _,,.. 

fer , .. ,.._. , n-1 ,_, 

tal- tiU .......... 
Olft tiU 
.. u-. ... ~ 
1 171•1 saa.lt7 .. ,.,.,, 

W'''m ., .. 
•• •• 1M. 

•• 
.1!1 

ftU taM\a\ia ...... -- ..... ,., J&&&l'-18. la 

-- tRa - ., ... --.. t11e _. &a aa. _,... ... an 

..... I l'etM "-'I W* W &&a~ aF \M\ \Mea ta.- wU1 

... .,.u, ....... .u-., ....,. ~· ••> ... N\tatat 

•n•law)' w .. -· Moo aUla-. 

Y• wU1 alee aftt.aa .. , \M ansatat tanal_._ u ..,_ 

.......... 1.-&atlle_el ...................... ..
. 

la\M_at ... a-tu ... t~~ert..-IMw~ 

11- ,.._ I • aa\ ,.. -s-t *' ... Dlftalloa'• ea1n\a\a­

• ... Mt&te t&1l U& -INti tile tatb'-7 ..... _,. w1l ta tft 

... au._~ ... ...,.....u.u... IMwan.-laWt~~e 
a- \Q ens.ate &a tnail al- I lW' _,_. 1\ ala • ... 

Regraded Uclassified



·~~r 
218 

Regraded Uclassified



' 

EUIJr: 

T . 0 .: 

IU.!Jr: 
Marriner 
Eccles : 

HJJJr : 

t.: 

HUJr : 

E: 

HMJr : 

E: 

R!.!Jr: 

1:.: 

ID!Jr: 

E: 

Bl.lJr : 

E: 

UMJr: 

E: 

liUJr: 

Hello 

Chairman Eccles 

Hello 

Hello, hello, Henry. 

Marriner 

Yes 

~r1da,y 
• pr1l 2, 1937 
4:10 p.m. 

Oo ahead . 

I got your statement; I don 1 t know whether 
you' ve seen ours . 

Yes, I've seen yours 

I 'm not entirely happy over yours but I mean 
it's - not so much but wbat I could go along 
wi th most of it, see? 

Yes 
Now, the question we want to know is, I think 
we ought to try to polish this off to- night 
so that you'll be free t omorrow to tackle your 
Board . 

Tbat~s right. 

Now, are you free t onight? 

Yes 
Well, I'd r ather do it after supper tonight. 
He'll let our boys work on it in t he meantime. 

All right. 

See? 
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All right . I made a change or two in our statement 

too, I mean I 

I'd be free at eight-th1rt¥ if you are. 
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E: 

IDIJr: 

E: 

riliJr : 

ILIJ. Jr l 

E: 

t. : 

l:WJr: 

E: 

liUJr : 

E: 

B!JJr• 

E: 

E!IIJr : 

E: 
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0 . K. 

And, I mean just a second, Herbert's here. 
(Short pause while Secretary talk to Mr. Gaston) 
Hello 

Yes 
Herbert says he ' d like to do a l i t tle work end 
then come over and see t hem at your place because 
t hey 've got a kind or a watch on both of my doors 
here . 

Yes 
~here ere newspaper men pacing up and down the 
floor and he thinks they're less apt to be seen 
if he goes over to your place . 

Fine 

What? 

That's all right. Now who do you­
want to meet t onight? - Bow - ? 

who do you 

Well, you &nd aeybody el se you want , I mean 

Wouldn't it be well to confine it, let ' s say 
you get we - I'll bring Elliot and Golden-
weiser only, see 

All right. 

Just the two of them. 

All right. 

And and you have 

I ' ll have a couple. 
And you have a couple . VIe ge t so darn maey and 
you know, you -

That's all right . 
And if there's just the six of us I think we can 
maybe make some progress. 
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!UIJr: 

t. : 

KMJr : 

b: 

li.ioi.Jr: 

b: 

iiliJr : 

J:, : 

tiUJr: 

b: 

H. :'li . Jr : 

E: 

HMJr : 

E: 

-)-

All right. 

And, in the meantime , you say Herbert wants 

A little later on Herbert Gaston will give 
iHliot 

All r ight, that'll be O.K. 

See? 

That ' ll be O.A. then. 

All right. 

lhen I'll 
your place? 

where do you want to -

At my house, is that all right? 

That 's a ll right with me . 

8: 30? 

8: 30 . 

ThankS . 

All right. 

over to 

221 

Regraded Uclassified



qmep= 222 

!o: lec:H'-'7 llorpa\ha 

rr .. t Dr. Jlu&M• 

.A.tter op..Uac 1ow.r \odq all4 UOUIIWIC "P14lr crlq \he fire\ b&lt 

hlllll' !rMft.17 boa4 urat illnle4 upwar4 la actl ... tre4J.ac aa4 cloud at Ue 

hlch• of \he dq lr1 th the loac beau 12/32 to a:a/32 baUer th&D reeterdq 

lr1 th the uceptloa of the an 2 1/28, up 9/32. !he other ,...,......., boa4a 

oho-4 plu ft1D411ac caaerallJ up to 13/32. la tb& suaraatee4 croap \he 

r.r. li.C. beau llhowe4 plae ot a'bou.t 1/2 polat aa4 the H.O.L.O. boa4a ware 

up 3/8 to 3/4 of a pola t , funloyer of CO ... rDIDeat boDdl oa \he boar4 wae 

$6,802,000 ca.pare4 lrlth $&,U4,000 reetardq. !'here wae a coo4 U....4 

tor boob, whlch were ottea taaa Oil \he ottere4 eH.e ae the urat roee. 

'!'rea....., aotee t.proYI4 1r1 th the reet of the urat aa4 the 101lC•r uti!.J'O 

1 Uea fln1ohe4 ',1,2 t o 6/32 better thaD , .. \lrdq1e clo ... 

Dcneet1o bon4e both hlp aD4 eeooD4 cr&U opeDI4 treoUoaallJ lower 

aa4 earlr lD the af\eraooa hlp cra4ee were ott ••11 frecUoae to aroaad 

3/t of a polat aad eecoD4 &red• boa4• were 4owa tract1~11 to •ore thaa 

0111 polDt. 'l'ra41a& wae DOt ftrJ ao\he. !here 'I'DI a better toDe tO the 

urket 1D the laet bollr aa4 quotetlou tllproYI4 .., 101111 ohort co .. rlDC. 

Hlch aD4 .. coad c;ra4e boDU CeDUall7 cloee4 f 'reCtlODilllJ <It trca 

Jee\lrdq. 

Jorelpa .... re all wlth fn prlce chaD&~•· Cena41aa bead& ao14 ott 

e11ptlJ. 

Pvobul4 todq h85,000 .UecellaMWI !'r .. ......, bOD4a tor ,__ · 

&OOOQD,. 
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HJ.IJr : 
Bob 
Ooughton: 

H:.lJr : 

0: 

WIJr : 

0 : 

H11Jr: 

0 : 

lilo!Jr : 

D: 

ru!Jr: 

D: 

!UIJr: 

P: 

H!JJr : 

0: 

IUIJr: 

Hello 

Llr . Secretary? 

Talking - how' s ~r . Daughton? 

Bow•s t hat? 

How are you, llr . Dough ton? 

Friday 
April 2, 1937 
4:24 p . m. 

Well, just about the same. Bow' s your case 
developing? 

Oh, just about the same. 

Yes . hell , you know what progress was made 
in the discussion or conference between the 
r a ilroad people and your office, Dr . Magill , 
about thiS 

Yes 

- this disagreement on the tax? 

Yes 
Well, what i s the situation now? 

Well, Pat Harrison called me up this morning 
and sai d that he ' d heard from Pelley and that 
the railroads wouldn't go along . 

Wouldn't? 
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No . So he talked t o the Vice President and we 
took 1t up at Cabinet and 1 told the President 
about it and in confidence I ' ll tell you what the 
President said . 

All r ight. 
He told t he Vice President that - to ask Pat 
Harrison not to introduce aoy bill in the Senate 
and that he, the President, would send him up 
a letter and - telling him why. Asked him to 
bola off until the President bad a chance to 
write Dim a letter. 
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-2-

Well, I t alked to the .President about it today 
and he - I told him that the request in the 
bill would be introduced some time today. 

You-

And 

What's that? 

The President requested tha t i t go over until 
llonday 

Yes 
Well , Dr. Uagill i s gone I understand. 

224 

That ' s the thing . and I told that to the President . 

Vlell, who have you got there now that could 
knOW whether to go into a conference tomorrow 
you s ee? 
No, nobody c an do anything until llagill gets 
back llonday morning. 

lolonday morning? 

Yes 
Yes . Well , I'd be gl ad, i f you don' t mi~d , 
and if you' d call me or· have Dr. llagill to 
as soon as he get s in his office Monday morning • . 
Yes, well now do you want a s i milar l etter as 
Pat gets? 

Well, as you like about that . 

All r ight. I ' ll tell -
But I think this , they want - they are going 
to have a bill introduced Yonday I'm - as f ar 
as I'm r eally - reasonably certain. 

Well, -
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fii.!Jr: 

0 : 

IUIJr: 

0 : 

HldJr : 

0 : 

Hl!Jr: 

E: 

fiJ.!Jr : 

0: 

H!.tJr: 

0 : 

( BJ.!Jr : 

And if -
session or 
I think 

-3-

of course any time during the 
day would be introduced Yonday, 

Well, t hey ' ll - I ' m sure Pat isn' t going t o 
intr oduce i t because the President asked Jack 
Garner to a sk nim not to introduce it . 

Yes, but they want it introduced over here as 
a tax bill . Be hasn ' t Pat hasn ' t gotten 
ar ound to introduce it - we Just s ent it back 
on him . 

Well , that's what I 

That originated in the House, tha t don' t 
there's no t r ouble for Pat to obey that re4uest 
because i t 1 s no t nis responsibi l ity anyway . 
Over here is where the Job is. 

Wel l , I 6.sked Jack Ga r ner, "How can Harrison 
introduce a revenue bill which would - a t ax 
bill which origina tes in the Bouse?• 

He can introduce i t but then he wouldn ' t get 
far with it . 

Well, I think you 1 ll t ind - I 1 d be very EDUCh 
surprised, a fter the Vi ce President speaks t o 
Harrison, if he won ' t wait until the President 
writes him a letter. 
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~es, but but you don' t get my point . 
They want it done over here l n t he House, that's 

Well, then let the President write Harrison a 
letter a nd let him write you a letter, both. 

Well, that ' d be all right . 

Now, the President is t aking the same vi ew that 
I took that we can' t afford this thing and t he 
Treas~y can ' t l ose this r evenue and that ' s wbat 
the l e tter is going to s ey . 

I don ' t want to advise about it because I 

I wish you would . 

Regraded Uclassified



D: 
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!UIJr: 
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liliJr : 

D: 

<I!.!Jr : 

D: 
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don't t hink that I'm copable of advising . 
But I do feel this, that it couldn't hurt 
and might be helpful and clari fy t he situa­
t i on up and get a perfect understanding 
if somebody fr om your office could have a 
conference with these people Monday morning 
the first thing. 

'Hell , sir, I'll tell ?.Ia gill 's office the 
minute he comes in to call you up . 

All right . 

And I appreciate your calling me. 

!low ' s that? 

I thank you for calling me . 

All right. You' re welcome . 

Goodbye. 

Goodbye. 
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There were pr esent at Secretary l.lorgenthau •s home Friday 

evening, April 2nd, the following : 

Secretary Llorgenthau 
Governor Eccles 
Dr . Goldenweiaer 
Elliott Thurston 
Wayne Taylor 
Dan Be:Ll 
George Haas 
Herbert Gaston 

The discussion lasted tor about two hours and related 

o.lmost wholly to the phras i ng of a pr ess r el ease tor proposed 

use on Saturday which involved, however , the whole question of 

t ho action to be taken with respect to the bond market and the 

arguments which were to b e presented by Chairman Eccles to the 

members of the Open Amrket Committee meeting saturday, April ~rd . 
Both the Treasury and the Federal Reserve people had prepared 

tentative releases. 
After receiving trom Elliott Thurston at 

2 :30 on Friday a copy of t ho Federal Reserve ' s version, the 

Treasury group, consisting of Taylor, Haas, Bell, White, 

Seltzer and Gaston, had made some revisions in the tentative • 
Treasury draft , Gaston had gone over to see Thurston and 

Gol denweiser about 6 :00 Friday ovening and they had argued 

tor their gen-eral form of draft , and Thurston at that time aug­

seated the modifi cation of their draft by inserting the words 

"if necessary" in No . 2, which stated that the Federal Reserve 

s}'Otem would increase its hol dinSIS ot Government secur,itiea• 
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Gaston suggested at that time several modifications of the 

?ederal Reserve draft, At t he beginning ot the discussion 
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at t he Secretary's home, Dr. Goldenweiser produced a revised 

draft. This draft included various points which the Treasury 

had found objectionable, including the words "it necessary" 

in No . 2. The Secretary objected ~ediately to that quali-

fication . Momentarily, this point was passed over for con­

sideration or the first paragraph in which the Federal Reserve 

people retained t heir statement to which the Treasury objected, 

which read "Develop:nents wholly unjustified by underlying 

financial and economic conditions have recently manifested 

themselves in the capital markets and are adversely affecti.ng 

t he orderly progress of economic recovery. " Gaston repeated 

t ho Treasury' s objections already advanced to this l&DbU&Se 

and t he Secretary said that he would not permit that state-

mont to stand. He said we might just ao well face the facts 

and ..racognize that the breal< in the market was largely, if 

not whol ly, due to the increase in reserve requirements and 

t his was certainly an "underlying condition. " A modification 

ot the wording to omit t he objectionabl e phrasing VIas finally 

agreed upon. This made t he first sentence read "Developments 

which have recently manifested themselves in the capital markets 

threaten t o affect adversely the orderly progress of economic 

recovery. " 
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There was protracted argwnent as to the statement or 

the amount of go~d certificates which t he Treasury shou~d 

deposit . The Treasury had originally suggested 500 mi~lion 

and the Federal Reserve had countered with the suggestion or 

300 million. I t was exp~ained that one or the reasons for 

placing it at 500 mil~ion instead or 300 million was that we 

did not wish to pl.ace this figure at the actuu amount which 

was generuly considered to represent the Treasury's cash 

needs . We wanted to get away from creat ing t he impression 

that the Treasury was mere~y doing t his t o improve its cash 

position, which was not the fact . The Secretary eaid he 

would not even want those in the r oom to think that this was 

any part of the Treasury' s motive . 

Chairman Ecc~es and Dr. Go~denweiaer repeated their 

objections to t he 500 million figure . They said that it 

could be cuculated to be almost the exact amount necessary 
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to nu~lify the effect of the increase in reserve requirements 

on t:ay lst and that, therefore, Chairman Eccles would have 

s rcat difficulty not ouly in the public reacti on but i n con­

vincing the members of the Open Market Committee that they 

ought to go uong on the generu plan. At the earlier meetina 

with Chairman Eccles in the Secretary ' s office on Thursday, 

t he Secretary had consented to modify this figure from 500 

million to 400 ~lion bUt s tated that he wou~d not accept 
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:300 million for t he reasons stated before . liear the close 

of Friday night's discussion, Dr · Ooldenweiser offered an 

alternative . It was that we reduce the gold certificate 

alllount to 250 million with the understanding that open marlcet 

operations would take care of another 250 million. This, he 

said, would make it a fifty- fifty proposition . Mr. Haas com­

~::ented that t his was somethinS l Ute a t1fty- f1tty sausage 

cons i sting of half horse and half rabbit, since it would have 

t he effect of increasing rather than lessening the burden on 

t he Treasury and would subject us to t he criticism of shcwina 

f avori tism to the banlcS· It would increase the cost to the 

Treasury and lessen the cost to t he Federal Reserve syatem. 

The Secretary thought that thia 250 figure would weaken 

t he f orce of the action and he could not at this time consent 

t o it. He would , however , sleep on the matter with the under­

s t anding that he was still st1clc1ng t o the 400 figure . 

Chairman Eccles reverted to t be words uit necesaa.r}'" in 

action no . 2 . He thought that with this quuification, be 

t~ould be in a much better position to win over his Open l.!al•ket 

Committee by explaining to t hem tha t they were not asked to do 

more than market conditions would require . The Secretary said 

wi th great emphasis that be would not consent to any such 

proposition; that if the Federal Reserve group and the Open 
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Uarket Committee 1na1ated on it, he simply woul d not pl ay 

ball with them and he would be rorced to go ahead on h!a 
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own as he had been doing with reapect to the Treasury's bond 

market for the last two years . I t was pointed out to Chairman 

Eccles that the use or the worda "it neceaaary" would deprive 

the whole procedure ot any errect or concerted action at all. 

The Treasury would be making a definite commitment but the 

Federal Reserve system would not be committing themselves to 

anything and that would be obvious on the face of the state­

ment . li!or e t han anything else what was wanted was to show 

concerted acti on and a united front and these two weasel 

( words would completely destroy that effect . Chairman Eccles, 

Dr . Coldenweiser and Thurston finally conceded the force of 

this argument and Chairman Eccles said t hat he might indicate 

t o his Open Marke t Committee some of the implications of 

failure on t heir part to make o. definite commitment flr action . 

Chairman Eccles fina1ly stated that he persona1ly, as Chairman 

ot the Board of Governors , was determined to be associat ed 

with t he Treasury Department in this concerted corrective 
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move and t hat he felt willing to tell the Committee that 11' 

they would not go along, he would ask t o be associated in 

the Treasury statement as agreeing to it in his capacity as 

Chairman or the Board of Governors . 
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By general agreement the final paragraph of the Federal 

Reserve form of stat ement was substantial l y modifi ed in the 

light of Tr easury objecti ons . 
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It was agreed t hat a joint pr eos conference would be held 

in t ho Treasury some time Saturday afternoon, the t ime t o de­

pend on the progress of t he deliberations of the Ope.n l.larket 

C~ittee and the opportunity for presenting the final plan 

t o the President tor his approval . If there was prospect i n 

t he early afternoon for agreement on a joint course of action, 

the newspaper men wer e t o be notified t hat a statement woul d 

bo forthcoming l ater 1n the day. 

( There are attached copies of the Federal Reser ve draft 

(A) of a proposed statement pr esented at the opening of the 

evening's discussi on, tbe Treasury draft (B) and the final 

r evised draft (C) which was t be product of the evening'S 

ceeting. 
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Developments wnich huve recently manifested them­

salvos in the capital markets t hreut en t o af f ect adver sely the 

oraerly pr ogres s of economic recover y . In order to counteract 

thc.se development s , the Trea sury and tne Joedera l Reserve System 

nuve uecl ded upon tne follo.ving course of action, effective a s 

ol' ..lo.nday, April 5: 

1 . The Trea sury Ri l l deposit ~ith t he Federal Reserve 

banks 6400, JuJ, OJ O of gold cer t i f i ca t es, issued agains t gol d 

wnich bas been held inactive . Thi s action is in conformit y 

with the policy with r espect t o acquisitions of gold announced 

by the Secretar y of t he Tr easury on December 22, 19J6, Gfter 

conferr ing ~<ith the Boar d of Governor s of the Federa l Reser ve 

System . 

2 . The Federal Reserve System will increase its 

nol uinss of United St a tes Gover ncent securi t ies thr ough open 

mbr~et operations . 

The purpos e of tne combin~d action i s t o mai ntain an 

oraer ly capital market, which i s essential for t he r estorati on 

of ful l empl oyment, and for tne effective utilization of the 

country ' s productive r esources . 
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Developments which have recently mnnifested themselves 

in the capital markets threaten to affect adversely the orderly 

progress of ecdnomic recovery. In order to counteract these 

developments , the Treasury and the Federal Reserve System have 

decided upon the folloRing course of action, effective as of 

orulay, Apr il 5: 

1 . The Treasury will deposit with the Federal Reserve 

bbnkS t4JO, OOO, OJJ of golo certificates, issued agains t gold which 

u1tS been held in&ctive. 'Inis ~ction is 1n conformity with the 

policy with respect to acquisitions or gold announced by the 

~ecratary of the Trea sury on Vecember 22, 1936, after conferring 

with the Board of Governors of the Federal Reserve Sys tem . 

2 . The Federal Reserve System will increase i ts holdings 

of United St ates Cover~ent securities through op&n mr rkot opera-

tions . 

The purpose of the combined action is to meintain an 

order ly c apital ~ket, which is essential for the restoration 

or f ull employment, and for the effective utilization of the 

country ' s productive resources . 
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~NGRE~~ ­f.SilFRA 15@ 
April 3 , 1937 
12:30 p.lh-. 

Present: 

R. M.Jr: 

Gaston: 

H.M.Jr: 

Loobbeed: 

H.J.I. Jr: 

Gaston: 

H.M.Jr: 

Gee ton: 

B.M.Jr: 

lire. 
Mr. 
Mr. 
Mr. 
Mr. 
)(r . 
Mr. 

notz 
Baa a 
Lochhead 
Upham 
Bell 
Gaston 
Taylor 

Where does this come from, this UP story? 

Oh, that comes mostly from the young men ' s 
own mind I thinlc. 

(To Lochhead) Sterli ng is 4.90. 

(Nods yes) Francs are s teady and guilders ere 
steady. 

(On phone) Chairman Eccles, please. 

Have you (Gaston) got my stat ement? 

Yes. 

Everybody here in the room seen it? 

No (handing statement to Secretery). No, I 
think not. 

I ' ll reed it out loud. 

"Developments which beve recently manifested 
themselv~s in tbe capital markets threaten 
to affect adversely the orderly progress or 
economic recovery. In order to counteract 
these developments , the Treasury and the 
Federal ReserTe System have decided upon the 
folloWing course of action, effective es or 
Monday, April 5: 

"1. The Treasury will deposit With the 
Federal ReserTe banks $400 ,000 ,000 or gold 
certificates, i ssued against gold which bas 
been held inactiTe. This action is in con­
formity with the policy with respect to ac­
quisitions or gold announced by the Secretary 
ot' the Treasury on December 22 , 1936, attar 
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Lochhead: 

R.M.Jr: 

Lochhead: 

H.M..Jr: 

Upham: 

H.M.Jr: 

Upham: 

H. loi.Jr: 

Upham: 

R. M. Jr: 

llre. JClotz: 
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conf erring with tbe Board ot Gover nors ot the 
Federal Reserve System. 

"2. The Federal Reserve System wi l l increase 
i t s holdings of United States Government sscuri­
ties through open market operations. 

"The purpose of tbe combined act ion is to 
maintain an orderly capital market , which is 
essential for the restoration ot full employ­
ment , and tor the effective util i zation of tbe 
country' s productive resources." 

(To Upham) Want to take a look at it? I mean 
do you want e copy? Take e look et it 
(banding Upham copy). 

May I ask, it we take that out - sterilized 
gold - what will you do with the gold that 
continues to come in now? 

Sterilize it. 

You will continue to steri lize it . 

(On phone) Bello? Thank you. (Hes conversation 
With Chairman Eccles, recorded on dictepbone 
et 12:35 p.m. ) ( .. tt~>ched und follows rhis puge . ) 

You (Upham) sey be bas a machine, too. 

Yes. 

Just like this? 

Wel.l, I bsven • t seen it but it is similar. 
Ransom bed it put in While Eccles wee in the 
sout h , so that be could talk to the whole group 
over there at once. 

Bas be got a recordi ng machine? 

I don ' t know. 

Well listen , my advi ce to you is that you cen 
all go play golf. 

Ser ious? 
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Operator: 

H.M.J'r: 

Eoolea: 

H.M.J'r: 

E: 

H.M.J'r: 

E: 

R.M. J'r: 

!: 

Bello? 

Apr il 5, 1937 
12:35 p.m. 
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Chairman Ecoles. Go ahead. 

Hello? 

Hello? 

How 1s it going? 

Oh , I•m still alive. 

Well, that ' s something. 

Well , I - I think it ' s going along all right. 
Of course, you know you •ve got to let them 
all talk and - and give t hem a perfectly free 
discussion, but I - I feel hopeful about the 
si t uation. They' ve gotten down t o - to a 
pretty serious consideration of the problem 
and - and they ' re not making impassioned 
epeeohee , end it ' s my feeling that t hey have 
a - they see we're in a orisis, and that they 
are , of course , desirous of doing the right 
thing, and I have given them t o understand very 
definitely , ee Dr. Goldenweiser has , that due 
to f ailure to sot up to the present time, 
w1 thout blaming anybody for that i .ndi vi dually 
because you'd be in an indefinite argument 
about that , that - that we are now up against 
a situation of either cooperating with the 
Treasury and - or standing out here refusing to 
do anything and let the Treasury go alone, 
lftlich would be a most unfortunate thing for the 
Reserve System. I told them that it was your 
desire to have cooperation; that you were very 
loat he, of course, to have e.ny breaks develop , 
but at t he same time you heel made up your mind 
that - that somebody had to take oharge of the 
oapitsl market. 

.Ah- ha. 

And that's about the - the sum and substance. 
Now I - there is - they•ve been looking at tbe 
statement , and t .here is oonsiderable ori tio18111· 
They reel that they - that - that it's fraught 
with some danger , end I think it ' s well to let 
tb• try their hand. I told tb- tbet - t hat 
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R.M. Jr: 

E: 

H.U.Jr: 

E: 

H.M. Jr: 

E: 

R.M. Jr: 

11!: 

B.M.Jr: 

E: 

H.M.Jr: 
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you were not set on - you were set on making 
a statement, but you weren ' t set necessarily 
on every word in the statement or on the exaot 
text or the statement. 

All right; tine. 

That you ' d be glad, I wee sure, to have the 
euggeations. 

As long as the objectives aren tt changed. 

That ' s right. I - I don 't know whether you •o 
be willing or not to have the Reserve SJetem 
go it alone and make detini te announcement that 
they were going to buy end undertake to buy and 
have t he Treasury withhold action tor the time 
being. 

Well, ot oourse, we don ' t think it would be 
enough here. That's the thing- we don ' t think 
it would do the triok. 

The - ot oourse, the market is pretty strong 
this morn_ing. 

I know but now I told you why it is and what I 
did yesterday, and I bed the three-way program. 

Yea. 

And I don't think unless we go through the whole -
the three-WeT program 12J:Ipte going to do it. 

Well, I - I - that's what I 've told them. 

I mean - I - I've Just burned myself out over 
this, Marriner, end I've kept quiet, end I think 
an,-thing lese than t his t hree-way program which 
I laid out last night that - I - I don't think 
it's going to go across . Now, the teet that the 
market was up yesterday end that it went up this 
morni ng - then it receded again - I ddh't want 
to go i nto a long argument but we - we teal that 
due to many things wllich you ' re just as coneoioue 
ot as we are that 500 million excess reeervee is 
not enougb. 
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Wel~ of course I recognized that. At least it 
isn t enough for the time being that • s certain 
because they - you haven ' t gotten past the Ll~ lst 
period and they really don ' t know what they ' re 
going to have, you see - individual - the banks 
individually don•t . 

I think this has got to be a three-way program, 
Marriner, and I can•t recede from the position 
that I • •• •. • 

One of the points that the - ab - that some of 
them have made ••..•.•• 

Yes . 

•• ••• is,of course, whether or not the announcement 
of putting a substantial amount of gold back into 
the picture ••.. . •••.. 

Yes. 

•• •••• •• would have an inflationary effect so that 
if the bonds did go up a little ways that there 
would be a lot of people and a lot of institutions 
that not because of the need for selling at all 
but merely that they felt that tbis meant an in­
flationary development and this was a good time 
to get out of long-term securities . I mean that 
that seems to me the question. 

You know what 'IICf answer to tbat is? 

Wbat . 

These boys r aised the reserve requirements 1n order 
to - ah - ab - put a damper on - on - on commodity 
prices. 
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No, that isn't wby we di d it to get close to the 
market ; I mean to get to a point where we would •• • • • • 

Well -
have - be able to - action by buying or 

;;ii~ would really influence the market. In 
otber words, it was a question of a move to get 
into position- that's - tbat was the purpose. 
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And you got yourself into position and the commodities 
have gone up steadily ever since. 

Oh well I didn ' t feel we could control commodities 
as I said in my statement in substance of any 
monetary needs to where you got unemnl oyment to 
try to fight money to control commodities would 
be perfectly wrong and its very definitely against 
my view of the thing , 

I know but- but- but •••••••• 

And I do.n 1 t • .....• 

•• •••• then the thing gets down to what good did 
this thing do? Look, llarriner 

Yes . 

These fellows , of course, don' t want the Treasury to 
do anything because it looks as though the Treasury 
has to step in to help this situation out and they 
can think of a lot of reasons why they don ' t want 
the Treasury to do something . Now I have played 
more than fair with the Federal Reserve; Ilve kept 
my mouth shut but I feel - I mean the thing is 
cryst allized in my mind and from now until the 
f irst of July I think we need another - m9re excess 
reserves than what we ' ve got and I ' m willing - you 
can tell them to sit down with these fellows any 
time and reconsider this thing but at this time, 
just doing this thing, I've got to say this - I 
bote to say this but I think the Federal Reserve 
has lost caste and I - they haven't handled tbis 
situation and I ' tbink ' they've lost caste; now I 
think tbe Treasury and the Federal Reserve have gO't 
to move together plus what the President has done 
and will do to assist us. - Ah - ah - and- ah •••• • 

Well , of cours e, I think a definite assurance with 
reference to the budget would be one of the most 
favorable - that would almost offset any putting 
of gold in because it • •• •• • • 

No- no-·· ···· 
• •• • . .• the- the budget is •.•.• . . 
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•••• . . • No- no, Mar riner, I cannot and I ' m sorry 
I will not recede from my decision of l~st night. ' 
I •m not going to recede from it - I mean- ah _ 
you were in entire sympathy; we went through this 
whole thing before and now these boys are •• •• • • • • 

I ' m not - I •m not arguing for you to r ecede· I•m 
just merely giving you the picture because f •ve 
got a tough job here With ,. bi g group of fellows 
and it's just a ques tion of knowing- ab- ah - whet • • • • • • 

Vlell if these boys are going to go to work on you 
now - and I - I can' t recede. 

Yes . 

I - I mean the situation i s so and, as I say, the 
Federal Reserve hasn ' t been able to handle i t ; they 
didn ' t rise to the occasion; they didn' t do anything 
about itf· t hey've left t his thing just slip every 
day and ' m not going to sit here and - and - and 
l et this thing continue to - the situation has t aken 
me three years; everything that I've got t o build up 
t he government where it i s and then just see i t slip 
from under my feet . I mean I •m not going to do it . 

Well I•ll - I'll report t o them that - that so f ar 
as the putting in of 400 million of gold i s concerned 
that, Whether they do anything or not, you ' re at 
least going to do that . 

. Yep. 

And - ah - you' d like to have them cooperate by making 
a joint statement indicating t hat they ere going t o 
carry out an open market operation. 

Well cert ainly l ast night, when you left my house, 
you were in entire accord with what we were t alking 
about. 

\fell I •m not out of - I •m not out of harllll?ny now. 
I'm not -I'm- I'•- I ' m- but I can'~t go into a 
meeting of 12 people and simply use a club, you know. 
After all you get - you wouldn't get cooperation. 
Vfuat I •m trying to do i s to just say to them exactly 
what the situation is and I 1ve reported to you the 
si tuation here and I tm merely asking you ••• •• •••• 

Yes . 
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• •• • • • • ah- i f you would be willing to consider th1t. 
Now if you won't then I•m - I ' m not arguing for it 
at all; I'm not making a case - I ' m merely telling 
you what some of the reactions are. 

Then l et me ask you, •Marriner Eccl es have you changed 
from your position or last night•? 

No I haven' t changed from my position at all. My 
position last night, of course, was that you put in 
less than the 400 million and - ah - and state that -
ah - ah - i f necessary you'd put mor e in; that would 
put t he Reserve people on the spot her e so that in 
carrying out an open market operation by God they ' d 
have to do it - satisfactory to you. That was the 
only- that was my position. Ah - ah •••.• • •• • 

I thought the statement, as ~itten last night, was 
agreeabl e to you. 

Well when we l eft I - I told you that the s t atement 
was agreeable but I prefer red the other. 

Yes, but you were in agreement with the statement. 

Why, ye s, of course, I mean I wouldn ' t say that if it 
isn' t that statement I wouldn't go along . That isn' t 
my position at all. 

llo , I understood that the statement, as written lest 
night, met with your approval. 

Well when I left you last night • •• ••.•• 

Yes . 
I said •Now keep your mind open on that 

26o . ~iiiion•, you remember? The last thing I s aid 
and you said you'd sleep on it. 

Yes but I said that _ but I also told - and Goldenweiser 
said that as rar as I was concerned it was 400 million 
and . ... . •. . 

_ that' s what you sai d but I said to you, 
as I left I said, •Well now let ' s sleep 

We don't want to make a mistake. Keep 
That's right 
didn't I , just 
on this thing . 
your- keep • •• • • . • ••. . • 
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Well I don ' t r emember it . 
sitting he.re, 

All r ight . 

Let me ask him. 

(Pause) 

Hello 

Yes . 

248 

Let me ask Taylor, he ' s 

Ah - Taylor says the way he understands it - when we 
left it was agreeable but you asked me to think about 
i t again. 

That's right. 

But it was agreeable as written. 

That's right; that ' s correct but I preferred the other. 

Incidentally, we've got a hundred million dollars 
wort h of gold on the ocean right now. 

Oh my gosh. 

Yes . 
Well we ' ve got to do something about that . I mean 
that t s another problem aside from this that's damn 
serious. 
Yes. Now as to time because I've got a lot of golfers 
in the Treasury, see? 

(Laughs) 
And some race-track fans and o~Bo;rit starts at 2115. 
Now - ah - when are you fellows coming up for air 
again? 

• 
Well I don' t - I - I - I don' t think that . I think 
this thing is sufficiently important that these 
fe.llows better pass up their golf and their race; 
I ' m doing all that I can but after all there ' s such 
a thing as trying to push a thing to a breaking point 
and I don' t want to do that. 
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No I ' m - I'm not going to the racetrack and I ' m not 
going to play golf but I want to know when they can 
come back; the:y can go out- the way I figure the:y ••••• . 

Oh - oh. 

• ••••.• I f i gure they can all go to the races . 

I think so , you tell them to go. 

Tbat•s what I meant . 

No, I think the:y can. 

Well that•s what I meant- when we- when will :you 
want to talk to me again? 

Wel l I tol d these fellows that we ought to at the 
l atest get through this thing by two o' clock. I - I 
don ' t - I tri ed to - I sai d that I had to see the 
~ecretary and we possibly expect to go over and see 
the President and then we ' d have a Press Conference 
so I said, •You can see the question of time i s of 
essence• . 

Well a.ren•t you going to eat? 

I don ' t think- I don't think t ill we get through. 
I ' d keep t hem 1n there; maybe st arve them; there ' s 
some advantage in that you know. 

Wel l I •ll tell :you what we •d - I•d 
got lunch at 1:15 with my daught er 
I•ll call :you up. 

All right, will you do that? 

I - I - supposing I do that. 

do. I 1m - I 1ve 
and after lunch 

All r i ght. I f I happen to be out to lunch then I •ll -
leave word and - where I can call :you and I •ll call 

ou as soon as I get back, that is, if I should be out 
~hen :you get t hrough with lunch with your daughter and 
should call me. 

Well now let' s l eave it 
call me if you 1 re going 

if 
this way - because/you go out ­
to go out . 
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You 1 11 be bo~~e? 

!Ill ei ther be at the ot ti - Treasury or home . 

All r i ght, before I go out to lunch I 111 call you. 

O.K. 

Fine. 

Thank you. 

Goodbye. 

Regraded Uclassified



H.loi • .Tr: 

Taylor: 

H. lA • .Tr: 

Bell: 

Mrs. JUot~: 

Bell: 

H.l! • .Tr: 

Bell: 

H.M • .Tr: 

Taylor: 

H.lo! . .Tr: 

251 

Yes. 

At 2:00? 2:30 maybe. 

I ' ll give you three. I ' ll give you even money. 

I think they•re t hrough now. 

Through before they begin. 

Don' t you (B.~ • .Tr.)? I t hink they ' re t~rough 
now. 

Whet do you mean? 

Might as well adjourn now. 

Do you know whet Goldenweiser said l est night? 
Be said before Eoclee came - he was kind of 
talkative - he said , ~no you know whet they 
ought to do? They ought to say, 'The meeting 
has come to order; let's take e vote. • You ' ll 
be Just as fer then es you will be two days 
lat er. " He said all the argument isn ' t going 
to change anybody. 

If all they ' re arguing about at the prese.nt 
time is the wording of the s t atement, that 
means that they are pretty well agreed. 

Be (Eccles) di dn ' t say thet. 

Now let ' s , in this room - if anybody - it anybody 
thinks I mn unfair they oan say so. We ha•e ' 
gone through t his thing with Eccles again and 
again, and Ecole& bee agreed, and he goes over 
and soroebody starts talking and he turns a 
somersault, end then we've got to do our work 
over again. I'm not going to weer myself out 
doing it . I'm taking my position end there I 
am and there I stay, and the only person that 
can make me change is the President ot the 
Uni tad States. 

You •ve seen him (Eccles), Cy, haven ' t you­
you ' ve seen him come in end agree to something, 
then those boys give him the works and he 
changes. Am I unfair? 
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No , I don ' t think you are unfair. 

Be agreed to thie thing. He did 
Goldenweiser , he said "Think it 
I sai d, "No , it ' e 4oo 'million. " 
Am I wrong? I mean •.•. . . . .. 

say - or 
o•er agai n. " 
Didn' t I? 

You sai d to let it stand at 400 mi llion and 
we would sleep on it , but let it stand at 
400 million. 

400 million. 

That was your reservation. You told him he 
could talk five , you know. 

I said he could talk five , but my figure was 
tour. 

It was up to him whether he wanted to talk five. 

(On phone) Mise Marguerite LeBilnd, please. - - -
Miss Marguerite LeH8nd? How do you do. I told 
8 man by the name or Roosevelt that Mr. Eccles 
and I would most likely want to see him this 
atterqoon to clear 8 very, very important 
statement that we are thinking of making Monday 
morning, to look after your bonds. Bave you 
still got those 1~ bonds? - - - You have not? 
You sold it? That ' s what made the bond 
market go down. I wondered where the Ethiopian 
wes. I knew something wee wrong somewhere. 
I knew that there was big selling somewhere. - -
Now listen, ia ha going out tor a drive or some­
thing? • - - Well , I just got thrOugh talking 
to Eccles. Be' s got his whole Board here, 12 
ot tbem,and he doesn't know when be ' s going to 
get t hrough. - - - But I just wondered it be 
was going to take a drive. - - - Well then, 
whet I •ll - I ' ll have to take my chances. 
Are you going to be in this afternoon? - - -
Well then, when Eccles end the rest of them 
make up their mind, may I give you a r i ng? 
- - - And sold al l your Governments? 
You ' re 8 pal. 
ABk her where she got her advice. I want to 
know where she got her adYice. MaYbe t roa 
the President. 
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She said, "I sold my one bond. " 
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I tell you exaotly what I'm going to do, and 
everybody oan do what they please. I told 
J'osn I ' d have lunob With her at 1:1~. EYery­
body' s got to eat somewhere , don ' t they'l And 
it this thing •••.•••• Where are you going 
to go , Herbert? 

Oh, I ' ll have lunoh downtown somewhere. 

And Wayne? 

Downtown somewhere. 

I 'll let you fellows know at 2:00 whether I 'm 
going to take a sleep, and if I take a sleep 
you oan all go out and play golf; tor two 
hours and a half you oan all go out. 

I think I 'll get a heir out and go to the 
movies. 

Bow about you, Dan? 

I ' ll be here until about tour. I have a dinner 
engagement in Bllltimore. 

What? 

A dinner engagement in Beltimore. 

You may get there. What time is it, if I might 
ask? 

I 'm supposed to leave here at tour and get 
over there by five thirty. 

On the train? 

No, driYing. 

Well, let • s see - you (Baas l • · · • • · • • · · 

I ' ll be available. 
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No , be said he ' d oall you it he went out • 

You said that you'd oall him after you'd got 
baok from your lunob. 

Be was t o oall the Secr etary and the Secretary 
would be either here or at home. 

Before be went t o lunch. 

And it be didn 't go t o lunch, you'd call hi m 
at two. 

Let me just go around the room. Does anybody 
think whet I said t o Marriner - that I won ' t 
recede from my position - is a mistake? 

(Nods no) 

Or recede f r om this statement? I don't mean 
words, but I mean as to t he purpose. 

(Nods no) 

Herbert? 

Not now. No, I don ' t think it i s a mistake. 

Why do you say "Not now"? 

Well, I mean i n SJIY eTent if you were going t o 
recede, I wouldn't . , .••.•.• 

would you haTe done it at 12:00? 

No I mean I ' d wait until- take certainly 
a t i rm position until that Board is through with 
its meeting • 

.Ul r i ght. Cy? 

I agree With Her bert. 

What• e that? 
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I agree with Gaston. 

You do. 

I agree absolutely. 

I ' d stay finn. 
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I agree with that. I don 't know as I ' d stay 
firm indefinitely, but I ' d stay firm right now, 
if you are satisfied With the position; s tay 
there until they take some position, then de­
cide whet you'll do. 

After we get all through with it, and then they 
won't go along, wa•ll have to readjust the 
position end decide whet to do independently. 

Well , those of you who weren ' t there lest ni ght, 
I went to get this over. Marriner Eccles 
agreed to this thing last night, and this is 
the lest thing be said to me. Now, you (Bell) 
oheok me. He sai d , "If my Board doesn ' t go 
with me, 1 want to know whether you in your 
statement will inolude Marriner Eccles , as 
Chairman of the Federal Reserve Board, and 
say that I agree with what the Secretary of 
the Treasury is doing. Will you include me in 
eny statement?" 

He said, "I ' d like to be included - I ' d like t o 
he associated in the statement as ~erriner 
Eccles , Chairmen or t he Board or Governors of 
the Federal Reeerve System." 

That ' s right. 

That's what be said - "Will you include me in 
your statement?" Whereupon Elliot Thurston eeid, 
"Well if you do that, then the Board' s got to 
go el~ng." Rs said , ,"I don •t want to be t~ed 
up with t hese banks end be known • • · • • • • • • 
He said, "Will you include me in your statement , 
so I osn be known publicly to he in aooord With 
what you are doing?" 

I want you to get that background , Cy. It's 
terriblY important. 
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He hasn't pulled that yet over there, evidently. 

He said that would be his t1nal argument , 
and he'd tell them flatly . 

Well, I sincerely hope that the Board and the 
Treasury can go together . I sincerely hope -
I think it would be terrible if they didn ' t. 
I think that would be the worst thing of all. 

Well, you will all hear from me. I 'm awfully 
sorry, but I do think that this is about one 
of the most important things we have bad sinoe 
the Tripartite Agreement. Don ' t you (Taylor)? 

(Nods yes) As fer as this country ia concerned , 
it is a bell of a lot more important. 

And fortunately, I am in a very quiet , aelf­
contained mood , because I know what ia the 
right thing to do now. I know what I think we 
should do . 

Well, I'll go on home and heve lunoh with Joan 
and then I ' ll phone t he office here around 2:00. 
Bow' s t hat? I ' m awfUlly sorry - a lovely day 
like this,- but ....... . 

There will be others. 

There will be others. 

Row do you know? 

What a big help you are. 

Just because there always have been? 

Regraded Uclassified



a .M.Jr : 

Opera tor: 

H.Jo!. Jr : 

E.ccles : 

H. II .Jr: 

E: . 

H. li. .Jr: 

t. : 

B.M.Jr: 

E: 

Hello? 

Chairman Eccles . Go ahead . 

Hello? 

Bello? 

How is it going? 

Oh, I 1m still alive . 

Well, that's something . 

April 3, 1937 
12:35 p.m. 

Well , I - I t hink it ' s going a long all right. 
Of course, you kno~ you ' ve got to let them 
all talk and - ana give t hem a perfectly free 
d iscussion, but I - I feel hopeful about the 
situation. They ' ve gotten down to - to a 
pretty seri ous consideration of t he problem 
and - and they 1 re no t maki ng i01pa ssioned 
speeches, and i t ' s my f eeling that they have 
a - t hey see we•re in a crisis, and t hat they 
are, of course, desirous of doing the right 
thing , and I have given t hem to understand very 
definitely, as Dr . Goldenweiser has, that due 
to failure to act up to the present time, 
without bls.ming anybody for tnat individually 
because you' d be in an indefinlte argument 
about t hat, t ha t - that we are now up against 
a s ituation of either cooperating with the 
Treasury and - or stsnding out here refusing to 
do anytblng and let the Treasury go alone, 
which would be a most unfortunate t hing for the 
Reserve System. I told t hem t hat it was your 
desire to bave coopera tion; that you were very 
loath, of course, to have any breaks develop, 
but at the same time you had made up your mind 
that - that somebody had to take charge of the 
capital market . 

Ah-ha. 
And that's about the - tho sum and substance. 
Now I - there i s - t hey've been looking at the 
s tatement, and there is considerable cri~icism. 
They feel that t hey - t hllt - that it ' s fraught 
with some danger , and I tb.ink it 1 s well to let 
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them try their hand. I told them that - that 
you were not set on - you were set on nw.Jd.ng 
a statement, but you weren't set necessarily 
on every word in the statement or on the exact 
text of t he stat ement. 

All right; fine . 

That you' d be glad, I was sure, to have the 
suggestions. 

As long as the objectives aren ' t changed. 

That ' s right . I - I don't know whether you' d 
be willing or not to have the Reserve System 
go it alone and make definite announ.cement that 
they were going to buy and undertake "to buy and 
have the Treasury withhold acti on for the time 
being . 

Well , of cours e, we don ' t think it would be 
enough her e . That ' s the thing - we don ' t think 
it would do the trick . 

The - of course, the market is pretty strong 
this morning. 

I know but now I told you why it is and what I 
did yesterday , and I had the three-way program . 

Yes. 

And I don't think unless we go through the whole -
the three-~ay program they're going to do it. 

\'/ell, I - I - that ' s wb.at I've told them. 

I mean - I - r •ve just burned myself out over 
this, Mar riner, and I've kept quiet, and I think 
anything less than this three-way progr am which 
I laid out last night that - I - I don' t think 
it ' s going to so across . Now, the fa ct that the 
market was up yes t erday and that it went up this 
morning - then it receded again - I don' t want 
to go into a long argument but we - we feel that 
due to many things which you 1re just as consci ous 
of as we are that 500 million excess reserves i s 
not enough. 
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Well of course I recognized that. At least it 
isn't enough for the time being that ' s certain 
because they - you haven ' t gotten past the May 1st 
p~riod and they real l y don't know what they're 
going to have , you see - individual - the banks 
individually don ' t. 

I think this has got to be a three-way program, 
Marriner, and I can' t recede from the position 
that I . . ... 

One of the points tha t the - ah - that some of 
tnem have made • ....•. 

Yes . 

•.••• is, of course , whether or not the announcement 
of putting a subs t ant ial amount of gold back into 
toe picture •••••• 

Yes. 

••• . •• •• would have an infla tiona ry effect so tha t 
if the bonds did go up a little ways that there 
would be a lot of people and a lot of institutions 
that not because of the need for selling at all 
but merely tha t t hey fe lt tha t this meant an in­
flationar y development and this wa s a good time 
to get out of long-term s ecurities . I mean that 
t ha t seems to me t he ~uestion. 

You Know what my answer to that is? 

,,',hat . 

These boys r a ised the reserve requirements in order 
to - ah - ab - put a damper on - on - on commodity 
prices . 

No, that isn' t why we did it to get close to the 
market; I mean to get to a point where we would • • •• 

V/ell -

• • ••••• have - be able to- action by buying or 
selling would really influence the market. In 
other words it was a ~uestion of a move to get 
into positi~n- that's - that was the purpose. 
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And you got yourself into position and the commodities 
have gone up steadily ever since . 

On wel l I d idn' t feel we could control commodi ties 
as I sai d in~ statement in substance of any 
monetary needs t o where you got unemployment to 
try t o fight money to control commodi t ies would 
be perfectly wrong and it's very definitely against 
my view of the thing . 

I know but- but - but •• .••.• 

And I don •t • ••••• 

••••• then the thing gets doN!l to what good did 
this thing do? Look, Warriner 

Xes. 

These fellows, of course, don 1 l want the Treasury to 
do anything because 1t looks us though the Treasury 
has to step in to help this situation out and they 
can think of a lot of reasons why they don ' t want 
the Treusury to do something . Now I have played 
more than fair with the Federal Reserve; I've kept 
my mouth shut but I feel - I mean the thing is 
crystallized in my mind and from now until the 
first of July I think we need another - more excess 
reserves th.an what we 've got arxl I 1m willing - you 
can tell them to sit down with these fellows any 
time and reconsider this thing but at this time, 
just doing this thing, I 1ve got to say this - I 
hate to say this but I think t he Federal Reserve 
bas lost caste and I - they haven ' t handled this 
situation and I t hink they 've lost caste; now I 
think thu Treasury and the Federal Reserve have got 
t o move together plus whot the President has done 
and will do to assist us. - Ah- all - end- sh •••• • 

Well , of course. I think a definite assurance wit h 
reference to the budget would be one of t he mos t 
favorable - that would almost offset any putting 
of gold in because it ••.••• 

No - no - •.•.•• 

• • • • • . • • the - the budget is ••••.•• 
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··· ··· · No- no, Marriner, I cannot and I'm sorry 
I will not recede from my decision of l~st night. 

1 

I 1 m not goill8 to recede from it - I mean - ah -
you were in entire sympetl~; we went through this 
whole thing before and now these boys are • ••••• 

I 'm not - I 111 not arguin8 for you to recede; I 'm 
just merely giving you the picture because I ' ve 
got a tough job here with a big group of fellows 
and it 's just a 4uestion of knowing- ah- ah- what • ••• 

nell if these boys are going to go to work on you 
now- and I - I can' t r ecede . 

Yes . 

I - I mean the situation is so end, a s I say , the 
Federal Reserve hasn't been able to handle it; they 
didn't rise t o toe occasi on; they didn' t do anything 
about it; they 've left t his thing just slip every 
day and I•m not going to s i t here and - and - and 
let this thing continue to - the situation has t aken 
me three years; everything tha t l•ve got to build up 
the government where it i s and then just see it slip 
from under my feet . I mean I'm not going to do it . 

Well I ' ll- I• ll report to them t hat- that soAr 
as the putting in of 400 million of gold is concerned 
t na t , whether they do anything or not , you• re at 
least going to do that . 

Yep . 

And - ab - you' d like to have them cooperate by mBking 
a joint statement inaica ting that they ar e going to 
carry out en open ~arket opera t ion. 

Well certainly last night, when you left my house, 
you were in entire accord with what we were talking 
about. 

Well I•m not out of - I'm not out of harmony now. 
I •m not- I'm- I'm - I•m- but I can' t go into a 
meeting of 12 people end simply use a club, you know. 
After all, you get' - you wouldn't get cooper ation. 
What r •m trying to do is t o just say to t hem exactly 
whet the situation is and I •ve reported to you the 
situation here and I ' m merely asking you • • •••• 
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• • • ••••• ab - if you ••ould be willing to consi der 
that . Now if you won' t then I ' m - I'm not arguing for it 
at all ; I ' m not making a case - I ' m merely telling 
you wbat some of t he reactions are. 

Then let me ask you, "Marriner Eccles have you changed 
from your position of last night?• 

No I haven ' t changed from my position at all . My 
position last night, of course, was that you put in 
less than the 400 million and - a h - and state that -
ab - ah - if necessary you'd put more i n; that would 
put the Reserve people on the spot here so that in 
carrying out an open market operation by God t hey 'd 
have to do it - s atisfactory to you . That was the 
only - tht t was my position. Ah- ah . •••• • • 

I thought the statement, a s Nritten last night, was 
agreeable to you. 

Well when we left I - I told you that the statement 
was agreeable but I pr eferred the other . 

Yes, but you were in agreement with the s tatement . 

Why yes, of course, I mean I wouldn ' t say that if it 
isnlt thut st~tement I wouldn ' t go elong . That isn1 t 
my position a t all. 

flo, I understood that the st~<tement , as >Yritten last 
night, met with your approval . 

Well when I left you last night • ••.• • 

Yes • 

• • • •••• • • I said, "Now keep your mind open on that 
260 million," you r emember - the l ast thing I said; 
and you said you'd sleep on it . 

Yes but I said that - but I also told - and Goldenwei~er 
said that as f ar as I was concerned it was 400 million 

arld. • •••••• 

That' s right - that ' s what you said but I said to you, 
didn ' t I , Just as I left I sai d, "'Nell now let' s sleep 
on this thing . We don't want t o make a mistake . Keep 
your- keep .. • . .. . . 
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Well I don ' t remember it . Let me ask Tayl or , he ' s 
sitting here. 

All r ight . 

Let me ask him. 

{Pause) 

Hello 

Yes . 

Ah - Taylor says the way he understands it - when we 
left it was agreeable ~ut you asked me t o t hink about 
it again. 

That's r ight. 

But it was agreeable as written. 

That 's right; that• s correct but I preferred the other. 

I ncidentally, we 've got a hundred million dol lar s 
wor t h of gold on the ocean right now. 

Oh my gosh . 

Yes . 

Well we ' ve got to do something about t hat. I mean 
that ' s another probleo asi de froo this that's damn 
serious . 

Yes . Now as to t ime because I 've got a lot of golfers 
in the Treasury, see? 

{Laughs) 

And some race-track f ans and our - Bowie starts at 
2 :15. Now - ah - when are you fellows coming up for 
air again? 

Well I don't - I - I - I don1 t think that . I think 
this thing is sufficiently important that these 
fellows better pass up their golf and their race; 
I ' m doing all t ha t I can but after all there's such 
a thing as trying to push a thing to a breaking point 
and I don't want to do that. 
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No I 'm - I ' m not going to the racetrack and I ' m not 
going to play golf but I want to know when they can 
come back; they can go out- the way I figure they •••• 

Oh - oh. 

•••• ••• I figure they can all go to the races . 

I think so, you tell them to go . 

That ' s what I meant . 

No, I tllink they can. 

Well that ' s what~ meant- when we -wnen will you 
want to talk to me again? 

Well I told these fellows that we ought to at t he 
latest get through t llis thing by two o ' clock. I - I 
don ' t - I tried to - I said that I had to see the 
Secretary and we possibly expect to go over and see 
the President and then we ' d have a Press Conference 
so I said, "You can see t he question of time is of 
essence . " 

Well aren' t you going to eat? 

I don't think - I don' t think till we get through. 
I' d keep t hem in there; maybe starve them; there's 
some advantage in that you lulow. 

Well I•ll tell you what we'd- I 1d do . I ' m- I 1 ve 
got lunch at 1: 15 with my d aughter and after lunch 
I ' ll call you up. 

All right, will you do that? 

I - I - supposing I do that. 

All right. If I happen t o be out to lunch then I ' ll -
leave word and -where I can call you and I'll call 
you as soon as I get back, that is, if I sbould be out 
when you get through with lunch with your daughter and 
sllould call me. 

Well now let ' s leave it this way - because if you go 
out - call me if you•re going t o go out. 
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You' ll be bome? 

I 1ll either be at t he ott1 - Treasury or home. 

All right, before I go out to lunch I ' ll call you. 

O.K. 

Fine . 

'!hank you. 

Goodbye . 
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Kr. Golden•e1ser 
Kr. Harrison 
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J.lr. W1111sme 
14r. Bell 
14r. Gs 11ton 
lolr. Taylor 
Mr. Haas 
Mr. Uphrua 

April 3, 1937 
8:50 p . ll. 

I ' ll talk awful fast, beoause the ethers 
are ocming at nine. 

I took Eccles with me to see the President 
and we were with him for an hour. And the 
first reeoticn that the President had was 
••••• • •••• In the first plaoe, you people 
know Eooles takes the position now that te 
didn't want us to put any gold in. I mean 
he wasn ' t in favor of 1t. Well , any way, 
the President - the first thing when he reed 
this , he said , "Well, just putting this gold 
in means - won ' t this be interpreted as in­
flationary?" I said , "It might." 

Well , we went over the whole thing, and then 
during the conYereeticn I said, "Well, the 
way I feel is that due to the action of the 
Federal Reserve Board on increasing reserYe 
requirements - that is largely responsible 
for tightening up this situation. Now, it 
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the stumbling blook ie that they don ' t went 
ua to put the gold in , I am willing to with­
draw the suggestion if thoy will postpone their 
Me)' let action. • So Eoolee said, "Yisll , you 
hadn ' t said that before. • I said, "No , 
because I didn ' t feel it' a up to me, but I will 
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eay it now before the President. " Eoolee 
saye, "Well , I 'm opposed to that. " Be said 
" Change or policy, turn- about , etc. , we bav~ said 
thi• i s a clumsy instrument , etc. " 

The President then made what I thought wae a 
very excellent suggestion, and his sugges­
tion to me was to say to these men here - be 
didn ' t eay it in just these words, but this 
was the purpose, and it was: "You have been 
given by Congress this responsibility to look 
after the money market , to keep an orderly 
market. You baven •t done it. You bsve mur~ed 
it. Now I , Henry Morgentheu , •r., speaking 
tor the United States Government , serve notice 
on you that we erpect you to do thie , and we 
are going to give you one more chance. If 
you don ' t do it , then the United States 
Government , t hrough the Treasury, wil l take 
over the entire responsibility. We ere going 
to put this on to you now and give you one 
more chance. " And Eccles ie entirely satis­
fied with that. He seye be is a hundred per 
cent tor that. What? Now I think it' s all 
right. 

Fair enough. 

Perfect. 

Fair enough, fair enough . 

Put tbom on notice; don't argue with them , end 
don ' t tell them how to do it, but we want en 
orderly market, and they have not kept en order ­
ly market , and it ie th&Lr responsibility. 
Now, I can go over and over it again, but I ' ll 
Just put them on notice that it they don't do 
it , the United States Government will step in 
and do it. 

(Nods yes) 

Now, I ' ve got not only t he President beck or 
me •• •• •• ••• • But I didn ' t want to go into 
thi s meeting not knowing bow he felt, because 
Eoolee celled me up ell through the afternoon 
and more and more - "This means a break , " be 
eaid - end then be kept r eoed16g from hie poai t ioa. 
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I said, "Well , didn ' t you agree to this state­
ment?" "Well, I agreed to it because you in­
sisted but it isn ' t What I want . " 

Then he explained the whole thing. And then 
what I can ' t understand , in meeting with the' 
people he said, "I hod in the words ' it' nec­
cessary • but Mr. Morgenthau made me take it 
out. I didn ' t want to take it out. I 
don ' t want him to put any gold in, but he 
made me put it in." Now, how the hell you 
going to convince anybody talking like that? 

Well, they all conceded that point - that it 
was valid . 

~isten, I want to sell you a pi ece or goods 
and I say, "This i s the cl oth you want. " 
But you say, "llr. Morgenthau, that ' s too 
heavy tor the summer ; I want a lighter piece 
of goods." But I persuade you to take this 
piece of goods. But Mrs. Gaston comes along 
and says , "I don ' t like it." "Viell, I told 
him - I told my tailor I wanted a lighter 
piece or goode, but he convinced me this was 
the piece of goods . Yes, my wife , you ' re 
right; it isn ' t the suit I wanted, but my 
tailor convinced me." Huh? 

(Hearty laughter) 

I mean how can you convince anybody talking 
l ike that? I mean he gave every single ar­
gument and made it appear - this is what be 
did - ae though I wee forcing this t hing down 
his throat. 

Today? 

To bh boys. 

Yes. 

Now last night as he lett here, he not only -
he also ssld "I didn ' t want it, but I told 
TOU I wanted 1 the 250." Be never said t hat; 
that wee Goldenweieer . 
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That waa Goldenweiaer, yea . 

And then when I told him , "Why you told these 
boys" - you (Upham) wrote the memorandWil, I 
think, weeks ago - "The original idea ot putting 
gold in wee yours.• 

That •s right. I wrote that. 

It didn ' t date only two weeks ago; it dates 
from the time be put on the additional reserve 
requirements . He told our boys at that time -
that we eould fix this up with gold deposita 
it neoeasary . 

Well , when the President was so smart -
Eooles was sliding out from under us, see? 
Now be has said t hat he is vi gorously in favor 
ot doing the open market operations. That will 
alao inorease excess reserves. And if they 
don't do it, then he ia through. Now, he has 
said that thing. There ' s no argument. 

Then he tried to explain to me that Harrison -
and I oan ' t get this, and I wanted to get home 
to get my dinner - but as near as I could get 
it , that Harrison wouldn ' t do anything and 
that Harrison wants t he Treaeury to put the 
gold in. That just doesn ' t make sense. 
That's the last thing t hat he said to me, 
that Harri son wants t he Treasury to put the 
gold in. 

Well , ther.e •s something oook- eyed beoause •••••• 

That ' s wai I ' m so tickled to have Naster here. 
That ' s wby I ' m so tickled to have Nester here. 
I handle so many things end the things happen 
eo teat, I oen ' t remember all these things ; I 
mean I Just oan • t remember them. I mean 1 t 
1en' t a question ot my word, but then these 
thi ngs happen eo teet and they are eo vital. 

And Eoolea said , "It' s a oriels," and that the 
only answer is tor the Treasury to split with 
the Federal Reserve and all that, and that it 
bad oome t o t hat point. And I said, •well , 
are you with ua?" "Well , I don• t want you 
t o put t he gold in, • he aaya. 
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Well , as I say, there is something cock- eyed 
about this because ell through the period 
while you were away I was talking open 
market to these boya , you see. Couldn ' t 
get them to touch it. Marriner gets beck -
remember when I told you that he was coming 
over that afternoon - be comes up to me 
and says, "We•ve got to do something and 
it ' s got to be gold,see?" 

That was Thursday. 

Yes, that was Thursday before you came beck. 

And he told you it bad to be gold. 

Yea. I said , "'larriner, I don • t agree w1 tb 
you. I think open market sboul.d have been 
done before." 

Just what your position was . 

I feel exactly the same way. It certainly 
bee to be one or the other. I think it 
ought to be open market first. 

And be on Thursday said it was gold. Well , 
he's completely turned another somersault. 

I bad this battle With him. 

Well, Wayne, you •ve done business With me 
long enough - sometimes I can ' t remember, but 
at least I stay put. 

This memorandum last night when it came in , 
bad gold, and they said eo much and more it 
necessary; and down below it bad open market 
operations if neceeaary. They didn ' t intend 
to use any open market operations; the Whole 
thing was to be gold. 

Yea, yea, yea. That was the way toey bed i t 
last night. 

I thi nk i t ' s t ine that it be e sWitched around 
the way i t ia now. 
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this puts t he position that the Government -
because you oan • t disassociate tbe Treasury -
in a position that we are inflationary, and 
it wouldn't be in tune wi th wbat be said 
Friday , and be sew that quickly. But I saw -
I have said right along that I was willing to 
take it on ; I couldn ' t s ee an:r other way to 
f orce these bo:rs ' bends. 

Well, it ' s forced where it ought to be and 
it ' s tine. 

I wouldn't take - I wouldn't do gold alone. 

No, I ' m not going to do anything tonight. 
But I •m authorized to say that t he United 
States Government serves notice on the ~ed­
eral Reserve Board that the:r ' ve got to keep 
an orderly market. Now it the:r don ' t •• •••••• 

It ' s just where it ought to be right now. 

(Bell comes in) 

Listen, I ' ll talk awfully test. Tonight 
when I lett this fellow at 7:30 at the White 
House he was so - well, I ' ve been all through 
t his with Eccles on s terilized gold ; my God , 
look how much be changed . 

(Messrs. Eccles , Ooldenweiser, Harrison, 
Burgess, Broderick , McKee, Sinclair and 
Williams come in) 

Well, Mr. Eccles , do you want to talk for :rour 
crowd first? 

Well, I don't think so. I think I •ve talked 
to this crowd until they - I 'm Just about 
talked out. 

Is t hat possible? 

Well , it is about as near as it ' s ever been. 
I didn ' t think it was , but I've changed my mind 
Just about . 
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Well, the purpose or t his meeting, as I under­
s t and it , is to see whet her t he Federal Re­
serve and the Treasury can get together. I 
had a number of talks with rour Chairmen 
during the week, end I had one l ast night, 
where we had a meeting of the minds after 
so~e swappi ng. And then I ' ve been in touch 
two or three times with Mr. Eccles todar, 
and I gathered t hat we weren 't making much 
headwar. So , knowing that this meet ing was 
coming, I wanted to be pertectl7 sure where 
I stood as far as the President wes concerned. 
So I asked t o see bim because tbe situation -
when a situation is as s erious as it is, why, 
naturall7 it I am talking tor the Government, 
I want to make a t housand per cent sure t hat 
I am talking tor it, and what I am sayi ng 
t onight - I didn ' t went to meet with you 
people tonight until I bad the authoritr to 
talk for the Government , which I feel I have 
tonight . 

Now, t be way the Treeaurr feels about whet ' s 
happened here recently i s t hat the Government 
securities have been going down repi dl7 end 
not in an orderly manner . I have said to 
Mr. Harrison and to Mr. Burgess that on the 
actual execution of the or ders I have no com­
plaint, but as to the general poli07 we are 
not satisfied. Now, we could go int o a long 
discussion - I ' d rather not; if I have t o, I 
will. - as to Wily, etc. Eklt I think t hat the 
quotations what bonds are selling at tonight 
and what they were selling at a couple or 
weeks ago is good enough. 

And I simply reel this war, t hat under t he re­
cent Banking Act , the open market committee of 
the Federal Reserve - I believe I am correct in 
sayi ng - was given this responsibilitr, and in 
the room I went to say frankly that I don ' t think 
they have taken it. I don ' t think - I t hink 
tber have muffed it and - through not using 
the device or the open market, and that ewappina 
Just hasn't done it. 

Now, I never t hreaten. 
threaten. I Just want 
ment, and that is that 

I don ' t want to 
to make a cold state­
the Admi nistration 
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would like t o serve notice on this open 
market committee that we hope and earnestly 
request that you use the machinery which 
you have and give us an orderly market. 
Now, it within a reasonable time you don't 
or retuse to , then I •m very sorry to say -
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I haTe to say that the Government will, and 
that ' s the whole story. I 'm not threatening, 
I ' m just making a statement. I mean I don 't 
think that you have lived up to the responsi­
bility which Congress gave you. 

Specifically, what responsibility, Mr. 
Secretary'l 

What the open market committee was set up tor. 
I don • t know the legal language. 

To accommodate commerce and business? 

I don ' t know just how the thing reads. 

I don ' t intend to quibble with you on terms 
because I think we are all aft er the same 
t hing. 

I mean I haven 't brought any laWYer here . 
I didn ' t think this was a legal matter. 
&It - I mean I don ' t know Just bow the 
thing reads. It somebody has the Act, they 
can read it as to wbat the purposes and the 
authority or the open market committee are. 

I feel that we do have the authority and, 
ot course, if we ere going to get down to 
s trict technical legalistic terms sa to what 
it means to accommodate commerce , agriculture , 
end business, we might argue that we shouldn't . 
I know bow I feel about it. I ' d like to bear 
Dr . Coldenweiser say something on that point. 

On what point? 

Well, the point about what is expected of us 
under the law and our authority. 

It I remember the law correctly , Mr. Secretary 
and Mr. Chairman, it'says, "With e view to 
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due regard to the maintenance of sound credit 
conditione. " If any part of it refers to 
this particular situation, it is more likely 
the second part - "Sound credit conditione. • 
And • Accommodating commerce and business, • 
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of course , is a term that one can interpret 
in various ways. But , aside from the language 
of the law, maintenance of s n orderly capital 
market, it seems to me, i s a part of the re­
sponsibility of the open market committee. 

Is what? 

It is 8 part of the responsibility of the 
open market committee, and it is purely a mat­
ter of interpretation of wbat is en orderly 
market and where the responsibility begins 
and where it ends. On t hat there are ell 
kinde Of different vi ews . 

MY own view as to what the committee should 
do , I have had occasion t o s tate both to the 
committee and to t he Secretary and there is no 
use my repeating. 

Well, I ' ll say t hi s . The counsel of the Board 
wee asked today whether under the circumstances 
we had authority to csr ry out an open marke t 
operation and increase our portfolio. He s aid -
gave a horseback opinion t hat we did. 

Did have the authority? 

Yes . 

Well , why did you have t o ask the lawyer if 
you bad t he authority? 

Well , the question came up there whether under 
the circumstances we would be Justified in car­
rying on an open market operation to accommodate 
commerce and agri culture end maintain sound 
credit conditions - if, according to hie legal 
opinion, see , tbst we were - be wasn ' t going 
to pass upon our Justification, but be said so 
far as tbe legal quest ion wee concerned , there 
could be no legal question about it. 
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I mean did you ask the lawyer •• ••••••• 
Ir I might ask, how about when they passed 
the resolution giving this committee the 
right to increase the portfolio by 
$250 ,000 ,000? I mean I think you passed 
that bridge When you had that resolut i on. 

Well, somebody rais ed the question. 

Well, you passed that resolution, and do 
you have to get a legal opi nion on that? 

If I may aay, Wr. Secretary, I think our 
counsel geve the bes t l egal opinion today 
that I ever beard in my life. He said t hat 
it was not a question or law. 

Well , that's all right. 

I don ' t think ther e is anybody that questions 
that we have the right. In fact, I think it 
is a part of the function of every central 
bank to maintain an orderly money market , 
and if there i s any question of that ••••••. 

Well, that ' s all we ' r e asking. 

And my question - you said t hat the Act or 
' 35 gave particular responsibility to us. 
I was quite sincere; I di dn ' t know whether 
you were reterringto something different 
than I thought you were. . 

No, I mean Just the general broad principle. 

And I wasn ' t trying to a sk a trick question 
or t o question our authority at all. 

Well , I think,more than that, )'ou have grad­
ual ly built up common law through usage and 
........ 
And if we haven ' t got the authority, we ought 
to go to Jail now. 

What I was trying to say - what we have been 
trying to do is - we bad a eort or gentleman ' s 
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agreement on this whole thing that we work 
step by step. I mean through the steriliza­
tion or gold the purpose was to remove gold 
from being a domestic influence. And we 
more and more bave been developing a pattern 
Which would leave it to t he Federal Reserve to 
teke oere of the domestio money market, and 
that has been the t hing gradually building 
up through the past months . 

I don ' t think there is any question of lew. 
I don ' t think there i s any question of e 
difference of opinion that I have heard ex­
pressed anywhere es to n general objective , 
Mr. Secretary. I think we all have got the 
sacs thing in interest and et heart , and I 
think we are all, so far as I know, working 
tor the same goal. I think if there i s any 
difference of opinion, it is part ly due to the 
faot that we haven ' t ell sat together and 
thought out loud continuously , and some dif­
ference in emphasis on either method or speed 
or volume or rate - not a difference in the 
objective, as I say. 

I think it would help some or us on the com­
mittee in determining whet we shou~d do if 
we had a little better idee than I think I beve 
of what the Treasury really wants to have hap­
pen in the bond market. I asked Chairman 
Eooles today when we were talking about it, 
"SUpposing the committee bad given the execu­
tive committee oomplete authority to buy bonds 
and inorease the portfolio. When should we 
buy7 How much should we buy7 Wben should we 
etop?" I said, "If t he New York bank is to 
handle it, we've got to have a pretty definite 
understanding," - a muoh oloser understanding 
than I 've got even tonight - "&a to wbet really 
is wanted. " I Just honestly don ' t know. Do 
we want to run the bond market up and , if so, 
bow tar , or is the objective to st abilize the 
market where it is end, it so , is t hat not pretty 
close to a pegging operation which some of ue 
t hink - have t hought to be unWise in the paett 

It ie not , ss I say, that any of us went to 
contemplate a disorderly market. It isn ' t 
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that any or us want to see t he Government 
bond market go to pot . Least or al l does 
t he Federal Reserve System want t o see t hat 
happen. It ' s Just t ha t trankly some or us 
don 't know where we should go or what really 
is the obJective. 

Well, you see, I hate to go over what ' s hap­
pened already, but , as I say , I believe that 
the steps which the Federal Reserve took in 
the first place are pertly responsible for 
bringing about the kind of market that we had, 
and that secondly the devices that they used 
to keep the t market orderly were ineffeoti ve. 
See? 

Now certainly nobody took more care - we either 
had four or five meetings , I don ' t remember 
which , before we decided what t o do tor our 
March 15t h financing. I don ' t - was i t four 
or five? 

I t hink four or fi ve . 

It was four or five meetings. And nobody took 
more t ime or more troubl e to try and decide . 
I announced publicly it was the most difficult, 
the moat delicate decision we had to make. 
And through ell t hat discussion and right up 
t o t he last minute wben we made the price , no­
body in the System ever once said to me , "Now 
in connection w1 th this refunding, fundamental 
conditions a re so and eo , underlying condi tione 
are eo and eo, that you better not get out a 
long-term bond because it ' s going to elide off 
five or six points. " I mean there wasn ' t a 
single person . And cert ainly between our March 
15th r efunding , end within t he last week or two , 
things couldn' t happen eo rapidly if there 
hadn ' t been , I believe , artificial measures 
taken which brought this about . I mean I don ' t 
think that this has been a natural move. I 
don ' t think it i s s move which i s Justified. 

And , to come to your question - whet oan you do? 
The only thing that I see that you could do is 
to use t he devices that you have . Now Just 
s elling 10 mill i on dollars ' worth or bills 
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and buying 5 or 10 million dollar s ' worth 
or bonds just won ' t wor k. Now why won ' t it? 
Yiell , the answer 1s that it hasn ' t . I mean 
this s wapping proceso which bas been going 
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on Just won ' t do the trick, and I don ' t be­
lieve there i s any excuse at this stage - and 
wi t h commercial loans , the last I saw, what 
was it - since the let or January, they have 
onl y gone up 80 or 90 million dollars , the 
loans of banks. I mean there ' s no possible 
reason that I can see for the t i ghtening of 
the money market through demands end loans 
end such a call on the banks that the rata 
should tighten t he way it bee . 

I furtbe~ore believe that this t heory bas 
~een completel y exploded t hat you can tighten 
abort-term money rates and not have a direct 
effect on long-term money rates . Now, some 
of you people are committed to an easy money 
policy , and the t hing Just hasn ' t worked. 
I mean they thought they coul d go 5/8 to 
1" for 9 months ' bills and run it up to 3/ 4 
and not have an effect on the long- t erm money 
market , and the answer is it Just doesn ' t wor k. 
Now, we all learn by experience . I certainly 
learn. I don ' t bold myself up as a greet 
t heoris t or anything or the sort, and I have 
no theories - money theories, never permitted 
my self t he luxury of having eny. 

a.tt tho devices which havs been used, as I 
say - I r epeat again - I think they have ag­
gravated t he situation, and when i t comes to 
correcting it , they haven ' t been effective. 

Now, I think - we t hink if the responsibi lity 
was ours that we could correct it. But I think 
that the worst thing that could happen to the 
financial structure or t his country would be if 
t he Federal Reserve and the Treasury bad an 
open break. I t hink it would be a moat un­
fortunate and very , very serious thing, and I 
have said so r epeatedly. I don ' t want it. I 
think over the las t - since I have been 
Secretary, I heve demonstrated I want to coop­
erate. I have cooperated, end up to now I 
have bad no complai nts . But nothing I thi nk 
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would frighten people as much as if we bad 
a split, and it ' s the lest thing in the 
world I want. 
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But , in all seriousness I can ' t see whet ' s 
taken me - and I say ~me• advisedly - tbree 
years to build up over a most difficult period 
Just slide away from under my teet in a period 
of two weeks to a month. Because the bond 
market can fell off a quarter or a half point 
a day, but it may go back one or two thirty­
seconds - it may take six months. I ' ve seen 
it happen again end again. I moon the thing 
can fell, but when it goes back up • •• • •••• • 
Now I said Thursday to the press publicly 
that all I want to see is an orderly market. 
I succeeded at t he Farm Board - I used that 
as an illus tration end said that when they 
tried to buy all tbe wheat in the world and 
hol d it up, I knew it couldn ' t be done any 
more ~han you can buy all tbe Governments in 
the world and bold it up; nobody has got enough 
money. But you can correct the things which 
are making the t hing happen. If it is wheat, 
you can grow less wheat; you have lees wheat 
on the market. 

And, os I say , I think t here ere certain 
things - now this swapping device hasn't worked. 
I don ' t know if you people could hove been 
fortune tellers and seen that we were going 
to have all these s trikes end the European 
troubles , and all that - whether you would 
have put into effeot your excess reserve re­
quirements. I don ' t know. But you hove 
done it. And a person can s it back and say 
that so much money and so muoh this, and all 
that - i t ' s going to work; and then tbe strikes 
come along and t he banks feel they ought to be 
extra liquid and they wont extra money. And I 
cert ainly didn ' t know that the banks hod or 
would sell over $800,000,000 since the lest -
lst of July, end that they didn ' t take any of 
our $2 ,000,000 ,000 increase in our debt. Tboee 
are ell facts which are back of us. 

And I have never ae far as I know - I beve 
never celled up Burgess in thr ee end a quar ter 
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years and ever asked him to put the bond 
market up. 

That ' s right. 

And I never will. 
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But I think that certainly if it hadn ' t been 
tor whet the President said at ll:OO Fridey, ­
certeinly before 11:00 Friday we bad the worst 
we ever had; Friday morning the thing struck 
the all-time low. And then be made the 
statement, after I bed been with him en hour 
just beforehand. And the way things were go­
ing, I think it was perfectly possible to see 
our 2ts go below 90. And the thing that I em fear­
ful or is that when these things begin to 
go down - I ' ve been through this enough now -
when the thing goes down it ' s the devtl ' s 
time trying to stop it from falling. And you 
work and work end work tor three years to 
bring the things up and then in a month you 
can see all your work undone. 

Now, as I say, all I ' d like to see is new 
measures taken to keep this thing orderly. 
Now if they don't . .. ..... . . And you 
people use the open market device and announce 
that you ' re going to do it. The lest time you 
bad your resolution I misunderstood. Taylor, 
without talking to me , he misunderst ood it. 
We couldn' t make out whether you bad to go 
beck and get additional authority before you 
used it, or what. It certainly wasn ' t - you 
haven't used it no metter whet it did ssy. 
I think you •ve just got to do something 
different than what you have been doing. I ' d 
just like to feel t he t you people are willing 
to practice what some of you have preaoLed, 
that you want a decent , long-time money rete, 
and that you•ve got enough confidence in this 
market and the Government tbst you •re willing 
to bring it about. 

I don • t know - you asked me e lot or quostions, 
George. That ' s my philosophy. 

Well, that ' s whet I went very much. For i n­
stance, let ' s suppose tor the moment tbet the 
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open market committee pass a resolution 
authorizing t he increase in the portfolio 
this coming week , and Burgess end I go baok 
to New Yor k. The ~ew York Bank , being the 
bank that executes ~be policies, t he tlrat 
t hing we want to know is, "Now what should 
we do this morning?" And suppose we r ound 
out the bond market is opening up. I woul d 
think out ot all the eXperience t hat we 
have bad with you , ~r . Secretary, that 
under those oiroumstanoee you would not ex­
pect us to go in and buy Government bonds . 

The market is what? 

Opened up. 

Ob , I thought you - I thought you meant it 
was 10:00. 
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No , no , it ' s going up. It ' s opening, we ' l l say, 
above today •s close. 

Yes. 

And we have no reason to believe t hat t here 
is any disorder in the market or t hat there 
is going to be any heavy liquidation , and eo 
tar as we see the bond market is going to rook 
along at that level, or perhaps gain a l i ttle . 
Becaus e Burgess and I both teal that as best 
we oan guess it, it looks as though t he market 
is oversold now, and there ought to be some 
readJustment. Whether i t will be a pennsnent 
one, no one is wise enough to say. 

But let ' s suppose we have t he authority end 
the market opens with bids higher then the 
closing today. Yirat , should we or should we 
not buy? I ' m not asking you (H.M.Jr.) this 
particu.lar question, but I would have to tind 
out from my committee whether we ought to buy 
bonds willy- nilly Just beoeuse Government 
bonds have gone down t oo tar in some people' s 
minds already, or whether we ought to buy only 
ae we have in the past on a sosle down , but 
instead or making shifts make new purohssee. 
I think that my committee would have to tell 
us that - tell the executive oOIIllllittee that, 
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and the executive committ ee would heve to 
tell the New York ~nk that. And I rather 
suspect that before the committee instructed 
us, they would appreciate what you think 
about it. 

If you don ' t mind, I don ' t think that is fair . 

\'/ell , it is only because I think , Mr. Secretary -
You sai d that we failed in the pest. 

Yes, but I sai d on aooount of the devices and -
I mean I don ' t think it is up to me. I mean I 
made a very frank and I hope cert ainly, as tar 
as t he Treasury is concerned , a confidential 
statement here. I've kept my mouth shut ; I 
haven ' t criticized publicly or tipped anybody 
ott t hat I was dissatisfied. There ' s been no 
rumors out of the Treasury or any dissatisfac­
tion which have appeared in any newspapers or 
letter writers or columnists , or anything 
else. No one has had anything out of t he 
Treasury. There hasn ' t been a single inkling 
out of the Treasury of any dissatisfaction. 

Can I put that question of yours a little 
differently, George? Mr. Secretary, would 
you think that the present market needs a 
stimulant by action? 

If you don ' t mind, I'll put it e little bit 
different. 

All r i ght . 

I t hink what this present market needs is that 
the Federal Reserve System show that it ' s got 
confidence i n Government bonds . Now, that ' s 
whet I think . 

And that, in your opinion , can only be done by 
action. 

Some kind of a ction different than what you have 
been doing during the last couple weeks , because 
that didn 't bsve the resul ts. I t hink t hat you 
shoul d show t ha t you have oonfi4enoe i n t he 
GOvernment bond market. 
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As a matter or feet , if I ma7 Just sa7 Just 
for a matter of history, if 70u people look 
through 70ur minutes , when Governor Black 
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was alive, I started to ea7 in those da7s -
I've begged and I ' ve done it egein and again ­
I said , "Yion •t you please either buy or sell 
50 to 100 million dollars • worth of bonds 
over end above your portfolio when t here is 
no emergency, so that when you do do it, it 
will be taken jus t as a natural thing?" And 
I started when Governor Black wee alive end 
said, "Please do that when there is no exouee 
and no emergency, Just t o break that fixed 
thing, eo that when the thing - when the day 
will come that you have to do it , it won ' t be 
on the front page." I mean I s tarted back in 
Governor Bleck ' e time. I mean our minutes 
show at least three or four or five times 
that I done it . I mean I just want to say 
that so that t his isn 't something new that 
I em suggesting. 

You said t he t to t he execut1 ve committee and 
I have recorded i t. 

But I have done it back i n Governor Black ' s 
time. 

That ' s correct. 

Do you reel, ~r. Secretary , that ·ir we bed been 
buying bonds during the past two or three weeks 
instead of arrangi ng for sbitts, .the decline 
would have been s t opped? 

It ' s awful hard. My guess is t hat if you people 
had been buying , increasing your portfolio, the 
decline would have been orderly instead of a 
rout. That is my beet belief. It is something -
I can sit here end say that ' s what I believe. 

SUre , I know. 

Whet would have happened - all I can s ay is , like 
anybody else, t hat t he damn thing - whet 70u 
did didn ' t work, that ' s ell. 

The way I look at it 18 that a bank ru.e 10 
million dollars ' worth or bonds. They sell it, 
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get some money, and buy 10 million dollars • 
worth of notes from you people, which you 
sell, and the t hi ng Just goes round and round 
and round. 

Of course , the sellers end buyers were differ­
ent classes of peopl e at t hat time. 

No , I ' m t a lking here recently. I mean r e­
cent ly. 

I mean recently. 

Well, the selling i s mostly f rom the banks. 

Kost of our sales have been from insurance 
companies. 

Insurance companies - short notes. 

But I mean you provide the market for somebody 
to sell bonds to. 

Of course, that left ue in a position , too, 
t hat we didn • t have bills at the time of 
maturi ty t o help tbe Treasury out in its abort­
term financing. 

It ' s easy enough t o s it here and say that if 
you bad done so and eo - I don ' t know. But 
l ooking over whet ' s happened over t he last tew 
weeks , my beat guess is t hat the device wbicb 
we used wasn ' t effe~tive . 

Well , I can say this. I ' ve said it t o tbe 
full committee , said it to t he Secretary , and 
I 'll repeat it again. At tbe ttme the Treasury 
and the Federal Reserve Board agreed to coop­
er ate wi t h reference to the sterilization of 
gold, that wee a move to get the open market 
committee in a position to operat e with a 
flexible instrument of open market operations , 
and it was a move so that t he Board could con­
sider action with reference t •) increasing r e­
serve requirement s , a non- fleSible instrument. 
1 said at t he tiae , and have r epeated it sino• 
a good number of ttmes, that at t he time the 
Board acted with reference to increasing 
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reserve requirement s , t hat had I fel t t ha t 
the open market committee would not move to 
meet a situation such as has developed, I 
would not have voted t or increasing reserve 
requirements to the extent that we did in­
creas e t hem. And l feel t ha t the action 
taken with reference to the sterili zation 
was the proper action to give confidence, 
give assurance, and t hat the action taken 
by the Board with r eference t o increasing re­
s erve requirements was the proper action if, 
however , the open market committee was will­
i ng to carry out an oper ation, give evidence 
to the public, evidence to the market , that 
they did have some confidence in the credit 
situation, that t hey were desirous of main­
taining an or derly market and of s t abilizing 
the capital market , and that they were will­
ing1 i f they increased res erve requirements 
by t7~0 ,ooo ,ooo to go into effect - that an 
offs etting operation through open market was 
t horoughly consistent and thoroughly justi­
f i ed to help to fit into thi s total picture 
end cushion it. I felt that way then and I 
feel that way now, and I feel there is no 
justification in the abort-term market going 
where it did vnder the conditions as rapidly 
as it did. And when I heard where bills had 
sold , I was very much upset about it, and I 
have felt since l ast konday that we should 
take action. 

As you all know, the fact that the resolution 
said "emergency" and I felt that the~e was an 
emergency - there wee a disagreement as to what 
en emergency was or as t o what tbe full commit­
tee meant by an emergency, and as a result 
nothing was done. And I felt a crisis was de­
veloping and I so t old the Secretary. I knew 
be f elt the same way about i t, and he said t o 
me , "I was just ·~ndering bow long it would 
take you to come to tbat conclusion. " 

That ' s right . 

And I f eel at this time that it is t he respon­
sibility of the Reserve System and the open 
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market oommittee to take action for the 
payobological efteot, eo t ha t the oountry 
knows t here i s somebody - o publio body 
wbioh baa a publ1o interest - managi.ng the 
situation; and that we should so announoe , 
that we intend to take auob acti on through 
open market operation in order to make t or 
en orderly market, to st abilize t he capital 
market, and possibly to help to cushion or 
to make possible an orderly readjustment to 
the reserve requirements. 
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And t hen, if the market bas been oversold 
and it goes up of its own accor d , oertain.ly 
t or us to go in and vigorously also plaoe 
order s and put the t hing up too test and too 
tar so that we invite selling again - that 
would possibly be a mistake . But I do r eel 
that an assurance t hat we are going to toke 
aotion - and then if wo do take it end take 
it aggressively, and we s t i ll don't hold the 
market, then it seems to me that we have done 
what we can do. And I think in taking suob 
aotion we coul d keep in very close touch With 
t he Treasury, get t heir views of what t he 
situation is, and be ready at all times be­
cause or our mutual inter est in t be situat ion 
to have any such suggestions as tbey may have 
t o make if they care t o make any. Now that 
is my position, and I have stated it today and 
I repeat i t again tonight. 

I was very glad to bear the Secretary speak 
about the absolute necessi t y for thorough 
cooperat ion on bot h sides , and be bas made the 
same s tatement before at a meet ing over at the 
Board at a time when a question came up about 
which there seemed ~o be a little difference of 
opinion. I t hink e break between the Secret ary 
ot the Treasury and t he Board would baTe far­
reaching results , and I think the Secretary 
and I am sure we want to avoid it as much as 
possible. 

I feel this wsy. I reel that we can influence 
and we oan check, but v;e might have difficulty 
in either controlling or s t abilizing with the 
fund s at our disposal. I think What we do Will 
have s ome influenoa right along the l ine, bu~ 
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this may be a far more - this movement may 
have a far more - go a good deal further 
than you have any idea, becau.se there seems 
to be a very distinct feeling on the part 
of a number of very large investors and 
those interested in the investing market , 
that there is a buyers ' strike in vogue, 
that there is a protest against the very 
low rates which they have been receiving 
on their funds. Now t here ere 20 factors 
which might be mentioned as having influence 
on the situation, and none of us aan say 
positively that any one is the positive 
one , but they are all contributing factors. 

I t hink the Secretary ' s remarks in regard 
to the fact that we have used certain de­
vices that have not proved successful in 
checking this market - I think those pointe 
ere well taken. Maybe we shoul d have used 
some others . I em thoroughly in accord With 
what he says about having e fixed investment 
portfol io . I felt that way from the day I 
came on the Board. 

But, Mr. Secretary , I might say this, 
that one reason why there was no change in 
that was because I think a t least the ma­
Jority of the Board felt that a abenge in 
that portfolio any time during the past year 
might beve been en indication to the investing 
public that the Federal Reserve Board wee 
losing e little faith in the position and 
the rete structure of the United States bond 
market; end they bad en idee that if they 
did sell those bonds, it might effect you in 
the financing. Now, that was the answer made 
at the ttae and, as Mr. Eccles knows, the 
question of reducing our portfolio came up 
111an7 times before the Board, but I think that 
is what actuated most of the Board members in 
not favoring t he reduction of the portfolio. 

But here wee the Secretary of the Treasury 
beg81ng you to do it, and saying he wee willing 
to take the risk of affecting the bond market . 
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Well , we ell learn by experience. 

No, but, aa I say, it's a useless - I mean 
I 'm ne~er one of these tellowe to go o~er 
beck ground other then to try to get a little 
experience from it to guide me in the future . 
That is the only way a fellow gets his experi­
ence, is through li~ing end learning end the 
mistakes. 

Ur. Secretary, may I give one more reason why 
some people believe that the portfolio ought 
not to be changed? 

Now? 

No, not now. I mean in the pest. I won't take 
but a minute. 

One reason was the very tbing that you said , 
that then every change would be interpreted 
as a change of policy, and the psychological 
effect would be much stronger. And a good 
many balie~ed that it was desirable, in view 
ot the teet that the amount of ammunition 
the System bed was limited , to strengthen it 
by ha~ing a move when the psyohologiosl effect 
as well as t he actual effect would be felt . 
I mean if we stay at two billion tour hundred 
thirty million so long, then when we do take 
action , it will have more influence. That wee 
one reason tor doing it that w51. 

You wanted to keep it virtuous? 

No, we wanted to make it carry more weight. 
I •m not sayi.ng that that was the right ~lew, 
but that was one of the views. Here we•~e got 
something, the power of Which can be strengthened 
br doing something unusual , something which 
hasn 't been done; and if there is an infla­
tionary psychology de~eloped , and the Federal 
Reae~e should sell two or three hundred mil­
l i ons of seouritiea , it would not only ha~e 
the eff ect of two or three hundred millions , 
but it would have tile added effect of being 
something that hasn ' t been done tor a long time, 
and that defini telr indicates e re~ersal of 
policr. 
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I think it is particularly unfortunate in 
~iew ot all the existing circumstances 
that it wasn ' t used because there is greater 
psychological effect today. 

I t hou8ht you ou8ht to know that it wasn ' t 
Just the one reason that Mr. Broderick men­
tioned, nor was it stubbornness or unwilling­
ness to do it. It wss honest conViction 
that that was the way to make the instrument 
more effective. 

I feel that to increase the portfolio, in view 
ot the action with reference to reser~e re­
Quirements, at which time it was stated that 
we could either increas e or decrease it to 
meet the situation - that now to increase 
the portfolio would be desirable, and then I 
t hink it is easier to increase it first under 
the circumstances, and •••• ••••• 

And I agree with you on that . 

•• ••••• • end then you can ' decrease it , and 
you haven ' t any fixed amount in mind as 
two billion tour hundred thirty million. 
To first decrease it from that point would 
possibly have been interpreted as a complete 
reversal o~ policy. 

I am still a little in the dark on one or two 
things . I don ' t mean to try to pin you down. 

Wait a minute. Let me s ee it I oan•t set a bell 
to set something to drink. 

I wanted to ask a little bit by way ot back­
ground so as to help , it we do anything, in 
interpreting what you think ought to be done , 
or what the Chairmen thin!cs ought to be done. 

I think the Treasury bas made a perfectly grand 
record o~ar recent years in doins a difficult 
Job ot financing, and you , of course, are enti­
tled to the principal credit for that , and the 
courage you ha~e used , and the Judgment you ha~e 
used. I think that record bas been due , ot 
cour se, in part to de~elopaente of ta~orable 
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conditions , but also a darned astute handling 
ot the situation. I 'm giTing you ell the credit 
t or it. 

I ' m getting worried . I ' m getting worried. 

I ' ll ring a bell tirat. 

I ' m getting worried. 

I think one of the principal reasons tor the 
success bas been your very definite policy 
that you wanted to meet the ~arket, and didn 't 
want at any time to influence the market eo 
as to give yourself more favorable or less 
favorable rates; and having determined what 
the market was, you gaYe it at that premiWD 
always to make the thing go. That, plus the 
tact that conditions bays changed and we 
haYe easier and easier money. Bonds have gone 
up and up and up. But s till your reoord or 
meeting the market bee always been fair, and 
that is the thing - one of the things certain­
l y that your administration of the Treasury 
will be noted tor. 

Now, whether it i s because you have been eo 
aucoeeatul and bonds have gone up eo long and 
ao steadily that you are now baTing an unduly 
severe reaction, or whether it is because ot 
price scares or strikes or wage inoreasea , 
inflation or whet not, you are going to have 
a permanent readjustment, I don ' t know. 

Why don ' t you mention reserve requirements? 

All right - or reserYe requirements. 

&ldget. 

But one thing, I just wonder whether the Treseury 
wants now at this s tage, when you haYe your 
first seYere reaction, to do anything that Will 
deliberately or unduly affect the price or bonda, 
tor the first time since you have been handline 
it. That is the reason I asked you at the out­
set what you really bad in mind and what your 
objectiYe was, because I was quite sure that 
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you were going to tell me you didn ' t went 
us to drive the prices of bonds up. On the 
other band, I agree with your statement the 
other day t hat no one can peg the bond 
market. 

Therefore , I think that the only poli cy that 
we should have in the System, end the one 
t hat the Treasury would went us to have i s 
to have an orderly operation or pegging the 
market, or putti ng bide i n under the market, 
so a s to prevent , as you call it, a rout. 
Now, whether the process or shifts would do 
that from now on or whe t her they have done it 
in the past may be a matter of difference ot 
opinion - or whether they would be succe ssful 
in accompli shi ng that in the tuture, I don ' t 
know. But I do think: there is some quest ion 
whether, even it we buy Government bonds end 
try to handle the market on the way down by 
additional purchases ot Governments - whet 
is to be t he final interpretation of that eot. 

It is true that banks have been liquidating, 
but - and one reason I think that bonds have 
gone down as they have is ~bet Just at the 
time that t he banks got out on account of r e­
serve requirements the ot her i nves t or s whom 
we t hought would oame in beve tailed to make 
an appearance because ot the price scare, and 
the other factors wbich bsve made them think 
that fixed income i nvest ments are not as valu­
able as t hey would be if we were not to have 
the price inflation. 

!Nt any way, i t now you ere going to use t he 
process of supporting or maintaining an orderly 
market through additions to the portfolio, 
you ' ve got to r ealize that there is t he poe­
eibility t hat that real investor, the corpora­
tion investor and the trust investor, will 
figure out, "Wel l her e , they ' re going to sup­
port the market. The GOvernment bas shown its 
band now. They ' re going to support it . • But 
you're doing it in a way t bet is going to in­
crease exoess reserves, whiob will be considered 
by some as a stimulus to inflation, wb.iob, it 
continued, will still make bonds lees attrac­
tive than they would be it you didn't do it 
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that wa:r. 

Now, I don't know whether t hat will happen 
or it won't happen, but I do think it ia a 
factor and a serious raotor that ought to 
be considered before we choose that partic­
ular process as against another process or 
support. 

And then it' you decide that the chances 
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are in favor or making the purchases, and you 
think that that will be successful , then 
the question is wbether if :rou begin to 
drive bonds up through that process, psy­
chological or otherwise - whether :rou stop 
or whether you run bonds up to a point 
where you w\11 have the second inevitable 
reaction again. I mean it' these bonds are 
down because or the fact the countr:r is de­
termined that interest yields shoul d be 
down ·~round this level and not some other 
level , then even if we should be successful 
i n bringing t hese bonds up , somehow they 
would seek their level and again you would 
have a second reaction. I ' m not saying t hat ' s 
going to happen , but I do think they are 
factors really worth considering wban you 
coma to choose the method that you ' re going 
to emplo;r. 

Now, I was di sappointed to bear you say one 
thing, because it surpris ed me a little; 
that is, that the process t hat we used bad 
not been succees t'ul , and that during t he period 
we were ueing t he method ot' shirts, we hadn ' t 
handled things right in the Government bond 
market. Now, we 've kept pretty closely in 
touch with the Treasury, and I frankly thought 
that we bad handled those shift s about as well 
as we could handle them under all the circum­
stances , considering the volume of sales , end 
I have thought you felt that wa had handled it 
as well ae it could b' handled . Tbe other 
day I asked you if you bad any other sugges­
tions to make, and you said that you would make 
them it' you bad them to make •• •••• • • 
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Make them to the executive committee. That ' s 
wbat I ' m doing now. 

But I never thought ........ 
That ' s what I said . 

•.•.••• • that you ' d be critical of the way 
that we handled the market in the matter ot 
making shifts. I didn ' t know that t hat .. ....... 
Well, George, the Secretary told us t hree 
weeks ago when we were over there, it you re­
call , that be felt making sbitts would be 
inettactive , end tbat be felt we should in­
crease tbe portf olio . 

Mr. Governor (Harrison), isn ' t it the con­
ventional way of central banks to maintain 
so-called sound credit conditions by doing 
something which affects tbe underlying credit 
s ituation? It ' s not Just the buying of bonds. 
It's the effect it bas on excess r eserves . 
And it is only through that operation that 
effective central bank oper a tions are car-
ried on, wbich have any material effect on 
t be underlying credit situation. In other 
words, you can't have a tund big enough to 
just buy bonds - pegging wbaat like t be Farm 
Board tried to do. It i s tbe underlying change 
in excesB res erves wbicb really bas tba affect. 
It buyers are going on a strike - why cer­
tainly buyers would be on s trike it tbey 
thought the direction wee down rather tban up. 

Tbe institutional buyers ere wanting higher 
interest rstee. Of course, sa I recall - I 
think you do, too - in lQ32 , 1Q33 and lQ34, 
wben tbay ware getting rates of 3~ or 3~, 
~. they still wanted higher interest rates. 
I remember when Treasury was considering some 
tinanci.ng on t he - I tbink 1 t was ei tber 
tbe 2- 3/48 or 2- 7/Ss - where it was f elt t bst -
it was report.ed t hat t he big insurance ccapaniea 
were not satisfied with t bst kind of a rate, 
tbat they would at tbat time be willing to 
take a 3~ bond. or course , it ' s Just a 
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perfectly natural thing, the desire to get 
as large a rate as the lender can possibly 
get. 

Now certainly the supply ot tunds 1n rela­
tionship to the demand has something to do 
with rates as well as the general price 
level. When we have greatly reduced t he 
eupply, abundant ss the supply still is , 
i t still ·would temporarily cause a hope or 
desire or speculation for higher rates , 
and in bringing abou~ a drastic adJustment 
ot that sort, certainly some tempering 
or offsetting factor seems to me to be nec­
essary and desirable. ~~at the final 
long- term rete may be over a period ot 
years ....... . 

Excuse me , has everybody got a drink? 
Anybody not got one? All right , the country 
i s sate. 

To the Government bond market. 

Drink it down. 

Drink it up. 

Cheer it up, Mr. Secretary. 

•••••••• would depend·upon the general price 
level es finally attained. The general price 
level , although it ha~ risen - its average is 
subetantielly . lower than in the •20s. The 
available supply of funds tor investment is 
certainly buge. There is no place else in the 
world they could go with their tunds. In teet, 
most ot the world want to bring their tunde 
here. And I can ' t aee at this time, et the 
present price level , and With our getting very 
much closer to a balanced budget, a Justifica­
tion tor euob a rapid downward fall in securi­
ties, and tor the present contusion to develop 
in the capital market , except tor the reason 
that t here bee been, of course, every effort 
made to bring t his about bY those interests 
who baTe tunds wei ting for investment, con­
sciously or unconsciously, and because t hey feel 
that nothing is going to be done about it. They 
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naturally want to get in on as high a rete 
as possible. 

\ell, we 've never proved yet whether a buying 
operation on our pert helps the bond market or 
hurts it. I 'm not at all satisfied which it 
really does . You can argue both ways. You 
can say that if we ere in buying that gives 
evidence to the country that we have got con­
fidence. On the other bend, it deters other 
investors on the ground that the thing is 
ertificiltally supported, and they don ' t know 
when the Government is going to get out. 

The significance is t hat you increase excess 
reserves and change the underlying credit 
aituation. 

You people Just don ' t want to admit that, 
but we think that you monkeyed with the car ­
buretor and you got the mixture too thin. 
We might as well call a spade a spade. 

But you will admit there is room for differ­
ences of opinion on that. 

Oh, plenty. I mean I am • •• • •• ••• 

Gosh, I remember the time when we not only 
had no excess reserves , but when we considered 
that we bad easy money and an easy credit si t­
uation when the New York City banks were in 
debt not more then 50 millions of dollars. 
There we~ a time when a men who ran e bank 
in New York - if be was •10,000,000 over, be 
would be fired. 

Mr. Harrison , you didn ' t have e 2~ interest 
rate in t he market then. 

And we haven't yet proved we can keep it. 

But nobody baa beard me pound the table end say 
I went e 2"' rate, or I went this, or I ' m 
asking you to force the thing up so I oan 
go back and sell another 20-year bond at 2t. 
I ' m not asking tor that. But , I mean - we 
people in the Treasury feel that you bave 
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changed the underlying situation.· 

Not the open market committee. 

We have changed it. We admit that we have 
chan~d the underlying situation because , 
or course, that woe an artificial pressure 
and that - I admit at the same time that if 
we ever did it, we bad to do it now, but 
that we should also offset that underlying 
situation by open market operation. 

Well, there ' s no argument about thet. 

Well , all right. I mean that ••••••••• 

I mean no argument as far as you (Eccles) 
and the Treasury. 

I think quite a few of ua made a mistake on 
the excess reserves , but the mistake was we 
didn ' t move soon enough. 

Wel l, I oan ' t •. . . •...• 

But those things can' t be argued out. It ' s 
Just simply differences of opinion. 

That ' s all water over the dam. 
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Mr. Secretary , my s tory doesn't sound good 
on this table, but you ' re the first fellow that 
I know bas agreed with me since they started 
talking about excess reserves. 

Good. 

Vie ' 11 ha.ve to admit that. 

But, John, you didn ' t want any i ncrease at any 
t ime, but you wanted us to sell ott our port­
folio. 

I wanted you to try that to find out what it 
would do. I couldn ' t get a aeoond to my 
motion. 
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Mr. Secretary , may I just asL a question 
to remove a cobweb trom my mind? Some ot the 
experts here can anawer. Does part ot this 
request to act aggressively, bravely, increase 
the portfolio , and make an announcement to 
that etteot - is that calculated to better tbe 
psychology ot those who sell and possibly those 
who buy? In doing that at this particular 
time, are we apt to accelerate or accentuate 
the selling wave on the part ot the banks? 
I ' d like to see some ot the points ot view 
ot the people here on that point. In other 
words, it some or t he banks are doubttul now 
ae to whether they era willing to buy again 
or sell what they have remaining, it an an­
nouncement it made that t he System is increas­
ing its account and ie prepared to sot aggres­
sively, will that incline them to aell more 
than they might otherwise do at this parti­
cular time? 

Don't ask me that. Do you mind asking some­
body else? 

Some ot thes e experts around here might want 
to answer that. 

Well, I 'm not en expert, but I have an opinion 
on it. 

1 realize what your opinion is. Your opinion 
is the opposite. Taylor, what do you think? 

I don ' t know. 

That ' s the risk we ought to take? 

(Nods yes) That ' s the risk we ought to take. 

Well , none of us know. 

You just can ' t tell how the market is going to 
interpret that. 

That ' s the trouble that I see. 

alt I think it ill worth trying, a rlek that Y"" 
have to take - a risk that we , the Government, 
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trying t o finance itself, have to take. 

We as par tners - I uee t he word "partners" -
we're in t his thing Just as deep as they are. 

That ' s the real problem. I 'm glad you men­
tioned that because , Ur. Secr etary, I still 
don ' t see - supposing t hat the open market 
committee votes t o buy Government s; I don ' t 
believe t hat you would went us or should 
want us, in view or t his past glorious 
record that I have Just reoited, to go ahead 
buying Governments it the result ot it is to 
run up these bonds, say, as rapidly ss they 
have gone down. I n other words, you would 
then, tor the first time, have been a partner 
in the prooess ot raising the bond m.arket. 
We have never done it except to keep it from 
telling orr. 

Nobody' s asking you to do that. 

Well, I ' ll tell you,it you ' ll listen to me 
Just .. ..... . . 

You mean whet i s going to happen now if you 
announce that you are going to increase your 
portfolio? You going to prophesy whet ' s 
going to happen? 

Indeed, I •m not. Whet I meant - this morning 
when I got here end we were present ed with a 
document whioh represented the combined opinion 
or some representat i ves ot the Treasury end 
some representatives ot the Reserve Board 
..... .. .... 
Well , the only representstivesor the Board were 
Dr. Goldenwei ser and Mr. Thurston, as I explained 
to you. 

And when I asked what it meant I was told that 
it meant it we aooepted t he plan that on Uond81 
morning we would have to buy Government securi­
ties no matter What the Government bond market 
was doing, and no matter what other conditions 
were , and that we had to agree t o that before 
1:00. 
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No, George, let me tell you this 

That ' s not so; that ' s not so. 
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.... .... 

I didn ' t understand it t hat way . I understood 
we would agree and announce a policy before 
Monday morning. 

It says, "Begi nning ~onday morning" we ' d do 
so and so. 

Be' s right, and I said so far as the amount is 
concerned , the s t at ement Will s1mply asy that 
we would buy Gover nment bonds. 

Beginning Monday morning. 

Or Government securi t i es . 

But I said t hi s , and t he Secretary can correct 
me if t hi s i sn 't correct, • •• • . • ••• 

~~o was here l ast night? 

Well, I ' ve got t he st atement. 

All I'm worrying a bout i s t hat when I asked , 
"Does t hat mean t hat we have to buy Government 
bonds?" you sai d , "Yes.• 

I said , "Yes , if i t i s only 500 t housand or a 
million dol l a r s • worth." That ' s all I said . 

I said, "That's fooliah." 

We said five bonds l as t night. 

I thought you said 500? 

No , we said five. 

I said that t he Treasury •• •• •••• • 

We said one bond. 

I said t hat t he Treasury was more anxious 
for the peychologiosl effaot of a statement 
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ot definite policy rather than that they were -
and they weren't attempting in any way to com­
mit ue to any amount that we were t o buy. I 
put in the statement there "if neceeeery•, see, 
and that thot was too indefinite, it was t oo 
weak; that it would hurt rather than help, 
in the opinion or those that me t af t er a dis­
cussion. We felt that "1f necessary• didn ' t 
mean anything ,because we l'ad another resolution 
which seld "if en emergency develops• and we 
couldn't agree what t ho t meant. Tber~fore, 
the whole question would be what i s 1 1f nec­
essory• Just as 1t ha s been , what is •an 
emergency. • now 1s thot correct? 

All I knew was that I bad t o buy bondP Monday 
morning. 

Well, ~c argued thl s ... 

•..• Wh8tever happened. 

. . .. that 1! an emergency happened and you 
people didn't think 1t woe an emergency -
and we fel t thet "if necessar y• woul dn ' t bo 
any mor e rrul tful than "lf an emergency. • 
Eccles eaid "I f you put t hat ln, 1t means 
we've got to . But don ' t you make a liar out 
or me; you con buy one bond." 

He sa id be was i nterested i n t he psychology 
or a de!1n1te statement. 

Did we say one or flve? 

I sa1d five and you out me down to one. 

You said flve and I eald one . 

Whether lt'e one bond or flve hundred thou­
sand - I mean in our office it doesn 't make 
anY difference. 

The point of the argument was not that you 
had to buy but the polnt t~At you meant 
buelneee. 
I don't knOW what George ' s interpr etation wee 
but aine ••• that the teet that the prograa 
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And that we had to begln buying ~onday morn­
ing no matter whether the Government market 
•;as up or down or what t he conditione were, 
willy-nilly. I ~aid I thought it wee a dr~ed­
tul thlng for the Treasury to ask the Federal 
Reserve Open Uerket Committee to agree to do 
it blind no matter what condi tiona were. 

I still get bock to the point that that reeds 
• secu.ri t1e s. • Billa would ao just as well oe 
rar as the psychology went. 

Do you mean bankers• bills? 

No, I mean Treasury bills. 

Because it peye United States securities. 

The point that I was arguing about - they had 
ln there "if neceReery• ann we went bapk to 
the ot her statement or "if an emergency.• 
Now we think you had an emergency and didn't 
do any busineeP, so if we were going to be 
partners ln thls thing and we were going to 
put up tour hundr ed million dollars worth ot 
gold, we dldn't want to sit around end just 
do nothin&. 

This speaks of a couree or action effective •~ 
of April 5. Then when it gets down to the 
second paragr aph , it says "The Federal Reeerve 
System Will inoreaae ita holdings or United 
States Government securities through open mar­
ket operations.• It doesn't eey snythlng about 
their starting t o buy Uondsy morning. 

Well, that was the interpretation. 

•This oourse or Rotion is effective Monuay.• 

Well, that'~ exactly sa I understood it. 

That's wt>.at it means, llr. Chairman. 

Well, What it means or doesn't mean -at leaat 
that's what I interpreted it to •ean and that ' • 
what I interp~eted the reeult of the conterenc• 
to be, that the idea wae to give the iapreaaioa 
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that we did mean action and that lf we only 
bought, as you say, one bond or five bonde, 
at least that would not ~eke a liar out of 
ue; but that we dld mean action and t hat 1f 
we e t eted that •effective Monday morning" 
why t hat i s whet we would do. If we bought 
one bond, if that wee all thet wee necessary, 
fi ne but it dld have a psychological effect. 

Well, I didn ' t bring this up to blame anybody 
tor anything. Ky object is . ... 

Well, wh~t did y~u brlng lt up for? 

.. .. wae t~ flnd out whet are we going t o 
do if we've got the power. 

Let's put i t the way- I mean I'm getting 
a li t tle fed-up. Whet would you do tor 
llonday'l You givP us t he policy now ; you 
wri te out a policy. 

I think that whether through shift or· pur­
chases, depending upon what the decision 
is .. . . 

No, not the declslon .. . . 

You're o~1ng it alone. 

You're msklng i t. I 've made one; now you 
meke one . I mean y~u 're pulling ours apart . 
Now lf you don ' t mind, you b e constructive. 

No , before pulling yours apart, I 've been 
trying t o find out what i t ls . 

All right. We' ve had this for an hour and 
s quarter. Now I ask you as a member -
you're a member or the committee - now I 
aek you whet do you recommend? What do you 
recommend as a positive action or what do 
you recommend tha t the Federal Reserve Open 
Kerket Committee should do beglnnlng llonday7 

Well , I t hink tlr~t I would not make any 
s t atement thla week-end. I eay tbat largely 
because ot the f eet that it eo happens t hat 
practically every dip 1n the bond aarket hal 
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Well, you get the chart and you'll find that 
it' s pretty nsar true. Yesterday and t odey 
the market beheved pretty well. 

Due to t h e President' s statement. 

There 1s a statement where lt didn'\ dl p. 

Due to the Presi dent's statement. 

It behaved pretty well . 

But exactly to the minute due to the Presi ­
dent 's s t atement- to the second. 

That doesn't negativt what I sald . 

You said every statement made it dlp. 

No, I didn't. I said every time t here was a 
dlp , it wae following a statement thet was made. 
However, I t hink I wouldn't make s statement 
about it now, because you don't know whether 
t hls over- sold condition that Burgess reports 
about is going t o l evel the bond market out or 
not. I t >unk it would be intinltaly better 1t 
we could have the bond market level out end be­
beve itself in an orderly way without any action, 
than it would be t o take acti on because then you 
have unavoidably, if you wlll , an element or 
artificiality injected into the situation whloh 
doe e discourage oerteln classes of inveet ore. 
So that it you are going to have it leveled out 
with intervention or without it, I t hink i t ie 
much better to have it leveled out without it. 
And t here is s ome evldenoe today tha t coarbe lt 
1s leveling out. I don ' t know and I oan t guar­
antee whether it is Just temporary or whether 
it l e perasnent. But until I've round out that 
lt wae not leveltd out, I don't think I'd do 
anythi ng new. 

And you go back t o your old state•ent, tbet you 
e re going to welt until there is an eaer~eno~ 
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Well, that' a what J: wanted to find out. · 

Well, I wouldn ' t. 
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On the other hand lf you do it now- it you 
do 1t now, when there isn't an emergency or 
when 1t . is leveled ou~, what is your purpoAe? 
Is it t o run 1t up further, end if so, when 
a re you going t o s t op? 

Well, lf I know anyth1ng about public rela­
tione, .the time that I would pray to make a 
statement l ike thle would be when the bond 
market ~as not going up. I f I know anything 
about lt, I ' d Just go down on ay knees and 
pray that I have one dey that the bond marke t 
not go up end then I'd make a statement . 
That's the dey I' ~ wel t t or. · 

George, would you approve of action by the 
Open Ksrket Committee wi thout a statement ? 

!.leaning buying? 

To increase the portfolio. 

Well, I don't t hink I ' d make a statement even 
though you •ere golng to buy bonds next week. 
If tblngs get bad or lf tbls better situation 
does not continue - supposing you detero1ne 
tonight that you will go 1n and buy bonds 
heavily and dras t ically lf t he 11quldst1on 
revive~, end lt seems not t o heve tor the lest 
two days - but supposing the determination is 
that the minute t hls llquldetlon seems t o be 
setting l n, you 're go1ng to buy bonds. I don't 
think - if that were your pollcy, I don 't think 
I ' d make a sta tement 1n advance that you are 
golng to buy bonds because you don't know thst 
the llquldstion woul d revlve; therefore, you 
don't know that you're golng to buy bonds. 

Yes, but on the Atrength or that how could 
you protect the little fellow against the big 
re~ow ln such a procedure? 
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You aean ..... 

Do you mean to tell me that thet wouldn't 
leak out and benefit the big tellow - it 
the authority waa granted without the en­
nouncement tor everybody ' s protection? 
How can you be sure that the little tallow 
ie protected? 

Well, then, I thlnk I'd me.lte a etateaent 
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ot tact that you are golng t o make purchases 
ot governments i t there ie a liquldatlon ot 
the bond ~srltet that justitiee governmental 
or Federal Reserve support. I mean that's 
all right it you want to cover equality or 
treatment on the part ot different inveetorA. 
The thing thet I want to avoid le maklng a 
statement which commits you in advance to 
a policy or malting purchase& even though 
you mlght not need to or might not want to. 

Well, I 've never thought or the Open Market 
operatlone as support t or the Governme~ 
bond market. I always thought ot it ae a 
device to increase excess reserves . 

Well, maybe eo, but I say tha t just aa a 
ehort cut re re t or convenience - I mean 
ln expression . 

Of course, what you need - just talking tor 
t he Tress~ry, whet you need le more reserves. 
I mean you can't get me away from tbl a thing 
that you have cut tbls cerbureter too thin. 

I thlnk you're rlght. 

I n that connection msy I ask a questi on? 

Ycu(H.II.Jr.) are talklng of the Federal 
Reeerve Board now, aren't you? 

Well, I don't know that any other roee by 
any other name emelle eo sweet. 

Thl e probably ehould be directed to llr. Taylor. 

Here you've got a situation or a disturbed 
aarket and a diAturbed bond-holder public t~at 
ie raced with a dead-line date of Key l when 
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eometh1ng 1e to happen. Whether t here ' • 
golng to be an:y distreseed eelllng between 
now and then in order to meet that oir cua­
atanoe, no one can tell, at least ae to 
1ta volume. But conatder tor a moment the 
buyer who hss been standing on the e1Cie­
l1nes waitlng f or the opportunity - or h1~ 
op1n1on aa t o wh~t 1e the bottom of this 
market. Can :you viaucl1~e any one or ua 
divorced from this picture s teppi ng ln and 
~uying a big block or b onds - we want 1t f or 
a continuous invest ment - when we knew there 
was such a date s t anding on the horizon? 
Now you (Taylor) as a bond man -now I'd 
just like to have :your opinion . 

Well, I think even wi thout t hat, wh:r as long 
as the tra trtc ia one way which 1t baa been, 
I'd s t ay Qut. I mean t here's no percentage 
1n stepping ln . 

There' s nobody taklng charge of the market. 

I meen I would certainly walt until the 
psychology changed. 

Well, then , can we expect much out of thla 
Government bonO market as long sa that threat 
1s .hsng1ng ovPr the msrket before May let? 

Well, my oplnlon 18 t hat :you would have to 
change the pa:yobology . Thla may be t he thlng 
that will do it. But you oen buy, God knows 
how many, billion dol lars worth of bonds with­
out t~ng acme poa1tive action which mesne 
e ohenge 1n t he psychology. 

That ' s r lght. 

I 'd like to ask Dr. Aurgeae -he' s pretty 
close to that market rrom day to day and 
he knows t he ·paychology of lt, end after 
e ll, he 1a both the manager through tha New 
YOrk Reserve Bank tor the Treasury's account 
and investment of thelr funds and he 1a alae 
the manager tor the Open Market Comait tee. 
I ' d like to ask him whether he th1nk8 that 
in the preaent market situation an a8eurence 
to the country of - on the pert or the Open 
Market Co .. 1ttee that t hey are pr epared to 
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increase their porttollo tor the purooae of 
stabilizing the oapltal market, providing en 
orderl7 market, and to enable the banks to 
meet the adJustments to the increase in re­
serves - whether lt would be favorable or 
unfavorable. I mePn hie opinion in this 
present situation. 

Well , that is, ot course, impossible to 
Judge fullf. 

No, but JOU have en opinion on it. 

I think as a matter of teet it would be 
!~mediately plus. That ie, I think the 
market would begin to stabilize i~ediately. 
I think that n good aan1 investors and banke 
would be alarmed b7 it because the7 have 
said that the System was never going to 
be able to get out or lts governmen~ that 
1t the deficit financing kept on, the Federal 
Reserve System woulO be called upon t o sup­
port the Treasury and so on, and a lot of 
investors would soy, •our rears are now 
realized." So that some investors would 
hold out ot the market. 

But I think on the other hand the i~ed1ete 
market people, the dealers ond the people 
cloeerto the merket, ~ould say, "This market 
is now going to be pegged end we'll play 
with it.• I t hink the7 wouldn't sell -
the selling would tend to dry out . 

But whether the longer term investors would 
be given confidence ln it, I Just don't know. 
I think it would atop the immediate sel ling. 

But the lotger term investors ought to ge t 
discouraged. 

I t hlnk, ot oourse, the budget is enormoual7 
important on 1t. 

I t hink something on the budget would do sore 
good thM\ snythl ng elee right now. 
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I t hlnk on that psychology ot the market 
Kr . SecretorJ, that we were a bit slow t~ 
recognize - and I take the blame Just ae 
much ae anybody and perhaps more eo because 
I should heve been closer to the market -
that what we h ave had here is not one ot the 
ordinary fluctuations or the merket that you 
and I have been t hrough in 1 34 end '3~. 
Those wer e d1ps 1n a market that was moving 
upward over a period. Now I t hink what you 
have had here is a much more tundr~ental 
change than thot. I t hink you ' ve got here 
the end of a bull market in bonds. Now 
that bull markPt has been going on tor -
really, since the middle or 1932, w1 t h 
changes, and the mPrket hes gone up t o 
levels never before reached in t his country. 
And it rested on tw~ things. It rested on 
business de~reesion eo the people knew that 
t he money wasn ' t employable. And i t rested 
on the other hand on huge exc eas tunds. Now 
both or thoee t hlngs have changed. I n the 
past t hree months, by the 11 c:tJ.on the t you 
took end that t~ Board took very wi sely in 
dealing wlth excess reaerves, the money sup­
ply condition has been ohenged . No" unfor­
tunately that hea happened t o occur simul­
taneously w1th a t otal change ln public 
psychology aa t o item No. 1 - that is, the 
noti on about buslreea conditions , abou t 
price s . It Just happened that there has 
been en enormous buret of interest and the 
public mlnd has been impressed with t he f oot 
t hat thle business cycle bee moved up nearly 
to normal, that pricee are booming ahead, 
and that is lntle t1on psychology. 

I n my mind that means the passing or a detl­
nt te mile-atone tn t hls business movement. 
It mesne that people are no longer t hlnklng 
ln depressi on terms , whlch mBeoe ~ gh bond 
prloes. They er e thinking ln terms or buei­
nees pro~perlty whi ch means ln the long run 
lower bono prlce e. And I t hlnk tbat &oute 
inveetore end bRnk~ generally are sayi ng 
tha t t he bond ma rket bee r eached its t op and 
1s on t he way do.~. I t ' s on t he way down-
1t may take eome years, may t ake some aont~. 
nobody ~~~e. They ssy, 'The top 1~ paeeed: ' 
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Now l llte all bull markets thP re ere a lot 
or speculators in t~is t hing . A lot of 
people bought an~ di~n' t exoect to hol d. 
So I think you are going through a maJor 
rea~Justment which is inevitable. 
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No~ I think it 1 e been over~one. I t hink 
the rea~Juatment hRe been somew~~t over­
done. But I ~o think it i e important to 
recognize t he character of that t hing an~ 
think or it i n terms or the big business 
movement tha t we are racing, and or the 
pol icies t hat t he Reserve System and the 
Treasury nee~ t o t ollow i n respect to 
those maJor movements , which are very much 
more important then t h e l evel or bond 
pr ices, whether it's at 2 3/4 or 3 or whe t­
ever it is. An~ it s eems to me perhaps 
t hat our discussion this evening hasn't 
I ' m supposed t o t alk about the bond mar ket 
but I should like t o see a littl~ more dis­
cussion about whither ere we going as an 
administration and as a reserve system se 
to t he bi g items ot policy that race us . 
Now I think t here i s a crisi s but I ~on't 
t hink it is a crieie i n the bond market. 
I don 't tr~nk that is the biggest crisis. 
I t hink t he reel crisi s ie the one the 
Presi dent te l ked about yesterday, t hat 
Ma rriner Eccles has talked about, that 
Wallace has t alked about end Roper. It 
ia thi s que~tion or prices and inflati on 
an~ so f ort h. And 1t seems to me tremen­
dously impor tant what we do about t his 
bond market shouldn't be contrary t o .nat 
we might want to ~o about t he real crisis . 

But the Pres1~ent has given - oh, pa~on 
me . 

Go ahead. 

..•• some assurance with reference t o the 
determination of the adminlstrntion to 
meet thet problem, and did say something 
with reference t o the budget yesterday -
not very much but a t least something with 
reference t o t his big pict ure. 

I t hink thAt 1e very helpful. 
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portant and Will be verr, verr effective. 
And in the meantime I think this market hae 
been permitted t o b~oome disorderlr and 
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that enr adJustment or rates to inc~eeeing 
prices BJ1d increasing further reooverr and 
demand tor money mar come about, but it 
cert&lnlr should come about in e more or­
derlr menner, in a m&J1ner that will not 
almost deetror the capital market and create 
a rear and c onsternation throughout the coun­
trr at thle particula r time. And I t h ink 
that it the Federal Reserve Sretem -it ie 
their dutr it ther ever had a dltr t o plar 
their part in tending at this tioe to give 
some confidence and to help to maintain 
s tabllity; and if ther increa se reserve re­
quireme~te, which ther dld , t hat they should 
not heeits te when they tske the drastic ac ­
tion that they did to at least tend to cushion 
it or to offset a part or i t - that you shouldn't 
be able to expect a banking system to absorb 
such a!'l adjustment without doing anyth1 ng about 
it. 

Isn't it als o so , Uorriner, that as f ar ae 
we know, whr the un5 erly1ng policy or t hie 
Government still i s a cheap-moner policy? 

That ' s r ight. 

So that it you have started a bear market 
in b:~nde, it i e up to us to take some very 
important acti on to sho~ that that len't 
satisfactory t o us - in other wards, that 
we are fundamentally " oheap-moner count rr. 

But I think lt is perfectly appropriate ln 
connection with that to argue the possible 
errecta or one course or another. 

That's right. 

Without ?Utt1ng ourselves 1n the catesory or 
eneaill Just because we don't appear to agree 
on the precise technique and procedure at the 
outset. And, having established a technloue, 
I think a little bit better understanding of 
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want to go ls neoessar1 thsn we have 
That ' e the one t hing that worries 

My golly, George, if you haven't got it now 
I don 't know ho'1 1 t 1e poes1 ble in the Englls h 
language. It !en't possible for me t o exprese 
th!e any- well, I haven't anything more to 
eey. 

You haven't anewereO the questi on yet whether 
you want ue to 60 ln Monday to buy and run 
bonde up. 

Oh, yes I have. I stated that I think for 
psychological purposes ~e should let t he 
country ltno ... what we are prepared to Oo a nO 
then I t" .!nk that 1t the bond marltl't on Kon<li'Y 
i s golng up of 1te own accord, certalnly there 
is no occasion for us t o go in t o run 1t up 
further. But if on the other band the market 
i s weak end th~re are e good meny sellers , I 
think we should vigor ously act now. Whether 
we can s t op lt trom golng down !o another thing. 
I don't know. But certainly I do feel that we 
should act even lf !t 1s t o the extent of buying 
bills. We should let lt be known tbet we are 
incressi:lg reserves, thst fie are tending to make 
possl~le t he ne oeaaery cushi ons to bring about 
e fundamental adjustment and, depending upon how 
the bond market note, we shoulG continue to do 
everything we can to malnteln e c~eap-money 
policy and an orderly market. I mean cheap­
money policy 1n relation~~lp to tbe total funds 
available - I mean cheap i n relat1,onsrl r. to t't!e 
existing price level. And certelnly an adJust­
ment f rom •here we were to where we are ln a 
short period of time that ~~q t ranspired is not 
an orderly market. It'~ an ndJuPtment that I 
don • t tlllnk any other country has gone through 
in Ruch a rnpid Olsorderly period . Certainly 
1t hasn 't happened in England and I know of no 
other country that lt baa happened ln. 

Now 1t over a ~~r1 od ot two or t hree years ae 
prices lnoreaee and ao other conditione develop, 
the market graduall7 works to t~gher levels 
that, it aeeMe t o Me, maJ be another thing. 
And yet it the TreaAUrf - I m~an it the Government 
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gets what I expect it Will get, a balanced 
budget, and With recovery it w11~ be able t o 
start retiring ita debt and offsetti ng the 
expansion or private credi t, so t hat Govern­
ment bonda instead or being more in volume 
Will be ~eaa in volume, that there will de­
velop some scarci ty v~ue in t hat particula r 
security which 1 1 i n an entirely different 
category and an entirely different class than 
any other security. 

Another element i n thla whole si t uation ie 
this: That et any time it is humanly imposai­
ble to forecast the effect or any measure 
that is taken. Now centrel b anks hnve sever~l 
devi ces they can use and as you c~ssify them, 
you say t hat f rom an ideal staodp~int it would 
be better if ~1 t hese devices would be so­
celled flexible ones. The advant age of a 
flexible device is that you can take action, 
try o~t your sit uati on . If it doesn 't work, 
it doesn 1 t mean it J.s like golng ot t tiE gold 
s t andard; once you 're ott, you're ott. You 
can, wi thout much difficulty, come back and 
ease your si t uation beck and forth . And the 
Open Market operation i s one o f t he f lexible 
devices. 

It ls the only one we have. 

I always contemplated that that ·was the ~ay 
lt would be ueed, that you would never be 
positive but you would have the assurance t ha t 
you could operate bot h ways on it without any 
difficulty. 

or couree, it le t oo bad that we have t o 
start operating on the upsi de Juet at a time 
when the whole country has its eye f ocused 
on this question or inflation. And t hese 
people t hot lu> ve watched the reserve benk 
portfolio and talked about our frozen Govern­
mente, if we move up r ight now, are going t o 
say that inflation is going to come, t hat we 
have chucked asi de that instrument, that we 
are going t o finence the Government's deticlt. 
There iA a tre•endoull kick on tlu!t 'l'hich I 
don't -I'm not &eying that we shouldn 't do 
it, I'm Just saying that aa part of the dil-
cuae1on. 
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That 1e part of the r1ek that you run ln 
dolng 1t anCI e very sub~tantiel ri£~. 

It depends on your etatem~nt. 
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But you dld announce a t the time that you 
announced t he increases in reserve require­
mente t hat you would uee the open market 
t o adJust the 8l tuation. 

The Board . ... 

The Boe1•d of Governors wouldn't have moved 
1f 1 t lvi.dn' t been f or t l.e influence of 
New York. 

Well, Warriner, lf you don't mlnd, thle ia 
the t~lrd nlght runnlng that I have been 
dolng t hle .... 

Ue t oo, 

, ..• and I don't eee that we are getting 
anywhere. I don't see if I etay here for 
another five hour s -I 've answered every 
question to the best of my sblllty. I 
haven't tried t o evade any que stions. You 
~eople know how we reel. 

I m1~ht e eV. t hlA , Wr. Secretary, should the 
Board use t his eo-called rlexlble l nPtru­
ment end be prep&red t o lncrees e lte port­
folio, woulCI t he Treasury take any actlon 
with reference t o sterili zed gold at this 
tioe? 

At this tlme? 

Yes. 

No. 

You will rely upon whatever action we take 
to see bow that ~orks first. 

Absolutely, ab solut ely. I'm glad you asked 
t hat because I thouaht that was understood. 
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I ' ve sat and lletened to the dlscueeion 
I haven ' t h~ard any of your side except·-
and I real1r.e thPt it l. e a very difficul t 
situation that we are in. But I want to 
make it clear thet all dey today and every 
tlme in the last three weeks when I have 
had an opportunity to talk about thls, I 
have counseled against tsklng any action 
whatsoever an<l I think my r eason t or th11t 
has partly been stated by RPndolph. I 
thlnk that we meant '"hen we said thet we 
were prepa red t o offset any adverse ef-

314 

fect s of raising the reserve requirements -
tha~ we had in min<l t he general economic 
situation of the country; that re '"ere 
still thinking that we heel c ome cut of the 
great emergtncy and trere had bPen a greet 
deal of thought back end forth over e period 
of perhaps two years as to whether thls ao­
t lon might not be t oo drastic, ll'hether we 
might not get a s etback as t o the recovery, 
and l!'e "ere t herefore, as I underetood it, 
all prepared to offset the ec tlo~ by buyi ng 
in the open markPt, provided we felt that 
recover y we~ ln danger of a reel setback. 

Now I have contemplPted that a change in the 
Government b ond mer'<et, even thou~ I recog­
nize t hat lt has been r eplcl - ti'e t e ct>enge 
of t~e megn1tude ~auld be regarded ae an 
emergency in t he t sense. I mean I'm etat\ng 
Just my pereonsl point or v1ew. And I have 
lis tened t or so long - eo ceny time s t o the 
view that on the firs t e1gn or bad weather, 
the Ada1n1 etret1on would t ake a hands-ott 
attitude toll'ercl all mtaeures ot monetary con­
~rol end monetery reetralnt. I have felt tha~ 
that wasn't eo. 

That we wouldn't do what? 

That at thls t 1ret e1gn of a clown turn in the 
bond market, ~e would find , despite all our 
po,.ers of control under all recent legislati on -
that we would f i nd ours elves 1n effect impotent 
to do anytblng because of e reeling that we 
must prct eot the bond market. I've heard 
bankers l~ugh about control . They sey, •you'Ye 
got ue lnto t h1a bJnd merltet, and you're golng 
to take oare of us.• I've beard econom1ata who 
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were naturally inclined to be critical ... 

Who? 

Economists. 

I thought you said communists. 

Uuch the same thlng, Mr. Secretary. 

.... who have been 1ncl1ned to be critical 
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of Treasury policy and f'ederal Reserve policy, 
Administration policy generel~y- I mean I've 
had to defend the actions that have been taken 
so long on t~ie ground. They have said, •you 
just walt an~ see - at the first sign of trouble 
ln the bond market, we ' re ell under cover. • 
Now I don't say tha t if this mo; eoent should 
go on -I confess 1t has 60ne faster and far­
ther than I euppoeed 1t would -I don't say 
t hat lf lt should go on there wouldn't be oc­
casion to step 1n, but I very much hoped t het 
you would heve the pntlence and fortitude to 
llve with it awhile and see 1f lt can't find 
lts own bottom. I very much agree with some 
sentiments that h11ve been exo,.essed here to­
night; that people feel the sltuat1on is s t ill 
artificial, you Aee, and that if we take any 
klnet of action e.t thle time, 1t will inJect 
another ~lament of artificiality and they 
won't know what this bond market ls reelly 
restin6 on. And I reel convinced ln my own 
mind without pretending t o be eny klnd of a 
prophet at all that there are ample funds that 
are watching this =srket and they are golng 
to invest i n it when they t hlnk lt is settled 
down . And I em fearful that lf you take ac­
tion, the bond market might go up and people 
would reel, •well, hera it ls artlflclsl again.• 

Now we must remember t hat these ere low levels 
after all. As we sal~, bonds went to lo"er 
yields thPn ever before ln our history end I 
don't believe thet anybody ls prepared t o hold 
the bond market indefinitely at this l evel. 
But 1! you go in now ln order to protect Bnd 
support your market - and tha t l s the inter­
pretation thst will be given, I am atrald -
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1t you do that, then people will say, "Thls 
1s an artificial csrket.• 

May I anewer you? 

Yes. 

I would agree with you one hundred per cent 
before you took t hie notion on reserve re­
quirements, beoauee then I would say tha t 
nothing has heppened except the natural 
demand for money hsa gradually increPse<L 
I've s~d again an~ aga in that I only hope 
and pray I oan get through my refunding 
before business recovery i s tar enougb 
along t o push up ~~terest rates on account 
or lts ecaro1ty or money thro~gh natural 
demands of bum ness. And I aald , "I only 
hope thpt I can get through my refunding 
before that happens, because I know that 
that thlng will co~~> .• 

And at different times when I have talked 
with different people they have cautioned 
me. not to - the reason I didn't secede to 
the unanimous reque st of the insurance oom­
panlee that I sell a thirty-year three per 
cent bond wee t or one rea son that I saw the 
day ~ould come when the business require­
menta or thls country would make 8 thirty­
year three per cent be sick and difficult 
to handle and I used the expression tha t 
I had been cas t i ng my fly eo far tha t I 
couldn't control it. But every ineur&nce 
company be~ged me t o sell 8 thirty-year 

· three and I refused to do it . 

Now I would agrc~ with you enti rely if I 
didn't bel ieve that it was a rt1flclsl mesne 
whloh had brought thie down, &nd all I am 
suggesting 1s that we go part ~ay to correct 
an art lficlal thing which I t~nk that you 
have done. Now I don't ask you to agree 
w1 t h me. 

Well, now, Mr. Seoretery .•.. 

See? I thlnk- I don't aPY solely but I 
think through arti!iclal Means .... Who was 
it that did thi e t hing? People seem t o be 
touchy around t.ore. Wee lt the Board? 
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Well , we all were tn agreement . 

All but one, UcKee. 
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But ~ait a minute. As to what you are t a l king 
about and all that , and as to the devices we 
hove had, all the se dPv1cee that t~e PreAi~e~ 
had, all theee dovioee that Congress gave him. 
He never ueed any of them when we were ~eeoorate· 
he never used ony or it. V'e went without U8i ng ' 
the half dozen devices when thlnge looked bad. 
After hle Green Bay speech, I never calla~ any­
body up and Paid, "I need a shot in thP arm. • 
At different timee When we ~ent tt.rough criti­
cal ~eriods, I never called tor n~ce or 
dope . 

I've polnted t hat out time and time again. 

All right. Now 1 1m not calling ror it now 
a.nCI I'm not urging it now, l f it wasn't thct 
I and the Treasury believe that this drop or 
five or six pointe in the market was brought 
about through artificial means. Now all we 
are e.Ek 1ng ie not that we UM eome 1nf1atlonary 
devi ce but that through y~ur open market opera­
tions you go part way towerds correcting t his 
thing. 

I f the circumstencee were dif ferent, I think 
I would agree but as it is t oday, we have all 
t l1. s t alk about !'ymptoms of inflation and I 
think some of it is real and we are all con­
cerned about it, I reel. And what we want ie 
a lasting recovery. Personally, I'd like to 
see it slowed up a lltt le bit because I t hink 
lt' s running l nto bottlenecks here en~ there. 
But whP t we want 18 a lasting recovery, and 
in order t o get that I think the com~unlt7 
want s a reeling of normalitY - •you see, 
there 's no artificial etlmula t i on of any kln~ . · 

But you did huve such s thing, professor -
art lfiolel oonRtriction? 

But that wesn' t art1tiolal . That ' s the polnt 
I want t o •... 

Vo, sure it was art1tic1al. 
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No, t he excess reserves created were art 1t 1c1al. 
They were cr~ated as a result ot gold imports 
which were the artificial thing. 

I t's all a rtificial. 

Well, let's use t he word •arbitrary" i ns tead 
of •artittoiel." 

I think myself it was a belated r emoval of 
a very powerful artificial stimulant. 

But if we get perspective on t hi s preble~, 
what do we re1111ze? Today we have the lergeRt 
money supply in the history or the country, 
right now, see? 

Yea, but unfortunatel y . ... 

A.fter t hese excess reserves have been removed 
t o t he extent t hey will be on !.lay let, we sti ll 
have a halt billion or excess reserves, Which 
in any previous period or history we would have 
regarded ~s highly abnormal. 

All true, if you don't mind my saying eo, eo­
cording to p~st book experience, see? All true, 
theoretically - t heoretically eo. But people 
tell me t ha t on account of t he strike situation 
and everything elPe, people want en additional 
liquidi ty , which 1 ~n 1 t in any textbook and I -
all I can be is e realistic person; and I may 
be entirely wrong, but I si mply reel t hat some­
body et s~~e time has t o show that t hey heve 
some c~n!idence in a two end a halt bond at 
96.· 

Mr. secretarY, if I wee secretar y of the Treaeury, 
I would eay , "I h11ve entire confi dence in the 
bond market ond I don ' t intend to do anythin~ 
about it.• That is how I 'm going to explalm my 
poe~ ti on. 

And I ' d be l aughed out of my job . 

I don't t hink eo . 

I'd be laughed out ot QY Job. 
etreted that I have been able 
t he aost dit'tl oul t tllllS e t hi r 

I have demon­
to go through 
country has 
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ever seen. I have weathered the stcrm. I 
have no immedi~te financial problems whloh 
ere preeelng me. There l s nothing selfleh 
about lt trom the Treasury s t andpoint. My 
refunding le all behind. I could s1 t here 
and s ay, "It makes very l ittle dltterence 
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t o the Government whether we pay three qu~r­
tere ot one per cent tor t he nlne months or 
whether we get 1t t or a t ht r d of one per 
cent. It lsn't important.• I mean there is 
nothlng drivlng - I haven't got ei~ht h~n­
dred mllllon dollars worth or l iber t y loan 
or anything else . But we a re not t a r a long 
enough 1n recovery that we csn see this thlng -
the beglnn1ng ot a downward solral . And I 've 
seen 1t- I've seen l t.. .. · 

You mean eoonom1oally? 

Yee. And when thls thlng begins to roll, 
try and stop it and build it up. 

I' m efrald ot t he opposite, Mr. Secretary. 
Now take the Pre eldent' e sta tement ot yes­
t erday. He said we are golng t oo fast ln 
producers ' goods, ln durable goods . And 
now you come out today ..,i t h a statement whloh 
~aye we must preserve an order l y capital 
market for the sake ot r~covery . No~ thoee 
two etetements arP on opposite sides. 

No, I don't agr ee. That 1 e Just where I 
don't agree with you. I don't agree with 
you and as t ar ae t cBn tell as t o your 
prlnc1pl~s and whet the Gover nment is t ry­
ing to do, I t hink ~e think entirely alike 
but the only place thet you and I dltfer 
iA tha t I believe thet you monkeyed with 
t hi s csrbureter and you mede o~ mixture 
too thin, and the engine ie coughing. Now 
you don't believe - you don't believe thet 
he e got Pnythlng t o do w1 t h it. 

Well, if I t!lought we were having an economic 
downturn, the t woul d be d1 tferent. 

Well, it m'Y be - it 18 l ike everythln6 else; 
you may have to walt two or three years to 
recognize l t , but I r enee 1t and everybody 
1n the Trea surY does. 
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And I don't like to dreg Dr. Goldenwe1aer 
i n on thla thing, but certainly in t alking 
to h1m he he 11 been thlnlUng right along with 
us, snd the only argument he had last night 
was, when we got all through - he said, "In­
stead ot making it four hundred million, make 
i t two hundt•ed and fifty million, eo i t looks 
as though we were goi ng fifty-fifty.• And I 
don 't want to try to quote you (GolOen~eiaer) ... 

That ' s right, qu1te right, Mr. Secr etary. I 
would even much rather do ~hat seems to be in 
prospect today, or having the Federal Reserve 
do 1t alone. I was l n favor of that, M.ve 
been in tavor or that alnce three weeks ago. 

Well, ell I am suggesting . ... 

Now I w1 thdraw. I know - I w1 thdraw, and I 1 11 
take the position that I will sit back and see 
whether the Federal Reserve w111 act. 

But honestly, I believe -as I say, there i a 
nothing mot ivating me trom seltleh necessity, 
beoeuee we are in o beauti ful position. The 
people now o~n sit back end say whet haop~ned 
ln 1920. How many years does it take them to 
recognize whet happened in 1920? And - I mean 
I sense this t hing. 

Whet happened in 1920, Mr. Secretary , was that 
the Reserve System was torced to keep lta rates 
down owlng to a Treeeury welfare agency, end 
that is commonl y cited; it is not only in books 
but on everybody's t ongue anc that is that this 
ie in danger , lf I mey say so, ot develooing 
int o a e1m1lar e1 t uatlon. That ls commonly 
recognized ae a ma Jor error. 

Well, I can - now, .re had - I hate to quote 
people that are not here, but ~e had Dr. Viner 
down here tor two days and te hacj been ewey 
and so he wasn't qulte familiar with it. But 
bls conolua1on, the last thing he said - 1"8 
said, •I can't aay it will do any good, but 
I reel it won't do any harm." Now thet 1e 
what he said when he lett. He said, •r can't 
see that what you are reoommendlqs will do 
en7 hal'lll, but I con' t promise that 1t • ll 
do an7 good. • 
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My suggestion isn't e real difterenoe, Mr. 
Secretary. It is this: That it almoet -
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I mean nobod7 wants to see a really die­
orderly market, but IDight it not be prudent 
to walt this thlng out a little? As you 
say, 1t can't hurt you. Now whet her it 
would hurt the buslneeR situation I think 
would depend on how far it went. And 1t 
ie eo desirable, in my opi nion, that the 
market find its own level, if possible. 

But I think you peoplP - I think you are 
foreleg this thing down. No~ thFt i s what 
I believe. It i on't natural. I t hink you 
people - whatever name you go by, •boever 
is beck of thls policy, that you are rorclrg 
t his t hing down. Now that ie what 11e believe. 

Now Harrison asked me why I didn't say some­
thi ng. I woited until Eccles came to my 
office Thursday efternoon and said, •We've 
got to make a showing.• I didn't send tor 
Eccles. 

You said to me, "I wee Just wondering how 
long it would be before you came to that 
conclusion . • 

But I didn't ask you t o come. 

No, but I knew. 

You ca!lle Tburedey . I dldn 1 t send tor you and 
I said I Just wondered how long it would take 
you t o come to that concl usion. I mean I 
didn't phone him and eey that t hl s was the tlme 
to dolt. Eccles c~e end he said be felt that 
something should be done, end he even had it 
sort or half in hle mind to do it Thursday 
night. 

No, I dldn • t talk or any time. I ea1cl, "I thlnk 
that this situation i s disorderly due to an un­
re cessary le ok ot confidence in the picture 
developing, and I thl nk it needs a show ot 
strength end a show of leadership at thl e time 
is necessary.• 

And it you ever had e lousy market, 70u had it 
Friday marnlng t he first hour. You had abou t 
the wor11t market you te ve bad any time • 
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Well, POmethlng came out 1n the oeoere - I 
forget Just ~hich dey- that the.Treasury 
had run out of funds. That hed a bed ef ­
fect on the msrket. 

I t hink that wnP Tues~~y. 

l'lhat I Am suggesting ie this. Of course, I 
can Just Pey 1t nn~ you •~11 thro~ it away. 
The way I f eel about 1t, 1f you say to your­
self, •well, we have lived through thlP. Now 
we are pretty well along toward Yay lst. 
Suppose the bond mArket goes to 3 per cent , 
tor example. No~ perh~pe that is the time 
to be prepared to ACt. But let's feel lt 
out and g1ve 1t as much time as we think ~e 
safely can, t o f ind itP own bottom, because 
it will be eo much more wholesome if that 
hl'ppens,•- then you won' t hl've t o worry 
about t~hether you have put 1n s <>me artlt'iC1Gl 
stlmulati~n, whether you will be expect~d t o 
no 1t. 

But, Professor W1lltams, is there any reaoon 
that you ~now from the demands 1n buslnesa 
why we should go back t o a 3 per cent mArk~t 
at thi9 t1ce? 

No, I don ' t thtnk y.>u ' d ctJy, w1 t h tre volu:De 
of r·..~:-c P seelttng lnveetment that it should 
be 3. 

Well, you ltnow, it geta to 3 and people say, 
•we won't buy except on 3." It was in ~he 
Trl bune - they're say 11'\S 1 t now. People !ll'l! 
t slk1ng about 3 per cent. Then you' vt g~ 
8 buyers' ptri ke. ·w~ won't buy except on 
8 3 per cent baste." 

I thl nit th~ m1 stake ths t J-:>hn Wllllama 1e 
m~kl~~. an~ it isn't often that I fin~ I 
oiePgree with him, 1o th't he i s confusing 
money-market poli cy with credit polloy. I 
think our ored1t polloy over a long t i me 
now should be &ener8lly dlrecte~ towprd re­
s~r81 nt bec8use we ere likely to netd ~o ­
stral nt ' t n t he nt~t t•o yeers or even ln 
the next rew months . But that doesn't oeen 
that we need to ~~ve a disorderly, very rapid 
one precipitAte r~11 ln the bond prices a t 
thi s tlme. I t 1~ a QUestion of Phort-tlme 
tluctu~t1on sa compared wlth long-tl~e trend. 
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I feel very strongly that in the l1ght of 
the increase in reserve requi rements, which 
amount to three billi on doll~rs since leet 
July, a ouehionlng ot it to the extent ot 
a tew hundred million ie not only Juetiti~d 
but 1n view ot whPt he e happened 1e eeeentl~l 
and neoeeAary. 

That's my poe1tlon. 

Well, that' s the Troe~ury ' s poeitlon . 

Well , lt comes down, it seeos to me, to a 
question of Judgment. 

:Of c ourse. 

As to Just what is the best wey to see t he 
situation through. Now lf the markPt- it 
the ll~~ldatio~ is mostly over, you 've got 
a chance of a big victory by Just s i tting 
t ight. 

You're letting lt go down to 3 per cent and 
letting ell t he little h anKs and outtltR ln 
the country sell out and t hen letting the 
big banks and all the bi g boys and specula­
tors ourchaae e t the bot tom. I mean t hat 
seems· t o me to bee t sctor i n the a1tuation. 

We t hlnk otter such en adJustment there cer­
tainly should be some evidenc e of confldence 
somewhere t o let thea know certelnly that 
with a managed money picture , you are not 
going t o let nature Just quietly t ake ita 
course or let t he tinanciel community or the 
speculetive community dominate it. 

The trouble i s -John, len 't thl e true: 
That is, don 't you stretch terminology rhen 
you t nl k about a notur&l money market a t nll 
times? The central bank pol icy makes lt more 
or lese an artl!iolal market and why not reoog-
nlU i t ? 

The ot her polnt 18 that what ~e are concerned 
about in the Tre~eury 18 not Treasury bonds. 
We were ooncerne~ about the corpor ate bond 
situation, en~ we sew this: That t he ut1ll t ies 
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no~ weren't getting along on refu~lng opere­
tione - the railroad, Just beginning ; housing, 
where moat of the untmployed oe ople would be 
t eken

1
up - ~lth r~tee going up sharply. Now 

I don t kno" or enybody t het can tell -.t.ether 
that - several months rrom no" you get a bua1-
nese reces8lon - thet th18 move wasn't the 
cause in the fundamental change in the general 
business picture, and that is the apo~ehen8ion 
we have. The only reoeon t he Secretary was 
t~king in terms of Government bonds waa be­
cause they are the prlme security, but as he 
said, be ~asn't eo much concerned about the 
T-easury financing as the general bus1ne8a 
picture because on thet 18 our revenue based. 
And I am really concerned about what the 1 38 
picture m16ht be. The picture rlgnt no" ia 
very clouded a8 to whl> t the develop::lent might 
be ln 1938. It may be clear to you. I'd l ike 
to talk to you about it afterwards. 

Well, I've been hoping myPel t that we get e 
little business recession . It you look at 
the index of production, lt is Just l ike -
you look at any past history and whenever you 
eee lt go up 80 teet, you see it go ~own -
maybe not ¥lay to the bottom. I'd like to 8ee 
this thin~ edging orr. 

Are you stating that ae a reason r or changing 
a fundamental cheep-money policy? 

No, I don't want to 9ee e change in the cheap­
mona y poll cy . 

well, isn't thPt whet this is £11 about? 

Yes, but lt 18 all rlllatlve . 

But you have to indicate at some place that 
you went to continue t he cheap-money policy. 

I would PPY though that 3 per cent money 18 
cheaper toOsy than 2 l/2 per cent would be 
s year ego, bec~use prices are hlgh nnO prices 
are golng up pnd there is more w1111ngneee 
than t here ~se beto~e to expand. I mean it 
i8 all relative. 
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How about the rarmer and the eaall home owner? 

Well, I don't know that the f e rmer end t~e 
~mall hom'!l owner - Agriculture is doing awtully 
well. 

You mean pr1oee ere high? 

Yes . 

Yes, but t~ey have nothing to sell. 

Ferm inco111e has gone up. 

I have just cau b8Ck fr0111 Iowa and there le 
certainly no prosperity ln that secti on. 

Well, I don' t know about Iowa, but certainly 
rarm incoMe is 111 gher . 

The fermer is not getti ng much benefit a t 
the ee prioe11 . 

Eccles, look, why don ' t we e top now? 

Let me say this. We have worn the Secr ot ery 
and ever ybody out here , ~nd we appr eciate 
the opportunity ror this rrank end rree die­
cussion. And I am awfUlly glad to ~ve him 
get the viewpoint of s~l'le or these people 
tr~t I have heen with 1111 day and for them 
to get hls polnt or view, end tor me t o take 
ay po:nt of vlew before both of t hem . Now 
the tull commi ttee e7pects to meet 1n the 
mornln~. If the Secretary rents to meet with 
them, re'll be glad to have h1m. 

No, thank you . 

All right . Now t hen, I can only say thl ll , 
th11t we will mee t ln the morning and we will 
try to come t o Aome conclusions . Wb~t the 
oommi ttee ee a whole wi ll do, I can't say, 
but jus t as soon as we come to a definite 
conclusion, I •111 5dv1se you. 

I will awai t anxiously t hat word. 
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And 1r eome or ue went to t alk, we can still 
do it. 

Pardon me? 

Ir any or us wa.nt t o t alk to you, ""e can 
still do it. 

Ye s . I mean it anybo~y ~ante to get me to­
morrow etternoon ..•. 

He means arter t omor row. 

But I 1 m going to say now ..... 

Tell him n~ because, damn i t, meke him t ake 
some action. I'm getting tired. 

I tl'd. nlt we' re all ot age end I think we can 
have honest d1tferencee or opinion and still 
k eep our respect tor each ot her. Thet's the 
way I reel. And I think this is one ot the 
most importa nt things that I have tace~ elnoe 
I have been here. And I again want to say 
the la at wo:r~ . - I don't say I ••ent the last, 
but at least my lost word is that I t hink tht 
mo st import ant thi ng or ell is that efter 
three years ot working together, we cont i nue 
to work together. I t hink that is the most 
important thing. 

But you also say, as I understand it, t hat 
i! we don ' t do somethi ng ab~ut the situation­
t hat you are not telling us Yhat t o do, but 
vou have told us the PBY you teel about it 
and tha t then so rar 88 we are concerned the 
Treasury and t he Government will do something • 
and t hey will go it alone. 

That 1 s right. 

That's t he way I unders tand it and that's 
atter consul t at ion with the President. 

That ' e right. 

ooOoo 
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OoYerm.!lt or SUn Yat-.. n, e.D4 pro.inent in !Qload.ntang partr ~ tba 

beginning; Ilea held ll>eiQ' high poeta in llet1onel1at ao ... ..-nt, 1nolu41n& 

spacial adaaiona ab~4, 111niater Of In4uatry, )!inlateJ' of JiiWICe, e.D4 

V1ce-Prea14ent ot ltxecut1 ... Yuan. Wita ie dater or'!'. v. Soong, 

MM. SUn Yat-.. n, aDd JIM, Chiang ltai-abat • 

.A4111ral Cban Sbao-bw> ( fl.- ti 1J l 
Deputr :lnYOJl lllnlater or lla'O)' 

Ace 49; naUYe ot J'Uid.en; gre\luated .... al Collep, Mn1r1111, 

19<'7; later 8pac1al tour .. a 1n -.rica, 1apen, aD4 lllrope, 1nolu41"1 

MrY1ce in Britlall •rteca allipa aD4 •--.rtn .. da.ring tba w.r: .... al 

Regraded Uclassified



-a- 328 

Attac!J in Loll4on, l9U; loq .. nice i .n China .. Na~; in 1929 apPOintee! 

V1ea-A41111r&l, Vica-lU.niata:- ot l'la'9'1, and ch1at technical delapta to 

WOrld DiM"W•nt Con.tar.nca in O.nna; Jda1ral 8JI4 llill1ater ot lla~ 
a1nea 1952, 

m. :l:l:cellaney 9!lo Tat-chi ( it 1- M> 
Dap~~t)- bYo7 :1:1:-Qfficio; Chine .. ~aaador at Loll4on 

Age '9; nettn ot lllpeh; ac!ucetad :laethempton High School ell4 

•tneaton s.tnery, JleaMcbueetta, graduated tlntnreity ot Pelll1q1Tania 

1911; official ill BepUblican OoTe~nt 1912-1917; aecr.tary to am Tat-Mn 

in Canton GoTernment 1917, aubeequantl7 other high otttcaa ell4 miaa1ona 

llllder tha OoTerm:~tnt; 1927-1928, CCIII!Uuioner tor Jor.1p Attain at 

Shanghai , Vice-Minister 8JI4 .Actiq IUniatar tor Joraip Attatre; ohiat 

de lepta ill Sbenl!het ADIJ.atice nagotiatione W1 th 1apenaae, 19:52; 111111ater 

to Great Bri taill, 19:52-19156; JllbaaAdor to Great Britain atnca 19156; 

de1epta to League ot Nationa 8JI4 Chine .. Rapreaantatin on IA&(!Jla Council; 

de1epta to D1M,..nt, Bco1101111c, and Monetary Con.taNDeaa, 

Dr. Onng 1Jall-hao ! tf ;lift.! 
Ch1at Sacratarn Sacr.tary Oanar&l ot the B:a:ecut1n YllaJI 

Age .s; nett n ot Cbak1&118: graduated Lounin 0111 nrei t>-1 

Director ot Geological SUrTey ainca 1922; tor.ar Prea1dent ot Ta1ngbaa 

Ullinraity, hipiq; lll&ll&pr ot minillg company; author ot boob on Chilleee 

polo17; Secretary Oanar&l ot :l:l:acutin l\1an since 19156; baara exceptional 

reputation UIOJI8 the Chineoa tor ability and peroonal integrity. 

)ll>, T. L Taey !T .. y T•nng-cllien f '1 . .{JQ 

Counaallor; fdmtn1etrat1Te V1ce-1Un1atar ot Rail-.,. 

Age DO; natin ot l'llld.an; graduated llan7&JI8 Collap, Shanl!hai, 

1901; later etudied Xing' o Collage end graduated C•bridp; reTolutioa­

iat; bald urtoua gonrnmant otticae; IUilioter to Nom)' and Sndan, 1926; 

induatrialtet; .. cretary ot tlood raHat orguizet1ona ailloe 19:50; 

aacr.tary ot Caaaieeton tor Ra&djuetDant ot Jinaaea aillca 1929; tra..arar 

ot Britiah Boxer In4.am1ty Board einca 1929; vtca-IUilietar ot Ra1lw.:ra 

einea 1936, 

!r. Cbll Cb• !!f-11ien ( 'II It Jf= l 

OOUJIMllar; a&partntendant ot cuatCIIla, Shanghai; 
to,.rl7 Minieter to No~ 8JI4 Sloodan 
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CowlMllor; »-~>er ot !latlo~~al :lconcal.c eo.uu .. 
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Ale 47; nat1Te ot Shalltuns; greduatad traa B&rTard, A.B. 1914, 

U..B 1917; Ter1oua aducat1ollll.l and official po.ta; MCrekrJ to CbiuM 

Comm1sa1on tn Siberia, 1919-1920; secretary to ChinaM delegation to 

lfaah1nston Conference, 1921; dretted martne lawa ot Cbiu; Director ot 

CUatoca Admin1atret1on and Chairman Natiollll.l t.rl.tt eo-J.uion, l928-19S2; 

ma=ber or AdT1aory Committee ot National Economic Council; prot's' ot 

T. V. Soong; an able and upright adm1nhtrator1 1• a cloee, personal 

friend ot the wr1 tar. 

Mr. l!l.to P1y-wen ( 1f' f,5tl (p, lf. l!l.to) 

Counae1lor; Director ot Bureau or Foreign Trade 

Age ~7; natin or Aiangou; greduatad WOOster, Pb.B. 1911, 

ColUlllbia K. A.. 1912, Pb.D. 1914; educator; Dean ot r.acbera College, 

Nanking, 191~; President Lawrie Institute and Chekiang ProTinc1al 

College, 1916; Chairman Bdueational Comm1as1on to Japan and Phi11ppinaa, 

1917; Chatman l!ducatiollll.l 111ea1on t o IUrope and America, 1916; Presi­

dent SOUtheastern ODiTera1ty, Nanking, 1922-1925; Vice-Chairman World 

Federation or Educational A.aaociationa, 1926; Director or Foreign Trade 

Bureau or lo!1niatry ot Industry alnce 19:51; Oenaral Saeraterr China 

Institute ot Foreign Relations since 1932; manager Ta a-a Trading 

Corporation and Shanghai Trust CompsllJ: was s IDIIl!lber ot the K. P. Chen 

COCICI1aa1on to lfaahillgton on l!onetary Conference. 

Sir Frederick ¥aze. K.C.M.O. 

Couneellor; Inepector General ot Chinese liar1t1M CUatOIU 

Age about 65; nat1Te or Northern Ireland; entered Chine .. llar1-

tl.me Cueto ... aerrtce about 189:5, rising to ean1or ~aatoner; ln 1929, 

attar protracted unprincipled intrigue, IIUCoeeded in dieplacing A. H. F • 

:l!wardu and waa appolnted Inepeetor Oeneral ot CUatcauo; hie political 

aatutenua haa brought the MrTice intact and .trensthaD&d through eneral 

aeTere erieu; 11 entirely unacrupuloua and •tolently anti--rican; 

aeptrea to a baronetc:r, and 1a reputed to be,.. engineered his own appoint­

IIMint t o the Coronation hrty aa a -.na to this alii!; wit• ia .Au.trallan 

and a ••r.r emooth and cle,..r diplomat . 

Lt. - Oen. lhn nna=haiDI! ( ;!!, ,4. j,} 

1l111 tarr Attacld 1 c-nder ot R!l ... nu. Qlard 

Age eo; nati ... ot l!lllangtu.D&; g:aduated Nan;faDg College, Sha.n4llla1, 

1901; attended Virs1n1a W.l1tar.r Iutitute , 1904; attended 11.1!1. 1l111tu;r 

Aced-.;r, 1905; 11111 tarr otticu in Canton and !'Mn&ha1, 191Q-1912; mill tarr 
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otticu Wider SUn. Tat-MD, 1913; :rtll10t.J e.D4 ailll.ug augin"rtug, 1914-

1917; brigadier ganeral in Manchuria, 1910-1923; in charga buetne .. ot 

'I'0081lJ1& Port, Sb•nsus, 1916; Preaident '!'dug !!loa Collega, 1918; Chlat 

ot lliniatry ot Finance l'Hftnttn J'orea, 19:50; Dean ot OeD4um and 

Police Department Central Wllitary Aced~, 1931; Commissioner PUblic 

Safety llureeu ot Sb•ngh•i, 1931; -.her S1nc-1apanua 1o1nt Coa>ieaion, 

1932; C._,ndar Rennue Qlard a inca 1anuary, 1933; 1e a .-bar ot tbe 

lf.oll:y Wendt temU:y. 

Rear-Jdllliral Lin Sheng-hain I ;If- ,ff_. #)'I 

Nanl Attac~ 

Colonel Shan Te-h111ah I ;(. t& X I 

Air Attach.&; Director lllugjao Atrdrcae 

Jga ~~ nau .... ot J'ulc1an; graduated trom Chetoo Nanl Acadll!ll¥ 

end attended l'wldng ATiation SchOol, 1916; studied aTiation in Vlckera 

and Rolla-Royce taotoriea , 1919; in 1911 , graduated tram pilot courH in 

Arlq Samoa School at Areadta, J'lortda, llD4 bed adnneed courHa at 

Dll:r J'ield, Poet J'ield;· e.D4 J'ort Sill; Director Pwkin& ATiaUon Sci»>l, 

1923; collllllllldar ot an a.ir squadron under 'l'u Pwi-tu; ehtet ot aTiaUon 

with Nationa11at ~. 1925; adTiaer to Aeronautical Department, 1927; 

Director ot HUngJao A1rdrcae since 1928; conatructed the tiret plane 

eTer built in China. 

lolr. Ch.an P111!s-chay I l.t k8J -t I 
Secretary; Secretary ot lliniatr:y ot J'inanCe 

330 

.Age 37; natin ot J'ulc1en; graduated st. 1ohn'a tnlinraity, 

Shanghai, 1921; Princeton W.A. 1924; studied Tale, 1926; Dean Politi cal 

Science Department, National Chlnan Un1Teraity, Shanghai, 1927; Secretary, 

National Taritt eoa.taaton, 1928; •arioua poaittona in tobacco and con­

solidated tax HrTicaa, einee 1928; J'inance Commiaeioner tor Rendition 

ot 'l'aihaiwi, 1930; S.cretar:y, W.niatr:y ot l'inance since 1928; peraonal 

Hcreter:y to Dr. H. H. lll1ug since 1933; ""'""roue wr1 Ung on aconc.iea 

and finance; 1a a eloae, personal trieD4 ot tbe wr1 tar. 

1o1r. Chen Li-t illll I £ :#.. # l 

Secretary; Political Scientist 

Jga 43; nattn ot lbpe1; graduated Taingbua Collap, Pwl<in&, 

1913, Yale 1917, atudia4 at Borrard; aaned in T •. w.o.A. in J'rence; 

ChineH liational ec-tttM T,II.C.A. 1919; pneral HCNtel'Y T.X.O.Ae, 

Pwipiug, 1918, !lbanpa1, 1919; eucut1Te Mcratary, China Cowl011, 

InatUuta ot Paottto Relatione, 1919; ra.-roh cUreetor, nnc»nc Bulk­

tug CorporaUon, atnoe 1931; authOr and tftnalator. 
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lf:r. aa I-150!1 I !1 11i ·fU 

Secretary; Chief Procurator, llanpu High Court 

Ap 61; D&tin ot Cheld&D8; graduated st. 1o1m'• llninreity 

Sbana)>ai , 1897; did educetioll&l work; atudied llnint"l1t1u ot Cellto~a 

and Chicago; A.B. a nd LL.B. llninreit:r ot Ill.i noia 1909; nrioue legal 

poets Chineae OoYerDMnt; proteseor ot law at PIIJc:LQa, 1909-19U; Dean ot 

NIJI7'Uls Collep, ""enghai , 191:1; .1\ldp or ~P- Court at P~~ldq, 191:1; 

1u4p ot Prize Court, 1917; Chief JUstice 'l'hi.lld Ci'l'il Court ot ~­

Court et hldng, 19215; President Court ot Appeal ot !Sbengbe t Pronaioll&l 

Court until diesolution 1n 1930; Ohiet 1ustice 01Yi l D1Y1sion Shanghai 

Special D1atr1ct High Court 1930- 19:1:1; President Ch1nlt1ang D1atr1ct Court, 

1933; Oh1et Procurator Klangau High Court since 19:16; ~er ot Yarioue 

cCIIIIIieeione tor atu4.,. ot Judicial questions; editor ot pocket Chillue and 

English dictionary. 

lf:r. Cbey Pj ns-chun ! Jik. j' cf I 
Secretary; Counsellor ot the lb:eauti'l'e !llan 

Mr. lL 0 . Toy (1\ey Bal- an Jt *&-I 

Attac~ 

Ap about 415; D&t1Ye or ~ung; attended Shanghai Baptist 

Collep; B. Sc. London llniYereitT; Director ot Wine and Tobacco Tu: 

Bureau With Canton 0oYerament; COmmiaaioner or Police in ex-Qe~ 

Concua1on at lliankOw; Secretary to llliniater ot J'1nance T. V. Sooq; 

SUperintendent ot Cuetolll.l , Chinldang; ~per1ntendent ot Cuato.a, Sbenghet 

193~19:115; latelT acted u M••ntatretor or the Salt .Mminhtretlon in 

Canton, but •• auddenlT reUeYed of that ottice tor openl7 aelliq Jobe; 

at pre11nt 1a operetiq an office, UDder the t1 tle ot the Ti enlan lrlining 

Camp~, in roaa 3011, Sbenghd c-rcial and Se'l'inga BaDit Bu1141.Dc, 

Klang11 Boad, "hengha1. It 1a bel1end he 11 actuellT enpged 1n d1a­

pos1q ot 111011opol7 op1ua and , cont14ent1allT, our il1Y18t1pt1on ot the 

source ot _,lc1ng opiua aeized i n the llnited states, ~ and Sbanpd 

since 18.111lary 1 , 19:1'7, Ilea bHl1 treced to the Shiq 111118 Club, a Cant on­

ese caa.rcial club, wbOM headquarter • are 111 the - bu1ld1q u the 

Tianlan V1 n tng CoalpeJIT. 'l'llie 1nd1Y14ual 1a a prot~- and t.,_r bodT­

gualld ot 1'. v. Boone. Ba is • recbrteer tiD4 'l'icioaa ..,_., pro'btlblT 

pet"eoD&ilT a llllrdarer; 11 a bo1ateroua, naSPr1D8. troabl eiCIIII, loud­

-thad, -.rt alack, but at heart an arrent cOIIU'd. Very c1o11 t o 

Mad- llbng. 

Mr. Quo '1'11-tliy ( h J= tl I 

AttaoW; Director Jaal!.ieipal Boaren u-llritlab 

Conoeuton at llulll:ow 
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191!!; lin York OI>J:~eraity K.B.A. 1926; Ynioue poate 111 K1n1etJT of 

r orei p Attain; S.per11lhJ>4nt of CUetoaa, 'lu.ba, 1917; .-Mr of tbll 

Treaty C<mDJ.aeion of the K1n1et:ry of loreisn Atta1:ra 1928-19:U; han4114 

talc1ng oTer of TsilliA after Tainan incident of 1919; Aaaoo iate Director 

am! Acting Director of .'' hen shU Oftiee of K1Aiatl')' of roretp Attaire 

1931-1932; Director of Mu>ioipal Bureau of llpeeial D1et:r1ot Bo. 3 

(ex-British Concession ) at Banlcow sinoe 1932; .anagtoc director of 

Be.nlcow Barald; MY be of difficult tl!lpere.nt, a a in 1927 be caused the 

remo~al of T. A. )(, Ceat1e , C<mDJ.uioner of CUat0118 at lJUbu, a ..., ot 

long 11ntce aJ>4 good but DOt outetanding reputation; brother of ~o 

Tat-chi (aboTe) , Ambaasador t o Qreat Brit ain , 

Dr. C. I!Ua!!g!OD Yonns ( #} itJ ~'.f.) 

Seo:retal')'; Wane.ging Dt:reot or of the China Preas 
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.a&- 37; natln of ltiangau; greduatl4 Co1orl4o College 1981, 

Princeton Ph. D. 1924; student attac~ at lfasbington CoDte:renee 1921; third 

aecretary Chinese Legation at Washington 1924-1927; 11c:retary ChineN 

Delegation International Opi um Conference at QeneTe 1924-19211; profeeaor 

of ChineN at Oeorgetow Uninreity 1926- 1927; Tarioua poate in 1Un1atJT 

of lo:reip Attaira and cOJDiaaioner in mi%14 claiml c..Uuio111; Colllul 

General in London; IUIIlber Chineae Delegation to World Economic Conference 

1933; aaneging di:reotor of the China Prase, Shenghai. 

Dr. s. p, ChaD (Chan Shi-m• 'ft..-~u ffi 
.lttac~; Principal Medical ltl<pert or K1nht.JT of Interior 

.ag. 117; natlTe of l\)laAgtung, born in Singapore; greduat14 111 

scie nce trom CUb ridge; des:re•.• in medicine and 'llrgery tr<D Cembridge, 

with work 1D London boepitala; aenl4 as ohief medical officer ot North 

lfanchurian Plag~~e PreTention Sentce; director aon-t Isolation 

Hospital in hlciDSI plagne aupp:ression work i n Sbansi, 1918; president 

hlcing Rot&JT Club 1928; principal •dical expert ot IUniatJT or Interior. 

llr. Gene L. Chiao (Chiao Chiy=11enr &- -! t?f;) 

.lttao~; Official ot 111n1atJT ot Finanoa 

.ag. about ~~ natlTI of Shallli; graduated rr- Oberlin College 

about 1924; 11ned aa dean ot Oberlin in China; tor about fiTe Te&:rll baa 

"""' aa an eda1nietrat1Te ualstant t o Dr. H. H. BUng. 

~~r. tnanlu r . 1fr1s.bt 

Secret&JTI lleti:red CClllllliaai oner of CUatau 

.ag. about 66; nett n of Nortlwrn Ireland; entered Cbilllll lle:r1-

t1M Cueto.. 11n1oe about 189D and retired a fn year• ago atter MniDC 
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aa Coamlaaionar aD4 Inapaotorate Secretary tor III8JIT }'aare, inolu4iq 

aneral }'sara aa Pereonal. S.cretaey to tbe Inapeotor Clenaral; h'oa about 

191~191!11 waa ill obarp ot tile eerrtca ot all Cb.ineee loeu; ntbor ot 

one boolc aD4 co-autbor ot &DOtber on th1a 111bject; Ienon ..,re about thia 

eubject aD4 the internal hiatoey ot tbe Cuetoa.e thall ~ otber ..., &lin; 

ia a 11 ttl• eubjeot to tl» Iriah walclleea ot barb0r1DC prejudices, but 

at bott• a protOWI4 echolar aD4 a ..., ot ata1111ch aD4 outapolcan ..,ral 

character; tor this rea.on bee ha4 Mrioue qu.rrela with hie couain, 

Sir Fredertclc llfaze, who hownr bee app&relltlJ been unable to do w1 tbout 

him &lid hea lcept h1lll on, doing apecial work, attar reti~nt; ia an 

upertenced negotiator &lid 11lcal7 to be the brain center of &117 nagotia­

tiona Ulldertalcen by the party; hie appoi.ntMnt thereto c- at tile laat 

-lit aD4 probablJ indicates hie preeeue considered uacuaary for .... 

11110h purpose; wife 1e Norwgie, of peculiar tempel'alllant, alld not 

intereated 111 diplomatic affaire. 

Other leu prominent 11101mbere of the !l.ul& party, aae11!11e4 aa 

code clarita &lid adTiaera, are: 

Dr. c. w. 1ru ( 1: .f: .t!. I - ~.tret&rJ 
vr. Taing-J&o Lee ( ~- ~ iCJ_ I - Attac~ 
Lt.-O.n. Y. c. llloei ( ;t! .if- ;t' I - )1111tary Attac~ 
llajor IL C. 111 ( ~ ~; f. I .:. -"14111 tary .lttacld 
Lt. -caadr. Y. T. Cbow ( 1@ A!, . .f! · I - lie'J&l .lttac~ 

Lieut. c. Lin ( ~ ~ I - ~al .lttacld , 
Lt.-Col. c . 7!. Wong ( -.1- 7.)<-~1 - Air Attache 

ReepecttullJ, 
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