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B. U.Jr: Hello 

llay 12, 1937. 
9:18 a .m. 

Operator: Senator Bulkley. Go ahead. 

H.M.Jr: Hello 

Bulkley: Hello 

H. M.Jr: Good morning Senator. 

B: Good m~ning, Yr . Secretary, how are you , s ir? 

H. U.Jr: Oh I 1m fine, I had a good week and the only trouble 
With it is i t makes me feel as though I want to go 
away again. 

B: \'/ell I suppose that gets us going,doesn•t it? 

H. M.Jr : Ah - last night - 8h - I got the report from Cleveland -
the agent just sent i t in to me last night so my being 
away di dn' t delay the matter any. 

B: Yes . 

H~.Jr : Now, at your convenience, I ' d l ike to talk with you again. 

B: All right - ah - let' s see- I - I - sometice this 
afternoon would be good. How does that strike you? 

H. V.J r: Well , unfortunately, I•ve got the Br azilian Ambassador 
on for a big conference this afternoon. 

B: Well maybe tomorrow morning would be the best. 

R. U. Jr : Ab - t he tact that he is coming i s confidential but I 
tell it to you. 

B: 

B.W.Jr: 

B: 

Oh Ita all • 
Now the only appoint ment I have tomorrow morning is 
10:30 Pr ess which l asts about 15 minutes . 

Yes. 

So anytime tomorrow morning except from 10130 to 
10145. 

1 
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H.L!. Jr: 

B: 

lt.M.Jr: 

B: 

B.Y. Jr: 

B: 

R. W.Jrl 

B: 

li. JA .Jr: 

- 2 -

Well I think aaybe this following night would be 
as good as anything . 

All right. 

Can you indicate in a general way what you've done? 

Ah -well - ah it' s kind of a long story. 

Too much to tell me over the ' phone and give me an 
intimation? 

A little bit too much. 

All right, I •ll wait till tomorrow morning. 

If- if you don't mind •• •• •• •• • 

O.K. 

.... .and is ll o•clock allright? 

B: Yes, that ' s fine . 

B.M.Jr: 

B: 

H. U.Jr : 

And - ah -

O.K. that will be fine. 

Thank you. 

2 
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MEETING RE TAXATION AND "HOT" MONEY llay 12, 19.37 
9 : .30 A. lol . 

Present: 

H.M.Jr: 

Bell: 

H.ll.Jr: 

Bt~ll: 

B.ll. Jr: 

llrs Klotz 
llr. llagill 
Mr. Oliphant 
llr. McReynolds 
Mr. Gaston 
Mr. Lochhead 
Mr . Taylor 
Or. Viner 
llr. !leas 
ldr. Bell 

Wayne, what•s the nearest dock to your place? 

(Conversation with Taylor on th\s matter 
written up separately) (r-z.i) 

The reason I 1 ve asked this particular group ie I 
just want to sort of chec~ - I mean back a few days, 
and I thought I 1d want to let you know what's going 
tnrough ~ mind and then - so we can all be more or 
less thinking about the same thing and working along the same lines. 

Now, there are several things which I've got which 
I'm concentrating on, and I want to tell you we ' re 
back again on hot money, and I feel that once and 
for all lfe ought to decide whether we can or cannot 
solve that problem. And I•m very much encouraged 
on the work that's been going on; I think that we 
can. Now, Magill has worked out this idea that -
taking the aliens •••• 

(Bell comes in) 

Bello, Dan. 
' 

Good morning. 

I didn't know wbetner you were coming, but I asked 
particularly to have you come because I wanted you 
to know wba t I am do in&. 

I didn't; I intended going to the Secretary of War 
for a conference. 

Well , walk out wnenever you •.•• 

Well, let me just do this a minute while Bell is 

3 
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Oliphant: 

Bell: 

H.M.Jr: 

Lochhead: 

Bell : 

B. !A. Jr: 

Bell : 

B. II.Jr: 

Bell: 

B.II.Jr: 

Bell: 

H. li.Jr: 

Bell : 

H.M.Jr : 

4 

-2-

here. I 111 switch. I 111 come back to bot money . 
The rest of my brain - I made a discovery which 
everybody else may know but I didn't know it - we 1ll 
come bac~ to bot money - and that is this: that the 
first four months of this year, out of the emergency 
expenditures, that is, all emergency agencies out 
of the 19)5 and 1936 Act - the first four months of 
this year spent 856 million dollars as against last 
year spending one billion, 160, or a decrease of 
26 percent . Now, that just hasn't registered, Herbert, 
with anybody . I mean if you ask anybody. Taking all 
of the emergency agencies, how much they ' ve spent -
they 've spent 26 percent less the first four months 
of t his year than last. Now, it just hasn't gotten 
across . 

Everybody thinks it ' s tbe other way. 

I'd be a little careful or ••• • 

'Nell, it's true, isn't it? 

Wasn't the CCC swung to a regular appropriation? 

CCC, yes; I'd cbeck up on that. 

All right, well how much? Can you give me how much? 

;tes, sir. 

The figure I got here, out of your book, is 856 for 
the first f our months last - this year, and the other 
is 1,160 . Now, .how much of that has been shifted? 

Well, CCC is about the only one, but it 1 s been shifted. 

1/hat? 

Had good r oads and rivers and harbors running out of 
emergency money and going onto regular money too. 
That s t ar ted in 1935. 

Well, can you bring in a report at 9:30 tomorrow 
on that? 

Yes, sir . 

Here's the thing, Herbert (showing book of figures) 
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Gaston: 

H.M.Jr: 

Bell : 

H.!l.Jr : 

Bell: 

H.JA. Jr: 

Bell: 

H.M.Jr: 

Bell : 

li.ll.Jr: 

Bell: 

H.!I.Jr: 

-.3-

Yes, I nave a copy of it. 

Well , anyway, I' d like to know what that is, 
because - Dan - because the other thing which 
you get is this I t hat this first four months of 
t he Hopkins e xpenditures -well, -well, I can' t­
well, anyway Hopkins spent in !larch 144 million 
as agains t last !larch 182. 

Hight . 

Nhich all bears out - I want to just take a minute 

5 

on this thing - that the Hopkins organization is the 
only organization in Washington which is cutting down 
expenditures at all and all the other •rat cats• are 
going stronger than ever. 

That is probably true. 

Well , I -·I - it comes back, it just bears out what 
I nave been saying right along and I say in this 
group here that I am not sure, Dan, that before we 
get t hrough we may not have to do what Cliff Woodrum 
has asked us to do, and that is to reallocate on all 
these thing~ if we ' re really going to save some money. 
I know it ' s a terrific blow on you personally, and 
as I sa.y, this isn't a r egular 9:.30 group, 1f you 
look around, and I 1 m just r a ising it here. Because 
if we're really going to balance this budget and not 
take it out of the hide of the unemployed, I think 
we 've got to take it out of some of the r egular de­
partments. 

Well, tha t is where your 418 will certainly come from . 

Or out of some of the emergency agencies other than 
Hopkins •. Nhat I'd like to do is talk to you when 
you have - want to make an appointment with me for 
Friday, Just you and I go into the thing? 

Be glad to. 

That give you enough time? 

Oh yes. 

That gives us a chance before the Pres.ident comes 
back. How would 10 o ' clock Friday morning suit you? 
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Bell: 

B.M.Jr: 

Bell : 

a.M. Jr: 

Bell: 

H.loi.Jr: 

Bell: 

B.I.I.Jr: 

Oliphant: 

H.ld.Jr: 

Oliphant: 

Bell: 

B.M.Jr: 

Bell: 

-4-

All right. 

What? Half an hour? 

It 's all right. 

You stay now as long as you feel you can. Whet time 
is your appointment? 

10 o'clock. 

I wanted to get that over. What? 

All right. 

Because - Hell, you - every body gets whet I'm 
thinking about. 

It ' s a swell attitude. 

What? 

It's a swell attitude. 

President sent a message to Wallace to be thinking 
about flood control, so that he ' ll have a conference 
over the weekend. His message wasn't quite clear as 
to whet it meant. They 're having a conference this 
morning at 10 o'clock in the Secretary of War 's 
office to try to deter~ine whether or not he meant 
he could allow more than is 1n the Budget, so they 
asked me to come over, and I 1 ve told them that 
certainly I cannot go along with any more money tor 
flood control. 

s 

Well, this is pure guess, but Upham sent in a letter 
that somebody a aw the President •••• Upham saw Becht in 
Hew Orlem8, who saw the President, and he said the 
President pounded the desk and got terribly excited 
about balancing the budget . Hecht rode with h.im 
for some distance and came back very enthusiastic 
about toe prospects of balancing the budget. I 
just throw that in. 

But if you and I can have a half bour Friday, jut 
sort of see where •e're at - hub? 

All rigbt. 
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H. U.Jr: O.K. 

Magill: 

H.ll.Jr: 

r.laglll: 

H. !.I.Jr: 

Now, on this hot money thing, colll1ng back again, 
Magill is developing this thought - and listen, I 
want tnis extra-confidential - now, the idea that 
we'll slap on the alien a 35 percent withholding 
tax and then ma.te h1.m file a return showing Just 
what his income is from the United States, and then 
we'd apply to this fellow - if I'm not explaining 
it correctly •••• -the same taxes that a.ny United 
States citizen has to pay; if it is less than 35 
percent, he will immediately get a refund. And on 
this return he will also have to - both he and the 
American will l~ve to put on who the lawyer was and 
who the accountant was who helped advise him. Hub? 

(Nods yes) 

But he's presented thi~ thing - have I put the 
idea correctly, briefly? 

Only one thing I'd add; we ' re going to also tie 
up his return in such a way that he will have to 
report his capital gains if he wants to get any 
refunds, and have to show brokers with whoril be dealt 
and give transcripts of his account with the brokers . 

Now, Mr. Hull has approved tbis, where be didn' t 
approve the other thing. And you have seen - and 
J. want to get this thing straight. I bad a talk 
yesterday - I bad a record made - with Mr. Hull. 
Yr. Hull has asked us to let the Canadian thing go 
through because MacKenzie King is supposedly - this 
is all very confidential - a mouthpiece of the United 
States Government at the Empire Conference and we 
need his vote, and he is ready to go to the front 
on the trade treaty representing the United States, 
the President, and Mr. Hull at London. llr. Hull 
explained to the Canadian Minister that we would let 
the Canadian five percent tax thing go through, but 
with the definite understanding that our hands were 
not tied and that next week we 118Y introduce a bill 
which will be for the whole world along these linea, 
and the Canadian Minister said, "That's all r ight, 
but our Parliament bas ratified it, the President bas 
given his word, you 1 ve got to go through, " and, as 
much as to a ay, "if you don• t , we won• t go through 
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H. Al .Jr: 

ViMr: 
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for you at London. " 

But Mr . Hull has gone personally and assured me 
that we can introduce any legislation we want 
next week and that in no way are our hands tied. 
So on that basis I will - I have a call for Key 
Pittman; he ' s out of town; I•m going to tell him. 
But when I tell Key Pittman that I'm giving him 
t he green light on this thing , I•m also going to 
tell nim that any day the Treasury may have recom­
mendations on aliens and I want bi.m t o know it. 
And I told llr . Bull that I was going to tell that 
to Pitman. So we 're all r ight on that. But I 
mean I w~nt to bring everybody up-to-date. 

0 . iC , Wayne? 

(llods yes) 

trow, there ' s two things ln this thing . There ' s this 
one thing that Magill is working on. Then the other 
thing, which I thought that you (Taylor) want to 
carry the ball on, ls this question of foreign 
balances . Have we the necessary power to license, 
see? Nhich I understand i s Oliphant ' s br ain child; 
a t least that's what I understand, anyway . Have we 

,the necessary power ? Do we need a~ additional 
legis lation or not, see? And how would we perform, 
see? 

Now, what I ' m - the ~eople in here, I mean, so t ha t 
everybody is working together - now, those are the 
two things , the way I see it, as of this morning . 

Now, Jake Viner said , •Well, what's tha t got t o do 
with gold? " I said, •Nothing . ~11 it does i s to 
give us a - six months to turn around in and think 
the gold t hing through." And on tha t basis Jake is 
satisfied . Right? 

Oh, r•m stisfied . I think it is a move in the right 
direction. But the question I really asked is, who 
would take the gold if we keep it out, what would 
happen then? hnd I don't think we can accurately 
foresee t hat . I don ' t think this is a fundamental 
solution of the problem, but it is a dam for the 
time being. 

8 
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Takes us off the spot. 

What? 

Takes us off the spot . 

Yes. 

Well, 1t puts somebody else on the spot, which is 
all to the good . 

I think it ' s all right as preparing the way to a 
fundamental solution. 

Now, Jake very much objected that we put anything 
in .the hopper tbat would affect financial things tor 
the tillle being, with our financing coming ; and, 
fortunately, ~r . Magill advises me be can' t possibly 
be ready until after the first of June. 

I ' d keep it awfully secret until then, because the 
market i s s ick and nervous and it's not the right 
time. 

Well , you cautioned, di dn't you - I cautioned 
Eccles , you c autioned •• • • 

Vay I ask one ques tion? 

You may ask one and 6 halt. 

Bas it been talked over with Feis? 

Yes . 

Yes . 

Am I right? 

Right, yes. Twice. 

Twice with Feis . 

And I personally wi tb Bull . 

And Feis bas agreed to it? 

I talked it over with Feis and he said be couldn' t 

9 
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with Bull and Bull was s~tisfied. 
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And tnen after tha t conversation I ta~ed to Hull and 
he said it's all right. 

Is the r a te on that a fixed proposition, or is it 
sub ject •.. 

No, it ' s the principle- Jus t the principle. 

But I Just •.•• Now, on top of that • •• Before I 
leave t na t , anybody want to raise a ny question? 

Well, I've got just this one ~uestion. I aon't 
think se should r efer to t his as a solution of 
not money. I think it bas become more now the ques­
tion of this gold inflow. 

Ob no, we just take tbe flat and wave it, you see, 
and say, •Why shouldn' t an alien pay as much as a 
United States citizen'l" 

Oh, I think that's the way to present it, but within 
our own minds I think we should think in terms of 
the gold proposition. 

(Asks ~uestion drowned out by Haas ' last words) 

No . 

No? 

I know; I want to explain sdmething. 

Wben bo went up be brought back a lot of loopholes 
t hat e re loopholes . 

And I ' m glad you raised that question. I mean I 
want t o get it all out. I don't want to- for instance, 
today we could introduce legislation, we could take 
care of the so-called incorporated pocketbook which 
they use; but bow can I say to Pat Harrison, "You make 
the corrections A, B, C, but I won't let you doD, E, 
and F"? And how can the President of the United States 
do whet he said he was going to do, send up this mes­
sage? He asked us to write a message when two weeks 
ago, in his budget message, he said we wouldn ' t be 
ready unti~ November. Now, am I thinking straight? 
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~herefore , I say we 1ve got to do it on the basis 
of not loopholes or anything else, but on the basis 
of Americanism, and that we want to take care of that 
foreigner, see? 

Well, or that the loophole thing is coming - going 
to come in installments and this is the first 
installment . 

Herman, I can do no more - just as soon as I go 
beyond the foreigner, then Yr . Harrison has got to 
immediately introduce the thing - the q~estion of 
incorporated pocketbook and a capital gains tax, 
and the fat ' s in the fire. Now, I'm willing to 
lose •ha tever revenue is involved in incorporated 
pocketbook and this other tbing for this year, b e­
cause I thinil it is more important that men we hit 
this thing in November we hit it right. 

Can you take t bis thing out of the income tax and call 
it an excise tax? 

Now just let me f inish this. Let me - nold your 
thought •••.• and hit this thing and confine it to 
this business . 

And, to answer George, what we ' re trying t o do i s 
in order to give ourselves a breathing spell to 
nandle this gold thing, see? I mean with my own 
crowd I want to be entirely frank . But I've got to 
confine it to the alien who has investments here in 
the United States and the United States citizen who 
sends his money abroad . I think I can bold it down 
to that. I f I gob eyond that, we •re going to have 
a 19.37 tax bill, and how the heck can the President 
have that after his message? What? 

He can•t. 

'•hey'll take tnis as your hot money plan and that's 
all right, because you've already s a i d that - aaade 
that an exception. 

Well , also, the President announced last November •••• 

ilell, if you handle it on tha t basis, I don't s ee 
that t his action, if you handle it on the basis of 
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secret executive session - just keep your meetin&, 
say, stabilization -very confidential . 

But I want t o explain wby I want to confine it to 
this; because otherwise we•ll be here all suamer, 
and we•re not r eady yet tor a new tax bill; I'm not 
ready and I won 1 t be ready •ttl next fall. 

(On phone) Bello? Pardon roe? Yes. 

I don ' t know whether you (Taylor) saw that thing 
in the cable, but the French would only buy Russian 
gold if the Russians would spend the money in France . 

(Nods yes) 

That 1 s a new kind of gold standard? 

Good, isn ' t it? 

Yes . Not so durob either . 

(On phone) Hello, Ur . Cochran. 
~ochran, recorded 9: 50A .M.) 

(Conversation with 

No, I just wanted to give all of you a little chance -
to tell you how I was thinking so we'd all be working 
together, and I think that that covers the thing. 

Now, who wants to ask roe questions? 

I•ve got one other . I t hink you appreciate this, 
but I 1 ro not s ure that the ••.• On the estimates for 
1J8, I have a suspicion tbat there 's been a rouch 
great er use of old loopholes, not new ones, because 
of the terrific pr essure on account of the increase 
in taxes, both as to rates and as to the amount because 
of the increase 1n business; and that the estimates, 
even t hough they are reduced on a current Karch col­
lection basis, on a last llarcb collection basis may 
not be met, because I think this pressure will continue 
and ! tllink tbe loopholes will become wider . I'm 
referring to old loopholes, not to any new ones in 
particular . 
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And so what? 

Hell, I just wanted you to understaDi that by not 
doing anything about them now we may be up -aa1nst 

13 

a difficulty on it with regard to collections in ' 38. 

Well, you're - but all right, do you recommend that 
I introauce -recommend legislation at tbis time to 
correct these things, at this session? 

Oh, I appreciate the difficulties. 

No, do you? I mean which is more important? Don't 
put me on notice that your revenue is going to be 
less in !larch. I say to you, do you tbink it 1s 
more i .mportant to get the revenue and have a tax 
bill now? 

No, I think I'd- well, 1 -I don•t ..••• 

hell, the answer is "yes" or "no". 

1 think 1 t depends on how much importance you attach 
to lalancing the budget; it maY mean balancing the 
budget or not. 

Listen, you're saying - you put me on notice that 
you told me on May 12 that my revenue in March is 
going to be less than 1t llight be. !low, I say to 
you, do you think that that is sufficiently important 
that I should recommend to the President that he 
recommend to Congress that we should close tbose 
things, if you k.now what they are? 

I'd say if you knew what they are I think you could 
put a bill in now on ma Jor loopholes . 

uo you know what they are? 

I know quite a list of the old ones, but I don't 
know the answer - I 11enn how to cure the11. 

Well, can 1 ask this •..• 

Well , let me just get this. 1 mean after this. 

All right. 
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'then I tell you (Haas) what you do . 

There's books written on it now; you can go ri&ht 
down the •••• 

14 

Now listen, I 1M a practical fellow. You put in Kriting 
what those loopholes are and how much we're going to 
lose. 

That ' s impossible . I can tell you what some of the 
loopholes are, but how much we 're l osing- sell .••.• 

Well , tell me what they are. I ' d like to get a letter 
from you. 

O. K. Be incomplete, but rather long list. 

And - all right, you give me a letter . 

Uh-huh. 

But serving notice .••• 

Oh no - oh, I'm not trying t o serve noti ce; I just 
want to make sure that you are informed . In other 
words, I want you t o have what is in my mind. I 
wasn't trying to make any record of this. In fact, 
I'd prefer to have the record torn off . 

No, it's~- this is my record . But put it in 
writing . 

Glad to . I didn ' t want to do t hat; I 1d rather just 
give it orally. 

I don't want it orally; I don ' t want it orally . 
Because if there is - if it's going t o run, say, 
several hundred mil~ion dollars, then maybe we'll 
have to have ••••• 

Crum feels very strongly about this same point. 

All right. But give it to me very soon. If i t is 
sufficiently import ant and it may run up to several 
hundred million dollars, maybe that is important; 
but if it is a matter of e i'ew million dollars , I ' d 
say no . 

Regraded Uclassified



Haas: 

H.M.Jr: 

Haas : 

H.li. Jr: 

l:loas : 

H. :.l.Jr: 

Haas: 

H .M. Jr: 

Haas: 

H. ll . Jr : 

Haas: 

U.Y.Jr: 

Haas: 

H. Y..Jr: 

Haas: 

-13-

Oh, it' s much more . 

I mean if it is somathing - if i t happens ther e 
is a possibility of being much more than Just a 
few millions. Because if it is big enough, then 
you ought to revise your nex t year's estimates . 

It•s a type of thing that you can't measure . 

"ell then, wnat good are your est,t.ma tes for next 
year~ 

15 

Well , you can' t - you have to make some assumptions 
with regard to estimates. 

Well , what it boils down t o, George, is: are your 
estimates, . the way you have given them to this office, 
for the year 1 38 - ~7- 1 38 -do they stand or do you 
want to revise them? Now, we just sent up a new 
group of estimates . 

Well, I•d like to have a chance to talk that over 
with you. 

Vlell , you just gave us a new group. 

I lmow, but you.can' t guarantee those . 

.;en, do you ltnow something since that time - Just 
two weeks? 

No, no, we don•t. I n fact, I didn't think we were 
justifiea in r educing them at this time any l ower than 
the liarch experience. But we all know that 11' there 
are loopholes, they become wider as the pressure goes 
on . 
But I say if you want to r evise your estimates that 
you gave Magill two or three weeks ago - I t hink 
that ' s a pretty important thing . 

I wouldn ' t want to revise them. 

Well then, what do you want t o do? What ' s the point? 

Well, I - •••• because the estimat es were made up on 
certain assumptions, and I thought you wer e aware of 
them, and this was one of the assumptions which I 
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wanted to lay out, so you'd understand the estimates. 
~ach time we make estimates, we make them up on the 
basis of certain assumptions, a nd I'd be glad to go 
over with you the assumptions which we make at the 
time we are making the estimates. 

I'm not alibiing; all I•m trying to do i s protect 
you. I might as well explain i t now as next March . 

II ell, the time to explain i t was when you gave us 
the r evised estimates . 

I thought we did . 

olell , if you did, there's nothing to worry about . 

~ell, I tnink it !sn1 t a question of personal respon­
sibility . ! think the r esult is the most important 
thing . e ven if I did expla!n and they were down, I -
.L don' t th!nk that 1 s imp or t~o.nt. 

I sn' t the question this, Mr . Secr et ary : Bas Mr . 
Magill discovered some l oopholes which r esulted in, 
let us say, a trickle of loss of r evenue this year, 
but promises next year to widen a gr eat breach in 
the revenues? 

11ell, he can answer that for himself. 

Well, I would - speaking generally, I ' d say no; tha t, 
in so far as my investigation showed, there were com­
paratively few loopholes, if aQY, so fa r disclosed, 
that we didn ' t know about before. There are some. 

Well , we 've been all over this . 

Yes, we 've been all over this . 

~e ' ve been all over t his . I can answer that. These 
things - incorpor ated pocketbook - I a sked Magill 
tnis very question and his answer is that it isn't 
important enough to recommend to me t hat I should 
recommend to the President we should have e new t ax 
bill. 

Well then, the estimates will bold up; but if be ' s 
wrong, well then, they won't; that ' s the thing. 
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Well , we 've been all over t his t hing . I 1 ve dis­
cussed this thi.ng and that is one of the things I 
wanted to bring up this morning; and that is, as a 
matter of policy, after Magill ' s trip, he and I 
didn't reel there was anything which was sufficiently 
important to say to t he President, noo ahead with 
your idea, with a message to Congress at this time, 
and ha ve a tax bill now.• 

Is that right? 

That ' s right. 

Is that right? 

That 1 s right . 

And it was much more important to wait until the 
job could be done properly. 

The items on w~ch we are losing large amounts of 
revenue a t the present time are not , in my opinion, 
those things that can properly be called loopholes, 
and they are clearly matters that you' re going to -
if you present them to Congress at this t ime, you ' re 
going to have a tax bill that will take you months . 

But I just want t o say that I'll give you (Baas) a 
chance - now the situation this year is different 
than last year - and if you 1ve got something that's 
wrong - last year I d i dn' t have liagill; he ' s here 
now - you go and tell him what's worrying you, see? 
Vlill you please? 

Sure. I 've already t alked to Ros. 

1/ell, if you present a new ideo today of having a 
long list of loopholes on which you think we 1reso1ng 
to lose large amounts - now, if you have, for heaven ' s 
sake give them to me, because that's what I've been 
wanting to know and what I've been working on. 

Well, I .. . 

Did you (Haas) hear what he said? 

Yes. 
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Yes 

I mean don•t.. . . Something you said a ainute ago 
that bothers ae, that you hang all this on me. 

I'Q not trying to hang it on, but I want everybody to •• • 

What I em saying - let me say it now, once and tor 
all - if aQYbody in this room has any idea about any 
loopholes or any matter of r evenue loss, for good 
heaven's sake come in with them, and don't tell me 
three or four months from now that there ·•ere a 
couple things I ·overlooked that I would have known 
about if I was bright. 

I want you (Baas) to write it up and I want a list 
of those for myself and tor -Magill. 

Yes, I want that too. 

I didn't want to hang it on to anyone. I'm always 
on the spot anyway, so I'm glad to stay on the spot . 

No, George, don' t say tha t , for God ' s sake, because 
I'm the one that is on the spot and you haven ' t been 
on the spot. 

All right. 

There ' s been no public criticism on.... What you 
talking about, being on the spot? You haven ' t been. 

O.K. 

Don' t say that. 

I didn 1 t say .••• I mean inside here. 

Uon't say you're on the spot. You're alibiing yourself. 

No, I •m not; I•m willing to put it in writing, Kr . 
Secretllry. 

All right, put it in writing. But where have you been 
on the spot? Bas there been anything written on it 
or anything in Washington that says George Haas • .• • • 
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nos said if anybody had any ideas - well, I 've already 
told him about these things. 

Yy God , don't say that, because you haven ' t been. 
I mean everybody •••• • 

I know it and I appreciate it . I apologize for that . 
It. wasn't • ••. I appreciate that. 

The President has been, I consider, most generous 
with the Treasury in his atti tude, and certainly if 
he is generous nobody in this room can say I haven't 
been equally generous; and I make mistakes every day 
and I hope I continue to, and everybody does . But 
I never come around and say 1 

11You made 8 mistake and 
it's your fault . " I 1ve never done that. How, 1r 
you' ve got something, give it to all of us. 

But the reason I said - I hesitated bringing this up 
this morning, but I think I'm bringing it up for the 
good- for your information and Ros•s information, 
for all the good of the group. 

Then for the good of the group, write it up. 

That •s right, I 1 m glad to do it. But I'm not - I 
don ' t want - I know you don' t want to sit back and 
take it e a sy just for fear we might hurt somebody's 
feelings or something. 

I don 1 t know what you mean by that. I don't know 
what that means. 

Well, this matter - I'd be much better off if I kept 
my mouth shut, but I don't think the Treasury would 
be. 

I don't see why. I don ' t know whose feelings you 
refer to. I don' t know whose feelings you 1 re referring 
to. 

Oh, it's all right; I •ll write it up as best I can. 

And why wait for a meeting like this? I meon if 
you•ve got something, why wait for 8 meeting like 
this? 
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Well, you Just were raising these questions, telling 
us now you thought about these tb.ings, and I wanted 
to be sure in your own mind that you bad a full appre­
ciation of this fact. Crum 1 s been talking to me about 
this day after dey, that these things - tnat these 
estimates - he ' s gone over them and ne feels some 
r esponsibility for them, but he says, •I hope the 
Secretary appreciates that these old loopholes still 
exist and may be much wiaer in 138, and nobody can 
anticipate what might happen .• 

You come right backtowbere youstarted . What we 
very much need from both you and Crum is a list or 
what these loopholes are. I mean it doesn't do us 
any good to talk in general that there are some 
loopholes. Now, if you ' ve got a list of the• or 
Crum bas a list or anybody else bas a list, why, 
let's have them right away, so that we can make our 
calculations. 

I don't say it will be complete, but I'll give you 
a list . 

I don' t care whether it ' s complete; I'd like to have 
it . 

We haven't really been studying the returns. I 
didn't know that that was our responsibility on it. 
But nevertheless, we have •.••• 

Well, let' s - whatever you and Crum know thet has to 
do with the next fiscal year ' s revenue, let' s have it. 

That ' s what I've been trying to give out today. 

I ~ow; let ' s have it in' Nriting. 

O.K. 

O.K. ? 

Fine . 

All r ight . 

Thank you. 

Now •••• (nodding to Oliphant) 

You' re welcome . 
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I 1ntendeo today to formally give you a report of a 
more formal, elaborate examination that I nave been 
making or the 1936 Tax Act, which would snow tha t there 
are no substantial looplloles in that, and tllat tile 
general picture is this: We have some old - so-called 
old loopholes, and it's the pressure of higher rates 
agains t tile old loopholes that is probably the one 
most important factor 1n whet happened in Karch. 

The second thing I wanted to point out was that, 
counterbalancing the possibility of those loopholes 
becomi.ng wider is the f act that 1t will be or tremen­
dous importance - I mean the country knows that tqe 
Treasury is embarking upon a mucll more vigorous 
program or t ax collection - Magill's trips - those 
things are all to the good and that will largely 
counterbalance, Mr. Secretary, the tendency of old 
loopholes t o become larger as a result of tile pressure 
or lligher rates • 

."/ell now, what you s ay is in entire agreement with 
what Magill and I have been talking about. Magill 
spent Monday evening with me going over tills thing. 

Don't you tbi~ that it would be a grea t personal 
satisfaction for me to be able to go after Kr. X, 
who forms a corporation with which - in order that 
he could put his y~tcht in there and run his yacht 
with the expenses out of llis corporation and run 
nis yacht and deduct tile expenses; that I could go 
af t er an American neiress who lives abroad and 
instead of paying a t ax of $150, 000, pays - well , 
that of course gets into tile other thing. But this 
incorporated pocketbook.... • ••• that it would give 
me great personal s a tisfaction. But the tiling comes 
back: wllich is more important, to satisfy my personal 
satisfaction about maybe fifty people who are using 
this deVice to any great extent, or to wait until 
next November, when the Treasury can present to 
Congress a complete tax program? Now, which is more 
important? Now, it raises the point, if by giving 
up IIBking recommendations other than the handling or 
alien funds - are we giving up too much? You (Oliphant) 
tell me, from what you say, you don't think so. Magil~ 

doesn ' t think so. l:laes bas something which none or us 
has seen and which we all want to evaluate. 

But talking with me, from what you say, we all feel, 
from what we've got here, that it isn' t enough. 
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Oliphant: 

8 . 14 .Jr: 

c Oliphant: 

H. ll .Jr: 

ilagill : 

Oliphant: 

H. IJ .Jr: 

c Oliphant: 
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You (llagill) call it trickles. It isn't enough to 
put into the hopper at this time a half or a quarter 
or an incomplete t ax bLll. Now, that's the decision 
that ! want to make and I want to recommend to the 
President on Monday. See? 

I 1d like, if I might •• • •. 

Well, that ' s the whole story, but the only thing 
which is set to one side is the question of alien 
funds . 

I 've been waiting - they're due at ten o'clock, but 
go ahead . 

I would like to just take one minute to elaborate 
that last thing I said . We haven ' t begun, llr. 
Secret ary, to scratch the surface of the things 
that we can do in the way of more vigorous enforce­
ment, and whicn we should do. 

And which we have just started . 

And which we have just star ted . 

And llagill a lso - I 1 ve spent a lot of time on this 
thing in the few days that I've been here - he has 
told me tha t through vigor ous enforcement we can many 
times ma.ke up the money tha t we may lose from loopholes 
whicn we now know exist. Is that right? 

That •s r ight. 

I can give you one recommendation right now, to 
require lawyers and accountants to tel\ us all cor­
por ations they have or ganized for purposes of tax 
reduction, tha t type of thing. Or you take the 
llitcnell case, take an old case; the llitchell case 
stopped conveyances to wives, you see. 

Well, there is jus t one thing Magill has worked out. 
He's going t o set up a bureau here in Washington where 
we are going to have a blueprint of the financial 
structure of r ich people in America of which tbe 
United States Government is at least a fifty percent 
partner, and we 're going t o have a blueprint of these 
people; after all, we're fifty percent partner . 

And it you pull ot t a llellon trial in New York, you 
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lola gill: 

H.!I. Jr: 

Baas : 

H. M.Jr: 

Haas: 

Magill : 

Haas: 

lolagill: 
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just can1 t calculate the effect . 

But I 1 ve been all over this thing and this is a 
small group and if anybody ' s got anything lrhich 
~ould make this important decision, wnich r eally -
it isn't a decision; I mean I 1 ve got to tell the 
President that he can' t go back on what be said a 
month ago, that her s going t o bave these recommen­
dations in November, unless I have something startling 
to tell him. Now, if I knew something was going - we 
were going to lose several hundred million dollars, 
why then I 1d say, •Yes.• 

Have I expressed it? 

Exactly. That ' s just it . 

Now, do you (Haas) get the picture? 

I get it. I don't think that- I t hink ~e can get 
together very e asHy on the t hing . I just wanted 
t o make sure - I didn•t . know what - Jus t what picture 
you had, but I just ~anted to ou1ke sure that you_.e 
familiar with this possibi lity . And I think what 
Ros plans to do end so on nll be very helpful in it. 
Now, whether or not your decision - whether you want 
t o do something today or not - I think that is something 
that has more fabtors involved than what I am talking 
about . But nevertheless, I •ll be glad to give you 
these . 

Well, if I'm not mistaken, Wagill bas already asked 
you f or a list of the thing~ which he 1 s s till waiting 
for . 

1/o, I don't think so. 

Well, I did . Sometime ago I asked both of you (Haas 
and Oliphant). I ' ve bad a memorandum from Oliphant 
on the subject . 

Well, I talked to you about the matter, but I didn' t 
know that you expected.... I t hought you bad a gr oup 
in the Bureau working on the loopholes and so · on, 
and • ••• 

Well, we have, George, but the point still is - I 
want you to get it; I guess you do by now, but I want 
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to be sure you do, and that is this: I ' • using all 
the intelligence that I've got and I •ve got a group 
using what they've g~t, to give us all the informa­
tion they can with respect to loopholes, and so on. 
Now, 1t see111s to me the worst thing that could happen 
would be for people arouna here 1n the Department , 
who are close associates and who are in a position to 
know anything about this, to stand back and not give 
us any information that they may have and then say, 
•This llagill conducted this investigation and he 
didn't find it, but here's some more things . • 

No, I venture to say when I give you these things 
you• ll know all about them, and they are very common 
things. 

Well, I imagine I do too, and I imagine I ' ve gone 
over them with the Secret~y. 

That's right . 

But et any rate let ' s have a list. 

Because- and, as I say, the purpose of these meet­
ings is I can find out what everybody is doing . 

If I'm formulating an important recommendation t o 
the President which is contrary to what he says -
after all, he ' s asked us to have a tax message ready 
for him when he comes back, and I 1ve got to say, •No, 
don't send a tax message .• •Well, why?• •For the 
following reasons.• 

Well, when you tell the President- when I say, •No, 
don't send it" then "Why?" "For the following reasons.• 

And incidentolly~ I wish to have Monday for lunch an 
outline Just as to the principle of what we're going 
t o do on aliens here and United States citizens 
abroad. I can say, "Now, this is the thing, and 1n 
principle Mr. Bull and Mr. Eccles and Mr. Landis are 
in agree111ent . • See? 

Good . 

•And this is our reco~~~mendation to you instead of a 
tax message.• See? 

Now, this is a good meeting. Anybody want the las t word? 

I think that is a good last word. 
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B.li.Jr : 

Taylor : 

H.U. Jr: 

Taylor: 

H.!I.Jr: 

Taylor: 

B. M. Jr: 

Taylor: 

H. li. Jr: 

Wayne, Mhat•s the nearest dock to your place? 

Yorktown itself. 

You come tn from either side? You haven ' t got a 
chart of that, have you? 

You can only come tn on the York River . 

Unly on the York River. 

Yes. 

'~hat? . 
(nods yes) 

(On phone) If Tollakeen is over at voast Guard, 
ask him to be here at 10:15 with a chart of the 
waters ad jacent to YorktQwn. Of the waters ad ja­
cent. And tell htm to figure how many miles it is 
by water from here to Yorktown . Here at 10:15 . 
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R.ll.Jr: Hello. 

Operator: llr. Cochran. 

R.ll.Jr: Thank you. 

Operator: Go ahead . 

H.ll.Jr: Hello. 
H. Kerl8 
Cochran: Hello Kr. Korgenthau. 

B.U.Jr: Bow are you? 

C: All right, thank you. 

..,. 12, 1937. 
9:50 A. ll. 

H.ll.Jr: I jllllt wanted to find out whether you were doinc 
blllli.nesa while they were getting coronated. 

C: Oh yea - yea - oh, that doesn't stop us over here. 

B.ll.Jr: I see. 

C: It looka pretty quiet today; thereta not such 
going on. 

H.K.Jr: What I'• calling you up about is 1n your cable 613 

C: Yea. 

••••• 

H.K.Jr: ••••• you talked about your friends over there- ah­
bU71ng gold from a certain country •••••• 

• 
C: Yea. 

B.M.Jr: ••••• provided that they would spend the proceeds 
withi.n that country. 

C: Yea. 

H.M.Jr: Well that's ao surprising that I'• calling you up. 

C: I don't think they've got a definite arranceaent on 
that because they - they're firuring to b~ 

• 

H.ll.J'r: Yea. 

C: What tbly ..... 
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H.JI.J'ra 

C: 

H.ll.J'ra 

C: 

H.ll.J'r: 

C: 

H.Ji.Jr: 

C: 

I <U.dn't &et tbat. 

••••• yet toda;r . 

I <U.dn't get that. 

What's that? 

- 2 -

Repeat please - repeat it. 

The local people - they're atra.id their allies aight 

give them this aetal and then sell the proceeds 
1n another few days •••••• 

Yea. 

•••••• tor sterling •••••• 

H.lt.J'r: Yea. 

C: •••••• and - because they knew that they did not bave 

enough opposition security se.nding tbrou&h 1n this 
count-ry •••••• , 

H. M.J'r: Yes. 

C: ••••• to take the franc . 

H.ll.J'r: Well Cochran - I don't hear you - I don't hear you. 

C: I say they did not , u I understand it, have 8Jl7 biDd­
ing a&reement with the sellers of the gold however, 

H. M.J'r : Yes, well I wanted to let :rou lmow tbat I collllidered 

27 

that new trend very important and I want to be advised. 

C: That what? 

H. M.J'r: I consider that - this information very iaportant. 

C: Well I sball go see '117 friend to.orrow, it poaaible. 

H.ll.J'r: All right. 

C: He was at rq bouse for lunch yesterda:r when we bad 

Reitler, ;rou see. 

H.JI.J';:o: Good. 
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C: 
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C: 

B.ll. J'r : 

C: 

B.II.J'r: 
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And so I'll - I'll go out and check up with him 
again tomorrow if I possibly can. 

Yes, on that particular anale. 

Yes, all right. 

All right. 

Ah - nothing else particularly? 

No, thank you. 

I had Reifler send some other cables today. 

Good . 

I had J' up at the house laat night, you !mow. 

Good . 

And he seems tonight but that he had -
then I'm to see Reese on llonday and Reese said that 
he wanted to see me very - ah - ah - confidentially 
afterwards •••• •• 

All right . 

C: •••••• ; he • a got something on his lll1nd. 

B. II.J'r: All right, but this particular angle - I want you 
to follow that . 

C: Surely. 

B.U. J'r: Thank you. 

C: I • ll get busy on it tomorrow. 

B.M.J'r: Thank you. 

C: All right, air. 

B.ll. J'r : Goodbye . 

C: Goodnight. 

28 

Regraded Uclassified



BC 

Secretary of State, 

\"lashing ton. 

621 Hay 12, 5 p .m. 

PROIJ COCHRAN. 

Gray 

Paris 

~ated May 12, 1937 

Received noon 

Paris stock market exceptionally quiet on British 

Coronation day . Bank of France sold a few belgas 
!1 • J.JJn . 

presumably on some commercial order but apparently was not 

(~therwise active on the market . Rentas practically 

unchanged. Statement 1 or lletherlands Bank for May 9 

showed gain of 201 000, b00 florins 1n gold reserve due 

to transfer or gold from equalization fund which had 

been purchasing dollars . Statenent or Swiss llat1onal 

Bank as or May 7 likewise showed gold gain or 120, 000 

franca . 

BULLIT'l' 

WWC CSB 
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BIO'l'IOlf 'l'WO of 'l'elegraa lo. 63l. from Paris, Kay 12, 5 p . a . 

Last evening the Parie Korgan partner v i ei ted with 

myself and Riefler . 'l'be rise in ooete due to the eooial 

legislation and related faotore are, he ooneidere, the 

eerioue element in the J'renoh eoonOIBio situation. As :ret, 

hie bank is not witnessing any repatriation of capital 

other than that which returned for subscription to the 

national defense loan. 118 1e sympathetic with IIIUllh of the 

eooial work undertaken and greatly admires Blum' s foreign 

policies . No opposition leader of the caliber of a Poinoue 

available to displace Bl\1111 is seen by this partner who has 

too muoh ~aith in the common eenee of the French people 

to believe that any basic change in the nature of their 

governmental ayetem will oome from the present difficult 

tilaee. He sees, on the other band, financial orieea ahead 

for Jranoe within the next few months. 

Jo 

I spoke with a Paris Guaranty Trust official t h ie 

afternoon. He t old ae that woolen lll&llUfaoturing clients of 

the bank doing business 1n Northern rranoe atate that their 

forward order have suffered heavily and their mille are now 

barely operating to the forty-hour schedule , due to inoreaaed 

coste and foreign competition . 

BULL IT'!' 

U:DJ'f 

l 
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of Kar 12, 1937, :h'oa the Aaerioan llllbu8J, P&riw. 

J. repreaentdhe of the Beak of ItalJ. with wlloa I 
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~~poke thie afternoon conBidere the d•oraliaatiOD on the 

French aecuritJ aarket an index to the unaatiefaotor,. etate 

there. On the contrary the foreip excbange aarket hae eaeed 

a little aore thaD was e;q~eote4 in the oirOUIIetanoee bJ •J 

:h'ien4. 

In one of .,. IIIII.IJT coavereations with Sir Otto n•erer 

last week when at OeneTa with hta attending the aeetinc• 

of the International Loans Committee, a point of intereet 

deTelapedo I wae gi"«en little encoura.geaent bJ Sir Otto 

when I asked hie pereonal opinion as to the outlook for a 

trade agreeaent between t he United State• and Great Britain. 

Runoiaan, the oDlJ free trader in the OoYernaent, he eaid 

had been unable to aake any aove forward, and it wae diffi­

cult to think that any aore f avorable attitudl will dnelap 

eepeoiallJ einoe RWloimBD 1e not likelJ to be in the O&bill.et 

for very loDg. !he aoet oonetruotive etep in lit.erer •e 

OPinion would be for both Great Britain en4 the U11Ue4 State• 

to announoe definite cute of a oerbi D percent ... in the 

tariff s chedule• of their OWJI countries . li•erer bel1nee 

thia oould be ap-eed. upon llllOh aore eaeilJ than the terae c6 

a d1reot bilateral tr_t,.. Ill hie apinioa it wolll.d have a 

auch aore help:tlal infiu•oe ill leadiDC tbe reet of the world 

to ooaaenoe ceDUine reduot1oa of barrier• to trade. 

DD uaua 
BULLl!!. 
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JROilt .Aaeriou Dabae~, Perie, J'ruoe 

OAfS: Mar 12, 19ST, 8 p.a. 

•o., eas 
J'R.Oit OOOBR.U • 

.U 5: 30 thie «eniDc I oalled upoD ar !r1eD4 at the 

Bank of France. With London oloee4, he etate4 that today 

the Franoh equalieation fund ~ been obliged to do noth1Di• 

J.t preeant he added there ie no repatriation of tlmde to 

J'ranoe except a el1ght gain fro. the eale of foreip eeouri­

Uee. I asked whether Frenobaan were etUl eell1111C .Aaerioan 

etooke. He answered that i f they were, ther were hol41Di 

in dollere the prooeede thereof. He ea1d in anewer to ay 

further inquiry that the touriet traffic had not yet beooae 

sufficient to yield a noticeable eupply of forei,n exchange. 

Consequently, the unfaYorable trade balance aore than off­

seta the repatriation of capital and the influx of foreicn 

exchange fro. the touriet traffic. Therefore there 1e a 

etea4y alth~ at preeent not rapid drain .Aaerioa•e COld 

and foreign exchange holding• of the J'ranoh control fund 

('lhie sentence not peraphraeed]. Today approxtaately th.rH 

and one-half billion J'reooh trano e are held in gold and 

foret,n eJIDPnge by that tlm4. 

I aade reference to the Rlleeiu golcl trueaoUon which 

wae aentioned in ay telegru of Mar U, h. 81S. I wae 

to14 
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'old th&' ... though the Sooriet O<wer-•t BaJilt taa4 acreell 

who selling a,a•e,ooo pOWI41 •terliug ot gold to the Bank 

ot rranoe that the trano prooel4• would be le" 1D rranoe, 

just a few days after the sale ot the gold the Boriet• tran.­

flrred to the .Banque oo-roial pour l'~ope 4u lord (whioh 

act. aa the Boriet•' exohanee aaut 1D rranoe) so,ooo,ooo 
tranoa troa ita depolit with the Bank ot rranoe. !he Banque 

o-eroial at once purchaaell aterliug with the exact POWlt 

ot trance withdrawn troa the Bank ot France by the SOYieta. 

Jo way •• known to ray friend ot ~ing a bin41ug agree­

•ent that could restrain the ScTieta fro• diapoaing ot the 

prooeeda ot gold a&lea any way they wanted to. ~ contact 

aaid, in referring to what waa belieTed to be a 80Yiet an­

de&Tor to sell gold indirectly to the Bank ot rranoe, that 

'h• Ohaee Bank 1D LondOD had inquirell ot the Bank ot rranoe 

whether the Bank ot France would oonaider !blaaian gold goo4 

del1Yery. !he reply ot the Bank ot rranoe had b- that 

it •• not prepared to anner hypo,hetioal que•tiona, an4 

tha actual probl• had not arhan. .According to 117 triell4 

the publiahed figure• ot gold tran•aotiona OD the aarket 

in London are really not 1nd1oat1Ye to the full utent ot 

how -oh gold h being clwlpell on that aarket by 4ehoardera, 

by South .ltria, and by the 80Yieta in pariloular. !he aaln 

ot 
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ot pl4 ta Lollllloa by U.e laU•, ~ Wrt ... tktua, laaYe te 

a ooae14erable per1o4 b ... at leaet oae-Jaalt a1111oa p~ . .,.. 
DD DBB4a. 

BULLI'l!'. 

IA:Lft 

.,.. [ 
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TREASURY DEPARTM ENT 

BUREAU OP' CUSTOMS 

WASHINGTON 

Ula.Jn 
MAY 1 21937 

11-rudla tor IIJ', Gra•e•s 

Verbal Woraatloo baa ...... reoel•-' tra tiM llupenhlq 

Cll8taatl A&at at •- Torlr: Clty to the ett .. t that Cllat .. atn .. ra 

oo the Duhh 1. I, ADA 11••ax, o-ealed. lD llo. 5 hateh. !II• 

..... e1 lett S..C lollf> oa llaroh '0, 1 '137, 1.114 touo- at llauchal 

aacl SaD Poclro before arrinat; 1o 11 .. To.rk, Tile lloat.-io oa tM 

•ea1el, oae laj Moeller, 1• lllapaetecl ot be1n& the OOAYO~ ot tbla 

•hita-nt. It baa l>MD learDecl tbat b8 pvohaae4 a ... 11litoale at 

lion& lollf> OD tiM outwarcl trip troa Hoc& lollf> to llaD1la aa4 llrooapt 

aboard two allitouea allet;ecll7 ooota1D1D& aoq. 

la e:uaiai~~& the 1aitoue• at 11 .. York:, Cllrl ... ottloer• to .... 

in ooe ot th• a t .. aiallte .. rap• ot paper ~oh appeared to 'be 

ot the •aa• t11'8 u that appeari~~& oo tiM p1per la'bell oa tloe tiAI 

lel&ed, 'fllele 1erap1 ot paper are ,._ 'bela& &he oaretal -••h 
tloa. !he t1u wro rllrlecl. 1od1oat1o& tllat t1MJ ha4 'be• • Mari 

the ehip a lOQ& tlae, 

• 

I 
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!Ilia wo-uoa ...... w ....... te --~ ...... 

-...- at Aaa&ba1 tor appropriate iannipUoa • 

... Ill'. Qi .... 
llr.OaaWa 
liJ' • Jlo7lo 
Ill' .... 
Ill'. AaallJICOI' 
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DUAMKD'! or sun 
WASHING!OII 

STRICTLY QONFIDIN'l'UL 

Kay 12, 19~7. 

Dear Ur. ¥orgenthau: 

c 
0 

p 
y 

Referring to our oon•eraation of yesterday, I 

am attaching, for your confidential information, a 

40 

copy of the gentlemen's agreement between the President 

and Kr. Litrtnoff, and a SUllllllar:J' of the negotiation• 

which subsequently toolt place w1 th the Sortet GoYern­

ment with regard to the settlement or American claima. 

I would appreciate it if you would be good enough 

to return both of these dooumenta to me as soon as you 

have had an opportunity to go onr them. I ma:y add 

that the original of the gentlemen's agreement -• 

initialed by both the President and Kr. L1tY1noff, 

Sinoerel:y youra, 

(Signed) Robert r. Xelle:y 

Two, as abo.e. 

The Honorable 

Henr:y Morgenthau, Junior, 

Seoretar:y or the Treaaur:y. 
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SEQRI'l' 
{fl'itt&n 1n ink) 

'l'BE WHI'l'l BOUSJ: 

Washington 

Mr. L1tvinov, at a meeting with the President, the 

Acting Secretary ot the 'l'reaeur.y, and Wr. Bullitt, aade a 

"gentlemen ' a 881'88ment1 with the Preeident that OYer and 

above all ola1ms ot the Soviet Government and ite nationals 

against the Government ot the United States and ita 

nationals , the Soviet Government will pay to the Government 

ot the United States on aooount ot the Ierenaky debt or 

otheMr1se a aum to be not lese than t?s,ooo,ooo, in the 

torl!l ot a percentage above the orcllnar.y rate ot interest 

on a loan to be granted to it by the Government ot the 

United Statee or i te nationals, all other claims ot the 

Government ot the United State s or ita nationals and ot 

the Government ot the Union ot SOViet Soo1al1st Republioe 

or its nationals to be regarded aa eliminated. 

The President aaid that he believedoontidently that 

he could pereuade Congress to aooept a sum ot tlSO,OOO,OOO, 

but that he teared t hat Congrau'IIOUld not aooept any 

smaller sum. Mr. L1tv1nov then said that he could not on 

hie own author1 ty aooept any auoh minimum, u b.1a Govern­

ment had alrendy stated that it oona1dered tb1e eum ex-

oeeaive. 

Mr. LitvinOT ea1d that be had entire oontidenoe in 

the ta1r-m1ndedneea ot the Preeident and telt eure that 

when the Prei1dent had looked into the taota he would not 

teel that a eum greater than t?s,ooo,ooo waa Juatitied. 

So tar as he personally -• oonoerned, and without making 
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an:r oolllllitaent, he would be inolined to adrt .. h18 Gonrn­

.. nt to aooept $100,000,000 if the President should etill 

ooneider euoh a eua fair. 

Jlr. L1t1'1noY ogreed to remain in 'f&eh1ngton attar re­

aumption of relations and to d1eoua1 with llr. Jlorgenthau 

and llr. Bullitt t he exaot .um between the limite of 

$75,000,000 and tl50,000,000 to be paid b:r the Soviet 

GoYerlllllent. 

William 0. Bull1tt 
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DI0£8'l or 'liiE llORI IIIPORl' ANT POUlTS or 'DIE 
AliEliiCAI-SOVIE'l DEB! NEOO'l'IA!'IOM8 or 
lg34-5 

In r ebruar:r 1934, the State Department prepared 

a draft note Which it proposed that Mr. L1tvinov or 

Ur. Troyanovak1 should addreu t o t he 8eoret8.1'1 of 

State setting forth the manner in which the Soviet 

Government Bhould settle American claims against it. 

This draft was approved b7 the President on rebruary 

lo, 1934, and a cop:r waa brought to Uoacow by !!r. 

Bullitt. While Mr. Bull1tt was in Warsaw en route 

to Woaoow he received a telegram trom the Department 

making an unimport ant cbange in the original draft . 

The main points of the note ae brought out in the draft 

aa amended were as fo llows: 

l. Tha Soviet Government agreee in settlement 

of all America.n claims agains t it to pa:r to the American 

Government the sum of $150, 000, 000, together with in­

tereet in the ma.nnar aet forth below, the P87111ant to be 

completed within twenty yeare. 

2. The Soviet Government will pay the amount 

mentioned in the following manner: 

It will pay on all oredi t a or loane to be 

extended to it or ita agenciee b7 the American 

Government, ite nationals, or agenciee of the 

Ameri can Government or national• in additi on t o 

the regular inter est an "additional intereet1 of 

10 per cent per anmaa. 1'h11 1 addi t1onal intereet• 

will be paJ.d to the h;port-Iaport Bank ot Walhing­

ton or to &JI1 agenoiee of tbe AMr1can Goverruaent 

whioh 
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which that Goverruunt 111&7 deaignate for the ac-

oount of the Uni ted 8tatea Trea•UJ'1 and applied 

firet toward• the intereat on the sua of 1150,000,000 

and thereafter to the reduction of the pr1no1pal. 

:1, The aum of 1150,000,000 will bear interest at 

the rate of 5 per cent per annum, commencing July 1, 

19:14, payable semi-annually, on the first da7 of January 

and the first day of July of each succeeding year. An7 

interest remaining unpaid on the date due will be added 

t o t he principal and llhall thereafter bear 1ntereet at 

t he same rate per annum. 

4, The sum of 1150,000,000 sha11 not include, but 

shall be 1n add1t1on to, a01 assete t hat haYe been ae­

s1gned or released to the United Statee. 

5 , The Soviet GoYernment waiYes all demands and 

claims of every character by it or any of ita nationale 

agains t the United States or any of ita nationale. 

On lolaroh 14, Yr. L1tvinoY and ltr. Bulli tt d1scuued 

the propoeal referred to aboYe, Kr. L1tvinoY ea1d that 

be obJected to the note on the f ollOwing grounds: • 

1. It was worded in such a manner that if 

the 8oYiet Government adopted it, it would be com­

p elled to make settlements with all other Govern­

menta which bad claims againat the SoYiet Onion. 

2 . The sum manti oned, namel7, 1150,000,000 

wae too great. The uount of 1100 ,000,000 might 

be oonaidered. 

----------------- -- --------
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3. He had never agreed to P47 additional 

intereet on oredite but on loana to be given to 

the Soviet Government to be ueed tor purchases 

anvyhtre. 

4, 'fhe amount ot additional interest re­

quested, namelr, 1~, wae too great. Korgentbau 

had originall7 suggested ~ normal interest and 

&f. additional intereet and he bad replied that the 

normal interest should be no more than 3'1- and 

additional interest 4~. 

During the conversati on wr. Bullitt stated that in 

hie opinion the Government ot the United States oould 

not make anr loan to anr foreign oountrr at the present 

time. Ur. Bullitt also pointed out that as the result 

ot the decline ot the dollar, 1160,000,000 bad an ex­

change value ot only about 190,000 ,000. 

On Waroh 17, the Department eent Kr. Bull1tt a 

telegram,• in which Wr. Bullitt was informed that the 

Preddent bad expresal7 stated tmt he had never thought 

ot a di rect loan and that there wae not the slightest 

posaibilitr ot such a loan being made. The telegram 

added that the Board ot True tees ot the Export- Import 

Bank with the President ' s approval had resolved to en­

gage in no credit transaction wb1oh 11&1 have tor i te pur­

pose the facilitating ot Soviet purcbaaee in tba Uni ted 

Statea until a debtadjustment hae been made. 

On Xaroh 18, - Kr. L1tvinov told llr. Bu111tt that 
he - - - - - - - - - - - - - - - -- - - - - - - -- -

• t elegraa Jo. 11 of March 17, 1934. 
Jo. 20 ot Karch 18, 1934 , 
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be would subm1 t the whole matter to Stalin. On Maroh 

21 be said: •we shall De'W'er aooept oredits in plaoe of 

a loan. We might agree to spend the entire proceeds of 

a loan in the u.s.A. , but what we insist on is a 1traight 

loan like the one the Swedish Oonrn~~ent has Juat granted 

us so that we oan pay for all our 4mer1oan puroha1es in 

oash.• He added that he had not as yet submitted the 

matter to Stalin. Wr. Bullitt expressed the hope in the 

telegram reporting the conversation that the Johnson Bill 

would be passed as soon as possible and that the Department 

would adopt a firm attitude w1 th Tro:yanonki and bring to 

the latter' s attention the revulsion ot feeling wh1oh 

there would be in the United States it the Soviet Union 

should tail to oontinue its policy ot cooperation with 

the United States. 

On April 2, 19~4, Wr. L1t'W'inov made the following 

counter propoeal to Wr. Bullitt: • 

1 . The Export-Import Bank would extend a 

2o-year oredit to the Soviet Ooverru~ent in double 

the amount of the 8l1lll to be paid in settlement ot 

the claims against tbe Soviet Government. It, 

for inetanoe, the amount of the claims should be 

fixed at $75,000,000, the credit would be for 

flSO,ooo,ooo. If the amount should be fixed at 

$loo ,ooo,ooo, the credit would be for f200,000,000. 

2. This ored1 t would be drawn upon by the 

So'W'iet Oo'W'ernment when 1t needed oo1h with whioh 

to pay for purohasee in the United States. '1'be 

____ __ ___ - - - - - - - - - - - - -Sortet 

telegram No. 3~ of April 2 , 1934. 
Regraded Uclassified



-.-..... ' - , . 8oY1et GoYernment desired to aake all purchases 

in the United States tor oash. 

~. The interest on suoh a credit would be 

4~ during the first tour years without any extra 

interest payment tor the liquidation ot debts, 

and after that the 1ntereet would be 4~ plus ~ 

additional for retiring the ola1ms during the 

subsequent 16 years; thus 9~ of the recognized 

ola1ru would be paid t or at the end of the 20 

years. 

4. No interest would be payable on the 

amount of the ola1m. 

~. L1tvinov added that he wao st111 willing to 

set the amount of the ola1m at 1100 ,000,000 if the 

President insisted. Nevertheless, it had been learned 

from documents turned over to the Soviet Embassy in 

Washington that the Kerensky Government had received 

almost none of the tunde placed at its disposal in the 

United States. Koat of the money lent had been used by 

the Ru88ian Embassy in Washington to finance the fight . 

against the Soviet Government. 

The Department telegraphed Mr. Bullitt under date 

ot April 5* that in the absence of the President it 

believed that~. L1tvinov's offer would be unacceptable 

because: 

\a) It substituted tor a loan a credit which 

was equi1'alent to a loan. The lxport-IJI!)ort Bank, 

it ----- --- - - - - - - - - - - - - - -
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it wae assumed, would not be able to extend 

such a credit and it waa not belieTed that Congress 

would be willing to do ao. 

(b) It auoh a credit were extended, SoTlet 

i ndebtedness would be t wice ae muoh at t he end 

ot the 20- year period as it wae at the beginning 

ot the period. 

The telegram added that the propoeal was therefore un­

reasonable, if not to eny fantastic, and that the Ameri­

can Government was in no way responaible for the manner 

in which the Xereneky loan was spent. In t he same 

telegr am l.lr. Hull eaid that he had d1soue eed t he matter 

wit h Mr. Troyanovek1 and had inf ormed h1m that in view 

ot Mr. Lltvinov' e new and unexpected contentions it 

would perhaps be best to keep all oommeroi al and finan­

ci al rela tione in auepense until the situation had 

clarified . Ur. Hull also stated t hat on the previous 

day the House had approved the Johnson Bill in ~e f or m 

previously passed by t he Senate after there had been 

read to the House t he resolution adopted by the Export­

I mport Bank wh1oh wae as follows: 

•It is t he sense of the Board of Trustees of this 

Corporation t hat no aotual cr edit t ransactions with 

the SoTlet GoTernment shall be undertaken unleee 

and until that Government shall submit to the 

President of the United States an aooeptable agree­

ment respecting the payment of the Rueeian indebted­

ness to the Government of t he United States and ita 

nationals . • 

Kr. 

4.8 
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Kr. Hull added that tba 8111 will prevent the purchase 

or sale of obligati ons given AL~ORG for purchases. 

On Apri l 8* Wr. Bullitt and Hr. Litvinov had a moat 

unsatisfactory conversation during the course ot wh1oh 

Ur. L1tvinov was angry and adamant. He stated that he 

would reJect the State Department draft as a basis t or 

discussion since it was i n absolute contravention of 

his understanding with the President. He said t hat any 

fair-minded person could Judge that the State Department 

draft contemplated not a loan or a credit but a taxation 

of Soviet trade. He asked Ur. Bullitt regarding the 

nature of the Department ' a reply to his proposal and was 

told that the proposal was entirely unaccept able even as 

a basis of discussion. When Mr. Bullitt asked if he had 

anything to add to his propoaa.l l.!.r . Li tvinov replied that 

he had nothing to add. r.lr. Bullitt asked if the Soviet 

Government would be willing to put up actual metal se­

curity in addition to its promi se to pay and was informed 

that the Soviet Government had never done ao and would 

never do so. When Mr. Bullitt mentioned what the effects 

or the Johnson Bill would be Mr. Litv1nov answered that 

the Johnson Bill preaunably applied to England, Fra.nce, 

and Italy aa well ae the Soviet Union and aa1d 1 \Te shall 

be in very good company. '!'hie means that we shall buy 

nothing henceforth in the United States. We can cover 

all our needs in other countries and shall do so.• When 

Ur. Bull1tt asked Ur. L1tv1nov if he could not suggest a 

counter-proposal , 14r. L1tv1nov said that ba had aa1d his 

last 

49 
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last word and that insofar as he was concerned the catter 50 
was closed. 

During the conversation Mr. Litvinov referred to 

the resoluti on of the Export-Import Bank and said that 

the resoluti on was ill- advised si nce it was in the nature 

ot a threat and the Soviet Union would never be moved by 

such a threat. 

On ~Y 9* Ur. L1tvinov made a new proposal. I t was 

in brief aa follows: 

The Export-I mport Bank would undertake to dis­

count for a period of two or three years billa of 

exchange issued by Amtorg or any other agency of ·the 

Sovi et Government in payment of goode purchased in 

the United States tor t he Soviet Government to the 

amount of! milli on dollars at the rate of ! per cent, 

the billa of exchange to mature in l years. All 

purchases to be ooTered by these credits should be 

made wit hin a period of two or three years. The 

amount of ored1 t should, however, be double the 

amount to be paid in settlement of debts, the in­

terest r a te would be 4~ plus a 3l' to re t ire olaiml, 

but in the conversati on Ur. L1tvinov made several 

remarks which indicated that he e ight consider 5~ 

plus ~· He insisted, however, that the maturity 

period should be for 20 year• but indicated that he 

was ready to d1souaa X, Y, and Z if an agreement 

could be reached with regard to the f orm of the ored1 t . 

The notal of the Soviet Government could be i1eued in 

the 
------------ ---- - -
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the form of readily saleable or negotiable obli- 6"/ 
gationa and the Bank would be at Uberty dh pou 

of such obli gati ons as it might see fit. 

Mr. Bullitt suggested t o the Department that it 

might be possible to fi nd a comprom1aa somewhat ae tel­

lowe: The Export-Import Bank would diacount notes only 

in cases of oontracte which had been submitted to it in 

advance f or approval and notes left in the hands of Ameri­

can exporters should be discountable only at t he Export­

Import Bank. 

The Department replied to Mr. Bullit t under dAta ot 

May 11, 1934,* somewhat ae follows: 

(l) Suggest that ae a compromiee the lWIIP sum 

considered ae due might be eet at $125,000,000. 

\ 2) Any agreement should contain a stipulation 

that the amount of the claims must be l i quidated 

within twenty years. 

(3) Unlaee a war should break out or other 

factors might cause the SoViet Government to be no 

longer a good credit risk the Export-Import Bank 

would be wi lling during the next twent y years to 

support specifi c trade transactions to an amount ot 

not lese the.n twice the amount of agreed indebtadnaea. 

(4) Specifi c transaction• f inanced by the Export­

Import Bank should be llqu1dated, however, within a 

period of fi ve years so that tunda would be releaaad 

to finance new transactions. Thus, there would be 

created a revolving fund which would serve t o promote 

SoViet purohaaaa in the United Statee during the 

full 

-- --------- --- - - -- -
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full twenty yeare. - JQ• 

(5) All credit. ehoul~ bear a normal rate ct 

interest plue a rate to be applied to the debt. 

(6) The Bank would make advances only to the 

American exporters; it would be prepared to dieoount 

Amtorg acceptances received by exporters in connec­

tion with epecitio transactions approved by the Bank 

tor t hat part ot the credit which the exporter would 

not be expected to carry. 

(7) The maturities of such acceptances would 

vary according to different categories ot goode with 

final maturity in no oaae exceeding t1 ve years. 

Ur. Bullitt replied to this telegram on Hay 13,* 

pointing out that in his opinion Wr. L1 tvinov would rot 

agree to pay a fixed amount ot indebtedness unless he wae 

promised a fixed amount ot credits tor a fixed period, Ur. 

Bullitt also asked the Department the following questions: 

(1) Would the Bank be prepared to fix definitely 

the amount and duration ot credits to be extended by 

it regardless ot credits which may or may not be ex­

tended by American oorporatione or individual& and 

regardless ot conditions in the Soviet Union? 

(2) Would the Department be willing, in view ot 

Ur. L1tvinov1 a oppoaition to pay any interest whatever 

on the amount ot acknowledged indebtedneaa, to reduce 

ita demand tor auoh intereat to two or three peroentf 

(3) Would the Bank be willing, iteelt, to diaoount 

Amtorg obligation• to an amount double the agreed in­

debtedneea or would it ue rely auilt in financing an 

indefinite 
- - - -- - - - - - - - - --- - - - - - - - - -
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indetinite proportion ~~o~re;dd1itt;a~ttco~~~~ti;~------~A-=,:-• 
- d - " 

amount ot 1ndebtedneaa7 

(4) Would the Bank be prepared to agree to 

relend immediately all repaid amounts and to keep 

outstanding a continuous line ot credits tor a fixed 

per1od to an amount double the total indebtedneaat 

\5) Wbat amount ot Amtorg obligations would the 

Bank be prepared to discount at once? 

\6) Would it be eatistaotory it L1tvinov would 

agree to a 5~ normal interest rate plus ~ to be 

applied to bot h principal and interest? 

In the afternoon ot May 13* the Ambassador diecuseed 

the Depart ment'• proposal tentatively with Ur. L1tvinov 

and the latter stated that he wae planning to be away from 

Moscow tor a period ot some weeks and would leave the ne­

gotiations in the banda ot Mr. Krost1nsk1 and Mr. Rubinin, 

the Ch1et of the Tn1rd Western Pol itioal Division. 

The Department replied to~. Bull1tt1 e inquiries on 

Uay 15** that: 

ll) The debt should be paid in t wenty years 1t 

during that time additional interest on credits ia 

sufficient tor tha~ purpose, 1t not the arrangement 

could be continued until it is paid in tull. 

(2) There should be a rate ot three per oent and 

certainly not lees than t wo per cent on the debt. The 

rate on credits should be five per cent , although th1a 

could be made a matter ot negotiation; there ahould 

also be an additional interest ot ten per cent and 

certainly not leee than eight per cent to be applied 

on 

------------- -- ------ --- -
~See Embaeey ' e telegram No. 82 ot Kay 13, 1934. 

• • See Department'• telegram No. 77 ot Kay 13, 12 
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on pr1noip&l and intere;i~;f debt. It appears, 

therefore, that the mini IliUm rate on oredi ts would 

be l~· 

(3) The Bank oould not be expected to speci fJ 

i n advance the total credits for any one year or the 

max1u:um or m1n111!111:1 of indiVidual transactions. Credits 

would be negotiated between the Bank and the exporter 

on the bas18 of a general agreement with the Sovi et 

Government covering the character a.nd amount ot exports 

and imports . The Bank of course should be able to 

approve any and all transactions; otherwise the placing 

of business i n this countr7 with the Soviet Union would 

be under the control and direction of the Soviet Gov­

ernment. 

(4 ) It should be provided t hat in case of war 

the United States could suspend shipments. 

The Ambas sador on Uay 16* lai d t he original Department 

draft before Mr. Krestinski and Mr. Rubinin tor discussion. 

Ur. Krestinski r e tueed, ho~ever, to accept it a s t he basis 

tor discussion, saying that there wee no use discussi ng 

details such as total indebtedness eo long as there was no 

agreement on the basic question or the form of credit . 

Ur. Kre stinski added that the Soviet Government would have 

nothing to do with a aoheme whereby it would han to nego­

tiate with American corporations for oredita in the granting 

of which the li:xport-IJI!Port Bank would participate. A !!M 

qua .!!2!! for a debt aettlement would be a credit at the Bank 

for double the amount ot the debt payment or a flat agree­

ment on the part ot t he Bank to discount l~ 5ov1et 

obl.igationa 

- - - - - - - - -
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obligations in an amount equal to twice the amount ot 
the debt payment. !he conference broke up without having 

achieved any results. 

On June 16,* L1tvinov told the Ambassador that there 

had been no misunderstanding between the President and 

himself as to whether a credit or a loan should be given 

to the Soviet Govsrntl8nt and added that the Goverm:1ent 

of the United Sta tes was attempting to back out of ita 

original verbal agreement. He said that he and hie 

Gover nment were prepared to let t he matter drop immediately 

and permanently; that the Soviet Government had not asked 

for any such agreement but had agreed to enter into such 

an agreement at the r equest of t he Presi dent; that the 

agreement was clear; and that t he Soviet Government would 

not change its position. A~ . Bullitt replied that such 

an attitude might in hie opinion terminate any possibility 

of cloee collaboration between the two countries. 

On July 16,** the Department asked the Ambassador t o 

telegraph whst he had understood to have been the sub­

stance of the oonveraations between t he President and 

Lr. Litv1nov while the latter was in the United States 

regard!~ the method of t he pa.yment of indebtedneee. 

Under date of July 17,*** the Ambassador informed 

the Department that he had been present at all conversa­

tions which had taken place between the President and L1t­

v1nov and at no time did Litv1nov indicate that he would 

expect either a loan or a.n uncontroll ed credit. There 

had never been in t he mind of t he Preeident or ~f llr. 

8ull1 tt - - - ----- - --- - - ---------- - --- -
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Bull1 tt the t&1nteet i dea of granting a straight loan or 
. -~-

an uncontrolled ored1t. Furthermore, both the President 

and he had been convinced that Litvinov had agreed to pay 

extra interest on all loans or oredita of whatever nature 

obtained from any American individual or corporation. 

During the course of the conversation the words "loan• and 

•ored1ta• had been used aynonomoualy by the Presi dent. 

It was possi ble that the word "loan• was even ueed 1n the 

one conversation ot which a memora.ndum was made. However, 

the general tenor of all conversations was such and t he 

American general position with regard to loans and orsd1ts 

wae so well known t hat he could not understand how anyone 

could have derived the impression that the President had 

1n mind the granting of a loan or uncontrolled credit. 

In July the discussions were transferred to Waahlngton 

and on July 25 ,* Troyanovak1 talked for more than two hours 

with officials ot the Department. No progress was made , 

however. 

On August ~ t he Department placed a new proposal in 

the hands of Troyanovsk1. The details of this proposal 

are not to be found in the Embassy's files. On August 

15, Troyanovak1 informed the Department that this proposal 

was even more unsatisfactory than the original proposal.** 

Among the pointe to which Troyanonlr.1 appeared to take 

exception were: 

(1) The fact that the Bank would be able to 

go into the details of each transaction and t hat 

if it waa not satisfied with the terms it oou~ 

retusa to guarantee the ored1ta involvsd. He 

- --- - --- ----
• See Department ' s 

.. See Department's 

... 
17~ of July 25, 1934. 
203 of August 15 

Regraded Uclassified



.. . -,, ... 
waa anewered that such a right was reserved by all 

Government. that guarantee credits to the 80Yi et 

Go1rernment. 

(2) The tact that the time limit ot the credits 

was too short, particularly with respect to the pur­

chase of machinery and industrial equipment. He 

considered t he shortness of the term the a oat difficult 

question. 

Mr. Troyanovski was told that the American Government 

had presented t hree different written proposals and had re­

ceived no counter-proposal trom the So1riet Go1rernment. 

!.!r. Hull told 1:%-. Troyanovaki at the same time that he ex­

pected a written proposal from him as to what terms the 

Soviet Government might be willing to oonaider. 

On August 24,* Troyanovski l eft a memorandum with the 

Department in which it was proposed that: 

l l) The American Government gr ant a credit of 

one hundred million dollars payabl e in twenty years 

and a rnol ving cred1 t of one hundred million dol lara 

payable in not l ess than five years with total interest 

rates ot ?"), . 

l 2 ) This proposal was made on the assumption that 

the amount of agreed indebtedness should be fixed at 

one hundred million dollars . 

llr. Troyanovelt1 was informed t hat his proposal waa en­

tirely unacceptable and following the conversation t he preae 

was inf ormed that the 1 So1riet Ambassador presented a counter­

proposal in writing in view of which it 1B not possible to 

be optimistic that any agreement will be raaohed. 1 

On 

57 
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that: 

On September 7, • the Department informed the Emban1 58 

ll) The efforts to r each an agreement with Tro1-

anovak1 had failed. 

(2) There was no difficulty wi t h respect to fixing 

the amount of the debt; but Troyanovak1 demanded an 

open credit of $100 ,000 ,000 payable in twenty years, 

~hich i s equivalent t o a straight l oan, and also a 

guarantee of a s i mi lar amount to be used in Export­

Import Bank credit transactions, which would of course 

properly beco~e a r evolving fund. 

(3) Re also asked f or a longer tlme on credit 

transactions, lneieting t hat five years was not auf-

f iciently long. 

On September 13,** Ur. Bullitt advised the Department 

t hat Mr. Skvirski, the Soviet Counselor of Embassy, then 

on l eave in Moscow, had informed him t hat: 

{1) The Soviet Government could make no settle-

ment with t he United States whic.h would cause a re-

vival of the claims of England and France ; he said 

that the payment of extra interest on credits f rom 

American exporters , even t hough t he Government should 

carry a l arge part of the credit risk, would produce 

immediate revival of the claims of other nations. He 

said t hat he had advised hie Government that the 

President could easily gain support in the United 

States tor settling along the linea of Troyanoveki'a 

pr opoaal. 

On September 14,••• Ur. Rubinin, the Chle t ot Divlalotl 

ot 
-- --- --- ---- - --- - -- - - - - - - - - - -of September 7, 19~. 
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of the Collllll11sariat for Foreign Mfairs which handles 

Am~rican matters, informed Wr. Bullitt that the essential 

difficulty for the Soviet Government in accepting the Ameri­

can proposal was the necessity of making an agreement whioh 

would not possibly serve as the basis for an agreement 

with Englan.d and France . He said that any agreement 

baaed merely on extra !nterest on comcerioal oredlta would 

be i mmediately used by the British and the French to demand 

a settlement of claims by a similar mechanism. He said 

that the Soviet Union was endeavoring to bring about a rap­

prochement with Great Britai n and France and could not af­

ford to risk creating bad blood by r efusing them a settle­

ment on a basis similar to one on whloh a settlement with 

t he United States had been reached. 

In a telegram, dated September. l 5 ,*'the Depart~ent 

informed the Embassy that it had no obJection to Mr. Bullitt 

discussing the debt matter with Mr. Stalin as a last re­

course. It pointed out that there appeared to be no really 

serious dif fi culty in agreeing with the Soviet Government 

regarding the amount of indebtedness, the time within whioh 

it should be paid, and the rate of interest. The main 

differences seemed to be as follows: 

(1) The American Government is willing until 

the debt ie paid to support oredit transactions to sn 

amount equal to the amount of the debt through the 

Export-Import Bank, auoh oredite to constitute a re­

volving fund. These credits should carry an interest 

rate of about 4 1/~ for the benefit of the Ba.nk, 

whioh should include the Bank' a expeneea and in 

addition 
- --- --- - - -- - - - -- - - - -- -
• Sea DepartDent'a telegram No. 246 of September 15, 
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addition interest at a rate which would guarantee 

t he debt being paid ott within the time apecitied. 

This added rate could not be leas than ~. 

The proposal ot the SoTiat GoTerncent which 1e 

unacceptable is that it wants an open credit placed 

at ita disposal in the amount ot one hundred million 

dollars available tor purchases independent ot t he 

bank, and even independent ot available supplies 

ot material 1n the country. Thus the Soviet Gov­

ernment oould use the f ul l amount i~mediately in 

order to purchase munitions of war. The SoViet 

counter-proposal also proVides that the Bank support 

credit t ransaotions up to another $100 , 000,'000 . 

(2) The American Governnent is willing to grant 

a maximum ot ti ve years tor t he repayment of Bank 

credits, the t erm to vary aooord1ng to the oategor1as 

ot goode . Thus, tor inatanoe, credits tor consumers ' 

goode would be trom one to t wo years; tor light oapi­

tal goods from two to three years; and for heavy 

capit al goods trom four to five years. The American 

Government would even be willing that t he President 

be given the power to exceed the five-year limit in 

exceptional circumstances. In t act, if Stalin should 

insist upon flat tiTe- year oredite tor all types ot 

goods, the American Government might acquiesce. 

The Amer1oan Government also dasi ree that any 

agreement should embody a provision attord1ng it proper 

exemption trom extending ored1te during the progreu 

ot a war. 

On September 15,• llr. Bullltt telegraphed tbe 

Department · - - -
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·•Department that he bad learned through a truatworth7 61 
source t hat Stalin, himself, had decided that French and 

Britieh friendehlp was eo important to the SOY!et Union 

that the Soviet GoYernment oould not afford to run the 

risk of alienating Franoe and Great Britain by making an 

arrangement to pay American claime unless it would be 

willing also to pay French and British claims on the same 

terms. French and British claims were eo heavy t hat the 

Soviet Union could not afford to settle down by paying 

extra interest on commercial credits. Therefore no 

s ettlement could be reached with the United States whereby 

payment would be cade by means of extra interest payments 

on extra credits. 

On Sept ember 17,* the Department pointed out to Mr. 

Bullitt that when Mr. Litvinov wae in Washington he had 

made no objection to the extra intereot feature and that 

the United States cannot be responsible for the relatione 

between t he Soviet Union and Great Britain and France. 

It seemed therefore that it was up to the Soviet Government 

to work out some plan that might be acceptable in the 

United States, not i ncluding ~ loan or an open credit. 

On Septecber 27,** Ur.Kreatinekl told Mr. Bullitt 

that it it was impossible for the American Gover~ent to 

aooept Ur. Troyanoveki's offer, it might be better to allow 

the whole matter to drop. Mr. Bullitt replied that the 

failure of the negotiations might be a death blow to the 

development of really friendly and i ntimate relations be­

tween the two peopleo. During the oourae of a personal 

conversation whlob ensued, Kr. Kreatinskl asked if it 

would 
- - - - - - - - - - - - - - - - - -

• • See Depart:Mnt• a telegram L 247 of Septeober 1~, 
1~. 

Regraded Uclassified



would be poeaible tor two e~t"'{rely .. pa.rate agreements S.2 
,,~, ... 

to be drawn up: the one proYid1ng tor the extendon ot 

ooa.eroial ored1ta wh1oh would bear an intereat rata aut­

tioient to meet American demanda tor reparment ot olaiu, 

and the other a aepa.rate agreement annul1ng all ola1aa 

ot both GoYernment and/or their nat i onals . Hr. Bullitt 

replied that the President oould not agree to annul debts 

wit hout the consent ot Congreaa and that i n expla1n1ng to 

Congreee why he wanted to enter into suoh agreements as 

those euggeeted he would be compelled to expla1n that a 

oer ta1n percent ot the interest would be appli cable to the 

debts and claims. 

Xrestinsk1 pointed out that in oase ot a settlement 

via a oommeroi al credit , his Government would have to deny 

that any extr a interest had been paid in eettlement ot 

American indebtedness, that the position ot his Government 

r emai ned that a payment ot indebtednese oould be acknowl­

edged only in return tor a loan. 

On September 27,• Yr. Bullitt telegraphed the Depart­

ment that he bad been intormed by Wr. Xrestinak1 that Yr. 

TroyanoY~k1 bad been eummoned t o Wosoow and wouid arriYe 

between October lO and 15. Wr. Kreatinaki suggested that 

Yr. Bullitt post pone h1a departure tor the Far East, planned 

on Ootober 5, until attar Mr. Troyanovak1'a return. Mr. 

Bullitt replied that ba oould see no advantage in remaining 

in Woaoow it the SoYiet Government bad no intention ot 

changing ite position, that ia , it it continued t o ret uaa 

to oonaider anJ settlement ot the debt s and ola1ma wh1oh 

waa not baaed on a loan. Wr. Bullitt requested the De-

partment' a inatruotiona. 
On 
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On October 1, • tbe Department intol'JIIed llr. Bul.l1tt 
-1 1- I, J 

that the Pree1dent aaw no r eaaon wl11oh would require 111• 

to await llr. !ro;yanOYaki 1 a return to Moeoow ainoe !ro;yan­

oveki apparently waa making the t r i p of h1e own in1tiat1va 

with the hope of persuading t~ Soviet Government t o aooept 

the liberal offer made to 111m b;y the Alllerioan Government. 

On October 2,•• the Department int01'1118d Hr. Bullitt 

regarding t be nature of the offer wl11oh it bad made to 

Tro;yanovak1, and wh1oh llr. Tro;yanovelti wae planning t o 

diseuse wh1la in t he Soviet Union. The general character 

of th1 e offer ie ae follows: 

(1) The Soviet debt t o the United Sta tes was to 

be fixed at $100,000,000 to be paid i n twenty ;yeare 

and a small rate of interest was to be paid upon it. 

In case the Soviet Government did not desire to PA1 

interest the amount should be set at $125 ,000,000. 

(2) Credits would be granted to cover Soviet pur­

chases in the United States to an extent of $200,000,000. 

(~) Extr a interest to be applied to the pa;ylll8nt ot 

the debt w~uld be charged upon the oredits, or if the 

Soviet Union so deeired, the debt could be paid in annual 

instalments. 

(4) Credits for various transact i ons carried out 

within the f ramework of t he agreement would be f or 

peri ode of t1ve ;years regardlen of the character of 

the oouodi t1ea purchased. 

(5) 'J.'here were of course a oerta1n DUIIIber of deta1la 

euoh ae auapenaion of credit transactions in oase of 

default or at the opti on of the American Govern~~~ent 

duri~ 

. - - - - - - - - - - - - - - - --- - - - - - - - - -
• See DepartMnt' a telegru No. 264 of October 1, 1~. 

• • See Depart .. nt'a telegram No. 266 of Ootober 2 , 1934. 
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during aJ\1 p011ible war and a fair arrangement to be . u. w 

made a1 to the u1e of American 1ll1pe and the 1118 tbod 

ot ineuring cargoes . 

On October 6, • Mr. L1tvinov asked Mr. Bullitt if he 

could not stay in Moscow pending the return of Mr. Troyan­

oveki. Mr. Bullitt replied that it was the T1ew of Mr. 

Hull and himself that there would be no purpose in hie re­

maining unleu there was some likelihood that &lr. L1 tT1nov 

would agree that the matter of a loan or an unrestricted 

credit was out of the question. 1~. Litvinov replied that 

he could not make a statement to such an ~ttect until he 

had bad time to talk with &lr. Troyanovek1. &lr. Bullitt 

then pointed out to Kr. L1tv1nov the serious effect which 

the failure ot the Soviet Government to come to an agreement 

would have on Soviet-American relations. Mr. Litvinov said 

that the only obstacle was the difficulty ot finding a formula 

which would not make trouble tor the Soviet Union w1 th England 

and France. Kr. Lltvinov asked it it would not be possible 

that the formal agreement would contain no mention ot the 

t act that extra interest was being paid in settlement or 

debts and claims. t.!r . Bullitt replied that regardlen ot 
\ 

what might be in the agreement the President must be able 

to eXPlain in detail to Cong~ese t hat extra interest •~• 

being applied to the debt settlement. Kr. Bull1tt told &lr . 

L1tvinov that the minimum interest rate to be charged in 

any settlement along this line IDllat be 9 l/2'f.· ltr. L1 t-

v1nov replied that the Soviet Union had recently been offered 

credits by Germany at 7~. 

On October 8,•• the Department instructed Mr. Bullitt 

to 
- - - - - - - - - - -
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to gin Kr. L1hinOY to undeJA~. without making an7 

1tatement to the etteot that diplomatic relations would 

b1 1nsred, that in oaee or the failure or the So•iet GOY­

ernment to agree to a debt eettlement at the reasonable 

terms propoeed, the relation• between the two Go•ernmentl 

would be ins rt tably leu close and triendl7 than had been 

anticipated IIJ'ld tInt the reason tor our Go.ernment doing 

many things contemplated would disappear. 

On October 10,* Mr. Li tvinov informed Mr. Bullitt that 

the Soviet Government was obtaining credits abroad at low 

rates. It was, tor instance, receirtng credits trom the 

Chase National Bank at 4 1/2 percent and trom large English 

banks at 4 percent. 

Ur. Litv1nov in great anger also stated that he un­

derstood that ctticiale or the Department ot State had 

been spreadi ng the report that he had broken hie agreement 

with the Preoident. He said that hie pcoition was that 

the President had broken the agree~M~nt. Kr. L1tvino• 

added that ,.t he heard any more reports ot such a nature 

he would publish the memorandum ot his conversation with 

the President. 

Ur. Bullitt replied that it seemed plain that l.lr . 

Litv1nov did not wieh friendly relatione with the United 

States; that it the negative attitude with regard to the 

settlement or debte should be followed by Comintern ac­

tivities directed against the United States, relatione 

would become almoet impossible. »r. L1tvinov replied: 

"No nation e•er 1tarte talking about the acti•itiee of 

the Coaintern unle11 it wiehe1 to have ae bad relation• 

a1 

• 
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are merel)' an excuee tor breakl.ng diplollllti c relatione . • 

l.lr. Bul.lltt replied that Kr. LitYinOT 1111ght expect the 

moat d.raetic reaction in the United 8tatee in caee the 

Oom1ntern Oongrese should take place and there ehould be 

evidence of interference in the internal affaire of the 

United States. 

Mr. Litvinov said that the final and definite Soviet 

pr oposal would not differ greatly from Kr. Troyanovski's 

recent proposal. Kr. Bullitt replied that •a loan wae 

impossible, had always been impoeeible , and always would 

be impossible.• Hr. L1tv1nov eaid that the SOYiet GoY­

ernment had no desire tor a loan except at a low intereet 

rate, that it desired to let the matter drop, • that 1! the 

question ot payments ot debts and olaime were settled in 

any way whatever, he would have grave difficulties with 

England and France.• ~lr. Litvinov eaid that he would make 

a final propoeal with TroyanoYsk1 and then would refuse to 

dieouee the matter f urt her. llr. Bullitt replied that be 

deeply regretted t hat Yr. Litvinov eeemed determined to kill 

all poeeibility of really cloee and friendly relatione be­

tween the two countries. 

Mr. Bullitt departed tor the United States by way ot 

the Far East on October 11, 1934. Hie negotiations with 

Litvinov therefore t erminated. Mr. Wiley wae left in 

charge of the U1ee1on and had a number ot discussions with 

Hr. Litvinov during the oourae ot which the matter of debta 

wae mentioned. Be alec d1scueeed the questi on of debts 

on eeYeral occasions w1 th Kr. Troyano•sk1 after the latter' • 

return to the 8oYiet Union in October 1934. These 
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conversatione, however, no r~al bearing on the ne-

gotiatione and 
-~ >-

the inforoation contained in them are ao 

fragmentary that they are of little value in obtaining 

a picture of developments in Mosco~ with reepeot to the 

debt and olai ma questi on. 

~. Troyanovak1 left f or the United States by way 

of the Far East in the latter part of November.• It 

was understood that he was taking with him a reply to the 

propos~ of the American Government. He loitered en 

route, however, in Japan and Honolulu and did not reach 

Washington until· in the latter part of January. On 

January 31, 1935, he called upon Wr. Hull and informed 

him that the American proposal had been reJected ... He 

had no new proposal to make. The Department, therefore, 

decided that since there seemed to be little likelihood 

of important developments 1n American-Soviet relatione , 

the staff at Uoaoow should be curtailed. The Naval and 

' Air Attaobee were ordered withdrawn, the Consulate General 

was abolished, and the staff of the Uiaaion was reduced. 

' The Charge d' Affaires was instructed in d1aousa1ng theae 

acti ons with the Soviet Government and ot hers in Uosoow 

to point out that the Government of the United States bad 

desired and still desired most friendly cooperation with 

the Soviet Union but L1tv1nov bad shown so little disposi­

tion to permit the development of friendly rela~ione with 

the United States that the Government of the Uni ted States 

was convinced that no real friendeh1p could be developed 

eo long as he adhered to hie present attitude. 

- - --- ------ -------- -- - - - - ---
• See EMbaeey' e telegram No. 390 of Nove•ber 19, 1934 • 

.. See Department ' • telegram No. 24 of Januar7 31, 1935. 
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c KEETING WITH EXECUTIVE COIOUTTE.E OF 
FEDERAL RESERVE OPEN MARKET COKMITTEE 

llay 12, 19J7 
11: 00 A. M. 

Present: 

B. J.I .Jr: 

Eccles : 

B.li.Jr: 

Eccles: 

H. I.I.Jr : 

Eccles: 

Mr. Taylor 
llr. Bell 
llr . Lochhead 
Mr. Haas 
Dr . Viner 
ILr . Eccles 
Mr. Goldenweiser 
Mr . Piser 
14r . Sinclair 
llr . !Iarrison 
lolr . Broderick 
!lr. \7ll1iams 
lir . licKee 

Well, ~. Eccles, the floor is yours . That does 
not mean - I might blso say the Treasury bas been. 

I thought it would be helpful to the Open Market 
Committee if they could meet with the Treasury, and 
possibly helpful t o the Treasury if they ' d meet with 
the Open Market Committee. It •s been several weeks 
since we 've had a meeting, and the May first period 
has passed since that time, and in anticipation of 
the June financing and the financing that needs to 
be done between now and June, I thought that it would 
be helpful to both of us if • •.•• 

Excuse me . (To ~ieley) Dr . Viner should be in here. 

..• if we could just simply talk about the situation 
generally . Now, we don ' t have anything specifically 
to - at least, I don ' t - to recommend at this time. 
If you could indicate to the Committee whether or 
not you think you'll need more than just a hundred 
million a week between now and June, and t hen the 
amount that you feel that we - you might like to get 
either at that time or beyond that period in a 
genera l way, so that we could b e thinking about it, 
about the whole subject, tha t, I think, would be 
hel pful . 

George (Baas), get me my calendar off my desk, Will 
you? 

The members or the Committee asked Jir. liorr1l1 to 
notify them and be apparently misunderstood it. Be 
thought the meeting was to be over there at ll o' clock 
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H.!l. Jr: 

Bell: 

H.li.Jr: 

Bell: 

!LM. Jr : 

Bell: 

H.!I . Jr: 

Bell : 

- 2-

and be notified them there instead of here, so 
they ' re • • • 

ilell, we figured, Bell and I - Bell is over at the 
War Oepartllent; I guess he got sbot ; but I know what 
his figures are . We were planning to run through as is 
on the nine months stuff, Just the way we a re now. 

(Broderick and Viner come in) 

Hello • 

• • ••• to the second of June . That would give us J50 
million falling due approximately September 15, 16, 
and 17. And with that we could just about get through 
by the skin of our teeth - I mean lets our balances 
run doNn very much lower than I like to see them, and 
I hope I ' ll never let t hem run down as low as we have. 
But I felt that we ought to, a s part of the whole 
picture,and I think it's been helpful to do it; but 
I 1 ve taken a chance which I don't like to take by 
letting them run down as low as that . And . •••. 

(Bell comes in) 

Hello. 

dello . :lorry . 

Jus t going to say - I said you might have got shot 
over at the War Department. 

No, but I got held up. 

I just said, Dan -they ' ve &sked us - I 1 ve simply 
said that we ' re planning 50 million a week for 
September - give you a chance to catch your breath -
which gives us, going t hrough the second of June -
will give us J50 mill i on falling due approxi=ately 
September 1;. 

That is right. 

And I say by figuring awfully, awfully close we can 
get just about - just about get by on that basis . 

That ' s right. We ' ll have 406 million goi ng into !lay, 
and going out of Uay we ' ll bave 271 million. On June 
2 we pick up ;o million, but we ' ll lose a totnl of a"D.out 
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Eccles: 

Bell: 

J:.ccles 1 

Bell: 

H. !II .Jr: 

70 

-3-

a hundred million so tha t our balances around the 
seventh or eighth of June will run do~ t o 225, 
in that neighborhood . And planning 7,0 million 
dollars cash in June, of which 300 million will be 
used to pay off Treasury bills, 450 million net, 
gives us a balance going out of June of 831 million. 

Then at the end of July we start Treasury bills 
again to commit to maturity of 250 million in 
December . That will be 50 million in July and 
200 million in August. 'Xhat will give us a balance 
going out of July of about 700 million and about 740 
million going out of August . 

And then in September we•d raise 500 million, of which 
JOO and about 80 oillion - 350 million bills and 30 
million of the maturing notes - would be paid off out 
of that 500 mill ion, leaving 120 million net cash, 
and giving us a 970 mil l ion balance going out of 
September. 

'.l:hu t 1 s 50J new? 

500 new money, but you ' d use about 380 million of it. 

120 new, that would be . •nd t hen r efund the notes . 

•hat's right . l'lant to go on with that (to H.U.Jr)? 

No, I think not . 

Vlell , that is approximately the picture. I mean the 
750 is s t ill tenta tive. My own inclination would be, 
if the market would warrant it, I' d take all I could 
get comfortably up to a billion, a nd - I mean if the 
market was in that shape. Because I don't - I feel 
very uncomfor table when our balance is as low a s this 
and it puts me in a position where I'm at the mercy 
of the Government bond dealers, and I don't like it, . 
and I don't want to be there again as long as I aa here. 
And, as I say - but depending upon the •• ••• 

'Ihe only other thing is, we thought that • •• • 

(r.lcKee comes in) 

Bow do you do? 

Regraded Uclassified



l 
lolcKee : 

I! . II.Jr: 
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Sorry to be late. 

We've distributee our $20 gold pieces, so you ' re 
out or luck. 

Roughly for you, wnat we have said so far is that 
we contlnCe . just as we are with a hundred million 

71 

a week through the second of June. Bell's figures 
show that we need a t leas t a minimum of 750 mill ion 
dollars on the 15th of June; and we start July again 
selling into December . Now, that is approximately 
what we have said, and I was saying that I'd like to 
think in t erms of fin&ncing this time - go back; 
I think what we used to do - do it two weeks before 
t he 15th of June, do it March 31, rather t han June 
7. I know ~urgess h6s always asked for extra time. 
I mean he never liked to have it so close. 

Harrison: That ' s right. 

I! .M.Jr: \'/hat? 

Harrison: Tha t's right . 

H.W.Jr: I mean we used t o do it t wo weeks before and I feel -
I may be wrong, but I simply f eel that it gives them, 
everybody, a little bit more time to turn around. If 
you do 1t on the 7th or June, it makes 1t awfully 
close . 

Harrison: On the other hand, this is one time ahen there may 
be some advant age in wai ting as long as you can, to 
see which way t his mt rke t is going to open up for you. 

H .. 'A. Jr: Well, we •ve got three more weeks. 

Bell: You're just tal~ing about the preliminary discussions; 
you're not t alking &bout aovancing the date, areyou? 

l! . loi .Jr: I•m talking about doing the financing on lolay 31 . 

Bell: Is t ha t right? 

Harrison: I say that I think this time, as long as the bond 
market and the note market have been through what 
they have been th.r ough, and have had the shock they 
have had, you may possibly decide that you will want 
to wait as long as you c an in June to see which field 
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of financing opens up for you. 

True , but I thought for today I'd l ike t o t hi nk i n 
terms of the 31st, as a tentative date - I mean no 
announcement, just as a tent ative date . Because 
you fellows ha ve a l ways been asklng for more time . 
Now you don ' t 1vant it? 

0 

No, I think Burgess probably would want it . I ' m 
just trying to figure out 1n your own behalf the 
advantages of your waiting as long as you can. 
Now, maybe Way 31 will be ~u1te adequate . 

Nell, we don•t Anow bow l ong you people can resist 
selling so~e bonds and we thought we better get it 
over With . 

(Hearty l aughter) 

Harrison: But the important thing, I think, Mr . Secretary •• •• 

Sinclair : It ' s a nice day outside . 

H. l.! . Jr : I mean jus t how l ong before you decide you' re going 
to have a selling progra m, so . • •• 

Harr i son: I think the i mportant thing at the moment, from our 
standpoint, a s the Chai rman pointed out, is to ascer­
tain from you wha t you have already told us, t hat 
between now and June your plan is t o continue with 
the present bill financing . 

B.W. Jr: ·we need 350 million dollars, due to the - we need 
every dollar of tha t . 

Bell: Yes, si r. 

8 . /A . Jr: I mean we can1 t get along wi t h a dollar less . 

Harrison : What I was i nterested in was whether you're going to 
a sk f or mor e . 

B. M. Jr s No . I ' m consciously taking a risk, which I don't like 
to do, by not asking f or more, but I am willing to 
take t he responsibility and t he risk by goi ng along 
tbls way . But I hope I ' ll never have to do it agai n, 
because - I mean I'm letting the wor king balances go 
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Harrison: 

ii.14.Jr: 

Harri son: 

H • . I .Jr: 

Bell: 
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down to less than JOO million dollars. I don't 
like it a nd I don't want to do it again. 

Of course, you people may pass a resolution and 
a sk me to de-sterilize some gold , but I don't 
want to have to meot a resolution l ike that . 

But we can get nlong very, very c a refully, as we 
are . I don't know, the market keeps talking about 
an extra hundred million dollars; we haven ' t got 
that in mind. 

Vlell, I think that is i mportant to ..rnow. And I 
don't knoK whether it mi ght be important for the 
market to dnOW on these bills whetoer you contem­
plated any changes . 

73 

George, if you go back... . I•ve never said more 
than a week in advance . Supposing .ve suddenly had a 
bunch of gold dumped on us; we might haveto ask 
f or more. What? 

Yes, I see. 

I mean if I commit myself for the rest of this month 
and then suddenly somebody dumps 50 million or a 
hundred million dollars worth of gol d on us tha t 
we didn' t expect, we 'd have to change . But if 1t. 
goes along as it is, we •re all r ight. 

I see . 

dut if suddenly bng!and dumps a l ot of gold on us, 
then we mignt nave t o borrow some more money. 

Or somebody else . 

Or someboay else . And that is why I told the news­
papermen Monday tha t, as far a s the bills were con­
cerned , they were on:a week-to-week basis . But you 
people are here and want to feel our pulse and look 
a t our teeth, and vte have no cavities . And that• s 
the situation. Right? 

(Nods yes) 

W6.yne? 
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(Nods :yes) 

Want to say something? 

I d on ' t ~ow whether :you want to take advantage of 
tne people being oere - I mean to discuss maturities 
again, or do :you? 

Oh :yes. 

Not for the se next two- next three offerings, but ••• 

You meon maturities a t this stage . 

You mean six months bills, three months bills . 

Well, ROuldn 1 t it be well , while we 1 re here, not only 
to discuss m&turi ties of bill s , but to discuss the 
whole question of bonds and notes and - I don't mean 
t na t it ' s just t he - the apparent merits, a t least 
at t he moment, of t he various issues . I - I feel 
t ha t unless toe situa tion i s v ery, very different 
th~n it is, that a bond i ssue would be a mistake . 
Bonds should pr etty l a rgely be t aken by the investors, 
and I don 't believe the investor s would come in and 
take bonds .••• 

Couldn't George Baas distribute this (charts) if that's 
what :you're going t o talk on? 

(Baas d~s tributes charts) 

.••• to the extent necessary a t this particular time. 
I think the short-term market is the market that can 
be depended upon. The banks are i n easy position and 
there is a large supply of funds in the hands of 
investors and institution investors . But they will 
not go to a sufficient extent 1n the long-term field 
until they are certain - there are certain features, 
I thi~, the uncertainty tha t e~sts today, that 
they would want clarified. 

If :you need 750 million at the moment, it would be 
my thought that you might gat 500 million in June, 
or 600, and then increase the bill issues; instead 
of s t arting J uly, suppose you might start immediately 
after the financing and merely increase the total 
supply cf bills out st anding • 
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Well , I'm absolutely opposed t o that, Marriner ; 
I •m absolutely opposed to t hat. 

You don't want to 1ncre~se the amount of • •• •• 
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I just want to go •••.. Ne fellows absolutely bent 
ourselves double t o go al ong and keep the money 
m6rket easy ana borrow the minimum, and I think 
we ' ve done anything that the Board could possibl y 
ask to cooper a te <~ith you fellows . 

I< ell, of c ourse ••..• 

Now, may I just finish? I look at this bill business 
as a thine, as a mhtter waicn ~e always wanted for 
an emer gency , and I want t bnt reserve borr owing 
po~er when something goes wrong . And to do what you 
sug~:est and to 1mrk tht.t up to three billion dollars -
l don ' t want to do it . I mean I don ' t- I• ll pay 
whatever the traffic calls ror , but I'm not - if 
anything, I want to go the other way, I want to let 
some of the bills r un off, and keep t hat as an emer­
gency thing . It i s a nice device, but I ' d like to 
use it t he way we have up to now. 

And I haven't had any means of t esting the market . 
I understand Burgess comes back on the 20th. I s 
that right, George? 

Yes, al t hough he didn ' t look very well this l as t 
week . I don ' t know whether he should come back . 

but ~ want to r ight now say that I don ' t want t o 
increase the bills; i f any t hing , I want to decr ease 
them. And I don' t car e whether it ' s a no t e or a 
bond or what it i s , but wi t h prices sweet enough ••.. 
You f ellows, I don' t think you can convince me to 
increase the bills . An~ I don ' t taink we are a sking 
t oo much to ask t he System t o cooperate with us when 
you consider wnat we have gone through the last three 
months to cooperate with you fellows . 

VJell, we 're not suggesting, or a t least I 1111 ne t 
suggesting it from a standpoint or t he System; I'm 
merely sugg esting from the - from what I think would 
be in the interest of the Treasury. 
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•'ell, I csn•t see it at all. I mean you suggested 
it the other day - nLet us run up to three billion 
bills" - and I Just can 't see it. Now, if every­
body disagrees with me, I'll begi.n to listen, b ut 
I'd like - but if everybody says I'o wrong and 
we should let the bills go up to three billion, 
O.K., I'd examine it this next week. 

Well , you've got a market for bills . Fir st you have -
you t ake the banks, being closer to their r eserve 
requirements, that is, the excess reserves not being 
a s l arge and excessive as it was - the banks want to 
invest in the r egulE.r short-term paper . It isn't 
only an experience here but it is true all over 
the - particularly the British situation. 

I wes in New York last week and talked to r ive or 
the money market bankers, and they are interested 
in the bill market . I know 'banks generally, so far 
as excess reserves, 11: they've got excess reserves, 
they ' re interested in using their funds in the bill 
market. Now, it ',Y1ll be to a certain extent in the 
note market, but less so possibly than in t he bill 
market . 

The bond m~rket, I think, is a field that you ' ve 
got to look t o investors for, l ar gely outside or 
the banks, because I believe the benks have es many 
of the l ong-term issues as they possibly should 
have . 

••ell , I - you told me the s ame thing when you were 
over here and I•m not prepared, and I haven't seen 
but one concern who dropped in, and I 'm not really 
ready to talk. But I hove al ways felt that ••••• 

( \'11111ams comes in) 

Hello . How do we address you, as President or 
Dean? Congratulations. 

Thank you. 

But I'm not really ready; it ' s useless to talk. 

\'/ell , maybe I ' d change my views in a couple or three 
weeks, but I'm merely throwing this out tor the purpose 
of a discussion, because it is only by discussion . • .. • 
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You don 1 t want to - you don't want to - you may 
disagree, b ut you a t leas t wa nt our best judgment 
in t his matter . 

H.M.Jr: Yiell , I d on't see how you can g ive it to me a t 
this time . 

Eccles : Well, based on the present situation, tha t's all. 
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H.M. Jr: Viell, a couple weeks ago you fellows were all wor­
ried about the nine months stuff. You called this 
meet i ng , you told me , b ecvuse you wanted to discuss 
giving up nine months and so on. Uow for two weeks 
the nine months go all r ight and now you don't want 
t o discuss it . I mean t he thing changes so f ast. 

Br oderick: Mr . Secretary, of course you r ealize there is really 
no market for nine months bills except New York. 
'l'hat mut.urity hasn ' t appealed to the r est of the 
market at oll. And I believe the bill market will 
never be healthy until the banks elsewhere can be 
or i8inal bidder s , and to do tha t they must ha ve a 
maturity which will appeal . 

H.M. Jr: .'/ell, I t hink you fellows have been awful suckers 
the way you have taken those off the dealers' hands . 

Broderick: Hasn't t hat helped the market7 

H.M. Jr : Yes, but you•ve got t hem all educated wrong down 
tnere. 

Broderick: ••ell, let ' s educate them over. But I think if we 
had a wider distribution on the short-term bil ls 
throughout the country, you•d be surprised at the 
degree of health it would give to the market. 

H.Y. Jr: Listen, I don't -what I' d like not to do today is -
I don' t want t o say ~ow I really feel what ' s happened 
t he last three montus, see? Now - and Just leave - let 
it go . 

Broderick: It ' s the pr esent and t he future we're interested in. 

H. lii.Jr : I • d much r ather - and r ra nkly , I don't think on a -
from doy to day we can d ecide whether it•s going to 
be bills , notes or bonds, b ecause the t hing has changed 
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' so f ast and the whole sentiment has changed so the 
last ten days; not only - the whole financial thing 
has changed so tremendously that I'm hoping that it 
will continue to change f or the better between now 
aiXl the firs t of June . And I frankly wasn't ready 
t oday to do aeyt hing other than g ive you people the 
pi cture or what our finoncial needs are . 

But I just do want to s ay, a nd I want t o - tha t 
we have jus t tied ourselves in a double knot by 
letting our working balance go below 300 million 
in order to cooperate on the policy or the Federal 
Reserve Slstem in handling excess reserves and 
nandling the bond market . And I feel on the 15th 
of June tha t we want .t o b uild up our balances and 
do it as well and as economically as we can. 

But in three and a half t o four years I've been here, 
I•ve alway s fel t, and everybody that I •ve t alked to 
has always agreed with me, that "don' t overwork the 
bill device, " that that is something you want to have 
to f all back on in t imes or emergency. 

Broderick : That's right . 

B.M. Jr: And I don't think - I think we have passed the emer­
gency and I c an 't see a t this stage - t he little reel 
I have, which is very l ittle - that at this time we 
want t o increase t he tot al number or bills outstand­
ing . I mean I look on it as an emergency device . 
tlow, if I - as I s ay, i f ever ybody in the room i s 
against me end as we get nearer, I'm not going to 
stand out alone . 

But c. F. Childs walked in here with his New York 
bond murket man, uninvited , and I never heard a more 
bullish man in my life . He practicall y said, •You 
can sell anything you want t o; the country is lousy 
with money." And be said , •As long as you are mod­
erately r easonable, they' ll take aeytbing that you 
offer." He said, •We ' ve jus t made a complete check 
of the country . " He said , "Don ' t worry about a thing . 
Your June 15 issue is a sure success . " 

I didn' t ask to see him; he walked in here . He said, 
•Everybody, insurance companies - everybody ' s just 
lousy w1 th money. n 
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Well, we 1ve known that. They ' ve been that way 
all through this period , too - for the l as t two 
months; the situation hasn ' t changed any . You 
wouldn ' t tntnk t hey ~ere, though, if you could 
look a t t ha t market a month ago. 

Mr . Secret ary, I didn' t know a~body was coming 
here to talk about what you ' re going to do in 
June . 

I ' m not r eady to discuss it . 

Ther e ' s one thing I wanted to know; you told me . 
That is what we should plan about bills. Because 
my executive committee puts me on the spot every 
Yonday morning - "Now, this bill thing has got t o 
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go this week . Wba t you going to do about cleaning 
it up?" - ana it 's been r a ther a nerve-wracking 
performance for two or three weeks . It would be­
come more so if you had advised us that it was likely 
you were going to increase t he amount of bills you 
were going to ask for each Weanesday between now 
and June, and I 1m glad you ' re not going to; but 
I d 1dn' t know whether you might not have to. But 
as long as you ' ve answered that in t he negative, 
much of the worry I 1 ve had about the bill market 
vanishes . 

On the o ther hand, I do still think that whether 
we have been right or wrong in our guess about the 
nine months bill, some dey, as a matter of caution 
and conservative policy, the Treasury will have to 
consider - that ' s all I think - the possible r educ­
tion of tha t ma t urity . 

I •~ton ' t orgue about that. 

I ' d like t o ask the Open Market Committee a def inite 
question and then I ' ll answer you what I have in mind. 
Have you e~ worries at all if we say to you people 
that we td like to continue Just as we are to the 
second of June, 50 million of nine months and 50 
million into the 15th of September? Have you any 
worry about that program ~om now until the second 
of June? 

I haven ' t. a ~. 
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McKee: Neither have I , ir you ' re going to be satisfied with 
the rates as they come . 

l:l .li.Jr: I •m satisfied. 

Sinclair : "e' ve had in Philadelphia more bidding this week 
than we have had to so~e time on both the longer 
and short bills . 

H.U. Jr: I mean that - now, if anybody is worried about 
tha t program • • • • 

Broderick: Not at all, not at all. 

H.1 .Jr : George? 

!:Iarrison: No , I think it ' s going. I feel much more encouraged 
about it than I did a week ago, and still more en­
couraged than I did two weeks ago. Now we're over 
Kay first, we have more excess reserves than we 
originally figured we would have, and the bill mar­
ket at the moment is pretty sound and carrying 
itself. 

IUI.Jr : 

!:Iarrison: 

l:l.ll.Jr: 

Harrison: 

I do think we 1 ve got to face this one difriculty, 
and it comes up in view of a comment you just made: 
That outside of New York and outside of a few banks 
in New York, the nine months bill is quite unpopular 
and when the dealers get them, i f we didn ' t toke 
them off their bands, the very next Monday bidding 
you might have a flop in your nine months b~lls; 
and that's the only reason we ' re being s uckers, as 
you explain it . 

Wen now, what I want to s ay to you, what I had in 
mind was this thing, that if we could get between 
800 million and a billion dollars in June, I had 
even thought of the possibility of after that stopping 
our nine months for a while. 

I think that would be fine. 

Letting our bills run down, and then start in with 
a six months bill. 

Six and possibly three . 
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Or just going - of going to the quarterly. And 
then save that device again for a time that we 
need it . 

I'd like to take all the traffic would bear; I•d 
like to get all the money I could in June, see? 
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Mr . Secretary, would you consider this? You asked 
whether the present bill program is satisfactory 
or are we worried about it. I think that the rec­
ords of the last two weeks show that the nine months 
bill is apt to go just because of New York. I think 
it won1 t go, frankly, on a given Monday if we fail 
to clean up the pre.vious llonday ' s nine months bills, 
and tllat • s too much of a risk to take, frankly, right 
now. I •m wondering whetner you might not in the 
next few weeks consider - there may be some reason 
agai nst it that I don't know of - but whether you 
wouldn't consider issuing nine months bills and three 
months bills r a ther than nine months and September 
bills . Because you don ' t need to put so many bills 
in September a s you did in June for the reason that 
you have a good mPturity in September anyway, a nd 
the purpose of putting bill s into September, or 
at least the purpose of putting bills into June, 
doesn't exist to the same degree for September . 

And what is running through my mind - with al l this 
t alA about, these fellows saying, "We want a nine 
montns bill - I mean a ninety-day bill," couldn 't 
you possibly consider now taking some of the matur­
ities during the rest of this month out of September 
and giving them what they want for a while? That 
'is, a cnoice between ninety-days that they s ay they 
want a nd the nine months which you want. 

Well, may I answer you this way? ~at I'd like to 
do, if possible, for everyboay concerned, is to 
continue as is until the second of June, so that 
we don't make any more headlines . 

Well, I•m against headlines . 

If we can go just as we are with no change, no cause 
for newspaper comment, just run this show as is until 
the second of June, not having discussion "Why did 
they chpnge, why don' t they do it in September?"··· · 
If we don ' t do as much in September, they say, "They 
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think they 1 re going to get their income taxes 
reduced; they don't expect the money; therefore, 
they don't need the mnturities.• There's all kinds 
of people Just looking around to write columns and 
stories and explanations, and so on. I ' d like very , 
very much to - if possible, to run the thing as is 
until the second of June without any changes. 

If you do that, don ' t call us suckers for taking 
them off the dealers • r1ands . 

Hbat 1s the difference between three months and 120 
days? 

Very little in f act; very little in fact. 

i ha t 1 s what they're getting now. 

But we ' ve been serving - both the banks ano a lot 
of the corporations are trying to get interested 
in bills. I had a long t alk ll'ith W.alter Teagle of 
the St andard Oil about it, and he went back and sur­
veyed it with his board and he says they are now 
buying your bills and they •ve been buying bills to 
mature before June 15 , when I think they ha ve a 
dividend . I asked hirn wha t he was going to do 
after June 15; I think they pay on a semi-annual 
basis and they ' ll be interested in something before 
December . There are other corporations, however, 
that ha ve a quarterly payment and there is no doubt 
that the ninety-day bill wil l suit the corporate 
demand better than the nine months bil~ or even the 
six months bill, on the whole. I think that when 
you can, whether it is no«, or for the reason that 
the Secretary says , you want t o put it off to June -
my r ecommendation would be to try two kinds of bills 
simultaneously ; the t is , the six months bills and 
the three months bills. And I understand from whet 
the Secretary says, thnt that is not beyond considera­
tion after June. 

Wha t I •d like to say to Chairman Eccles, i f it is 
agreeable - today's the 12th; if you don' t mind , I•d 
like to meet with you fe l lo«s again on the 19th, I ' d 
like to meet with you again on the 26th. 

It • s all right w1 th me . Nna t about you (i>inclair )? 
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All right with me. 

All right with you, John? 

Yes . 
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All right, we 'll f i gure that t he 19th and the 26th. 
hnd wnen you come in here on the 19th - today , the 
12th, we ' ll send out t he same noti ces again, the 
nine month and the bill in September - and then 
when you meet on the 19th, we ' ll give you another 
chance, we 111 t alk it over again, see how the thing 
is . See wha t I mean? I mean I ' ll keep this decision 
on a week-to-week basis. 

You won't be overloading $eptember 15 by keeping up 
the September bills, Will you, Kr . Bell? 

35v million . 

And how much your maturity - about 800 million? 

817 million of maturing notes . But if you want to 
use part of your notes, you ' d have t o confine your 
refunding to a certain percentage, see? 

.Vell, all I had in minJ was that if, without causing 
other .. uestJ.ons or ileadlines, you could lighten that 
maturity of September by having your three months 
bills for the remainder of t his month, you might Just 
be that much better off in September . Now, as against 
tnat, you raise t he .. uest1on of headlines, and t ha t 
is .•• 

Vlell, you can think it over , but all we can decide 
today would be, does ai1Ybody in the room see any 
ob Jection to announcing - sendi ng out the \vires • ••• 
ii e do 1t on Wednesday, don• t we? 

Yes 1 Wednesday afternoon. 

••e make the decisi on Wednesday . .. .. send out that 
next Konday we•ll offer 50 million dollars or nine 
months and 50 million of bills due September 15. 
Does anybody see any objection to that? 

No, I s ee no obJection to thot . The nine months 
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bills were cleaned up t hi s time for the first time 
out of the d ealers ' hands wi thout our intervention . 
Be inter est ed i n t ha t . 

Yes, I know. 

04 

Most ly due to the f act t ha t the Banker s Trust Company 
took such e big wad of them . 

As I say, we 1ll oeet here a week f rom t oday ; we ' ll 
heve the same discussion over again. 

but you' re going to have an entirely differently 
situation in your nine months bill market after 
June second . See, woen you•ve got 50 million jus t 
nine months, no shorter t erm bills, your r ate ought 
t o materially improve; and tha t will be af t er June 
second in your nine months bills . 

Gecrge, get t his t hing . "1nce I have been her e , 
I have never permitted mysel f" the l uxury of having 
any monetary hobbi es . Now, t he nine months isn 1 t 
my hobby, see? And if t t doesn ' t work out all r i ght, 
I can change , because I 'm not committed except from 
week t o week . 'Hha t? 

Well , I think your nine months bi lls look bett er today 
than t hey did two weeKs ago . 

But t oe only thing - I don ' t say - the d iffer ence -
where Eccles and I mav be thinking a littl e differ­
ently, and I may change next week and he may change 
next week - I r eserve the r ight to change this af t er ­
noon . .. But my own feeling is t hat when I can get 
the money I• d like to get l t and let t he bi ll t hing 
r un off and save that for some other time when s ome­
body else is going to do something •. ,hich will upset 
t he market . 

Mr . Secretar y , may I Just, as a mat t er of . .. I was 
a lit t l e upset a t your st atement about the f act tha t 
our administrat ion of - our t aking off the dealers • 
hands •.• . 

Do you mind referring to t he Dean of t he School of 
Administ ra t ion when you t alk about administration? 

Publ ic Administra tion . lbis is pr i vate . 

H. ll . Jr: Oh. 
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I wonder , do you really feel strongly about our 
cleaning up the dealers each week? 

No, I think •••• 

I thought you Rere very much in f avor of that when 
we di d it. 

I tell you how I feel about it. (Laughing) You don ' t 
like the word "sucker .• 

No, I never like t hat word particularly when it 
applies t o me . 

I thin~ under the circumstances that you couldn 't 
stop t ha t overnight, see? ~uite frankly, I wasn't 
aware of the f ac t tnat evidently it's been the 
policy for some time for you people to clean up the 
dealers 1 shelves when they got overloaded, see? I 
mean maybe you've done it before, but I didn't know 
you did it in any such l a rge quantity. And therefore 
tney go in there and if it ' s all right - as long as 
you •ve asked for this, I ' ll tell you- they take the 
profit, and if i t isn' t all right they dump it on the 
System. And that's why I use that word . Now, it is -
it hedges you in. 

I would much prefer not to do it at all . 

Hut in the middle of this I wouldn ' t - I certainly 
wouldn't want to start something new between now 
and the second of June by simply telling the dealers 
you•re not going to stay behind them. 

Let me say something on this whole situation here. 
' 

I mean just - I mean to do it between now and the 
second of June and come back here Wednesday and say , 
"Just because you called me a sucker, I wouldn't 
stand back of them, and now see what happens, • -
please don•t take that attitude . 

I just wanted to be sure. 

But it ' s a system which has grown up ••••• 

The trouble is the excess reserves - if we had enough 
excess reserves into t his picture so that they were 
in the super-abundancy in the New Yor k area •••• Now 
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'Ne got 800 million excess reserves, llhich, taking 
the System as a whole, is sufficient; it is more 
than we have ever bad and should finance any 
necessary short- term financing. However, there's 
about 200 million of that in the !lew York market; 
the rest of it is throughout the country . The New 
York market is the bill market; the rest of the 
country are not e ducated and know very little about 
the purchase of bills . Now therefore, you have 
almost a monopoly of the bill market in the New 
York market . Our failure to get into that picture 
and do something about it means the management of 
that bill marke~ by those dealers. 

Now, where we are suckers is to have a law that 
prohibits the Federal Reserve System from purchasing 
directly from the Treasury and assuring the success 
of a bill financing . !low, we got in the law of 125 
a prohibition to do that. And I'd like to say to 
the Treasury here that the sooner they correct that 
and put the Reserve System in a position to - if need 
be, like the Bank of ~nglond is ••••• Why do they 
get - why do they assure always the successful opera­
tion of the bill market in London? 

Do you want the same system? lie can also sell you a 
little gold? 

Well, if you'll give us the r ight to increase 
reserves and get a unificati on of the banking system -
now, there is - 1n other words , a unification, that 
is, an enforced membership of the banks in the ~stem, 
and then the right to further increase reserves, you 

' could meet that problem without any t rouble . But you 
can' t increase reserves further where your banks can 
slip out from unoer you all the time . You see? And 
you can't do it without having the r ight t o increase 
reserves further . 

But I ~tented - what I wanted to - I have no apologies 
t o make whatever f or the attitude I have taken with 
reference to this bili market . hnd I think that not 
only now but that as a contlnuous process, this Open 
Market Committee cannot assume a management of the 
domes t ic money pictur e wi t hout dealing and ge tting 
in that bill market constantly and currently, until 
you change the system; tha t if you want - i f you ' re 
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going to let five Government bond dealers run the 
money market , that is one thing, but as I conceive 
of this thing it is the business of this Open Karket 
Committee to run that market . And I don't t hink 
tha t we are suckers at all when we purchase bills; 
that may be necessary in order to ~intain a s t able 
money market. 

Broderick : You get 8 stable bill market when you get 8 wider 
distribution. That ' s what we need. 

bccles: That' s right . 

Broderick: Not run by the five dealers in New York. You'd have 
no market unless you ' d have those f ive dealer s . 
Rhat' s tne s ubstitute for tha t? A 'wider market. 

Eccles: You haven' t got t hat . 

Broderick: By patient educati on you can get it . 

And moy ~ say also, so that t he Secr etary may not 
think we are . . . . I think tha t section of the law 
which forbids the Federal Reserve banks from d eo ling 
directly with t he Treasury is a good section of the 
law. I d on't agree with you (Eccles) on that point. 

Eccles : Well, I don't expect t o have a unanimous agreement 
on all these qu.estions; but I 1 m merely giving wha t 
I see in this pr oblem of Treasury financing . 

H .~ .Jr: Well, may I say this, that with t he conditions as 
they have been this last month, and with the buying 
of t he bills concentra t ed in New York, and with the 
lack oi' dis tribution and the fact t hat you couldn ' t" 
buy, there isn ' t . ·anything else that you could have 
done . · 

Eccles: No, und not anything I t hink we can do in the future 
for some t ime t o come. 

Broderick: And we ' re going t o help all we can. 

a .M. Jr: And I think it was highly important t hat you did do 
it, b ecause - I mean as long as you f ellows took the 
action you did take, with the r esult of what happened 
to t he bond market, if you didn' t step in in the bill 
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market and do what you had done, why, the country 
would certainly have been gone . I mean there's no 
question about that; I mean the bond market was gone 
ana the only thing left was the bill market , aod the 
country and the dealers ~Gnted some assurance that 
somebody still was interest ed in the - in a Treasury 
obligation. If you fellows hadn 't stepped in there -
well, we •;ent all through tha t one night at our house 
and tha t was settled . 

You have a concentrated money power in New York. 
Now, you can say what you want, but you ' ve got those 
five dealers and a few very large banks and a few 
large insurance companies, and you have the concen­
t r ati on of the market there, pretty largely . And 
the - if you want t o put enough excess reserves , pile 
t hem back into the Sy s tem, and which - s ometimes 
tney•d have to be taken out again and then it would 
cause real difficulty You can always - you can 
insure a mbrket certainly for short- term securities . 
Now, there's an adeyuate supply of reserves today 
if tha t 81.lJ million was all in Ne1v York, but inasmuch 
as it isn't and the bill market is in New York, it 
seems t o me that it is the business of this Open 
Market Committee to - if tney•re going to assure 
an orderly market, a bill market at reasonable r a tes • ••• 
I don't say - I don•t ca ll r ates above these present 
rates reasonable rates , in view of where t hey were . 
I t hink, looking at some time in the fUture, they 
may be advanced to s ome extent, but With the present 
excess reserves and t he tremendous deposits and the 
advance He ha ve had in r a t es, it seems to me that 
rates o round the present level for short-term money 
could be considered a reasonable rate . 

l'he New York bankers that I s aw l ast week said tht'lt 
if we got higher rates, t hen t he - no doubt the 
banks tnroughout the country - if t he rates were 
high enough, that would attrac t those funds in. 
Well, 1t seems to me tha t if we•re going to have 
an orderly money market, t ha t means an orderly rate 
structure, and that at this stage of our recovery a 
substantial increase in the Government short-term 
rate would not be either wise or justifiable . Thet•s -
there may b e a lot of disagreement, but I just want ed 
to get my point over end the problem t hat 1 see here, 
and where I may disagree very thoroughly with George 
or other members of the Committee; but a t t he same 
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time that ' s your problem. 

Mr. Secretary, may I make a statement about this 
bill situation? 

Please . 

I unders t and that is all we ' re t alking about . 
Personally, I think your opportunity to continue to 
sell ninety-day bills is better now than i t was two 
months ago . 

You mean ninety-day or nine months? 

89 

Nine months . Now, when you r ealize that these 
corporations - that these corporate fUnds are not 
going to be employed to buy ahead for long-terms, 
that they 're going to get what tney can on their 
money and they ' re going to employ those loose funds 
in bills or anything else of short maturi ty ••• Now, 
I can ' t agree witn some of them that you- thut a nine 
months bill will not be popular f or some time to come . 
Maybe there will be a time when you will have to change, 
but I think when that t1mo comes then by changing 
you •re going to affect the yield on all Government 
securities . Now, temporarily it might drop commen­
surate with a snorter maturity, but it will f1llally 
get up to t he r ate that you are paying on nine months 
bills . 

You mean if you take a six months . 

Yes . 

Well , I don't know, and as I say , I simply fee l we 
are in a period where things shift awfully fast. I 
mean two weeks ago the financial community seemed to 
nave a bad attack of j itters; no one is calling me up 
aqy more asking about the price of gold , so temporarily 
tney're not worriea about it and things seem to be 
quieting down. No~, wnen you gentlemen come back 
next week I don't know what the conditions are going 
t o be, and I can' t make any commitments on this bill 
thing or how we will borr ow more t han a week in advance . 
And , as I say, as we come down, and only t wo more meet­
ings, 1f we can put it through on t he .31st - und that 's 
t entative - I think maybe we 1ll arrive at how we can 

Regraded Uclassified



Eccles : 

H.M.Jr: 

Eccl es : 

H. ll .Jr: 

Eccles: 

H.M.Jr: 

t.ccles: 

B.M. Jr : 

90 

-23-

borrow tne money; that's all I• d like to do. But ••• • 

• ~ell , certainly He can assure from now until June a 
successful operation or your bill financing or a 
hundred Clilli on a week in the three weeks. And 1t 
should be - and inasmuch LS Ne have been able to do 
waat we have over the past few weeks over a much more 
difficult period , much more difficult situation, 
there certainly shoula be no difficulty whatever in 
assuring the success of a bill market from now until 
June along the line you discussed . 

And you fellows won't make any change in your Open 
Uarket Committee without letting us know, between 
now and June • 

• :'hat do you 111ean, c nange? 

Any change in your policy . 

Oh no . 1/e have - this is - this comcd ttee can 1 t 
change the policy . It i s a question of getting a 
meeting of the full Committee if we 're going to 
change . We operate under the policy adopted by the 
full Committee . 

Well , I meant - I•m talking - I 1m talking about the 
Sys t em now. 

Yes . 

I mean the System won•t have any change between now 
and the 15th of June without a t least giving us a 
chance to t alk about it . 

Eccles: ne have a meeting the 7th of June of the full Committee . 

Broderick: Heavy sale of our securities - that ' s what's in the 
Secr etary' s mind . 

B . ~ .Jr: I mean any change of any .•.. 

Broderick: I think you'll find, Wr. Secretary, tqat there will 
be no ma terial change in the policy without advising 
you fully before it happens. 

Bell: Can • t change the amount, co.n you, after you publish 
the statement, and •• ••• 
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Yes, the flew York bank, wtUch is our agent, couldn' t 
change the amount. 

I address ~self to tbe System. 

The Executive Committee has power to increase or 
decrease the port folio; we hove that up to certain 
amounts . The Executivtl. Conuoittee adopted a program 
of not permitting a reduction in that amount from 
week to week without special action on the part of 
the ~xecutive Committee . 

You're not interested in minor changes, just material 
coanges of two or three hundred million, something 
like that. 

I/ ell now 1 I meant - I meant anything tba t would 
affect this picture that we are all working on . 

You would be fully advised, r.tr . Secretary . 

What? 

You would be fully advised . 

I didn' t mean two or three - I meant even 25 million. 
I meant any t hillS that would materially affect •• • ••• 

Vlould - what would be your opinion if t here was a.ey 
change at all between now and June? •. 

Oh, I think that that is a thing that you ' ve got to 
watch from day to day . I 1m on record, and have been 
for three years, that I thought you people made a 
mistake when you freezed -froze the amount , ~nd I•m 
going to be the last person to say that you can• t 
let it run off if you got a very strong market . 

· You'd think, t hough, th& t that is a question of 
timing and - - the question of letting it run off. 

I t hink it is a question from day to day. I mean I 
don't - the thing - this t hing that we have gone 
through isn't a question of a wound that can be 
healed in a day or two. It ' s going to take weeks 
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or maybe months to heal what ' s happened here the 
last three months, and the thing ' s got to be 
wa tched Jus t like a sick child; the child isn 1 t 
well . I mean tais is something it's going to t ake 
months to recover fro~ . 

Wr . Secretary, you nuve said something to individual 
members of the executive Committee from time to time 
about the influence or the dictation of the dealers 
in New York. Now, I 1m not the counsel for the 
dealers , a nd I don't h11ve to defend them, a nd I 
didn ' t creute them; but the truth of the mutter is 
t ha t over a period of years the dealers have done a 
good job, and I don't know wha t we'd do without them 
right now, beca~se I don't know what the other 
mechanism would be, and for a while I think we ' ve got 
t o live with them. 

If, on the other hand, there is anything constructive 
that anyone has to suggest about what we can do 1n 
our r el a tions with the dealers, or in their relations 
among themselves, or their relations with the banks, 
I 1 d like t o know what 1t would be. I think it is a 
little unfortunate that there a ppear s to be growing 
up here among the member s of the Executive Committee -
ana I r ather gather your own feeling - tha t the dealers 
are extralegally dictating the Treasury policy . I 
don't feel tha t that is true; and if it is true, what 
can we do about it, or wha t should we do ~bout it, 
rather t h&n Just talk about it? 

\lhO are you asking? 

What? 

Who ore you asking? 

Anybody that can answer it . 

I don't think you can do anything about it right now, 
except for t he Open Karket Committee to take an 
interest end an activity in this bill market. That ' s 
what I think. I think that you can't change this 
dealer picture overnight certainly, and I don 't know 
that we 'd want to change it, cer tainly, until you find 
a sub~titute for it. But the Open Market Committee, 
in t neir operation, it seems to me, have got to take 
t hat situation of the dealers into account; and inasmuch 
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as we can' t buy directly, sucn as is done in other 
places ana sucn as •e could do once before, t hen 
it does seem tnat •e• ve got to exercise our influ­
ence in the management of the money mbrket , which I 
conceive to be our Job bnd our duty, through the 
security mErAet . And you get along witn the dealers 
under t nat kind of operation. 

Br oderick: r.lay I come back to another point in r egard to our 
System portf olio? You sa i d tha t it should not be 
a stated amount and I •ve never believed it should 
be a stateo amount, und it •s been a sta ten amount 
for t oo long . And I c ouldn ' t see much difference 
if that is flexible; it m~ht be down a few million 
one week ana might be up a few million the nex t week . 
But what ' s bac~ in your mind is that we start off on 
a program of deliber a tely r educing tnat por t folio 
in substantial amounts; t hat ' s t he type of operation 
you 1 re tnilll<ing of •rnen you ask to be advised . 

a . ~ . Jr : Thot• s right, you unders t and it per fectly . I mean 
you sta ted Jus t the way I f eel - I mean it should 
be flexible . 

Golden .: Mr . Secretary , may I ask you a question about your 
balances vti th the Federal Reserve banks? They are 
at a r~ther unusually low level, and that ' s one 
r eason that the reserves are higher t han we expectea . 
And l was «onder ing whether you were coc templa ting 
~eeping it a t th~t level of about a hundred million 
or is i t l i kely t o rise? 

Bell: 

Golden.: 

Bell: 

Eccles : 

I might say t hat they are down ther e because the 
board asked me t o let them run down so it wo uld ease 
the situa tion on May first . 

Yes, tnat •s right. 

11e can operate very well on 75 to a hundred million 
dollar s balance, end I s houlo say tha t it would not 
run over a hundred or 125 mill ion. I don't see any 
reason for it t o run over that . 

~he important point is t o keep them Within a range, 
to have a stabilizing influence, wnether it ' s 150 or 
100 or 200 . The thing thot upsets the mr rket, of 
course, would be to have them go from a hundred up 
to .300 or .350 within a very short period . 
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Of course, that won ' t be done unless t here is major 
fitu~ncing paid in c ash . 

That ' s what I wanted to know. 

It will be dthin a r ange of 75 t o 125 million. 

Because t ha t directly affects the volume of excess 
reserves immediately. 

Sure; I thought we were working on a plan here . 

I just wondered whether t hat plan was contin~, t hat's 
all . 

\'/ell, it 1 s continuous, yes, but I again reiterate, 
nothing can be continuous 1n these times. But we 
certainly extend to you the same courtesy tha t I am 
asking , that we wouldn' t change t hat without getting 
in t ouch with you people . nnd I t hi nk it ' s been 
demonstrated, as I have sai d a number of times, that 
the most 1mportant thing is tha t t he two institutions 
work closely together ; and I think that after we 
finally did get a meeting of minds it demonstr a t ed 
we could handle the situation . As I said before, the 
only thing I was worried about dur ing this whole period 
was that there should have been a break; and I feel if 
there had been ~ break, that would have been the most 
serious thing tnat could have happened, and I think 
there wasn't and the country benef ited by it. I think 
we ' ll give just as much cooperation as • • •• 

• • • you ge t . 

No . . •• •. as we have in the pas t . No, we don't - on 
that basis, Geor ge, you wouldn' t have got so much for 
a while . 

Those balances might run up a little, Dr. Goldenweiser, 
arouna the ciddle of J une . 

Temporarily in connection with your income t ax. 

Particularly if we get o large payment in cash for 
the new issue . That we can ' t contemplate . 

Your t ax revenue, too . 

Regraded Uclassified



Bell : 

Eccles : 

Bell : 

Eccles: 

Bell : 

B. lf.Jr: 

Eccles : 

95 

- 28-

Well, your Treasury bills will take care of a 
great deal of your tax revenue . But I can ' t see 
why we should get a large cash payment on the ma­
turing issue, because we ' ve got the special deposi­
taries drawn down to bedrock this time, and they may 
want the credit. 

Well, right there, of course, is where an open market 
operation would come into the picture, where you are 
taking substantial funds out of the money market 
through either financing or taxes, which would in­
crease your balances temporarily, maybe for a week 
or two weeks. 

That ' s where you ought to let your bills run off. 

Right there is where we should increase your holdings 
of bills and as the money ~oes back let them run 
off . See? I mean as you take the money out of the 
market we should put it back by the purchase of bills, 
to offset the decrease in reserves brought about by 
t he increase in your balances , and then reverse it 
after that period . ~ut that situation will only likely 
exist in your t ax period and your financing periods . 

That 's right. 

1'lell, if there is nothine; else, shall we adjourn? 
From today 1 t il a week from today. 

All right - 11 o ' clock . 
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lla:y 12, 1937 

To: 

From: 

Seoretar.r Korgenthau 

Dr . Burgan 

Treaeur,y bonde deoltned moderately t oda:y in a quiet 

market. An ea ster tendsno:y was 1n eTidenoe 1n the torenoon 

and quot~\ona dropped t urther i n the t1nal hour, the long 

bonds closing 7/32 to 8/32 ott troa :yesterday, with the 

exoepti on ot the 2 7/Se, ott 10/32. The rest ot the lilt 

was generally l/32 to 8/32 down. Some ottertnge out ot 

town were reported and there was l ittle tnterest on the bu7 

side, Treaeur,y bond turnover on the etook exohange totaled 

$l,P38, 000. In the guaranteed group the F.F.K.C. 's were 

4/32to 10/32 down on the day and the H. O. L. C. ' a were l/32 

to 4/32 dow. The note market waa quiet and easier, The 

1939 ieauee oloeed l/32 down, the 1940's were l /32 t o 2/32 

down and the 1941' • 3/32 to 4/32 down. 

Both high and eeoond grade domutto bonds ware Tar,y 

dull and a eomewhat eaeier tone preTa1led. Quotation• t or 

both group e were down •all t raoti ona troa .reaterday, at 

the oloea. 

Foreign bonde ahowed no ohangae ot ooneaquenoa. 

No purohaeae t or Traaeur,y today. 

ss 
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Present: 

Alllbaeeador Oawal.do Aranha 
Kr. Sumner Welles 
Dr. Fete 
Kr. Ta,ylor 
l.lre, Klot.r. 

~: Well, I underetand our respective Pree1dente 
talk~er var1oue things when they met on the trip down 
to South America. 

Mr. &ranha: Yea. 

HY.Jr: And they worked out everything together tor ue, 
Just leaving ue the details. 

)fr. Ara.nlla: 
talk only about 
to my Secretary 

Yee. And I Just want to know,becauee they 
general 1deae, what are your i deae to eend 
or the Treasury and decide about. 

HU.Jr: I eee. 

Ur, Ar!nba: Beoauee you know money and aleo the idea a. 

(Laughter b7 both the Alllbaeaador and the Secretary, ) 

HM.Jr: (to Kr. Welles) You were on the trip, 
want t~ 11111 upT 

Do you 

~· Wellll: Well, or oouree, I am a little embarraeeed 
apeak ng inhe presenoe or the Secretary or the Treaeury and 
a former Secretary or Treaeury on abstruee aattere or h1gb 
finance! But the bae1e or the convereat1one which the Pree­
ldente .bad and which I heard very briefly or down there ao4 

which I eubeequentl7 on our wa:t baolt beard a little 110re ex­
t.ene1ve1y, wae 110re or leee along th1e line: the Brazilian 
Government ia considering the creation or a central. bank. 
The ahiet obJective the Brazilian Oovernaent wiehee to attain 
ia a atab1lity in Brazilian ourrenoy. It .baa occurred aa a 
posaibility, and I tb1nlt that tha auggeation e..nated rro. 
the tallt Preaidant Rooaevelt had with Preeident Yarsaa, that 
it a16At be poelible to work out ao•e arrans .. antl with tha 
Brazilian Government wherebJ aome or the gold reeervee or the 
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United Statea could be made aYailable to the central bank 
to be created by the Brazilian GoYernaent and could be ob­
tained b7 the Brazilian GoYernlllent, you llllgllt al.lloa t aq, 
•on the inatal~ent plan', OYer a period ot years, gold that 
m1gbt be segregated tor tll.at purpoae to be earurlted t or ac­
count ot the Brazilian Goverruaent and ae inata~ent p&Taenta 
were made over the courae ot 7eara that each 7ear the gold 
would be sent, the pb3aioal pos1e11ion ot the gold, t o the 
Brazilian Government. That wa1 the general bal1a ot their 
discussions. Anything else that oocur1 to 7ou, Dr. Feilf 

Dr. Fe1s: Only the interest rate to be nominal . I thlnlt 
we talked 1/~. 

Kr. Wellea: Tnat was the President , Pre•ident ' RooeeYelt'• 
idea. 

HK ,~r: It doesn 't leave 
oh&rglng too much intereat! 
it's too much! 

(Much laughter) 

me aueh, dose it? 
Too high interest! 

I thinlt he ' • 
I thlnlt 

Kr. leranha; We sq 1n Portugeu, I don ' t know 1n Engl1eh 
(here the Ambaeaador spoke 1n Portugeee. ) 

Kr. Wellee (Translating): 11hen the charity is great, the 
poor aan ie worried.• 

Hll,Jr: lhleh ie another way of ea.ying, "Beware ot Greek• 
who come bearing gitta.• 

Ur. Aranha: Santa Claus! We once started (and I can 
send to 70u all we had that's in Brazil) -- Sir Otto Niemeyer 
went down and made a etUd1 ot our central bank and all and we 
have tll.at alao in Englia.h and at thie time h18 ideal wae to 
make a l.oan ot 1&,000,000 pound•, but he left Brazil Juet in 
the moment 1n which England devalued the pound and that wae 
1apoeaible. After that we had all theae trouble& with the 
world. 

HK.Jr: That wae 1n 19311 

¥.· Aranha: Yu . And we dld not think about the18 gold 
poune tor our 1110ne7. After talking t o the two Preeidente 
we dea1re to start th11 ponib1il.1t7 and to know what we can 
do. our 1110ney, the value of our money, ia 1111prov1ng enry 
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da¥. The Government. 1e Just. working against. that. . 'fa 
nave gold, but. only trom our minee. 'fa have now more or 
leas 6,000,000 pounds 1n gold trom our alnes. 'fa are ever, 
year buying. Tile gold is tree -- t.he exportation ot our 
gold - but. we are bu,y1ng trom people who want. t.o eell t.o 
our banks e.nd 1n t.b.ree years we bought. <1, 000,000 pounde . 
We have t.h1a gold refined and no 110re; that. 1B onl,y gold 
we have . We'have more or lese 10 , 000,000 pounds, t.hie 11 
a probability, in foreign bank1, troa our commerce. 

HK.Jr: Now, Mr. Ambassador, I would like t.o take t.bil 
attitude. Since I have been here I have never attempted 
to have any conversations with any country unless that. oount.r.r 
wiahee it. Now I don 't know Just how muon t.he Gonrnment ot 
Bra.zil wants to go into this kind ot a study, and it's an 
internal utter ot Brazil. It they r eall,y want to do 1t, 
then ~ time i s at your disposal. 

Kr. Aranha: Thank.you. 

HJI,Jr: But • 0 •• 

S9 

Llr. ,U'anha: It you allow me, I would suggest. to you t hat. 
1t we could put two specialists together to talk and st.ud,y our 
positi on and all our details and your r epresentat.ive wil l et.ud,y 
with ours and they will arrive t.o some oonolus1ona and, atter, 
t.bey will g ive to you tn1s conclusi on and to me, we could t alk 
because I cannot. take your time in theee det.ai ls and &leo t.heae 
details are ver.y t.portant. because we don 't know; that depends; 
many details t o know it that ia possi ble. Naturall,y Bra&il 
wants it bacauae we will tree our e.xcb.ange and we will improve 
our acono~ through entering t.ne Gentlemen ' s Agreement, t or 
example, and we will have t he gold here. 'fe don't want the 
gold in Brazil. We will have our gold, but we want only to 
have that here, 11ke a tund tor our international commerce 
through your country through t bi e tund, and the baee ot thil 
tund we will create here. 

BX,J r : 'fell, Kr. Taylor, who is Aeei etant Seoret&r1 , ie 
ready t o meet anybody whom your Government will send har e. 

llr. Aranh&: y .. . 

ID!alJ:: And, ae you eay, Just &I they arrive at a oonclu­
e1on (each Government. hae neceaear.y 1ntormat1on) I would like 
to tollow 1t ~eelt , because I am very much interested i n 1t. 
I think 1t 1& a very .1nteresting idea, but, ae I e.r, 1t 11 
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llr. Aranba: Yoe. 
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we would l ike t o otter our eervicee 
but we ! eel it 1 e nothing we want t o 

100 

HK Jr: It it '• to the mutual advantage ot both countries, 
tine ! t ut i~ it is not , I am sure you do not want it. 

llr. ~anha: Our idea is not to deal onl.y with this !or­
mation o this tund, ot the gold baail t or our money, but also 
the result s ot this agreement on our commerce becaueo we have 
now money troubloe with Geraany because we are comoelled 
Brazil is eolling to many countries whiCh don 't PaY ue . They 
gave a keg ot money which has no value. 

HU,Jr: We went all through that, both before the war and 
since t hen. 

llr . Aranha: Yes , but you have a way to resist, but Brazi l 
hns not. We muet have decision about this quest i on about 
these other countries. They don 't pay and we are compelled 
to sell thalli bocauoe we need this money to pay our debts and 
it we will have t his solution we will not sell unti l wo will 
be pai d 1n thie universal mone;y whi ch is 1n the market. 

Hl.I ,Jr: I understand. I want to say one otner thing, it 
I may. In other arrangements ot this kind witn other Govern­
mente whi ch I have bad to do with since I have been here, I 
confine ~selt purelY t o the Government, I am not interested 
in the private debts . I want to make that perfectlY clear at 
the beginning. 

llr. Aranba: Yea, I know that. 

HJl,Jr: I want to conttne it purelY to Government attaire. 

Ur. A,ranba: Yea . 

Hl.I. Jr: And it means t hat private matters are ot no con­
cern •.. 

Ur. t£'yha: I know. We will include all tba~ aa a reeult 
ot a goo nanoial poeiticn and a good money, All will be 
all right attar that, not with you -- with all. 
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HJl.Jr: I understand, fh.at rollow•. It's the •aae 
th1.ng. It we could keep the pound and the rrano and the 
dollar more or lee• even, then the man in pri.ate buaine•• 
can do bu•ine .. betweell the Govenuaenh, but first the 
Government bas t.o establish thAt for t.hea and then priYate 
business follows. 

Kr. Ararlba: That ia our illterest ill the case, 

RK.Jr: What would you do? Bring somebody up rrcm your 
Treasury? 
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lb' . Aranha: Yea, I will call ill fin or a1x da,ye . I 
will be here. Naturall7, that is a matter ror a specialist . 
I think that a d.iploaat cannot deal with aoney . 

Kr. Ta,ylor: E:Yen 1t he 1e a good Secretary or t.be Treasury. 

1Lr. Aranba: Yes. But when I was Secretary, we bad no 
gold and I do not understand about gold and this law about 
gold in Brazil, I made th1e law. And it' s reallY something 
which is doing very good deal in favor or our financial poe1-
t icn. Before, Brazil compelled all the miners to sell the 
gold to them, to the Government, by a special price, and gold 
could not be sold to the foreign countries and I rreed t he 
market and I set t he price b.Y the price or London and the 
m1nes l.lllproved t.beir production I thlllk ten tllles more and 
now we are produc1.ng aucb more gold and the GoTenutent 1a buy-
1.ng and we have 1n t wo years we bou.gllt 22 tons of gold and 
each ton ie 250,000 pounds. 

RK,J r: And the production or t he gold mines 1e growing? 

lb' . ,Aranha: Y ee . It is very well in Brazil. 

RK.Jr: I think it would be ver,y worth while, espacial17 
as we have established tne practice, now that we do t hil 
t.b1.ng as between Oovernaents instead or as between central 
banks. 

llr. J.ranba: Yea; we have no central be.nk. 

!Ql,Jr: Our arrangement with England and France 11 between 
Oovernaente . 

Mr. Arenh•: I know. 
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HM.Jr: And not ae between central banks , because we 
technically have no central bank here either, 

Mr. Aranha: I know. And U' we will not arrin to an 
agreement about that, I will sell to you our gold! 

RK Jr: We will give the same price that we do to ever.y­
body eise. 

(Mr. Aranha lett t he meeting at t his point. ) 

RK.Jr: The onlY thing, the tiret embarraeeing thina tbat 
happened, is this l/~. Did the bose reallY SA¥ that7 He 
must have, otherwise you would bot•havs s'-id that, 

Mr . Welles: He did; 1n Buenos .Urea sitting with me. 

HH.Jr: With Mexico on the money they actuallY use while 
it 1s earmarked, we don't charge them anythine, but it they 
want to borrow dollars against it then i t's ~· 
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Dr. rete: I don ' t think the WA¥ would be blocked to that . 

!!M.Jr: On earmarked gold we charge them nothing. I would 

rather charge them nothing. When gold comes in, it's l/4~ 
and when it goes out it's l/4~ , but it t hey want to borrow 
llilrei e or dollars against it then it's ~against the money 

actually used. 

Dr. Feis: The poesibility ot borrowing wae_not even dis­

cueaed. 

J!I(,Jr: It's not borrowing; it ' s an advance against their 
gold. 

Dr. Feis: Even that was not discusssd. 

~: Mexico deposited 12,000,000 ounces or silver and 
borr~$5,000,000 ot for eign eaohange and on that we charged 
them ~. but on gold in vaults we charge them nothing. 

Mr. Welles: I am perfectly eure that the understanding 
ia wltnin the limitations Dr. Feia W 1n aind. 

HM.Jr: And then the other thing, when I aaid 'It you 

don 't want to do it '. 

Mr· We l les: I am very glad you made that clear. AbaolutelJ. 
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JOl_._,[r_: But. h1a dropp1Jl6 t.hat., I nnt.ed t.o .Ue 1t. 
p ert'i'O'iiY pla1n. 

Mr· Welles: I lUll very glad you 414. 

H!4 . Jr: Because I t.hougbt. he wu a 11t.t.l e h1gh- hat. t or 
the moment.. 

Kr. !ellee: He 41d not. mean t.o oonYe)' that 1mpreea1on. 
Both the Pree1dent and the Seoret.arr ot Treasury ot Bra&11, 
1n 1111 Judpent, are yery anx1oua t.o do 1t.. 
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HIL.h:' 
1denn--

Does he c011e trOll t.Ae saae d1str1ot •• t.he Prea-

Mr Welles; Yee; 1nttaate tr1end. 

oOo-ooo 
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SPMCb flY• ~ S.cretaJ7 on _. 12. 19)'7 
at open nc ot eo.ater•c• ot IDt. leY. AceataUQ 
bald 1D Wasb1Dctoo. •. ~-

- 1 -

llr. llorpa\baal llr. c-181lour, CU\le-. I hae ao 

prepared ap .. ob. ISlaoe I lalow ooM\ hlac about 70111' 110r11: u4 :roar 

reepoaolbllltlea, I tb1ak Ca.mlsal~ner Bol.ertac'• 14ea ot brtactac 

)"OU all here for a pt-toc-U.er 1e excella~~t, aad \be idea rill be 

Jua t u good ae :you .. D aake lt while hare. 

I Deed no\ t ell :you we are collec\tac the lerpat -t or 

aone:r. I gueoa, t he Treaaur:y Depar t •ent bae collected !a a sroat 

many :years. !ba reoponolblllty fa.l.lo on you mao and t he men under 

you to see that .... cet 1 t . 'fe baTe 'been throush four nr;r dlfflcult 

years and we are Dow .;oproacbiJ>& the UM whea the Preoldallt u d t he 

r eot of uo reol'onolble t o h1Jo are nr:r aulouo to ba.l.ence \be ~t . 

Now, t here ere Jua t two WB¥• t o balance 1t, oae t o cut t he expeaeea, 

and t he other t o collect tho money. l1fty percent of the reapona1b1l-

1ty res t s on your ebouldora to get tblo moaey. 

'fe don't •ant to be hardboiled , "want to be f air. 'fo ere wor k-

ins for the tazpa.yera - - t he:r ere our bouea, t hey pa;r our aalerlea - -

bu t on \ be other band " ...,t to uJce aure tha t t hey do pa;r the Oo.ei'D-

1:1ent wha t the:r ere auppooed to under the lawe. I csn bODeatly oay, &Dt 

I lalow I can aad look you ln tbe f ace, tha t ao long aa I ban beea 

here nobody hae pulled you off any case. Ao fer aa I know, :rou ban 

boea free f r oa poll t lcal or eoaure. If :rou ba.en•t, lt to your OWD faalt . 

I han ade t ba 0\a\-at ap.1n u4 ap.1D t hat all 7011 ...,. hen t o clo 

1e to tell Jlr. Belnrtac ancl he will tell DO u4 I will tab \be prea­

oure ott. !bare h ao ,. ... .,. 1D t he world wh7 you aen cem' t co abea<l 
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.-4 c1o J Our work the ~ T W. wollld like to do lt . 1'bet le \be Wlll7 

I wut :rou to c1o H , e~~d that le the wq llr. RolnriJIC nnte 7011 t o do 

lt . !he only pooelble eucceotlaa I ha" lo tbat t 4aa 1t feel we 

roeel•• enough •ucceotlono fro. tho field. Pol'hapo thio eontor 8Dee 

will result ln lnereaoed oucgeationo fro. 7ou aen aa to how wo can 

illprOYe the work. 

I think the moot laportant th in& of alt l t t ho work that :rou ha•o 

done ln tr;rln& to ,e t those returns examined wlthln twel .. monthe . !be 

only bouquet s I haY& been bonded on our t ax work era that the r eturno ere 

e:raallled with ill t he year. 'l'bere 1a nothlnc woroo f<>r t he taxp..,..r than 

to worey about wbat haopened two or three yoaro aco. We ohollld bo on a 

current baaio. 'l'bat to up to :rou o..en. !he nrcornt and just oettl-t 

of a aan'o taxeo Ia what I would like. 

Don't heottote to t ell us , If there ia aomot hing you know lo wroDC, 

too lllloh r od tnpe , ooce thlng lmpedinc :rour wor k, oome of your coen balDC 

u.nderpaid, or if 70u haYe sCOII dead wood; don 1 t be afrs.id to put It d.,.., 

We want ·~•tlono. !hat l s why Wr. RelY&rlns brought you hera. Don't 

be !earflll t ho.t lf you aako a auggeation It will redound to :rour htJUI'J'• 

It there 1o an;rtbi ng wblch 7ou know Ia not rlcbt in the Inter nal ronnue 

aervice , don't beelt~te to aay oo. Wr, RelTorlng and Mr . Waglll wi ll 

•ore t han ~~ppreclato lt. !be purpose of •••t iDC 7ou here le to find a.t 

fr ooo 7011 reno .. ln the field what h "''"' on. !bo countr:r to too blc, 

I can't co a.t IIJ"'Ilt, aUhCJIISb I 'd Uko to. l ow that llr. lla«lll lo 

hero ao ODder Secretary, tak1nc t "lo roeponolblllt7 oYer, he wanto to 

know. !'he trlp hi aado t o ... York ... Ylr7 !rut t f\11, the acont t here 

was YII'J' helpful , but I u.r that If .vou don't c l•• uo tho ouccooUOilo 
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11114 \ell ua 'Ill>&\ TOll Me4, l\ h ;rolll' oa fault. 

I W&At t o •a:r U....t oa &be .rhole I t biJik :rou ...., ban cloDe a 

tlne Job. I can't put rrr tlQ&el' on ao:r parUeulal' ertUclu, I 

baun' t allY• Just keep H up and I wUl be IDOI't tb&D pl-d. I • 

clad tO ba't't a cbanee to epeDd a few IDlJiutee with ;rooa . 

• 

' 11'2 
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From: 

"J!2R&'P'JM 

Seoret&r7 llorgenthau 

Dr. Burgee• 

lla,y 13, 1937 

Following a temporary eaeier tendency 1n the earl,J 

part ot the eeee1on when deol1nee ot up to 4/32 were 

shown, the Treasury bond market improved 1n tone and 

quotations graduall,J tended lllgher, ending the day at 

their highe. The long bonds oloeed unchanged to 2/32 

113 

up !rom yseterdaJ', 1nteraed1ates were generally unchanged 

to 3/32 better and the three abort bonds were ott 

slightly. Goverment guaranteed bonds improved with 

Treaeur1ee, r.r.K.O. 1 e oloeing unchanged to 3/32 better 

and H.o.~o. '•• unchanged to 4/32 better. Turnover ot 

Treasur;y bonde on the etoclt exohll!ge was $810,000. The 

Treasury note market aleo tzproved attar easing 1/32 to 

2/32 early 1n the da,y. At the cloee,, eoattered middle 

and long matur1t1ee were ot t l/32. 

Domeet1c bonds were dull all da,y w1 th quotation• tor 

both lllgh and eecond grade bonde ott •all traot1one troa 

yeeterdaJ' . 

P'orai&Jl bonde were quiet and the}:'e were no pri ce 

ohangea or conaequence. 

llo purohaaee tor TreaiUI7 to da.Y. 
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GROUP lll!.LTINO llay 13, 19.37 
9:.30 A.ll. 

Present: 

!:l • ..t.Jr: 

Taylor: 

11 . \I .Jr: 

Taylor: 

H. !.t.Jr : 

Oliphant : 

!:1 . !.\. Jr: 

Taylor: 

B .~.Jr: 

Taylor: 

l:l .U. Jr: 

Taylor: 

H.II .Jt': 

Taylor: 

B .u. Jr: 

Taylor I 

Kr. llagill 
!.lr. Ol1pllant 
!Jr . Gaston 
Mr . Taylor 
:4r . Lochhead 
Mr . Baas 
llr . Bell 
llr . McReynolds 
!liss Chauncey 

Nbat do I do with tnis - Kit Nilliams , Acting 
General Counsel of Loans and Currency. 

That's tnat report on tllat Herriman Bank. 

\'/hat do I do with it? 

You asked for an immediate report on it. 

(Nods negatively) 

About the lawyer fee or what? 

I don't >rno'N a thing about it. One hundred eighty­
eight dollars; I don't bother with anything under 
three hundred dollars. 

This fellow has been writing everybody, starting 
with the Presioent &nd ending with you, or someone. 

Well, what snould I do, Wayne? 

You Lsked for a special report on it. 

Would you mind looking a t it? .~'here did I ask for it? 

You sent it in to me and asked for a special report 
on it. 

Well , what will I do with it now that I got it? 

Tell the fellow •nuts.• 

Oh, I'll tell youwby I don't knoW this. It came in 
llay 10 and your answer is Kay L2. Tllat 1 s why . 

Ob, I see . 
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Taylor: 

H.M.Jr: 

Tuylor: 

H. !J..Jr: 

Taylor : 
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Taylor: 
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Bell : 
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No reasonable interval. 

~ou had it lined way b ack in your mind a couple months. 

This i s a complaint against you. 

Among others. 

All right, file it . 
All right. 

This is t oo sudden. 

While I 'm on the rostrum, now about that left-handed 
pitcher ••••• 

I don•t Anow, what do you •• • • 

Daiger. 

What's h.is name? What ' s that fellow with the Federal 
Reserve? 

Oaiger. 

Marriner Eccles wants to sell us Daiger 1 s services . 
He ' s through with him . 

Marriner talked to me about Oaiger . 

Talked to me too . 

And I told h.im I'd give it serious consideration. 
I haven't stsrte~ to consider it yet. 

Daiger is in Mr . ~cReynolos • hands . What does he do? 

He 's Eccles • housing expert . 

1 t old him I thought we might use b.im if he 'd pay 
his salary for tt1ree months; we didn't have aey money. 

I 11ent yvu one better . I suggested be give b1m leave 
with three months' pay and we •d use him for t hree 
months . 

That's right. 

ifiha t? 
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Bell : 
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Magill : 
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That 's right. I said if he'd give him leave with 
three months• pay, we'd t ake him on. 

Well, every body in f avor of !lr. McReynolds • handling 
this situation signify by saying "Aye," tbose opposed 
by the contrary; motion carried. 

Poor old Matt. !la tt is the secretary to this racing 
association over here in Ma ryland. 

That ' s his father. 

That isn't Watt himself . 

Ob, is that his father? I supposed it was Matt, 
because be - Matt came to him and told him be was 
to be gone about two weeks, and the r aces opened 
right along there and I supposed that's what it was . 

If that ' s his training, we need •.••• 

Be good on housing. 

Paul Mallon s ai d last night tbat a couple came 
near - pretty near balancing the budget in the fifth 
race a t Pimlico last Saturday. 

Just m1ssed it. 

All right, wnat else? 

I have two things here that affect this revenue ac t 
situation t hat I ' ll just menti on. One is a bill 
submitted to us by the Federal Housing Administration 
which is intended tog ive credit for reserves under 
the undistributed profits act to corporations organ­
ized under the National !lousing Act . The extent of 
the reserve is apparently determined by the Federal 
Housing Administrator, so be says, i n cases similar 
to that of some organizati ons, principally national 
mortgage associations, •Nhich are already given credit 
for such reserves . It doesn' t look to me like they 
are identical, nnd of course I have •••• 

That's Taylor's baby . 
It is? Well , will I t ake it tenderly and lay it on 
his doorstep - well , of course, if be brings it back 
to me , which be probably will, I 1ll still have tbe 
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question as to whether '118 should have let them 
drop the waters on the undistributed profits t ax. 

Suppose you and Taylor agree and then let's ...•• 
Taylor ' s- gosh, he ' s handling my mail- May 10 •••• •• 

He must be up-to-date. 

So I .. . .. 

You just raised hell, Nayne . 

I'll be glad to confer with n1m provided the agree­
ment which we're going to r each is that the amendment 
shall not be pressed. 

I ' ll go f urther than that with you . I'll say, no 
national mortgage association . 

Inasmuch as Taylor i s current, we'll have this at 
9:JO tomorrow morning . How ' s that? 

You mean ha ve Taylor handle it bet,•1een nolf and then? 

Anyway, tne answer will be 9 : 30 tomorrow morning. 

'•e ' re in complete agreement already, Ros . 

I Just wanted to be sure "e were before I ltarted in. 

Now, ~ . Haas was also -has Just given me some 
estimates requested by Senator LaFollette . He wants 
t o know with respect..... · 

I ' m working off the top, if he thinks I ' m current . 

His proposal is to l ower the exemptions and increase 
some of the r ates . I presume we have no option but 
to go on and send the e stimates forward to the Senotor 
ond see what happens . 

ilell now, last year I insisted that all those letters 
clear my desk and this year I 1ll give you that privi­
lege . I mean when these things begin .t o come in now 
on rates and that otind of stuff - I mean t hey used to 
send a different estimate up every split second; t hey ' d 
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come in with not only ~stimate 64, but B - Es timate 
64-B . So I think this year, if they begin calling 
for rates, so that - let them go across Magill ' s 
desk. 

All right . 

Didn' t we have a rule of always sending it to the 
Chairman? 

That is still in existence, but Ros thought we ought 
t o make an exc&ption on t his , and I •m inclined to 
agree . 

I thi.nk ~e better give in on these estimates. We're 
bound to have to give it to him. 

Well , you better send copies to Pat Harrison. What? 

That ' s right . 

'He broke the rule, remember, when the Senator from 
Texas -wha t ' s his name? -

Connally . 

- Connally raised such hell about it. Be asked t he 
Treasury ..• I thin~, if you remember, after t hat 
incident with Connally we said we would send them 
direct and sent tnem to Pat Harrison, end he •• • • 

• le checked that with Harrison. We telephoned 
Harrison. 

Wouldn't that be the thing, to call Harrison and tell 
him that LaFollette is after these estimates and bow • ••• 

And how does he want i t handled this time? 

Yes . I don' t know what as to Doughton. 

You won' t have eny trouble with him . 

We 're sending up estimates. 

No harm to speak t o Daughton . 

I t hink I' ll speak to him, because they're feeling 
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particularly tender up there at the present time . 

All right, whet else? 

The only other thing - over the ticker the other 
day there came this statement r especting one of Van 
SYieringen's men who .had made a lot of money, as it 
was stated, by d efrauding the income tax out of the 
profits on the s ale of properties out there. I 
asked Yr. belvering t o let me know whether they were 
in touch with the situation, and he reports that they 
have been from the beginning and g ave Senator 1Rheeler 
the questions which he asked of the witness. 

belvering did? 

delvering did. 

Fine. 
In fact, there seems to be a good deal of legitima te 
doubt as to whether these people were t axable under 
the circumstances, but anyway they developed the case 
as best they could t o show fraud. 

Is that all? 

That's all . 
Now, cy cousin, Professor Goodhart, is having lunch 
with me at one o ' clock, and he ' d like to see one 
of you (Magill a nd Oliphant) at two or two-thirty. 
Which would be good f or .••• 

I•m free at two . 

Yes, 1 1 m .... 
~/ell , which wants to mnke 1t tv10? One ot two and 
one a t two-thirty. 

lline is two-thirty if that 1 s all right . 

You (Oliphant) a t two and you (llagill) a t two- t hirty. 

Uid you knOW his brother-in-law is the head of the 
so.uething - tax thing in London? 
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What 's his name? 

I don•t know. You have been - visited with him at 
Cambridge, Oxford. 

I saw Mr. Goodhart in London . He had me at tea or 
something. 

//ell, Oliphant at two. He said he's had a long 
heated discussion with you. 

Uh-huh . 

Is be cooing by my office? 

He 's going to have l~ch with me . He ' ll go to 
Oliphant at two and you at two-thirty . night? 

You know the famous LaGuardia story he tells 
a bout having lunch with me when we had lunch here. 
I can't tell it quite the way LaGuardia tells it, 
on account of II iss Chauncey being here, so I' 11. ••• 
(Reporter instructed not to record) 

Well, you're all right? 

I have one other little thing, but I don't know ••.•• 

.vell, you're staying after this meeting. 

I can t cKe it up tnen. 

All right . 

!Ierman? 

Nothing new to report, except Joe called me up - Joe 
Keenan called me up yesterday - and I expected him to 
call about arranging a time to s ee Igoe; he call ed up 
very much outraged that we had lost a t ax case up in 
Brooklyn, and thinking that . .. I don' t think that 
we lost it - the Sullivan case . 

ilbo was excited? 

What? 

Who was excited ? 
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Joe Keenan said tha t we were trying to settle, 
we oughtn't to settle i t, a nd a s long as he was 
acting Attorney General we weren't going to settle 
the case out •.•• 

Now wait a Cll1nute. l'lho tried the case? 

Vlell , it was some time ago . I'm g etting a report 
on it from Irey . 

I mean civil or criminal? 

~riminal; it ' s their case . 

It ' s tneir case . 

I think what happened is Joe Keenan read this 44-page 
document . • ••• 

Is that the r eason why be was excited , Herman? 

••.• on the other side . Frankly, I think - I think 
he was currying f avor with us. I think he's reud 
that document and he ' s just sor t of - it 's jus t 
overwhelming so far ~s Igoe .••• 

That's the document which we •. • • 

~e sent aim . I said, •Well, are you ready to talk?" 
He said, " Ro, I ' 11 get in t ouch with you later." 

·•ho signed t hat document? 

You (H.U.Jr) signed the letter t hat transmitted it. 
The document was not s igned . Oh .yes, it was; Helvering 
and I signed i t. 

He's acting Attorney General? •ihere are all the other 
boys? 

That ' s what he said t o me. 

At Vihi te Sulphur . 

All right. Nhat else? 

Nothing . 

Regraded Uclassified



K.M. Jr : 

Oliphant : 

R. J.! . Jr: 

Olipnant: 

li . li. Jr : 

Gas t on: 

B. !l.Jr: 

Gaston: 

H. N. Jr ; 

Gaston: 

Gaston: 

R. II .Jrl 

Gaston: 

I:!. II . Jr 1 

Gast on: 

122 

-9-

Huh? 

No, nothing. 

And you and Mac ar e coming in a quarter of eleven -
15 minutes - with lielvering on this Cleveland - liquor. 
It ' s not very difficul t. 

No, I t hink not . 

Herbert? 

I t alked to Duffield again l ast night and I told him 
he better lay off that Russian t hing until today . 

Yes 

But t he only thing I know t o tell him i s that , of 
course, they c an ship gold here if they want t o -
anybody 1s guess is as good as anybody else's whether 
they are likely to or not. 

Duffield 's got an i dea that t he rlussi ans wi ll send 
some gol d . Let me slmmer on that . Ask me afterwards 
when you c ome into press conference, wil1 you? 

O.K. 

Yes 

I just held it for the t ime being . I talked to Ray 
Tucker about that . lie agreed it is perfectly d amn­
able, but he says it ' s just another instance of the 
stuff this fallon Uc~ullin wr i tes about Washington, 
and he kicks so much about it that he - he doesn't 
feel t hat he can complf1n, that he can s ay anything . 
He said, "Anyway, it ' s in t he hands of all the editors 
now and the damage is done ." 

Di d Steve Early s ee that ? 

I haven't talked to St eve harly. 

(Takes Vlhi te House phone) He most likely isn't in 
yet . (To W.B. Operator ; ) I s Ur. Early in? Please. -
Hello . -- Yes . - No, l et it go . 

Is he in? 
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He 's out for half an hour . You might call him. 

I • 11 try and get him before t he press conference . 

Not before mine; I don't want to .•• 
they ' ve seen him, huh? 

See whether 

~es . He probably has a press conference of hi s own 
the same time - 10:)0 . 

Anything else, Herbert? 

Nothing . 

Ray Tucker printed a perfectly irresponsible story 
that t ne Treasury a llowed the li~uor industry to 
draw the s tatute t o enforce the 21st Amendment, end 
it was so construc ted it couldn't be enforced in 
the dry s tates; the dry states weren't protected . 

What did you ••••. 

1/ell, it came in my last abstract . I'm getting a 
01emorandu!n on it for Gas ton ' s . It is grossly inac­
curate . 

You handle it, Herbert. 

Yes . 

Wayne? 

(Nods no) 

(Nods t o Lochhead) 

(Nods no) 

(Nous to Haas) I ' ll see you today sometime. ~•ve 
got you on my mind . 

O.K. A couple of these investment trust people 
have been 1n to see me the last couple days, and 
I ought to tell you what they're worrying about • 

. 
fell, I• ll just tLke t ime now. 
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O.K . They feel that everything is - long-tar~ is 
O.K. , but what dis turbs them is they have an appre­
hension that something may be done down here to con­
trol the boom or regulate this gold flow, and they 
think we might use an axe on it . ~entioned the 
excess r eserve requirement increase was too severe, 
just upset thtngs . And they had some apprehension 
that all this publicity on the t ax revision and so 
on, and tnen - although nothing was said from the 
Treasury about it. Secretary .1allace put out a 
s t a tement you must use the taxing power to control 
booms, ana their apprehension is t ha t some t &x law, 
maybe like the British, on c orporations wil l be put 
in, you see - tha t ne nad it in the back of our head . 
~>nd these t wo rellolfs fel t that that sort of t hing 
was engendering tne jitters up there, because they 've 
just gone ~ough this last experience on t his reserve 
situation, tne bond market, etc . They thought it was 
just overdone . One of t hem told me that he thought 
the source of the origina tion of the rumor on the 
t hing - the basis for it sta rted with the Fortune 
a rticle . 

And tnen they - " fellow numed Wilson who was Director 
of Research a t Scudder, St evens & Clark, said he 
thought there Nas a possibility of some recession in 
tne s~er, but tha t a good many of the other people 
in llew York, Boston, and Philadelphi a , eng~<ged in 
the same type of business as they a re, felt that the 
summer recession, as t hey l nticipa te some r ecession, 
might be r a ther severe; they felt the Federal Reserve 
Board index might go down L S low a s l OJ; it is now 
about 121 . But he thought - he didn't look toward 
any recession of that sort. 

Then Edgar - what ' s his nome?- I forgot about this -
this man with the General Motors, in to see • •••• 

Smith. 

Smith • 

• •• he thinks Ne ought to have a free gold market­
the same stuff he had before . 

If White nasn•t seen t hese last cables coming from 
Switzerland, of Cochran, tell him to be sure and r ead 
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them. 

I think he nas; he sees tnem as soon as they come; 
but I 111 call his attention to i t. 

But nothing - I mean special? 

No, he tola •.. 

I mean just give me anything t lla t we don • t know that 
they ' ve got. 

No . Smith had some of his own ideas about s t erling, 
where he thought it could go without hurting them - 450. 

450. What would it do to us? 

Well , he says it ' s a difference of opinion on the 
tiling, but as far as the a utomobile industry, as far 
as General Motors ' exports , etc . , he said it wouldn 't 
hurt them at all . But we• ve got to analyze that one. 

O. K. 

All r ight . 

Is that all? 

That's alL 

Dan? 

The Agriculture report wasn ' t printed yesterday. It 
was - there was a statement given out by the Chair~n, 
.1. think. But it will be out today . Sixty million 
was cut off the 500 million. 

And that is a net saving? 

lt is a net saving !n appropriations . It will no t 
be a full s aving in expenditures, because we had 
anticipated that t hey couldn ' t spend the full 500 
million and put in the Budget an e s timate of 460 
million, s o that this is about 18 m.1111on dollars 
l ess on an appropriation basis than our expenditure 
basi s . So we' d save somewhere between 30 and 40 
million dollars of the 60 . 6 nd i t is a questi on 
whe t her t hey can hold tha t 1n confi dence ; and i t i s a 
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question, a further 1uesti on, if they do hold it, 
wnether or not the Agriculture Department will be 
obligated - certain mor al obl igation - to pay more 
than the 440 and go to Congress for t he defici ency 
if the obligations total more than that f igure. 
There is no direction in t he Act for the Secret ar y 
of Agriculture to reduce the obligations proportion­
a tely if t hey should aggregate mor e than that figure • 

. lell, what about this dam? 

or course, that ' s a long pull . Didn't appropriate 
sny money, and the thing Ita s been up for - this is 
the third year , I t hink, and t hey finally got it in. 

But doesn't mean anything on the Budget? 

Not this yea r, no, s ir. Tney appr opriated no addi­
tional money f or it . Probably t ake several months 
to de t ermine Just exactly .vhere it 1 s go i ns to be . 
l t ni nk they were a little confused in the two 
Committees by Morgan ' s t es t imony . He came before 
me ana there was qui te a difference of' opinion i n 
the Boar d of' Uirector s of Tennessee Val ley as t o 
tne advisability of' buildi ng Gilbertsville, ~nd 
Mor gan was very much opposed to building it a t 
al t at t hat time; and three months later, when he 
nad his nearing, why, he t urned around and said t ha t 
ne could determine in thirty days where t he l ocation 
should be . .:ell, it ' s all a confusea matter no.., . 
1bere ' s a little poll~ics in i t. 

No bills pending that should be vetoed? 

Not a t the moment. Ther e ' s one coming down on the 
New York affair ,mich has the five million in it, 
but wording changed, so tha t I don ' t know yet whether 
the Presi dent would veto it . Apparently they have 
played up to the f oreign countries . 

How about the Interior bill? Is that passed? 

No t hat i sn•t passed yet . They added three mill ion 
doilars to t he vocat i onal educa tion - three million six. 

But tney cut something else? 

They - yes, they ' ve t sken cere of it 1n other places . 
hnd L think there's a feeling in the Coamittee that 
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H.M.Jr: 

Bell : 

H .!A . Jr: 

Bell: 

8 . \I .J,.: 

Bell: 

H. ll.Jr : 

Bell: 

H.M. Jr : 

MeR: 

H. 'l. Jr: 

'JcR : 

B.ll.Jr: 

MeR: 

H.M.Jr: 

:AcR: 

B.M. Jr: 

llcR: 

Gaston: 
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they prefer the President ' s approval rather than 
veto on it, because they have an awful hard time, 
and will have a further hard time, holding that 
figure at that level. 

Ickes get fixed up with a car? 

Beg pardon? 

Ickes get fixed up with his car? 

No . 

Uidn't get any? Di dn't give it to hia? 

No, they aidn 1 t . 

Not even a $2500 car? 

They offered hi m a $750 car, I think; he turned it 
down . 

Ylell, how about the Chrysler? 

As far as I know, he ' s still got that Chrysler . 

Now • ••• 

I haven't heard of it coming back. 

Just inquire, 'Ifill you? 

Yes, I'll find out. 

Well, what about that Packar d that be was after? 

That hasn ' t been relea sed yet. 

But he still has one of our Chryslers . 

As far as I know he still has it . 

Well - I mean do it- can you do it kind of -you know • • • 

Yes, no t rouble. I can find out very easily wi thout 
his knowing of it. 

They build cars to order in Germany. They could get 
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ll.IJ.Jr: 

Bell: 

Oliphant: 

H. II . Jr : 
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him one cheap with oski marks. 

Anything else, Dan? 
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I ha ve this s t atement of' expenditures - 1 35, 1.36, 137. 

(Bell explains figures to H.U.Jr at desk) 

Anything else? 

That's all . 

!.tcReynolds? 

(Nods no) 

Dan, did you get t o look at those two new Coast 
Guard boats? 70-footer and SO-footer; one does 
30 &nd the other .35 . 

Very nice. 

Take you out for a spin? 

No . 

All right, thank you, gentlemen . 
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TREASURY DEPARTMENT 

INTO OPPICK COMMUNICATION 

....... llq 13, 1937. 

To D. lloiDIIOLD8 • 

I baDd 7011 berewitb a proc;reaa report wbich baa been ~abed .. 
~ llr. PalAar, wbo baa been OD duty 1D Cbioaco aa apeoW reJ)Nactatin 
of tba Secretary 1D coanactioo witb law-ellforc-t worlt: a!Doe April 15. 

You will nota tbet, wbile Millt..lnlnc coctaot witb all our accciaa 
at Cbicqo, llr. PalAer for tbe preeent 1a cOiltiDiDc b1a 1Dtena1n worlt: 
to tbe .f.lcobo1 tax OD.i t. 

I baTe C&~r~UtNd paraonally witb llr. PU..r tbe n.rloua ate~ wbicta 
be baa taUD, aa outl1Decl 1D tbe attacbecl report, and 1 t ia ~ opiDioo 
tbat tbay are all ...U ~culated to insure t'Ull cc.pliAmce witb tbe 
apeoW 1Datruct1ooa chn •• by tbe Secretary witb rater•c• to tbe 
Cbicaco ai tuatiCG. 

rroa ~ connraationa witb llr. Palaer, it 1a nident tbat ba now 
baa a coaplata craap of our probl .. 1D tba Obicaco Dlatriot, &Jtd can 
be relied UPCQ to ... to it tbat tbe worlt: of our aotorcement brancbea 
tbere 1a ett1c1enU,. dCDa. 
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CHICAGO 

TREASURY DEPARTMENT 
INTERNAL REVENUE SERVICE 

(Jf-efDMIIIII) 

Chicago, lllinolo, 
J.lilY 12, 195?, 

I'X:P RH 

t:r. Harold N. Grano, 
Assistant to the Secretary , 
Washington, D. c. 

In re: Treasury In'fostigat1,.. Agone leo, 
Chicago , Illinoio, 

Dear !r. Grona: 

A. I wiab to ad'fise you ot tho action taken a ith re­
gard to the Treuury ln'festigatiYe A&encles at Chicago since 
~ arrl'fal thoro on April 15, 193?. The initial objecti'fea 
or fifll assignment, as outlined by you, were to ascertain tho 
present condit i on or the ee•eral aganoles and to accelerate 
the enforcement program In such degree ae oeemed warranted . 

B. Oontacto with the tl'fo agencloa at Chicago haYe boon 
made and will be lll&lntalnod by mo. I expect In due t ime to 
suggest some worlalblo arre.ngoment looldng to an ertaotiYe co­
oxdlnatlon ot their actirtties. The utters of more il:l:llodiato 
concern relate to tho Alcohol Tax IJDH, and all of our detail 
work to data baa bean w1 thin that agency . Tbe stops so tar 
taken which attoct alcohol tax antorcE~ont work are as tollowa: 

(l) TWo additional special Investigators ba'fe boon per­
manently assigned to this district and throe spacial investiga­
tors from other dist ricts are on teMporary detail to work on 
jacketed caseo in tho Nort hern Judicial Dlatrlct of Illlno!o, 
which comprlaea tho cl ty of Chi oago and adjoining count! eo. 

(2) Six ln'feotlgators from othar dlatrlcts and four ln­
• estlgatera from other di'fiolona ot thla dlatrlct han bean 
assigned to Oblcago to ouppl .,.,t the ln'featigstt'fa tore• 
regdarly employed there. 

(3) Thirty-two in•estlgatoro no- &Yailable tor s t rict ly 
enforcement work In the cl ty of Chlcaao end an'firona ban bean 
eogrogo.tad Int o eight groupe of tour man each. The most c~able 
ln'foatigat or ot each group baa boon deaignated aa a group load­
er and is bold i mmediately rosponaible for the acti'flt i ae of 

his group . 
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(4) Bach group, tor general purposes, has been assigned 
to a specitic area wi thin the city ot Chicago, although they 
are not restricted to that area it their inYcatigationa lead 
into other sections. The general purpose or the area assign­
ments is to encourage the men to exercise reaourcetulneaa in 
developing real sources or information within a particular 
U'83 · Certain kno'I!D and perstotent violators are beliued 
to operate in each ot the designated areas. B:ach group baa 
been turniahed wi th the n~s ot t he violators who are be­
lieved to operate within their territory, and the respective 
groups will be reeponaible tor keeping informed relative to 
the whereabouts and activities ot those Tiolators. 

(5) ~heals 1a being directed to the detect ion ot Il­
licit s t ills, nnd in addition to the above general asaien=ents, 
each group has been furnished 11Hh dotini te mnterial tor illllle­
diate attention which is calculated to result in the apprehen­
sion of Illicit ~utacturera. 

(6) A joint ~eeting ot the eight group l oaders wi l l be 
held eaob llonday morning tor an interchange or Tiews and a dis­
cussion or current enforcement problems. These meetings will 
be attended by Investigator in Charge G. 1. Simona, Mr. R. B. 
R1 t ter and J!G'Selt. 

(7 ) Special I nnsttgator R. B. Ritter, or the Aioobcl Tax 

tJni t at Detroit , has been assigned to cooperate in thie program. 
Mr. Ritter is an attorney and baa made a thorough study or the 
laws and decis ions relating to eearcbea elld seizures. Search 
warre.Dta aN now being obtained in all cases 1nYolrlD8 atill 

se1zurea. 

(8 ) Mr. Ritter baa been placed in tho ottice or the In­
Yestigator in Charge, and the group leadero are required to re­
port to him daily with regard to the prograaa made in 1nYeotlga­
t1ona. The purpose ot that anangemont 1a to exllauat the lnno­
t1gat1Te poasi bil1 ties batore a seizure Ia • de and to haTe the 
assurance that adequate probable cause is in hand before appli­

cation tor a s earch warrant ia made. 

(9) Mr. Ri tter baa established cordial relatione with 
tba tJni ted states Co::zdaatoner at Chicago, with tile reault 
that the Co:mlieaioner will n<M iaaua night warrant s when tho 
racta Justify such action. The Cc;:Jodssicner has aloo manitaat­
ed a sympathetic int erest in cur plana to make all oaaea tac­
tually oocq>lete and tecbnical.ly sound. I think the pr .. ent 

program will assure that result . 

- 2-
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(10) 'ben the investigator• encounter a situat ion 
involving large illicit operations , arrangements Will be 
made to assign n special investigator to tba case, betore 
oeizure, in order that be may have the Tital benatit ot 
being on the scene at the time ot oeizure. 

(ll) ~ompleints involving vi olations ot aueb minor 
natu.re that they cannot be susta.inod in Federal court are 
beins carefully scrutinized to a void t he dissipat ion of en­
forcement energy on that t 7J)a ot wor k. t:eceasary support 
wil l be given, bowner, to the retail l napeetion group in 
caeea of 8dnor wi ltul viol at ions detected by them. 

I 12) Spacial Agents 1 . A. Conwell and 1. c. ~nd ot 
t he Intelligence Unit are making " surTay ot the case rec­
orda ot the Alcohol TU Uni t tor the parted January l, 1936, 
to l'abrunry 28, 1937. l'ban that work is completed, I will 
submit a review ot the tintl l nga,coupled wi t b n discussion 
ot tho policy ot the United States Attorney in the disposi­
t ion ot s trong eases in which principal operators haTe been 
implicated. 

(13) Other catt crs whi ch will be made tho subject or 
subsequent reports will r elate to (l) the need or a more 
capable Investigator in Char ge at Chicago, end (2) a pro­
posal to transfer t he r«W uatoriala group trom the ottice 
ot the Assistant Distri ct SUpervi sor, .~rnto rcem::ent, to the 
ottiea ot the lnTestlgator in Charge. 

Reapaottully, 

~@~ 
1 . c. Palmer, 

Spacial Agent in Charge. 
(Atlanta 1>1. vioion) 

132 

Regraded Uclassified



133 
r ~ - • -OOPf-

Paris, Ma7 1), 19)7. 

!IM!!!AI!l!!l! lQR T&E SWRm!IX· 

Subiegta Juropeg lveotig kzUW. 

In tbe intarn.l betwMn llr. 'lla1t1 e return troa hie aontb'e tr.atlllent 

at Bad lauheia, G~, and .lnalincer1 e arrbal 1n Parle, I Mke a quick 

trip to Athens and Istanbul to sear up Cbriet1dee. !I> route aoinc I toolt a 

quick loolt at Bulgaria, and ret1Jl'11ini, the - with regard to Yuaoelarl&. 

I wrote JOU troa Athena about tbe f irst part or tbe trip. Tbe attached 

special me~~orand~a coTere the result of etudy on the trip ae a whole. Tbe 

1nf'o.-t1on contained therein baa been tlarnisbed to llr. la1 t. I tb.1nlt the 

lead I obtained on the etoclt in tbe warehouse at llaaba.rg aq be of consider­

able Talue. 

Ia are hittins the ball here u beat we can. Since an iaportent feature 

ot the aiedon .... to set 1n£oraere, ... ben gotten tbell. Our list now auabere 

50, a c:oneiclerable inoreue oTer the few tbe cttice bad wileD I brouabt 

Scbartt and the boJa OTer trora the Sta tee. Scbartt bee proTed to be TerJ 

aood at aettina intoraere, j ust •• JOU tiaured be would . It is true that a 

n1111ber we ban tabn on beYe preTed to be waehoute, but tllat ... t be «~~peated 

in eaae caeee . We baTe bean IIUOh disappointed that the intol'll&tiCD we ban 

aeat booM troa t1ae to t1ae reaarding uaroot1ca oo ehipe or in carao bee not 

reeul ted 1n eeiSUHI, ae aoat or tbie 1ntoraet1on looked good. Ia baTe j ... t 

aotteD a new 1ntotwer who apparenUy is 1n the mow. Be came to 1111 TerJ 

auarcledlJ, TOluntaril¥, in a peeul.iar W&J• Be wae 1n a J>UCOtic trelticlter'e 

ball&out (be 1e 1n tbe buaineee hiuelt), when a telephone call cue in tree 
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Ba:rre hoe a big-ebot .uc&ler tber., arn1ng bie Paris usoeiataa to 

be on tbeir guard, because tile Treeaury Den (Beers and Delasrne) .. r. 

nry acti n &rOUDd 1!&'01'8 end had lots ot 110ney to pey for rewarde aDd 

ibtoru.tion. Our informer t ben decided to get in on tbia aonoy b,r co.inc 

with ue. Be i a very cagey and afraid of bia lire, but we ~ct bia to 

produce. His first l.nfcraation ot interest ns that the DUI&llni to 

America was bein& diverted to a new cbennel, AUely OYer It.lien porte 

instead of French aDd a......,. His next l.nforaation as rather disquiet­

in& to us. Be told us tho. t Sabib (liclc1 e II&D) bad sbown up in town end 

that be bed the 0aarlc. • le ael<ed bim what he meent by tile "ll&l'lc" end 

be explai ned that 1t ia a 1>8Culiar scar lett b.r a out on tho. sJ.de ot the 

face, u.de b7 narcotic aanceters on one of their usoeiates wbo they d ... 

ill• baa turned •a tool piaeon. • We expected that Sabib would be spotted 

u appearin& in town, but tile llll.J'Ic was interestins to us because we bad 

noticed tbe scar of reo ant appearance, but Sabib told ua be cot 1 t in en 

autoiiObUe accident. Tile nut tb1n& tbet beppened was tho.t .Uboyea, OIU' 

contact 11&11 w1 tb the French Surete, told us that Sabib na in town aDd tbat 

be bad tbe •aarlc•. I learned tbia u soon as I cot back traa Ietanbul. I 

told Scharff to cat Sabib eo I could t.llc to bia (Sabib bad DOt givu us 

enytbin& since bie arrival two weeke before) aDd we could not locate bia. 

Our l.nforaer tben taUs us tho. next day tho. t S.bib bad aoae to I\lgoal&rla, 

end bad planted a d\11111)' in bis r0011 at tile botel. '1'W cue to ua aa pert 

of tile senerel l.nfo~tiOil u to proainent narcotic trattiokara in town, 

hoe tbia into..--. Tbe abOYe pve Scbertf end "')'..U c01l8J.der&hle roc. 

tor thOUgbt, bec&uae we bad counted beavll7 on Sabib. le ue inclined to 
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dJ.acount the •..n• ato17, u there b .. recent17 bHD a cancater IIOYie 

abom bare in -.hieh tbia incid•t (the 0 Mrldn(") figured. &owaYet, " 

will find out aa soon aa we cet in touch with Sahib. 

!6 I stud.;y the narcotic-.. ugglinl situation progreaainly, I become 

.ore and 110re con-rl.need tbet our probl• ilea in detection ot cargo aua­

lliD&· The in-transit ahipaent 1a iaportent, U.J onr lew York to Chicago, 

with tile • bonded truck awitch• or tile •warehouse switch• aetbod.s or aub-

atitutlnl legit!Mte caaea tor the onea contain'"& D&rCOtica. •to order" 

ahipoenta , or course, are a natural aet-up tor the augcler, perticularl;y 

aillce the real conaignee does not ba"Ye to COJM forward w1 tb the bill ot 

ladJ.ng to claia the treicht until be teela 8'Yel7tbi"i 1a eate (it would 

of course uau&ll:y be done through a cuatoaa broker) . .Uao, the fact tbat 

the absence ot a coneul&r certificate on tile ill'YOice aerel7 antaUa the 

poet!"& or a bond (t 5 a tbouaaDd at an,y bondiJic CODPWD:Y) for the productiou 

of said invoice within a ;year. It tbe real ill porter feela tba t the ahiJ>-

aent ia •oot• , all be be.a to do 1a to reaaill incognito and l et tbe ahiJ>-

aent. go to tile storage warehouse, wbere 1t r -une a Je&r before it 1a 

opened ae uncl aimeci. W1 thin thet :Ytar tbere will be plant7 of opportun1t7 

to fi.x the •warehouse switch• and aat the narcotic• out. 

A coocS KU••• as to wbat part of the 10 tone or narcotic• eatiaated 

•usgled into our country per :year ie cargo and what 1a not, would ba eS.,ht 

tone ill car80 and two tons bJ personal carriere, inoludinc their bs&l&l•• 

l e .nat keep up the fi&ht on the personal carriere, ...Uora, paaaeacara, 

and others, necaaaarUJ, in order to keep it dcnrn, but our hie probl• ia 

•car1o•, a,.ntnc •tre18ht•, aDt the ticht on tbia, or couraa, baa the two 

iaportent anll••• (1) ti&bteninc the cuatoaa procedure ill the llnited Statea, 
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h are endenori.o& to get 1D on the •cargo• angle of tbe into..atiOD 

bua1Deea here all poaaible. It 1s web harder than the other. le 

UDeOYered one thin& or intereat 1n that regard 1n Iatenbll. An exporter 

or aauaage casings there, one s. Peldman (previouel:r aent1oned fro-

the Cseebo-SlOYaldan end ot our 1Dnst1gat1on ot bia «t1Yit1ee) has tor 

a .... eral rear• been aend1Dg an uerace of arouDd 30 'barrel& ot casJ.n&a to ,.,. 

York and PbUadelpbia per aontb. lost of these barrels are returned 

upo!!!!!!d to Istanbul. fbis lle4ll8 t hat tbe AMr1can iaporter apparentJ.T 

did not conaider it neceaS&r)' to open the barrela 1n ,.,. lorlt for tbe 

raaaon that the narcotica bed a:lread:r been :oecretl:r ~Ted en route &Dd 

tbe openin&l 1n tbe barrels aade at tbis t.1me clenrly concealed. The 

,_ of the conaigDM 1D In Iorlt 1a the liar!')' Len Co., Inc., l:2S Grecwicb 

Street. 

I talked 1111 th Analln&er after bis arriTel. Be tb1nlta I abould eo to 

Oenen. AccordJ.n&l;r, I wUl do ao, •inc• he bed talked tbe aatter OTar 

with Jr. Crans before be left laab1D&toa. !bis wUl dela;r •:r return holM, 

but it aa;r be worth it to the cause. l o credantials tbrou&h the stete 0... 

partaont wUl be neceaaary for ae, tba wa;r it loolta et preset. lait ' a 

1Datruct1oaa tor Genen 11ent1on onl:r tile .. et1Q81 of tha Sabure C.-itt.., 

but Ana11nger th1Db lait abould attcd tha lllllceedin& - 11ou aleo, 'lbicb 

Wait i a prepar1cc to do. 

Beat raaarda, 

TIIJI:t'lm' 
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CONFE!lENCf IH SECRfTJ.RY lllRGENTIIAO 1S OFFICE 

~ u , 1937 

Present: Secretary Morgentbeu 
SeM tor Bulkley 
Commissioner He1~ering 

SUbject: Status of Collector lloore 
of the C1eYelAnd Divieion. 

The Secretary opened the conference by edvieing Senator Bu.llc.ley 

t hat it lias, hio desire to reaob a f1Ml conclusion in this case llhich 

has been banging for IDIJiy 110nths. He therefore bed requ .. ted the 

Senator tc co"" i n at this tiM tc see h1.a on this eubject. Se1111tcr 

Bulkley had at previou$ conferences asked for edd1tiona1 information 

88 to the charges against llr. lloore. The Secretary steted to Senator 

Bulkley that 110re then a year bed elApsed since aetUezent of this 

case 1188 supposed to baTe been finally agreed upon and t hat 11r. Moore 

had not lll<lde o move to carry out the agreed setUeMnt. Senator Bu1k­

ley tben stated t he.t llr. l!oore 's wife bed been 6ick and thot lir. lloore 

hil:lsel£ hod undergone o serious operation, and so forth. 

The Secretary called attention to the agreement as to the dispo&a1 

of the stock of Flulous Brands, Inc. He turtber stst,ed t hat the recorda 

showed a transfer of this stock by lira. ll!oore to bar father, Dr. ?'ella , 

end t hat the dividends receiYad from this stock bad been endorsed by 

llr . r.elle to lire . Moore. Di~cussion ''"s then had as to the t"o con­

flicting statements Dr . 'lfella bed Mde eoncernJ.ng this transaction 
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end f 8 to Dr. !fells' first statement in Vlhich be said that be luld pur­

chased this stock from his dsuehter, the considerntion for which '1<88 

ea nce11ation or an indebtedness by Mrs . Moore to her rather of tid­

vance& previously liB.de to her. The second inve6tigatioD reYesled that 

r r . Vlella retrt~cted the previous stlltement end filed with the tnvestiga­

tor e. ststel08nt in writin<: to the effect thot hie daughter bad giTen ha 

tbe stock and that there ••• no ~ncel1st1oa of indebtedness. 

Senotor Bu1kley etsted t hat he did not 11ke the idea or the chance 

in this atsteaut but fUrther 6tsted that it wea e. perfectly a&tura.l 

thing for e. dsughte.r to do as he understood there "s no sa1e for the 

atock end that she could not just band it to anyone on the street. 

Senator Bu1kley then inquired of the Co•iaeioner if an eXAminlltiou 

bed been ~~&de of the returns for t he year 19!16 of llr. and ltre. IIDore 

end Dr. 'Piells. Tbe Commissioner stated t hat the returne ~ere e pert 

or the current report which ned jus t been filed with tbe Secretary. 

These incoae tax reports Yere then el<JUiined and it 1188 found that Dr . 

l.ells b8d reported ae 1ncODO for the year 1906 the entire a110unt ot 

dividends received by h1.a for thet year tro• Feaoue Branda, Inc . 
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Ire. lloore ' a return showed oa. di:rldand ot $900 fro. r-..oua Branda, Inc. 

and a turtber antey rltbout explanation of $1.200 froa llr. Abbott, llr. 

Abbott being tba a ttorMy 1D charge of Fa.ous Br&Dda, Inc. 

Senator Blllltley deaurrad about reach!Dg & final conclusion on tha 

cue until he had bad an opport\.1111 ty to further inTeati«ate the entry •d• 

on lira. lloore 1e return as colling fl'OII llr. Abbott and tbe dirtdand troJI 

ra.ous Branda u listed on bar 19S6 return. Tbe Secretary at&ted that 

all these aide i aauea aa to ineo.e tax returna did DOt go to tba -.in 

po Lnt ot the eontroTeray, which wea that lloore had entered into an agrea­

unt, a a suggested by tba Senator biuolt, t o clear this cue up and hacl 

taken no action to carry it out . Senator Blllltley requested further tiDt 

to ll&ka inquiries ao that ba aay baY& a clear Wlclaratand1n& aa to the 

aeADi.Dg of t ba itau 1D the 1acolll8 tax reports. Tba Secretary than stated 

ba would net take f1nel. action on tba oaae untU the Senator bad that 

opporttmity, but that it would of nec.nity ban to be within a reeaonable 

tillla. 

The conference was then adjourned. 
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H.M. Jr: Bello. 

Kay 13, 1937. 
2:10 P• a. 
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Operator: Kr . Rentschler. 

H.M. Jr: Bello. 
Gordon 
Rentschler: Hello there, how are you? 

H,N.Jr: 

R: 

H.N.Jr: 

R: 

H. lol. Jr: 

R: 

H.M. Jr: 

R: 

H.lll . Jr: 

R: 

H.ll.Jr: 

R: 

R. Ji.Jr : 

R: 

H.M.Jr: 

R: 

H.K,Jr: 

Oh I'm fine. 

Gone back to work, have you? 

Absolutely. 

Ah - I called you because it seemed to ae that, 
from our advices, there's a little more nervousness 
on the continent in Europe today in relation to gold •• • •• 

Yes. 

••• • and - ah- they were offering during the day and 
we've had - some or our fellows asking about tht prices 
they'd like to have at the opening tomorrow morning, 

I see. 

..... 
Are you talking foreign exchange or stocks? 

No, this is gold, 

Oh. 

This is gold. 

Yes . 
Now - ah - we •ve been buying a little just to keep 
our fingers in the market. We bought 800 t housand 
dollars worth today ••• • • • 

Yes. .... .. 
Y 

..... t'"- e was one of our continental. bank& 1hat ea. ......., .... r we 've only l.oaned to on the basis that security'• 
security and gold in London. 

Yes . 
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• • • • • • in our own vaul. t • 

Yes . 

And to secure their American acceptances ••••• 

Yes. 

• • ••• have asked us to give them a price on gold 
tomorrow morning because they want to sell and 
get their accepta.nces against dollars that we'd 
have here in New York. 

Yes . 

1 0 

Now they 1ve held that gold tor six or seven years 
and they're rather - it's only a hall lli.ll.ion dollars 
worth . 

H. L{.J:r: Yes . 

R: But they have - ah - other amounts with both British 
and other American banks , I think, and theytre a 
pretty shrewd outfit. 

H.M. Jr: Yes . 

R: So it just occurred to me with putting all the things 
together I've gotten 1n the course of the day that 
their rwaor factory was working overt1me again. One 
ot our brokers over 1n London described it as - ah -
"further continental gold liquidation. " 

H.ll. Jr: Yes. . . 
R: Ah - coming in from a good many places . I don't know 

what it amounted to in volume; whether there i s a 
sizable volume offered in London or not. 

H.ll.Jr: Yea. 

R: But it just happened that we got it rrom e.nough 
responsible places to reel that there was again a 
degree of uneasiness . 

H.K.Jr: Ah-ha. 

R: lllo• I've told our boya just to keep on buying small 
&IIOUDt •••• •• • 

H.M.Jr: 
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••• and see what t hey have to say about it but - ah •• • ••• 

Well - ah - I - there 1 s nothing to what I can add 
to what I 1ve been saying •• ••• 

Well I realize •••• • 

•••• for the l as t two month.s and I can' t cbange 
buaan nature • .••• 

No, you can' t but ... ... 
••• • • and I know there ' s a- you see there ' s a small 
group - I needn't tell you - who make their livi ng 
out of foreign exchange. 

Exactly. 

And when it's steady there ' s no aoney 1n it. 

Yep, and they want to ruffle it. 

And they want to - they want to jiggle it . 

Yes1 they want to tickle it. Now t hey ' re not getting 
muon help in tickling it. We 1ve got, for instance, 
in our own things we ' re staying as square as we can 
based upon the absolute - ah - requirements that we 
have to meet for our customers. 

Yes, and I - I - I, as I say, - ah - there ' s nothing 
that I can do to make these people stop t&lktng. 

Hope, not a darned thing . 

And - ah •• •• • • 

Not a thing . 

or c ourse, - a b - I knew the thing was a little heavy 
but t here's nothing that ' s happened- I mean- ah- • •• •• 

No, i t ' s . .. . 

•• • •• there ' s absolutely nothing- I mean- ah- aa a 
matter or tact - ah - I suppose that normally with the 
stock market off the way it is - ah - if anything, 
that - that there shouldn' t be aey movement here with 
a - with a large foreign i nterest • • •••• 
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Well , ot course, there's a l ittle dribble or 
liquidation coming in from over there but the big 
end or the liquidation in this present aarket is 
staying here at home. 

It's here. 

Yes, th~1 re all tearful; they don't know what it 
means; they think the stock market has come into 
sterling; • .. . .. 

Yes. 
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• • • • • ah - the t - ah - they can • t understand and 
nobody is able to add anything to it so that the 
nimble fellows say, "Well , we •ll s ell and think about 
it afterwards. " 

Well, Gordon, the only thing we can do - you - your 
responsibility and mine 1s Just to keep sawing wood 
and keep asking t hese fellows to give you - the way 
I do - a concrete evidence of somethi.ng that ' s wrong 
and when I try to pin them down they can•t tell me 
anything. 

No, there's no concrete evidence that anybody that 
comes 1n here can give us. 

And - now as long as there's nothing fundaaentally 
wrong - there's lots ot thi.ngs they don 1 t like but 
there ' s nothing tundaaentally wrong - ah - I think 
the thing has just got to wear i tself out . 

I'm quite sure that ' s the only answer. 

And - ah - I don ' t know or anything else . 

I donit think ther e is any other answer . Now there's 
a whole string of fellows that come through this 
week , particul arly business men from the back country 
and from t he south. 

Yes . 

They•re all doing a very excellent business •• • • •• 

Well •• • •••• 
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••••• and they ' re tearful or the !ull effects o! the 
labor situati on; •••••• 

Yea. 

••••• they can't quite appraise that but thus tar 
they baven•t been hurt by it. 

Yes. 

They don't know what the future o! it is going to be 
and t hey don't know how cockey some o! these fellows 
may be and how hard it will be to control them. 
That ' s about the only concrete thing they put their 
fingers on. 

Yea . 

Volume is good and profits are remaining good. 

Well • • •••• 

But the big end of this tear apparently, as f ar as 
gold i8 concerned, is better than Europe . 

Ah-ba, well I - of course, I ' ve felt right along it 
was centered right in London. 

Yes, I think you're right. 

Yes. 
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Now this i8 the first time we saw it reach over 
in the continent; I don 1 t know how big it might be 
over there; it might be only these very few people • • ••• • 

H.M. Jr: Yes • 

R: 

B.M.Jr : 

R: 

H.K.Jr: 

••••• but this one bank is - ah- such an intelligent 
crowd and very careful, i t ' s rather inter esting to 
see thea lll&ke this 1110ve . 

I see. Well I • •• •• • 

It very well might be that they' re making the move 
on the basis confidence but rather than anti cipating 
that gold will go lower . 

Yea. 
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It III&Y be that they figured that this thing baa run 
i t's t\lll course and they better have dollars froa 
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which they aight get some interest on their :aone7. , • •••• 

Yea • 

••• •• rather than to continue to hold gold in our 
vaults in LOndon. 

Well , of course, - and then the other thing today -
needn't call your attention to the fact that we had 
a steady bond ~~~&rket . 

Yes. 

How - ah - which ought to reassure some of these 
people . 

Ed Deeds is ~ust back from Japan today and - ah - be 
was - ah - quite - ah - well satisfied with what he 
found. 

Who? 

Colonel Deeds, one of our Directors and the head of 
the National cash Register. 

Oh yes. 

Be seemed to think that these - the Finance De­
partment over there and tbe heads of the big banks 
have their heads together in a pretty constructive 
way. 

Well, that ' s interesting. 

He felt rather more at ease about the Japanese 
situation than he did when he came back a year ago. 

Well that ' s interesting. 

He seemed to f eel that there might be a disposition 
to bulld one less battleship and a couple less guns 
and a couple less this and keep their exchange on 
the r i ght basis ••••• 

Yea. 
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• • •• which - ah •• • •• 

Wo\lld be helptul . 

• ••• • is a rather interesting reaction because be ' s 
been a pretty shrewd observer . 

' Well that~ s • •• •• 
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R: His feel was that there was some progress as compared 
with last year. 

B.W.Jr: Ah-ba . Well \ hanks very much for ca.lling. 

R: Fine. 

H.Ji . Jr: 

R: 

B.ll .Jr: 

R: 

B.U. Jr: 

R: 

B.M.Jr: 

R: 

H. U. Jr: 

And - ah - it' s never been so peacef\ll here at an7 
time U1 ten - we•ve never had t en days so quiet as 
t he last ten ones - dead days . 

Well maype that's just the quiet and peace that 
comes betore the thunderstorm. 

Ah - I don ' t think you •re right. 

I think you•re right. I think you ought to have 
some br ight days. 

I thi.nk we•ve got them. 

All right fellow. 

o. 1!:. 

Good luck. 

Thank you. 
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Operatorr Jll', '!Cnoke ia in a Director's meeting. Do you want 
me to call h1JI out? 

H. M.Jr: Yes. 

Operator : All right. And Jll' . Taylor hasn•t returned !Tom 
lunch. 

H. ll. Jr: Thank you. 

Operator : Right . 

H.U.Jr: Hello . 

Operator: Mr. Knoke . Go ahead . 
L. w. 
Knoke: Hello . 

H.M.Jr : Hello Knoke. 

K: Yes, Mr . Secretary. 

H, M.Jr: I 1m sorry to pull you out of your meeting •• •• •• 

K: That's perfectly all right. 

H.K.Jr: ••• •• but I don•t know how exciting it was . Ah­
&I~Ything particular other than the usual 11ne of 
gossip about gold this week? 

Kr No, not usual - no different but I think it1s becom­
ing acceler ated - aggravated. 

H. ll.Jrl Yes. 

It: Ah - as the Banker s Trust said this aorning the 
gold scare is again 1n t'ull vigor • ••••• 

H. M.Jr: I see • 

K! 

K: 

•••• and the prices seea to bear it out. Gold sold 
at below tbe tixing - below the fixed price after 
t1xin& •••••• 
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K: •• • • although the fixed price was pret ty low already 
and t he amount we have today - well the last I heard, 
before I went into the meeting, was 9 million dollars 
engaged in London so the problem will again be w1 tb 
us in somewhat accentuated form. 

H.W. Jr: I see, Well - ah - we'll just have to sit through it 
I guess - that's all . 

K: I just listened to a very interesting talk that 
Williams gave on that . 

R. M.Jr: Yes , what did Williams have to say? 

K: Wel.l he - he simply stated the problem. He has no 
'suggestion either . (Laughs) . 

H.W.Jr: 

Ki' 

R.Y:.Jr: 

Well how did - what did he think the problem is? 

Well the problem, or course, is the - ah - the - ah -
ab - increased arrivals of gold will - ah - will - ah -
bring up the question of whether or not the - ah - the -
ah - sterilization of gold should continue and then the -
he thinks - and Congress may take it up and the pressure 
on the Treasury may increase and- ah - ah- ah - ••• • • •• 

Well he isn' t much better than some of those New 
York bankers , is he? 

K: (Laughs) Well at - at least he has this advantage 
that he hasn't been in Mew York for a long while so 
he can' t be (laughs) • •• •• 

H.J.I.Jr: Yes. 

K: .... he can' t suffer f r om the atmosphere . 

H. M.Jr : Well you understand German, don• t you? 

K: Yes . 

H.M.Jr: You know what a watched wife is? 

K: 

B. U: .Jr: 

K: 

watched wife - Oh yes . (Laughs) 

All right. 

(Laughs more . ) 
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What? 

Yes I !mow. 

Well - ah - all right. Well it's very nice down 
here; it's real summer and we •re all having a good 
tillle. 

Terribly close here} like a July day. 

Well come down here - it•s spring down here. 
All right, Knoke . 

Thank you, sir. 

Goodbye. 

Regraded Uclassified



149 
TREASURY DEPARTMENT 

DAft llq 13 o 1937 • 

llr. 11h1to and hie ote.ff pr8J)61'o4 tho attached 
IIIOliiOr&nclna on Brasll prior to your roqueet that I ~4' you wi\h 
an ooon0111o analyaie ot Brasil , inclu41DC i tt trade position, eto. 
J. more COII.Pl'lhendft ••on.ndua on Brasil h now in preparation 
which will include an ....U,.eh aloDg the 11noa you ~oted, 

' 
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TREASURY DEPARTMENT 

INTD O""ca COMMUNICATION 

...... ~ 11, 1937, 

to 

Subjeott 

Seoret~r&enthau 
lolr. 

Evaluat on of the Brazilian propoat.l to borrow $50 million 
with which to purohaoe gold from tho United Statea. 

I . The pr opooal , 

Brazil to borrow t60 mil lion from tho Export-lmport Bank, 
uein!l the p r ooeedo ot the loen to buy $60 llil lian or gold from the 
United Statu Tr o&eury. The gold will be held in the United Stat .. 
u security &&ainat tho loan and will be r oleaeed to Brazil only to 
the extent that the loo.n ia repiLid . 

II . The acquioiti on ot 5old will etrengthen her currency pooiticn 
and he l p a ttract rore;gn capital . 

(a) Specie reeerveo behind t he currency would be increased 
from appr oximately 6 pe r c ent to approximately 20 percent . 

The approximate volume or currency outstanding on Deo.,.ber 31, 
1936, was 4 million cantos ($350,000, 000 at tho official rate or 
exchange) . Reports indicate that the Bank or Brazil held about 
$24, 000,000 in &Old at the end of 1936. Th11 was acquired throup 
tho purchase oinco December 1933, for the account of the Nat i onal 
Treaaury, of gold produced in Br asil . Domestic production is of­
ficially reported at approximately $4,000, 000 per year, but io 
probably considerabl y more ae the statistico do not incl ude placer 
mining. Thor o o.re rumors and surmises , which cannct be verified , 
that Bro.&i l baa recentl y acquir ed lar&o unreported holdln&• of foreign 
exchange and gold. 

On the beeh or tho reported r;old holdin~;o ot $24, 000,000, 
tho apeoie r eaarve at the end or 1936 mounted to only 6 percent ot 
tho outsto.ndinr; currency. Tho addition ot t60, 000, 000 ot r;old -.ld 
ro.ioe t he ope cle reaerve to 20 percent - it the currency ia n.ot elli" 
pandedo 

(A de ooript i on of Brazil ' • monetary oystem is conta ined in 

tho o.ttaohed a ppendix. ) 

There 11 no l egal l imitation upon tho YOl\11118 of currency 
which oan be i .. ued , Therefore there 1a no certo.lnty that the r o.t i o 
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of rooerv<>s to note iuue will r ... a in eo bitlh• 

\'lith a specie rea one of only 20 percent, plua llhatover un­
reported boldin&a of foroi&n exobanr;o Bruil '""1 have, it 1a extr«:te­
ly doubtful 1f Bradl would be able to, or would be wiao to, reatoro 
convertibility of the currency. With tho exception of the period 
1927- 29 , tho Bracilian currency baa been inconvertible aince before 
tho lforH l'far . Tho advanta:;e that convertibility has in tho Y"1 of 
atimulatin~ confidonco and checking note expansion is offset by tho 
diaadvo_~a:;e introduced by the possibility of internal drain of gold. 
Gol d ia far too expensive to be used as a circulating medium, and 
Bro•il particularly would have far too little gold to run the r iok of 
any internal draino . 

(b) rho s old loan would help cloar up Bra•il'• exchange diffi­
culties. 

The illlportt.Jit thing for Brazil 1a to develop sufficient 
gold r eserves to moke possible tho liquidation of bl ocked accounts, 
tho el il:lination of all exchan:;e reatriotiono, and to proTide a 
s onor ous ranse within which her balance of payments may shift without 
dtlll&er of turthor depreciation of her currency. 

Two cropo - coffee e.nd cotton - constitute so inporto.nt a 
part or her exports (coffee about 60 percent and cotton about 12 per­
cent} that hor oxobiUl:;o position is very vulnerable . Her export 
excess varies :;rel\tly . For exaaplo, in 19M it was 956,000 centes; 
the next year i t dropped to 248, 000 contos, and laat year it rose 
to 626, 000 contos , \lnloaa ther e 1s a thick cushion of gold to ab­
sorb the shook ot ono or two years or low oottee prices, Bracil will 
never be able to stabilize her exehen&e • Tho too C11ll1on will help 
considerably 1n thnt direotion. Ho,..ver , 1n vimr of her llllall sold 
holdings and tho l arge possibl e fluctuations 1n her balance of t rade, 
it woul d aeem to be prudent for Bracil to lighten exohanse reatrio­
tiona as her gold (or foreign e xchange} accumulates, but to poatpono 
the removal of oxoh&n4e controls until abo acquired enough gold to 
take care ot at least one year of low coffee prices . 

I don •t know on llhat ground a tho fi6""o ot $00 million waa 
arrived at . It ...... to o e that a coUlltry whose balance or p~ento 
ia so dependent upon the price ot one or two oropa should aia at a 
larger gold resorva. Serious consideration ahould be given to raia­
in(; the loan to t lOO million , instead of OliO million. That would 
force Bra&il to eave a large SID durJ.ns the ccming good yoara ot 
good oorroo and cotton prices s o that when poor years cane &&ain 
she will b e able to moat her foreign obligations and maintain atablo 

exchange r&t•• · 
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(c) Foreign capital would be attracted to Brasil , Contidenoe 
would be restored aDd the security of foreign capital would be in­
oreaaod . 

III • .t. gold l oen has oeveral advantages tor both Bradl 
and the United Stat•• · 

Advantages to Braailo 

152 

(a ) Tho contract to purchase $50,000,000 of gold would have an 
l.ntporta.nt psychol ogical effect on confidence. Cnpital l.ntporto would 
probably react as soon as public announceoent of the loan was made. 

(b) the lObole OI:IOUllt may be included in the gold assete ot the 
Bank of Bnuil at once without waitinG tor tull repayaent (i. e . , 
purchase) of the loen. 

Advantages to the United States: 

(a) The announcement of the sale to Bratil of $50 millions or 
gold by the United States will have a beneficial effect upon a 
public opinion wich, in view o!' t he unprecedented she of cur gold 
holdin6• o ia incroaoingly apprehensive over the future d~and tor 
monetary gold. Such a loan would strengthen the preetige of &old .!!. 
.! aonetary ~· Ri::;ht now the !)sycholo~;ioal effect ot such an 
extension in the uae or gold is greatly to be delired . The etteot 
on public opinion of a loan of $100 millions would, or course, be 
greater . 

(b) The Treasury would be immediatel y rel i eved of tbe cost of 
oteriliting $50,000,000 of gold since the gold would be t aken out 
of the inactive fund , The Export- Import Bank would receive interest 
on ita loan in exceaa or t he cost of bcrrarlng the money in ito awn 

name. 

( o) '!'he faot that the ;;old is obtained in t he United States and 

t hat - have oonoented to Dak• a large loen to Brazil ( even thou&h 
with ouch good oeourity) may be ~eoted to have hl&hlY iaportant 
effect• on the good will or Bra&il , even of Latin Aoerica, t ow.rd 
the United Statea. Such ran.- and increaaed &ood will fUI/ han a 
beneficial ett eot on American trade . 

(d) the gold loan would coneti tute a precedent which Lati n 
American - and poaaibl y other - oountrie• would be encouraged to 
follow. 
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IV . WU l Bruil bo able to repay ita obl111atiana to the 
Export- rtlport ualil<t Present trondo indicate that it will. 

(a) The balance ot trade is inoreaain&lY tavorable, and preaent 
indications point to a coDtinuing lar&e aurplua ot foreign exchan;;e . 

In 19~8 Bra&il bad a reported favorable balance ot trade 
ot e 13 millions . The actual favorable balance was probably hifS)Ier , 
since Brazilian foreign trade statistics tend to ovor-value 1mporta 
!Uld under-value e xporte . It has been estimated that the reported 
figure or the balMce or trade should be inoroaaod by $15 millione. 
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The increase in the r eported favorable balance or trade in 
19~6, cogpare.l with 19SS, 'MLS $~5 m1U1ona . 1110 character ot tho 
increase is signiticant in intorpretin& the trand of Bnu:Uian 
exports, for it indicates the auccoastul dhersUication ot Bra&ilian 
agr iculture. Raw cotton exports increaaod $11 millions in 19:18, oa:­
parod 'll'ith 19li5J cocoa increased $&! J:~illionaJ wax increased $3 ail­
lions; hides , vegetable oil and n eat increased ~2 mill ~ona each . 
corfeo, the ooat important export C<IIU:\odity, W!La responsible tor 
only $3 millions of the incroaso in exports . 

During tho current year, coffee and cotton prieeo are one­
fourth hi gher than in 1936, Whereas an index of prioes of Brazilian 
~porte would show no such inorease (in terMI ot foreign exchan~e ) . 
rurthemore , coDtinuod world recovery and re&rl:lAtloDt will inoreaeo 
tho volue>e ot cotteo and cotton coDBUDOd in the world . It the in­
oreoae in the favorable balo.nce ot trade between 1935 and 19S8 11 any 
in.dication, it io not unlikely that the 1937 favorable balance ot 
trade will inoreaao as much ~ain as did the 1936 balance. 

(b) It ia unlikely that the forthoaoine rovieion of tho Aranha 
Plan 1'1ill obli!;ate Bradl to inorenee uoatly ita payment• on debt 
service , expeoially in view of ito obligation to the Export - Import 

Bank. 

(c) Tho volUllle ot capital import• into Bruil haa been incroao­
in.c; during t he put year, according to un•orUied cotl!:lentO in the 
financial preu. nte acquisit ion ot the t l50 ailliono in r;old will co 
doubt accelerat e the vol1111e of investaant, and provide Braall with 
additional quantitieo ot toreign e<chanr;e . 
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v. 

(a) Tbio opportunity ~ be utili&ed to dioouas a reorgani&ation 
or tho Bra&i lian monetary oyatem, aug eating tho incorporation of 
ailvor and gold in tho J:tonotary reaervoa. Tho Trouury may bo in a 
poaition to auggoat a l oan ot a lars or •ount than 11 now oont•­
platod, a atatod proportion ot which will be uaed to purchase silver 
troa tho U. s. Treasury. 

The reorgani&ation ot tho aonotary syatc 11 an essential 
atop in moving tOftl'ds stability in the Brasilien econaaic syattlll. 
At the preaont t1mo there is no le&al reatr iotion upon tho Yoluae 
ot currency to bo isaued. Tho ettootivenu a ot gold acquiai tiona 
111~ be diaaipatod thro\lj;)l uncontrolled oxpanaion of the volume ot 
currency. Thia tear is particularly pertinent aince the Bradlian 
Govor'!lllont baa incurred deficits in tha llation&l bud&et oontinuoualy 
oinoo 1908 . 

Tho use of silvor in the opooio roaervos will have distinct 
advantage& to Bre&il it tho monetary system is roorgsni&ed at thil 
timo . 

(1) 

(2) 

'!'he oxiatin& sold holdin~ta ot Brasil, inoluding 
the mount to be aoqu.ired if' tho l com 1o granted, 
i a inadequate to pr oYide adequat e opooio reaerYOO 
tor the stability and control ot the currency 
syst•• Tho inoluaicn ot a1lver will help to 
aako up the detioienoy. 

The inoluaion of ailver in the apeoie reoerYO will 
D<trmit a higher apooie roaerve -- at monetary value -­
re.tio beh.ind the currency. than would be the oue it 
~told e.lone ocmpooed the reaervo . 

(~) A lar&e ae1gn1ore.ge profit l:lay accrue to the Govern­
mont if the ailYOr were valued at monetary Y&lue. 

(b) Another pooaibili ty in the nesotiatians may be to obtain 
aarne oonooaaiona trca Bre•il in retum tor the loan with reapoot 
to trading arrangconta with Gel'lll~ 1n the uae . ot ASKI ~~arka. '!'he 
State Departaoent 1a now ensa;ed in acme oonveraat i ona with Brasil 
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with reopect to that -tter aDd 1t •ay be dee1rable to ·-•ne tbe 
a1tuati<>D and ••• 1t .... &rr"aD«••nt o&D be aade tbat 'IIOII.ld redule 
Brasil' a 1111 ot 1peo1&l bu-ter tranuct1DDI with ~. !'111 State 
Dep&l'i:llent appeara to be Ieger to ban BruU &band<>D the 1111 ot 
opec1&1 -..ka 1.n ber trade with Genoaey. 
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APPE!ll>IX 

8r~si1ian DOnet&ry system. 

I. CUrrency unit, 

1 Couto • 1000 m11reie • 1, 000, 000 reia. 

"llilreia" 1a the uaua.l unit of' account, "contoe" is the unit 
in large aWJUJ . 

(CUrrent price ot milreia -- official r~te, 8 . 7 centa1 tree 
rate, 6. 1 eeota . ) 

II . Circulating media. 

A. Paper currency, Tho paper currency or Bracil consists of: 

(l) Tro~eury notea 
(2) Bank of' Br~sil notea 
(:!) Rediscounting Department notea 
(4) St&bUh~tion Bureau notes 

Total 

Approximate ~unt 
outstanding December 19~6 

(about 
• 
• 
• 
• 

5, 112, 000 oontoa) 
10,000 • 

870 .. 000 .. 
2~,000 • 

4, 015, 000 • 

1!ono or tho paper currency is convertible. 

Conditione of noto ioeuo: 

1. Treaaury notu. There appaua to be no le&al l:bdt to tho 
aount of notes tho 'l'reaaury can iaauo, thouoJ! before tho rno1ution 
of 19:!0 a legal limit had been eat~blishod and ~ been roached . 

Since 1929 about 1 million contoa have been iosuod, brinl;ill& 
the total outstanding to ~bout S, 1 million. 
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2. Bank of Br!tll notes. The Bank or Bra:il obtained tho issue 
privilege in 1923 'llben it was authorized to iaaue 6001000 contos againet 
a gol<i. reserve of 200, 000 contos. In 1930 the Oovencent asaumed 
responsibility for the 592, 000 contos of these notes then outstanding 
and the Bank was authorized to make a nn issue of 1?0

1
000 contos . 

All but 10, 000 contos of this new issue have now been retired • 

.3· RediscountiM Deoart.ment notes. VIe can find no detailed 
information as to exactly llhat these notes aro and in what way they 
differ from Bnnk of Brazil notes . Tho total of these Rediscounting 
notes outstanding has increased from 100, 000 contos in 19.31 to 
8?0,000 by Dececber 1936. 

4. A Stabilization &lreau estab-
lished in convertible certificates in excb81lgO for 
gold. During the critical. year of 1930 a large portion of the 
850, 000 notes then outstanding were presented for redemption. !.!oat 
of them were redeemed in gold and 11hen the Stabilization &lreau wu 
abolished in llovember 1930 onl;y 1291000 remained in cireulation. 
These notes were made inconvertible but were to be paid eventual.l,y 
by sight dra!ts on London. The gold resorvoo left in ti>e Stabiliza­
tion Burenu wero sent to London. The amount of these notes ouhtand­
i.ng has diJilinishod to 2.3 thousand contos . 

It is believed that most of tho notaa of the Stabilization 
Bureau were held by the Treasury, t!1e Bank of Bruil, and l&ree 
private banks, and t.'ult the gol d received frOGl their rede:option in 
1930 was mosUT sent abroad in official. support of the exc~w~aea . 

(Dlring tho revolution in 1930 several states, notebl,y Sao 
Paulo, issued state notes or "bonus•, but a substantial. proportion 
or t.l)ese have been l'lithdrawn. ) 

' 
B. ~· Subsidiary coins, consistin,s of silver 5/lOtha fino -

about 42, 000 cantos - and al.uninwn and copper coins circulate. On 
June 30, 1935, tho total. coins in circulation are estimated at 
172, 000 contos. 

m . C"()l.d holdinco. 

The onl;y gold holdinss of Brazil recorded am tlx>ee reported b)" 
the Bank of Brazil. The Bank statement o! Septe:nber 30, 1936, 
showed an asset ot 21.3, 485 cantos (about $21 millions if computed 
at tile officioJ. rate) i n the gold purchaso nccount. This would 
represent a resorve ratio againot note liabilities of the Government 
of about s peroent. (A consular despatch of January 1, 19.37, how­
ever, stetas that the Government has acquired by the end of 1936 
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21.7 mlllion graa of gold equal. to approx:iJIIately 24 million dollars . ) 

Since October 19, 1933, tho exportation of gold was prohibited, 
and on Dececbor 41 19331 it was decreed that all gold extracted in 
tho country be sold to the Bank of BrazU or its authorized agency. 
Both decrees are currently in effect. lnaaDJ.ch as the gold 1s paid 
for with lllilreis, and since there are restrictions upon the acquisi­
tion of foreign exchange, there is a motive for IJCUI8gling if the 
price paid for gold in terms of milreis 1s leas than the foreien 
market price converted at tho official rate of exchange. 

It appears that tho producers of gold do get less tor it at 
bane than they could abroad because o.ccol'din8 to the llepartoent of 
Cailnerce it is generally believed that the Government receives not 
more than one-hall' of the country's total gold production, the re­
mainder being S~~~~ggled out of the country. 

IV• ForeiAm yalue of the !!!1.lreis. 

The exchange value of the !!!1.lre1s began to fall in 1920 from 
its 1919 average of 26 u. s . cents and tell steadUy until 192J 
when the average rate stood at 10 U. S. cents. Recovery lasted 
untU 1926 when the average rate wao 14 U. s. canto; however, in 
the next year the value began again to fall, reaching a 10'11' of 
$ .07 in 1931. Since that time there has been saDe i.l!lprovement and 
exchange control has held the official rete at or near $ .085 cento 
since 1934. 

Vt Exchange COntrol• 

Exchange control was first imposed in October 1930 and has 
been adl!linistered by the Bank of BrazU since April 1931. , The ex­
change rate, though reputed to have been tied to sterling, nuctuted 
substantially both in terms of sterling and dollars untU the middle 
of 1932. Froa the aumer of 1932 to the 5WMI8r of 1933 milreie 
were kept pegged to the dollar. Since tho fall of 1933 the official 
rate baa followed fairly closely both sterling and the dollar. 
(Though it has been stated that the tlilreis was tied to sterling in 
~ 1933, the rates 1nd1cate that it nuctuated both in tams of 
dollars and sterling until October 193)1 and from then on followed 
sterling fairly closely - though from 1934 on it has, 1! anything, 
been more stable in tennG of the dollar than in tams of sterling •) 
The above refers to the official rate of sterling. The tree marlcet 
rate eetebliahed at the beginning of 1934 nuctuated about equally 
in terms of both sterling and dollars. Since the middle of 1935 it 
bas been fairly stable at about 6 canto. 
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Regul.at.ions goveming Brazilian exehal1ge eont.rol have been 
nUDerous and of v&r)'il'!8 degrees of striet.neas. From Septeclber 1933 
until :.lay 19.34 wu a period of very strict eont.rol . '!be !'ree ex­
chal1ge oarket waa 1:\Sde legal in l!.ay 1934, and afte.r September 19.34 
all export billa were sold in the !'reo carket, with the exception 
of 17 percent of coffee bills; 6o percent of imports were paid for 
with official exchal1ge, the rest beJ.ne obtained in the free marketJ 
a system of import pem its and pr ior i ties waa established. 

Despite the restrict ion on imports, pressure on the exchange 
incr eased, and in December i t was tlru\ounced that official axchal1ge 
would be allocnted to countries only 1n proportion to the amount 
of Brazilian coffee they imported (United States received 46 per­
cent, France lJ percent) . In Janua%'7 19)5, distribution of of ficial 
exchange market was !'reod of all restrictions axcept the require­
ment that 35 percent of the Vlllue of export bills be sold to the 
Bank of BrazU at the official rate ; all new icports were to be 
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paid for with exchal1gc purchased in the free market; and tree 
market exchange could only be used for imports, without special 
pemission. HO'II"'ver, impor ts incr eased and the free rate continued 
to depreciate, and on June 29, 1935, tho exchange rest r ictions of 
l.!ay 1934 were ro-estnbllshed. 

VI. The bankizv< mte!!!. 

'!'be Bank of BrazU is rlrtual.ly a central bank, though it does 
not per form all tho fUnctions perfoi."CCI!d by central banks in lendi..'l8 
countries. It is a private corporation, but the Federal c..,....mment 
owns more than half the stock and presuoably exercises c001plete con­
trol over its policies. The Bank acts as fiscal agent of the Govem­
ment especially 1n the administration of tho foreign exchange con­
trol and, as not ed above, issues rediscounting department notes. 

In 1933 thoro 1111re 53 banldng organizations 1n Brazil, havine 
capital of more than 5, 000 contos. Of those, 37 were native and 16 
foref8n enterprises. In addition, there were 439 native banks and 
70 foref8n benk:a havine capital of less than S, OOO contos. lbore 
appear to be no l esal requirel:!ents for reserves, although currency 
kept on hand appears to ya:ry between 3 percent and 25 percent of 
total deposits . 

1m extensive system of Federal Savina a l!ank3 had a total of 
over one million depositors, at the end or 19)4, with deposita or 
946,648 contoe . 
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llnljk l oans aro at a substantially higher level now than they 
were before the depreeeion. However, it 1e the native ba.n.ka that 
aro expandir~ and not the foreign banlca. Loana and discount of 
native banks rose 1'r<lD 4, 92.3,000 contos in 19.32 to 6, 29.3, 000 in 
1936, 'lllllle those of foreign banks incre4aed tror:. 1, 345, 000 contos 
to 1, 425,000. Total deposita in forei<!n banlca decreased free 
1, 595, 000 to 1,466, 000 contos lihUe those in 114ti"' banks increaaed 
tram 5, 012,000 to 5, 991,000 cantos. 

The cash reserve rntio of the native benks dropped sharply 
in the past seven years . In 1928 and 1929 their cash holdings 
Ttere 21 percent or their total deposits; by 19.32 the ratio had 
dropped to 14 percent, and on l!ay 19.36 it waa o~ 8. 7 percent. 

m . Blocked aecounts. 
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Althouth the revolution in October 19)0 was followed by a 
bank suspension and JtOratorium, frc:m October 6, 19)0, to Jamuuy .31, 
19.31, and another moratorium from October 8 to DecEmber 8, 19.31, trans­
fer of i\tndo to nbroad, ns distinct from transfer of funds within 
the country, wa.s not blocked until July 11, 1932. At first the 
blocking of transfer took the ronn or a moratorium for 60 days, 
then in AlJ8Ust it was announced that transfer of blocked .tunda 
110uld be made in four insta.l.lJ:tents over a 4 months period. Finall,y, 
as the total or blocked accounts continued to mount, separate aaree­
t.ents were made in June 19.3.3 'llith representatives of Juoerican and 
English creditors providing for the transfer of blocked accounts. 
(The agreeoent with Acerican creditors, who had an estiltated total. 
of $2.5,000, 000 blocked in Brazil, provided tbat blocked accounts of 
more than $50, 0001 but less than $65, 000, would be paid in 90 days at 
13. 3 mil.reis to the dollar, and that accounts of acre than e65, 000 
YIOuld be paid 1'11 th 72 mon~ guarantee,d drafts bearing 4 percent 
interest with transfer into dollars at tho rate or 1.3.965 milreie to 
tho dollar. ) Similar agreements were negotiated with representatives 
of English, Swedish, Danish, PortlJ8Uese, French, Swiss , llorwegian, 
Finnish, and C-e:man cCClCAircial creditors. 

The Departz:ent of Coa:erce has estimated that Acerican defatted 
crodita in Brazil in the process of liquidation under tbe June lD, 
19.3.3, agreecent had been reduced to $10,900,000 by January 1, 19.35, 
but that an additional $].0, 000,000 had been blocked since that qree­
unt. In November 1935 the Export Import Bank announced a plan by 
which it would help Alnerican exportern liquidate tbeir account& 
blocked in Brazil, and on February 1, 19.36, an aareement was signed 
by American cQI!It8rcial creditor s providing for the release of 
$.30,000, 000 of exchonce frozen before February 1935. 
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Uost BrazWan coanercial. debts, incurred since February 1935, 
have been currently liquidated. 

nn. E!cternal. debt service. 

The total. external. debt of the Brazilian Ooverment, including 
States and l!unieipal.ities, was reported to be roughly Io260, ooo, ooo 
on January 1, 1936, of which i.l.6o,ooo, ooo wa~ debt of the Federal. 
Government and i.l.OO,OOO, OOO was debt of Stoto and l!unicipal govern­
ments (the total. internal. debt on January 1, 1934, was reportod to 
be roughly 8, 000, 000 contos) . Of tho total. external. debt, includ­
inS States and lo1\lnic1pal.ities, about iJ.6o,OOO,OOO was represented 
by starling obllgationa, about 10')010001000 was representod by dollar 
obl.i,>ntions, and nbout iJ.6,000, 000 llllS represented by franc obli{:a­
tions . 
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Full service of interest and si.nJ<1n8 fUnd on the Federal. Oovern­
tlt!nt debt was in force !'rom 1927 to 19.30· S1.nld..ng fUnd payments were 
suspended in 1931 and interest due from llovEiftber 1, 1931, to 
November 1, 1933, wns funded in the 5 percont FundinS Loan of 1931. 

A Presidential decree of February 51 1934, authorized n 
unilateral. debt adjustment plan affecting all Brazilian external. 
debt, includinS State and J.lunici pal. dnbt . This pl2n, the so-called 
Aranha ~t scheme, operates fra:l April 1, 1934, to !.!arch 31, 1938. 
In rougb outline the plan divides the external. debt i."lto eight gr3des 
and provides for a different percentage ~t of interest and 
si.nld.ng fund within each grade. ~nts vary fr= 100 percent of 
interest and s1nld.ng fund for grade 1, to 17~3~ (1935 to 1938) of 
original interest poyment and no sinlcin& fUnd payl:lent in grade 7, 
and no interest or sinld.ng fUnd paynonts in grade 8. Tho plan pro­
vides that 1 ts renol'lal. w1.l.l be announced by September 1937. 

rx. Bal.ance or trac!e and the I)!>Janeo of payments. (~ T ~.JII 

Brazil bas had a substantial. export eyeeas every year of the 
past 25 except 1920 and 19211 but the m:aount of that excess varies 
greatly. In the put 6 years it hu been as low as 240, 000 contos 
(1935) and as hieh as 11 517,000 contos (1931) . The large nuctua­
tions in her trade bel.ence are due to the fact that a single crop -
coffee - coJUiti tutos over 6o percent of her total. exports · Cotton 
is next with 12 percent. These t110 it81!18 al.ong account for t.lu'ec­
fourth3 or more ot Brazil • s export buaineu, and therefore the prices 
of those two cOIIEIOdities virtually detemins the total. ~ue of 
BrazWan exports. 
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In contrast , her 11lporte contain no e~le it ... which conati­
tut ee an important percento.ge of the t ato.l and hence the toto.l To.lue 
of her 1mporta ia leas infl uenced by pr ice changes of any particular 
CCIOUIIOdity, 

The role plnyed by the price of coffee in her balance of po.y­
mont e io evident from a compo.rilon of her trade bo.lance in the lcnt 
year of 1935, and high year of 19:11. I.n 1931 the f , o. b . price of 
Bra•ilian coffee waa triple the 1936-36 price, and in 1935 the 
export exceas waa lesa than one- fifth tho.t of 1931 in t ems of 
milreia and leu than one-ho.l£ i n tome ot dollars, 

The only other it• of 1aporto.nce in Bra•ll • a bo.lllllce of po.y­
ment a is the outp~ent each year required on her externo.l debt 
o.nd on t h e other foreign inveatmente in Brazil . Fore ign inftstmenta 
in Br azil wero eatmo.ted in 19:!0 to agc;re~;ate 3f billion dollara, 
more t han one- third of which wae British, lllld one- sixth American , 

It interest and oinking tunc! p~ente were Jllade on the external 
debt o.lone it woul d amount to ovor 100 million dollars a year. Even 
wlth partial payment s , the aum was eubato.ntial . (In 193G p~ente 
tot alin(l $40, 000, 000 were co.llod for by the Aro.nha scheme. ) 

Tho London Economi st eat imo.teo tho total amount of Bre•il'o 
ennuo.l "invisible" COI!I!litlllenta at <170 , 000, 000 to $75, 000, 000 but 
the seoreto.ry of the Braci l io.n Fino.noie l and Survey Camniaalon 
u t i::Jet ed t h «n , on l:aroh 21, 1937, at a bout ~llO,ooo,ooo . The 
il:lportanoe her debt p~enta plo.y in her eCODOI'\Y may be j udged £roc 
the f aat t hat the tato.l To.lue of Brull • a export a for the year 1936 
was only $320 , 000, 000 . 

X, Detioita in the llational Ooftrma.ont•a budgets: 

The Rational Governmant has been operatins at a deficit in every 
year since 1908 . From 1890 to 1907, a period of 17 years, cm.ly 
seven years showed surpluaea, while 10 yeara showed detio ita . 

The amount of the defioite for each ot the years since 1931, 
with the estimated deficit tor 1936 and 19:17, wore as fol lows• 
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1931 
1932 
193S 

1954 
1935 
1936 
1937 

Total 1931-1937 

~t ot def1o1t, 
in Contoa 

281, 000 
1 , 164, 000 

. 296, 000 

571, 000 
149, 000 
3156,000 
678, 000 

3, 495, 000 ($300, 000,000 at the 
current ott1o1al rate 
ot exchmge . ) 
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I ( !able I. 

Bote Circulation and Gold Rooerreo, 1915 to 1936 

(In 000' o ot Contoo) 

164 

121ill QQ11\ J:IIIE!II State : llank lledi .. :Stab111- : Year I Bank Stab111-: and : of eounti~ : aatlon Total of u.Uon (Dec. 31):ZrtA1UtY : lltaail sltpt. : lur•au : : llradi Jur•an 

1915 ~ ~ 747 1920 1, 1, 
~ 1921 2,oll9 2,ollg 

1922 2,233 2,~3 ~ 192~ 2, 2150 389 2, ~ 192 2,237 727 2,9 450 

1925 2, 115 592 2,707 454 
1926 1,977 592 2,~ 471 
1927 1,977 592 435 3. 407 435 

1928 1,952 592 835 3.379 407 835 
1929 1,~ 592 851 3 .~5 4o7 851 
1930 2, 3 170 129 2, 2 

' 
1931 2,~ 170 100 ~ 2,942 
1932 2, 170 4oo 3,238 
1933 2,978 20 39 3.037 

1934 2,908 20 200 30 3.158 
1935 2,867 20 700 25 3,612 
1936' 2,836 10 760 23 3.629 -

·~ 30, 1936 
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'l'able II . 

:BWI L 

Value ot the U1lre1e 1n 
tel"llle ot United Sta h1 currenCG" 

1917 to 1936 

Yeru- Cents per ree.r Qenta ~er milre1• 
mUreh ott1c1al : tree aark!t 

1917 .2501 1927 .1184 
1918 . 2534 1928 .1197 
1919 .2574 1929 .1181 
1920 .2251 1930 .1071 
1921 .1312 1931 .0700 
1922 .1295 1932 .071.2 
1923 .1023 1933 ,0796 
1924 .1094 1934 .0843 .06312• 
1925 .1220 1935 .0829 .05748 
1926 .1444 1936 .0857 .0588 

• Ill¥ 24--Deceo:ober 31, 1934. 
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Year 

1928-1929 
(Merege) 

1930 
1935 
1936 , (111\Y SO) 

!able III . 

llank of llradl 

Principal item. of assets and llebilitiee 

(Contos) 

1,129,000 
1 , 331 ,000 
2,939 ,000 
2,852,000 

Currenc;r 
on hand 

613,000 
4.'32 ,000 
277,000 
212 ,000 

'!'able IV. 

llrazU 

'fota1 
depoe its 

1,934,000 
1,369,000 
2, 704,000 
2 ,970 ,000 

Currenq ae a 
perc1111 te&e 
of total 
deposito 

42.~ 
31.~ 
10.~ 
7.1~ 

li!ULicing atothtice: all co=erc1a1 bonlta : Mt1n and foreign 

( Contos) 

llllrcb 31, 1936 !!.'<reb 31, 1934 

Aueb 
Loans & discounts 

Other 
Cash 
'l.'otol 

LiabUiUea 
Deposita 
Other 
Capi tal 
Total 

Cash aa a percentage 
of total depoeite 

7,596,200 
23.964,420 

773,098 
32,333 ,718 

7,893,469 
23,424, 786 
1.015.463 

32,333,718 

9 .~ 

7,006,603 

6 ,985, 417 

13.3" 

1928-1929 
F .• :verage 

5,861,556 

1,131,832 

5,830,924 

953,896 

19.~ 
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.-i 

S!IUeVl 

llli&ZIL 

l'orelgn !rr-'-
1~32- 1~36 

I I l!DOJI\1 :: . bi!Orts I : ~at. ba!Mc• t I LlliQAi ..... ., • .,.,..., .. fthl 
y- ll dbJie ol I Jl;ta II OOOt a of : 11!.\o :I 0001a o! : II {f-ol ........ lal1e\~ 

11 al.U.18 Dl>llara ¥aota ~~~ al.lreh Dl>lloza :(~co ~~~ aU- : Dl>1loza u Offlclal : 1Jne : it[ u {CII>Idoo) : al.lrob):o (ooD\oo) : aUrel.Y11 rela : 11 : -t•: Dk0 

1~36 4.2EB.667 $24£.717.567 5-18 4.335.435 •w ,043. JZ> 6.54 + 626.768 <$ 73.):1.5.753 8.57 5.88 6.82 
1~35 3.855.917 224.m.657 5-83 4.1Q4,oc8 263.374.615 6.56 + 248.0)1 + 44.578.958 8.2j 5·75 6.64 z 
1934 2,502.785 'Xfl,737.155 8.~ 3.459.oo6 ~.fn!,114 

. 
8.2j + 956.221 + 78.869.359 8-43 6.31 f 

1933 2.165.254 16<,),861 .596 7-85 2.820,271 223,126,8c1J 7·~1 + 655,017 + 53.255,212 7-96 
1932 1.518 ,6<)4 105,818,626 6.97 2,536.765 178.255.2'33 7-03 +1 ,018.<'71 + 72.436.667 7-12 
1931 1.88o.934 1 ~ • 5c1J • 6<.l5 7-42 3.398.164 :140,590,783 7-c13 +1.517.~0 + l0l.c1J2,c1J8 7-03 
19~ 2.343.705 - - 2,90'/.354 - - + 563.649· - 10.']1 

~2'3 3.527 ,']13 - - 3.86o.486 - - + 332.744 - 11.81 

• ,.... ...... t rata u ••• !151 offlclal rata u .... ~ n. -
f ~ 24 \o Doca111>U'1!7 1934· --
" Appllcalllo \o perio4 Fe'bruery 11. \o -'ber 31, 1935· 
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'UliLI Til 

llraatl& .Balaace of P~e.ah 

ror 4ebh 
D1p1out1o 
Frosen c re41te (U.S., Brlt. , 

&lid rr. ) 
• • (oU eoe.-1/2 

at~ 11&1'­
ltet) 

• • (ot here) 
lara!~• on forelp !AY .. t aenh 
'lourhh 
h :ulcrant realt t...,cee 
Tra•e1, lllaur~e, eto. 
lmporh 
Rul4ual 

bporte 
Onnaluatlon of Oe....n 1Jiporte 
'l'ourlah 
Dl p1oaatlc, eto. 
II•• lAYaetHDh 
Loan from llrl tab 

8.0 
• 7 

5.1 

.4 
3.0 
1. 0 
.5 
.9 

1+9. 7 
1.2 

71.2 

64.5 
2.6 
.s 
·3 

2.0 
1, 0 

71.2 

8.8 
.7 

4.0 

.8 

.4 
3.0 
1.5 
.5 

1.0 
54.7 
1.7 

77.1 

n.o 
2.8 
1.0 

·3 
2.0 

77.1 
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6271 l!ay 13, 6 p .m. (SECTION ONE) 

PROM COCHRAN . 

)»:::70 . 

BAchanue market very quiet. Only operation ot . 

interest w~s fu~her purchase of sterling by Soviet which 

required some release of sterling by. the French control. 

Belga seemed particularly weak today, Gua~anty Trust not 

willing t o operate trom Brussels t o New Yo::-k . Presu..,J.)tion 

i s that if Belgians ship gold t? New York the National Bank 

at Brussel3 will attend thereto. French rentes unchanged 

to down 45 centimes . Stock market not good and market 

operators inclined to be unhappy. People are frightened 

somewhat by the recurrent lowering ot the gold purchase 

pric~ by the Bank of the Netherlands which continues to 

have t o absorb large quantities . Bank of France statement 

as of May 7
1 

showod no significant changes ezcept that 

Treasury depo~it has been reduced to 11436, 000,000 trance . 

Percentage 55. 08 versus 54 .71. 

French Government is working on a scheme tor financing 

public works in the Paris district which appears to involve 

borrowing 
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EDA - 2- : 627, Kay 13, 6 p ,m, trom Paris Section one, 

borrowing through the "national tund tor state contracts 

and public bodies" whose notes and those ot the contractors 

11ill be dJ.Bcc.untable at the Bank ot France and whose 

capital io being s';lbscribed by "Treasury agencies" from 

"spec ial reserves" . 

French financial press gives certain amount of 

attention to Dies ' proposal tor a monetary conferenoe , 

There is , honever , little enthuaiasn evident for 

bimet~l~and ~; ight hope expressed that advancement along 

the monetnry line can go very tar unless the economic situa­

tion is oloo ~~proved through increoning fc.reign tra~e . 

J'lt."J,LITT 

SMS :EUB 
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ca llh war \e Dallllla bca Baool. Jae••- ... rotoroaoo 

o ~o w1do-epll'_. latoroo\ u01lae4 1a tllo prooo, oo= 

peolally 1a J.Oiadoa ._.. llarope, 'llf \lao ·-·' rop•t of 

lito 1aoU\aUca, &M puUOilluolr by tllo roforoaooo to tlllo 

ouUoM fo~ pU ooatala .. tll•ota. tu Buk -o bol .. 

....... , .. , ay fl'1eacl oat•, to prOYt•o .. , 11oro ooploo 

of \llo onnol rop•t tllaa cuotoautlr, allll tllo fMt Ula\ 

tllo rop•t llla o ""ftotod oo -~~~ •-•' uo pl• ... \lllo 

root._\ atfto•o. Proo•tt-. a 1\&UoUool I'OY1011 ..... 

roer h aot at all tho t•• of tlllo otfloora of tlllo B&UJ 

thor ••' to pYo tllo aoot a~o~tllorUaUYo claw ••atlulo 

fl'ca c•tftl baako a llll r olotod OOV '-00 111 t bo .-1 r o= 

pert 01111 aaalyoo t.aao cnut7oat el••h 1a \ llo tl-lal 

aJUl acaot.uy 8l)MI'O nfflcloaUy to prwt*o o~ •llll 

cl1oouoo1oa. 

flllo fo llowtac quotauca frca ~· st.t.TIH ploao .. 

J .. cMio--

•Tilo te~~• aa\&1 faet•• bellllul \lao 101• loao uo 

,.,. ol.u>lr ..a illpOI'UallJ •t-• ... 1a tllle l "\ .. , ropon 

of \llo Ill 1a tllo oomoau ca tu oftoot of tlllo • .,,,..oot 

&olll OIWlJ ca tllo acao\ai'J ,,,, ... • 

1M up•t, \lllo ITATIIT and tllo JBAIIU\111!111 ZIIT\1111 

lllollw .. , h .. 0 ot o wuat-. to oroat 111'1\ela \11M to 

.., ........ v,. 
l••••-- too~ ta~at t~ao orUlot• of \lao Ul 'llf 
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-. -
llaalc loa 'h 1.011101 PlWAIOUJ. UW. t• \OIMilll ..... H 

llelloate a W~l .. \ &a \llat of aoW rwal•U• h _, 

tail' to •-• au. f-• J'U.UCJAL ••• .. .,.,. 1au ._..., 

to .-plladaa tllat l&41Ma_. a •lwe ... ropl'oa•• .. ta 

tlla r...-•. •• luHaaa '"-k• tile.\ auta •• .. , at•• 
on-.a auonU• \o a f.U aaal.rah of~ Yiooa. fila 

I'OfOI'o•• wlllola luHaaa .a4o t o oOta•at• t11a pdoo of c oW, 

lla oa14, .. o •lldl&lf • •z• .... bf llAalct wbol'eu tllle -• 

IMI'Olf -U•M al-e w1 \II o\llal' &HOI'D&Une 111 t11a 

.. .,..., of \llo Preelclod of \lie Bit. l&oobe- h --

Yiaood \11&\ llula h 80 i aclH\N tar IIUippOI'\ \o tho 

1014 •tala& ia\OJP .. ia d\11 koa4qUJPtera 1a Lolldota \bat be 

le aotta& •• ap olt•-• for "'• 111 oCIIId-111& ur ngo.­

U• \llot aipt taYer 1 .. • profl\ for thh laftaV,. • 

.JaoHee• .. tel u -• &l•d thai i lle Pnlld•t of \be 818 

lla4 ille oa.ar ... to 1ao1114e 1a bh reporh -'•'-'- wllle­

w~ct rl* reflata• oa ltJ \MH wi \ll u 1aier .. t 1a pW 

alAi... Wll• -a.ia pi'OfOUOI'& ellall lla't'e lad 1101'0 U• 

to ehllf taa r~ ao up .. h t at tlataor &riWI&II'- will 

1to ~. He~ ..... t bo eptai• "'-' tbe BlS, •• \II& 

lol.a\ iutU•U• of o•tral b&llka, 1a prop•lJ a-.1 .. Ue 

pUJUo wiiM u .. a .. Yora to olleot _. .. ~~~~auoa, • • U 

..... 'lib~-- ...... 

»q __ ,loa \llat tao pal'\ of •-• repon • ilia 

p .. ol.W\7 ol 1 ... bc tao pW prl .. -. 1..,lre4 ~ 
81'U1P 
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"'"I-

•tu• tan .... h ""'-b raa••• .., ., --..1 •~e 

pUUcnalar pan et Ula ...,..., h ~ -~~~~-' et u.. ..n 

o '· .u earlJ aa »et '"•"-• M ..U, lila .-a oa 

..-a .. oa tllh -~~~~-' t~et•e - t~n••• -let)' at 

ZUlelll narela M _, ....... lllh tc••· U •• llh purpeM 

-. u, "' aile t•eu oa tile l wt .. , waoM prlaol,.l r ... ouoa 

we ~' lll,petllaU•l CNHtloaa •era Mbl cU.•••..._ 
fM appr .. laU• of &olA a.. aow -..-a a .. -' real que~ 

uoa. M lllell•ea, &M woru-1 .. 41_..1• of alia _.. 

l•' ~• lila wal••a• "J as.. Ra .. arolll work oa tile 10U 

qaaatloa llaa " • • l&llll•ta~t• .., •J tlrln4 and llh aallataa\• 

a\ Buel· n., ara at•tac parUcn&laJ' attanUoa la tile 

-._1••••1 w .. u .. uAI all uaUalllla a\&U aUoa ....... 'AI 
~ 

J:ID . ...... 

BULJ.lff. 

...... 
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SEcrEt ary or State: , 

nas:Ungton D. C. 

2SS , Hay 13 , 7 P .~ . 

Gr ay, 

London, 

DatEd Uay 13, 1937 1 

n~:otive:d 1 : 30 P .~. 

FC.:t ~'REAStmY F:tOli Blr.'XJm\/OnTn . 

HErvousnEos in thE gold marl:Et continuEs which 

was 2omEubat ~.ncrEasEd today duE t.> thE rEduction or 

t h E pricE of 30ld in AmstErdam EvEn though it was a 

noroal rEsult of thE rEduction in ~olland's pricE tor 

dollars . 

Thl.a riE E:.t 1 s Bank of England r~~urn shoVIs t hE note: 

circtD.ati on at a nE11 hiGh rEcord o.~ pounds ~79,0001000 

pr i nCi!Jal and ol'.ar3Es aga~.nst t h£ Expanston bEing pounds 

~,7511000. This incrEasE is duE mainly to coronation 

EXpEnd! tt>.rE and prEparat~.ons for thE 11h1 tsun holidaye , 

Inasnuc~ as thE Bank of England ' s stock of gold was 

inc~EasEd on TuEsday by potmde s ,ooo,ooo takEn ovEr from 

t h E · Equali zation fund t::E rESErVE has not bEEn a<!-vErse:ly 

affEctEd by the: inCrEasE in t~e not£ circulation, Th1e 

addition to t!!E bank' s gold stock 1s thE first illlport­

ant e.oquis,.tion sincE pound• 65 10001 000 was t:ens~t:rrt:d 

from t h E Equali zation tund against a pound so,ooo,ooo 

rEduction in thE fiduciary issuE of DEcEmbEr last. Prior 

to tbat t~£ bank bad purchasEd no gold sincE SEptembEr 

but same pounds 501 0001000 nas a~dEd to tb£ rEet:rve:e 

1n t~E s~e:r contha or las t yt:ar , 
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ThE total holding ot gold in thE ieauE dEpart:amt now 

riB£8 to pounde 313, 6661 0?0 circulatEd at thE old pricE 

or El5 shUli.ngs pEr ounc.: . 

mNOlWi 

CSB 

rn v l.i 311 

~"'' , t ' 
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Secretary of State, 

288, Uay 14, 7 p , m, 

FOR TR::ASURY PRO!.l BUTTERWORTH 

GRAY 

London 

Dated May 141 1937 

Rec 1 d 2:20 p , m, 

177 

The ~cneral feeling of nervousness continue~ augmented 

by the Swedish Finance Mirlister•s statement . 

In tho t;old me.rkjlt there wore literally no buyers of 

c· futures today despite heavy offerings from India at as low 

as silt pence a±seount two months delivery. It is rumored 

that the Sovi ets have made arrangements to ship their gold 

direct to !len York . 

RR: l'f'lC 
BING !WI 

( 
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J S Gray 

STOCilliOLU 

Dated May 14, 1937 

Rec 1d 10:40 p . m. 

Secretary of Stat e , 

1'/aehin(iton, D. C. 

11
1 

l'ay l~ , 9 p .m. 

:tour tele&ram I_l: .. ~!(:. J, 
On L::-_7 12 the S·lfiaa Covernment presented to t he 

Riksd~g pro?Qs&ls for the enactment of new financial 

legis::.ation . 

The measures proposed are f or 1.10re limited in scope 

178 

t han the s tatement that WlB submitted with them by the 

ltinis t er of F!:nnneq,Herr \¥1gfor ss , vthen t hey were presented 

to the P:ing ' a Council. The Minister of Finance therein mnde 

clearer referen ces to the possibility of a change in the 

int ernational rate of t he crown than had hitherto appeared . 

He said that the ~ircuostanoes which had made necessary 

a roflationa~ policy had disappeared; that the 1nor6ase in 

domestic uholesale prices hnd reached a point which 

probabl y a lready exceeded the "reasonable increase" that 

had been the Gove rnment's former objective; and that a 

continued ~nc~ease in wholesale prices must gradually be 

reflected in a substantial rise in the cost of livinc . Bo 

indicat e d t hat with the most effective means for prevent­

ing an undesir&ble developmen t in prices might be to 
raise 

Regraded Uclassified



, I 179 
- 2-

Prom Sto9kholM, f 41 . 

rn~se the value of the crown ns against sterling and to 

curtail the eAtension of domeatic credit, such measures 

were of very doubtful desi»ability and should be employed 

only tor very strong reasons . He assorted, however, that a 

stable exchAn~e value of the crown must be regarded aa 

secondary in importance ns compared with checking an 

inflationary price development. He pcinted out that it was 

the cro\tn 1 s firm relationship to aterling througll which 

an i~cror~o in world prices was transmitted to Swedish 

ind• stry &!ld tl'l'.de ; that nbile bo had a high appre'Ointion 

of the o.dv:1nt nce s connected with o. f iXed sterling crown ro.tc, 

particulo:·ly oo long o.s the prino ipo.l in-;erno.tional ourron· 

( o i os maintninJd o. finn relntionship o.mo03 them mlve~; thi " 

did not o::clu<lo the possibility t hat oond~.tions might 

develop under 'tnich a chango in tho internationnl value ot 

the oro'!ln l'ili~t be preferable to retraining from that o!fo1·t 

to bring about stability 1n t he Swedish price level and 

Swedish economic life . 

END OP SECTION ON&. ' 
SCHOENFELD 

ROC SitS 

( 
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LttS Stockholm A portion o:C this t e l egram 
muot be closely paraphrased 
before beinG communicated 
tc• anyone . (B) 

Dated May 14, 19~7 

nec •d 12 : 10 p , m, , 15th 

Secr e tary of Stat e , 

ilaahill{;ton. 

41
1 

May l~, 9 p , m. ( S:t:CTIOH 'l"'JO) 

(GRAY) The actual measures which the Government pro-

poses ·.t tt • .'.s t5.me are : 

:1) 'l.ut::U..~·J.zation for the Government to utilize the 

Ri kc'nnk ' s holdings of foreign exchange e.nd gold to a 

minin''.lJJI of 100, 000,000 crowns for state purchases of com-

( moditie s abroad. To financ e such imports the Nati~nal Debt 

Office WC\\ld r:ako available to a special purchasing off'ic ~; 

Treasury M tes wh ich could 'be exchan.:;ed at the Riksbank for 

foreign exchan:;e and gold. Th e R1l~sbank would in turn be 

authorized to sell such notes in the o pe n ·market . 

(2) Authorization for the Government to increase the 

st8.1!1p tax on the transfer of stool:& and bonds from three­

tenths of one p er cent to not more than one point two per 

cent ·.1h anever it deemed this necessary to discourage 

speculation . 
(~) EXtension to February 28th 1939 of the existing 

1an relieving the Riksbank of the d\\tY to redeem ita notes 

( 
in cold, 
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The Minister of J'inanoe added that he asiiUIIIed that 

in addition the authority of the Jational Debt Office 

which is valid until Kay 31, 1937 to place at the dis­

posal of the Riltsbank Treasury notes in any amount which 

the bank desires for its contr ol of the capital market 

would be prolonged. 

He also a&IIUIIIBd that the Riltsbanlt would enact a 

proposal, introduced on April 30 last, authorizing the 

R11tsbank, when it deped it necessary, to require tho 

commercial banks t o deposit with it a certain portion 

of their cash reserves . 

CONFIDENTIAL. Kr. Wigforse, with whom I have just 

had a conversation, stated that it was the purpose of 

proposal (l) to use a part of the foreign exchange and 

gold of the Riksbanlt which 1a now idle and to provide 

strategic aatarials such as coal, •stale and super phos­

phatee. It was hia feeling that these strategic ooe­

moditiea were as good a r isk aa gold or foreign axohange, 

especiallY since uncertainty exists concerning the gold 

policy of the United States. rurtberaore, they aigbt be 

more valuable to sweden than gold in case of an emergency. 

The principal value of proposal (2) was psychological. 

Proposal 3 was a conti nuation of the 81tuai1on exiating 

at the present ttae. It 
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It wu •~'ad by Jlr. Wigtoree thd the Rike'b&llk had 

in~fioien' oon,rol OYer t he credit •rtet cme 1:o the 

tact that t here was so 1111oh liquid •oney in Bwedm. Be 

a&id that t he discount rate was ineffoo,iYe ae long ae 

'hie c ondition continued changing. Thus, 'he chief ai• 

of the proposals was to g1Ye the GOYer1111ent greder oono­

~ol OYer the •onoy market by C1Ying authority to 

sterilise excess funds to the Riksbank. 

W1gfores adllitt ed that the price lnel could not be 

appreciably influenced by these measures, which would be 

'heir oetensible purpose if there should be a substantial 

rise in i.nteroational prices. He stated tba' t he wisdom 

of 'be •onetary policies of Great Britain and t he United 

States and the reaction of the international price lnel 

to these policies innitably affected SWeden. Bowner, 

if SWeden were forced 'o choose be'-een a ohange 1n the 

orown sterling ra'e or an exceseiYe rise in liYing costa, 

it would ohocse the f or•er. 

&uoh a step, Kr. Wigforas stated, was feasible 

politically. He e~~pbaaised the faot tba' ' hie could be 

carried ou' by a simple decision on 'he part of the 

RilcabiUik in ~e•ent with the GOYernment. 

It waa Kr. Wigtoraa• feeling 'ba' no cre41' 1ntla­

Uon or inflationary illduetrial expansion were 'o be 

oba&rYed 

Regraded Uclassified



. ' 

( 

( 

( 

183 

...... 
obaerYed 111. 811e4en thus fer but he felt that greater 

financial preparedness wae oa1le4 for beoaues of the 

present abundanoa of aoney, whioh represented a poteo­

tial danger. 

I al.eo ha4 a talk with Kr. Rooth, OoYernor of the 

Rikab&Dit , about the situation. Kr. 1fig-foru, Kr. Rooth 

said, had beeu aiainterpreted abroad, end lhre41 th aOL~ 

tary polioy was unchanged. He e&id that 8117 inflationary 

influences arising fro• domestio causes could be handled 

by lhreden but he eaid that such influences from abroad 

oould not be rseieted under the present pr oposo.le. 

SWeden, therefore, would aeet t his by revaluation 1f it 

were forced to do eo by the international price leYel. 

Both· Kr. Wigforae end Kr. Rooth seemed to be uncer­

tain with respect to the probable future price of gold 

end al.eo w1 th reepeot to the future gold policy of the 

United States end Great Britain. 

lly conclusion ie that the authorities 1n lhreden 

prefer to a't'oid rnaluation of the crown but psycho­

logically they are prepue4 to resort to a aeaeura of 

this kind if prioea ri se appreciably. 

(DD OP TEl.IOIUll) 
SOHOE!In:LD 
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R. M.Jr : Hello 

llay 14, 1937. 
11:46 a . m. 

Operator : Senator Wheeler 1s 1n a Senate hearing and he can't 
be r eached until 12: 30 or a quarter to one. 

Jt.•J .Jr : Well leave word that I •d like to call him about 
five minutes to one. 

0 : All right . 

B .~ .Jr : If be can be reached. 

0 : All right, I' ll do that. 

H.U.Jr : Five minutes of one sharp . 

0 : Ri ght. 

a . \l .Jr : Hello 

Operator: Senator \~eeler . 

R. l&.Jr: 

. <beeler : 

Hello 

Bello Renry • 

Bow are you? 

Fine . . 
R.!J .Jr : 

\'/ : 

Did you get my let ter? 

Yes . 

12:56 p.m. 

184 

R.M.Jr : 
Now in addition to that I 3ust want to tell you • • • ••• 

W: Yes • 

B. U. Jr : • • • • • • • as man to man ••• • • • • • 

W: Yea . 
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H.ll.Jr: 

W: 

H. JJ .Jr : 

W: 

P. . :.I •• Tr: 

.... " . 
H.U.Jr : 

W: 

H. MHTr: 

W: 

H. LI .Jr : 

H . l~ . Jr : 

A. U.Jr: 

W: 

H. !.I.Jr: 

VI : 

H. LI .Jr: 

~'I : 

- 2-

,,,,,, , as long as I have been here and as long as I 
stay here ••• .••. • • 

Yes . 

, •• •• •• the office of the Secretary of the Treasury 
will never be used to persecute anybody on income 
tax. 
VI ell I - Benrr, I didn ' t think as far as you were 
concerned and that's Why I sent the letter to you. 

Well just as long as I am here it never will be used 
for 1Hend or foe ......... 

Yes • 

• •• . •• and it never has .•...... 

Yes • 
•• •• and the minute it has or I •m guilty of i t I•m 
willing to quit. 

Yes . 

See? 

Ylell , of course> 
But I wanted to tell you that and if anybody under 
me uses it for t hat purpose he goes out on his ear 
in 15 seconds. 

185 

Yes, well , of course, t hot 1 s what they should do, Henry. 

And - but I wanted to tell you that personal ly. 

Wel l I- I- Henry ••••• 

I mean all thr ough - listen -

Yes . 
All through the campaign there were suggestions made 

to me • .. . . . · · · 

Yes . 
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H. M.Jr: 

.... ... 
R . ~t . Jr : 

w: 
R. I.I .Jr : 

'~~: 

R. U,J.r: 

l! . lf .Jr: 

... 
R.:J.Jr: 

H. L-!.Jr: 

W: 

H. I.I .Jr: 

W: 

B. U. Jr: 

18S 
- 3 -

•• •.• and I ' ve never never used it and never will. 

Yes, well , Henry, I felt that that was your positi6n • •• • •• 

Yes • 

• • • • • • and that 1 s the reason I sent it to you. 

Well •••• 

Uow as far as I ' m concerned, Henry, 

Yes • 

•• • •• I'm perfectly willing and perhaps I was overly 
suspicious - ah - I've been out to Kansas - ah -
what happened in Kansas I felt came from a certain 
source and then I went out there and then I got this -
and in addition to t hat you know this has been - they ' ve 
been circulating around and some of these 2 x 4 fellows 
around here you know that claim to be close advised 
kept saying - ah - this fellow will be punished and that 
fellow will be punished and some other fellow will be 
punished. 

V/ell Burt I - I hold my office too high for anything 
like that. 

Well, of course, I know you do but Henry •••.••••• 

Yes • 
• • ••• as far as l tm concerned I expect they can start 
1n with me anytime that they want to. 

Yes . 
I _ a lot of experts have tried to punish me and they 
haven ' t got away with it . 

Yes . 
Ab _ it may be - I - I - I ' m taking - I - I - believe 
what you say positively and absolutely because I know 
that you wouldn' t be a party to it but I didn

1
t care 

about it excepting I just bad to get that letter at 
this particular t i me •• •• • • •• 

Ah-ha. 
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R. t.t . Jr : 

H. 't.Jr : 

( IV: 

H. U.Jr : 

.. ' . 
H .~ .Jr : 

'II: 

H. !.I.Jr : 

w: 
H.M. Jr : 

VI : 

H. U.Jr: 

'II : 

( 

187 
- 4 -

•• •• •• and it' s t he f irst time- i t ' s the first time, 
to my knowledge, that it was ever attempted or ever 
checked up on us in all the time that t here ' s been 
an income tax because, as I 've said, I've always 
t ried t o lean backwards; I don 't keep any books 
because I don ' t have any income sufficient to keep 
books on. 

I see . 

I don ' t have any income to keep books on. ~ben 
they questioned about the 3~ on the building when 
I was United States District Attorney the fellows 
out t here who checked up on income tax msde i t -
I went down there and they said well this is what 
you ought to take and I took it; I don't know any 
more about securities •.•••.. 

\/ell all I know. I don ' t know anything about your 
case per sonally but I do know that on this quest i on 
of depreciation of mines, • • ..•.••• 

Yes . 

••••• • and oil wells the boys are going after that 
and I ' 11 . . .. . . 

I think they should • 

• •• ••• I t ll tell you why. 

Yes . 

Because in the case of oil wells - ah - rze find 
that they ' ve depreciated a hundred per cent •• • .•••• 

Yes . 

•• •• • • and then keep on depreciating . 

Well you know, Henry, • • ••••••• 

Yes . 
a matter of fact I - I presume - I don ' t 

~~~· ~a~hing about depreciation; I don ' t know da ti~ing 
things but as far a s I'm concerne 

about those wy ' hould put a 1(yf. depreciationw, 

I
tbey said tot mel,~ oui~ they said you should have put 

td have pu a ~ -
it 1~ I 1d put it ~. 
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R. JJ.Jr: 

W: 

H. l{. Jr: 

W: 

!! . Y.Jr: 

W: 

H. ll.Jr : 

VI : 

e.u.Jr : 

w: 
H. l •.Jr : 

R. U. Jr: 

W: 

- 5 -

Well but - but asi de from the case - the principle 
and t hat ' s what you•re interested in •• .••• 

Exaotly. 

Ah- you have mY word that there's nothing and if 
there is anything or any subordinate took it upon 
himself •.• . •.•.• 

Yes. 

See? 

Yes . 

I can assure you he ' ll be out on the street in 
t wo seconds . 

Well I mean it•s just bad business . 

And there's been no request of any kind from across 
the s treet - I want to tell you that t oo. 

Yes . 

No request or no hint of anything . 

188 

Well I couldn' t- listen I couldn•t- I didn't think 
that - candidly - I mean it never occurred t o • that 
~e'Cbief would do anything like that. 

Nothing - nothing like that . 

Listen, Henry •••••. 

H . ll.J r: Yes • 

W: ••••••• i t never occurred to me for a second •• ••••• 

H. M,Jr : Yes . 

\'1 : ••••• that he would be and, as 
know that he wouldn't do it. 
know some misunderstanding of 

a mat ter of fact , I 
I just thought that you 
some kind . .. . . . 
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B. I.! . Jr: 

w: 
!LM. Jr: 

'.Y : 

H. U. Jr: 

\7: 

B. U. J r: 

w: 
B. l.! . Jr: 

W: 

c H. r& .Jr: 

VI : 

R. J.l .Jr: 

( 

- 6-

It' s perfectly possible; I've got 651 000 employees. 

Exactly. 

And - ah - some of them are always making a God-damnftd 
fool of themselves . 

Exactly and t hey ' re over-zealous sometimes • •• • • ••• 

Yes • 

•••••• and some of them think well by God they can make 
t hemselves solid by doing things that they shouldn't do. 

Yes . 

That ' s the reason that I wrote it direct to you. 

O.K. 
It never occurred to me that either you or the 
President- either one of you would • •• • .• 

All right Burt. 

Yes, all right, Henry, take care of yourself. Thanks 
for calling up. 

Goodbye. 

Regraded Uclassified



( 

( 

l 

FS 
A porti on of this 
telegr~ must be closely 
paraphrased before being 
communicated to anyone . (A) 

~ecretory of State, 

lashinste;n . 

631 , :Jay 14, 5 p . n . 

( GRAY) FRO!i COCHRAN . 

Paris 

De. ted !.lay 14, 1937 

Reo 'd 1:52 p. m. 

Lit t l e trading on Paris exchange market today in 

s pit e of this beinG last busineos day until Tuesday 18th, 

No evidence of operations by French control . Soviets 

sellinG dollars for sterling . BelGa still weak presumably 

due to BelGian purchases of f lorins t o subscribe to 

Belgian loan recently issued on Dut ch and other markets . 

French r entes uo~hangod or slightly higher . Stock 

market de::>.d , 

Paris press continues to give attention to anything 

t ouching gold quest10n. Today's 1tems concern revival of 

possibility of Sweden revaluing the crown upnard because 

of rising J rices and opposition of ActinG Minister of 

Finance in 3outh Africa to dcmondo for higher taxes on 

(!Old mi nin.l 11hich he thinks would co nly further depress 

the market for gold shares . 

Since :?ranch banlts are closed all day on SaturdaY• 
future 
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future Bank of France atatemente (which are issued on 

ThursdAys) will be closed as of the preoe41ng Thursday 

instead of Friday night. 

Jean Liaabey today i uvoioed to Johnson, Matthey 40,000 

dollars United States gold pieoes LAFATETTI. 

According to -r market oontaot , no one , including the 

Bank of JCngland, is willing to make forward puroll&sae of 

gold. Ratee are declining a a a reBUlt. Indian gold for 

forward delhery today was eight pence per OUDCe below 

the currant price. Ky contact told me his colleague 1n 

London 18 no longer parmi tted by the Bank of England to 

know how .Uoh of the day's market supply of gold is being 

purcll&sed by ~e Bank. I t 18 belined therefore tll&t the 

contr ol 1e taking back quite a bit of the gold offered on 

BULLITT. 

U;Lft 
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To: 

From: 

Secretary Morgenthau 

Dr. Burgees 

Treaeur.y bonds tended el1gbt.l,y eaeler 1n the tore­

noon in a quiet market, quotations reaatntng thereafter 

appronaatel,y at that level. Cloelng quotations were 

generall,y unchanged to 2/052 ott trom ,yesterday. In the 

guaranteed group, F.F.M. C. 'a were generall.Y 2/32 to 

7/052 ott and H.O.L.C.'s were l/052 to 4/32 ott. The 

turnover ot Treasur.y and government guaranteed bonde was 

$844,000. Note market was dull and a shade lower. The 

short and a1ddle maturlt1es gsnerall.Y closed l/052 ott 

on the d83, w1th the 3s ot 19058 2/32 ott. 

Domestic bonds were extre:ael.Y quiet and pr1ce 

tluctuat1ons were alnor. H1gh grade bonds cloaed about 

the aaae as yesterd83 and eeoond grades showed emall 

losses ranging up to l/2 ot a polnt. 

Foretgns were generall.Y quiet and stead.}'. 

No purchases tor Treaaur.y toda.}'. 
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IIPonaAaa prepared "' 
~esors . Baaa, l eltaar, a..., 

( o•»o=~~ ~ SuoUr. 

J1Y1o1on of !eaearch and Statiatloe 

( Cop;y !unliMd llr. llaclll) 

-· 
leoret1t.17~tban 

llr. •-T/1 

EPARTMENT 

MU NICATION 

Methode of l.ne-tax a~iclaDea. 

1?--e!l and Conclusion• 
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..,.,.. lla7 14, 1937. 

J. partial list of 811thode of a~idin& or reduei.Dc the fUll hpaot 

o! incol!le te.xeo 11 presented below. Koet o! theta methode are not new 

but the chance• -.de 1n our tax structure b;y the lleTaDU.e J.ch of 1935 ' 

and 1936, coupled with the oubotontlal rl11 1n inco•u reaultlJ!C fro• 

our buoineu r ecoTeey, naturally 1ncree.ee t.he incentive for the f ull 

ecploJ~Dent o! the .. and other methode o! redllci.Dc lncoDe tax 11ab11H:r. 

I t ia reaooll&ble to el\t)ect that unleu exht1J16 loopholes are greatl7 

rednced b7 IU1 table hsielation and b:r Ti«oront ad1Din1otrat1Ye efforh 

~heir uee will become 110re wideepree.4 dur1J16 the calendar ;yeu 1937 u.;, 
wat true 1n 19361 and that our income tax colleoUont during the fltoe.l 

7ear 1938 miltht, 1n conaequence, be further rednoed. 

It mlltht be unwise to dela:y recommencl&tiona tor remedial 1~~tlal .. 

tion ~ the ll\t)ectatioD that exiati.Dc loopbolea will be el181nate4 1n 

the 1111b atantial reorganiution of our rennue lan that Ooagre11 me:r 

effect nut :rear. It h alt91tether unlllcel:r that auch reorsent11t1oD 

can be enacted next ;:rear in U•e to be a,ppliee.ble to the calendar ;r.ar 

1937· 

Ideall:y, therefore, speci fic recoCilllencl&tiono for the elimination of 

each iJ!por tant aource of lncoae tax a~ida.nce abould be Jl&de 1Jimed1ahl7 

for coagreeelocal eonaiclen.tion. lJ'IlfortUDatelT, howner, up-t~te an4 

adequate in!or.ation r eepecting all the more iq>ortant methode of tax 

a~idanca, and IU1 tabla remedies therefor, are not now aTailable, Ja .. d 

oolalT on riiYeuu conalden.tione, 1t would be higbl.J deairtlble, nenrth.­

lell , to 88l<a ,.....,...,..detloDs tor t.lediata action with respect to a few 

loopholu on which the oaae appear• clear, and to aunounce that turthar 

I:'ICOI:IIIeDdetiona would be Jl&de in the tall. Such earl;y action ..ould be 

11kol7 to han fa't'Oral>le effects upon our reToDU.e collections 1n the 

tlacal :rear 1938, not onl:y beeauee of the specific loophole• ollainated, 

but also becau .. of the i JI>ortant p•;rcholO!tical effect. 

If, for other reaeona, immediate recommond.at iono for legiolatiYe 

action appear lnadrtlable, a great deal could noTertheleu be aecoq>liohed 

b;y ngorona &dmlnht n.tin atrorta directed eepeei.all7 to tax a~idauce 

caaea. In thla oonnaction, a Dllllber of w ll chcaen deficleDCT o.s•e .. -

llenh and court IU1 h would undoubtedlT haTe iqlortant po;;ychclO!tioel 

effect. 
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S.crate.l')' llorg.,tbau - 2 

ftreonal hollii¥ CO!panha 

011e clear-cut e&oa of TeJ'7 conoiderable potmtW iq>ortance u 
a Mtbod of tax aYOi<lanc:a 1a the uaa of the pereonal boldiJ!c ca.pan;r 
I.n each of the laat three reTIIJIWI acta Concre" baa ~ecificall7 rae~ 
nhed the TeJ'7 apeoial cbaracter of auch coll;)&nl.aa b7 illpoa!J>g cracluatacl. 
taxa• upon their undiatributed adJUsted nat inco••• .t. caretul anal7oh 
of the releTant prorlalono of the lleTe1111a .let of 1936 clee.rl.J dhclooaa 
tbat eToJ'7 i ndirlcl.ual wl.tb a net incol!le of $4o,OOO or more, ucluoha of 
additional d1Tidendo , 113¥ roduco hie total income ta.xeo 1>7 rece1T1D« 
and reinTeeting all e.cl.di t1onal d1Tidend income through one or mora per­
sonal bol<IJ.ng COIII,Paniea. .ln i nd1Tidaal who expecto to recein a total 
net inc011e of $2,000,000, of whl.ch at leaet $1, 000, 000 wl.ll conoiat of 
dirldencl.o, m&To b7 herlD« $1,000,000 in diTicl.encl.e paid to and retained 
b7 a personal bolcl.iJ!c COIIIpaDT, rednce hie total t&x Uo.bill tT 1>7 
$357,079. It, ina teed of using one pareonal bold.lne CO<IJ>aDT, be uau 
tin euch co.p&nl.u, bit tax aaTing maT 11110unt to $1112,367 (aa...U.C 
that be 1e married, baa two chUdren, and h entitled to the ao.rlJila 
earned income credit). 

'l'lleoe tax aeTinga thrcngb tbe u.oe of peroonal holding coq>aniea , 
&a indicated. alread.7, are not confined to indiT1dU8lo wl.th extreaelT 
larre incomeo. In aoae inetancea an 1nd1T1dual wl.th a net i.ncome of 
on.l7 $22,000, ~. if $2,000 ot the income conehto of d1Ticl.encl.o, 
aecure a tax 1\d.Tania«a if be arrangee to h&n tbie $2,000 roce1Tad aA4 
retained b7 a peraonal holding COIIIpaD7• .ln indiTiclllal who anticipate• 
a total net incoM of $2()0,000, of whl.ch $100,000 wl.ll conoht of 
diTicl.enda, .q aaTa $30,000 i .n ta.xea, if be 01)107' a pereonal boldlD« 
COIIIPaDT to racehe and retain $100,000 of diTicl.end incoae. 

!here appear• to be no perwaahe reaaon, aa re~ecta either buai­
neae noce111t7 or tax equit7, wh7 the incoau of paraonal boldi~~& co,... 
panioa ebould not, for tax purpoaea, be treated aa the income• of part­
nerabipa, each etockbolder including in hie indiTicl.ual incoae t&x ratun 
hie allocated ah&ra of tbe ineoae of tho peraonal boldi~~& COIII.PaDT• luoh 
a prorlalon would cl.ofinitel.J remoTe all poaaib111t7 of the peraonal bol~ 
1ng co-"7, aa now cl.efined, be!J>g eq~lo7ecl. aa a aaana of t&x aToillanoa. 

In the neat that the conatltutionalitT of euch a proTiaion 1n out­
rJ.cbt tona were aerioualT queati..,..cl., the - raault could be aoh1eT84 
11

7 
tutotbar -tbocl.l !M rata of tax on the 11at incoM of a P""aonal 

holdiD£ cOIIPeJQ' could be tued at 75 parc81lt, which tax could be treata4 
aa u 1nco11e taz p.,..nt at the aourca on behalf of the 1nd1Tic!nal 
atoekbolden. 'l'lle latter, with each receipt of a dirlcl.end pqMJ~t troa 
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Secretary Korcentbau - 3 

the pereona.l holding COJqlaJ17, could r ecehe e. certl flee. \a t'ro• the 

eo~ e'fideneing the prep~ent e.t the eource ot hie indi'ficlual ~ 

coce tax 11e.bill ty to an ...,unt eque.l to three tS..ea the ...,UDt of 

195 

the di'fidend ~ent. !he etockllolder'• indi'ficlual i neoM taz retunl 

would include aa dirtdend ineo.,e the amount of the tax certificate• and 

he would uae thia tax certificate in partial p~t of hia indi'fi~ 
1neoce tax 11e.b111ty. In thoae cuea 'llhere the aD)Wlt of the tax oez.­

titiee.te exceeded the total tax lie.billty of the. atocldlolder, he would 

obte.in a eneh re:!\md tro., the 'l'reaoury, !lhl.e procedu.re 1a an applic~ 

tion to pertonal holding COII})aniea of the llri tiab •ethod of taxillC 

eorporationa and their atockboldera. 

I f either of the two alternatiTe methode here auggeated of taxinc 
pereonal holdi"C co~~paniea were adopted, all the I!Pecla.l credita and 

exell)tlona -.ppllcable to peraonal holding eo~anlea could be ellmnated• 

8lld, it deaired, all corporation taxea , other tb8ll the tax of 75 percent, 

could be eli~ne.ted tor pereonal holding coll})anlee . Oonalderation might 

alao be giTen to the recognition of ronta u one of the detin•d. aourcea 

ot income of peraonal holding COII})aniea, and to other ehencu of det1l11-

tion the.t would r eatrict the uae of web co~Wanlea aa ......,. ot tax aTOid­

anee. 

lpro1cp. inyta!:P!ftt comora,tiona 

A cloaely related meaaure could be uaed to diJDJ.niah the TOlUIIe of 

tax aTOide.nce reaul tine tro• the uae b7 Americana of non-reaident foreign 

inTeatllent corporationa. At p reoant a raaident of tho Ol:dted Statu wbo 

enjoya a beneficial intereat in the income of e. Calladien or other no­

r eeident foreign corporation, 1nc.luding coll})anlea thet would be defined 

aa peraonal holding eompaniea under .lmerlce.n law, 1a oubject to no lr>­

CO!I8 tax lle.blll ty in the tiiU ted Statea on the 8J!OW1t of .,.cb beneficial 

lneo•e accUIIUl.&ted on hi a behal1', except t o the extent of the lO percent 

w1 tbbolding tax on diTidelld.a pe.id to web toralgn OOJq>6117 b7 .llleriO&D 

corporationa. !be ~an income tax lan, aa rertaed, giTe deoided.ly 

preferential tax t.._t..nt to inTeata.,t corporation• o1111ed. by or tor 

the beneficial intereat of foreignera . !here tbua exhta a nry powez.­

tul 1ndw:ement tor Americana of large inoo~~ea to eat e.bUab pareonal 

hol4.1Dc COIII'aniea 011. ~an eoilo 

!here would epp-.r to be no aOW>d reaaon -.d:rT the 1Jn1 ted Statu 

need reoopi&e, tor the purpose of detemning the taxe.ble ino .. ea of 

ita o1t1tene and reaidenta, corpol~te chertera granted. b7 foreign goTerD­

Mnh. OonoeiTe.blT, all A»erice.n raaldenh could be required, tor iDeo• 

tax purpoaaa , to report their abaraa in the ineo•• of toreicn corpora­

tiona aa pe.rtnerabip ineoaea. It web e. prortaion were ganarallT t~P~>lle4 
to 1Dclude ordi.nar7 lndnairlal corporaiiona, practical ditficuliiea would 

dou])tleaa aria•• ~t there would ll)lleaJ' to be no eound objection to 

-.ppl7Uc ftch a pt'OTiaion to lnnataent eorporaiiona , auit.bl:r defined, 

in 'IIIlich .lllerioena bold lniereai . 

Regraded Uclassified



.. 
Secret..,. llo~antha. - 4 196 

If su.eh a pr<rrillion were &dopted, ouch Alterieane would be re­

quired to include in their indh1.dual income tax returne thei r ehere 
ot the undhided profits of foreign in• .. tment corporat1on1 in wbich 

thq hold i .ntereota. I t 1o true that tax """•ion would otUl r-.1n 

poooible b7 failure to report ouch baneticilU income, but wlle.t 1o ""• 

lawtlll tax a•oidance would be cha:Gged to unlawtlll tax IO'f'&eion• to 11hicb 

would, be added the et1811& and panaltiu, i f dhco•ered, of ~iDg to 

t\ !aloe income tax return, 

lo!'!ien beneficlariee of Aaerican truota 

.1 eoonhat related principle could be applied in the taxation of 

toralp beneti cl~iea of !meriCt\11 truoto. A withhol~ tax of about 15 
percent could be lerled on the incoae rece1Ted b;r t\117 Al!lerican t ru.at ee 

tor the beneficial intereot of ~ non-reeldant alien; and a rebate of 

taxeo N3 be llade to or on behalf of lalCh non-reaident &111111 q>on the 

t1lill6 of a c011plete income tax return with the llureeu of Internal .leTe­

nue eettlbllahiDg the non-realdent alien'• right to ouch rebate . 'D>io 
inoo111e tax return would include income !roo ell eourcea and all oountr ho 

o.nd the lnco111e tax applicable to the Allerlcan portion of the inco"e would 

be the difference between the tot!>l taxeo that would be p1118ble it the 

whole incoae were earned in thle countr:r and tax that would be pa;tai>le it 

onl:r the inco.,e earned in other eountrieo ... re taxable • 
• • • • • 

llotwithetandlng the admit ted lecall t)' ot tn.x aToidance ae d1a­
tiJl6uiahld tro111 tax e'faaion, tax aToidance constl tutee a eeriouo probloa 

rlewed froa the atandpol.nt of aattt6)1t\l'IUDg reTetma ;rlelda, It 1o a 
problee that •erlta eone tant attention in order to effect eorrectln 

le&hlo.tion. Tax aTOidance raiaea 1110ral and aconoaic lasueo aloo . 
Proct1call7 e•er:r e.Tenue of tax aToidance 1a e. mMllo of clrcumTenting 
the juat leT)' of taxee 1n accordance w1 th the 8 e.b111ty to pay' pr i nciple . 

Directed 114alnet income ta><ea, tax avoidance, 1n a broad oenoa, 
co~rohenda the daTiai.ng of llet\IIS for the pr..,antion of receipt of in­

come in tax&ble fol'll, or the manipult\tlOD of i h receipt or accrual in 
ouch IIIMner (le&al) e.a to make it aubject to the lo,..ot poooible tax. 

Tax aToi dance io the eonaciouo shapi ng of tax determining eTento, 
uauall,- proceedlllg in e.ccordance w1 th adrlce froo tax couneel. 

'fhere tbwo enata contimlous eenoeuT&rin& of incoae into petho of 

leaet tax. '1!hio proceao of .,.plo;rlne lecal illgeml t:r to dloco.,.r fertUe 

oourcee of tax &Toidance hao been going on for man:r 1e&r•• Comfort for 

the ta;r; e.TOider 1e found in the caoe of tTili ted Ste.tea Ta .• I~ decided 

1n 1873• 'D>ie oaae eete.blhhed the la&al right of a talq>&Jir to dacr eaoe 

the uoo1111
t of what otherwise would be hlo tuee, or altogether aTOid thea 

bv IMt\IUI 11hich the l&w parmi te . .1 c..._,e.re.tiTe}J' recant deciaion , the 
• ( 1935) han aoae'llbAt cnrbed the bree.dth 

Gre&Or:r ""• BelTeriD& caae • ll&1 i t tax oidanca canllDt 
ot ta;r; aT01danoe b;r boldlDg t hat though the 1110t •• o "'" 

Regraded Uclassified



be attAcked, the utilization of -.ch meana ae ma7 be merel:y artifice• 

and han nothillg to do with 'bu.oineu r.alitha, C&IUiot be conaidsred 

ertectiTe aeeno tor accO"!Pllahillg tax r eduction, 

'l'here are cer tain known methode , oome of whl.ch haTe a t !ordad 

r e1'11ge f'rom Juat tax l1ab1l1 tJ onr and on r e,gain. '1'he pulllicit:y 

which 1n r ecent :yeara baa been ghen to methods !or minimisl.D« taxea, 

the condoni"6 &ttl t uds which IIIU8t be interred !rom the ae.,.erel recent 

work• on tax &.,.oidance , &re tending to develop a phil ooophJ that a 

tax burden h onl:y to be borne b:Y thcee who cazmot eo aenl.pu4te thoir 

tranaactione as to melre them wboll:y tax f'ree or eubJect o~ to a 

miniiiiWII amount of tax. !l'h.ie 1s a polic:y ..tueh 1! carried to extremea 

will h&ve the affect of worlc1ng h&TOc wi th the atteq>ta of Ooagreu 

and the !reaaur:y i n t heir t(lieab tor adaquate r eTenua. The widsl:y 

circul&rhed methode tor tax minimisation and tax a...aidonca contained 

in the Federal Tax SerTicee like Prentice-Hall, Commerce Clenrtng Eouae , 

the books on t ax reduction b:y author a like Seara, Bartman, Cochran ond 

others , all haTe the ett oct of ~Qg e>!Ph&eh on t&ctica and procedure 

to be followed in ad'f'&llce of con.-ti~~g transactions or in the 11ethods 

ot conducti ng busi nees in ordor to e.ccomplieh tax reduction. 

lhether or not tax &Toidance 1a to be ettemathed with an unaa.,.or:y 

tinge 1a not of ~ortance . J'roa a standpoint of reTanue, 1t 1a i­

portMt, however, that known loopholes in tax atatutea be eliminated, 

ao tar aa h practicable. It 1o recognized that certain aethoda !or 

:oiniala!Qg taxes ar. not the cpecific outgrowth of dstecte in the et&t­

utea , 'bu.t rat her are i nherent 1n the b road pri Til agee and rights of con­

Gtitution&l or igin. ror e~le, our revenue l awo cannot compel an:y 

ind1T1dual to IlSke & &ale of p ropert:y in a :year when it will result in 

gTeeter 1ncou tax than 1n another :year. 

Apart !rom tax avoidance methods , the w~e of curtallint; tax li.,_. 

b1lit:y are lleJl7, particul&rl)' if ... 1ncluda on the one hand eo-called 

leg! timate methods tor .Unbd.dng tax•• and on the other t he inetnneea 

ot reduced tax 11abil1 t:y becauee of exht1.ng inequl. u .. in the tax laws. 

Soma of the methode have been the eubJoct of concern b;y Congreaa in He 

atuq of tu avoidance (Prel1m1nar)' lleport of the SUb co=! ttee of the 

Co•1ttee on 1ra:ya &lid weana, 1933), and ha'r8 aleo been ccmaidsred b;y the 

Treaaur:y D8J)art..,nt (Stat ... ant of t he Acting Seeretar:y of the -aur:y 

r egarding the Pr eliminar:y lleport o! a Suboollllllittee of the Co=ittee on 

f a:ya and Ileana, rel&ti.,.e to methocla of p r evantina the a.,.oidance and 

naa1on of internal reTenue l&wa, 1933) • 

ftthout e.ttm:rot1~~g aeything which approaches an exhauat1vo liat1QS, 

there are s1.,.., beiow 80110 loophole a affording aoana for a.,.o141Qg 1nco• 

taxee . 
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(l) JJ»4iatributtd proflte ty ayoi"·nc• 

In a real eenee , an adequate dhcu .. ioa or the .. thoda or 

aYOic!J.Dg thh tax cannot be diYOrced tl'OII 110et or the .. thoda or 
aYoiding iud1Yidu&l end corporate iacoae taxee. Tirtua.ll7 all uthoda 

that reduce the taxable incoae or corporation• 11kewile r educe their 
uadietrlbuted net income• oubject to thh tax. .And the 1nore&~e 1n 

di't'idend di etr1'bu.Uone to indiriduah arloing out or the dadre or 

corporate .aaace-ta to elia1nate ourtu .. oa undletrlbuted iacoae 
~ be cancelled 1a ~ticant degree , ec tar u atrecto tax reY.­

nuea , b;r an increaaed uoe of aethoda or &Y01dillf: iDdiridual incoae 

taxee . J'or theoe reaaona Yirtuall:r all or the ceneral methcda of in­
come tax &Yoidence cited hereinafter aro relevant in thio connection. 

(2) llullif)il!g the $2,000 capital lou lbdt&Uon 

Ia ina tancee where the C4ital galno are not enoU&h to al>­

oorb the C4ital loeaea an intentional aale of aacuritiea ma;r be made 
at a profit, which profit would not be taxed but n.ther otroet 8(;ainat 
the capital loeeee. B:r arrange~ent , identical eecuritieo can be r.­
purehaaed, pr .. w:W>l;r at the market p rice , and the tup~er ceto a 
otepped-up baeh tor wbeequ.ent eale. '!here haa been accoll(>lhhed b;r 

thh ~pulation the eo tabliahing of & higher baeio tor purpooeo of 

ofteet againet tuture aalu price, without a:rq tax having been paid 

on the pro!i t llade rroa the tirat eale. 

(3) Ic1tnt1ticat1on ot aecuritlu for eale 

Ia the eaae or owner ahip or aharea or certain atoclc ac­
quired at different timee and at different prlcee, a oale of eome or 
the etoclc can be lll&d& to boot tax ad.Y811tage by indicating tpecitioally 

to the broker the oh&reo of etoclc dealred to figure in the eala, tbua 
the •nrat ln and tiret out• rule h det~&ted and the lar,; .. t 880UIIt 
or lou or the ealllleet 8110UI1t or profit can be effected for reflection 

in the tax return. 

(4) 4!0idance or eurta.x applicable in the hlsh braclceh 

JJ..loeation of incoae oourCel between buaband and wi.fe and 

other ramil:r ••bera, b;r local arraJl41ftent, h etlll a coetl:r M41ua 
for tax reduction !rom the (lonrnment ' • etandpoint. A partuerehip can 

be created, tbua diridillf: the incoae UIO"t: the eeYeral mellhero, each 
one p~ hh tax, but none roachillf: into the hi&h braeketo which 

would heYe been the caae 1! the income wre lett chargeable to one in­

di Yidua1 11&14r .. thode or earillf: tax in the h1&h braekeh can be 
accOI!Pli~ed b;r the eetablhbMnt of truete , the banetieiarlee or which 

will p~ tax on their retpecthe intereete. '!he total tu will be tar 
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leee than what would be dne, on a procreoehe rate scale, f1ooa one 

owoer. The sift tax coneti~tee, to eome extent, a haltering factor 

but there are 11etboda of avoiding the sift tax, az>d in IUDT iDetance; 

there 11 etill an iDcoae tax net aavtns ann though a sift tax 11 00-

te=plated to be paid. 

(5) j,TOi41pg the •uh !Ill• proTieion 

llotwithatandiDC the thirtT-daT limitation with reiPOCt to 

waeh oalee now in the inco11e tax law, an 1ndiT1dual mq 118ke a eale of 

eeeuri u .. for pu:posee of cl&iJiins a lou Oft his -.turn and t.oedi­

atel.7 thereafter hia wife or other 11aber of his fuil.r '1111&:1 repurchase 

the securitiee at the existing market price. 'rhua the i ndiTidual hes 

been able to cl&im a lo .. , though the eecuritiee ~ etill be within• 

hie control. Such a transaction hal been held T&lid even thoDCh hue­

band and wife file a joint return. 

(6) Vee of inet.r,ll.llent aetbod 

The i notellment bash for reportiDg income, pem1 tted under 

the statute, partieul&rly for real eetate tranaactiona, can be etfec­

ti vel7 uaed to dater the pa;yaent of tax on a realbed gain over a lonc­

term period during 10hioh collection• are received. liT ePraading tile 

reporting of the profi te over eeveral yeare one can effect a MTint;a 

of te.x eo lons aa the prograanive .urtu re:aiDe in the sta~te . 

(7) Qhari tabl!! t!itte in property 

A tulfillaent of a contribut ion pledse ~ be cadi by 

donati nt; pl'O!)erty of a marl:et value of the £1ft rl tbout the ie.:q>G.Ter 

being eubject to te.x on the difference between coet of auch property 

and ita poasibly high u.rket 'falue. llotrithotandins thia fora of tax 

avoidance , the i ndividual can utilise the t\111 a100unt of the donation 

ae a deduction for charitable contributions •¢nat his incoae , lllb­

jeot onl.7 to the 15 percent liaitation p rovioion. 

(8) l!lll &11011'!\!!Ce for worth!!!• aecuri tieo and obooleta ueeh 

A sale of eecuri tiu haviDS but nominal 'falue, 11&1, under 

the statute reeul t in the allownce of onl7 a portion of the loaa in 

view of the etep ecale &rr81l6ement now in effect for the allowance of 

~ital loeaea. However , if in lieu of a sale, complete worthleeeneee 

were proved for the eeeur1tiea , no Mtter bow lens the socuritiee had 

bean held full loaa h allo'll'llble undar Section 2J(o)(2) . 81rsllarJ.7, 

an ehando;...ent of oboolete ph7.eical aeaeh rather than a aale of auoh 

aaeeta will aocoq>liah the allowance of full lou deduction in lieu 

of onl.7 a portion, pen~iaelble under Section U7• 
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(9) Parcent&te depletion and uee of dlecovtrY Yalue 

!he erlatence of pl"'Yielona in the statute conri the 

ot dlaCOYe1'7 Yalue aa a baele tor dtp1etlon, and the alloWN>~e of ;-:_ 

centege depletion permit the taking of ~lotion deductions &Yen at~er 
the full coet of the propert;r had been recoured. 

(10) Tax-tree aclwyru 

J.ccoq>lhbed throuf;h effecting excbeDgee and recrgant,..... 
tlone, and the p~ent of llquidatlllt; dlYidende under the exl.etlnc ,.,.. 

vieione conta ined in Sections 112 and 115. P 

(11) !)lrtdende paid in propertz 

J. corporation 1118¥ YCte a dlrtdend ~1e in kind end not­
withetandlllt; the appreciation in the ftlue of thil p ropert;r, the' cor­
poration PB¥1 no tu on w.ch increaeed value between coat and market 

price at date of dletrlbutlon. It the corporation bed declared the 
dlrtdend in -one:r and had eold the identical propert :r to sat11t)- the 

d1 rtdend p&Jil&nt , 1t 110uld be tued. 

(12) Qontributione to peneion trqeta 

tJnder the prortelone of Section 2J(p) of the 1936 J.ct , it 

11 pon:ieai ble tor a cloae corporation to deduct a.e upenoea, 11100unte 
paid in to a bona tide penalon truat tor the benefit of ite officera. 

The truat need not be a perpetual one and amounh paid 1n 104¥ renrt 
to the corporation in a l ater year, when the tree.tm.nt of ouch re­

vereionar,y amount• ae income ma;r nevertbeleoo be acoompliobed at a tax 
eaYing over all. The ot!icera are net tuable on penelo.n e.mounh p!lt 

aelde tor their banetit until actually received b7 tb.,. 

(13) l e.Yl!!nt ot interut in lieu of dlvidtp4f 

J. tax oaring ~ be accoll'liobed b;r a corporation baul..ng, 

tor ax:a.ple , debenture bondo in lieu of' etock and cl.a:s..in& ae a ded:uc• 
Uon fro• 1ncoae the UIOUilh paid ae 1ntereot. 11o eorreiPondl.lll deduc­
tion, of' couree, 'IIOuld be allowed if the aDOUDh paid out nre dlvi­

dende, evan if' p~ta to preferred etockholdere were lallellO<l 
0
1nter-

eet.• 

(14) lo ntg.rA Dec••!&rl 1! gro•• 1nco•• up4tr *5·000 

16 retun> il required, under the proYiaiona of Section 51• 
it croaa inc- 11 Ullder f'j , OOO and nat 1nco11e 11 leao then $2.500 1f 

marriO<l or tl,,OOO it lingle. '1'1>: aYCi dence 11 pollible, in vi.., of the 

tact tb&t the Oovermaent h afforded no opportunity to check the _. 

cluaiona fro• cro•• inco• or to dater.ina whether the de!'lllotiona takall 

b7 the pro~Paotin ~or are tull:r allowable. 
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(15) Lo'"• 0'01 aorporat.loy b lln of U.rlAe41 

ln o&eH 'llbere the etock of ~ oo~ra\lon h oloeelT belA, 
1t 1e poedble for the etoold>olbre to Mice loena troa the COJpOr&Uoa 
end to ghe noa-111\ereet-bearlac DO tee pe;rable on Aeaend f or wch 1-.. 
Tbh .zdpul&Uon rewlh 1n the receipt of the uount of the protlte 
bt the etockholdere wl thout thea harlac to p,q norul. tax and wrtu 
thereon, whl.oh would. be the oaee 1f Aletrlwted. aa AlrldeD.d.JI. !Ide 
method. of a1nbd.s1Dg W.Z..• Oa:ADOt be ueeA aa ne41~ tod.,q 111 Tin of 
the exhtence of the una.letrl'bllhd protlh tax. 
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masst OF !Ill IIIII'lal STATES OF .MIIKICA 

Ottice ot tile 'fr...,uey Attache 

Cuetoaa 

lwrepdw tor tbe SecretarY ot t.bt freuun. 

2 AYeDUe Gabriel 
Pe.r1a, Prance 

Jlq 14, 1937 

lrca C: nder 1'bc!Pp!OQ• Spte1 e l AaeS..Ityt. 
to tbo Stcretm 

SUbj eet1 lereotie 511U&gllng 1n t.bt BaJ.bna 
and tbe lear teat . 
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In connection w1 th rJ trip to A then a to ate.rt Chris tide a worldDc ill 

tbe proper channels and producing concrete reaul ta, I aade e eur'l'l7 ot 

narcotic """&&J'ng eond.i.tiona ill countries en route aa ro11owe1 

Tbe reeul te ot tide ttrlr'l'l7 tollow. 

Arete•· 
the prillcipel porte tor ue to watch ill Greece are PiNIUI (Au-•) 

• 
and Salonib· Tbe Aaerican ExpOrt Lille aal<el beth thee• porta and, ill 

addition, ateuere of ye,rioua oati~alitiea a¢ trallP ateuer• IUI4er 

cb&rter cell there, the•• naeel• aaldDc tiDited Statee porte ill their 

1tiDerU7· 
nue no op1• ia a:rown ill Gr-e 1ept1Ntel7• n...-.rtJielee• oarocttca 
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are pleotihl tor ••gglinc purpoeea, tbe eourcee beiq tte BelJrs••• 

pr1Jicipell7 Iuaoalarte but &leo Bulgaria, aDd tbe leu Eaat, ..-.~7• 
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Turlte)'. Saua&l!ni 1e directed to tbe United States tbrolllb teo ebemel•s 

o•erl.&Dd to llaaburg aDd tbeoce out, aDd dir.ot troa Pira.w~ Uld S.'m'._ 

In addition to tbe United States tn.Ltic, narcotics are AUC&led tar local 

conauaption, to other European countriee, aDd to JiC7pt (baehiah aDd beroiA) . 

Cocaine is also a't'ldlable, coaing '18%7 probably rrc. tbe Dutch Jut I.ad.l•. 

Tba wbi.te drui• are turned out in Ulicit taotoriea, euoh ao tbe Voat.ainae 

plant receoUy eeiled b)' tbe Greek police. 

'lbile in J.tbeaa, I talked to two UDderworlcl charactera, tbe renlt 

ot which conYeraatione ga.,.e a brief picture of what ie go!q on. The 

first person consulted wae Cbrietidea' Wo. 2 informer, who is a ruDDer 

tor the Voute1naa pnc. The eork of this indirtdual baa been coofined 

largel7 to con .... )'!q narcotic shipments to, other European countriea. a. 

.... rttied the tact that narcotic aauggl!q 1a acu .... aDd tbet narcotic• 

are anilable in large quantitiee. 

The eeoond indirldual wee a narcotic trattickar, who ...olunteered to 

turllieb narcotic• in an)' aaount, eitber put aboard ehip at Piraoua (J.U...e) 

direct to the lJn1 ted States or o...er Berlin aDd Buburg tor tr&DeehipMIIt 

to the lJnl.ted S~tee at the latter point. 

The GrMk pollee are reported to be suspected atron&l7 or crooked­

neee, both b)' the letter indirldual aDd our consular authorl tiea. 

I ad.rleed Chriatidea to conr Salollil:a u well as J.U..... Durin& • 

brief atop at Saloo11rs, ! lined up an intorMr tor b1a as a etert at 

that polnt . berioan Export a lll.pe cell at Saloo1Jrs. 
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I talked DYer with Consul Sbanta the aatter ot tbe retunl ot oar 

black lilts to tbe Greek authcri t1aa. Be feels that it sboiWI DOt be 

done, tor tbe rauon tbet tbe lists 11111 probably be treated u before, 

na,aol;y, tbe7 11111 be kept 011 opeo ew.... • bere tbq 11111 be .... nabla 
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to all and SUDdcy police •plo;yM& includ!Dc aDJ' crooked oaes wbo 11111 

paea alOIIil inforaation concern1.n{i theta llsta to their tr&ttiol<ar triellda. 

I -.rea with bill 011 thia . 

Turl<e)' ia a larce opiua arowi.n& countr;y. It bas a considerable 

e-ros in this collll0dit7 and exports iaportant quantities or it, a 

considerable portion or wb1ch coes to Uerl.can u.outacturera. fbe 

legitillate aale ia controlled b)' tbe joint 'l'url<o-Iugoslav opiiB 1100opol)' 

with baed offices in Istanbul . Tbe purpose of this aonopol7ie to pool 

orders troa tbeae two opiua produoinc countries u regards raw opiua aDd 

amold.ng opiUII, in order to control t be aarl<et price ot .....,. Turl<e)' 1a 

allotted 7S per osnt of tbe opi1111 salsa, and Iugoalavi& 2S par cent. 

(Sae 110ra about thia under •I uaoslarl.t." .) 

I stanbul is a c011parat1Tel)' 1erce port. In addition to tbe Aaerican 

Export Line Tassell, sbips ot other nationalitiM, rltb porta or call in 

tbe OnitM State., atop tbere. Tbe officers ot tbe 110nopol)' ere repnted 

to be auu7 epproacbebla tor the proper -t ot IIOD81• fbe -tal sq 

ancles are two• (1) diTereion or 110nopol)' opiwo tbroa&h croobdDe .. aDd 

(2) bootlac opillll, nuel;y, tbat which is bald out b)' tbe t&J'IMJ'a aDd sold 

into Wecitiaata obann.U· 

I took Cbriatidaa with .. to lltanbul in order to gat bia atarW 
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tbere. fbe .&abaeaador and consular atatr 1n I atanbul. upreaaed ibe1r 4._ 

aU. to cooperate, as .,.... the caee a t Athena reearci1Dc t!IIIIU.Jiiater aDOS 

tbe consular a tart. In view or t be eeneral a teoaphere or belptulneae pre­

Tailing, I think Cbrietides should produoe saaathing. I •• able to aet 

hill 1n through a personal contact with a ~ant .&aericu bueilleaa lilA 

there, wbo baa been dealing t or aoee thirtT ;rears with tbe 'l'llrldab Gonr.e~~t. 

Bulgaria bas a recular legitiaate induetr;r in opiua erowine, tbe 

areu UDder oultintion beiJle 1n the south, the product bein& mown aa 

llaeedoniu opiwa. the l egitiaate export 1e UDder natioll&l control, which 

1e auppoaed to be strict. Bowenr, we baYe intoraation troa UDdsrworl.d 

circles to the contra.r;r; t beretore, we should k"P our e)'ea open to tbe 

DU8&ling poaaibllitiea or this countr;r, our tba por ts ot Conatanaa aDOS 

Boureaa, on tbe Black Su, aDd Salonilca in northern Greece. fbe .&aerican 

Export ships c&ll at Conatanaa. .lnother possible aYenue of egreaa would 

also be SalonUca in northern Greece. As to tbe leg1 tiaate export ot 

nareotica tro• tbia countr;r, one ot the largest cuataaers is tbe U11.1ted 

States. There e.re two l agitiaate derintin ractoriea, both located in 

Sotia, tbe capital, the output being princi p&ll:r tor national con.,.ption. 

Xugoelarla. 

Jugoala'fia hae a conaiA!arable induetr;r in opi,. production. The 

areaa UDder oul ti'Yition are principall;r in the south. the l egi tl.Mte 

c.-ere• 1a UDdar tbe Jational Monopoly Bureau which, as ~ked undar 

tbe aubjeot ot turU;r, worlta 1n conjunction with tbe turlda.b 110110pol;r • 

.1. local OOI'J)CII'Itioa, tbe PriYlleged Export Caapa117, baa the coatreot 

tor collecting aDd urlteting tbe product, IIDCier the 110110pol;r • fba 
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control of opiua tbrougbout ia T&rJ looae, wbicb probabl7 ecoOUDte for 

1 te appeeraace in the W ep.l aarket froa tiae to t1.11e in tbe Old ted 

Stetea. The taraer barYeate his crop &Dd turu the proeeecll, pre.,..bq 

in entiret7, into the oolleotion warabouaea or tbe Pr1Tilegod bport 

Coepa!IJ. llowner, in 1W17 cases be • W bold part or the outplt back 

for dinrdOil into illegal cb4nnela &Dd for local COil-ptioo. rr.. 

the collection pointe in the aoutb, tbe opiua aovea as regular trel.&bt, 

DOt Ullder guard, to the concentration nre.bouae at Belgrade. rr.. 

there it IIO't'ea b)' rail to tbe port ot Orus, abippiDg aubu:-b of the sea­

port cit7 of DubroTDilr:. P'rool the warehouse in Belgrade, where it ia 

kept UDder loose guard, it aaYeS to tbe railroad at&tion, peckod juat 

( u aey other freight would be; tbia alao pertains to the ra..1lroad trano­

( 

portation troa Belgrade to Grus. At Grus it 1a ooccentratecl at another 

warebouaa, alao UDder looaa control. Dinraion 1a therefore poaaible 

at &rJ.7 point troa the fanaer to tbe seaport. l.t Raguaa, the •vulcani_. 

calla at intarY&la, &Dd abipaent& are aade to the 1Jn1tecl Statal b)' tbia 

a ... nue. (It 1e to be noted tbet the ODited Statu ia tbe principal cuo­

toaer tor legitiJiate abipaent& of Yugoalarld opi•.) Other naaela 

wbicb call at porte in tbe 1Jn1ted Stataa alao atop tbera . 

An euapla of the loo•-•• ot cODtrol &bOTe -um;ecs • • abom a 
tbe caaa ot the recent lag1t1aata ahipaent to Bli Lill&J &Dd CoepaJQ', 

Indhnapolia, wbiob upon arriTal -• tound to be part roclta, tbe aubet1-

tut1oD of roob tor opi• undoubtacllJ baTine bHII aade in lugoalana, 

probabl7 at tbe wareboul& in Grus. 

'lbila the praaeoca of .&aarlcana interested in t.rr8ll&1nC Ulagitla&te 
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""artbel.eu, the eituation rlll bMr -tcblzl&. I M:1 thie becaUH 
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the looseneee of control u regards opl• aDd the presence ot UMJlti­

aate taetariea at Belgrade aDd Zasreb preeent. an u:callent openinl 

tor the --aliDB trodtio. 'l'be abHnc• of bwricau MJ poui'blJ be 

accounted tor b7 the sunliee that their boot-up iD Ju&oela"fia 1a eo 

cood tbet they can cond~~et oparetiOIUI fr0111 Parle witbout c..tns to 

I uaoelarte. 

Otbsr porta or interest iD Yuaoelarla are Split, with direct cOD­

neetiOils tr.. la(reb, and Suaat iD the north just acrose the border 

troa l'iliH. It 1a a1eo belieYed that AD outlet tor illecitlaate 

Yuaoelanan narcotics i s Salouib, this port belDB but a c011paret1n­

l,J abort distance tro• the southern Iucoela"fiaD border. 

!be Iqoala"fiAD .,nopol1 aotJ>ori ties are ...ch cotiCerned onr the 

recent stand of Aaerican legitiJiete opiua i.aportera, wbo apparantlJ 

ban stated iD effect thet tbe:r are not iD taTOr ot orderiac aarcotlce 

troa a eOIIZitr:r 1D which the control 1a eo loose u to .,...tt auuHac. 

Tbe aforementioned authorities f eel tt.t the:r aa:r,loee their beet 

c.wtceer tbereb7. 

It ie to be DOted tt.t the ag1111t. tar the Pri..Uec:ed Export COIIIpeii;J' 

1n the llldted St.tee ere the Jlassacbuaette Tradiq Ccrport.Uoll• 

Due to ree1111t d-lopMDt., a aituatlon preeeDte itaalt which will 

JII'Obabl7 1M4 to AD iDereaM ot DarCot.io -uliAI out or Y'QCoalarla. 

'l'hie 1e due to tt. iDtroduotlon iDto the picture ot a larl• FreDell 

( printe corporat.iOil. 'l'be Mt-ap, briatlJ, ie aa follow•• S... JMr• 

*CO the batMtq ot a JeUn rail.e7 1n wbicll 'l'W'DJ aDd IDJoala't'ia 
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were beartl.y intereat.d. eae !iDanced b)' th1e P'l'encb corporation. Th1e 

indebtedneea •ae nenr paid ott b)' either countl')', the excuee beiq 

tbet due to tbe national !ill&llOial coadition. the export ot tbe necea-

8&!'7 1101187 was not practicable. The P'l'ench COIIJ)all7, in an end .. 'fOl' 

to get ~t or the debt, atte.pted to errance Pf11114Ult in goode ia­

etelld or lllOney. They tiret approached Turlter, aqing that aince Pf11114Ult 

in 11oney had been retueed they were willing to ta1te pq11ant in c.-odi­

tiea, uon& these, opi\111, The Turkish ao-.er-t agreed to We, 11&7-

ing the7 would turn OYer tbe opi~a under tbe Turko-Yucoalarl&D 110110pol7, 

&Dd the orders therefor, to the P'l'ench corporation. 

Yugosl&rta was next approached . The lugoel artane bad beard or the 

Turkish arrange•ent &Dd, knowing t hat their consent wee necesear,. to 

fulfill the &£%'8-nt under the joint IOODOpol)', tbe7 told the P'l'ench 

corporation that tha:y would not 1>&7 in goode, and that 1t the latter 

rlabed their opi ua tbey would 1>&7 tor it in roreiSD axchaJI&e. In order 

to ll8l<e a deal, the P'l'ench corporation had to accept Wa arranc....,t. 

The present ai tuation, aa related to •e in Belgrade, 1a that tbe 

aboYa aa:re....,t ie now in force, ztaael.J', the.t the bleineaa ot the Turko­

Yucoalarl&D 110nopol)' will be tranlllli tted thrOU&h the P'l'eooh cOilp&D)', which 

will reoeiTe pa,...nt tbarator. It la talt that We rlll preaent aa opeD­

iDe tor .ug11q, 1n tbat the tugoalartana, as ...U u the people or 

other Balllaa and l ear lastarn cou.ntriaa, are &811arall7 reputed to llan • 

peculiar p&)'ChOlOCT aa recarda richt and 'ft"'OI& 1lba it c ... a to fiuoo1al 

Mtters, in that i t ia coneiderad IIII&J't t o put e.nyth1Jic OYar 'tr7 hook ar 

crook 1a We recard. Aocordinil71 it ia a reaaonable &UIIIPtion that 
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not all the l\li"OBlaYi&n opi1111 wUl be turned OYer to tbe Fr.ncb 

ooapeny at the .relatinl:r aall lagitiJU.te price, but tnate&d a ooo­

eidere.ble portion or 1 t will be bald back tor aqalJ.D& pqrpoaea at 

the h1eher pricee pertain1ng in th1a trartio. 

One tb1D& I learned· in Belgrade II&J' ideatit;r tbe larae store ot 

oplua in a warehouse in the !:rea port ~t llalabura, about wbicb we baY& 

heard eo 1111ny ru.ora in connection with the source or a coaelderabla 

uount or the Ulagitillate suppl:r or this product tor -rallnc into 

tba United States. llbat I learned was aa tollowaz 

Before the Joint Turlto-lll&"osl&Yi&a .anopoly was set up, tba aala 

ot narcotics in Iugoala..U waa confined to two priY&ta tlnle. .lbuut 

a ~ontb betora the Joint 110nopoly atart.ad to tomctioa, these two tlnle, 

in order to get their stock on he..nd ot opiwo out or tbe eountr;r ao it 

could be sold, 80Ted i t to two wsrahouaea1 one in llaabura aDd one in 

lfaraeille. I would suggeat, in rlew or this, in oar praaant andeaY<>r 

t o locate t!Je warehouse in llllllburg, thst we siaply set the wo.-tton 

in llllllburs aa to tha inward ..,.,...,ant or tbla opillll, wlll.ch was suppoaed 

to have takell place about Decuber, 1933. The a..,o pertains to llaraetlle. 

Undoubtedl;r, a considerable portion ot the atook baa been surrept1t1oual:r 

re,..,...ed tor uusglJ.D&, but 1t tbe 1ntor.a tion we bo.ve reoeiTed troa 

Buburr ia correct, there 1e a larre &~~ount at1ll ,...e!nlng at tbet point. 

Incldeot&ll:r, tbe tugoalarlan br&Doh ot tbe joint IIIOftopol;r pqto 18. 7) 

dinara, or 35 oeote gold, ;>er ldl.o ct 100rph1ne content tor tba1r optu.. 

nee couaul CalJ>u ot tbe Belare.de Conaulata, acre-s, at rq 1111-

( geation, to obta.in troa tba Iqoalarlan 110nopol;r a...val ct tba1r 

legitiMte wrapp!nr• tor op11a, 1n o:rdar tbet we llicht oc.par& tbeaa 1A 

tbe United Sta tea wi t.b wrappinSa on seised uarcotioa. 
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M1toellMegua Ipfor!atiop. 

(a) I was interested in obser'fini in Belgrade that Russ is '• act1rl­

tiea in the opiu.'l growing and &!U'uting busineaa are a cause or concan> 

to the Yugoslavian authorities. I aaae across this from two angles. 

Firat, I learned t!lat the Iugoslarlan 100nopol.y is concerned a.ar tbe 

fact that Russian opiua was ortered in the Baaburg -.rlcat at 15 trance 

UDder the Iugoalarlan 110nopoq price. SecO'<Icl, I learned that tha Turlo:>­

I\lioalarlan 100nopoly had :aade onrtures !or the Ruaaiana to join tbe 

joint 100nopoq. Inciclentally, tbe 11onopol.7 bas :aada slallar a.arturea 

to the Peraians. 

(b) In Belgrade, it was also brought out th&t tbe Iugoalarlan 

authorities are likewise soaawhat concerned over the sact1one or the 

European •aleoloicl cartel", a eo-roial union (international) which 

tunctions tor the supply aDcl price control or l egitiaatB narcotiee, 

rl th haacl o!!ice in Paria. 

B. J. TBJIIPSOI 

0 
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FROil COCHIU.JI. 
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Last night I had a talk with Charon of the J'i.nanoial 

Section of the League. On Tuesday he came here from Geneva 

to 41scuaa with Franoh official& plans for future work 

of the League, and to aeat Frere of Belgium. 

The League' s Secretariat i s anxious that the League 

regain t hrough technical studies and undertakings s011e of 

t he prestige which through unsuccessful intervention in 

political affairs haa been lost. The League' s l'inanoial 

Section wants t o advance beyond checking up periodically 

on the finances of the minor states that used the League 

for borrowing. The study of international loan contracts 

waa a step in this direction. Charon came to paris to 

try out a para pretentious plan - tbat of bringing tc>­

getber under the League's auspices and through its J'inan­

ci&l section, a group of experts to investigate the possi­

bilities of extending and malting somet hing more permanent 

and far reaching of tba Tripartite llonetary J.greBillent · 

It i s tbe opinion of League officials that while the 

Tripartite apw:-n••• J.greBillent 1B on onlY a 24-bour b&tia 

all parties actuallY ll&ka an effort to keep tbe agre&~~~ent 
&8 
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as stable as t h ey oan. However, they bslieTe that Tarious 

atabilication funds should cooperate more than they think 

they are doing in daily exchange of ideas and orders between 

the foreign exchange e.xperte who operate the funds. 'lrith 

regard to control , studies should be made of the utility of 

atabili&ation funds, their place in the organi zation of 

the government, the manner of international ooperat1on, and 

so on. The League officials should like to baTe experts 

familiar with the present funds discuss tneir experiences 

and t heir probleas. 

This matter was discussed by Charon with Ricard, eoon­

OID1st of the Bank of !!'ranee. Ricard ooill.d not oomm1 t the 

Bank, and Charon did not see the Governor himself. 

Charon eaid that he had aleo discussed t his question 

with Rist, who evidence~ much interest in it. I heard 

noth1DC about this -tter in GeneT& but the plus of which 

Charon informed me last night had been mown to s oma of my 

B. I. 8. friends. 

I waa informed by Oberon that the concern aroused in 

both bueinese and official oirolee by t.be gold probl• 

an4 the nerTousneae of Parle bankers oTer the posa1b111ty 

of further f:ranc d8Taluat1on had tarpreaaed hia. 
rr ... 
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J'rere, on hie way fro. Bruuele to Rome, passed 

through Paris. J'rere told Charon, an old f r iend and 

aeeooiate, about hie ~1e1t in Berlin. Charon told me 

that J'rere was 1111oh disheartened by the tallte be had in 

Berlin. He had talked with Goering, Schacht and Ritter, 

He aelr.ed them about t he poeeibility of GermanY talr.ing 

measures to hold t heir aonetary unit eteadY at a new 

level and the poeeib1l1 ty of Germany devaluing. To 

these questions t he thl'ee German officials insisted 

that these were mere technical details and that t hey 

could handle them whenever the time might come. Until 

political problema were cleared up, they said, they were 

entirely unwilling to dieouee these matters. 

~haeia was placed on colonies by Schacht. It 

aeemed to be Goering's feeling that SOhacht placed too 

auoh stress on this point. •o demand for full ownership 

of colonies _. aade.by Germ&nY but rather for so11e kind 

of undatory or control of that kind over such areas aa 

xaaerun. J.boli tion of the League • s article 18 waa the 

moat inaietent German dem&nd. It was t heir opinion that 

it had been shown by recent experience• that the next 

oountry branded as an aggreoeor might encounter vcr 

eerious diffioultieB in case eanotiona were applied 

~nat it . In th1• connection the oe:raan• said that 
their 
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their nationals were being enoouraaed to liquidate their 

holdings abroad wbiob aigbt be seised i n wartiae. The 

l ooses i nourred t hrough foreign eei&urs of German ( eneay) 

property) bad been greater , they eaid, than the 11110unts 

paid in reparations. The necessity of adjusting Dan&ig 

and Sohl eewig problems wae discussed. According to 

rrere' s f eel ing, the whole Serlin atmosphere i .ndicated 

that on political measures Qeraany and Italy would stand 

t ogether and that any ob.ance for real worl.d wide pr ogreee 

through Van Zeeland' e undertaking would be bl.ocked by 

these two oountr ies. r or this reason rrere l.eft Paris 

f or Rome, i n spite of the taot that hie I tal.ian hosts 

baYS promised him a generous reoeption, since be wae 

worried for fear the r esults of biB trip might be un-

satisfactory. 
oberon did not wish to be quoted in any way, eo 

pl.eaee oonsider this meseage strictlY oonfidential· 

( IHD IQ:SBAGJ:) 
BULLITf. 
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d . r. . Jr: 

Operator: 

H.M.Jr: 
Key 
Pittman : 

H. 'L Jr : 

P: 

I:I · "' · Jr : 

P: 

d . J . Jr: 

P: 

H. r.I .Jr: 

P: 

1:1 . 4.Jr : 

P: 

d • .I. Jr : 

? : 

l:l . i.I . Jr : 

P: 

I:I . !L Jr: 

P: 

Hello. 

Senator Pittman. Go ahead . 

llello :t 

Hello, Henry. 

l:lello . · 

Bello . 

6.ey? 

:tes 

nenry t alking . 

:tes 

Bow are you? 

Fine . 

llay 1.4, 1937 
4:10 P. :i . 

215 

I ' m calling you up at tl1e r equest of Cordell Hull. 

:tes 

Uo you remember, some time ago I callea you up and 
said that ne •a l11Ce t o nave that Canadi &n tax thing 
neld up? 

:tes 

~ell now he ' d li~e to hfive it go ahead . 

Very good. 
' But I - I want - I think I ought to say this to you 
in confidence, and - I mean Bull knows this, and he 
told it to the Canadl&ns : that ln the not too distant 
future we most likely ar e going to t alk to Senator 
Harrison and Daught on about the possibilities of 
putting quite a heavy t ax on aliens who have invest-
ments 1n the Onited S~&tes • •• • 
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H. t.I . Jr: 

P: 

H. r.! .Jr : 

P: 

B . J . Jr: 

P: 

IJ ,J.Jr: 

P: 

( R. i4. Jr: 

P: 

H . ~ . Jr: 

P: 

ri . ;.&.Jr: 

P: 

1:1 . 1!. Jr: 

P: 

H./li . Jr : 

P: 

H. :l . Jr : 

( 
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•••. which will supersede this. 

)! es 
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Now, he ' s explained that to the Canadian r.t1nister ••• 

Yes 

••• but he feels that we•ve got a moral obligation 
to go tbrough with this, and he ' s counting on them 
very heE.vily at this Empire Conference in London . 

Yes 

Tne Canaaians . So I t old nim that I ' d call you up 
and e xplain to you jus t ••. As far as the Treasury 
is concerned, we bave no objection, but ·! t hink 
before the session iS over that we will be up with 
a pr oposal to Harrison to - a ne~ device to tox 
these aliens, see? 

I see . 
At least tax them as much as we tax our own citizens . 

, Well, it' s- the matter is ready t o report in. 

Pardon me? 
The Senate - Senate Subcommittee , of wnicn Senator 
Harrison is cnairoan, are resay to - toey•ve made 
toeir r eport to .•. .. 

I see • 

.•• to the full Co~mittee. 

Yes 
And it ' s ready to go onto the floor . 

Wel l , t hat ' s all right . 
And Harrison will have charge of 1 t as cna1rmUJl of 
the Subcommittee . 
Well that's all right . But this other thing about 
8 po;sible later proposal is just between the two or 
us . 
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a . :~ .J,..: 

P: 

H. !oi . Jr: 

P: 

l:! . i<I .Jr: 

P: 

B . ll.Jr: 
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I understand, certa inly. 

!:!ow are you? 

I ' m fine . I jul!t flew o ut to !levada and back. 

Good for you. 

Yes 

17ell, nope to s ee you s oon. 

All right. 

Goodbye. 

217 
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H. Y. Jr: 

Oper ator: 

H. M.Jr: . 

Cordell 
Bull: 

H. I.I .Jr: 

B: 

H.M.Jrl 

H: 

B.l4. Jr: 

c H: 

ll • .ll . Jr: 

H: 

B. li.Jr: 

H: 

H: 

H.!.I. Jr: 

H: 

H.loi.Jr: 

( 

Bello. 

Secretary Hull ' s coming on. 

Thank you. 

(Long pause) 

Bello? 

Cordell? 

Yes, sir. 

Kay 14, 1937 
4:38 P . ll. 

I just talkeu to Key Pitt~an .•.• 

Yes . 

••• about tha t Canadian t ax. 

Yes . 

2..:.8 

And he's going t o t alk to Pat Harrison and bring it 
out on the floor - I gathered right a way . 

Yes, all right . 'l'hank you, Henry. I didn't see 
how we could get out of it without •••• 

I ell, I wanted t o let you &now I ' d done it. 

I noticed t oday that olaCl(enzie King led off over 
by referring t o the expansion of trade by the "anacJ.um­
United States agreement. 

I see . 

So we may - they may wake up their end broaden out a 
11 ttl e . 

I hope so . 

Yes, thank you, Henry. 

Goodbye. 
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GROUP tiU.TING t.lay 17, 1937 
9: 30 J. . l.l . · 

Present : 

H • .i .Jr: 

llcR : 

d . J.Jr: 

!icR : 

!! . :A . Jr: 

MeR: 

Bell: 

:.lcR : 

a .. LJr : 

:.lcR : 

H. IJ .Jr: 

tieR : 

H. JI .Jr: 

Mrs Klotz 
Mr. l.!cReynolds 
!.4r. Bell 
Mr . Lochhead 
Miss Roche 
Mr. Gibbons 
Mr . Oliphant 
lllr . Magill 

Bello, Al~c . 

Good morning • 

1'ih8t you got? 

Fire report - fire preven~ion report on the Bureau. 

Oh. Well, wnat you going to do? Tell me . 

They want to do a lot of things that cost a lot of 
money . 

Ever hea r of any tiling tha t didn ' t cost any money? 
Anybooy ever absorb anything? 

But 1n v ie01 of th"' recowlllendli ti.on of this commit tee 
o f three engineers th.at went tnrough it •.•• 

Yes 

•••. and the r elatively expensive wor:.C that would be 
re4uired, Peoples reco~ends, and I told him last 
Friday to go a head and submit this t o this Fire 
Council , which he hss done , so as to get their 
recommendation and judgment as to the necessity of 
some of' these things the t t hey recommend, certain 
changes; for inst11nce, thbt drying rac~s be changed 
from wood to mett~l , una things of thc. t sort . So that 
is under way , and if you want to let it ride until we 
hear from the~ •... 
How l ong will that be? 

Ougnt to hear from them in three days . 

Bow about a simple thing of having c arpenters go 
through and fix &11 the doors so t hey will open? 
Uon't need any experts on that . 
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t.lcR : 

H.u . Jr: 

llcR : 

H. 'A . Jr : 

MeR : 

H.M.Jr: 

.lcR : 

H.M. Jr: 

UcR : 

H. lli .Jr, 

.1cR : 

H. lJ.Jr: 

Roche: 

l.lcR : 

H.M.Jr: 
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'.'/ell, t hey want one fire door changed fro:n wood 
t o metal , which seems reason~ble, and that oughtn't 
to b e expensive. 

Let me r eaa this t ning . Bow mucn is it? 

//ell , it isn' t very long . (Hands to H. !A. Jr) 

Well , I 1ll r ead it . It certainly- I ' ll get ot it. 

There is a letter written by the Secretary of Wa r 
t o the oecret ary of St s te re~uesting the Secr et ory 
of State t o submit an es timate to the Budget to 
pay the expenses of a group of veterinary doctors 
to go t o Switzerlana for & conference 1n August , 
ana it is in accordance with the treaty . And the 
Secretary of .7ar, in msking tnst r e..,uest on State, 
says that tne Secretary of tne Treasury and the 
Secretary of Agriculture~oncur in t ne above" and 
tney have sent it over here for you to i nitial, t o 
indicate your concurrence . 

• 
Well, I d on 't pass on appropriations. (Nods a t Bell) 

I don' t see now you could consistently ••..• 

Well , you fix it up with Bell . I don' t touch to ny­
t hing like t hat . 

I don't see how you could consistently- there ' s a 
reason . 

Consistently wnat? 

The fact t hat you' ve got . . •. 

A dairy? 

As good as any . Better . 

llo 1t was tna t a Public Health man is going abroad, 
or' pr oposea t o go; ~a that ' s the r eason for s~nding 
it over here . I t old Don Saturday tha t I wasn t going 
t o let you i nitial it if I could help i t . 

. iell listen, you, Dan, a nd Miss Roche - n committee 
of three . 
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Roche: 

d . :! . .Jr : 

lolcR: 

B. A. Jr: 

UcR : 

Roche: 

R. ': . Jr : 

;(cR: 

!AcR : 

Gaston: 

1JcR : 
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011 dear 1 

l.lo whutever you want. 

~iss rtoche will 1n1t1&1 it, but I don• t think she 
has much interest . 

',I ell, if sne 1 s interested she can get in on it; ii' 
not, she Chn s tey out. How • s that? 

All right . 

They 're afraid to s ee me get in on anything that 
costs money . 

All right, Ol~oc? 

O.K. 

You remember we fired old man Fix - was Coll ector 
of InterriUl Revenue? 

Wait a minute . In Pennsylva nia? 

Yes . .ve suspended - ~e fired one Civil Service man 
and suspended quite a number for a year . Everybody's 
back ex~ept one Brown, wno has been 27 years ln the 
Government service . 

He was Assistant Collector . 

tie was Assistant Collector . He ' s been trying t hrough 
the Democratic National Committee members, including 
Gui'fey - has been trying 4ui te acti vel.y to get Brown 
restored to duty f or ttui te some time . Commissioner 
of Internal Revenue has now come through r ecommending 
tllllt Br;:>wn be authorized to be reinstated, that is, 
tne status that ma~es it impossible for aim to get 
back in the Government service be raised . Of course, 
we can' t do it . The Civil Service Commission Will 
have to do it. But Belvering is nor. recommending tha t 
we sug~est to tne Commission that be be permitted -
tnht he be brought back in in Internal Revenue . I ' m 
inclined to s ay we ought to l et him do it . Be ' s been 
out two or three years now; pretty hard for him tog et 
a job, and I think ile ' s been sufficiently made an 
ex6mple of so we might take him back . 
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:.feR : 

H . M. Jr: 

Bell : 
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II . II .Jr: 
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All r ight . Will Ne do a nything? 

No, I 111 just· 1nd1cate it . 

Anything else? 

Not unless you want to iake up the Bir gfel d cese . 

I •ve been waiting for ubout s ix months . 

And specifica lly been wai ting since last Monday • 

VI hat? 

222 

And specifically been waiting since last Uonday, when 
I was supposea to brtng in a report on it. 

I specifiCiilly a sked for it at least six months ago, 
when the committt~e was a ppointed . Noil wait a minute; 
that committee was appoin ted - well , it was either 
October or November . 

There 1 s no question as to t he time . 

Nell, t he committee - f r om the time the committee ' s 
appointed is the ti~e you wuit for a report. 

;lo , it hasn1 t been 11 ..,uestion of time . I Just 
.;an tea •••.. 

No, but I Just said it was at least six months . I've 
been waiting since - for t~o weeks since I asked 
definitely . 

That ' s rignt . But tne tlme you tola me I' d have to 
uave it was l ast weeK -Monday, a week ago tod11y . 

All right, Joan (laugtting) . (To !Aagill) Kid ! 
'ilha t • s your (Bell) u11ughter 1 s name? 

Ka t hleen. 

I •m t hinking of all the 14-year old girls that he 
sounds like . 

:.line is sixt een; I' ll ~;o you b etter. 

Don't even attegpt t o argue with her. 

Regraded Uclassified



c 

c 

( 
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H. 'L Jr : 

• JcR : 

H.M. Jr : 

!JcR : 

H. M. Jr : 

MeR: 

!I .U. Jr: 

:.lcR: 

H. M. Jr : 

l.!cR : 

H. ·J. Jr : 

!.loR : 
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tlo . 

#Ill right • 

lie had the a udit on those funds brought down to a 
week ago Saturday . >le had the accounts set up; the 
funds were all balanced, money ' s all ti1ere . Birgfeld 
was short on some of t hem, but under conditions that 
a committee found, Nnere he was personally responsible; 
t oey were not Government funds . :lhen the thing was 
checked ana he was shown to be - not oaving all the 
funds on nand, ne j>roduced theo i=ediatel,y . The 
accounts were put in shape; proper form of accounting 
was put in; money deposited in the bank wi th Sam ~e rks 
and Miss Holland jointly governing the tn1ng, so t ha t 
Birgfela has no autnorlty to withdraw any money him­
s elf . 

llhich fund was short, !lac? 

Butter fund . 

How much? 

:/ell, over a perioa - of course , the biggest snortage 
was t aken care or before we came over here . That 
was in ' 33; came out in connection with the closing of 
the banks . I tnin~ it was a couple thousand dollars 
on tha t one, which ne mede up a t the t ime . He made 
up subsequently Bbout four hundred dollars which was 
shown to b e short by the audi t . ~irst time t hese 
runas n~<d been auuited in twenty years. 

Is there a written report on that? 

Yes . 

I t hink I 111 r ead it . 

There is a written r eport . 

I think I 111 read it . 

Shows yo~ the whole story from tne time the funds 
were s tarted until the last audit - c lear down to 
today . 
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B. lof.Jr: 

MeR : 

H. l4 . Jr: 

MeR : 

R. !! .Jr: 

.!cR : 

H .~ . Jr : 

Bell: 

li.IJ . Jr : 

-o-

Ifill you let me hl>ve it? 

Yes , sir . 

//hat? 

I ' ll b~ing it in. 

VIi th recommenaa tions? 

224 

Yes, we •ll give you & 11ritten r eport rtthrecoClllenda­
tions . 

rlas thst been written? 

The auait report ls separute . 

//ell, I w~Ant the wnole thing. You two do it. 

Mrs Klotz : Their (Bell) report is written. 

H. ld . Jr: Isn• t your (MeR) report written recommending? 

r.loH : No , 11e haven ' t written a specific report on that . 
Of <.:ourse, the detrtUs oi' everything have been 
handled . 

Bell : 

H. :.I . Jr: 

Bell : 

H. ~ . Jr ; 

MeR: 

H. M. Jr l 

MeR : 

H. M. Jr: 

JcR : 

H. lii . Jr : 

There is IJ .1r1tten r eport of the audit, but there is 
no r eport in from this other committee . 

A written - I mean audit, that was done unaer you (Bell) . 

Yes , sir . 

' But noH cbout tne three writing it? 

All right. 

Wil l you do that? 

Yes . 

This week? 

Yes . 

That 's what I•ve been waiting for . 
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MeR : 

H.M.Jr: 

:.lcR : 

H. lii .Jr: 

!.lcR : 

H. !A.Jr: 

Bell: 
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As a matt er of fact, I have one dr aft . 

That 's wna t I 1ve been waiting f or. 

225 

I've been doing the best I can to get out of doing it ; 
but if we ' ve got to do it, we ' ll go ahead . 

Well, I t lllnk it should be written. 

I ' m perfectly willing . 

uoat? 

I' m yerfectly dlling . 

I mean we crossea tnat bridge wnen I asked you 
were you willing to serve and 1 asked eacn of you 
were you willing to serve, and each of you said, "Yes . " 

Bir gfeld - you know what time he came in Government 
Service? 1892 . 

Now listen, Mac . ..1ther you know by now, after 
having worked with me four years, what my att i tude 
i s towards people, or you don' t; now, if you don't 
know it, well then, tnere is something the matter 
wi th both of us . 

I .<nov1 it . 

,'/hat? 

I knOW it . 

O. K. Nell now, I•ve been f ussing around with. this 
thing, and you can' t do a thing like this without 
putting the thing down in writing for everybody 
concerned, including Birgfeld . I mean in justice 
t o him he ' S entitled t o a report one way or the 
otner. 

'J.·ne delay on this t hing is probably due more to 
me; I've been busy on other stuff, just haven't got 
t o it . 

The otner point is - I mean Birgfeld personally to 
me is just an elllpioyee of the Treasury, and I have no 
feeling one way or the other about the matter . But I •••• 
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Well , I 1 ve draf t ed a r eport. 

But I th1M tne thing should be cleaned up and I 
think it shoul d be written, and Ne •ve crossed that 
bridge . Afte r all, as u r esul t of asking one man to 
go on t ha t committee , he was asked to leave the 
Treasury, so I t hink it is important enough for all 
concerned that the thing should be written . All 
right? 

All right . 

And t hen I •c also r e11dy for a r eport on the Treasury 
guar ds . 

You mean ••• •• 

I understr.r~ t hey made en investigation of the Treasury 
guards - t o be 17 or 18 transfers . I think I ought 
to have 11 Nritten r eport . 

There is a written r eport i n great de t ail on all the 
guar ds, which I t urned over to Fr&nk 'Nilson, in view 
of the fact tha t the gua rds wer e being transferred to 
him, f or his recowmendati ons ~;s to any action taken . 

Tnat •s in Frank \'lilson ' s hands? 

That ' s in his hfnds . 

O.K. 

"ll right . 

O&n? 

I naven ' t l.nythi!lL, except. thr.t you pr obably ought 
to have a meeting of t.he l:.ibrary of Congress Trus t 
Fund Boara this week. Go t some matters that •ve been 
hanging fire since !larch . 

Can ' t you l et it go until af ter the first of June? 
I •11 give it to you right after Decoration Dny? l'lha t? 

It involves the switc.ling , you remember, of the 
investments . 

dight r.fter tne first of June? 
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Yes , I suppose . I t ' s been d e l ayed for tbree months 
now . 

ti . M. Jr : Give him a dAte on .vednesdoy at lll o ' clock - 11 o ' clock , 
.first Weunesday in June . 

Bell: 'l'l'le s econd . 

H • . J . Jr : ll o ' clock . 

"Ir s :Uotz : 'lne second , un-nun . 

H. :J. Jr : You (Bell) take <::!re or the invitation? 

Bell: 

S . L Jr : 

Bell : 

Lochheud : 

1! . !. J r: 

Hoene : 

H. II . Jr : 

Roche: 

ti . M.Jr: 

Roche : 

H. Y. Jr: 

• 
Yes . I think e better do it probably next week . 

Yes , but you take cfre of it . 

Anythinf else? 

'l l'let •s all. 

New YorA is 4ulet inis mornlng . First section of 
toat s·.~eaish reiJOl't iht.t you vsKea for t nr o ugh !.l r. 
Taylor nas come throueh . Onl y one section. I 'm 
Nai ting f or the co~plete report . That ' s the c~ble . 

You lea ve ~ny time you reel lil!:e it, but not later 
tnar: 1:0: . 

I tnillit nothillZ specll.l , sir . extremely nice seating 
up in aost.on l~;st • llursa&y night; every State in t he 
Union r epresentee ther t . 

.. nat ' s the status of your problem over tnere, the 
people in th&t burec. u? I ' m tough tnis morning, going 
after some o f tnese ihings . 

Gooa . 

I mean the old Pos t Offic e . • 
Well, I me t Mr . UcReynol ds in the hn l l a coupl e doys 
ago . He wasn ' t terribly encouroging a bout our getting 
the addition to the Public Health builaing, but I 
didn ' t r eport it ~nd didn't taAe it es final unt il • •.• 

~ell , I sig ned ••... 
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You ' ve signeo the r ec,ues t and i t • s gone to Mr . Bell. •• 

So .. . . . 
' 

•.• - t~ aut hor ize the compl etion of that building . 

I don ' t see ... Dan seems t o be doi ng all right. 

That ' s &11 r ight . 

Li ttle t ougher for you, Wac . o'lell , anyway , I 
signed i t ana it ' s witn ~r . Bell . 

So I under s t and . 

><ll r ight . 1/ell, a t least you :mo.v where it i s . 

'lhanK you so much, !Jr . Secretary . 

H l right . 

I ' ll a ss ure you i t won 1 t get out. 

I •l l te l l you what we ' ll do - have e regular s t aff 
l uncheon t her e . 

Excellent place for lunch . I WIJS jus t .••.• 

• o do wnat with their lunch? 

Nice and hot £nd cr o«ded . 

They oon•t eat in there, do t hey? 

Yes . 

How ar e you (Gibbons) ? Seen up to t he city? 

olhat? 

Been up t o tne big city? 

No, but I was - must go Wednesday . I t ' s my youngstor• s 
birtnday . 

R. ll . Jr : O. K. 
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degaral ess of Nhetner the Treasury just falls rpart . 

1.11 right . 

Nothing but our <.:ustoms per sonnel, which Mac and 
Ballinger and I - continual headache; be s t raightened 
out eventually, Lnd breaking it down. 

lloth1ng else? 
. 

Nothing else, no . Outside of thst, every thing!! ••.• 

On tnis Joe Woolf metter I ' m just sitting tight . 

I -we have just put it in somebody• s lcp, haven ' t ~e? 

That ' s r ight . But ever)· time I see Farley he kids 
me f>bout it . 

Gibbons : Yes . 

Guston: 

Gibhons : 

Gaston: 

by the way, there is &nother one . I wen t up to s oe 
Sene tor Sheppard . There ' s a Collector down in 1'exo s 
wnom be recorumendea , uno ne ' s missing four hundred 
bottles of li4uor . ~o I - he was ill and l tole tho 
Senator I thougnt probubly he wouldn ' t be able to 
come bac~, ~nd I WYS trying to let him out . He said, 
"Oh yes, he ' s bee~ on tne Job . " I saia, •Now 
Senator, tnere•s a ratn~r intielicete proposition that, 
June JOta b eing cne ena ol' nis time, I taought we 
could get aim t o st~y out . • Be said, •Oh no, some­
boay ' s lied about thtt. 1 w&nt a ne~ring on this . • 

Tney got - picKed up a gun on a D&rcotic r aid , liquor 
r aid or som~tnlng like thbt -brand-new revolver . 
The brand-new revolver WLS f ound in tois man ' s real 
estate office in !lis drawer; end one that he hlld, 
vintage of 1776, 1<11S in the invent ory of the Customs . 
Just l i ttle gr~ft like that . 

,'/hich man i s this? 

Pabst, down in one of the ports in Texas . 

Don' t Jrnow him . 
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•But IllY dea r friend• and all that - a oypocrite . I 
really had to laugh . I went up with the thought. we 
would , ease him out . But no , we must hhve a hearing . 
So we re going to have another one in our lap. 

(Nods to Gaston) 

I aon 1 t know anything neiY . 

I think tnis (article in ilall Street Journal , 5-17-)7, 
headeo •June 15 Treasury Financing Estimated at 
e75J,JJJ , JJJ" ) is~ little premature, don ' t you? 
Kno-. no.~ they .;ot tllf t? 

ib&t 1 s just tneir o.m guess . 

••ell, it ' s pr etcy c l ose , l sn• t it? 

I don 't &now . 

What? 

Herbert , can you give me the names o uring the morning 
of who comes down from St andar d Statistics and Moody • s? 
I think t hey e ach hL ve a man tha t comes down to Wash­
ington, a bond ma n . 

Yes . The only m~;n I &now of St anda rd St a tistics is 
bder, and the Mooay 1 s i s Donnlo Wood~ard. 

I aon 1 t; believe Lion .looow~oru is tn<! bon<i man. he ' s 
~;n economist a nd Unan;:i& l allviser, but I oon 1 t believe 
ne ' s a uoverncent bonu man. 

o'lell, look u.~ v~ho t ne top onen are on the services, 
will you? 

Yes . I hr. ven• t lwd contGct Gith anybody except Don 
Woodward . 

I mean first flntJ out who the head of each a ~ency is 
~tnd who advises the bon&s on the. investments . 

¥es . 

·•hat? 

Oh-buh. 
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l'd liKe to Know that . 

Anything else? 

Ttu. t ' s all. 

(Nous nothing) 

Bell asked me tne question walking down this morning, 
who was getting ready ln c ase 11e got an unfavort. ble 
decisi on on the Social Security . I sai d you (Oliphsnt) were . 

1/ell, Op,Jtl" .<eot over the whole picture and tnen, 
noboay else being a round, t urned the problem over to ,isyne l'aylor . 

That doesn' t leave it very ...• I mean whut Bell says, 
supposing we got one tod&y, would we be ready to go . The answer is we ar e not . 

Seems to me we are - very important that ~e have a 
pr ognm wor ked out pretty quickly after this decision, if lt is Ldverse . 

Well, I - I 1 ve been talKing that for three weeks. 
•'ittll ..... 

J:.veryb:>O,y seemed to feel H was going t o be sustained . 

::ell , who could he6o it up? Nhy •~ayne Taylor? 

de just at the moment h&ppened to be on the spot. 

l•ha t about you ( /.Is gill)? llby don ' t you fellows ge t 
together wi th Altmeyer tod&y? 

You •••. 

NhLt? 

Do you want - I tninK •e got tnc picture from your 
(Bell) snop; I mean Opper go t the picture from your 
shop . 

I think we better do somct ning a bout it; think we 
ought to work with Altmeyer . Wh6t? 
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Oliphant: Xes, I•ve felt for some t!JDe tha t \fe should . 

H. r.! . Jr: Ano! thiru: we ought to find out from the Attorney 
General ' s office if anybody over there is ..•. 

Ollph<mt: I know . No . I thlnk the danger is slight, but I 
think somethif16 ought to be planned . 

H. :.t . Jr: ::ell, will you ...•. 

:.taeill : ~es . 

H. ll . Jr: • • 1ello"s go after it? 

Bell: 

H. ll! . Jr: 

!Augill : 

R • ..I .Jr: 

llagill : 

I:LA. Jr: 

Magill: 

H. 't. Jr: 

Magill : 

H. ll . Jr : 

lolagill: 

Bell got; sometning out of the walk tills morning anyway . 

Or maybe if it c~t;eri&lly affects tne bond market you 
may want t ou6ke some stntement of our going to Congre~s 
for additional tax leeisletion to take the place of 
what ' s been t brown out . 

Now, neve you (Maglll) got some of the s tu1'f for me 
th!l t I. ... 

I • m having it type<! right now; no doubt be ready 
in f. fe;7 minutes . 

~hen do ~·ou want to come in? 

Any tinle . 

10 : );)? 

lu: JJ be fine . I•ve got two lett;ers for you. 

WObt ' s what I wLnt . 

•ne legislation for tne extension of the excise tax 
l unoerstand has been completed now. They are review­
ing tt. I ' d like to see the Ways and Means on it 
if that ' s agreeuble . 

•I ell, I ment;ioned it at Cabinet and the President 
said, •Why wait until June?" Tha t was his comment . 

i.ell , t hey'll go right aheed with it, but the JWie 
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date - they saia it would take them a little while 
to get it over to the Senate . 

But ... t old him they uidn ' t - I d idn' t think it would 
be reported out on the f l oor until June. 

llo , they expect to got it out befor e that . They 
talk about getting it over ... 'J.'hey •re hard to deal 
with st the moment because they're very much irritated 
about tne Social Security business and t hey said, 
"Why should ~e give all this time to the Senate, and 
they ' ll cnange Lt lround and mess with it, and so on, 

_ so ... e 1 r e not going to do it; ,;e' U pass 1t £ nd get 
it over to the ~enate in tne first week of June," and 
tney ' ll consider it tll"mselves in the meantime . No.• , 
if you .. s.nt oe t o convey to t ae:n that you wish they 1d 
get it over there sooner •... 

No , b ecause I don't Kno.·, yet wnat 
t alked to them over the weeKend . 
the leaders and I don' t know , you 
into a picture . 

the President has 
I mean he ' s seen 
see, until it fits 

J..s far as we •re concerned, there ' s no r eason why 
they can ' t go ahet.d £ t once, but we can .•... 

Anyboay went to s ee me this morning? Anybody want 
an appointment? Swell . 
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lmiOJWID'Il'l( OF CONCLUSIONS RELATING TO POSSIBLE 
IHV ALID.t.TIOII OF THE SOCIAL SEC11RITY ACT 

At a aeetl.!lg beld lla7 17, 1937, ill llr. llaglll' a office, tbe 
following questiot>ll were di.scussed and the coneluaico11 iDdieated reached 
thereon: 

1. Bepa.mnt ot younts in UnU'Qlqy•pt Trust Fupd. Three 
possible courses of action were discussed; D&king the payments; with­
holding pay111ents pendi.ng reargument on the groUDCl. that payments ho.d 
not been duly requisitioned; or attempting to induce the States to 
withhold requests tor pa,yment. In the lae~t connection, it was decided 
that an attempt e~houl.d be awie to prepare a statement to be issued by 
the President ia»edintelr upon announce~ent ot the decisions, although 
11cooe doubt was expreued u to whether it would be politic to Dake U17 
effort ill this di.rectico . 

2. Re!)mda of Old .Ye and Unel!!;)],oyM!!t taxu. This subject 
was discussed but no definite conelueion reached. It was decided that 
the administrative officers would consider t he various probleoa and poll­
aible solutions and make reco·nmendationll . 

) , U Unnplment and Old Age taxes ye validat¢. but bene­
fits held unconstitutional. llr. AJ.tl!leyer' a suggestion of a progr&al of 
grants-in-aid waa diacuaaed. It was tentativel.y decided, howeYar, that 
no iJDediata announee~HJ~t ill tbia connection would be necessary and that 
it was essentisl.l;r a problBll for tbe Social Security Board. 

4 . If benetito ye validated , but tp;es deqlared unconsUtu­

tiona1. The payaent of benefits should be repealed or te..porarilr aus­
pended pending reargu~~ent, and the appropriatioo to the Old Age Reserve 

Account should be repealed . 

It was concluded that an outline draft of a statement b:y 
the President should be prepared, together with legislation effectuating 
the repeal or suspene~ion of benefit payments and appropriation. 

The following were present: 

Messrs. llqill, Tatlor, Bell, Hehering, Opper, Kent, Bliss 

and Russell . 
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Present: 

Kr. l.!agill 
Kr. Oliphant 
Kr. Gaston 
llrs . Klotz 

May 17. lg:s? 

2:30 p. m. 

235 

This mornlng when we got word t hat the Attorney General 

wae going t o meet ~he Pree1den~ at ~en m1nntee ot two I 

asked Oliphant t o prepare a memorandum on t he so-call~d Smith 

cas e, Loa Angeles . In discussing it with him and with Magill 

I sa1d, I hope before Mr. Roosevelt retiree as President or 

the United States that we will have one J immie Welker case. 

And we got one , too! 

Lunched with the President. He threw h1mselt back and 

he eaye, Henry, it has come time to attack, and, he says, you 

have got mor e mat erial than aeybody else i n l'ash1ngton t o l ead 

this attack. He said , Old you not i ce how downcast Jack Garner 

was at Cabinet ? He said, Well, when I saw Jack before Cabinet 

rather t han give him a chance to st~ack me, I attacked h1m. 

He said, People 11ke Garner , Senator Salley , Walsh of !.laaea­

chusette , and nlll:lerous ot her conservative Democrats, knowlllgly 

or not, are getting prepared tor a Conservative Democratic 

Party. They won't go along w1th any re1orm measures and are 

only interested in balancing t he Budget. He snl d, I t old 

Jack Garner whet 1 a going on 1l1 Texas. He said, LOok at t he 

election or Congressman Johnson. He sa1d, He ran i n t he 

capitol di stri ct. He bad tive people agains t h1m. He got 

18 ,000 votes and all t he ot her t1ve candi dates got 5,000 or 

6,000 votes. He said he would co~ to washington and support 

the President. The ot hers all said the opposite. 

He said , I t old J ack Garner that it' s good t or me t o ge t 

around t he country and, he sal d, I t hink I am golllg to do 

more or it before t he next Primaries. He said, I wish you 

could have seen Garner's race. P.e said, one thing they don't 

want 1s tor me to get out in the country and fight. He said, 

I gave him the example ot Congressman Uaveriok. He ea1d, 

Every banker, every public utility man including Jack Ga.rner, 

was agalbst )layer1ck. He said, I sent my uncle, Fred Del.ano, 

down there and we elected Uaverick with Garner against ua. 

He said, I served notice on Garner. 

( Then he leaned back and he said, Now it' s up to you to 
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figbt. He got eo exc ited t hat I coul d not help but laugb 

and he said, Why are you laugbing7 And I said , Because 

you are such a wonderful showman, I don • t know what • a going 

to happen. I can• ~ gueaa wha~ I have got that's eo useful 

to you! So he said , Well, you and I have kept quiet while 

they have talked so about t he Federal r evenue being short 

five or a1x hundred million dollars. He said, They have 

been unfair and lumped it altogether, not distinguishi ng 

between the money we lost through Court action and the rea~ 

of the decrease in taxes. Now, he said, the time baa come 

when we have to figbt back and, be &aid, The onlY way to 

f ignt back is to begin to name names of these very wealthY 

individuals who have found means of avoiding t heir taxes 

both at hom'e and abroad. He sai d , What do you think of 1t7 

So I said, Well, Wr. President, I have two memoranda here, 

236 

one that has to do with the aliens who send their money here 

for investment and the other group of Ameri cans who send t helr 

money abroad. I said, This takes care of the · ~ot money' 

s ituation and ~ull , Landis and Eccles have all approved it . 

I sai d, The o~her memorandum has to do with the American 

i ndividuals who have f ound means, l oopholes, ~o evade their 

taxes. I said, It' s J ust as well that Wr. Hull opposed us 

a couple of mon~ha ago because it has given us time to improve 

our suggestions. 

He said, Let me have ~he ' hot money ' memorandum first. 

(See exhibit 1 A1 attached.) He read it all very careful lY 

and t hen when he came to the foll owing sentence: •• • • and 

that t ho a~ookholdera be taxed upon their pro rata shares of 

the corporate earni ngs, whet her distributed or not.• he said, 

I don't think that t hat would do t he trick. I said, As I 

understand it , what that means is t hat a man, lf he owned 

10 000 shares of Chrysler in a foreign- hol ding company , will 

ha~e t o pay the tax on that particular SDount of stoclt in 

that holding company. He said, Wall, t hat does not say it . 

And not bei ng a tax expert, I could not argue with him. 

He said Examine that sentence again. That does not 

satisfy me.' What I think you want is t hat you want to be 

able t o make t he man pay a tax on t he di vidends which he 

receives on stocks which he has placed in a holding company 

abroad. 
Then he said Now l et me see t his list of cases that Kagill 

found of people ~ho have found means of avoiding the present 

t law (See exhibit •s• attached.) The Pres1dent 

~~~~m~he~rig~l, but th1a 1& a copy. He read thie memo-
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randWII througn very carefully and he said, This 1s a very 

nice editorial in the New York Tiaee, but, he said, it has 

no punch in it, has no f18ht , and, he said, I want some­

t hing that I can use . I said, Are you going to use it or 

am I7 He said , No, I am going to use i t. 

So I said , f ell, now, if you want something with punch 

and reeling and emotion, I sai d, here ' s a document t hat 

Oliphant , Uagill and I collaborated on this morning in re­

gard to t he Smith case, (see exhibit •c• attached) and when 

he got t hr ough t he first page he started to chuckle out loud. 

He said, Now, t hat' s more l i ke it! He eaid , We have got t o 

r ouee public sentiment in this countr y against men who are 

pr actici ng traud by evading their income tax. 
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So I said, Well, ~r. President, the Att orney General is 

coming i n in a few minutes and you haven't got ~better 

example than the Smith case. And, I said, in case he should 

rai se the point or policy , may I point out to you t hat several 

years ago t he Attorney General had me come over here to see 

you with him i .nsisting that we try Uellon civilly atter he 

had l ost t he criminal case . Now, what we are a sking i s that 

ne t ry Smith 1n Los Angeles criminally and not settle the cese. 

01 course, what the President has in mind is to t1gnt back 

at the people partlY on account of the Court and partly because 

t he Conservative Reactionary members or tbe Democratic Party 

are setting the upper hand and during the course or t.be con­

versation he said, I tol d Jack Garner i f you continue your 

policy on t he Hill, we will have three Parties instead of t wo: 

the Republi can Party , the Conservative Democratic Party and a· 

new Third Party and you might Jus t as well make up your mind 

t o 1t . 

It was Just ~ luck that, f irs t, he has come back with 

the i dea t hat he wants t o go on the alr publi clY and expose 

these people who are praotlolng fraud in e vading their in­

come tax; second, that I was r eady to give him the memorandum 

t hat he wanted and, t hird, that the Att orney General forced 

himself on the President on Just this day , because the Smith 

case was an i deal if the President wanted a moral issue. 

I sai d to t ne President , The reason I have been hol ding 

back is because I wish t o poi nt out to you (l ) that you said 

i n November you would s t udy 'hot money '; (2) about a month 

ago in your Budget message you said you would take up the 

tax reform in November, and t he reason t hat I am holding back 
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ia that I am fearful that 1f you go beyond recommending 
to Congress tnat they take care of the 'hot money ' and the 
American who sends hie money abroad to escape taxes you 
will fi~d1that Congress will say , Oh, ur. President! If 
you do a we will do •b• and that t hey will t hen go after 
the Surplus Tax bill and the Capital Gains. • And, I said, 
You will have to assure yourself by talking t o Joe Robinson 
and the gang that tney will stand by you if you open up 
this questi on; otherwise you are going to open up the whole 
tax bill and, I said, Mr. President, we are not ready. 

I said, Now, if you agree to that, then, I said I 811 
t ogether with you 1~; but, I said, I must caution' you. 
Ke said, I will make them agree to it. I said, Then I am 
with you. 

Tnen t he Attorney General, Ol1phant and J.~ag1ll came in. 
I wrote on a piece of paper and handed it to Oliphant, •we 
won our case.• I could not reach U&gill because he was 
sitting too r ar away rrom me. 

Then the President started to read Uagill' s memorandum 
(aee exhibit •s• attached) , but read it in a sort or si ng­
song manner and at the end of each sentence he would say, 
This hae no punch. This does not say anytn1ng. No i ndi­
cati on. It's all r ight, but no i ndication. Every time 
he said that I kicked Herman Oli pnant on t ile shin because 
I knew what he was doing. He wae playing down the one 
memorandum in order to build uP the 5m1th menorandum. 
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When he got all t hrough, he kept am111ng at Homer cum­
ming& and saying, See, this memorandum has no indication. 
Ke said, Now let me read you one tnat is a l ittle better • 

. And he started to read the Smith memor andum and when he got 
halt-way down he said, Thi s 18 pretty good ! And he pounded 
the desk and said, WhY don't you attack tnia fellow? WhY 
don 't you call him a s.o.b.? (He didn't even uae the Abbrevi­
ation· he used the whole thing.) Aa he read t he memorandum 
he worked b1meelf into a fervor and he turned to CUIIIJIIinge and 
ha said, Now I want you t o try tnia. Then Cumming& said, 
Well, l et me explain to you about till& case . And then 
cummi ngs went into hi& explanation of how the taxpayer had 
offered t o pay the full tax, penalty and interest and to 
plead guilty. (Which was untrue.) 

The President tnen inquired whether Smith had agreed to 
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plead guil~y to all counts 1n the indictment and ~he A~­

torney General said he had agreed ~o plead nolle contendere 

to one count and submit to sen~ence . He t hen eald he 

would present t he exact otter which Smith had made whi ch 
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1n tact, is that Smi~h has a tax l i ability or sometbtng ' 

over $2,500, 000. He otters to pay $1, 000,000 cash and 

$500,000 at the end or a year plus such additional amounts 

as m1gh~ be determined, presumablY by the Board or Tax Ap­

peal s. The Attorney General stated that Smith is heavilY 

indeb~ed to ~he banks and ~hat hie wealth consie~s or stock 

in his own companies which is pledged to the banks tor abou~ 

$1,000,000 and that it he were compelled to pay the en~ire 

l1ab111~y ~he At~orney General did not know wha~ would hap­

pen to him or to ~he 500 or 600 employees of his companies . 

The A~torney General stressed the tao~ that the poor employees 

would be laid orr . 

The A~~orney General pointed ou~ that it we declined to 

accept Smi~h's ofter and he pleaded gui lty, then he would 

say ~o the Judge, abou~ to sen~ence him, that he bad made 

t his otter. At ~his potnt the Presiden~ ln~errupted to say 

~hat it he was present ing the case tor the Government, he 

would say, Uay it please ~be Court, the Ooverncent has re­

fused to accept ~his offer ln compromise beoaueo there i s a 

moral i ssue being set~led by ~he taxpayer being een~enoed 

betore ~aking up with the ~axpayer his liabili~Y tor the tax. 

Ho said, There is not a man 1n the street knows when a oaee 

i s se~tled, but when a man ie put behind the bare i t mesne 

some~bing and , he said, at~er 1929 the sentencing or Foshay 

ot Uinneapolis did more good ~han any other single thing in 

stopping tly-oy-n1Sb~ concerns in the Northwest and, he said, 

it will help more to put this man Smi~h behind the bare ~han 

all the se~tlemen~e in the world . 

And then the President said, It's abou~ time, Homer, that 

you began to buil d up -- he stopped there; what be mean~ to 

say was build up your Department eo ~hat you can handle oases 

like thi s . Through this whole thing Cummings was as wblte 

as a sheet and hi s eyes were as angry aa I have ever seen ~em. 

He eat ~here pleading tor the pla1.ntiff Just as much as t hough 

Bruce Kremer wae s1t~ing ~ere hlmselt. And I hope that as 

long as I work tor the Government that I never take a moral 

lick1.ng l i ke tne one Cumml.ngs took ~oday. 

I thougbt that Cumml ngs handled hi mself very badlY; was 

very stupid about ~he whole matter, because he continued to 
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argue f or the taxpayer att.er t he President told h1m point­

blank that he want ed this case tried. He stopped short. 

in one of his argwn.ents, flushed and showing ev ery ei gn of 

complete demoralization, and said, Well, if that's the way 

you want t o handle it, we will handle i t. 

Before Cummings came in the President. sai d, I want the 

Treasury to start at. once wor king on a speech tor me. He 

sai d, I want to name names. And he said, I am going on 

the air and tell thi e stor,y . And he said, I want a list 

of the people who formed f oreign corporationo, and he kept 

referring to some Statute that he believes makes it i llegal 

to evade one's taxes. The last t hing he said was t o ask 

how long it would be before we could have t his etutt back 

over to him because he wanted it as soon as possible and 

he sai d , •In the words of Theodore Roosevelt, my spear knowe 

no brother. • He said, I don't know who's on this list.; I 

don't oare. It may be Barney Baruch. He said, Who is 

'Incorporated Yacht' and Ltag111 said, Sloan. He said, I 

didn't know i t was Sloan; it might have been Baruch. I 

told him we would start t his afternoon. 

The President al so said that he is definitelY going to 

balance the Budget in the next fis cal yeer, but he wants 

some of these reform measuree l i ke Housing, but ho said, I 

am definitely going to balance the Budget next year. 

ooo-ooo 
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THE a£CRITARV Or TKit TRIAaURV 

WA8H I NOTON 

llaT 17. 1937 

14' dear llr. Preatden\1 

In your bll~e\ ••••ac• of April 20, 1937, 7011 a4Yiu4 t.he Concreae 

that the TreU11J7 would be reedy next lloYober to d.hcuee uendllenh to 

the reYenue la.a to atop loophole• and. to incre&ae adainiatrati'l'e etfee-

tinneaa. 'l'he TreU11J7 h 110w eogo&ed. in a general eurYey of ~ re'O'enu e 

b.wa and their a411iniltrat1oA, in ord.er that the r equidte illtol'll&tion U7 

be ~lied to the ~propriato co-itteee of t he Congreu in COIIPli&nce 

wit.h your aeua&•· J.t the outut, we ban foUD.d. that our preunt taz lawa 

d.iecrlaiMte in favor of the weal thy non-reald.ent allen; and. do not ade-

quately d.iaeourage the formation by our citi•eno of torei~ poreonal 

hold.inr; corporation•, 1n bot.h cnaee to the d.ioa4Yantage of t.he rennuea. 

Since both d.efeota CNJ be pro.01pt1J corrected., without reference to any 

r;ener al OYerhaulint; of the r eYenue lawa, I d.eeire t o bring thea to 70ur 

attention at thia tiae. 

'l'he 1936 Act eliaina.ted the requireaent that a non-ruident alien, 

(without Oftited Statea office or bueineaa) ahould. file a return; fixed 

the withhold!Ag rate tor ind.1Yidnala a t 10 percent; and freed t he non­

reaid.ent alien t raa taxation on American capital gaina. Since the t otal 

Jed.eral taz upon a ci then or reotdent IIIIOW1h to 10 percent of hil total 

net inoo11e at about $25,000, (in t.he caea of a aarried i .nd.irldllal wi\h DO 

d-:PeA4enta); the w1 \hhold.int; ra\e 1e too low &a ~plied. t o non-ree14ent 
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al.ic 1D41Ti4aala with .AMr1caa iaco•• of 110re \11M $25,000, 8114 too 

higb •• 11PJ>lh4 to nch 1D.41rt4aale 'til~ J8er1caa laCOMo of lHo \11M 

\bat a.ount. Moreo•er, ill fa1raeoe t o our oitis .. e aD4 reeidlllte, wbo 

are n'bJect \a tax upon their ct~pi tel pine, D.OD.-rllidlat all1111 ohoul4 

'be £1•ea at.llar treabct. 

W1~ a rtew to o'bta iDing t heoe o'bJeetiYeo, I reeoaaead that the 

w1 thhol41ng rate appl1ea'ble \a DOn-reo14ent alic ia41rt4Dalo ahoul4 be 

iD.Cr ... ed \a 35 percct; 'til~ the pro•leo that 1t tho alha will f1le a 

retun> ohoring hie entire .AIIerlou 1Doo•, 1DClw1iDC capital galae ill 

\hie OOUDtey , there ahaJ.l 'be refUDded to h1a fUT UCIIO Of the \11 'tl1 \11-

held OYor tha tu lhon to 'be due OD the r eturn at the ratoo ~pllca'ble 

to Jmerlcan c1t1zeDo. Ia thlo WQT, the taxee of D.On-reoidtnt alleDe on 

cltheu w1 th eorreepcD41D« 1DCOilel· Since the alhn '• do111cllo 11 the 

ollly place which caa take into account hie OD.tlre lnco• Nld hie poroollal 

etatwo, ho ehoul4 receiYe his peroollal ueaptlon tror:o hie doalelle. 

I , U.eretore, reco•end that no peroon&l exeaptlon 'be allowed 'b7 thie 

COUDtey to D.OD-rllident al11111• 

Joreip corporaUone baT1DC 110 .AMriean 'bu.liull ohould be oubJeoted 

to tho 1
aae rtthhol41D« rate. SiDce the un41etr1W.ted proflh tal """" 

DOt raadilT be applied to ncb oorporaUono, I euc& .. t that their Jaerlcaa 

iD.COall, 1Dcli:I41JIC capital pine, be eubJeohd t o P"adueted ratee , corroa­

poD41Dt; 11 DearlJ' 11 M:f lie to the anrap rateo iapOeed qpoll .AaoricaD 

corporattou with e1a1lar ~ee. 
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ao .. .a.encaa ci u • ..,, ba•• orpahed foreip paraoul 11o14ac 

corporatlou, wUh tha oMoa.a 4aaip of &Y0141ac \he turtana vpon 

their illd.1Y1411&1 illCOMa, aa wall aa our corporation taxu. I aee ao 

r-n 1lb;r wa need reoophe tha exietence of the corporate flcUoll i.a 

thaaa caaea. !!&Dee, 1 reco•ad tbet ci\h&Da or r"i4..,h OWI111141 uq 

aecuritioe 1D foreitn peroonal hol41DC oorporationa be reqaired to 41e­

cloaa thair illtereeh upon their in41Yidual returu; ad tbet the atool<­

hol4era be tan4 upon thair pro rata eharee ~ the corporate a&r'lli.DCI. 

*"thar 41atr1llv.ted or aot. fo increaae the eftectlYeneee of the ... pro­

yiaiona, per eon a fo:r.i1141 audl corporatlona, or their .u ... ican edYieera, 

allonl4 be required t o file iAforaaUon retnrna with t be eo-ieeioDer of 

Internal llaY•lllle• 

1 b&Ye not atta.pte4 to oet forth all the detail• of .r reooaen•e­

Uona, llv.t 1 ehould be gl.ad t o UeculiB th.., wUb 7011 at 70ur conYellieDCe• 

J'altllfull;r, 

'l'be Preal4ent, 

!be IIU te llou• • 
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Tllla •*• u "-' - .c -. 111aw ..,11$- _. nla\1-

._ 1lo tbM Mile ort•l u la. I &\taalo a Ua\ at...._ peap1e 11114 

haft ••••d - at \be- ill~-

Tllla te.Jt o•• b - or ~ ellen ... 'Ilia ~ ... 1eae. !!Ia 

111\eloeU •• baa plrt a atop to \be .-1 prM\ioe at 11oc111 _..,­

.._ • \upqva to t.beir ftfta, Tlla atfM\ ot \be •u.a 01111 1a 

&1rea4:r ntlaoiecl ill te.Jt retune troo t.11e Pl\t.a'-11> -· 111aw..r 

1\a •'-• 1\ 1a a ~n.q. It profta t.be\ 110 -" .r atn-

u n&pHta~1ti7 eM 11otta Oft!' ~ praouc... llr • .U.. ...s 

1M a\bloe ot ld.s li1AII .., u- at.oz>d _..,_, ill \be publio •• ..._, 

att .. w eaatawr their oa'-• 

tM ..q pre~ ot ono a p~~rtial ~u~UtiC!lUon of 8a1Ua'a 

11 r ' t tlll1all lie 11aa bMD able \0 tabriea w dllriJtC \be tfl/lllr ;,....-. 

.,_ \be ~"'- ......., 1a Uaat. be ttaa iD - aort. .r \rtiOble 

..s.u. Ida .ua ...s wa ankhc to bide bh ~ troa ber. Blat bia 

p~Ppet.a _.. toroe4 to pelf be* to ld.s ot - aU ot lola 1..­

tlblela \M7 nporW tor~ ao \bat U. .-14 »•• liMa nocbed 'II' 

IIJ.a .Uo aU ""- \ial UIITWT• INw•••• 1t ..U 1lo ftrUIII ~ 

11 
Nll1 um-ltr 1lo _,!left bed -.1\b Ilia eta aa a..W tiD at at 

\1lo l.MI ,_s..4 ot t1TU .,...,.. durlJIC tllllcb be _. .....,..S 1a UaU 

---· ef ~ II t,.n. eo 
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., 17, 181'1 

Jdet .... 1'7 of .... tu eu .. 
et r.. •· llllua_ n a1 . 

'ft&e ••o of •••• aaula, ., al. bu 'bee chiU'aet...r1 ... 

.. - ., Ulo _, .Qacnat. iu e ........... -u. t. Ulo 

et.t.U• ot Ulo fr•8U7 D.periMII\. tile 1- tor \be 

JOU• 1 ... \o 11110, faelvhe, •• llllderetdecl 'b7 \be 0111N1oa 

of l&ra• ._\o ot cl1..U...S. 684 profit. troll ealN of nook. 

tbe r-s,.t. ot _.. cl1..Ueocle &lid protl\o •• ao~ecl 'b7 

~una, Ulo eioeta !'laced 1a u.. .... or reloU•• ...s­
plo)ooee ot 8alth, or tbe corporatloDa C:OIIt.rollld 'b7 hill. 

'ft&ero •ore '-~- 111011 !Dd1Y14>&ale, tea ot 'llbOII were 

relau ...... tllirt- IIIPlOJ-. h 11Y1.q oalJ ... 1111o •• 

.o\ a rolaUn or IIIPlOJM• 'ft&eee ladJ.'I'icNala repor\ecl \lie 

cl1 ..U...S• ... proti ta 1a their retoru, wlaieh re.W. ted 11 the 

,..,_, ot ""1'7 low ~. wbereu bad U.. UOUD\a 'b­

repor\14 _, Wth tho ~Alrl.ua• wCIIlld bne l>MII &t the --~ 

retoe. la practlcall7 en17 1aat&Dce till lDCOM t.Ana of \lie 

relaU•N ... eaploJ•N ••r• J)Ud 'b7 Stdth ...s .. cb we -

,_..ted tor bla perUoipeUon 1a Ulia en.lldv.lat. dmce. 

1a addiU. te the oa1 .. 1.oa ot bra:• ual&llta of dhld...Se ud 

profit., Ulore ..... _..., 1\ou of 1D- wbi" wore .n 

r.,.rt.od &114 ~· wen cll.1u M de tor dedv.e~Uooe llbieh were 

tal-

tbo \U UA'bUiv 1a Wa c&ae 1a eet Ollt OD tlae attac.._ 

lxbJ.'b1i A ud elaowe a lftll'l total "i&laat z. 11. 8alth, w. a . t. 

&dth, ud l o M. Wth CottpeJV of tf,III,~TII.41, wbiob iJICillldN 

\oliN, .-,lU• &lid 1atorN\ \o llq 1, lNT. 

2so 

(Ill ~ 15, l$M, 'botore tide c:u e ,...., "" Doc:.-ber •• l $M, 

... , te \be Do,..n..-t. ot z ... uc:e tor proe-uoe, aa otter n • 

110\do 1a \lie ...at of tToo,ooo.oo, plu tile iu•• u4 peUUN 

dllo 'b7 \be C~C~~~p.JVJ Ulie ... reJeciod. Oa 1-.-17 u, UN, tl,OOO,OOO. 

00 •• ott...-4 to tbo D.periae\ of luUco &lid w.a r eJeotecl. Oa 

.l.,u\ lT, ltll, o.a otter we t...sorec1 \o \lie Depcr-.t ot luUco 

1a \be - of tl,IOO,OOO.OO, of *lell tiOO,OOO.OO •• t. be paW too 

d~T• ..n.r ..... \aaco or \be otter ... teoo,ooo.oo •1th1D- Joal'• 

fla1a ott• alee pro..U .. tor \lao po:r-t of IIIOia addlu-1 to• 

... .-,lU• •• lliellt be do~ 'b7 \lie lloard or T..x .lfpolll. 

file ..,._ rll n'ecl qai.ut tiM aooept&Mo of \lale tlea1 ottor 

_. l\ b w.doretood tile otter le Ull4or ~de1'aUoe 1a \be 

D.pan..\ ef he\lM a\ \lao pr..-t Uao. 
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aurl .. laqodrJ 1a Loe .l.q.U. \odq bu .Uc.lW tile 

Wo,..U.ota Ulat the pr .. •t net 110rtb of the taxpqer• irlol.,... 

1a thh c.ee 18 approxlaatel7 ti,ooo,ooo.oo. 1. •• 11111\b h!a­

eal.t 11 repa\ed \o beTa ... eta ill the •7 of lhW ud QJ.h\ed 

•wolul, r.U .. tate, 110\M receinbh, <ad other UMta 11 the 

.,.. of M,I44,2M.OO, with UabUt U.ee of tkl,ooo,oo, l•'fill 

aa approxt.ate total of .. ,m,ooo.oo. talt...- S.lth 11 reported 

\o be wor\11 at thh -" •7~,ooo.oo, aad tu !. 11. Wth eo.­

p&ll;f b.c.d • book 1'Uiae u of n.c .. bor 5let lut ot •m,ooo.oo. 

1D the opio.ion of \b. •1enta who •cre R(a&ed ln tile 11'01'lr 

on thie caoe ud wbo o.re thor~ f...Uiar with all of ita 

ra•1tica.t.1one, tb.e of ! e&\1•1 ot theae t..D:p&JIU'I •el"e ntm•,llJ 

tla(J'ut. rhia 11 pe--tl.CIIlerlJ tl'lle of ! . 11. and loaepb Sodth, 

who oot oD17 perpet r•ted wUlt'oal &Dd perebtant trauca GC&iut 

the r.- in tba1r OWD p.raou, bolt wore prla&ril.J r .. ponaible 

for the crlalnal o.eU.ODA of aoH t • .,t.J-fi ... other lndhictiiC.le, 

•l&ht of ...., ue - -'er iDdleteent. 'lheee 1Dd11'ict11Cla .. re 

ao doalD&ted liJ rea- or •plo,a.nt or ralat1ouhlp, or both, 

that llt.lliJ' or th .. l&ll<llleetlona'blJ conald ..... ~so.nce nth the 

d-..de t t.he Salth Brother•, ~rotin \o . .. recw•rd tllelr 

poeltiou ud tiu.nelal haldtnce, or both, aad their oxpeetan"7 

of tllture b&noflta 1'1'011 the henda of tlle11 ladhid...Ue . The 

erld•oa eho•• that tal tar s.t th • a. tbl prlae ao•er ln the 

tralld parpetrt.ted on beho.ll ot 1. 11. s.J.th ~. wb.Ue Jooepb 

Salth auh\ed 1. 11. Sal.th 1n endilg the l a tter'• l nd lrldllel 

be- texee. lt 11 the belief of t.hoee officer• of the Botteeu 

of I ntera.l Re...aDe wbo are f• •ll1nr with all the f&cte in thte 

e a M that the elida of Juatice would not bo ~rl7 oerTed -

leaa the .. 1Dd1Tldual.e ue required \o P"f all of the taxee, 

piMlti• ud lnter .. t tOIIIIId \o be due, Olld the actual fecte of 

the er1alnal. act11'ltlea of tbl thrM dofend"nte ...aed a.re b1"CMaCht 

\Q the att.tlon ot the trill cnurt. U:t cootetoplc ted eettla­

-t 8honld ~· tho a<ltiltec tlon of t.h• tex liebllit;r aad 

pleu .,. t.U.., c'luu····· nth the dlatlnet I&DI!eratandia.c that all 

ot the t acta 1n tll18 cue w1ll be brought t orc1bl.7 \o tho otteeUOD 

ot the preoidlnc jDdJo, 1n order that he alpt be tl1ll7 1nforHd 

ln peeaill( 1entence. 

Dt.••· 
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Uq 17, 111~7 

Th1e 1a what I showed the Pres ident when Cummings ••• · 
there. 
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) ? fHTCIII OPP1C& COMMUN ICATION 

..... llq 17, 1937 

...... 
Secretary Morgentbeu 

Berman Oliphant 

The tax case of E. U. Smith, et al,, is one of the IIIOSt tlqrent 

in the histocy of the Depart.Mnt . I attach a brief suao;acy. 

E. II . Sllith 1a a proC.nent buainaee ...., on the West Coast and 1n 

the Soutlnreet count.rT. Hie tax ditficul ties are known 1n the bueinaae 

circles 1n these areas and there 1a INCh apeculetinn u to bow hio case 

will COIII8 out. In other words, thiB caoe i a to the West Coaat and South­

n ot wha t the llellon case has been to the East. 

Besides deliberlltel¥ omitting l argo amounts of dividends and 

profita from the sale of stock, failure to s t nte numerous other iteaa of 

incOM, end me!dng false clail>e for deductions, hie principal method of 

tax nasion was to conceal the receipta of dividends and profits 'qy 

passing thea tbrouiJ> the banda of eaplo;yeee, rel a tives, and corporations 

be controlled, they pq1ng the taxu and be reiJaburaing theJI, 

Thus, f or bis own gain, he engncad 1n an extended and rlde-apreed 

practice of debasing the JDOrals of aall employees beholden to b.lJo for 

their UwlihoOd and r elatine r eoeivin& his bount;r. For example , an 

aeeietant cashier , working in a b4nlc which Smith dC>IIinatad and getting 

a ealar7 of $225 per 110nth, reported $181960 of dividends for hl.Jo, Tbe 

tH 'tlbicb Sa1 th paid the aaeiatant cashier tor thuS ~oi.n1n& hie erlJdn&l 

oooapireOir .... $1, 467. 
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This cashier 1a but one of ~ minor employees and relo.tiTel 

-.boa be tbue !lade er1ainala. I attach a Uet of these people and 

baTe cheeked 10108 of tbe 110re interestinc onee. 

254 

This tax caae 1a one of those wbere we win though we lose. The 

tolitchell cnse baa put a stop to tbe general practice ot bogue con•ey­

o.nces by ta:rpayers to their wi'res . The ertect of the Mellon cnse ie 

IUready reflected in ta.'< returns i'ro11 tbeo Pittsburgh area. llbetever 

its out<:oae, it 1a a rlctor;y. It proves tbo.t no &:IOWlt of affluence 

or respectabill t7 can gloss over s~ prectieee. llr. llellon and 

the ethics of his kind and time stand condemned in the public esteem, 

and such condemnation makes way for a now and better leadership in 

American business, The Raakob and du Pont cases can haTe onl,y wholesome 

effects ~hatever their outcoce. 

The onl.T -n-etense of even a partial justification of Sai tb 
1 

1 

conduct which he baa been able to fabriute during the four yea.re 

since the in'restigt.tion begen i:s tha t be wuo in soma sort of trouble 

with his wife and was seelcing to hide his income from her . llut his 

puppets were forced to ~ beck to b1lll at once all of his incoM 

rted for 
~·- 80 

tbo.t it could have been reached 117 
which they repo .,.._ 

his wi.fe all tbe tiDe ~· lloreover, it would be strsllge indeed 

if 8:lJ;1 diffieult.Jr he III8Y ba<re bad with hie wife wss acute ~ 
the long period of fiTe years durinK which be was engaged in thie 

course of criJii,nal conduct. 
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!beae 1Ddic~ta should be prNaed. lbethar Sllith plM4a 

guilt,' or at.Dda tr~, the hope of a llllbatantial awntaace .....U 

be de&tro7ed U he can ae;r to the court that the GotmDWGt baa 

alread;r accepted a aettl .. ent of bis tex case. The GoYerDIMnt '• 

couree in tbia caae abonld be Just what it baa been in foraer tex 

caa.ea of like eericwoneaa. There llhould be no conaiderstion ot 

the aettl-nt of ciYU liabllities at thia tl..u. The crillinel 

cases ahoW.d be pressed to trial or to pl .. and sentence. .U in 

preTicwo casea, n can take up th.e collection or aettluent of 

Sod.tb's tax liabllit,' otter he has been .. ntenced. 

!no. 2 
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Bde.t SW:a::1ar7 of the Tax c~aos 
of E. ll. Sl:d.th, at al. 

The case or E. ll. Sllith, et al. bas bean chara cterized 
as one of the 110st fiqr nnt tax evasion casas coming to the 
attention of the Treasur,. Departaent. Tba income for the 
:rears 1926 to 19150, inclusive, was understated b:r the omission 
of large 8JIOUDts or dividends and profits from sales of stock. 
The receipt or such dividends and profits was concealed b:r 
having the stocks placed in the 11111188 ot relntivea and -
plo:reea of Sllith, or the corpora tions controlled b:r him. 
There were twent:r-tour 8\lch individuala, ten of whoa were 
relati•es and thirteen e:J?lo:raes, leavi~~g onl:r one who was 
not a relatiTe or eaplo:rea. These indirldual.s reported the 
dividends and profits in their returns, which reaul t ed in the 
pe.;yment of V8rJ low surtaxes , whereas hed the &IIOUDts bean 
reported by Smith the surtaxes would heve been at the !llll:d•"• 
r ates. In practicallT eveey instance the income taxes or the 
relatives and emplo:rees were paid b:r Smith and each was co~ 
psnsated for hie participation 1n this fraudulent device. 
In addition to the omiasion or large aJIOWits of dividends and 
profits, there were nuaaroua iteas of incoae which were uot 
reportnd and there were claias ada for deductions which were 
false. 

The tax l.J.Abil1t7 in this <:6Se is eat out on the attached 
Exhibit A and shows a grand tota1 against E. ll. Slllith, lt'. G. L. 
Slllith, and E. II. Saith Collp8117 or t2,S&&,<fo79.45, which includes 
taxes, penalties and interest to lla7 1, 1937. 

256 

On llarch 15, 1954., before this eas e wns, on Decellber 4, 19M, • 
sent to the Departaent of .1uatice for prosecution, an offer wus 
.ada in the uount of $700, 000. 00, plua the taxe• and penaltioa 
due by the coapell7; this was reJected. On .1&llllll%'7 18, 19S6, $1,000,000. 
00 was otrered to the Departaent or Justice and was reJected. On 
August 17, 19tle, an otter was te!ldered to the Depa.rtaent or .1\lstice 
in the sua of $1,soo,ooo.oo, ot which teao,ooo.oo was to be paid ten 
deJa after aeoeptance of the otrer and $900,000.00 rlthin oae :reez. 
This offer also provided for the paYJlent of 1111ch additional texoa 
and P<!nal ties as llight be d.eterllined bJ the Board of Tax Appeal• • 
The Bureau recouanded against the acceptance or this fin&l otter 
and it 18 understood the offer is under consideration in the 
Departaent or .1ust1ce at the presant tiae. 
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llurried inqui.rJ 1n Loa Angelos tod4)' baa ellci ted tho 
ioforsatiou that the present net worth of the taxpa;yers ilrrolved 
1n thi.s case 1a approxiatel)' $5,000,000.00. B. 11. s.tth b.ia­
selt is reputed to ban assets 1n the ~ of listed and unlloted 
s tocks , ·reel eatote, notes receinble, and othar assets 1n the 
IIWI of $6, 244,284.00, with llebUitioa of tMs,ooo.oo, laa'finl 
en approxilllate total. of $!5,900,000.00. Walter S..J.th is r eported 
to be worth at this -ent $70.,000.00, and the E. 11. Slldth CoOI­
pany bed a book value as of Deceaober Slat last or ts7s, ooo.oo. 

In the opinion o! the agents who were engaged 1n the work 
on this case end who are thoro\18hl)' famillar with all o! 1 to 
raadtic:a.tions, the of fenses of these ~rare were UIIU3WI.ll7 
flagrant. This 1a particularl7 true o! E. II. and Joseph Sooith, 
who not onl)' perpetrated w1l.l.f'ul and persistent frauds aga1nst 
the r evem1e 1n their own persons , but were priaarilJ re.sponsible 
fOr the c:rl•1M} &CtiOns Of 80!10 t .... nt,.-fin Other indhiduaJ.a , 
eight of wboa are now under 1nd1ctaent. Tbeae 1nd1v1duals were 
eo dolllinated b.Y reason of e111pl0)'11ent or relationship, or botb, 
that meJ:IT or tbem unqueetione.bl7 considered compliance with the 
de!llllndS cL the Sllitb Brothers , imperative to snfegunrd their 
positions and financial holdings, or botb, and tbeir expectancr 
of tuture benati t s .!'rca the bends of these individuals. The 
evidence shows tbat ffa.lter Sllitb was tho pr1Joe 110vor 1n the 
fraud perpetrated on beba.lf of E. 11. Sllith Cowrpan;y, while Joseph 
Saith assisted E. ll. Sllith 1n e"mding the latter ' s 1nd1v1dua.l 
1ncoae taxes . It is the belief of those officers ot the Bureau 
o! Internal Revenue who are feaJllor with I'll the facts 1n this 
c ase that the ends of justice would not be proporl)' serYed un­

less these 1nd1 rldua.la ere required to ~ all or the taxes, 
penal ties and interest found to be due, an.! the actual fact s ot 
tho cr1minel activities of the thrpe defendants DSlled are brought 
to the attention of tbe trJ.a.l court. J..n:t conte~~~plnted settle-
..ent should r equire the satisfaction of the tax liabUit;:r and 
pl&as on felon.Y charges , wi tb the distinct underate.nding that all 
of the f acts 1n this case will be brought torcibl)' to the ottontioa 
o! the presiding judge, i n order that be lligbt be tull)' Wonaod 

in passing sentence. 

Enca. 
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SI-10012-11' 
SI- 10'736- 11' 
OB:Jai'S 

April 22 , 1937. 

In re: E. lol. Sl:ll.th, 
l:!. M. Scl1th Cocrpany. 

25~ 

T.ABL.i: OF P~ DIVOI.v:ED nl Tl!E ABOVE lWlED CASES 

Albert E . Bo1olcy - Brother- in- law or 1oaeph Scl1th, brother or the 
tnxpo.yer . Operated small j ewelry store dur1ng 
years i nTOlftd in cr1nino.l ease, aftraged 6%'088 

receipts about : ro.oo a clay. D.Lring 1~211 and 
1~30 Bololcy received 1n diTideDda $1&, &40. 00 

v nu ... a T. ouncon 

l!!lla 1 . ErtgblOIII 

Frellk tl. riaher 

or which 118 t-eturned to .:. lJ. SQI.th $15, 7&5. 00 . 
l!'l>r t he uee ot hie ,._, Bo1olcy was pormtted to 
retain ~75 .00 . Ho Ilea nina children, aix being 
under eighteen during liU!II and 1930. 

- Asaiatant cashiar Pacific National Bank in 1928, 
or which bank E. JJ. smith woo Choi:rDlll!l or tho 
Board ot Direct ora . SD.lary $g2:l.OO por IIIOnth. 
Reported salary and d1Tidende rrom Stlith atook 
during 1929 and 1930. Duncan receiwd in d1T1clenda 
$18,960.00, roturn1ng to Sl!!ith $17,<l93.00, retaining 
$l, t&7 .oo. no raleUon to SQI.th . 

- J'Ol'DBr bookkeeper tor Sclith . Received d1Tidenda 
on Sl:ll.th stock in 1929 end 1930 $14, 740 .00, returned 
to smith $14, 018. !50 , retained $721.!50 repraeent1ns 
• bonus• and reimburoement Loa Angel es County peraonol 
property tax upon tho Sm1 tb stock. DUring 1~29 and 
1930 was married to olectricol contractor . 

- Engaged 1n book and at etlonery bua1neea , a pcrtuer­
sbip , his portion or protlta in 1931 and 1930 baing 
¢1, 370,52 end $1 , &53 .00 , reapeetift]J. :lite Oll)>lo;red 
1n clrygoocla store a t t 75 . 00 per a:mtb. l'iaher•a oiatar 
ie wits ot 1oseph smit h . ll1 19211 and 1930 Fieber re­
cs1Tecl 1n cliTidanda $211 , 5&0.00, returning to smith 
¢28, 25&.8&, rete1n1n& $1, 10:S. l4, pert tor bonus and 

pert tor ca1Horn1a personal prope.rty tax. 
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1ohn p . ll'1sher - Brother or ll'r411k Fisher IUld brother- in-law or 
.roseph smith. Dnployed bJ smith•o ~co compen:y 
at $170.00 por nonth, Received dividends in 1Q29 
e.nd 1930 023,090 ,00 , returned to Sllith ~,327 .~, 
retained $762.~. Report shows t hat the so-callod 
bonus to .rohn Fieber amounted to only $32. 50. 

~ l'rencia 1 . Gouker- Clerk nt !)Deco c~ ATorege salecy ~4.5.00 per 

" 1ohn F . Gouker 

A. B. Heilbrun 

• L. U. Hereper ger 

l:IOnth , Sncond cowoin b:y marriage to .roaeph SI:Ut h , 
ntring 1929 end 1Q30 rece1Ted dividends lll!IOW!tiJie 
to $14,11~.00, roturnf.no to Sllith $14, 252 .50, re­
tUn1ng ~.50. 

- Father or Francis Gouke r IUld first cousin by m.rriase 
to .ro,.,pb :::c1 th. ilnplo:yed by ])lisco Compan:y, $1115 ,00 
per tlOIItb . Receivod diTidenda l.n 1929 And 1930 or 
$15, 732 . 20 , returned to Sl>ith ¢15 ,053. 50, ret ained 
eG?s.?o. 

- ~dioino oaloamon and operated n collection aeoncy 
doing eertal.n confidential work tor Smith, ReosiT&d 
in 1929 e.nd 1930 dividends Olllaw>tin8 to ~29,4150 .00, 
r eturned to Smit h Q27 ,5711 .00, retained ¢2 , 07!5 . 00 . 

- LOng t l.mo e:aplo:yoe ot Smith operations , s ale.r:r r rom 
~.00 to \:2!50.00 e month . Hia nre i s tlrat coual.n 
to _:. )(. smith . DiTidonde durf.no 1929 and 1930 
t;26, 520,00, returlled to Sl>ith $U,840.00, retained 
$1., 580.00. 

1ohneton- until sept onber )929 employed a.a ca.abior Pac1t1c 
National Bank, ot .tlich Board ot Directors ::. II. 
Seith wca chall'I:Jtlll· In 1931 and 1950 rocelT&d 
$16,.00,00 i n di'fidenda, retumod to smith $16, 500 , 
retained $100.00 . llo relation to defendant . 

1. S. V.ccurm - secretary or Smith' s Emaeo ASbestos Company, no 
relation to Smith . In 19211 end 1930 receiT&d 
diTidenda amounting to $12, 610,00, returned to 
SD>ith $ll, ea!5 .00 , retai ned $725.00. 
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J'rank 1 . Pend era 

"" P. sa.lmer 

! 60 
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- Jl>nur t:ruat otticer Pc.c1t1c uaUcmal Benlc. Re­
ceiftd in 1g29 and 1930 d1Tidencl.s -tLnc to 
$1S, 480 .00, retununa $1Z, ?Oli . OO, retailll.llg f 67:1 .00. 

- Couain to both .::: . lo!. and 1oseph Sl:l1th. tnaunonce 
aii'>Jlt , annualy 1ncana about 01, 800.00, rece1Ted 
d1v1denda in 1929 and 1930 81ll0Unt1ng to $17 , 460.00 
returned ~6,350 .00, retained 01, 110 .00. ' 

.,R. L. saeae,deca•d- ITaa employed duri ng period involved by the :maco 
Compe.lly . Incomo about $2 ,500.00 per year. Received 
in 1929 and 1930 d1Tiderula amountins to t U , :I&O.OO , 
returned $13, 694. :50 , retaJned $665. 50. 

Fre.nk ':1. Shelton - For<:ll!r assl.Btant Yice-preaident Pltc1tic National Benlc . 
Recehed dhidanda in 1929 and 1930 atiOWiting to 
~,910.00, Blltira acaunt betna returned to Sl:lith, 
nothina retained • 

./Howard 1 . SDalairo- Couoin to defendant and employed e.e timekeeper by t he 
!:)naco Company at salary of about 01, 800.00. Roco hod 
in 19211 "::'d 1930 dirtdonda omounttna to 015, 160.00, 
ret urned $14,39l. :l0, retained $768.70. 

B • .L Stewart 

v"Roy c . l{BIIzel 

If. A.. DeRidder 

- No relation. FOrmerly aeeiatBIIt cashier Pacific Na­
tional Bank. lDCCDII about 02, 700.00 per ;rear. Re­
ceived d1Tidenda in 1929 and 1930 nmount1ns to 
$19 ,960.00, returned $18,513.00, retained $1. ,447 .oo. 

- J:)Dployee or Emaco Preaa FOreina compan;r. Recehed 
dirtdend in 1931 or 01 , 360.00, r<lturnad ~1, 224.00 
and retained $136. 00 . 110 role.tion. 

- Vice-prosident :.co Presa Forsing Company. Received 
dividond in 1929 or ~,516 .00, returned t.t,ec;-. .oo, 
retained $252.00 . 110 relat ion . 

_ 110 relation . "Jatchi:DJl or \i.oekeeper for : . ll. Sclith 
CoapaJl;i' · Incoce not onr ~00.00 a COIIth. Recai ved 
dirtderula 111 19211 II.DOWlt illg to $'7, 612 .50, or wblch be 
retained 8 yery mall o.mount . Cannot bo exactl7 stated. 
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- Hie wit'e is a eouain to tba defendant . :nr.a •gi.,.n• 
otoek in Slllith •a Standard 11\china Company ill 10211 oo 
he was advised when he wae told to include ill hie 10211 
return a profit 1'1'0111 t he sale or tba stook or ~3,340. 
Check thet amount wae not eDdoraad by Cruber. Slll1th 
reimbursed Gruber for taxee paid in eoD.Deetion with 
alleged profit or eaa .~.a. 

1oae]!h H. tlheelar -Recehod divideDde ill 10211 on which taxee were paid 
Deceued in tba ai:IOWlt or $3,003.07. On date '!'lheelar paid 

t his tax smith s-.,. hill a check ror ~.1!50.00 . 

George B. Slllith - 1!11cle or E. l.l.. Smith. 'lu requested by the taxpayer 
to report as operating profits aDd profita rrcm aals 
or o.oaeta or tba standard J.t~.ehine Companr $33,340.00. 
Ho di d ao , paid the tax o.nd was reilnburaed by Smith • 

Raymond p , Slllith - SOD or Ceorge and couaill or E . J.l, Smith. 
income rron tl'llll4o.ct iona ::imilar to that 
Slllith aDd 1o1leph !J, Wheeler. 

.!.lao reported 
or c:eo rge s. 
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~ for Uoo •-' ,.n - ol'WlJ a\ .,. •Ul U.o lad WMk ~ 

..,.. _ _. "lloaUoa\ wlU. \M \ne& lrreplarlJ ll.l&Mr. lv111C Uala 

...,te& Ulo u.1o1• ot u.o JWUn1 JIMOl'ft .,.._, ,_sst u.o 

Willi ' of ~1 IN. W 1W 500 ~l' )lolllap W A •U..rtrl'IC 
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effect, la \U ... 11: prior \o - le\0 UM 41Q' UM\ \he flul lauw.ae 

la reeene nqaireaqh .... , la\o etfeot, u4 ailloe \ha \1M _,., Mil 

J ho4 fairlJ ·~ .... qaie\ ft\ Uol.a. la \M nerap, !reuaq 

lloa4a are cvrea'l.J a U\\le 80J'e --. l•l/1~ polau -'oft \1M April let 

low "' .-,., W / lt:a potau Mlow \1M earlJ llaN 1en1. 

mt!7! mg repr1 

'freanr7 ao\ea abo INffarM 1arp lo••" 'Ml\ for \1M aoat. par\ \1M 

•Jb\ wa ol'UrlJ aa4 UUle 1t..., atflCilal nppor\ ._.Ct.,.. tile ao\o 

•Jb\, !be ,ear'• low fer ~ ao\oa .... ao\ reec'MI uUl 

AprU 8Ul ._ \M an.-p 71•11 oa 1 \o 11-rar atvl.U•• reeelt .. 1 .... 

Du'lac \1M porlo4 alaoe Aprll 8Ul \1M ao\aa ban Na qaia\ aa4 a fl .. 

( \oae baa prew.lle4 wl~ 10111 atvl.Uea la nrr po4 a-.4. !1M 

anac- Jial4 - a\ode a\ allov.\ 1.-. 

( 

mp WI''''E'•• 
u \o \U .re.u U\ll flMaOliiCo \1M foUowlac poaal\l lU1aa are 

a. •• .u. 1 ... \:a Ma4. 

a. .u. otferlJC at loo~ 
!M pre••' 1na1 ef w alb\ 1-'laa\ea a J;tS/4 onpea fer • 

~ ae\o aM a ~/4 en~~• fer a l~ear looa4. Jo\ll .ual4 ..U 

a\ a preai• at aM&\ 1 potat. It a looM wl~ a 1- oalla~• porl .. 

1e 
00

au.pla\o4, noll aa a 1HHI1- (11-16 ,.ar), a onpea ef 

........ _" _ .. earr 'JIU• h oalJ u ••U•'•· w/4 er lar .... rill pro--- • 

!M auna\ _., .... la 1a 1Ha la U..t II' aU• \M looaia la liN 
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A O:zw "" ~- \IM 1ecical aa.toa ne" a boat _, panleoalut, 

a lloa4 •Ua a 1-.c oal1all1a periel fer \Ill tellowt. .. NUou1 

(1) • t1a1 .. .,.., of \1M fnuu7 bolll •ra\ •1M• \1M fln\ et 

\AI :rear Aal J'Nal\11 1a a aan.w :rt•lt .,...,. "'- \1M la\lnuUa\1 

aa& 1 ... Hna ....... A\ \1M pl'eo•\ U.. \1M ;rlalt riM 11 -..-u11;r 

8Aup "'- 1140 aM 1Ha. !1M a-:J/" ef 1M0-41 •• C~UN~\t, ••111-. 

a\ a price \o :rt•U 1 •• a4 \1M 3-3/41 of 1,._.7 are 11111 .. a\ a 

prioa \o ;rlell 2.~, a Utfal'IMI of 0.~ for a Uae 1p1'114 If 1al;r 

II :rean aa& 3 -ta• k\ \AI A1tf•ra- 'Ill'- \M ;r1111 \o Ill oll\alall 

tna \M M/ .. ot 1,._.7 _.\1M M/ .. of 1116-6t (We lo.,.. 11 

1a1Uac Mlow pu .. \AI ;rtllA 1e t1cVII \o u. u\u'l• taw) 11 ~ 

o.~ aa& u.. u- apl'llll. 11 1• T"H• !IU1 o1o10 relaUouAlp "''­

\AI 1a\am..UaH u4 1011C 1111L111 I "beUne,.U.I ,1\ a4Yleal>1e \o 1\q 

n\ of \1M 1011C Hra f1ell 1a ••U:la& - MUJ a1 Ul 1l1p\ at-• 1a 

;rllll \o 'N oll\a1ael tna \AI 1oac 1loiiAa o'fu \1M la\anoella\e 11- 11 

ao\ nftlol•\ Diu P"•-' ooll41\lou \o ~u\1f7 \1M \1M Wte-. 

!1M Utfa- 1a ;rllll '111'- Ul 3-\/ee of 1MN2 _. \M H / .. 

ot 19Not61 11 oal:r o • .,.. 
.(2) . a. \AI o\Mr llul. \1M uu, 41ft•~• '111\wllll oaor\ lloll4tl alll 

late--~-'• boll48 .U.. U uaA'floal>le \o ooaa1Aor a l>oll4 wi\11 a lOIIC 

oallall1• par1ol 1t \1M fin\ oall.Ul• Aa\1 11 _.." alcll\ :r•re. JU\ 

a.. u.. aub\ .-11 raeo\ \o ..ell aa otfarl .. h ban \o MJ• !llol 

.-u• ~~ Nl 'IIM\Mr ROll a l>oM woall ell1 a\ a price 'liMN :rt•1A 

Wftll N ....... , la 11M wi\11 \1M arb\ llalh for \U oAol'\ ~~~-- 01' 

..U\&11' \AI aa~"lol\ woall 1111 off \o _, WI - lanai 'OWr P"-' 

ooMl\lae u h Mn 111o11:r u.. UJ"lol\ woall Alol1•• paarall7 n\UI' 

u..a ....,. \1M - lena Aft~ \o \1M pne•' 1 ... 11. ti\&11' WilT• I t.lt1ako 
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( ...-..1& n~\ 1a aa ~o\\1.& arlla\, a coa41U.oa ao\ \c 'H uo1N& a\ 

\!do \lao. It a lloa& h \o 'H ue4, I naeo\ a 10..\J ,._r looa4 wi\la a 

W/fl{. cnpoa n1ola '1101&14 .._,. \lie &a\oo of lN.,_.,, 

( 

(3). 11a4er \lie plaa for 41\\ M\lr-\ 1\ 11 ll.1cbl7 prolla\11 \Jia\ 

ao:t llru -tviac 1a 194.3 oaa a\ leal\ 'H panlall:r paU off 1a cull. 

If \laio lie \ru \ho 1a\eno\ oanac oa a l--3/4fl, ~ ao\1 nu a 

M/ft{. 11-115 71&1' looa4 for \lie D-71&1' pu1o4 'llftl4 'H tts.ooo.ooo for 

•WU7 100 a1111oa .ou\o\aa41ac or $lll5,000,000 1t 1500 at.ll1oa 1e aollat, 

<•l. Chaorall7 opo;lr1ac, tho abon \IN ~\ a1- \he l n aa 

namot 1a 1&J'l7 jpi'U llae .._ au.q aa4 ooaa14Ra\lo illp!'l-\ 1a 

••Uaea\, -.;,tac 1a\ona\ aa4 loa\ pond lau \alr:a plaoo. laallaJ'a 

acoep\eaco "'"a lie,.. roca\17 .._ l-J'o4 tu \c a \o\ur d.aaa&1 

'l'raft17 \111 "'"a liP• allowa a Gill lapro-a\ la\ol:r aa4 nc•l 

olaor\ \IN f1-1ac liT \lao J1411111 Lu4 Jealt u4 ro4oral S.. Lou 

Malia •a ~ ncco11tlll. .,.1'1&1 \he loac \oN ~lei\ baa ~laM 

•rwu aa4 1J'ftC!IlaJ' for \M aoa\ pan aa4 \hnP ·- loa71ac ta\oMa\ 

1a \lie elaon u4 la\o...Ua\1 looal.a lau .._ elao• 1a U. paa\ fn 9Mb 

\laio __ , Aal ao\ rn'Mtl 111p0J'\aa\ proporUou. 

It 11&7 \o coaoldod. \ba\ for ~· -r h.to&N ~· ollor\ \oN url&:e\ 

-.z \o upec\M w coaUao J'laa...U17 .,Uo\ aa4 ,,...., wlallo \he loac 

wa -.rlla\ Aal ;ro\ a perle& of reM,ju-\ \o CO \)lrnell ftloh will 

'H c~~a-wrho4 liT 1J'repl•I'1\J of .. ,..., a& a -1\aM:r •• \M per\ 

of ta.n\cn w .-1\ \laaMlfta \1 U7 l.rp boll1lll PracrD of.­

\UM 1a u. 1-c \oa ttoU. Jroa ural •-'" 1\ caa abo 'H 

au.& ~\ \M •o\J'M\" ~& pntor • olaor\ \ora llft1'1\J, 
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To: Secret ary Uorgenthau 

From: Dr, Burgeee 

Treasury bonds were firm today 1n a Blow market, 

Some scattered buying; ot teringe wer e scarce, The 

quotations were at the highs or t he day, galns tror:t l ast 

Saturday ranging generally !rom 2/~2 to 4/32, Guaranteed 

bonds also t1rmed and showed gains or up to 4/~2. Tum­

over ot Treasury bonds on the board wa& very small at 

$178, 000, Note market was quiet and firmer With govern­

ment bonds, Woet issues wer e ei t her 1/32 or 2/32 higher 

than le at Saturday at the close, 

BQth high and second grade domestic bonds were 

266 

notably dull all day, with no price changes or consequence 

until t he last halt hour or eo when t here wee a little sell­

i ng in t he eecond grade group, which cl osed small rraot.1one 

down trom l e st Saturday. Hi gh grades held flrm and un-

changed. 
Foreigns were generallY quiet ~1d steady, 

No purchases tor Treasury today, 
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... . . I don 11: il:n:>1v now mucn . 'I'ne Presi oent i!:ept 
fisoing around anJ firu. Uy s oid, "Well , we can tLke 
soue out o t' this 9J million fo r r i vers and harbors , 
can ' t ~te? " ~;nu he turned to me and said, "Wha t do 
you t hink !.bout .l t".' " Ana I said, "VIell, I • ve been 
contemplating getting a substantial sum out of that 
appropria tion for this sr ving , t o eliminate t his 
deficit . " I said, 11 .1.f you keep on picking up money 
li~e tnet out of ~ppropriations arouno , r na where I'm 
conteroQl&ting saving tnia 4JJ million dolla r s, Nhy" -
I SLid "you mLil:e ~ Job i upossible . n But I nave an 
iaea that the Pre~iaent has committed oimself to 
nilittingt.or. ,;here 11e 1 s I(Ot t o nave :: flood control 
autnorizatlon this ye~r of some~nere between•)) unJ 5J 
million . 

\'ihi t ting ton. 

Whittineton is Ch(ii"Dtn of the Flood .;ontrol Committee 
in t he House . 

l"iell •.. 

Then he cen get by wl th : few million dollars appr o­
jJrietion, mt ybe any.vhere f rom f ive to fifteen, see? 
So I tried t o g~t hlm - I loft a last thought, that 
if t hey ' re gollli to do e.nyth:ng, keep the authortz~otlon 
for tnis co:ting ~·~<.: down ;os lo,. liS pos~ible until he 
tietS n,;.s COlll!)rehensiVC ;~rogrflll tnat he 1 S been t C.li!:ing 
about on f_ooa c:>ntr:>l pusstd py toe llational Resources 
ano "liE ter ::o.•r.:1ttee, 6h - t nd tnen mr.il:e the JO million 
..toll<.rs tnE.t ' s t.irf;bOY in tne Budget for nood contr ol 
LVuilc.ble f~r tnis new Jet 6lso. ihen I ~id, •If you 
neen scy deficiency- I don ' t think t ney can s penct the 
JJ million, but 1f you neea ~<llY deficiency go aftl!r 1 t 
late next sprine . " Well, ne thought t ha t might be 6 

solution ot· it . 

Yes . 

But I - I t hink that - gosh, we ' re - we ' re having 
our pr oblem mede h~roor ~11 the time . 

Yes . 1;ell, listen, old ~~!a n, I think we ' ve just go t t o 
si t tight for a couple oi days , see? 
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-2-

Certai n t h ings are hoppening , and I think t he Pr esi­
dent has ,Just got to k t nd of" se ttle aor:n , see? 

Well ... 

See, he t~ l.ts About " - t· - oh, taxes , And these 
people ~no are ev~dlne, tnd I think he ' ll get a 
little of tnls out of his sys t em . But he t old mo 
while I - .mile I wr s tt ld~ to hi~ - I f:>rgot to 
;mt this ln my dir. ry - an - tna t he is deflni tely 
going to b~tlr.nce tne buu;:et. the next fiscAl ye£r . 
Definitely ! 

(L~ugns) 

hut he wants soMe of these refor~ measures . 

Re wants wh~ t? 

Some of the reform mersuros . 

Yes . 

Like housing, ho mentioned pcrticularly, s ee? 

Yes . 

But he s&id, "I !.Ill d efinl tel:l going to balence the 
budget next ye~r," end he said it to me three or four 
times . 

'Nell, he can • t do it anu - &nd keep on aading t nings . 
\ 

~tell . ... 

Onless he cuts out a lot of s tuff . 

Well, d on ' t get o1scourt.ge.1 , Dan, old m& n . It ' s just .··. 

Vi ell, r • ru not discourt•S<~d , but I - I jus t ···· 

1/ell , I .. · · 

Pressure being brought t o b car all the t ime • · · · 
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• •• • a 11 the t ime, a nd I tn!.n:< th~.< t 1 s • .•.• 

Well ... 

269 

•... exactly wha t we ' r e eoing to b e up against after 
July . . . -

Tha t 1 s - well , thu t 1 s whu t I om here for . 

- wny , July 1. 

llell. •• 

.. el l , I just .. on<lered if ne 0ci t alkea t o you about it, 
and . .. . 

No , be di dn ' t. No.v, wflile we •re on tnat, what Lbout­
now much money d td you gat out of your !Jay r trst 
letters? 

Oh, we d1011 1 t get any - uny dollar s and cents . ~·hey 
merely m-ote in in moa t c~ses , particula rly t ne big 
depa rtments , and showed what they had done; tha t they 
h ad circularized all their fie l ds , as a mut ter of f act 
tne whol e .~o r ld, lind told them til is President 1 s letter 
s.nct they wanted theon t o c ut down .vherever t hey could 
hna spena nothing «.;xccpt where it W!IS absolutely essen-
ti<> L 

Yes 

Ana t ney uidn ' t put down s.ny ac ttml savings . 

.6ut the newspaperl!en a , . ., esking . 

Oh yes . >.ell, I've told. t hell I won 't t alk about lt. 

O.K. 
And the only one that r etllly put down any s s ving wos 
General Bines , a nd - ah - I think the less we SIIY 
about that the better . 

Yes 

About fifty mil l ion dollar s s a ved on compensa tion. 
And wnen you give t ha t out - as a matter of fact, we 
too~ ~dvantege of i t in the expenoitures - when you 
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give that out , why , there ' s going t o be a orJ ve up 
there for mothers • pensions •• • 

Uh-hub • 

• • • waich there alreo.uy is anyhow. 

Well , don ' t get discouraged, because I think I •••• 

Well, I •m not discoureged ; I thought you ' d like to 
know about wha t's t &cing us . (Laughs) 

I KnO* · nll r!gnt. 

Fine . 

I Nigilt . 

I Night. 
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Hello? 

May 17, 1937 
3: 27P. M. 

Governor Harri~on . 

Hello? 

Go ahead . 

Bello, Benry? 

Yes, George . 

nell now, on our first preli~nary figures on the 
bills, t bey 1 ve gone v ery well. 

Yes, I just got them . It looKs swell . 

And - ab - I uidn1 t kno•.v .mettler you had ta"CJ ' I 
called up soon cs I got tnem, but you were busy . 

Yes . 

So you ' ve gotten t hem since tnen; well , tha t ' s all 
right then. 

Why , I t hink it ' s fine . 

71ell , I t hink H ' s very good . 
nas been pretty good all week 
more interest in it . 

And the bill market 
anyway . There ' s been 

I hear J . P. Atwood in for 25 million. 

nnd - ah- well, tney - they - I don ' t know ~nether 
they've done t hat for their own account or not . Possibly 

And I 've t~lAed to - a h - L number of the banks around 
town her e , and I•m trying to stir up some r eal interest 
in it, not just B perfunctor y interest in it. · .. · 

Yes 

•• •• as a part <f whst their job is . 

Good . 
J.nd I think the) 1 all llll<~Er:;tt•n\1 1t " lot bet•~:r now, 

"n:yway • 

Regraded Uclassified



c 

c 

II .w. Jr: 

H: 

H: 

H. :.! . Jr: 

li : 

n • .A . Jr: 

I! : 

H • ..I.Jr: 

ti : 

H. 'l.Jr: 

ti : 

H • .t . Jr: 

H: 

H • • I. Jr: 

H: 

ll.M . Jr: 

II: 

H.J . Jr: 

d : 

272 
-~-

Good . 

I 1 m hopeful. . • • 

Nell, I - l - it l ooks - it looks - all looks to good . 

And I• ve a lso heu s ome of t hem come to me that , if 
ever ue nave a hunch tnn t the thing isn• t going right, 
t o let them kno.v in nd vunce . 

Uh-huh. 

Of co~se, tho t 1 s a very d i fficu l t thing to oo. 

les . 

!ney W'a nteo - Ferr:; J:.la l1' - 11' ever , for !nst&nc e, 
IU'l,Ythlng s nou lo rupptm un11 l t ' a bre<" k d o Nn, you d on • t 
ge t yo11r bi\IS or a.Methlng , n Le t us Know . n lYell, of 
course, ,,e CCin ' t <Jo thet bt!Cause you don ' t .<now it 
until ef t er you• v~ open~u them •.•• 

tlell. ••. 

•.. uh - watch 1s too b~d . But s till you c a n ' t do it. 
~o I expl3ined tntt . So they s~ia , well, if we get 
a nunch in a a vtncE the. t 1 t 1 s going b~:a t o let t hem 
Know; so I t ninK tha t the murket, to th& extent that 
it can, '"ill be r~uay to pro t ec t it &nyway now. 

Fine . ~ou sour.J tirca . 

hb - L no a l itt!e tirell . I 1 ve been awful busy for 
some reason or anotn6~ . 

I see . 

I ' m all rignt, t nough . 

Well. .• .• 

Fine . 

All r ight, George . 

i<ll right . 

Th2nk you. 

Goodbye. 
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