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GROUP MEETING ;June 1, 1937 
9:30 A. M. 

Present: 

H. l! .Jr: 

MeR : 

llcR : 

B.LI.Jr: 

MeR: 

a.M. Jr: 

llr. McReynolds 
Yr. Lochhead 
l.lr. Upham 
Ur. Bell 
llr . Gibbons 
Miss Roche 
lolr. Oliphant 
llr . Gaston 
llr . Taylor 

Well , I•ve got a formula for housing af t er meeting 
two and a half hours yesterday afternoon, a couple 
hours Sunday afternoon; whether Senator Wagner or 
the President will t ake it is something else. I ' m 
sa tisfied to recoliiJDend it a.nd get some houses built. 
Whether anybody else will take it is something else. 

Incidentally, Vac, of course, you be here at 2:30, 
Clarence Opper be here at 2:30. Who else be here? 

Matt (Da1ger) called me up last night after be got 
home, asked me whether he was suppo3ed to be here . 
I said you hadn' t said and I didn' t know any reason 
for him to ocme 1n unless you wanted him. 

He told me be didn't want to appear before Senator 
Wagner because he was afra id he would hurt whatever 
Federal Housing has i .n mind . 

As it stands, be isn' t coming . 

Well , I didn' t ask b.1m. What? What do you think? 

I don•t think it is necessary for him to come . 
The only reason - the only thing Stewart MacDonald 
said when he loaned him to me was that he'd r ather 
not have him, since Wagner knows that he is now 
on Stewart MacDonald ' s payroll and KacDonold has to 
a ppear before Wagner on other things . Be said be' d 
rather, if it wasn't necessary, for Daiger not to 
appear at bearings before Wagner. Now, that's the 
only reason. Matt doesn't care personally. 

Well, don' t have him here . 
rated anyway. I think he's 
housing expert! 

I think he ' s terribly over ­
terribly overrated. Great 
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MeR: 

H.Y. Jr: 

!loR: 

H.!.!. Jr: 

Gibbons : 

B.M. Jr: 

-2-

Would you be interested in a letter from Senator 
George compla ining about l ack of consideration 
1n the selection of Internal Revenue Collector at 
Atlanta? 

Sure. I told ntm I' d get one. 

•<ell, you got it. 

• 

I c an't nelp it . Like everything else; got to take 
it. 

He says in there tha t I called him up. He called 
me up on something els e . 

So you' re 1n this thing. Ah ha l Tha t ' s better. 

"Since the nomination of Wr . Marion Allen to be 
Collector of Internal Revenue for the Di strict of 
Georgia was sent to the Senate, I have received some 
information to the effect tha t all efforts by the 
Treasury Department and by the President to secure 
agreement between the Senators upon some third party 
having failed, the President himself settled the 
question by nominating Wr. Allen. 

"In order that we may understand the facts , permit 

• 

2 

me to say that I t alked personally • i th you shortly 
after the opening of the present Congress regarding 
the appointment of a successor to the Honorable W. E. 
Page, the present Collector of Revenue for Georgia. 
At no other time have I talked with you upon this 
subject end a t no time has it been suggested by anyone 
that you desired the Senators to reach an agreement 
on a third party . 

"When I stated to you that I was endorsing Wr. R. E. 
Matheson for the positi on; that my colleague, Senator 
Russell, wa s endorsing Mr. Marion Allen for the posi­
tion, you gave me the assurance that if you were asked 
to certify anyone other than Mr. Matheson you would 
notify me in order that I might, as I inferred, visit 
the White House. Monday last, Assistant Secreta.ry 
Gibbons called me and stated that he did not find en 
endorsement of file from me for the position of 
Collector of Revenue for Georgia." 

I didn't know that you did that . 
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Gibbons: 

H.L!,Jt'l 

Oliphant: 

H.M. Jt' l 

Gibbons: 

H. lol. J t' : 

Gibbons: 

Gibbons: 

B.K. Jr: 

Gibbons: 

• 

3 
-)-

No, I didn't call his; he called ~e on soae other 
matter and I mentioned at the ti~e that we had 
received the letter •••• 

Well, that•s a slip there, you see, i f you don't 
mind my saying that . I'll read it through. I'll 
tell you why. I didn ' t know that you did that. 

"I then stated to Assistant Secretary Gibbons that 
I had endorsed Mr. R. E. Matheson and that if he did 
not find my letter of endorsement to please advise 
me in order that I might send another letter over. 
I heard nothing else from Assistant Secretary Gibbons 
and this was the only information transmitted to me 
out of your Department touchin& this matter . The 
purpose of this letter is to emphasize the fact that 
I received from you and from no source whatever a 
request for additional endorsements "from the two 
Senators regarding this appointment ." 

Let's see- "thet I received from you and from no 
source whatever" - that ' s wrong; he means he did not 
receive a letter from me, 

He means "neither •••••• nor ." 

I mean when he wrote this he was so angry his voice 
trembled. 

It' s a slip. 

He said be had sent the endorsement to Farley . 

But you weren't in on this thing, my boy, SQOuldn1 t 
have been monkeying. I mean I didn' t ask you to 
check with him. 

No. 

I mean this is Collector of Internal Revenue, it 
isn't Customs . I mean you shouldn' t have - I don1 t 
know how you got in on it. 

'Nell, we were talking about the thing here. 
happened that be called me aft~r I left the 
about twenty mi.nutea afterward , 

Who? 

Senator George. 

It just 
meeting -

Regraded Uclassified



B.li.Jrz 

Gibbonsz 

H. II.Jrz 

Gibbons : 

H.M.Jr: 

Gibbons: 

H.M.Jr: 

- ) a -

Lett what meeting? 

llac and I talked - I think tt was brought up here 
before, wasn ' t it? Somebody had spoken to me. 

Well , liac was trying to get a clearance on it. I 
don't think anybody talked to :you about it. They 
shouldn' t have, anyway. 

4 

Well, you talked to me a long time ego, and Jim Farley • • • • 

But not on llonday, not a week ago yesterday . 

It was in fiiY lllind. Mao and I had been - i t was Just 
a coincidence; a~out twenty ainutes •• •• 

What did he call :you about? 
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Gibbons: 

H.M.Jr: 

Gibbons: 

H. !.! . Jr: 

Gibbons : 

H.IJ . Jr: 

Gibbons: 

H.M.Jr: 

Gibbons: 

-4-

About some - is he the one that wants the guard brought up, or i s that Senator Smith that called me about •• • .• • 

Anyway, Steve, i1' you don ' t mi nd, I think you pulled a boner, and .•..• 

Yes, I know I did now. 

And I t ell you wb,y. What actually happened - when it came over, I reminded the White House that I 

5 

had personally told Senator George that be1'ore anything was done I would give him a chance to t alk to me again, that I bad given him ~ word; whereupon Mr. ~cintyre read over t o me a letter from the President to Senator George telling him that be realized that be hadn ' t endorsed him, that be bad no endorsement from him, but that he was going to appoint Mr. Allen and be hoped that Mr . George would not hold up his confirmation. And I said, wwell , un4er those circumstances - the President admi ts that George hasn't been- asks him please, as a personal thing, not to hold it up, and the entire blame is on the Vlhite House . • Then you (Gibbons) butt 1n and make i t very difficult. I don ' t &now bow to answer it. I mean between Mcintyre and I - Mcintyre sai d, "Let me read you the President ' s letter; see if that doesn ' t release you from your personal pledge." And I said we would acknowledge the letter and say, "I'm terribly sorry, but under the circumstances I have no comment. " And don't try to make it good, see, don't call him up. 

No t hing to be done. But a long time ago • •• • • 
I know, but that ' s six months ago. 

Yes 

Tbat• s six months ago; that ' s six months ago . 

(To MeR) Just call biER up and say I 'm terribly sorry; 
I've acknowledged the letter and I have no comment . I mean what ' s the use of trying to expl ain it? 
There ' s nothing you can do on the thing. 
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B.li. Jr: 

llcR: 

B, ll, Jr: 

Gibbons: 

B. ll.Jr: 

Gibbons : 

Gibbons: 

B.ll. Jr: 

Bell: 

B. M.Jr: 

Bell: 

H.ll. Jr: 

Bell: 

B.lll . Jr: 

Bell: 

H.ll . Jr: 

Bell: 

B. K. Jr: 

Bell: 

-5-

Wbat else you (llcR) got? 

(Nods nothing) 

If I •ve made an ene~, I can' t help it. 

t:o, I think it1 s friendly. 

Don't try to fix it up now. 

He called me up to ask the •••• • • 

• 

But don't try to fix this up . The only way would 
be to put it on the President; we can' t put it on 
him. Mcintyre said, "The White House is willing to 
take this; I think that releases you.• 

Their responsibility, 

Danny, we get 50 millions, don't we, today or 
Wednesday? 

Tomorrow. 

Tomorrow? 

Yes, sir. 

I •m nervous. 

Tbat 1 s the last one. 

I know. A couple days . 

Dan, this afternoon Wagner ' s coming in at three. 
I've got a housing plan, believe it or not. You 
want to see it or not? 

Surely. 

What? 

Surely. 

We 1 re having a rehearsal at 2: )0 . 

All right, I ' ll be here. 
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licR: 

Bell: 

B.U.Jr: 

Bell: 

B.M.Jl': 

Bell: 

B.U.Jr: 

Bell: 

8 .1(. Jr: 

Bell: 

B. ll . Jr: 

llcR: 

-6-

You haven ' t seen Pat yet? 

No, I llaven•t. 

My own brainstorm. 

You really got a housing plan? 

I got one I'll ta.ke . 

liost money? 

Well, it' s to come out of tile revolving fund. 

Poor l'evolving fund. 

95 million left unearaarked. 

Out of the 145 million or securities? 

Well, he says there ' s 95 left. I don' t want to go 
into it now, but I think it' s kind of neat . 

They've got 120 million tbat•s earmarked and 95 
unearmarked. 

I think if you•re here from 2: 30 to 3, you' ll get 
it; it ' s very simple. 

(Nods to Lochhead) 

Lochhead: (nods nothing) 

B.M.Jr: When you heal' from Bolton, let me know. 

Lochhead: Right . 

• 

7 

Gibbons: I gpt a letter the otller day f r om the leader of 
Brooklyn, a llr. Kelly, asking me, on the reduction 
of this force under Bartelt in New York to do the 
accounting, to consider one man, and tbe man wrote 
me in tbe next mail I got this letter saying that he 
was tile father or f i ve children, baa got t l260 a 
year, has been laid off now. Be said that your man 
Mr . Grubb up tllere sai d be was ef ficient . 

B.M.Jr : We don' t consider anrbody ublesa he has six childr en. 
That's tlla l~t. 
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Gibbons: 

H. Y. Jr: 

Gibbons: 

B. ll . Jr: 

Gibbons: 

B. W.Jr: 

MeR: 

Gibbons: 

MeR: 

Bell: 

Gibbons: 
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Well, this is •••• • 

Be has to get a sixth ch.ild. Six children is the 
li.lnit. 

It isn1 t - it1 s a serious matter. 

Bell put in tha t rule and I haven ' t overruled hiln. 
He 'll only consider families or six children. 

O.K. 

Ir he wants to adopt one of the Spanisb~hildren 
and call it six, i t's all right with me . 

I think if you s tart trading w1 t h these fellows -
it's like the ear l y days, when I had courage, 
starting to throw people out on their ear on seed 
loans; they ' d be thrown out three times, and the 
Congressmen put them in three times. Then we put 
in a rule that when t hey go, they go, and no Con­
gressman can put a fellow back in. Is that right, 
liac? 

Yes, we ' re writing every day to Congressmen and 
Senators and what not , merely telling them that as 
these people dropped - we're sorry, they're good 
people; practically everybody we ' ve got left are 
good people; we ' d li.ke to keep t hem, but • • • •• 

But t he point is that, all things being equal, if 
a man has a family and another man hasn ' t a ny 
family, they ' d Just a s leave dl:op the man With a 
family, and • •• • • 

• 

8 

No, they don't. Those people are r ated on the basi s 
of dependents and they 're given certain credits . 

I've never interfered, I ' ve never asked Bell a 
question a bout it. I ' ve let him r un hi s own shop. 
Haven' t I? 

That's right. We take that into consideration. 

We haven ' t interfered, but Just something has come 
up •• • • 
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Well, your f'riend liilte Igoe wanted the saae thine 
in Chicago. He wrote to Bell' s man in Chi cago . 

They're supposed to take into consideration • • ••• 

They take all those things into consideration? 
Well, that•s what I wanted to know. 

That • s right . 

Even your f'riend Mike Igoe in Chicago - he brought 
Dan's man on us . 

\'/ell , where •s that snappy comeback, Steve? 

!!e ought to be gi ven consideration; wby not? 

I don't mind you talking to Dan, but it ' s his 
shop and I don't want to interf'ere. Haven' t yet. 
Aey more than I tell Miss Roche to put a doctor 
on the staff'. 

We rend your mind. 

No, but I mean I've never asked . 

l' m Joking too. 

Got anything else, good news? 

No. Will Kac be free after today now so he can 
talk to me? 

It he 1s able. 

After three o' clock. 

Got a lot of back golf to catch up. 

J oan and I went to the movies last night . When 
we came out, we saw - what• s the lawyer• s n&llle at 
PWA- the lawyer we saw •• • • • 

Foley . 

Foley . He sai d, "First draf't already written." 
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Foley's a very good man. All our boys are very fond or him. 

Was Foley there? 

Yes, and Charley 'Nest - he bad to come back to town 
for this conference . 

They all came i n looking as pink as you (Bell) did, 
too; and I was cool. 

Miss Roche? 

Nothing very special. I bad several conferences 
over the weekend with the National Youth people -
all the field -people, they're 1n with Mr. Williams -
on wher e we're going to cut when the new reductions 
start in. Nothing final , Just converaation so tar . 

Noth.ing of consequence? 

Nothing final has been decided yet as to where tbe 
reductions will b.it . 

'Hill you (lfcR) see that my latter to tbe President 
on taxes is dated May 29 all tbrougb tbe files, please. 
All through tbe files. We sent 1t over undated, and 
they dated it tbe 29tb. 

Nothing. Press conference been called for 10:30. 

(Nods nothing) 

Wilen you going to wont to talk to me? 

Any time. 

Have I got it down- gave you till \Vednesd~, didn't I? 
Noth.ing else? 

No - except a peadacbe. 

The reason •••• 

Not a real one . 
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The reason I 1m so happy - they can t ake what I' ve 
got, - take it, like it, or le~ve it. I 1a through; 
I • ve nshed ary hands of it. They can take i t aDd 
like it. 

Not a pbysic~l headache. 

You know tlla t indefinite continuance of those pro­
ceedings in Chicago - that thing sort of • •• • • • 

Then we •ve had a letter from Thompson - JUdge 
Tb.ompson - his lawYer, enclolling a fighting answer , 
which be wants to file . I told him to keep in mind 
that we couldn' t take responsibility- hoped he 
wouldn' t tile it bec~use we couldn't t~ke r espon­
sibility for telling a l awYer how to protect his 
clients . 

What did you say out of t he s ide of your mouth? 

(Words not understandable) · So it might 
break out again. It's a good answer . 

I think so. 

I think it' s noble. 

Noble? 

Oh-huh. 

Which is the good answer, yours or the - Judge 
Thompson' s? 

Oh, his answer. lline •s no good; his is pretty good. 

Well , I •m all right then, I guess. 

Rave you beard from Magill? 

ll.agill? 

Yes 

He•s up on the Bill - Bob .,ought on and , I g ueu, his 
"ki tchen cabinet .• Be down after a whil e. They won't 
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t alk business ; you see . When Magill goes up there, 
they talk to him for one hour , and fifty llllnutes will 
be about this outrageous practi ce that you have to 
take the first man off the list and all that - and 
out of every hour they spend 50 llllnutes that way . 

Postmasters. 

On taxes, and they talk post service. 

Maybe I 1m exaggerating a little, but Magill said he 
was up two hours and the first hour was devoted solely 
to complaints on patronage - •You have to take the 
first man off the list, and he's always a Republi can. • 
And then Dought on rushed down here the other day to 
see me with Harrison, and he wanted to ~t here first 
because he ' s got two or three men we•ve been giving 
90 days ever since I don ' t know when; and he finally 
got down - talk to the fellow in charge of hlcobol -
finally he said, "Give me one more 90-daya and if I 
can' t get Civil Service to recognize their ability 
this i s the last I'll ask for.• ~ither two or t hree 
men in his district. 

Those are the ones be got on with Stewart Berkshire. 

Yes, and be made Berksllire ride down w1 tb him. If he 
can't make Civil Service see reason t hat these men 
are better and more qualified than any lawyers that 
can pass the eMm1nation, because they know a bill­
bill y when they see one, and his son i s now sheriff 
of the county - f irst time in 40 years a Democrat's 
been elected - and he knows a "moonshiner• when be 
sees one; and the trouble i s all these sli ck lawyers 
can pass the examinati on and his constituents can1 t . 
And 1f he can 't get Civil Service to see that, why 
then he ' 11 give them one more 90-day appointment and 
he ' 11 sign off. 

He knows too which ones to arrest ani wllicb ones not 
to arrest, doesn't be? 

I suppose they need some change in the Civil Service. 
lfaybe that •s the reason why Doc White i s resigning. 

But they know a bootlegger when they see one. 

I listen to that 300 days out of the year - an e veryday 
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illportant thinc 1s one 110re 90-da:r 
Be pro•ised ae be wouldn't ult tor 

It I bed an:r triends lett a~where, all friends 
will be gone after one o ' clock. Except amoncst 
the people. 

lJ 

I was going to say you'd better make an exception. 

Except amongst the people. 

All right. 
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pAJUPJDtllll: OF TKLIGRlll UOIIVKD 

JllOM: .&.aer1oan Jabaa.y, Pllr 1a, J'r&Doe 
DATI: .rune 1, 1937, 10 a.a. 

JO.: 718 

JllOK COOIIRU. 

Re Telegraa Jo. US of May 28, 6 P•••, trOll ~· Departamt. 
I apent May 31 in Bern and retuned t hia aoraiq. U 

the SWiaa Jational Bank I wae reoeiYed by Pree1dent Baoh­
- of the Boal"d of Gencal M&Dagera, together w1 ~ ••bere : 
'faber and 8ob.D.yder, and an aee1atant on teohnioal utter a. 
Baobaann took - with hia far an appointaent whioh he had 
with the Ob.ief of the Federal Department of J'in&Dcea and 
Ouatoaa, Meyer, juat before we had lunoh. 

The Ob.ief of tb.ie Department eaid that einoe 8w1t.­
srlaD4 had adhered. to t.be tripartite acreeaent of lad 
autuan he had enjoyed cloear relatione with the Aaerioan 
Treaaury. &uoh relatione and the exohange of inforutioa 
which reiNlte were a pleaeure to b.ia. He hoped that rather • 
than let anything happen which might weaken the acre•ent 
tt wou14 be atrencthened. Tbe creeUnga trOll Seoretary 
Morsenthau were waralr returned bJ' M.yer. 

J.e a reeul.t of the sold eoare, B&oh• nn Aid, a&o.J' 
ooacerne and in41rtduale in 8w1tserl&JI4 haTe been turD.1AC 
their sold in to the JatioD.al B&nlt'• equaliAtioa fUD.4. 
More pld than t he Bank - oarry baa 11&4 to be abeorbed ~ 
u. Be baa reoentlr been diapo•in& of gold to ~. J.aerina 

•tlloritl" 

' 
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a11thoriUee u he reoeiYee u. Reoentlr he c1.1epoee4 of 

cold in thh -er to loll uOWlt of alaoet 315 a1llica 

dollare whiob be ba4 in loll aooouat earaute4 lttll tlle FM­

eral R"'"' BaU of •n Tort. .U the pre .. nt tiM lle bae 

en route fro• Bern to •n Tort tll,OOO,OOO cold. I aeted 

whether tbh would be eold an4 be repl114 that he did not 

know u ret. The Federal ReeerYe But llu 1DY .. ted eoae 

of hie dollar• f or hia ill United Stat" Treuurr bilh. 

Baobaun IJ1Plaille4 hie abO'f-uUooe4 praoiioe eayiq 
that t~ &Old OOY U for hie DOiee W&l alaoat 3)0 pii'OIIlt, 

and arouad 90 peroent aaatnet all eight l1ab111Uee. 

Leaa than one peroent of hie hold.1D.Ie h aad.e up of foreip 

exoban&•• He bae Yel')' l ittle eter1111.1 &lid praoiioally no 

ftenoll frlolloe, Baohaan.n eaid that he wante t o uee the 

dollar alaoet exolueiYelr ae the foreip exohloll&e tbrOIIC)a 

whiob be oan eteacly tlle 91r1" frauo an4 f i nauoe JN.Z'Obae" 

abroed by Bw1berlan4. 

Bwitaerlalld, Baohaaan eaid, wae quite pleaeed with the 

reau:Ue of 1 h trade agre•ent with our oountry, He t hinte, 

with the abOY-IIIUOiled Yift t that be should •iataia a 

dollar balauoe of between fifty ud one lnm4re4 aillioa 

<loUare &114 to tllie ad be h ebippilll gol4 to •• Tort aa4 

through t ile Fed41Z'al ReeerYe B&nt h "llilll to the Treuury. 

I wae queei1Ciled b)' Bao~ ae to whether I thoqllt euola 

a 
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a dollar bal&Doe wae ooDe14ere4 an exoeee1•e aaoaat. 

I tol4 Baoba&DD tbat DO or1tioi .. o~ hie utiliaatioa o~ hie 

~aoilitiee ~ar aarwePtiDI and 41epoetaa o~ gold. iD the 

UnUed. Stahe ha4 reaohed ••, &114 tbat we oer1ia1nly would 

be bappy it he would. 11.ee hie d.ollt.r bal&DOe iaportanUy 

for 'bu.:yins Aaerioan goode. How .. er , I add.e4 1ihat ae part­

ner• UDder tb.e a onetar:r arr..aa•ent we ehould. exohaJI&e 

rtne a e heely ae poaeible i D tb.ie reprd.. 

He acree« With ae aDd. prooee4e4 to aek what I luww 

abov.t the Lolld.Oil reporte of &J1 .Aaeria.A-Rueei&Jl acree .. D1i on 

gold., and. o~ .bglo-.Aaerioan aooord.e for lcnreriaa the c old 

pric e ill terae of eterlillg and. d.ollare, I had. DOt reoehe4 

the aliptee1i official eug .. UoD, I t old. b.ia, 1ib.at there 

was .n:ythiD& that aipt be called. u agreeact with Jbl .. ia 
or any 

DD 8IOTI018 on ! O 1'HRD UOLUSIVJ:, 

BULLift, 

Zl:Lft 
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17 

'fi t h reepeot to Ruu1a, I eta ted that I oould not 

oonoeiYe of our oontraottng Ruuiu gold in IUrope. 

hoept for a few unueuaJ. inetuoee (for example, when 

the Oentral Banke of Belp.~.a ud France were in 1llmed1ate 

need of dollare),we have oontraoted gold only after it 

1e in the United Btat81. It wu recalled that laet fall 

we did not accept Baobmann'• general propoe1tion to make 

gold available to ue in oentral bank• in Europe. I re­

ainded h114, howeYer, that no •urgenoy requiring dollar• 

illmediatel.y had been exper ienced by h1l4 u it had by the 

Frenoh ud the Belstane. He felt lUre that no fao111ty 

woul.d be extended by ue to t he Bov1ete that would not 

aleo be aooorded to a •olub acber1 • 

I told h1l4 frankly, With reference to the Britieh, 

that Gc:IYemor •orman had oaapla1ned to me earlier in the 

aonth beoauee oonvereatione between the Br1 tieh and Aaer1-

o.n off1o1ale on the gold queetion had been laolting. I 

1n:toraed Kr. Baolaann that I wu lUre that einoe that 

tiae no arrangeaent had been reached. I oal.led to hie 

attenticm 
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attention the taot that Waahington baa repeatedly denied 

that they intended to change t he price ot gold at t he 

present tilDe. Kr. Baobaann ~eed with ae that 1t 

would not be po .. ible t or ue to i .. ue a etat•ent to 

t he e tteot that t he price of gold would never be altered 

by ua. 

I aade aent1o11. to BaobluDD ot t he oalaing etteot 

an t he aarltete a tn daye ago ot the 11.ne that aore &ol4 
wae beiq bought by the B&DJt of bgland, that l arge 
aaounte were bei~~.g abeorbe4 by the Wetherl.&D4e, aDd that 

now Argentina aDd other raw-•terial oountriee a1gb.t be 

expected to r ebuild their etoolte all of which tended to 

relieve the tJJI.1 t ed Statu aa the i111portant purohaeer ot 

gold; no eyapathetio reaotioll wae relf1etered by Baoha&Da. 

T.laere ne etreeeed the unoertaillty ae t o how IIUOh gol4 the 

SoYiete aight 11.01r place on the world aarltet and oontill.ue 
to .u.pply. 

Hope wae e:q>reeeed by Baohaann that the Br1Ueh would 

be IIDYed to take eoae etep toward etabilhiJI.g or 11141oat1• 

theu poei Uon to~d the prioe ot gold ae a r eeul t ot t he 

CoDYer•tione which are 11.01r beiq hel4 w1 til the Doaiaioa 

r.preeeataUY .. 1a LoiUlon. At Ba~ ~liar 1D. the &OAth, 

lle 
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he -i4 he &114 Trip of ~e Jetherlaa4e &114 rre.at of Bel­

&iaa approaohM Oournar Jonaa on ~. propoeUioa of 

r•obiDC an &&re-nt 'beW .. Il the pr1Doip&l pvobaHre 

of gold aDd the gold prodwlere - tha1; 1e 'beween ~• 

oentral bante or aonet&rT authoritiee &lld the produoere. 

'l'he OoYernor of the Bank of J:D.cl&lld pra.ieeel to oonmU 

BriUIIh procbloere Oil thie point and to report baot 1;(1 

the other thr .. Bank OoYernora. 

J:JD &JIO'l'IOJS roua .liD r:rn. 
BULLI!'l'. 

\ 

J:A:L11J 
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ai; the June aeeUAC of tM BIB, 

J.ooordinr to BaobaaDD, the Swie• be.Dkeu &114 rolcl 
boldere - particularly ~oee 1a Be8el &114 ZUrich - baTe 
ta: en the gol4 ruaore printe4 in tM London and ooct1aenta1 
financial pre .. 8UiouelJ• !llBJ do think tb&t nen thou.rb 
all t he etoriBI abou.t international arr&D&••t propo884 
and plane for earlr aoUon on cold are not true, the 
price which h paid for golcl now 18 8\IICb that prodaoUon 
Will be oarrie4 on to an extent thai; 8C:.e etep will baTe 
t o be tall: an which will reao1i on g old' • aa:rltei; Ta1••· !here­
fore thoee who haTe been 'hoard~ gold are now gett!Di 
rid of their hcld.iaC•· I &eked what wae bei ng done w1 tb &114 
tM proceede/Baohaann eaid that Swiee franc bank 48poei1ie 
were be~ bu111i up, and turtheraore, there had been an 
inor .. ee in puroh•••• of dollar• for Sw1ee accoun1i. 

Off1c1&le of the SWiee Bank baTe no faith in the 
d1i\lo&Uon in J'ranoe. It 18 their belief tb&i; the Bl­
OoTerna8D.1i cannot aohine the reetoraUon of confidiiDOe 
neceeeary for orerooa1ng the f1nancia1 probl ... with whioh 
theJ are faoe4. !he J'reDOh th•••1Tee, the Sw1 .. official• 
8&1d, were beoc:.iAC 1aoreae1a&1J worried ewer t heir ill­
terDal pol1t1ca1 aDd eooia1 8i tuation •• nidanced by 
the e!Upaeni; of t heir foreip eeouri u .. whiob bae bepa 

DD SIO!IOJ SIX. 
BULLift. 

U : LII 
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~ &wlu buka fo:r aafe-keepllls, &10D8 with otlle:r 'l'&lualllea. 

J. further dnaluaUOil of the r:ranob f:rano -.r f:ri•de be­

line 1a uocalle4 fo:r, &D4 ao lOJii aa tile p:reeent :recta• 

1a 111 office w~d aillply be a nate of Cl!pUal. Tile 

people of SwUse:rland a:re bl!ppy to think tllat a pol1Uoal 

t:relld. f:roa :radlc&li .. to oonae:r'l'aU .. a&T be indioate4 by 

'I' an Zeeland I a 'l'icto:ry o'l'e:r Des;relle and Ool1jll. 1 a pill. 111. 

the •etbe:rl&ll.da. 

I na iDfa:riMd by BacbmanD that tile French had M.de 

no :recent app:roaoll to his b&Dke:ra fo:r a lO&D fo:r their 

T:reaau-y l:r fo:r any 1Ddepell.dell.t bodJ.ea iD r:ranoe. In the 

p:reeeDt oi:rouaetanoea, he Bald be na aura tbat h18 banta 

would aalte DO loans to r:rance uoleu the loans were backed 

by gol4 ea:ru:rlr.e4 1D a central bank, aDd he did Dot think 

tllat :requi:r-t could be affo:rd•d by r:rance. 

J.ooo:rdiJii to Bacha&DA the outlook for the Swiss tou:r18t 

trade 18 :relati'l'ely good. BuBiDeu 18 too aOdeat, he 8&1d -

upl&111.111g this by tbs uusple that 0111e hotel wh ioh :re­

porte4 a taD-fold p.ill. this yea:r ewer last wae fOWI4 to 

ba'l'e bad on the oo-.pa:rable date laat yea:r 011.ly two tou:rhta. 

Teate:rd&y aor~~.lJii while with Meyer Baoha&DII. d1aouaae4 the 

t8l'lla of a Swiea T:reaeazy loan wh ich ie to be l"mciiM. 

shortly. Tile lO&D will pay I 1/a percent, &Ad the UOWit 

Will be froa 1150 tO 3()0 aill1011 f:r&noe, to be h•ed at p&:ro 

DD SIOTIO. 8ft'l:l, 

BULLITT. 

• 
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PAIW'IIl.Uil or 
smtiOI liGHT OF TILIOIWI IO. ?U of J\Uie 1, 193?, noa 
Pa:rie. 

Ba4h•enn bopee ~~ clura~ion •r be ao or 35 reare, wt 

t hia hae not ret been fixed. 
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I b&cl taken am&ntap of &D J.aerioan ll.ol1da7 to 

Yiait hia and hie fellow offioiall acatD 1D Bern, I a&id. 

BaQh•enn iDYUed •• to return there or t o bia Zllriob 

office wheneYer practicable, and he aalted .. to giYe 

hia &»1 J.aerioan new• on ~. gold queet1on at Baeel on 

JUDe 1•. You ..,. lha:re ar i~~pre11ion, noa the aboYe 

aooount , t hat B&Oh•enn hiaaelf i a worried oYer the sol4 

prioe e1 tuat1on, and ia exeroieing caut i on - whiob 1a 

c~atoaa:rr with hia. 

Baohaenn aeked •• whether I ball Y1eited the Iether-

l&ndl of Belg1ua. I a&14 I h&4 not , but t hoqht that 

if trip did not attend the BI B aeet111C CG June U I would 

~eet eeeiDC hia. 

I reported •r Yiette to LecaUon secretary Bi&elow 

iD the abeenoe of Kinieter Wileen. 

EJID KIBBAOI. 
BULLift, 

IA:Lft 

• 
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H.ll.Jr: 

Operator: 

a.ll.Jr: 

Operator: 

H.II. Jr: 

Knoke: 

H. U.Jr: 

K: 

B.ll.Jr: 

K: 

H. loi.Jr: 

K: 

a . I.I.Jr: 

K: 

H.M.Jr: 

.K: 

H:IL. Jr: 

6.: 

H.II .Jr: 

K: 

H. ll . Jr: 

K: 

B.U.Jr: 

Hello? 

llr. Knoke. 

Thank you. 

Go allead . 

Bello? 

J\Dle 1, 1937 
10:10 a.a. 

Good morning, Mr. Secr etary . 

Hello, Knoke . 

According to tbe Bank of England, tbe market -
foreign exchange aarket is mucb quieter. 

Foreign excba.nge mucb quieter . 

Tbe Spanish-German incident has died down. 

'!:be - the wllat? 

Tile Spanisll-German incident seems to nave died 
down. 

Yes. 

Be put it, "No war over nigllt." 

No war over nigbt • 

Stock market bee r evived a little . 

Yes . 

Tbe speculators in dollars ~ bad first bougbt 
dollars tbis morning in anticipation of turtber 
trouble politically, turned around and sold wben 
tbey found tlleir speculation didn't work out -
so tbey turned around and sold . 

Ye,s. 

Tbe aao\Dlt of sold wllicb tile front took today 
is upwards of JlS,OOO,OOO . 

Golly. 

Of wbicb, $9,000,000 were fro• tbe market -

Yes . 

• 
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- and tbe balance froa 
Africa, for instance. 
Tuesday supply. 

some central banks, South 
In other words, t he recular 

Yes. 

But, at any r ate, the total which they purchased 
was 3, 400,000 pounds. 

Ab-ba . What do you mean - the Tuesday supply? 

Well, every Tuesday South African gold comes into 
the market. 

I see. 

As to Russia.n gold, the amount so far received i s 
unchanged at 30,000, 000 pounds. They understand 
that the Russians m.ay ship another 5,000,000 pounds, 
but after that there will be a long break. 

WeH, I didn't know that they bed s.hipped 30 -

Oh, yes, that we had from them, and that 

Well, where did that offer, i .n London? 

Ob, yes, and arrivals in London were 30,000, 000 
pounds, of which we have here so far received 
f 90,000,000. 

I see. 

So far I mean what we can identU') .. as Russian gold -
Russian bars. 

Well, and then do we trace down the deposits . 

The deposits have - have been given to Lochhead 
regularly every Wednesday. The last was, I think, 
40 million or 37 million dollars. 

Where is the difference? 

Ob, it hs9n ' t all been sold yet. We knew that about 
5,000,000 pounds were still being held in - in safe 
deposit in London. 

Ho, but I meant if that t90,000,000 bad come here, 
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and tbe deposits are only $40,000,000, wbere is tbe 
dH'ference? 

Well , tbat bas gradually gone - I don't know -
tbe Russians have used it - gradually gone back 
into tbe - I tbink into tbe Paris market and probably 
into tbe London market . 

Mo, but I tbougbt you meant tbe United States re­
ceived $90,000,000 worth of Russian gold . 

Yes. 

Now, wbere is tbe 90 million tbat bas come to this 
country - to our shores? 

~ell, as I -as I- tbey •re -they 're repaying here 
about 40 million 

\'/ell, where is the otber 50? 

The rest bas gone back to - to Pari~· we know 1n 
part, and probably to London also. 

On, well, they baven't spent it, have they? 

Have they spent it bere? 

Yes . 

Well, of course, we 1 ve always f ound it very diffi­
cult to trace it down. None of aey importance bas 
gone into tbe market here. 

You mean to say tbat it bas drifted back again 
from 

Yes, a good deal goes back into tbat Frencb account -
tbe - wbicb is a cover - up for the 
rlussians, and wben it goes in tbere you very nearly 
lose track because they make a dozen transfers in 
and out, and tbe net result is very nebulous . 

But as to the immediate situation - today a little 
bit better, eb? 

Oh, yes . Very definitely so . 

Ah-ba. 

Be made one r atber significant comment also yesterday. 

I asked kind of t'acetiously, •Where do we go tro. 
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here?" Be said, "Well, what do you mean? The only 
thing we can do is to ca.rry on as heretofore." 

Ah-ha. 

"If the dishoarding continues at the present pace, 
it should all be out after two months," -

Ah-ha. 

"And from then on the problem will be simplified . " 

Did be sq that? 

Yes. 

I didn 1 t know tha t. 

Yes. 

That's interesting. Now, would you mind calling 
up Cariguel, too? 

Cariguel? 

yes. 

Yes, all right·, sir . 

Call him up, and now just n minute. What we 1 re 
doing on the Japanese coming 1n the tripartite, we 're 
simply sending wor d to England . Wba t ' s the use of 
our commenting on it until they've asked to come 
in, see? We ' re withholding aD)' comment. 

Yes . 

They just asked us how would we !tiel if they came 
in and asked to come in -

Yes. 

So we' re going to say we•re going to wait until they 
ask either the British or ourselves . There•s no use 
commenting on something that hasn' t happened. 

Well, when you say, "commenting, • you mean -
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They wanted us to say would we be willing to have 

them come in. 

Yes . 

L'm going to withhold comment until they ask. 
In other words, I don't want the ~nglisb to use 
us , see? It the Japanese want to come in, I want 
to do business with the J aps directly . Let the 
Japanese ask a~e - why should they ask the English, 

and then let the bngl ish make ·a secret deal with 
them? There ' s certainly nothing lost. I say when 
the Japanese a sk the English it the, do ask them, 
then we 'd be glad to comment, but we'll Withhold 
comment until they ask. 

Well, of course, I - I should imagine that it the 
Japs are serious they would ask all - at least 
London and Washington -

Well, we ' re closer to them h er e than the English 
are. 
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Ylell , in thut case, they should ask Washington first. 

Sure. Well, that's Just what I got in mind. In 
other words, just like I said . We 1 r e ready to 
stabilize when the world is. We ' re r eady to talk to 

the Japs when the Japs are ready to t alk, but why 

let the English say, •Well, you know we can tell 
you that the American Government would be very 
glad to have you come in. • 

Yes. 

I ' m going to tell them that Ill)' Self . 

~ell, this goes from Butterworth to Phillips, does 

it? 

That's right. 

Yes, I see . Yes . 

And then With those Japanese Cabinets t ailing, bow 

do I know? In other words, I'm not putting any 

stumbling blocks in anybody 1s way . I'm simply 
saying I•d like to know 
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~es . Well, don't it appear that if they - if tb~ 
really Yolunteered to coae in, it would be a step 

forward? 

~h, yes. 

~es. 

Oh, sure . 

Yes. 

But I don't want the English to play politics with 

us, that's all . 

~es. 

Now if you'll call Cariguel and then call me back? 

hll right, sir. Now, meanwbile are you willing that 

we should support the market if it needs support? 

Well, now - well - your boy friend is sittlng right 

here, Mr. Lochhead. What - what's the price of sterling 

right now? 

Well , sterling i s about a hal! to five-eighths. 
That is 4.92-l/2 to 4. 92-5/8. l'lhereas against gold 
we have - against gold it should be 4 , 9348 . 

Well , now just let me think a minute. Let me 
tbink a llinute. 

(Pause) 

I think I ' d carry on as usual. 

Well, yes - that ' s - that ' s just i t. After all, 
to us, it's a Yery - ln addition to being very 
desirable operation, it 1s a profitable operation, 

Well. I - I'd do it Just the way we always do it, 
I wouldn't be too aggressive, but I•d take it and 
keep the "thing on an even keel . 

Yes, sir. 

All right? 
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1'1ne. 

And you work out tbe details with Lochhead. 

Thank you. 

Thank you. 

.. 
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Hello? 

Dr. Burgees. 

All right . 

Go ahead. 

Hello? 

Hello? 

Hello, Burgess. 

.rune l , 1937 
10:50 a . m. 

Hello, Henry, how are you? 

Ylell , 1 t • s stifl ing hot down her e . 

I s i t? 

Yes. 

Well, will you cool it off for us by tomorrow'? 

Wel l, that ' s ~~at I want to find out. Are you 
comi ng? 

Sur e . 

You? 

Yes. 

OOod. What do you know'? 

Well, I - I t hink t he some as I c i d l ast week. 

Bow ~~a that? I ' ve forgott en. 

I t hink s two-year and a five-year. 

Two and a tl ve. 

Divide it up . 

Ab- ho. Well, I - I think it ought to be two 
pi eces or paper. 
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I agree with you. 

he •r e not verf fer apart. 

I t hink - I think t tat •s about right. 

Who do you wan t me to see and t.hen? 

lo'ell , t bot depends on who you went to see. 

Well , who would you suggest? 

I think - do you wen~ to see scree dealers t hi s 
time? 

I t hink so - I ' ve seen enough bankers. 

I t hink Discount end t he First of Boston and Childs 
end - ond Soloo:on. Nov1 there • s just a question 
whet l,or you '·'lillt to see Devine or not . I t hink -
you heven •t seen him , have you? 

I ' d like to see him . 

hll right - l et ' s include him, too. 

~ell , now, as to t ime . 

Yes. 

Don 't you want it now wn1le you •re still in New 
York? 

Yes , I ' d like to make the do t es today. 

Well , you t hink we should - when are you going to 
go beck? 

Tomorro~ afternoon. 

Ah- ba. 

Be t her e - t hat is run down Thursday corning. 

Well, par don me? 

I ' d like t o ~e beok here Thursday morning. 

Yes . Well, I could see somebody Wednesday after­
noon. 

• 
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Yes . 

Wha1;? 

All r1gbt. 

Jus1; e mi nute. 
just a moment. 

Let me just pu1; down - supposing I -
SUpposing I soy Wednesday, 3:00? 

Vledneeday at 3 : 00? 

Yes . Kow do you went 1!8 to do anybody t he.t evening 
or not? 

Ylell , just es you say . 

Do you want to stay over? 

I ' d Just es soon. I cen take a nigbt train. 

How do you feel? 

I ' m pr etty well. 

I ' ve kept supper open. 

Wednesday nigbt? 

Yes . 

Yes. 

Wbo do you -

Well tbe'logical fellows tor tbat are the ones ­
are tbe Discount fellows . 

All rigbt. 

They unders1;and it better and you get more out or 
tbem I think . 

All right, we ' ll have them tor dinner at 7.:30. 

Dinner at 7: 30 . 

Now t hat ' s Wednesday. 

Yes. 
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~ow, let ' s do it tbis ~ay. You see press is 
10:30. I could see somebody at 9:30 Thursday 
morning. 

Thursday a t 9: 30. 

Now just a minute . 

\'/ell , bow abou t Levy? 

Good , be don ' t take very long. 

No . 

All right. Now a t 9 : 30 and then see one other 
fellow at 11: 00? 

All right. Devine at 11 :00? 

All right - jus t a minute. 

Thursday a t 11 :00 . 

Devine. And thou I oon give you 3:00 Thursday 
after noon . 

Thursday afternoon at 3: 00 . 

Yes. 

That will be Childs. 

All right - now l e t me -

That • s SW1ehart. 

All right, now 
see ; let me go 
wait a minute. 
at 3:00? 

have we got - have we got - let me 
over this again. Burgess - Levy -

Vlbo did we have coming i•ednesday 

First of Boston Corporation. 

First of Boston. 

Mr. Love. 

Pirs t of Boston at 3:00. Then Wednesday night 
Discount. 
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And then 9: 30 La'Q'. 

Tea. 

At 11:00, DeYine, and ~:00 Cbilde. 

• 

. 
Yee. Now, just - Madison juet happened to be in 
the room w1 tb me and Saul . lust let me ask tuem 
it they ban any l!uggeetione . 

Please. 

llay I'l 

It you pleaee. 

(Pause) 

They're all agreed - . they think that oovers the 
job. 

Yea, then that _gives us the rest of the time to 
make up our mind . 

Yes. That's right. Yes. 

And -

And it I come beck bare Thursday, I oan see some 
more people bare. 

That's tbe idea. 

Yea. 

But that ·OOTers it - I think that's enough. Don't 
you'l 

Tee. Let me bold it a little bit flexible Wbetber 
I atay o•er Wednesday night. It I get a little tired 
I'd better take an afternoon train, but -

Well, I oould baTe those men any way, oou14n't It 

Tea, you oould haTe thea anr ..,, ot oourae. 
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Well , I 've given you these dates . 

Yea. 

You - you oan put them around any way you want . 

All right. These are all right tor these fellowe. 

Fine. 

And whether I sit in with you on Wednesday will 
depend on how tired I get. 

Wall , if you ' re t ired after 3:00 , you can ooma up 
to t he house and rest. 

Yes, well , t hat ' s very nice of you. 

You oan oome up there and taka a rest for a ooupla 
of hours. I don 't want you to strain yourself. 

No. Wall , that ' s bully. I appreciate that. 

I want you to go up to the house and rest for a 
while and then we'll cut t he thing short and ses 
that everybody left at 9:30, and you could be on 
the train at 10:00. 

Well , t nat •s very nioa or you, Henry. 

a..t thinlc it over and sea how you get al.ong. 

Yes; yes. That ' s tine . 

We ' re not getting any shooks today. 

No, I t hink the way - the way the market stood up 
today without any &hook was quite remarkable. 

Have you been thinking about the suggestion to let 
t he market deoide how ouoh they'd want of eeob 
note. 

I don' t think that ' s so good. 

You don •t? 

Ro. 

as 
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Well, it we bad 800 million, Wbiob way would JOU 
throw itt 

Four and tour. 

Four and tour. 

Yes. 

I would have said tiva and three , but you're -
I mean tive tor the two years. 

No, I wouldn't do that. I ' d make it an even 
amount ()f the -

That's ell right with me. 

- ti ve years. 

That's all right w1. tb me. 

This little improvement the market bad last week -

Ab- ba. 

- helped the feeling a good deal. 

I see. 

So that some ot these tallows t hat talked blue to 
you, I think might talk a little better now. 

Well, I •m not going to call up any ot them until I 
see you. 

Tbat •s all right. 

I don•t know as I ' ll oall up anybody. 

nne. 

Because - well, I'm not going to speak to &nJboq 
until I see you now. 

Yes. 

Well , so they teel less blue. I thought the market 
today took the thing beautitullJ. 

What was that! 
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The market took tbie European news -

Oh, I think eo, yes. Very enoourasing. 

Yea. 

AU right. 

Thank you. 

All right, then. 

Hello? 

Yes. 

Wbst - what coupon are you figuring on the two­
year? 

1-3/88. 

Well that•s two-yser, three-months , isn •t it? 

That ' s right, September, ' 39. 

Row - how-much would t here be in it? Profit? 

Oh, that would be - I don't know - between a 
quarter and a belt point. 

Is that anough? 

Yes . I think so. 

Ah-ba. Okay. 

Very good. 

Thank you . 

Good-bye. • 
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Bello? 

Yea, lr. Secretary, 

Go ahead . 

June 1, 1937 
10:54 a.m. 

Thera 1a nothin& new tbat Cari1uel could tell •• 
except tbat he laid the - the - he ascribed the 
reason for the upset abroad aore to the gold 
rl.llllor than to the Spanish-Allerican deYeloptaant. 

Ah-ha. 

Wall, that is Just a different approach. At anr 
r ata, he also says the market is very auch Quieter 
all OYer Europe, and the poasibilities ot a war, 
he thinks, don't exist. 

.Ab-ba. 

Bis own operations are Yery small; he loses 
steadily but i n very small Blllounts. Be sara 
his daily losses are about 25 , 000,000 francs . 

Ab-ba . 

Well, tbat isn't worth talking about. 

l o . But he 1 s not worried about the European war, 

Be is DOt . 

Did you read ~ statement on tbe Dow Jones? 

No, 

Didn't you? 

38 

Jo, I'n bean on the telephone all the time. About 
gold? 

Oh, )'ea. Let ae read it to )'OU. 

Yea, air, 

It oaaa out hera at 10:49. It aaya hera, tirat, 
•Kor,antbau s.,a notbinl iaainant on gold; pra1aaa 
work1uc ot tripartite eJra .. ant; to aDDOunoa JUDe 
t1nanc1DC total fhuradq.• So tar, all riJht? 
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Xes, air. 

•secretary llorsentbau aaid today tbat bia atlte­
aent tbat tllere is notbins ~ant on aold 1 UU 
stands despite r~a IDich denloped onr tbe 
weekend. At tbe aue tiae be praiaed tbe wor1t1111 
ot the tripartite monetary aareeaent in the race 
ot tbe new European crilia, pointins out tbat there 
bad been a a1.D.illua or tluct\llltiona in torei&n ex­
cbanae aarkets. Secretary llorsenthau aaid tbat 
tbia atability in tbe race or political trouble• 
was attributable to the Stabilization Funds or the 
powers cooperatin& under the agreement. There 
bas been no particular dist~bance in the toreian 
excbanae tield, but there ~rould bave been 1t there 
bad been no tripartite agreement, llorsentbau aeid. 
Asked bow important sold was in controll1QI ex­
cbanses under the tripartite agreement, Morsentbau 
remarked tbat it was a tactor but only one. 
• ben be was asked it there was any cause tor worry 
over gold, be responded with tbe tollo.taa stor.r: 
A young man returnina trom Europe aisbted bia 
tatber, who was his business partner on tbe dock, 
as aoon as tbe abip was close enough shouted, 
•Bello papa; should I worry?• • 

(Laughs) 

What? I didn't know they would print tbat. 
Uon't you like tbat? 

Tbat ' a lovely. (Laughs) 

•secretary Morsentbau said tbat he would announce 
on Tburaday, et c ., tbe aaount • • • ••• • Well, tbat 1 s 
all ri&bt, 1an1 t it? 

Tbat'a all ri&bt. 

What? 

lla7 I Jlllt ask one queation? Didn't 110bod7 pick 
you up on the word •iaainent•? 

I-inent? 

X ea . 

lo. 

Regraded Uclassified



1 : 

l:l . ll . Jr : 

K: 

l! .ll.Jr: 

( : 

B.li!. J r : 

1 : 

B.I.Jra 

1: 

B.II.Jr : 

( : 

B.I.Jr: 

It: 

S.I.Jr: 

( ; 

ll . I .Jrz 

(: 

' 

40 

lan1 t tbat wbat you said? 

I aa1d there wa s notb1n& , .. snant on &old workial. 
Tbera•a notb1nc iaa1nant . 

l otb1ng imminent. 

li: e a . 

&ad nobody bas asked wbat tbat •e&Da? 

l o . 

I •••· 

!bey c an look at tba d i otioaaey . 

(Laqha) Wall, we ban an inquiry troa tbe Drupana 
today. 

tea. 

Well wbat about all tbeaa ruaora about cold, ao 
I ban asked Cueron t o & a t in touob w1 tb Loobbaad 
aJid find out wbat taa 'l'ran ur)' wants ua to tall 
tbea. 

tea, wall , be - be oan quota tb1a tb1nc. Ba111 
tall you. 

( Lallllaa) 

!all lata ., atory. 

Wall, I'• hllin& a n eybod7 I u oonYinoad tlael'a 
are DO - DO oban&aa -

[wiMn\e 

tea, I baYen1 t tot - I baYen't aot - I 1Ye been 
801'8 clet1D1ta tban tlaat. 

Ul r11btt OkaJ, 'fbanlt J OU. 

~-
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.J'aM 1, 1937 

Fora leoretaJT lforpnU.U 

:Prepared '1171 llr. S.1her L' /1"" 
llolbJectl 1o1M .&lteraathe JU1 hocftM 

JJ.teJ'MU!! 41 latro4uotioa ae of Jut 2J of a recular eerlea 
ot }-!lOathe bUh ot *50 alllioae weeld7 lJI a441Uoa to the preeea\ 
eeriee of ~th1 bllla. 

(1) !be effect ot each a Pl"OC"U 11'01114 be to coanrt ov 
.1aDe &Jill lept•b•r coaceatrated btU aturl t1e1 !.a to a reca1ar 
&441U-:l !!rill of J-aathe bUh, UMrebT pre!!llti.JIC a reaao­
tiaa ot ~ aUlloae lJI the C&lh 'b&luce, &114 pl'OT14!.ac tor a 
recular bUl wl- oabtaa"t'\. of t;!,6oo aUltoae, to be .U... 
tal.a-.4 '117 weld7 otferliiCe of 00 aUltoaa. 

(2) 'lhe bill wl1lllle of .2,6oo aUUoa1 Clllbtaad!~~e oa 
Jlma ), 1937 woald be recJDced '117 Jlma lS to .2,)00 allllou '117 
reaeoa ot the ald~ bUl aturlti11. DvlJic the aerl three 
aoathe, how!!r, w woald plclt up ~ aUlloae throllch the 
an }-110athe blUe, rahlJIC ov Clllhtle"tac bill wl,_ to 
t;!,950 .Ulloa• jlaat prior to the ._t4-lept.-ber bill atur1U11, 
IT ~tr.~t•ber U, ov oahtncl!IIC bUl wl,_ woal4 be 1"14uee4 
to t;!,6oo atllloae, at 'lllt.lah lnel lt woal4 be etabUhell. 

(3) .t.u-un A ooalll be aocUtt.a t o ,rat &il'lutap lf' 
6-.atha blUe tu\ea4 ot }-110athe billa wre ...a bet- .J'aM 
&114 DIHMIIbar, aa lleaoribecl 'llllller .&1 tanaU!! ._ 
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BKr.tarr llorcu\laa - 6/1/37 - 2. 

Al\ttrpatlu II htro«DcUCIIl ae ot .Jime 23 of a eerhe of 6-.onUae 
blUe of$~ leilllou weeld:r 1n a441Uoa to the pr.HJt.t Mriee ot 
91Dnthe bUle, the - ••rl•• to be nplaoe4 bT T-onthe bllle, 1t 
then dea1re4, atter the lei44le ot Deomber, 

(1) ~ atteot ot tlach a procr- -a be not onl.7 to 
connrt_Oill' .Jime aDd t.ptmber ooDC•trate4 bUl •turlUee 
lnto a ftC'II1ar eeri .. ot ~Dthe bUle, ther.bT prnetf.ac a 
r.<lDcUon ot $650 mlllone 1D the cub bel&DCel bllt, 1n a441-
Uon, to ralee $6~ leilllone ot UW IIODq, It would proTide 
tor a recul&r ouht•nA!nc bill ..ol•e ot $3,250 mlllona, to 
be maiatalaed bT weeld:r otterillf:• ot $100 alillone. 

(2) ~ bill ..ol_, of $2,600 allllou ouhhndfnc OJt. 

.Jime 3 , _1937 would be re<lDced bT .Jime 18 to $2,.,00 mlllou bT 
reuon of the leid...J'GJle bill -turl Uee. Dllr1Jic the aarl tbrM 
aoatha, baweftr, w 1101:114 p lait up $650 leilllou throacl> the 11e1r 

~Dthe bllle, rahf.ac oar ov.tate""'DC bUl ..ol- to $2,950 
mlllou jut prior to the md- Septmber bUl -turltlea. ., 
Septeaber lS, our ouhtaDdinc bill ..ol- WOI:Il.d be re<lDced to 
$2,600 .Uliou; bllt, 4Drl~,tlle u:.:t three aonthe, 1\ would be 
1Doreaae4 bT an a441UoDAl fb50 .Ullone, to $3 ,2~ .Ulione, 
at whioh lnel 1t would be etabilhed. 

(3) If, 1D the lei44le of Deomber or wbeequenU:r ther.to , 
it we~ .dealred to r.<lD.ce the ..ol- of outaten• t"Ag bUle, \bie 
coald be eoooapllehed. witbout iaaedlate l o .. ot cub, bT ~ 
eUtutf.ac a HriH ot J-ollthe bUla tor the ~the bille. If 
thia wer. 4Du 1n the alc!dl.e of Deomber, JlO l o .. 1n caah 1101:114 
be .... talud -•u atter the mc!dl.e of llarob. .U that pout, 
aDd tor the followlJlf: three aontlie, bill •turl Uee WOI:Il.d be 
e011e $1~ mllloiUI weeld:r aDd bill ofteriJICa onl.7 $100 mlliou 
weekl7, reaoltl"C 1D a r.<lD.ctlon 1Jl the outaten•t 114 'YIIl_. ot 
bUle bT ·~ leilliona weekl:r between the alc!dl.e of llarch &1111. the 
alc!dl.e of. Jlme, to a lenl ot $2,600 mllloaa, at whlcll pola' 
thia alternau .... WOI:Il.d bee- ldentloal with JJ.taru.Uft .A. 

(4) ~ obrloa.a adftlltace of Jlternatln J onr JJ.t-Uft 
J. 1a thet the ~ WOI:Il.d obtain $650 alll1ou ot a441 Uo.l 
tlmob -ai a tiae wbea the;r ar. uel.ed. If, 1Jl Deo•ber, it ~ 
that tlmob will bee- a.,..nable tor debt r.<lD.cUon 4lu'iJll: u4 
tme'latel;r at\er the period~ llaroh 15, u4 1t U be 
decided to -.plo:r tlach tlmob tor reda>.oUon ot the bill ..ol­
rather thaD of other toraa of the p11bl1o deb,, the •r. •batl­
tlltlon ot ~Dthe billa tor 6-.oathe billa, ae ov.tllud ill (3) 
imedlatal:r abon, woald re<lDce the le'f'tl ot bUla to $2, 600 
allliou bT the mc!dl.e ot Jlme, Or, the - renlt o!Nl4 be 

• 
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hcretu)' llol'lt1ltbaa - 6/l/'JT - 3 

o'b\a1Jltcl liT 4ropp1Jlc Uae ~tha Mrlee, atter \be 111441• ot 

Ule -1Jlc Dtc•'btr, aJld Ulel'Mfter OOJltWac Rr 'bill offtriiiCe 

to $100 aUUOJla weld7 ot &-ao.atb.e 'bUle, lJl Ulie oaee, Ule 

Ollt,etn•'ac ?Ol- of 'blUe WOilld 'be Ndnced liT $50 .Ul1ou 

weld7 'btheiiJl tile 111441• of .Jime u4 \be 111441• of lept•'ber 

19)$, to a etabUhed leftl of $2,6oo llilllou. 

(5) It 111ght 'be COJlhJlclecl \bet tb.e 7ield 'baeie OJl wb.l.ab. 

6-.on\he 'blUe cOilld 'be eolcl would 110t 'be e1pif1cutl7 lowr 

UlaJl that of 9-aonU..e 'bUle, 'lbereae ~the 'billa llicb.t 'be 

eolcl OJl a nr,- n'bet8JlUell 7 lowr 71eld 'baa1a. u.torl1ulatel7, 

there aft JlO acleCIQ&te 11p-to-clate data wb.l.ab. WOilld pera1t a cOJl­

cluln &1lel7eie ot Ulie pout, hob. elate ae we b.en, b.oweTtr, 

11lcl1eate that 110 olear oue cu 'be aa4e tor thla contqt1o1lo 

Oil the eb: ocoaelone 'behe8Jl h'b1'11&17 1935 u4 .Jime 1936, 

when tile 'frealllllT aa4e a!.aal t&Jle011e otferlJl«e of 6-aOAtb.e u4 

9-aon\b.e 'blUe, tb.e anrace accepted ratu OD tile 6-aOJl\b.e 'blUe 

wre loeer tb.azl tb.oee oD tha 9-eDDUle 'billa liT :percatacee 'l'ai'7-

111C frc. 2l t o 39 percat of \he rate OD tb.e 9-aODtb.a 'bUla. CID 

tb.e elght occaelOJlt 'between Deo•ber 1936 u4 J.prll l9'JT, ,._ 

tile !reanr,- a1alt.....,.el7 offered 27J-cla7 'billa u4 'bUb ot 

92 4q8 or leu, tile anrac• accepted rate OJl tile eb.orter 'bllh 

waa lOftr UlaJl that OD tb.e 9-aOJltb.a 'bUb liT :percentacea raac1Jlc 
froa 22 to 6S peroent. Xi aa,. be alcDlflcut \bet la tb.e aoe\ 

reoqt of nab. Jolat ofterlace, tb.at of .l;lrll 1, 1937, Ule anz-. 

ace accepted rate oa the 72-cla:r 'blUe .. e ~ 22 pero8Jlt lOftr 

UlaJl tile aftre«e aooepted rate on tbe 9-aODtb.e 'bille, 

J. reaeo1111.'ble oonolueloD h tb.et, eltb.OQ&b. lt h natural to 

eqeot tile rate oD a J--ontb.e 'bUl to 'be lowr thaD \bet OD a 

6-aOJltb.e 'blll, 1t 1e 117 110 ....,. clear \bet tb.e rate oa a 

6-aOJltb.e 'blll would not elao 'be alpifloutl,- 'beloe \bet on a 

9-aOAtb.a 'bUl, 
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_ (1) '!he otfeot of .aoh a procz- '1101114 'ba to -•nt CIU' 

J1u1a u4 llapt•'bu OCIDO&Jltr&tad 'bill •tart Uu lato a -t~ 
'll1Jic aoriu of ncb •turt tlu ( tba flret two 'bai..Dc for Dooea'bar 
u4 Jlarcb CODCOAtr&UODto), ud, 1a eMlUOD, to raloo t650 .U-
11011& of ..., .oaq. '!he. ftC'IIlar wl- of ov.taten«tac 'bllla 
'1101114 ~ troa t2,9, .UUOD& to $).~ allliOD&, to 'bo ~ 
ta1aecl b7 wolcl7 offorillga of $100 alllioae. 

(2) '!he 'bill w1-• of $2, 6oo .Ul1011a ov.h\alldtDC 011 
.JUne 3, 1937 '1101114 'be rei!Dce4 b7 .7a:Ae 18 to $2,)00 .Ul1ou 'b7 
reaat'll of the a1d-.71ule •turl tteo. Dm-tac tho llla:d throe .oath a, 
hooe .... r, w woald ptclr:: 11p $650 atlltaaa, part17 th:roltch tho 
aertea for quarterl7 conceatratioa Ul4 partl7 th:roltch tba ..., 
6-.oatha 'bllh, ralalJIC CIU' ov.ht ... ••ac 'blll-.ol- to t2.9, 
atlliou ,toaat prior to tba at4-llapt•'bor 'blll •tu.ritioa. .,. 
8opt•'ber 111, CIU' ov.totnd!DC 'blll wl- woal4 'ba re4na.d to 
$2,6oo atll1ou; 'bllt, aar1.ac the uxt throo -u... U '1101114 'ba 
lacreaood b7 u ad41UOilal t6, allltou to $).~ atlliOD& 
,toaat prior to tho atd-Dooea'ber oOIIOOiltr&UOD, u4 re4110o4 to 
t2.9, allltoaa t.eahtol7 theroaftor. 

(3) !hh altel'llatl,.. CCII'blua tho o4.,...tage to tba .oaq 
ae.rl<et of oonceatrah4 'bill •turt tlea, with that af pro'ridtJlc 
aew •01187 of t6, a1ll1ou (la ad41tloa to, 1a ~f60t , re"""''ac 
the ov.hhad! llC a14-.7a:Ae allcl a14-llapt•bar 'blll •turl Uu) • all4 
wl\h thooo of llatUDC ov wolcl7 offeriaga to $100 allltou all4 
of offerlac tba -.rUt a aborter 'blll •turtv. · 

(4) !Ida altoraau .... Ulr:o AU.oraathw :a, woal4 pomlt u 
e&allf to re4n.ce tba wl- of oatate""'llC 'bllla after tho at4-
4le ot lil&rch, 'b7 either .a.'bati ntlJIC 6-.oil.tha 'bllla for tba 
9-oloathe 'billa, or J-aolltba 'bllla for tho 6-.oatho 'bllla, 'bec1Ja­
alDC at ~ Uao attar tho a144lo of Dec•'ber. 

III. A'•£ttrl7 Qowtentratiopa ot Mtturltiea • 

.&lteraath·ea .l Ul4 :a ho,.. to _, tho o'bJeotlOil that tbq 4ll aot 
pro'ride for qaartorlT OODCoatraUODto of •turl tin at lJio-taz ptJT­

aoat porioda to ••e tho aoaq -.rUt atrlJICeaq that M7 othoreioo 
'be 111C14ellt to MI.Oh porto4a. Senral faa tore M7 'be oi tad, thoacb l 
4o aot 'ball..,. c~utnlT, 1a ...._r to thh o'bJ.a\iOIU 
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leONtaly llors-Uiaa - 6/1/37 - 5 

(1) !be lllazlll&-t ot the -7 ..-kat 1e priarilT a · 
tw1ci1oft ct the :r.deral beenoe aiborUlee, wllo , 'b7 pvobulJIII 
'b1lle and o\ber eeeurUlee, are 1ft a poditoft io place lnio \he 
=arlee\ azq tw14e \hat .aT 'be \~orarllT needed. !he ~lU\7 of 
the Reeenoe 'baDka io perlol'll \hie eemce 1e alreaq 81111le, 'bD\ 
it would 'be 1Dcreaeed 1t Ill:. :loche' propoeal tor \be ae\~11eh­
lleDt ot poeted 'bu;rlJic ra\u tor !roaiiUJ':r 'bllle were adopted. Ill 
the latter ..,.eDt , 'b&Dke could recularlT look torard to \be eale 
ot ~0Ull1'7 'billa d1Nct1T to ille lleeenoe 'b&Dke, aDd \he repur­
chaee ot th• later r._ dealere, to nppl;r their caeh reqvJ.r.-te tor the few cla7e each quarter, 

(2) 'the !reae1U7 DOW ha.e note maturitiee Oft three out ot 
t he tour princi~ incCIIle-tax p&1118Dt datu ot each ot the cal­
endar 7e&re 1938 to 1941, 1nclue1Te. !haoe DOte maturltlee oan 
perlorm the ... e tunctlon aa concentrated 'bill aaturltleo lt 
partial note red,..pUono are ll&de at each ouch maturlt7, 

(3) Otterhge of J-, 6-, 9-. or 12-monille 'l'rll&Sill7 cerUt­
lcatee ot lnde'bteclneu O&D 'be Mde, to the e:rlent tha.t UJ' be 
deelrecl, to •ture a t querter1T lncoooe-tax P&711eftt datee. SU.ch 
certltlcatee wOIIld 'be pouchaeed in pari 'b7 corporation• which 
intended to proff er them or their p roceecle in pqment ot lnoome 
taxeo , &lid the;r would aloe 'be attraot1To to UftT interior 'banko 
which do not purchaee 'bi lle, 

1h1le .certltloateo ot lnda'bteclneu •turing on 
the fifteenth ot each ot the tour prl.nclpal incOIIe­
tax pa;rment montbe aa;r meet the mone:r market '• r o­
qulrlllllanh, the7 do not eenoe the ~&aiUl'T ao well &I 
'billa, !be ~8&1Ul'7 1111..1t r ode• theee certif1catee 
on the f1tte81lill, 'but ita hearl11t lftco-tax receipt. 
'beeoae a't'&ila'ble onl7 after a lac of a 4&7 or two. 
!re&IUl'T 'billa peral t an MIT a4Juotunt to thlo tact 
'because their mat\ll'itieo ~ 'be opread OYer oneral 
dqo. 

Prior to the llenldag .lot ot 1935, H ftl' poul'bh 
io Met thlo pro'b1• 'b;r harlJtC ille :r.deral lleeerYe 'b&Dkl 
purchaoe troa the ~eaour,r 1-da;r certitioatee ot incle'btlcl­
neec , which were part1&ll:r renewed tor eneral dqo, the 
proceeda ot t heoe ceriifioatee 'being eaplo71d to •••t the 
aat\ll'lJtC o'bllgatloae -- thee• certifloatu 'beiac ret1re4 
u checlte repreeciiac \be coiiC'IU'Tent tax colleciione were 
tlftallT olearecl. !hi• h ~ent1T ao lo~<C~r poul'bh 
'beoauae ot the uw prohibition 1D the B&llldac J..ct ot 1935 
agaiaot !re&IUl'T 'borroriJtC from \he !eeerYI 'bullr:eo ~ 
ret1oal17, u would eiill be po11l'bh tor \be !rluur7 to 
otter 2- or 3-4&7 o&rlltloahe of incle'btldlleee or 'billa 
tor pa)ollo oral»eoripUon, wl th \be •..-Torte 'bulltl pro'bablT 
aloeor'b!.Jw ~. 
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( 

( 

Ia fawr of cOIIORtraUac aoturUi .. of ~IIUT billa or other 
ebort-t. ... obllce.Uou at bo-tax pqMJ>t puioda, ~ followiJic 
factore 88T 'Ita oUw 

(1) .Althoqb. ~ ~t of~ aoaq aarbt 1e prlaar-
U:r a flmcUon of tho Neral 18aen-t ... thorlu .. , tbq 88T properl:r 
uk tho treaaar;r \o cooperate w1 th thea, llaoo a ooaalcl.era'blo 
traction of \he treaaur:r'• receiph 1e coaceatratecl. 1a uq ..,..t 
at the f011r prlacipal lao-tax ~nt perloda, it 1e not ua.­
reaaoaable that the 'l'reaaar:r be &eked to ooaceatrate a portion of 
i h ~nh at w.oh porlodo 1a order \o help preae.rre the oteb1li t:r 
of the aone:r •rlcet. 8a.ch a coordlaation of ooacentratecl. recoiph 
aD4 coaoontrated po.:raeah recl.uceo tho tluotuatloae 1a ~ treaaar:r'• 
bal.aDee w1 th \he lleaerTe 'balllce, aD4 thereb;r aia1aiseo the oftooh 
ot such tluetu&Uono upon the aoae:r aarbt, 'fo hen beea dolac -oh 
1a thh direction b;r uaiac the ti.ttoeath of oach of the f011r prla­
cipel lao-tax pa:raeat aonths aa the cl.ete of the bsueaco of uw 
aD4 r..tlm41ac notoo aD4 bOJlda, thereb;r •k1ac la\erest ~h «Do 
oa theao cl.etea, ()Q.r lateraot pa:raeah on oach of theoe f011r c!atoa 
are now 1'WII1illf: at arov.ad $150 aUlloao. 

(2) !rao.aar:r billa aD4 oertltloatea of iadebte4Jleoa ao.:r bo 
coui~e~, in part, o.a tar-aa.ticlpation obllcations. -.en on 
a 'btl.lo.a.ced 'tn!.ac•t or 'tn!.acetar;r w.rplua baola, the 1'reaaur;r hea 
fOWid it nec .. o.o.r:r or eonftlllaa.t to borrow tor abort perloda in 
antlc.lpaUon of laoo.&-tax reoeiph. ....,. ~ •turiUea of such 
obUptlou are~ to coincide with laoome-tax ~t par­
lode, tha !reaaur:r 1a enabled to alatala a ..Uer anra&e oaoh 
balance, aD4 \horeb;r to no14 o.a. UIIIIIC .. &&r:r latereot coot. 

lhile qurtorl;r conceatratlono ot bill •tur1-
t1eo laeTltabl:r create w.botantiel tluctuatione in 
the •ol- of OllltohM111f; billa, 1i 1a taportant to 
nota that tho;r noraall;r ruul t in & ~ Tol- at 
Uaoo 1lhon ~ !rao.aur;r1 a oaah nelda o.re greateet, aD4 
that the perlodloal ro4DcUoa l.il ~a TOl- noraell:r 
talceo place at tiaea when the !ro&w.r;r1 a s-.diat. 
aee4a ar. at • wtps.,., 

y. "'mqlgioy 

~ throe eltozw.Una dla=aaod a'boft b;r ao _, om.ut the 
poaaiblo bill procr-a, 'IMt thq pro-t ...,.raJ. of the aoro proahlac 
pcae1b111\ioo. Oa \he wbolo, tho ooaolualOD ot ~a aaal;raia ia tho\ 
tho !l'roullr:r' a bill procraa ahwld preferabl:r prowtde tor qaartorl:r 
c0110entrat1oa of blll •turitloa, Oa thia 'baala, .Altel'll&ti.Yo 0, be­
a.ao 1\ ~4 proT14o -• $650 aUllono of 11ft aoaq, ~4 'Ita 
:t~~orablo to a oOD\~\ion of Olllr _, praotloo ot offorlJIC 
flOO aUliou of 'bill loa .. oel7- -a of eaoh qaartor • .la be­
~ .61\-Una A Ul4ll, lwwnwr, I ahftl4 ~\l:r prater 
.Alt.mathw ll, bnano U, al.ao, ~~ pr.t4o t650 a1111ou of­
aoaq. 
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To: 

From: 

Seoretar,r Korgenthau 

Dr. Burgees 

Treaeur.r bond priol8 tended lower toda;r l:ut there 

wae little activit)'. '!he malitet clo11d approxillatel,J' 

at its lowe, w1 th quotatione generall7 2/152 to 5/32 ott 

relative to last FridaJ'. In the guaranteed sro\IP, 
r.F.K.0. 1 e were ott generall.,y l/152 to 5/152 and the 

H.O.L.O.'e 4/32 to 5/152. Turnover ot Treaeuriee and 

guaranteed bonde on the board wae $551,000 co11pared 

with $755,000 laet Fridey. :Note mar!tet wae quiet, and 

easier in the atternoon, the long maturities cloeing 

pnerall.,y 2/32 4D111l tro11 laet Frida¥. 

Domestic bonds were dull and price changes were 

emall. High gradee tor the 1101t part r..aued etea«J 

at Fridlly'e level•; eeoond gredl8 were quoted ..U. 

treotions ott. Oo.mun1cation and traction bor.de were 

ea11er. 

There was tairl)' active trading in toreigne. On 

&alee, aeman bonde were ott tract1onallJ' to 4 pointe; 

Itallane were ott traoUonal.lJ' to about 1 point, and 

Japaneee bonde were traotional.lJ' ott. A:rgent.ine bollde 

were etrong. The reet. ot the 11et •• IPPron-telJ 

unchaqed. 

lie purobaeee tor tnaeur.r todaJ'. 

.. 
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llro Koolea, llro Ranao., llroi'a7lor 11114 llro ~ ball 

llllloh with the Seoratar,. ot the Traa•111'7• 

Kro Morgenth&u told llro Boolea aDd Jlr. IIana-, auaaatiDC 

48 

that the 1ntonut1on be not pa11ed alons to thalr Board at thla 
tS..e, that the B&nlc ot Ensland now ad•hea u that gold diahoard1q 
baa juat about exhauated the gold hoard1q and that the7 expeot to 

eee an end to gold d11hoal'l11ns 1n about two aonthlo 

Mr. Taylor expreued the view that the Bank ot Ansland il 
b•eropttaiet1o 1n th1a particular. 

Kr. Bcolu wondered 1t the Brit1ah were bu71ns d1ahoarded gold 
and Mr. Morgenthau ea1d that they were taking some gold althoUSb 

what the7 took 7eeterda7 the7 paaeed along to Ulo 

Kr. Korgellthau spoke ot a proposal wb1ch baa 00111 traa Trip 

ot Holland, preaUJ~abl7 tor sane ocntrol over gold production and 
Mr. Ta:rlor told Jlr. Boolee that 1t waa s1a1lar to a proposal which 

had come to the Federal Resene Board tro. Belg1-... 

Mr. Eccles and Mr. Raneom ea1d that this cc.mun1oat1oD wbioh 
had come to tha Federal Reeene Board, and about wb1oh they had 

ooneulted the Treaeur,. waa h1stor1o 1n that 1t 1a poaaibl7 the 
t1ret wh1ah haa been addraued to tha Federal Reaene Board 1n 
Washington rather than the Federal Reaene Bank ot Wew York. 

There waa •- d1aOUN1on ot the 1noreaae 1n foreign baDk 

balanoee 1n thla ooUDtr,. and tha dee1re on the part ot central 
banks to hold foreign uobaJise rather than gold. Recent aot1aa 

alons that 11ne by the Benll: of Switaerland waa d1aouaaed aDd 

Mr. •orgenthau 1n4ioate4 that llro Coohran 11 1n 8w1taerlaDd toda7 

.U1q laqu1J'1ea about tha e1tuat1aao 
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llro •orsathau told ... &ooloa that IIJ'. 'l'qJor 1a wk'n. 

a tborouch at'Gd7 of tlw thiDa• that oa ba doDo about gold ad 

bot 110ne7 ad u aoon •• the Juno 16th finanoina 1a out tlw .. ,. 
we wUl conault with the Federal Reaeno on that. In tha mean­
t~e he suggeated that be would appreciate it 1t Kr. Booloa told 
those to whoa be talka that be aoea tho Sooret&J'J' trequentl7 and 

the Secretai'J' 1a not at all WOJ'J'ied about gold. 

There was a011e dllcuuion of the President 1e menage todq 

on tax evasions and IIJ'. Korgentbau told them that th• Preaidat 

had taken a greater interest 1n t his and had devoted more atten­
tion to it than anJ'tb1ng tor a long time. 

Mr. Korgenthau said that he 1a lookq tor a 7oung laW)'er 
ot the type ot Pecora to conduct the tax 1nvest1getion. He 1a71 
it ought to be conducted aa a proeecution rather than a persecution, 
and be tboue)lt it was difficult to find 3Wit the riaht -.no 

There was 11011s dhcuaaion of housing and Mr. Korgentbau 
indicated that be had hit upon an idea tor tempOr&I'J' procedure -­
which would continue tor two or three 7eara longer the houainl 
unit ot PWA and 'llh1cb would at the same tilDe make granta to atate 
housing authoritiea. He indicated that Senator Wagner ie oa.q 
to the 'l're&IUI'J' toda7 and be bopee to sell the idea to bS.. 

On tne t1nancq, the Secret&I'J' indicated that moat of the 
talk 1a about two aotoa, one tor two J'&ar& and a acmtha and the · 

other tor tho ,.eara. lla atated attar the J- 18th t1nano1nl 1a 

collfpleted and before we take up the gold •ttor be wante to dlaouaa 
with tba adoral Boaeno tiM -ttor of bUl 1anoa. Be taftl'a 
tentativelJ', J.'Wiaina two oeriae, one tor e -tha and one t• 10 
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llr. Boolea add that he W111114 ••De! to lb'. !'qlor a 

16 pqa _rand,_ OD 8014 111h1oh hu 'bMD PNparecl bJ lb'o Gudael'e 

Upa. 
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JWle 1, 18~ 

HK,Jr told 111 .. Roohe todq that their little 
sohool up in the oount1'7 haa no sanitarJ water supplf. 
He would like to haTe Publio Health put on a oampa1gn 
ot building eanitarr -.ter eyetems tor rural eoboole. 
He stated that he would not be eurprhed to know tbat 
ae ~~any as 10,000 rural eohooll throughout the oount1'7 
were ueing surtaoe well water. Re would like a report 
on it within two weeks. He said it any trouble develope 
he h1aeelt would be delighted to ta.lce it up pereonally 
with Harrr Ropkine. 
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June 1, 19~ 

Bll,Jr eent t or Bell and said, 1I JHt Harr7 
Hopkins at the station and diaouaaed t he relief bill 
with him. I said to Harry, 'It the Relief Bill goe1 
through, you will want to come in and aee Bell and me• . 
Harr y answered , 1 No, that is out of my hands now and up 
to Ickes because he hae tsoo,ooo,ooo out ot that bill . 
They have raised it f rom I250,000,000 to t~oo,ooofooo 
and I have to pay him back the $260,000,000 that waa 
supposed to have borrowed from him. 

HK,Jr asked Mr. Bell to give him a memorandum 
by noon so he could discuss this wi th the President . 

The Secretary then reminded Bell that the Pres­
i dent had made three separate recommendations in hie 
Budget meaeage to Congress. He asked Bell to find out 
if Congress had taken any action on carrying out these 
three recommendation& and to let him have a memorandum 
on this also so it could be brought to the President's 
attention. 

HM,Jr t hen ref erred to the appropriation of 
$100 ,000,000 to be taken out ot Cuetoma receipts tor the 
use of Agriculture. He i nquired i t that law could be 
changed so it could be used t or Rural Electri fi cati on and 
Flood Control . Bell eaid the t1oo,ooo,ooo was not in 
the Budget because they felt sure Congress would not pos­
sibly approve i~ or allocate it to Agriculture. There­
tore, if Congrees did approve it, the Budget would be in 
the hole by that amount , so i n any oaee the tunds would 
not be available tor Flood Relief. HM,Jr then said , 
1I n that event, we certai nly should bring the matter to 
the President ' s attention.• 

He also asked Bell tor a memorandum of how t he 
President ' s budget pi cture was out or line and what had 
caused 1t, so they could bring it to the President ' s at­
tention an.d see what could be done to adjust it. 

• 
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Secretary of State, 

Washington, 

331, June 1 , 7 p. m. 

- FOR TREASURlC FROM BUTTERWCI\TH, 

GRAY 

London 

Dated June 1119~7 

Rec 1d 1:~5 P• m, 

Questi oned in the House of Commons thls afternoon 

Whether he would propose control or the output or gold 

or alternatively discuss its demonetization as remedy 

against the dangers followlng accumulations annually of 

2501 000,000 pounds of fresh raw gold which two signatories 

to the tripartite agreement are now compelled to buy and 

put out of uae to prevent unsettlement of trade the 

Chancellor of the Exchequer replied "the answer is 1n the 

negative" , Further asked whether he realized that he 

ought not to allow the matter to drift Sir John Simon 

said '~etters or importance are under constant obaerva­

tion", 

Contrary to the report current here I am authoritatively 

informed that the British authoritiee have not (repeat 

not) approached the South Afrlcane with a vlew to arrang­

l ng for reduced output or South African gold. 

The 
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PS 2-No, S31.1 June 1, 7 P• IDo trom London 

' 
The London Stock ExchaDge ••• virtuallJ inactive 

today. But the bullion market eXperienced one ot the 

largest dehoard1ng daya - 641 bara being aold at t1x1n&o 

There were no buyers atter t1x1ng and no bua1neae could 

be done 1n tuturee. 

CSB BI!«JIWI 
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Cophl oL Cabl11 11114 ldnch frca C&blee rece1n4 trca Jlltt__.UI, 
Load on 

• In the couree of a 41IC11811on of the pro~h ot aD 1ntlaUOIIIIl7 
boca, Clq M14 that eenral tbcNchU'Ul oont1n-'al• ha4 1J111Uirl4 e.tber 
ezq COII.I14eraUon W 'IIMD «1.,. 1n ledon to tbe po11lbll1\7 oL ullle a 
rldw:Ucm 1A the price of c olA u aD blt:ru.at oL OOD\rol. He ea14 1A 
tact Ulere W 11- ecae lnt~ cODe14erat1on oL 1t here 11114 he woll4•14 
whether eiailar~ U ha4 'IIMD -14erl4 1n W••Mncton tor, oL CGarll, 'II.Dilar 
the trlparllte .ollltU7 arranc••t no action caol4 be taan 1114hUual~. 
Cla7 ea14 per1onall7 he tbaacht the poeelb1111:l' of eq a tift per COil\ 
rMII.cUon 1A the ftlue oL t;o14 4nerYI4 eeri0111 COUI14erat1on. lD Ule 
tint place, 1t wu har4 to bel11ft that Gront Britab aD4 the U111tl4 
Statee wau14 cont1111111 1114etinlte17 to abeorb the wor14'• now con0111 
gol4 production which waa incr~a~lDc all the time an4 that a tift per 
cent reduction 1n price waol4 no 4oubt be a lalutU7 check to the go14 
boca. Seco~, 1t lhaol4 be a check to the t)'PI oL boca acthlt7 which 
alght DM4 10.ch attation; lt wu, ot coune 41tficult to preJu4ce Ule 
ettect ezq RCh action WGQ.].4 haft tor the eole wor14 W beccal elap 
11114 boca c-loue u4 nearl7 •••10111 waa aU~ln& to bont tale .adtet 
i n cme wq or anoth• nth the rewlt that tluctuatlone occulollll. ._, 
acUou or -te were accentuat14: it waa th•etore po .. lble to ~n&S.U.. 
a 41prael1on 1n att-.p\ln& to aTOlcl a boaa. Cla7 M14 that tor thh 
r••= he •nUoDICl a redu.ctlOD 117 euch a ~•ate ~t u n .. per 
cut.• 

"DDrln& a coanrontton at the Bri\leh ft'~, Wal17 -UOIIM 
\bet ~. the ft-lal ,A.\tachl oL .r..,.. accn41tl4 to lonfn ul 
Pvb u well u Waehhc'-,- 1A We cou&r7. In the couree ot a 
liUICh-, Walq &aU, AM , a ha4 1a41aatl4 Ul&t he wllhl4 to oall at 
the Br1Uih trODIUrT 1A the 11onr future to 411CU81 tha polllblllt, ot 
JQM &ifhwlJIC to the ilb-pciHI' -\U7 U'NIIgODIDte .Aeoactiac to ......._, 
the cUiorlUH 111 Japu latlll4 to hol4 the TID etable 11114 thq ,.., 
tnor&b~ 41••• to a4here to \!Ia acnonent. ArU.. ha4 110t 71t .... 

Regraded Uclassified



a •111U to tbe Jlrlthll tr__,., at 1a1., .u. \lao •''" c•ll'll 
electioll ill Jepaald.cht ~ OCIQI' .. alttr late illhD\t.-. 

111:r ooatec\ .U4 \lla\ for late :pe.rl be nal4 ••1•- tile .._._. 
~ .Tapa to tbe trt.plrit.\e -\aT IICI'-•'• t1aat be U4 .n a.. 
late 1 pol1Uoal SOOCI"- ftll I np to Mr Wbe\lla' .r.- lleloap4 to 

ss 

tbe Ital~ aili" 1 llu.t be U4 llaltne UIM tile--,. a: 1••t 
w pol1Uoal «•aonct• u-t.at.a witll u too_., at to llaft a 
JIOD 4•ocrattc .O.ct wwl4 'be a llealt)Q' t.IWic· J:a ..w.iti•, be .U4 
1t ·-- \llat .Tapa w pratret .. , 1\ OCIIIl4 &.. tile utt.-o•httra 
put witll Qe: .,, u4 atcbt - t1ll4 1t cUa\le to tllb \be -t-a>latet 
ahp, for political u wall u acnr1o JTa4 n-1a1 .... _. 

1Bo tho laat puo.,.. of WIT 178, llaroll 18, 9 p.a., wa alao Ua-
01181e4 111 a ouoal -. - wi tllCIIlt refer-• to 01q - iha tu•ttoa ~ r._ 
cluc111f: the Yalue ~ col4. laliiJ' u.uaaet tile 14•, M7111c that u wu 
11ltereat1111: llu.t prollabl7 ~0114 tu rcla ~ pncttoal pol1ttoa, .a. ..U 
1t eae al,._ 41tf1wU to retrace OR01a ·ahpe, u4 ~17 to IIQla1a 
the --o' to ••llera of puolt.eDta 8114 ae-.tH wae '-f cu1'blo.• 

callle :to. 306 
April 9 1 1m 

11alq aho ••Uou4 .a.ru.a, .Tapa•• :rtaaact.al .A.Uacha 1 W ao\ 
70t •- to aee Ilia rteR4111c ihe tr1puoUte moaetU'}' eu-ct (aM., 
199, .lp'tl a, & poll.) u4 be thC'etore uR~~e4 that ctu to tu aleottoa 
111 J8l)U the Mtter wwl4 r...U ill &HJuc•· laliiJ' 8p8C1t1cal17 1JII{U1re4 
wbetller t he .Tapa•• W ~proaohe4 the 11111\et stat• ill \Ilia r~CaN.1 

callle :to. aaa, .AFt.l 11, 1m 
•a.,(lal.,), alao reterre4 to ihe t.IICZ'eue4 col4 prodllctt• puot1~17 

Ju.aat.a 1a ••geac• u a leedhc prodllcer, the po11o7 of ahril1•U• u4 
tho pro'bl- of pr1oe l...ta, et oat_, Oll4 atatet tllat ill co-al be ... 
1aot aure tllat a.ethtas oGIIld. act at a- U•• 'be 401le 1 'bllt that he ... 
1 .er, nro that \Ilia waa act tbe ttao to trr to 4o 1t 1 • Ill -• to a 
querf he upliet that GHat Jlr1 taU ba4 'bHII 1 fioo4e4 Clllt 1 wi ih J'l'eiiCh u4 
othv col4. Ill -thlll' COIIYeHaUOD Loith-Bo .. ba4 tllbll the liu that 
there ta act a acHa of col4 ill tho 'IIOJ'l4 to&., 8114 that 'lillie ITUia 
cCIIllltrt" u J'razlce 'bec1ll to a'baor'b n.tr fair Jllll c~tt. \be pro'bl• will 
... t-a. the 11tac11p'CIWI4. I U4 aot feel \llat tllia nw wu IIMn4. lit' 
Plliltppe, u4 ill ._luet.oa be .U. that WbtreU tho CMDcallor ~ •• 
~ w act W tlaia cr rrsl pro'bl• 'tUIUr -u-u• at all he 
felt be coal4 apMk for hill to \be atoat ~ M7111c that it" wi* to -
chazlc• nwa with •• llr1U* GoY• at oa tlaia c-al _.,eot tlliiJ' 
woal4 'be &184 to 4o eo at 61fT tllle.1 
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~le ... IG 
.A;I'll aa, 1.., 

••t ,,. ~ .-r..c ., the •sua ~IMIII7 to&~r. J -
...,. ... the ill1'-uoa w2deh ... c1- • u t~~e \ehpt s o ••••Uoa 
cd jp'll lt\b .. l, .... f1=nohl "'"'ceo,_ la fe+t.,\oa, Pl7l 
Jlbilllps etat• ia I'Sl)1T \bat he W - .&1< elace \be laU•'• 
conen&UOD wUh falq &Ill \bat he W f4111l14 lit. YW7 'f?IIU• .AN' a 
w 11114e .., -uoa cd \he '"JIU'Uh -t&a7 IICI'_, at ub4 a 
-bor cd tuHU- u4 bs4 «1- 110 la1'-U171 la ntaft, Pldllpps 
-.14 he Cft14 oal7 CODCl'G4e \!Ia\ ...... W 110 las\ra.ciU- to 4o 
UTthillll: specitto IIIII. was aerel7 1Dosi"'' ?ll'CIWil for la1'-Uoa 011 
t he p::tce of c o141 • 
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"I also ••Uoa• \bat I W hev4 \hat the nwe wlltllh hew 
bee11 goo4 -cb to Mice IIDon 1D 1M\ J'd4sir•s aeetill& W 'beellreM 
ri\h lDterest b fesbtnc\oa, JIU'UCI11711'17 his ott• \o ..,, ,.,eat 11111r 
Uas n•s oa \be &711.-1 sl"'-\1011 creet• 'air the t.Mreue 1D \be 
q11a11tlt7 &Ill ftlu of «014. !be Mleri- !l'eucar, wu, of-· also 
rilllac \o """''IC'I rl•s a t 11111r Uaet hcllrner, the illpar\Mt tuetloa 
cd -...p &Ill •- !=r«t•teq -e elaoe \he rel&t• II&'Obl- ._.. so 
co-plloat• \bat thtr 414 aot lu4 \b-shee \o ~- lastnou .... 
Jlb111pps sat4 \bat be 11114antoo4 \!Ia\ polat of rlw; \bat 1\-
4eel.rallle \o keep \be •Uer 1D the 'bed!: of 1717's a1D4 for lt RT DOt 
press1"'1 = \bore was 110 IIM4 of P'70lpttah aoUo11.1 

Cable •o. 265 
- •• 19e7 

1 I ftll\ure to aoatt•, • ot possible lahreet, tbe\ tl:a ,_ ot 
Ph1111ps1 CODfti'MtiOII left ae with \be feelb£ tbat tbe ~Ush mtllorS.­
U• are aore -. 1IOW \baa ..,.. 'before ot \be Sapor\uce to tbe o•U• 
States of \be .PI'Obl- CODDeCt• with the lllcoatnc «014, &Ill \bet \blir 
wish to 1114loate a coop_u.,. a&Utu4s to us. It 1s 110\ altnce\b• 
clMr wbeth• thh is Mrsl7 to pla,r for \lae or to pl a,r f or aou.,. oo­
op.rat{.,. act t-.• 

Cable ••• 301, - :n' 1113'1' 
"l'!llllpps ub4 whet her we W 11111r la1'-Uoa nprUIIc \be ..-a• 

for the reoat .JSJ n•e col4 shlpa•ts \o U.. Olllt ... ltates _, be ..U 
that he a- of 110 M04(Uah 1'-CIIl ~ 'IMir QV"'ld shlp go14 JIU'\lGIIIl?ll'q 
at thie Uae &Ill hoe ..-rt• 'IIIIJ .Japall' s llalalloe of ~-h sbCNlt ,... 
tu1n p14 llalpaats 1IOW *• their ~ \nU was a& lh all Uae 
hid>· Pldllpps those -u_... '"'' _.u. w Ilea alleor'bi"'' -• 
of col4 _, be ~- • \o ~1 wllloll he tel\ alM oacht to 'be la 
a poslUoa h 4o llklslrlse. I \boa ~t U epportue to • lit. a1Noa.\ 
the Jlllplre OCIU\rlee &Ill be rspll ... tb&t BN\b Urloa W ot - Sa­
creu• lh ho14hcs 01717l4aUl7 u4 1111 &Dubt wnU 0171\t.-e to 4o •• 
tbat .&utralla .a •• 1ee1n1 w ..-o• their col' holU.,S u4 la a. 
oase of .~~aeu.tla shoe ~t DOt 'be .Ue to .UoN to hoU •nr_... 
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'IQAAUU.• of &014• »for Oe•b 1 aU lluiUH that tulltlOD henelfl, 
PbiUp:pe abo -Uou4 that the JrlUeh lla4 reoctq llou«ht coul4er­
able .,.utlU• of gol4 tr011 tiM to UM u4 ln rapq to a tuHUOD 
he aal4 that the bHt eetblata he wu able to get ecae .... 1110 allaolt 
the -t of ~4e4 col4 r-ln"IC 1n Loll4oll - oM llwl4re4 thlrv 
..UlloA powo4a llu.t lt wu ftlr7 utflcult to obtab u aceunta flcuor•·" 

"L1ll:•11• ln a l'O.IIC!:Iaoll COAnl'MtlOil w1 th Lolth-llou toda,r he 
't'Olunteara4 that ln hle opllllon the JrUleh fs.-lal all4 lllduetrlal 
cCIIIIIIUil1t7 wu ut 71t prepe:ra4 for 41 Jm"• etablll-.UOA elJice the, 
etill ecmtolbat a11oelatl4 the gol4 etall4ar4 nth h1&h lntw•t rat• 
IJI4 41fiat1011 but that COilCapUOil 1IU ftlllllc• J'lallllc 1IU beocalJIC 
gllllral that .,., further otap llllplectllrc tha tripartlh -W7 
woal4 be wale••· Be -.pbalhe4 that the S..e4!ate gol4 :pro'b1• -=• of 4htrlbut1CIIl all4 a · parUealer etrHea4 the fact that Jruce 
harlllg loet 101111 eoo ,ooo,ooo ~ of so14 ill the paat fr»r T~W• an 
1mproYaent 1n the rrelleb dtuaUOA woal4 'brlJI& an •=auate al1ertat10D 
1ll the go14 pod tlCOil all4 ill gmeral hie e:pproach wu 110t 4111laller to 
that r1Yeala4 1ll the eonnraatlOAI w1 th Ph1llpp. an4 'I ala,. 

•teith-lloll aleo aald that the enntual pro'b1•, -•17, whether 
the worlcl. eoul4 abeor'b ita current cole!. productloll eoal4 DOt lloa' be 
aeeertallla4 OJ: dealt nth but if lt wu lllll at eaae tllture cl.ate that 
the wor14 OG1ld DOt ablorb curreDt prCMtlletlcm uUefaetorlq all -.r­
!llellt .,.,OIIp&lliJIC all the Saport•t tra411lc CCIWltrlll would then hen 
to be necotlata4 eo that the, 111&ilt ela&lt&lll011117 ra4uce the Yalue of 
gold wlthoolat 41etur'blllg their relathe ~e retee, 

• It llicht be ueat\11 1ll thh coueetton to .-arlee ear tab polllh 
'braud>t out l n n.rioue eo~anreaUou nth Jrltieh ~MWr7 Ul4 oth• 
off1elalll 

1 riret, 'rile Jr1Ueh, 1t woul4 ... cl.o not nih ur preclpUata 
actloll to be \akn. the, ere 117 110 a-. cOAY111Ca4 that enntual go14 
prlee re=otton nll. be abloluhl7 lliCIIIIU')', altluNf;h 111>0!1 action b 
regerda4 u llliY1table 117 euch ln41rl4:ual• u Cla, of the II* of :lllc1u4 
all4 JID'tra, of the ~-.,.. !he Jrltleh .. thorltlH cl.o f•1, u ra­
-ke& lilr Olll hl&hl7 placa4 p-etal off1elal lll a :priw.te -
nr ... uOD, that • the uute4 stat• 11 hol41JI« the golcl. 'ba117 while WQcl• .. 
h aeral7 wpporUJIC a 1111'. !b.- 11ft t\1117 -• that at -• polnt 
the Ull1tl4 l'at• ._ t1ll4 1t 41tf1ealt to 'beer the lloule llar4a of 
Jlll,71llg lllt••t oa the 'billa for et11'11hlllg golcl. while clrlJIC lllllla 
an4 0~ _,rl. ( callllOD) Uma all4111C up 'ballk ~- la ·­
todl:, 11114 I 0 U 1ll ,_ of go14 on tlltve .-.ricall goo4l u4 ...rtc• 
at .ach re4ucl4 pricN. !!Ia, _, to ln41oate, at the - ttae, \11M 
the, ere 'alclac a aore actin part la 'b_.lllg a ehere of the 'llaHe of 
etll'illaUOA b7 1llcreua4 purahalee of the -•• gol4 offer~& oa tlae 
-at. (bf•-· 11 111148 to ... tal.,na Jlo. 301 of ...., 11.) 
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• ,..,.... A -u-e ot the prlce rlee, nth 1• \Ill 
4nl4eratu lnal, 11 taYOHA " the JrUhll tr~. (bt.,_e 
1e ..U to ., tat..,_ Jlo. a&15 ot 1111r 4.) 

• !blri. 11op1 11 etlll he14 at 1w the lr!.Uell tr~ tllat 
other -trl• beel4N U.O.e ad.berlJIC to the trlpartlh --..,. 
arrut••t will lJicr-e their holcUns-. Ia tb.ie c-uoa 
reter•ce pl'e~17 to the r-na rtr;ari1Jic .UC•uUaa, -.n1, Ul4 

.rapen lA 1117 telecr- •o. 301 ot 1117 21. 
1 Fonrt.h. ~hot _ _, tu•tloa U..,. r_.n N llaYiJic bee • 

•orbe4 lA the _.. lllcluahe pl4 tu•Uoe aboolt 1lh1oll tbq ott•• 
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to liDAertU:e ut&t.ll4 cUteun- nth tile Oldte4 ltatH. (bt_._, 

b ...U to rq hliCJ'• •o. aaa ot .q,rll 1&, JiiiZICI&Jiil thrH.) !be p14 
proble, thlt' bellne, le - reoeirl~~& act1Te attnt1o11 la Waelll~~&toa, 
&114 the UD1tl4 StatN le lA the priCNI ot tonuJ.aUnc the pol107 U 

will follow. I atcllt 144, lllcl4ctall7, that 11117 act1011 r~CWcl1ac hot 

lloDq, cab u a lJicr-e lA tile wUbbolcUac t.a it·~ too1t 

act1011 ntboo!.t pl'lor co~Un u-.. to• rltb Or•t Jrltata, woal4 
uot lA the ghc clrC"alllliallcee be 'IID41Htoo4 lD Loll4oa.• 

"Appreciate rece1Yiac 7tNr teliCJ'• ot 7e1t.r4q, the IUHtaDOe 
ot wbloh I CODYql4 to the JrlUah tr~ at a ... ull& nth Pblltppe, 

Willi' Ul4 :IIWl lt' to4q. Pblllp ea14 that be ... ao•t later•tl4 to 

:a..,. tble illt-tloa, that •lllr- be ... , 141dt tllet be ... aot tllll7 
actulah4 nth tile .r.-e podtla, .......tbel••• he c..U ut help 

t"ltll& tllet it - DOt u bl4 u t.hq ••• 1DCllae4 to aake Olllto 
1 WIIlq r-lcl4 that tbb aeetl~~& ... moet tlael7 •iDee ~ 

ha4 w1ill011lt prior 110Uce clllle4 to '" bill :r•ter4q *• he ... ~t. 
Be u-14 tllet ,Arlkaft - wlahe4 to tU. up tile C(U .. i10D ot the poll~ 
b1lU7 ot Jl!pllll adb.erlJIC to tbe trlpartite IIGDiiw7 ICI'-t (1117 Ull 

April 8 0 15 p.-.) e4 lA iunl be 414 DOt Wiah to be pariicularl7 ~ltlc 

nth .Arali:llwa wlt bov.t pl'lor co..W.tetloa nth ua. !be C(UHtl..,- lt 

..Ar~Dwa ulcl4 whether Jepu w01114 be we1coa_. u a m•ll.r ot the tr~ 

partite ICI'•••t c~l4 - 117 'TM'f At tb.ie polat :IIWlq la~114 
to 117 that be be4 UD4eretoo4 troa ~ that .a.ru:.. ha4 41eOIIlle_. 
tb.le -it• at the jaerlcaa tr~ lA ,.........,. Ul4 ha4 nce1ft4 tbe 

Sllpr .. doa that ta·-oh u Jepu ba4 DO lfllllliatloa tllll4 Ul4 W lae 

.t1iute4 a qete of ~ CODirOll lhe ... iaadldlllble tl'oa tbe 
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IO!I'l'IIG RE lEW BOUSIIKl PLAJI J UDe 1, 19.37 
2:.30 P. M. 

Present: 

B.M.Jr: 

Gray: 

B.K.Jr: 

Lindau: 

H.K. Jr: 

Gra,y: 

a .M. Jr: 

Lindau: 

B,M, Jr: 

Gray: 

H.M.Jr: 

Gray: 

B.M,Jr: 

Mr. 
Mr . 
Mr. 
Mr. 
Mr. 
Mr . 
Mr . 

KcR8)'DOlda 

~::.., 
Foler 
Krug 
Gray 
We at 

lllr. Gray, do you suppose that you could bring thla 
(PWA proJects book) up to date tor me, ao I could &bow 
it to the President tomorrow? Take a look at it. 
The very latest there, I think, 1s Karch 1. See 
what we've done? 

This is all our work. 

Yes . And he (Lindaet) 1s behind on that. 
you' ve sent up stutt as late as Kay .3 . 

I UDderatand 

Mr. Stevenson informed me you had sent late figUres 
up to the Appropriations subcommittee and that they 
would release them right away, and he didn't have a 
copy available. 

•ould you (Gray) give me a cut-off date - May 15 or 
Kay 1? 

I think we could, yes, sir. 

What date was that - the bearing? 

Be said the tigures were as or Kay J, 

'leU, Kay .3. 

Well, we could make it Kay .3 very easily. 

Could you, for me, so I could have it tomorrow aorn1uc? 

I n the same way? 

Just take tbia book aJid brine i t up. 

MeR: That ' s the boas ' • copy . It you could Just briDI 
that up- to-date • • •• 

Gray: I'll brine tbil up-to-date. 
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Gray : 

B.Y.Jr: 

Gray: 

B. li! .Jr: 
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B.ll.Jr : 

Foley: 

H. !A. Jr: 

West: 

H.M.Jr: 

MeR: 

Foley : 
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Send it to Mr. Mc.Reynolda . 

I'll send it to Mr. McReynolds in the morn1ac. 

I don't believe the President bas ever seen the 
tb1ng. Be uy start arguing with me about your 
work, and I bad it prepared in e way that I thought 
was a good way to sell it to h.ia. 

Welll I can bring a l l this up tor you, right up to 
the last information. What time do you want it back? 
By ten o ' clock? 

It you will. Be wants to take a look at 1t because 
that ' s the whole thing . 

• ould ten o ' clock be ell r i ght tor the suamary? 

Yes 

There is the more recent draft of it. 

·Incidentally, you gentlemen might be interested to 
know that I had Yr . Eccles tor lunch - we lunch 
together every week - and llr. Ransom, and I d ascribed 
what we were pr oposing . Be ' s tickled to deeth- the 
beat suggesti on he' s heard, " common sense," and he 1 s 
tor it, aDd so forth aDd so on. You know, he ' s taken 
a great interest in this housing and he thinks it's 
tine . 

Uh-huh, that's good . 

And the only q uest1on he raised, and I a aid tba t was 
tor lawyers , was this ques tion: it you had to repos­
sess , what would you do? I mean how would you - would 
the bolldholders do it it we aold the bonds, or the 
Governaent? Could they jack the rent it they repos­
sessed on the thing? 

The boys 110d1t1ed thh me•orsDdua slightly in • ft7 
that helps that situation. In other words, •s I 
ullderstand, they are now proposing that the whole 
thing be a bond i ssue, be sold, not 40 percent, but 
tor the whole thing . Then you cancel out each yeu 
instead of collecting •••• 

Thlt's a way ot 1aining •••• 
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llcR: 

H.M.Jr: 

Yoley: 

Foley: 

H.M,Jr: 

Foley: 

B. IA . Jr: 

Opper : 

B. lo! .Jr: 

Opper: 

Foley: 

H. li.Jr: 

Foley : 

B.II. Jr: 
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•••• which would leave you in control. They 're 
r ea.lly in possession; they've sot to pay all 
their bonds unless they live up to their asreement. 

That would overcome this? 

That is the errective cont rol that you set tbroush 
the present Wagner bill, without having the disad­
vantage of an annual appr opriation from Congr ess . 

Well, let me ask you - I wanted to read it f irst -
let •s say a million dollars worth or bonds and you 
igsued four hundred thousand; i s that what you pro­
pose? 

No. The project would cost a m1ll1on dollars . The 
New York Ci t y Housing Authority would issue to t he 
Government a m1ll1on dollar s worth of bonds; then 

.. 

89 

you determine what the grant would be and div.ide it 
over the period or the loan, and then you would 
cancel that amount of bonds each year, provided they 
operated the pro ject in a manner entirely s atisfactory 
to you. You divide- if the grant was 60 percent •• • • •• 

Six hundred thousand • 

• ••• t hat would be six hundr ed thousand dollars. 
And 1t the bond issue was for a period or s ixty 
years, then you would cancel - what is it - ten 
thousmad dollars worth of bonds every year. 

Ten thousand? 

Yes, 60 into 600,000 . 

Well - the grant, I see. 

And the other 40 • • •• 

And they ' d advertise the other portion. 

They pay interest on the whole? 

~o, Just on the 40 per cent; but if they didn't behave, 
they ' d haYe to Jlll7 interest on the whole busine11 . 

And you' d amortize one s ixtieth each year and in that 
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way keep a atrina on it. 

Foley: Tbat1 s right. But trora the standpoint ot the fellow 
who baa aorae of the 40 percent bonds, there ia no 
tear that you'd sell tbe other 60; it•a not like - it•a 
like unissued stock. 

H.Y .Jr: 

Foley: 

H.lal.Jr: 

Krug: 

B.M. Jr: 

llcR: 

H.K. Jr: 

Foley: 

H. M.Jr: 

Foley: 

H.Jl.Jr: 

Foley: 

That ' s right, Treasury atock. 

Yes. But you•d have the authority. 

I know. 

It would be tied up in an agreement pursuant to 
which you would have to cancel a certain uount of 
those bonds i .n each year that the low-rent character 
ot the project was maintained, and the bondholder 
would • .•. 

But the Treasury s took couldn 1 t be sold. 

It couldn't be sold, but you could collect on it 
if they forfeited their • • • •• 

Sounds all right. 

We worked out the grant with PWA that way, Mr. 
Secretary. 

You ban? 

We worked ••••• 

I never heard of this way. 

Ne worked it out in that Sanitary District out in 
Cbicaao. 

MeR: They stuck it in last night on ua. I think it'• a 
swell idea, because it sol•es your repoaaealion 
problera raised by Eccles. 

H.ll. Jr: 

West: 

That ' 1 the only thing Eccles coul<1 put the tiDier oa. 

The t1ct that be '• tor thil would be raoat belp.t\11, 
becau1e he 11 kDown all o•er •• a bouains ad.ooate. 
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Don't ;you think so? 

Yea, I do. 

Be said it' s the only decent suggestion he'• heard, 
that he'd be willing to O.K. - he said he ' d UDder­
write that. 

The bondholder never would have the right to foreclose 
and have the property sold to satisfy a deficiency 
judgment, and thereby have the property get into the 
hands of pr1 va te real estate interests. 

This overcomes that? 

Bot only that, s ir, but the indenture that we would 
take to secure the obligati ons we 'd purchased 1n the 
first instance would also cover that. We don ' t need 
to tor_eclose; we don ' t take a forecloseable mortgage. 

You don't? 

No, sir - on a~ of this stuff, because the purpose 
ot the grant would be defeated if the bondholder could 
have the property sold and title would peas to private 
interests and they'd oper ate it tor profit. 

"A permanent housing adminis tration should be created, 
with all of its powers vested 1n the Secretary of the 
Interior. Since the primary purpose of a corporate 
housing agency was to provide an instruaentality tor 
the issuance of bonds guaranteed by the United States, 
there is no need tor such 4 corporation if funds are to 
be provided by appropriations . " 

Why do you say there is no need for such a corporati on? 

The r eaaon I a aid that, air, is beca\Uie I thought that 
the only purpose that could be served by bartnc the 
attributes of a corporation would be to incur indebted­
ness. 

Would you llind - what you're doing here 1a you're 
arcu1na here, aren't you, against the Wacner bUU 

( Bods yes) 
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So let's do it -if tbat 1 a the way you've set it 
up, I think you've immediately given it a - if you 
don' t mind, if that ' s the way it's done, I'd eak 
you to do it verbally and don't mention the Wagner 
bill. I mean be 1s going to come back and ·~ •• do 
need it, and then we're 1n an arg1111ent. I uan we 
won 1 t use tbis memorandum. Do you follow ae? 

(Nods yes) 

.. 
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Z• ll say, "Now, we worked out something entirely new, 
Senator, and I 111 ask Kr. Foley to explain it.• I 
mean don't let ' s get into "This is better tban the 
Wegner bill." See? Do you follow me? 

Ob, surely . 

I think the psychology is better; that ' s what I'm 
tninking or. 

See , lle stops and ·says, "Why is it better?• Tllen I 
get in an argument. 

•Tbe Housing Ada1n1stration sllould be created as a 
separate adm1nistration, so as to facilitate its 
transfer at a later date pursuant to any plan whicll 
may be enacted for t he reorganizati on or tile executive 
departaents of the government. 

•The houa1ng bill should transfer to the Administra­
tion the Housing Division of the Public Works Adminis­
tration ( including all its assets, equipment, recorda 
and employees) and should also authorize the President 
to transfer to tile Administration any other bureau or 
division of the Federal Government tllat is engaged 1n 
low-rent !lousing or slum clearance activities.• 

Now, what you' re doing in One i s to set up a new 
administrative agency • • • •• 

Yea • 

••• which would be UDder Interior, known ••···· 

Give it tile same naae - you could give it the aaae -
• United States Housing Asenay .• Be calla it •BouaiDC 
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Authority"; you can call it "Housing Authority" or 
"Housing Agency" - "United States Housing Agency ." 

Now, tue 1n the low rent housing; that would tue 
tbe stuff which used to be with Tugwell and now is 
with Agriculture; would that take that? 

I don't .•• . 

It would authorize the transfer of that. If the 
President saw tit to transfer people in Resettlement 
and the projects in Resettlement relating to low 
rent housing, those could be transferred. 

Well, I 1ll argue with you; I don't know why you want 
it. 

We don ' t want it. I mean there wasn ' t a~ -we 
didn't have that 1n mind. 

No. 

.. 

They took those Resettlement projects away trom us , 
or the subsistence homesteads from us; we were awfully 
glad to gat rid of them. 

Do you mi.nd - I mean I'll argue with you afterwards -
I'd leave that reference out in your verbal thing. See? 
In your verbal explanation. I haven't got ti.ae to go 
into it . 

"2. Loans and Grants - Local Contributions . Grants 
of not to exceed sixty per cent of the cost of the 
project would be authorized to be made to publi c 
housing agencies. As a condition to such Federal 
aid, the bill would require that the propoaed pr o ject 
be given full exemption trom state and local taxation, 
although not from special assessments and custoaary 
service tees. Such tax exemption would constitute a 
substantial contribution by the locality toward assuring 
the low-rent character ot the project, tor full taxation 
ot a housing project i .n a municipality would 880unt to 
a monthly charge per room ot troa 13 to ~~ .· 

Alaost as much aa that annual subsidy that the Wagner 
bill provided. 
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Well, it you don't mind, let ae deal with that -r 
w.,-. Then wten they basin to set techDlcel, I'll 
throw it to you. 

I th1Dk that would be better than •••• 
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And then it doesn't aake the Interior adYocate aa.e­
thing tor itself. 

That's all right. 

Bow 1 s that, Charley? 

That ' s tine. 

That ' s interesting, that it's equal to $J to·~ 
per rooa. 

Per rooa per ~onth. 

That's surprising. Bell, that takes care of a lot, 
doeen't it? 

Impossible to do this otherwise . 

It isn't possible to do it without that. 

That's what we're doing to cut down the Federal subaiey. 

It•a aarYelous . 

Could you, llr. Gray, t ake a definite proJect and do 
it - have you got aey one that you have been on long 
enough that you could eay, "Well, we'Ye worked out a 
city and thie is in dollar• and cents; we1re not gueseinc 
at it ." 

We have it on tour projects - tour different citiee . 

I'Ye 1ot it right here. 

Well, in ., book put it on a plJik-colored sheet or 
blue aheat. 

In thla book. 

Yu. You (Lindau) hann't 10t that in there. 
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Just put it on a different-colored piece of paper . 

In the back of the book . 

No, right where bhe proJect is. I mean have the 
pink sheet ri~ht where that particular proJect i s. 

Yes, sir. 

We can do that. 

"Loans would be made to local public housing agencies, 
which would have the full responsibilit7 for acquiring 
the land, constructing and operating the proJects . 
Such loans would be amortized over a period of not to 
exceed sixtY. years and at an interest rate of not less 
than three per cent ." Taking a minimum r a te at three? 

That's right. I thought that's what you said . 

I sa1d a flat three. You mean and no top on it then? 

That ' s right. 

Yes. 

I mean 1f it would make your bonds more marketable 
to get four and it wouldn't affect your rents, you 
would want to get that, wouldn't you? 

Well - I mean I want to get through, I can't argue it. 
Isn't one percent amortization a year - how much does 
that run oft? 

Depends on the interest rate. If you take two and a 
half percent, it takes about three-quarters of one 
percent for amortization. 

And a three percent rate - wbat1 s the table? 

Three percent rate will amortize a little over 
titty years - no, three and a half. 

Three ¥ercent r at•, amortized one per cent a year. 
Well, '11 go on. 

•The Adainistration should have some W17 of asauri og 
that public bousinc agenciea whicb baYB rece1Yed 
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Federal assistance will opera te their proJects for 
the benefit of the low-income croup. While the 
s t ate housing laws contain provisions requirinc 
public housinc agencies to operate their proJects 
in this manner, it may be advisable to obtain addi­
tional assurances that the l ow-re.nt character of 
such projects is maintained. Perhaps the most 
effective means of control would be to authorize 

. the Federal Administration to make all or a part 
of its grants through the cancellation of bonds. 
Thus, instead of making a loan of only forty per cent 
of the project cost, the Administration could ma.ke a 
loan of a hundred per ce.nt. Assuming a project cost 
of one mill ion dol lars, the Adminis tration could pur­
chase one thousand bonds of $1, 000 each. It could then 
make its sixty per cent grant by cancelling ten thousand 
dollars of t hese bonds in each year or the sixty year 
amortization period (in addition to cancelling the 
interest coupons on the $600,000 of bonds evidencing 
the proposed grant). The Federal Administration could 
agree that it would continue to make these annual can­
cella tions of such bonds and int erest coupons only so 
long as the public housing egency maintains the l ow­
rent character of the pro ject. " 

Yes, I like that business of that bonding . Don1 t you, 
Clar ence? That ' s a nice rental, isn't it? 

Yes . 

I think - rl tbout going into eve{'ything, I t b1nk 1t' s 
a s well idea . It tickles me loads, because if we can 
overcome the thing by making the cities - mak:o1ng the 
thing tax-free, and tba t • s equal to this annual grant 
that they call- what do they • •• • 

rtent subsidy. 

Yes, contributions - it ' s done by the city . Bow, why 

in the bell shouldn't t hey? 

They • ll say to you, "Well, you could gat tba t under 
our plan too, and that would get your r ents down below 
the level that you may be able to achieve with this 
scheme of yours ." I ' • only givi ng you the other aide. 

Iuediately Eccles • reaction was - I di dn' t try to aell 
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it t o hia - •well, the thing I like about t hia ia 
it doesn' t commit the Federal Government tor S9 
years of contributi ons,• and that ' s what appea ls 
to Eccles. He says, •You do the job, cut it ott -
finished.• That 1 s the thins that •••• • • 

.. 
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I think they ' ll immediately think - bring up that 
that won' t produce aQy lower rents than we are getting 
now and that ·t hat i s not • • •• 

Par don me? 

That this scheme will only produce the rents we are 
getting now and they are not low enough. 

You mean the ones the people are getting now or the 
ones you 1re getting? 

For instance, the seven dollars for the Har lem pro ject; 
they'll say that isn•t low enough. 

But it you're going - but under that Harlem project 
the City of New York doesn't waive all t axes . 

Yes, air , that's how we're able to get that. 

Ky only answer to that is to Senator Wagner1 •we can't 
house everybody 1n America anyway, and this 1s a step 
toward lower rents, and,., •• 

Filling a great need. 

Pardon me? 

Fi lling a great need. 

It• a the best I could do, I've slept over this, Aa 
far as I•m concerned, it he or t he President don ' t like 
it, they'll have to get somebody else to work it , 
That ' s the way I f eel, aft er sleeping on it, Bow do 
you (West ) feel? . 

The thing about it that i s adairable is that you take 
a problea, you have analyzed the elements in thia 
problem, and this has emerged as the logical way to 
approach the solution of the problea, and aeeta the 
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objections thet would be raiaed aga1nat such a 
program. 

In the city ot Lackawanna today thls i s bringing tour 
dol~ars rent - 60 per cent. Cuts i t down. 

But bow about Pacific Coast? 

We ' ve never done any on the Pacific Coast . The 
farthest west is in Texas . 

How about a city like Washington? 

These rents up here will probably be, .ttb the one 
percent interest, in t be neighborhood of t i ve dollars . 

One percent interest? 

45 percent gr ants. 

Would be what? 

I imagine in the nei ghborhood of five dollars; 45 
percent and one percent is the equivalent ot 60 
percent grant and three percent. 

60 percent 1 r ant, three percent interest. 

Three per cent interest, with one percent on top of it, 
will pay out, aaortize, in 46 years . · 

What did you say, llac? 

46 years - three per cent and one . 

But you could do 45 percent and one percent interest 
or 60 per cent and three f or f ive dollars in Washington. 
Well , I~der isn't doing such l ess. I just don't know 
-..hat hls Alley Dwelling is . 

lfo. 

Tbe lowest we have been able to do without grant aDd 
three per cent and paying taxes is $9.85 a rooa. 

That pays the taxes . 
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Pays Di atrict ot Coluabia taxea . 

And no srant. 

• 

Well, you1re - be 1 s interested 1n hous1ng progr&a8, 

sir, as you are and all the rest or us, and it you 

take the position that the Treasury can1 t stand his 

tinancing aDd this 1s the only thing that you sea, 

wb.y, I don't think you ' ll have as IIUCh trouble with 

ll1ll as you will 1f you try to argue why this 1s as 

good as his plan. 

I'a not go1ng to argue about it. 

Now, while we 1 re waiting - I wanted to 1 et through 

t he thing - in rewriting the mesorandua I'd take out 

any arguments . 

ies, sir. 

Then, i f I say go back t o One, I question, unless you 

can tell me what it i s , giving you t he authority to 

transfer anything, because immediately they ' re going 

to a ay, "lfba t do you want to t ranster?• 1 ask, "What 

do you want to transfer?" 

Won't that authority come in the reorganization bill? 

Take it out; we don't need it. 

Immediately it r aises - s omebody i s going to tight, 

you lmow. 

There's nothing being done a t the present 
that goes t o l ow cost housing except what 
done in the PWA Low Cost Housing ProJect . 

know that. 

111011ent 
1s be1ng 

They all 

What you want to do is to re-create the present PWA 

Hous1ng "'ivision as the agency to carry out this pro­

gram. 

~t wtlf ask tor this tranater? 

We won't, it we do it that WA7• 

They • 11 taaedia tel7 aay, •lfba t do you want?• Then you 

set - iaaediately set Banry Wallace started on tbat. 
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Create the PWA Bouaiac Division as an ed•tnistrative 
•seney withill the Department or the Interior to carry 
out this program, 

That's all right, 

And to continue everything it's been dolns . 

Have you a big engineerins starr down there? 

Yes , 

Now, on this new thins, you won't need •••• 

No , 

We're goins to reduce a01way a great deal, because 
the last contracts will be let soon and then we ' ll 
Just be - all our money will be spent anyway , 

What you need is Just supervision. 

We need lawyers, of course • 

.Always. We never can escape lawyers or taxes . 

Have to have also people that can check their land 
appraisals and who can check their estimates or 
coat, etc. , before we - to see whether they are 
within reason. And then we'll have to have what we 
call houaers . 

But it won't be a very cpensive organization. 

Not SOfthins like you would have if you were doins it 
yourself. 

You have now an operatiac division. You could expect 
to have 11erely a supervisory group. 

Jlr. Secretary, when yo<~ look at it this WilY, you will 
see that we have in PWA all the faciliti es we need, 
when we strip it down, to handle this kind or prosraa. 
The Houains Asency or PWA at the present ti.lle 1a a 
conatruction agency, The P'IA proper is a finaDC1JII 
acenCI)'. And you will have to shift the perso~, rou 
see, into Houains fra PW.l that are qualltied to •t 
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u.p the loaua and pasa on the security and .t'1Dauce 
the proJect•; and y ou. will haYe t o u.ae e certain 
number or the constructi on people 1n the coiDC oYer 
ot plans that are su.baJ.tted by the l ocal ho11.11Dc 
au.thori ties; and the 1nlpectors, watchiDC their 
constructi on or the proJects . But there are trained 
people already there; won't haYe t o take on aQY new 
people ror the Job. 

But you. th1.nk it's go1ng to ehrink? 

Oh yes, shrink materially, because the PWA program 
is g radu.ally clos1ng down. 

We've had lots or applicants .t'roa PWA. 

(To Kieley) Find out 1t the Senator (Wagner) is on 
his way. Also let Mr. Bell know; he was to be here 
at three. 

Now, they're going to ask how many states or commun­
ities can operate under this . 

Thirty already, and the balance, where there ie any 
Job to do, within a very short time; it ' s no legie­
lative problem. 

ill important states now have it . 

Rave adequ.ate housing powers. 

All or them won't admit that - the housing people . 
They won't admi t their present ability to do that. · 

They ' ll admit· it in so tor as powers ar e concerned. 
They probably will tell you. that as a practical 
aatter they can't get the money unless the GoYern­
aent helps . 

There will be s011e questi on about the tax exupt1on 
1n s011e or these states; that 11, the authority o.t' 
the co-=tt)' to gin a c~taent .tor tax exupt1on. 

Well, there i1 that element, yes. In aanr states{ 
Jew York, Connecticut, Penna)'lYania - I .. an the ell•­
lation proVides ror tax exemption. 
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And in the other s tates they can bring th• in U na. 

Twe.nty states have absolute provision tor t ax 
exeaption. The other ten will Just have to a .. nd 
their law to provide that. 

Tax exemption was upheld 1D that ltentuclq case that 
went to the Court ot Appeals two months ago . 

(Conference splits into informal groups 
waiting tor Senator Wagner) 

.. 

I think I'd Just as leave have a littie bit more time 
on this and hit the thi.ng first thing 1D the morning. 

We ' re available any tiae you want us . 

I don ' t know whether he ' d get up at nine o 1 clook 
tomorrow morning . Be doesn't get up that early, 
does he? 

I don ' t know. Being a New Yorker, he ought to. 

A.re these bonds tax exempt? 

In the states? 7es . 

They are? 

Yes, sir . 

But not Federal. 

Oh, yes, sir, they ' d be exempt !rom Federal taxation. 

Because they ' re instrumentalities of the states . 

Totall)-? Surtax too? 

Yes, sir . 

(On phone) Bello, Bob? - - Onl¥ a little one . 
Oh. - - I ' m always patient , but I 'd like to pro­
position you. Which would you r ather do, do i t now or 
do it at nine o' cl ock toaorrow morning? - Ye1, 
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becawse I cot another aeetin& at ten and I ~Urantee you it won't last an hour. The wbole thin& il onl)' on a pace and a halt. And I haven't bad a chance to show it to the President either. llo. Oh, we 1ll build soae houae1 on this plan. Yes . - - Well, I 1a personally •• • • Yea Well, I think the plan we cot - as I sa)' 1 I haven ' t shown it to the boss, because • • •• - I KnOw. Yes, - -Well, I can make it before nine o 'clock i f you want it. Well, nine o'clock. And I got the Library of Congress Committee coaing at ten, so we'll have to be. . .. Yes. Does that suit you a little better? Well , i t will be cool in the morning anywa7. Goodbye. (Converse tion with 'fllgner ended} 

He ' d prefer it and he ' ll be here et nine o ' clock tomorrow. 

That ' s O.K. 

Because be may sit there - he ' s waiting for a vote . 
It may take an hour. 

Now let me Just go over this thing once more. 
On that tax exemption for th.e Bouaing Authority bonds, Internal Revenue held they could be taxable under the Federal statute. 

Tbey•re what, !lac? 

Internal Revenue bas held housing authority bonds could be Federally taxable under the Federal statute . 
Well then, wha t about tbatf 

But the thing is that that is being contested all alone the line, and the Bureau' s bein& licked a1 tar as it's cone . It's been appealed 1n the Second Circuit. Now, mT own feeling is that they're lOin& to get licked. And I am inclined to think, aa a result or this, that tbq oucht to b e licked. Tbat is a question in thole ca1e1 as to whether thil 11 a govera.ental fUnction beinc carried on by the 
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municipality; and it seems to me the Treasury is 
1n a better poa1tion rroa the • tandpoint or r1naoc1nc these tb.1Jics 1t it concedes tbat tbe7 are licked. 

Ub-huh. You don• t call thea 1natru.ental1ties. low, they ' re instrumentalities or the boua1ng authority. 

Of the state in which they're created. 

84 

The a trongeat tb1ng 1n here, I think, that baa hit =e, is that you get three to rive on tax exemption. 
That's the local contribution. 

That's the local contribution. 

It shows that you' re getting a substantial local contribution. 

'Nhere they're going to attack us is that they ' ll say we're exaggerating it. 

Oh, we can show you that. 

We've worked that out. 

Well, Kac, you going to carry on this sbow? 

Nine o'clock. 

Wait a minute. What else do you know on that? Alii­thing else? 

I haven't anything else. 

Clarence? 

!lothing. 

Alii auggestions on this meao? 

Ro, Just aade a couple verbal succestiona. 

.. 

I've got thu here . I'd 11ke to be sure, llr. Seoret&r7, when we r ewrite it, Just how .uch or tbis arc-nt n 
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leave out. I'm clear on One . Now, in Two, where 
we aay, "Sucb tax exemption would constitute a 
substantial contribution by the locality,• i s that 
argument? Oo you want that to coae out? 

Bo. 

You want tbat left in. 

What do you (Waat) say? 

I think so. 

Bow you raise some question here about the three 
percent and •••• 

Yes . 

• • •• and we have 1n there, •Consideration should be 
given to making the minimum interest rate the going 
Federa l rate, r e the.r than tnree percent," Bow, I 
don't want to get • •• . 

Well, tbe trouble with that is I ought to like it, 
see, but I think it's kind of tough on housing. I 
tel~ you what I•m w1Hing to do; make it a minimum 
of three and a maximum of four . 

You wouldn 1 t be ~ling to make it a adniJaum of 
two a.nd a half 8lld a maximum of four? 

Bo. 

AU right. 

.. 

Bo, because we can' t borrow money at such rate a. 

Bow, how does that bit Bill Myers? Be•s alwaya hol­
lering about interest rates. Would be holler on 
that? That is, a adniJIUII of three 8lld aaxiJiull or tour. 

It is la.er tban b1s rates, because he has a one 
percent spread between the rates he charges on loans 
end the r ate be pays - that is, the Land Banks - 1n 
order to pay the operating expenses of his Land 
Banks . That spread aometiiDu ian1 t adequate in the 
case of maey of the b anks . And that would be 
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definitely lower - tend to be lower by the a.ount 
of that spread, I should think, Just aa a rule ot thumb. 

Well, the trouble - it you make it tbe coinc rate 
you don't know what it would be, and it addl uncer­tainty. 

I don1 t tbinlt it ought to be - ought to put a 
minimum •••••• 

What? 

Certainly I don't tbinlt your miDillllllll should be leu 
than three. 

.. 

Should not be less than three percent . Period. I don't 
tbinlt we ha-.e to say anytbiDC about maxim11111. 

Won't they come back and say, •Bow do you know they 
won't charge tive?• 

It you want to put that in the law •••• • 

I don't think there is any reference to that in the 
Wagner bill. 

All right, I 1a satisfied - miDilllum ot three. But a 
miDilllum ot three. 

Yes, take out that. 

I'm always afraid to limit it. It you do it two and 
a half tor housing, why shouldn' t you finance the 
farm loans ot tba country at two and a half percent? 
Bub? 

The d itterence between this and tarm loans ••••• 

What else you got? 

That's all I bad . 

Well, I•ll be here a taw minutes before nine toeorrow 
aorninc. I think Wagner 1a tickled to death that be 
didn't baYe to oome, because be was waitiDC up there. 

You (Lindau) cot &QJtbiDC else? 
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The only sucgution I atcht llake b that instead ot forcing tax exemption, force a payment - a cash subsidy ot the a110unt of the taxes or tax exemption. The danger ot forcing tax exemption aigbt be that the Federal Govera.ent is dictating that it ehall be a local governmental actiVity which doesn ' t get into the local budget, whereas the cash aubsidy would get into their own local budget . do if you provide that you could have either form, you wouldn't be acoueed ot dictating a form of financial practice which aight be unsound. 

I think that's a good point . Aa a matter of fact, I bad intended to ask you if 1t would be all right to draft it that way, make it either the tax exemption or the cash e quivalent that the municipality would donate. 

Would that help the municipalities? 

In some instances . If it was impossible tor the municipalities to give you tax exemption, it could do it in this way. 

Well, I have no obJection. 

I didn't think :you would. 

Kr . Bone of Cleveland told us when we talked to him that be tboucht :you would have a better chance or getting a caah subsidy rather than tax exemption, because tax exemption would irritate so many elemente in t he community, whereas e cash subsidy would- they wouldn ' t be likely to raise as much obJection. 
Good. What else :you got? 

That's the only point that I have right now. 
That's trying to keep the community from doing what we are trying to lteep from doing in the Federa~ 
Governaent. 

Juet as long as the Federal Governaent doesn' t have to make a contribution tor 59 years; that ' • a11 I want. Bad euouch to have irrieation projects started which finish twenty years t'J'oa now. 
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!lcR: What we are really doina is what we started out 
doing two days ago, to put up a revolvina fund and 
amortize f r om tha t revolvina fund over the period 
of fitty years . 

B. II.Jr: 

llcR: 

Opper: 

Foley : 

Opper : 

B.!l.Jr: 

Opper: 

B.M.Jr: 

Foley: 

B.W.Jr: 

Opper : 

Well, this wasn ' t Kett Daiger • s meaorandua, what 
we ' re talking about t oday; we ' re pretty f ar from 
Watt Dai ger on that. 

When you work out the mathematics and put it down 
side by side, the only di fference between this and 
that is that we ' re a little more l i beral here than 
Matt Daiger. 

Wr , Secretary, I want to ask you, would you be 
anxi ous to get these bonds taxable if you could, 
because it occurs to me that it probably could be 
worked out on the basis of agreement. 

I tell you what you could do ; say that they will be 
exempt from Federal taxation. 

I was thinking the other way 1 if the Secretary wanted 
to have them taxable . 

Here ' s the thing; on the ticker, when they were dis­
cussing the President's tax message - referred to me -
well, the first thing I'm going to do i s take care 
of ell these tax-exelllpts. Then we collie along immed­
i ately and issue sollle new tax-exempts. I wouldn' t be 
surprised if Congress lllay pass sollletbing and say no 
more tax-exempts. 

Well, these wouldn ' t be tax exempt as a matter ot 
what we say, probably, but •••• 

Listen, what I would do • •• • •• 

Just clarity it, tbat 1 ~11. 

If it was a legal ~uestion, I wouldn ' t want to issue 
a certificate over wbich there is legal doubt r ight 
now. s .. ? 

I think if you let the law stand wher e it is, llr. 
Seoretary, in spite of these Bureau rulings •• •• • 
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•••• you'll end up with tax-exempts in tbe courts. 

Well, as lons as tbe present -.,stea is to sell 
tax-exeapts, I •d aell s tnx exempt bond. 

I'm more encouraged -this has done more to me, taken 
more depression off ~ brain, tban aQ1thing. I don't 
give a hoot if tbey don' t like it; sombody else can 
tackle it. 

Well, right along we've had all the JDacbinery aDd 
personnel sitting right there to do this, if somebody 
would decide how much. 

Just been the forgotten bureau. 

Well, you see, we•ve been working ••••• 

fell, we 1ve worked up this little booklet aDd we•ve 
told ourselves about it • 

• Vell, we want tile Treasury - want to be close to the 
Treasury. Never can tell what will happen. 

Now, Charley ••••• 
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P110P011D ,...,u II)UIIJO PIIOOB&JI 

' 1. Adailliatratiw.;nozo .t. pel:'allellt bOOtaiiiC acla1JUetre.t10Q 

ah..Ud be o..-t;;t, witll lliita ,_.,. watM 1A the ... retar)' ot the 

lJlterloro 81111>& tbt prlarJ pvpoee ot a o~ta boae1JIC &&&&7 -• to 

prcrrlde an 1ut..-ntal1 q tflf' the laauuoe ot bODda panataad b;r the 

Ul>itad stat .. , ther e 1a ao ll&&d tor nob a owporatl• 1t tuada are to be 

prcrrldad b:y appropriau...... !be B""•iac AdaiJd.etrati• &b..U be o..-tad 

at a oaparate aolll1111etrat101l, ao aa to 1't.o111tate ita tran.atw at a latw 

data pwoouant to 0117 plu 'lllll.ob •z be eD&Otad tor tbe r aorp:lliaatioa ot 

the axeoutiw da~a ot tbe co•aawt. 

1'ba bouailiC bill abCMtld truatar to the .t.4Jdll1etre.t1• the 
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Hooai.JIC DhiaiOD ot the hbllo Worlca Adld.lliatrati .. (i11oladiJIC all ih 

uoeto, aqui~t. reoord.a ODd -.pl~) ODd ahO<lld alao alll;boriae the • 

Preddal>t to truatar to tha .t.olllillietre.ti oa &IIQ' other b.....-u or di TiaiOQ ot 

tbt Federal Oon......t that 1a &J~&ecad 1A 1-HIIt bOOtaiac or ala o1 .......... 

aoth1t1 ... 

z. x-z.. ud Graato - Looal ColltributiCIIl.lo Qn.llta ot not to 

axoood •txt)- per oallt ot the 0 oat ot tiM projeot woa:u be autborilad to be 

•d• to p11bl1o bweia,o; acaD01... .t.e a ocaditloa to nob Federal aid, tbt 

bill would require tb&t tba propoaad projeot ba ciwn Ml axnptiOD tr .. 

etato aad looal tazatioa, althoacJ>llot .r .... apeoial uua.....ta alld oll&t....,. 

eamoo .r.... Suoh tu ""nptioa wO<lld o•otltllte a aubetutlal oolltrlbutioa 

by tbo looaliq towrd aoouriJI& the low- relit oharaotor o.t the projaot, tor 

.t\111 tuatioa o.t a b-1a,o; projeot 1A a 81Dioipal1tz wOIIld -.-.at to a -till¥ 

ohlr&• par roa o.t .r..,. ta to ts. 

x-z.. .....U ha ada to looal p~~bUo houata,o; acaoi .. , wblob wO<lld 

ht.w tho tllll rupOIL&ib1l1q tor ••uiria,o; the lead, o0111tntotiac aDd op-t-

1a,o; the projaoto. lllob loua would be aaorthad oyer a pt rlod ot not to axoead 

dny zear• and at u ll>tereet rate ot aot leaa tbu three per oat. (c­

ddaNtioa abould be &iftll to 8&lrla& tbt 111-.u- illtereet rate tbt colJIC 

Federal rate, rather than thr .. per oeat. Ill o.- oaaaa, tlda l.,...r illtereet 

rata •z ba neoeaaary to pronCS. boudJIC wtth111 tbt r•llt- paziac ab1Uq ot the 

low-1Do.- &rO!IIPo) o Jo loua to Ua1tad dinCS.IId o..paaiea wO<lld ha autboriiado 

llo COQtrol o.t Reatalao tbe .t.dll11lietrat1oa ahould haw a.- lftT 

o.r &anri11& that pabllo ll0111aliiC &&&lloi .. whiob haw uoelwd r.CS.ral aaahtaaoe 

will operate their projeota tor the b .... .tit o.t tho low-iaoOM p>oupo While 

the etate hou•1D& lan ocatalA prcrr1a1oaa requ1r1D& p~~blio bouoiD& •ceaoiea to 

operata their projaota i11 thio -=•r. it az be adnaable to obtain additi~ 

&llur&DOea that tbt low-relit oharaotar o.t auob projeote 1a ailltaiaado hrbt.pa 

tba ~ e.rtaotiw ...,, ot ocatrol would be to autborl" the Fadaral Adld.lli a­

tratiOD to -.J<e all or a part ot ita craat• thro"Cb the oanoellatiCIII ot b...U. 

!hllo, iutead ot aldJIC a lou ot OQq tortz par oallt t1 th• projeot ooet, t ilt 

.t.dld.aietratioa oould an a lou ot t. blllld:rad per oellto AanlliD& a projeot 

ooet o.t - 1111110G dollar•• tbe .ldld.lliatratioa owlcl parohaae - tbGaMII4 

b011da ot tl,OOO eaob. It oould then -.J<e ito atrtz par oallt craat "1 

Ot.DOallia,o; t&D tboua&Dd clollara o.t tb .. a bOlide iD MOb zaer ot tbt. ailltz zaer 
aaortbatioa poriod (111 a4dit10D to oanoellia,o; tba il>tereet OOIIpOII& OQ tba 

teoo,ooo ot b<Dla and&lloiliC tt.• propoaed crut>• rbt P'adar..t .t.dJdDietrati• 
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oould ar;rN tJ.t it W<Nld oOIIti- to -.b tho .. t.llllll&l oU>oollatiau ot -b 

bCI1da Uld 1ater .. t ooapoea aal;r ao looac aa tbe ptbllo boaa111C ac-:r •1na111a 

tba l ""•rnt obanot.,. ot tba projoot. ot ooa.rao, tbeao prma1au tor 'bGIIIIl 

&Dd 1atoro.t o&DAollatiOD wou14 not appl;r to tba aot•l terty per ont lou 

OD tba projoot, wbiob would be" to bo ropo.id with iatoro.t. 

•• Fodoral Projoota. 1'be Federal Oonr-m= would not 'bo autbol'iaod 

to oODat1"11<1t dirootl; &llJ &dditi-1 houaiac projoota, With reapoot to tba 

projoota now """od by tbe Oon.......t, tbe Adllim.tratioa would bo ... tborilod 

to aoll tbaa to publio hoaa1111 acnoioa ot a write-ott ot not to noood 

ai.xty par ooat ot their oo.t Uld to aooopt tho bondo ot publio houatac 

qoD01 .. ill po.JMDt ot tho ptrObeao prioo. Tba .ldllill1.trat1ce would t.loo bo 

authorhod to lo&ao ouch projoota to pu'blio hoaotac ac-oioa or to opareto 

tha projoota dirootl;r. In tho lo&aiiiC or operation ot auoh projoota, tho 

.lcbll.uiatrati on would bo required to obal'co ..... tala Wbiob would bo at loa.t 

auttioioat to pa:r tho oporatiiiC oxponaoa ot tba projoot and to ropa:r • withill 

a period not oxooodillf: •ixt:r ~·· at lout tort:r par oont ot tho imti&l 

ooat or tho projoot (all:i.JIC allOW&DAo tor tho ax~.- a1xt:r par oont crant) • 

t0£0tbar with iatoro.t at nob rato &a tho Soor.tar;r ot tho Illtorior do­

adriaabloo 

6. l"iD&noi&l Prori oiona. It ia • ucCootod that tho bill autboriao 

... appropriatiOD ot • tor tho tiao&l year 01141ac J - ao. 18381 

$ tor the tiaoai year ond111C JuliO ao, 1113111 &1ld t 
tor tho tiaoal you endiac JuliO so, 111601 all ot auoh a\IU to OODt:..,iiiU=o.,....,t'"'o.....,bo.,-­

aftilablo to tho .lda1J11.trat10D UDt1l oxpondod. By pr ori.d1JIC tOl' appropriationa 

""r a thro....,..... parlod, it would be peeliblo tor tbe Federal J.dldDiatratice 

and tho looal authorities to plu and proparo tor a dotimto procraa• 

!he Adllini.tratiOD W<Nld bo allthoriaod to aoll UlJ aoovitioa 

aoquirod by it Uld tho Soor.tar:r ot ·tbe Tr-•Ul')' •""ld"bo aotbor1aod to ptrabeao 

auoh aoov1t1oa ( oxoludiac, ot oouroo, an;r bonda Wbioh &ro 111tendod tor 

oanoollatice ptrau&Dt to tho torocoiac &ltoi'J1&t1" ..thod ot ..ttac tho aixty 

par oont r;rant)o .lDJ ....toa roooi.ftd by tbe .ldlli.m.tratioa trca tbe a&lo ot 

~oouritiea or oollooticea ot pr1no1pt.l or iator .. t thoroon or trca tho a&lo, 

loaainc or oparatice ot projoota , would 0011tiJ111o to bo a-n.ilablo to tba 

.tda1J11atrat1"" Ulltil oxpondod. 

!ba Seorotar;r ot tbe Troaaury would bo authoriaod to roaoll UlJ 

aoour1t1oa 11hioll U purohuoo trca U.. .t.dldDiatr&tiOD or to bold auola 

aoour1t1aa 10114 raiao ..Sditi-.1 tua4a oqJ11-n.laut to tho par -...1• ot tba 

aoouritioa ao bald. 
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IIOLD FOR llllLU!Il!l IIOLD POR Rl!lLl!AB! 110LD FOR Rl!lUIASI 

J\1:1» 1, 193T. 

1~~~~ .. To bo held 1A ltl!ICT COIIPIDD:CI 
f' aynopda or t.nEliitiao to 6i 

publhho4 or out until d.olhory ot the 

Preddontt a muaco to tho Contrtta hal bO&'UJ'.to 
C.AU'TIOit r.xtreM care JIU.at be cxerohed to 
awid ~tu..N pu.blic.ation. 

STEP!IE!f l:AIU.Y 
A.uiat&nt Saoret&.ry to the Prelld.ezat 

TO Tl!!l COIIO!II!SS 07 mB tnllt!%1 STA!tl;, 

A oonditioo haa baon doTtlopia& durloc the peat 
few month• eo aerioua to the Nation that tho Con&rou and the 
people are ontitlo4 to intor:at1on about it. 

t'he Sec.rota.ry or the !'roea.cu.ry baa Si"ND 1:11 a nport ot 

a preUa1z:ary stud¥ ot 1noome tax ro-tu.rns tor the calendar ,._._,. 
19SG. This report roTeala etforta at avoidance ant ev-.lon ot tax 
liability, 10 widoeproad and eo amastnc both in their boldnoaa and 

thoir ~enulty, th&t further aotlon without dol&l aoema imperative. 

We tace a o'hallo:cge to the power or the COTof'DIIInt to 

oolleot, unltor.mly, f airly and without dieor~tion, tax•• baled 

on statuto& adopted by tho Con&rou . 

Ml". Juztioo HolDea add. "TL"tet &ro '~!Chat w pay for 

o1?111&o~ ~olety,• too~ indi~du.l•• howeYor. want the o1?111· 

~tion a t a di1count. 

~l:llo<l• or . ... po or 1nto...S.4 ·- r ... tex Uelo1Uty 
aro many. Sa.o are ililt&nooo of a•o1t!aneo whloh appear to han 

tho color or lor;alityr othora are on the bordorllno ot locality, 

others aro plainly contrary eftl2 to tho l etter ot the h.w, 

All are alilco in that tMy are c!etlnJ.t.l~ contrary to tbe 

eplrit ot tho law. All are alike 1D that they roproacnt a 4otorained 

ot·tort. on tho po.rt or thoao wtto uao thom to dodfso tho paymont of 

taxes whtoh Congrctc ba aed on ability to pay. All are a like in that 
t a Uure to P*Y rosul ta 1D ah11't1n& tho tax loa4 to the ahouldon ot 
othera lou able to paJ', md SA .ulot-1z:t& the h'tuury ot the OoYorn­

mentts juat due, 

I OOJ!ICCnd to your attention the following lett er frOID the 

Secretary or the Troa1ury, 

"W;y doer Ur. Preddontt 

"TI!!I SECRETA!rl at Tllll tliEASll!IY 
"WAS!ll!IC!Oll 

.Hay zs, 19$7. 

•u )"'U kzaow, tho trea.aury ftl .urprlao4 &Dd 41.wrbed. by the 

t&iluro ot tho rcoolpte h'ca tho 1Docme t ax on l!aroh 15th to ... tuft 

up to tho budc,ot oatiatoa. Thorotoro. we Wldortook en s...di&te 

1nvolti&ation. Only a proUaino.ry roport oan ba •do at thb tJao 
beoauao tho oo.pl oto inftltitation oovorlnt: oll tho 1noomo tax ro­
turna Ml ocl will roquiro tho balance ot thh )"'ar. PurthoNOro• 

1inco -.n:y ot tho rot:un11 o.t l&r&o azad'acturll:lc GOrpOro.tlou ha-.o 

.t yot boon tUed, tho proac:rrt ,..port 11 ootl.t'iDK &bloat 'llholly to 

4ata dholooo4 by tho indirldual tu: rotunu. 

•aut OTOD thi& proltatnary roport dlaoloaoa oond1tlon1 10 
•oricnn the.t boodie.to aotlOD h oe.llo4 tor. ~ro tho.O tho uaual ox­

udnati.., IUI4 ... dlt bJ tbo 1'rouW"Y 1o DOe4od. It ..,... oloor -t 

1r t ox OTtdoc and tox uolclo=o ..., bo proooptly otoppod t~ 

h&hlat10D ud ro,;ulat1Qft8 ro.ultiD.s, tr<a e. apeoW 1D-.o1tlpt1oa 

a TOry l ar,o portion ot tho detiolonoy 1n ronD\110• will bo roatored. 

to tho Trea .ury. 
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,.I berow1th fttn:monte ecne or tb., ortnctpsl 1\eytce' nDW boSns eo. 

pl,;,yt"d. b)' ~6XpSftl"'l with i l1"--:0 taC~I for .. be r'l\l)OM Ot dttaat1n.& tbt 

tnc~u1~ te::oc •h•ch 1.0\tld no'MIIIll7 bo peytlhle by tJem. Aa wo conttnue our 

, rell'Al.DL7 en::db~tion , otber dtTlcoa are beln£. d.tacloaod . 

"1. The dov1eo or evading hxoe by eet\.lft& t1p tor"tlan poraonel 

r.oi.! 1DG corporA tiona 1D ti'.e Be!lL:ne , l-t tett.:l, •iwtou.Dd.lond, 

oM o ·t lllt' plt~C$S wte!'O t<l.10I 8.1~ !.ow t.t,1 co wratic'll¥l"s lax. 

•:.oa:-lcnaa ba• e r or"214 " eucn ~ 11.:1 !..! tLe 1.-&h.r:naa alone 1n 

19~5 on4 1?30 , ~n4 22 m:c-o w1..1 orrwnl'lod by A.a.Jrlcan.s 1t1 the Bah~a 

4ur1DJ tbe pa.st two mor~ntJ. I-a..~DJan 6,.,_ Nwtou..nalaui &etw to be e\•1'\n 

moro tert1lt t erritory et.nce ta.J1r corpo~-tion ltr'"ta c6ll:1t it rore cH.ttt­

oult. to &ft,ertftl n who t.bo act.ual •~··u:ldlolde:a c.ro . aoreo•er , tbo a tock­

bold~ ra bf\ve resorted \oo Ull ID!ll.Der w' d.oYicea to nravont th• ocquloition 

or tz.. .. onut.ton nprdlta.s tbtlr COC'!C)(':al•• · 'Iba C!0:1)&."11es 8.:'9 treq•a.>!ltlY 

crg'l.tl1~od th.roush torelgn lowyera, t1.th dt~ incorpoM.tors e.nd du;,;q • 

dlr-.;~:t..,ra , ,., t~et. t.h:~ no.o(:S c.r the r ll41. partie.:> 1n inttn"eat do Mt 

wJ',CGr"-. 

•One :.:De:rtct.a. eSt t&c with a ~.000,000 Be.he..w.a oorporutlon bt\e 

4)-ptlll .. 'l'ltly ett~tod to ;>HVJll't. t.be &lr~L: ot Dlt.o mal Revea\:0 troa 

cutch1ng uP with h'W by t iline b ta indh-tdual tnx returo.e in aucce1a1ve 

7era :'ro:tt towna 1n N .. tw B.nm•tclt, Brtt.1ah Coltmbto, an4 1a:w.tea. 

•Another tn~ 1vi4u~l boltcvea thot he han buen eo auceooarul in r&• 

:aortec !:lie aaaet:a t:oa t.ho U"11tocl St..ot•a to the Peheose that ho 11 4oty­

lng the Truoaury to collect o t~ upon a $250,000 rea ha haa reeahed; 

o:-d by ..-ay or Jnc:ult, he baa ottoi=Od to compro:~.too hto fldmittod to.x 

lta~tli~y or ~.ooo tor pr.1t yaara by a ~nt or tl?OO. 

•Stnl ant'tb('lr 1nt\1v1<\uo.l sbcr.nJd & l ftrAe n"t loss on bin pcr~~enal 

n,t tL""D far 19!\6 . In eonstt!lerttble 1)6rt , tho less waa dut to tbe l&""~o 

dt'duet.ton ho clalMs t or tntorost: on o loan Mlde t.o bta 'bY hto ~reo1.al 

boldina c:xr:pany . But the f".An 111 quoatton Jtt no ob,1oot of' chr\rity, tor 

h~s peraonnl hold tng CO!':P4nJ , ort"an1Z.ed in C&ne.d~S, bt.d a.n i ncome o t 

over ;,l,SOO,OOO trol!l AMJrtca.n d ivtd.eoda t.:a la:-6 , t:bo~ tt hal ttot 7et 

t Ued a r etl.lm • 

~orbOpa tho OOit f l agrant Cite of t nta ChUrGCtOr 11 thftt Of D ~ 

tlred A:llerlce.n "r.DY otttcor \11th o l4r(to i DCCII!ID from ve.l.W\ble klertc,...n 

aoeu.r1t:1ea wbicb bo do.llr4a &.o tell lit 4 vo.ry l.a.rge pror u .. To ea..:epo 

our hcorno nrul tnher t t o.nee t QX laws, ha u.aod the 4e.-tc~ ot bveo:21na o 

naturc.U.;od Ce.oll4lan cttl.zon , o.M atx days lut.cr orto!'l&ocl four Bu.h:.mott 

c.orporat ton a t o bold bla a oeurlt:tea. Ho ld. bl• l_,.ra e:ppt.re!l;t \f th lak 

t ha t bo ce now sell hh aoourlt iea t'r&ft tl"'Cl on,y tuea on bta prof its, 

alne.e t.!leN are DO incOIQO tuea iD the 8ah4maa , on4 thut he hna o<lrottly 

oaeopod American taxoa. 

~2. 'ftto dnice ot foHilpl tnaurance CO!!!pODioa. 

"Two !tuw York t..uaw.·nnco ogonta ho•o oauoecl the orpntzoUon or 1D­

aurqeo Co::prlnioa in the Bah....,_a with a Tin to eno.blln& tcxp.o.yoxa to 

aocuro apurtoua deductions tor tntereat tbrou.sh aa tn&onloua Kh..., !'or 

tb.e taau.nnce ot Uta i nsurance poltcioa. Amaricune wbo want 1J110o the 

oc- purported to pay a l&rg6 •lllal• p1'81liw tor tholl' polloles, but 

lmodtotoly borrowod back pra.ct1cal.l7 t be on:tlre INC• lb!er the ;pUB the 

10- ca llod policJhol.dora .,ugb.t t o obtalD a largo 4educt1oD tor interest O'l 

\b.ta loan, altboU&b the taot •• \b:lt: • tnternt. na roallY peid. Br tb1a 

ID08Jll r t.-o pro11tuont Amortcn.ne eoU8bt t o en4o noa.rl1" ~ ,000 1JI lncoal , 

tttea lD tho )'OUa 1932 to 1936. Tbla trau4 wu dtscov-orecl b7 t ho 't're~•urr .... 

ln.-e.tl.ptora GD4 oll ot tho taxp4l1Cra hUo now 1Ubaltto4 otturs t.o par the 

tull fti:!Owtt or ttuoa ova4t~d , pl1.a1 1ntoro.-t . Untll our ~:::"'~fe! 1~~~~1&...1 
~lotod • o 4o uot: know how mr.ny at=ll..nr oo=:wm oe na.r .... h"' 

1a. other countrlta «nd u't.Uhed b7 ou.:r ctUaens· DOr do wo yet mow •~-•&. 

tbie newly tn• oDt;;d type ot tra\d hal nt ber ;;;;i/tc"'\tlQu. 
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•3. Tbe derlce ot daae3tlc pereona.l. hol41ft£ CC!!!I?!Di•• 

•tte ratea ot taz app11eable to peraoo.al boldlDS c~lllea were ~ 
d\lco4 1a 19~ at tho tir<o of the OD>CbtD~ Of the u.a41otr1bu<e4 prot1tl 
tax. It wua belie•e4 at tb~t time that the eombtGed r etea ot the two 
taxe~ would be outttciont ~ iosure the 41atribution or the OAttr. iDcomee 
or tbeao o~.:~.nioe, and the coD..sequent lapoJttion ot aurtaxe:J u;on their 
owoore. Tbil ~octetto~ haS not bean robli~td. 

"Thul, tho l ingle etockboldcr ot one larRO pcrsonnl holding c~eny 
aavod b!maolt $32£,000 by causing bia c~ony to diatributo nono ot ita 
iDCOl"!ll to him. 

•tn aoother caae , e tallD and h!a wife •••oct (.791,000 througb the use or 
peraonal bol41n& eotl;)&lliea in 1936. 

94 

"'In a third cue, the personal holdtnp COI:I!PC7 reported OT&r $500,000 
or nat 1oc0101e but tbe total taxas paid by the t-.o atockboldera, bu.eba.D4 3.n4 
wtre, were lNa tb.a:a $60,:)()(), due pr1DC1pal.l1 to or-Uta tor ~ta oo i:z... 

dobt-'noaa tho holding e~ prudectly h.eurred l ,a acc\l.lillr.llA.t1.DC pro;e.rtie-s 
tor l tl OWDPrt. lt tbe personal holdln& C<c.)all1 h'l4 D~n been 1D uiete.DCe, 
tbe atoc.tboldere 110Uld ba.Ye pc.id OTer t200,000 add1UODal t.z:acc=e taxes. 

•Another ta•ortte device 1s to orgaD17'A a coulderehle ml:llb•r ot personal 
oold1a.& co~anies , :10t only tor the aalco ot reducica t te tax, bu.t ot 1n­
cre.ao1z:ao tbe rr.tt.eu.ry' s dl.t1"icult1ea in au41tln& tn.DeooUona between c~ 
pulot. At laat accounts o·ne m.'1 hod ctuaed to be aot up toc:ae 96 co=puioa 
•cetcorod all OYer eobc country. 1Wo other 1Dd1'1'1dualt ••ro utlllzins 23 
pereooal holding companies. 

"4. The doYice pt incorporating zachta an4 country oatatos 

·~y wealthy taxpayers today aro dodging tho OXPreaa proY1a1ona ot 
the lew denying deductions tor poraonal eXPonses bl incorporat1DS tbeir 
yacbta or tbo1r country ostatoa, turning over to tho yacht or to tbo 
eatate accuritiea y1eld1ng en 1acomo juat euttioioat to p~ the Hntire 
QPtnaoa ot oporn.tion. B\.tnd.reds ot tbou..af.I.Dda ot doll.Jua ta tneooe taxes 
are o.nnu..U., o.Yo160d 1D this 'W:l7· 

•'ftaua, one a.a'• yacbt i s OWDtd. br hie pereoa.al bol41DC COIIIIIP&D7. 
e.lo·na wt tb throe auuon dollars 1D aecu.r1 t.iee. Ro rozau tbe yaebt trca 
hie COIIIP&D1 tor & au= rar leas t.ha.n cbo coat 011lpkee;, aDd the C-C:qJa.QJ 

u.s" Ua tacaoe tro:1 t ho aecurtties to PQ' the •a&., ot tbe capt.ta and 
crew, the o:rpouoa of opore.ting the )'a.Cht, &Dd an an.nu.al deprec1at10D 
&llOWIIDCa. Nona or these itEDS would be 4ed.uct1blo tr th11 iD41rt4ual 
Otmeci Coho racht pereoDQ.Uy. 

•,\ 8r68t DIIUl)" wealtb7 taxp"Yerll are Utilizin& l'l lillilar &rrt.DS~nt 
tor tbo operation or their couatry pl~coa aDd town bouaea. 

"One u.n hall plocOd bia tive million dollar oHy reetdeaco in •uch 
a corporation; aaothor ~\o racing etablo wbooe loaao1 last year wore 
noa~l¥ 8200.000. Tho tax savings he thus ~t to obtoio throuah tbo 
uae ot the holding co~ were $14:0,000. 

• ano wMl tbr wot:Jl:l bae il!!proved on tba sonorU pla.n ot c'fuion by 
oeuat D6 ber poreorU b.oU.izt,g ceq>~, •bleb owne ho.r cO'.mtry placo, to 
Oll;)luy hor lNab&.Dd. at • hl&.r." to -~• 40. t. Sba o&.D tbaraby supply h1.m 
Wi t!l p.-ck:Jt :.on.ey, ~ 1n ctt'c;ct clCll.U a tax 4o4uctlon tor t.b~;~ IJ;pellSG 
~t .l" 1>h1n1£8 h1a. 

~yare a:o c~"'k.:.D& a;roatly to retuco 'th 1 r pcreoa&l 1nc<ce t.uea 
bf cla1:s1r.,. dtduc:1eu tlr tnt"«• st· o:D low:a to tb<.a by tbl1r pereonal 
bol4-ta,o co:~;,;;a.n.1e3, or on loans to t~ by tbdr t&:d-11 truau. 1'beae 
tf"&D.N.oUona AOnal.l.7 b:q uo bustneaa purpoae , but ore IIONlT u c.rtl­
ttctal m.MAJ ot ob1tt1Da tnec:ae trca o.ao allbor ot tbe taa.ll.y eubjGct to 
hi&b aurtax ratea to &DOthor mecbor ot tho t&Cdl7 tubJect to lower r3tea. 

• 
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1'1'bua, one WOIIWUl claiat a lar.ce annual deduction for lntenet on a 
loan made to her by her husband at truetee of a t~1t which abe created 

for their children. '!'he mother t.hetreby eeoka to t&C\U"'I a deduotlon tor 

her contributlon to the children'• .upport, a.n4 atnce tho tnl.lt h ro• o­

cablt b7 her hua~, ~ parenta attll ba•e the dotlred control over ~ 
propert1 4L~ itt incooo. 

"In tho tMIO eo.togory o.ro louot de due tad by t&XJ)fllert wbo clAim that 

their racine etablot or hobby f&nDa ftre operated tor profit , oven thau.&:h 

a profit is nover roa.Uttd. Tbu.e , a prcalnent manutacturer Heka A d.educ­

Uon of oYOr $1~,000 q;e.lntt hla lftCOIM trca hh lruatnett, on ac:cOWlt of 

h1a lones in oporaunc a chicken tar.. 

•&. Tho dovico of tho oroation ot multiple truats tor rolatlvet 

and dopoM!z!C!ctL..------------

•Sputt.tnc lnccoa c.wo w&.)'a, between hu.sb&nd. and wtfo , rodu.cea ln­

coeo ta.xos a.'ld. loana tho ftall.J' lnco.t intact.. Splitting tbo fam.ll7 

income ~ •A¥• by ooaot of Q&QY truatt, all for the lOCO bonoflclarioe , 
ClAY offoet o much greater lAYing , whilo l~aving tho monoy actual}¥ in the 

,_. banda. l or tho creator of the truet often contt1tutot hillltolf or 

hit •1fe as t.ruatoe, and tlma rata1na full control over tbo in•oatmont 

and 41qos1tlon of the fund Haelf an4 o! itt inc~. 

•One thrtft.y taxptq4r baa formed 64 tru.tts for th.u boneflt of tou:r 
mombort of hit 1muod1ato family, and thorooy clairoa to t~vc aAVOd thom 

o•or $485, 000 in ono year 1ft t.axoa. 

ss 

•Another thrU't.7 pair ha•o contt.ltutod 40 tl"Uat.l for tbotr relatl• oa , 

and. a prominent laoqor and. h1a wif'e ut.Uho 16 truatt for t.be e11110 pu.rpoee. 

Tho tlrat pair malntalnt n'WDborod bro'koroco accountt, and onl1 at the ond 

of tho year aro tbo bonotlol.al ownora 1dont.1tiod. In thlt wo,y lnnumcrnblo 

tran.actlout aro carri ed on, ofteu botwoen accounte, which do not actuall)t 

a!foct tho bonetlciel lDtt r ottt of t.bolr cnrn.crt, but which aro dotl.ped 

tolel.T to reduce tax UabiUty. 

"?. fh9 4oy1co o! hu,t)Umd and !'ito or fa thor &nd chlldfgn wtneraN.pe 

•Tho purpoae ot tbeao partnor&bipt , like ~ multiple tru.ta, it to 

.plit ~ faoll1 lnooce artlftclallr into two parte: or, if the cbdl4ren 

a.ro \.akou in , into ttlll -=allor !ractlor.. 

•'l'hcro aro uey 1nata.nc.oa of thia kind; but to llluttrAto t.bo point , 

it lt IUffioiont \o cite tho CAIO of a New York brokorago firm which l4tO 

ln 1935 adm!tto4 into pertnorthip tho tour minor ~lldron, two boya and 

two &lrb, of one of the putnors. !'be tax t3rln& be tcru&ht thorob7 1n 

1936 amountod to O'f'Or $50,000. 

•e. Tbt doylce of pepalon t ruate. 

1 1or 10 11&rt the r..enaa actt ._.o aoulht to oncour-co poneton 

trQ.ttt for aco4 ...,lcq901 b, proT141Dc corporation• with • ~ctal de-

4uc.Uon on ACCO'Wit o.t contrlbuUoDt tbo:roto, an4 o~Unc lbt truat it­

toll from tcu:. Rocontl,y th1a uomptlon bat beon t'lflatucl into a IIO&lll of 

tax &?o14Puco by ~ croatlon ot ponalon truett which include nt bonefl­

clarioa only wmall graupa of otficert o.n4 diroot.ort who a.ra in tho h1&h 
inoome 'braclccte . In thia fubion hJ4b Nlarl od offlcora to.ck to provide 

t~hca with pneroua rottrl.nc allowoncea, wbtle at t.bo .-. Umo tho 

corporatlou clAJat a decto.cUoD thoro! or • in t.bo bopo that tbo tan4 -.:r 
acC\DUl&t·• 1ncocat hoo frc:. tu.. 

1 Tb.le, ln ono case $43, 000 ta 4M\1All7 approprlatod by tho corporation 

t o a poDtion t.ruJt for t.M bonotit ot ita two chief ownert. Ono o! tho 

CO•OWCJ"O rill retlre at tho - of 65 rith a IIOiftlilJ' poDOicm Of fln5, 
a114 tho othor rill roU..., at 60 rit.ll a 110n\hl;r pondon of U4a&, 
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"Theae eilbt type• ot tax a•oidance are autrtotent to thow that there 
ia & woll-defineO purpote and practice on tho part ot •~• taxpayer• to 
defeat the int~nt or Con&r••• to tax incomes in accordance •ith ability 
to pay. ln aoce o~t.~ea, the 8ur·eau of IDtornal Revenue under oahtin&. 
hw ot.ll eatablhh 1 lhbillty or todeed fl'OCeed on the t r ound or f'raud; 
but. -..zl'l of t..~e.se eaut tall in. the oat.vt;ot)' or a. lo&-.1 thou"' hichly 
S..Ora l a•oidtmee ot tho int~t. of ttte t... It ae-.., therefore, th.a.t 

le,tela~lon should be paaae4 at tble ••••too or ~he Concr••• io order 
to tl~te these loophole• .nJoh o~r prelia1Dar,r tc9ttt1&at1oc hat 
pro•tdt and that aa a r otult ot the further 1D9tltil&tion thia •~r 
&Del aut~ the nert. .... too or Ulo Couvea.: ehould tlnally oto .. a.QJ 

further loopholes which ~ be dlaco•ered . 

• • • 
"ln addition to those oattl of moral fraud, thoro &rt throe other 

major inatanees in whioh tho ltw 1taclf po~lta individual• and oorpora­
tiona to avoid their equitable ahare or tho tax bur den. 

•1 . P~rcentage depl.tioD 

•Thia i s per haps the ~•t 'lartft& loophole in our present revenue 
lur. S1Dce 1~8 hr&e oll &ad alntnG corp;,rations !\a•e ~en ezrt.itled. to 
dMuot troa 6 t.cS 27l percent of tb.olr r;roa.s ir.eo.,. u -.n t.llo-..aco tor 
the depletiCtl o! thdr a!nea or qlla, and the d.eduotion N\1 be t aken 
t'f'tD thou&h the coat ot t.ho property ha.a been eo&{htel) rooo.-erod. 
1'hua. ln 193b .. one :llinitlc ooarany deducted Dearly I :S •illioa I.I.Dd.er th.h 
provision, although it had already completely r eco•ered the coat ot ita 
property. The a=ount or tho deduction was a ahoor &itt fro• the United 
Statoa to thie taxpayer and itl atookholdert, .nd the rovonue th~t wo 
loat ther eby was $&18. 000 , Simil&r ~nual lostel ot revenue in the 
case• or a few other typical oo~panlea are $584,000, t 567 ,000; t &t2,000; 
1272, 000• t 2b7,000; • 202,0001 and t l62 .. ooo. ?he eat~ated annual loss 
or revenue due to this aouroo alone ia about $76,000,000. 1 reoommended 
in 1133 that this pro•taton be o11a1n•te4 but nothln& w.1 done at that 
tlao, and it has ainoe r-.J.DK UDCbe.nged.. 

-z . the divia1~n of tnco~ botwoeD husband and wtto in the 8 
eo=munitz proporty a t atea 

'Thia ia another major oauao of revenue loti. whtoh 11 UQjustltiablo 
beoauae obtained at the expenat or taxp~ors in t he • o atatea Which 4o 
not ha•e community pro~rty lawe. A New York r e1ident with a aaJary ot 
1100,000 p~a about $~2. b25 Yedoral inoomo tax, a Cal i fornian with the 
•~• aalary ~y ocuto one halt to bo r eported by his wtro and tho Federal 
inoome tuoa payable by the two will be only $18,t:i26 . 1'ho total lou of 
r.-onue due to this unjuat ltiabla dlaort.inatlon &&&inat the resident• 
or 40 atatea :ouna into the aUllon• . 

•n. 18~ &ct eliai.M~od the r.-qul.r.-mt tht.t a 1\0D•rolid.ot &liea .. 
(without thllted States oflioo or bu.aluas) abould tlle • ret.umJ tlxed 
t ho withhol41nt rate tor tndlv1dualo at 10 poroent1 and tro~ the noD· 
r11ldent alleo tra• tu:a ticm on Aaerlcan ce.pital &ains. Slooe the total 
Poderel t~ upon a o1t1&en or r etldent .mount• to 10 peroect ot hia total 
net tnoo~ at about 026,000, (in t he caee or a n&rried individual with 
no dependents) , tho withholdinG rate hal proved in pnotloe to be too low 
•• applied to wealthy non-reeidtnt alien 1nd1vtduala. thoro are a number 
ot caaes or non-rea14ont a l1ona • 1th lar&• ~oae• tro• ~erioao tru•ts 
or .tth lar&• Aaerlo&n 1n~••tmenta Whole taxe1 h••• bton out to one- third 
or one-N.tt.h of whu t.l\ey pa.td ~cSer the prior &et. 

• 
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• ntu.a, ODO k:torlc.an ....ua ..-ho •rr1o4 CA £D&Uala\rl had. tll .1.J).. 

ocmo trooa tala oOUJ'Itry in 19:J5 ot n.:e.rly $300, 000. Uor tax tor 19M 
will, thorotoro, bo apprcxrlmat.ol:y C:SO, OOO "' "'a.ia.at error Qtso. ooo 
undor tho prior law. 

"Anothor Amari eM WOC'l8.D lfho arriod a PronohmAD h&o an 1n041!10 
of ovor Cl&o, 000 from .Aoorican truatt, on which eho pAid a tax ot 
about 0551 000 1n 1935, Hor tax h r oduocd to about Cl&, ooo by tho 
19SG law, Altho~~&h tho tightening ot tho withholding provioiono 
in 19~6 111.11 tend to 1naUl"o moro rownuo trom non- roddont aliena 
in tho lower lnoca:t braclccte, tho proaont taxinc, prorldone aro 
not uthfaotory o.a applied to non- rodd&nt diona with inoamoa iD 

tho h!ehor 'brackets, 

• • • 
• The problc= or tax •YOlduoo 11 not Dt"W. Tho Co~rcaa do"rotcd 

putloular attontloD to it in 1935 aDd 19:14, and ~7 lo,hlatlon 
ot tooti-.ol.y put a atop to ~ ,.,.al'WO dnicoe dhcovorc:d them u 
Jow.Ti.Dc 'booll lzL u.so. !be prao:t1coa outl1Dod aboTO ou and abould bo 

.topped in tho '"""' omy. 

• Ih oo-aoludon, I han two oba<rnationa to m.l.o from the 
o•tdonoo b<lfoMJ 1:10. In tho tlrrl platte, tho) inat"\noos I havo £1VOD 
llbovo aro diaolosod by a quick ohook ot oompu-~t1voly row individual 
roWnaa. At l ha.TO add befor e .. moat ot tho lGr&ll oorpora.tiou re­
turn• toaTO not yet boon rUod. Tho oonor&l audit ot 1936 returns is 
juot boslnnlnt• lfovortholoao, it io lllcoly th.,t tl.o cooca I hAvo 
41soetod abovo aro symptomatic or a la.rso n\~or or othora .. which 
will bo dlaoloaod by tho uauel oa.roful audit. 

•rn tho aoooDd plc.oo, tho ordlnory aala.rlod mo.n and t.ho small 
ncroho.nt dooc Dot resort to thoao or daUQr do"rioct . Tho &roo.t 
bulk or our s .. soo, ooo r<~turna IU"' honoatly N.do. l..o&t.lhod. 
avotd&Aoo or evasion by thO ao-oall~d loa~ra ot tho bus1noss 
o011D.U\ity 1a not only ecoorc.lh~ to tho I"'TTJNOt ; it 1a dc::aoNt.lit.­
inc to thoso 11\o pn.otioo it a.a well . tt thron M additional bu.r­

dcm ot taxation upon tho otbo:r :.embor a or tho o~ty who are 
lou ablo to boar it, <=I -.ho oro alro&dy ohoorl'•ll7 bo&rl.Dc -ir 
t&ir ahl.rc . tOO wccoss or our J"O"'t'C:NO ayatc::. "'~nd.c cq.a.olly upon 
flair &4111n1atrotic= by tbo fro-llcu.ry .. an4 upon o,_,totcly honest 
roturna by tho t&xpa;yor. 

• 'l'ho d.holosurca c.ro ao serious that I rcoQD:IOnd that au:thority 
bo ~iTOD to tho froa..s-.uy Do~nt with e f.doqua to a.ppropriation 
in ord.or that a cqloto and i=lcdl&to in'I'Oa-tl,tc.tlon f114Y bo oon..­
duotod. tho cor;st or woh o.n invoettcatlon w11l bo roturnod. .zq 
tS..Oe O'¥'or to the t r oa wry ot tho United St&Ut . 

•ra ithtutl,y, 

• 1a:mtY NOROE!lTJ-lAlJ, JR." 

"tho Prot1dcnt., 
Tho Wh1to HouDO. " 

A tooling ot ~tion oo roo41J>c thh lottor will, I 
.. oonttd.ont .. bo )'OUTs .. u it •• DiftO. 

ln'c.t tbo tc.ota sot tbrth WGD t.o • h thAt wo haw reach04 
IIDOthor -.Jor dittloult)' in the • inte.oanoo or tho nor.oal proccueo 
ot our Oovon:.:nt . 1Jo arc try1nc. Mrd:tr than nor botont to r·dlcn 
IW'torLDc aDd - . to protoot tho ...,lilt, to Ollrb anrloo, to prnc:rt 
~ a.a-1 4oprou1ona - and to balanot tho 'bvdcot. TuatiOD 
DOoo .. uy to t.boac oncb i.e tho t ound&tion ot aOUDd COTO-n.mrtal 
ti:nanoo. WhoD ovr lc~:ithlat.o r .. wnuoa IU"' a ttaok:tdt tho wholo 
atrv.otu.ro ot ou.r GOTcJ"'IIQa..-nt it c.tto.oUd. • ctOTOr littlt aot.-ca• 
a.ro not adai rable Wc:t they undermi:co tho tou:ld&tioa.. or aoo1oty. 

• 
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1'be tb:r-M poMt braaobu or tbl: Go'Yer..nt baft • joint eceoens 
lD thia c1 t\aatloo. rt.rat, tt ta "~ 4ut7 or t~ Coacreu to re.;wa 
De• loopholes d.e'f lM-4 bJ' &tt.orD..,a tar cltanta wtll1DC c.o take an UD• 
atbioa.l edn.:o~ or eootetJ aDd their ow Gon~t:. secccd, 1 t ta 
tba 4utr or the Exeoutlft b~ch or tbe CoTe~Dt ~ oolleot taaee, 
to tnn atf.«&ta tully all queatlonable CNII, to pro .. oute • hero Wl"'D& 
h.u been done, and to Mko reca:r..ndattona tor oloaiftC loopholes . 
Thi.rd, H ta tho dut)' or tbl Courte to at•• tull oon.lldoretiOD to the 
intent ot tbe Ooacrt•• in paaaln& ta.x u .. and to aha tull oonaidere~ 
tion to ell ••tdonce wbiob pointe to t.n objoou" ot naatcm on the 
po.rt ot the toxpoyor. 

Very cletiJlit-et,·, t he iN,_ ilrle41atllJ' betore ua 11 the alngle 
one rel&tl.nB to t l» enelOD or 1J:neth1eal • • o14aaoe or exiatiD&: 1 ... 
'nlot ahoul4 bo kapt oloorl)' ill II1D4 by t ho c....,.. .. on4 the public • 
.UZ.oo!J' ettorto to botoc tbia 110\10 appear. J.lrM41 ontolA ana­
paper publlahva are ... kin& to aaJte t t appear ...... nret, that 1t aa 
lD4hidtal can de• S..e UM.D'tlctpe.ted mtboda to • • old taxea 11blcb the 
CoDgreaa intended hiJI to pay, be 11 doina notbtnc UDpatrlottc or un­
ethical; ,end, eocond, tbat bocaUH certat.n lndlYiduala do not e pprOTO 
ot hi~~ income tax brecketc, or tho und latrlbuttd oarn1~ tax, or the 
capital gains tax, tho tlrat duty ot the con~oaa ahould bo the repeal 
or reduction or tbooe te.xoo . In other worda, not one but ma.ny red 
herring& are 1n proparatton . 

But 1 t aeeme to DO thot tbi first duty or th• Coagreu ta to em­
power the GoTo:rnJ:JOnt. to atop tboaG"'eY'ii praotlctt, an4 that legis­
lation to thla md tbou.ld oot b6 eontue<l wttb lecial.&tloo to rntae 
u.x eebedul.ea. 'rba\ 1e a • bolly dlttere.at ad»jtn. 

In rop.rd t.o \ba\ aubject, I ha'to a.lr..a.dy a.-at.-4 to the eon­
srees that at thia "••ton t bttro 1bould be .a.o new tazoa aod DO cbAJ:lpa 
ot rotea. .An4 I he•o 1ft41cated to th" Cona;roae that the Treasury wtU 
be preparod by noxt Novocbor to praeent to tbe f'pproprlate ccmQ!tteea 
information on the biola or which t ho Consr••• may, it it chooaoa, 
undortake revle i ono ot tho tox structure . 

Tbe l ong-tam probloCI ot tox policy te wholly aopar.oto tHm tbl 
tl!D8dleto problJJm of aJ,..artna owaton c.nd e.•otd.o.nce of extaung l.c.w. 

In th1a i.D»41ate proble:o tbe deceac.r or '-r1oa.a morals ia 1D­
•ol•e4 ~ 

The e:mapl• of eucMaatul tax dod&i.D&: by o ataort ty ot .. ry r1 eb 
in.dt•idtD.l.e b:reed.a e ttorta by other people to 4~ otber ln. e.a wll 
•• tax le••· 

I t 1e fll.ao a mattt:r ot deep recret. to blow tbat lt\wyera or high 
atandtng ot tho Bnr not only bnvo r.dvt ae4 nnd nro odYie ing their 
oltonte to uttlt~o tox n•otdonc~ d6V 1a~a, but nre notlvoly ueins 
tbeeo dovtaee 1n thet.r own pOraonnl of'tntre. We honr too orten trom 
lcwyer e, ca wt .ll t,ll trOll tboli" clionta, ~be eont1»011t "It 11 oll ri&ht 
to do tt it you ccn c•t ·~ vtth tt .• 

I aa conttlent t:bt.t the Coagreaa will wieb t:o eaoot legielat:tcm 
ct tbia eeeeto:a. apecUtoaUy G.D4 excluahel.y flt-.4 at mnld..n& the 
PNaoat '&4X atrwture o.ralcm-proor. 

I oa COQrtdent nl8o th.c.t tbe Coo&r••• 'ldll at•• to t.he ~ 
o.ll cutbort ~ aeceeacry to oJ;pand und <r>m:plut.e tbo Jll"launt JU"Ol.i..m1.DU'Y 
1neattgeUon, 1.nolu41na,, or courao. tull outhorlty to atn11011 witDn .. e 
ftn4 Compel tbelr toetialoll)'. Tbe rc:ntf1CetiOA8 O.Od the IOOSJ"8phicft.l 
aoope or c oomplote 1n• oet1sctton IIIlO tt mcoae.uy to uUliZM ftftry 
power ot Oovornmont wb1oh onn contrtbuto to the ond de etrod. . 

'1111 1llll'lZ - . 

T1.m0 1, 193?. 
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pu\e., w .,aa,ooo,ooo • of tau,._., 

fbe ._. .. alM edW a prorid• e~orhl.., \be Prod rloa\ \o 

ron- \o \M ,..._.1 • •r1•c7 Ad.nillt.ratl• ot MUo llfttlo 011\ ot 
\be tl,42s,ooo,ooo ...,. -· .. , .. after O.C.Cer 28, 1934, ·- "" ord.r 
of .... Pneidoat u~ .. \raaofvrod \o ...... uot jdalal.U.\lao 
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!bio ,.rortaiCG la aot a:>D<1ator;, but lf you euroiae tllio aut.llor1\7 
1\ 1101114 ro4•e tbe rollof &fP"pr1aU• by appro~~ p,a,aaa,ooo. 
PraoU~ tba n• proridoo ,., 1a len yea"' ' ... uet bW Ud Ule 
Pltollo l!orlte Ad:ainiatra\1011 r0<1eiYed tro. that appropr1at1oc an;roaia~ 

t447,000,000, wUell oute~ h • ren-ttoo of u:t-.,. \ella,.._ 

tu.\ ozs ·••U• frier \o \be pe--.o of tba\ ao\ , 
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lillll'al ll.ooVUloa\1• 11U bu \loooaLe • l.&o, 11bioh addo oxpaA¢1\~~n 
odlaoriaU• ot t50,0001000 tw tbo t1aoal year 19)7, It 1a probal>lo 

tu.\ allot \laU will ....... ,.- 1a ''-' 7081"• 

rleocl C.~ JUl, QO'tl 1a c0Ater-o1 al&tborboe &II appropr1a ~10A of 

t50,ooo,ooo. !llb o1U pl'Okb!T be llold \o t:~s,aoo,aoo. 

rleoclllal1ot "--• a'tltborlNCl \o be M4o by tile BJC, eeUaato4 a\ 
t!IO,aaa,ooo. 
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IC'Ml!UI!ftJII at !Ill D.f.T 11 .&eriTlfiD 

.rue l, 1937 

To: Secretary Morgenthau 

J'ro:al llr. ""-1 u 

1. The Pretident 1a •e••ace on tax aYation 

Mr. Doughten ....,t onr the draft ot the Joint ruolution 'IIIIich n 

pr epared SaturdaT afternoon &D4 had no eugceetione to make. Ke ~11d 

to introduce it in the Bouoe ao ooon ae the President'• ••••age had been 

raad. Mr. L. B. Parker cue into the eonterenee at "lY requ .. t &D4 wao 

entirely eooperatiYe in the .attar. 

~. Parker and I then called upon Senator B&rrieon. The Senator 

expreaeed the tear that the reaolution would be obJected tc on the sroundt , 

tirat, that it wuparaeded the Waye &1>4 lleane Coll:ll. Uee, the J'inance 

CoDDittee, &D4 the Joint Coccdttee on Internal ReYenue taxation, and 

eeeond, that it delegated t oo 8UCh power to the Treaeury Depart .. nt. We 

pointed out t o t he Senator that any legialation recommended by the new 

eollll:littee would be reported to Co1141J'eae by that eo.aittee , &D4 that p....­

oumably the bill• enbodying the legiolation would be referred to the lra71 

&D4 Ileana Co:ai ttee and l inanee Colmi ttee i n the ordin&r')' couroe. fba 

Senator then eaid that he thought that the committee should make ite 

!i!ID.l report h"'ediately after the open.ine of the next ae11 ion ot Coner .. • 

&D4 that i t lhould not be a pen:aanent coal. ttee. I consented to thh 

time limit on the authority ot the coamittee, eince it is~ underetan41nc 

the coDmitteo io expected to do i tt work during the summer. Senator 

Rarrioon then aaked uo t o help hia in preparing a otatenent tor the Preoo, 

II.Dd proaioed to introduce the Joint resolution iamediately after the .. ,uc­
wu ro.a4. 

!oth Mr. Dougbton and Senator Karriton at~ted that a proYioion tor 

an appropr iation lhould not be Dade in the Joint ruolution, dnce it would 

be eubJect to a point of ord.er at leaet in t he Bouae. Mr. J)oucbton eaid 

that he would be Clad to oee the lpeaker and tha Cha1r.an ot tha Jppro­

priationo Co..tttee about the introduction ot a bill tor a euitable QPP1'0-

pr1at1on. Senator Barrhon objected otronely to any appropriation t o the 

'l'reaeury, urging that tho freaeury lhould uu t he 110ney 1t llOW bae and than 

aelc tor a detich.nq t~J>propr1at1on. 

AI you lcllOw, the Joint reoolution paaaed the Senate thio afterllOon 

with three olicht uendDIDtll (1) lrlan41ng the hra ot the new eoDDitt" 

to lebruary 1, 1931: (2) autboridng tha coal.ttee to coneider -~ ot 

naeion and awidanoe other than thoee •ntioned b7 the lreeid.,.t; and (J) 

proYiding tor eix -bero troa each Bouee, inetea4 ot tlY•· Mr. Douptca'o 

reaolution ,... raferred to the 1u1 .. Coal.tt": 'IN.t he call ed .. d the 

o'clock tc 1&1 that he would aak llll&ll1.oue coneant to paae the Senate 
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r.,.o1uUoa tbh 81'\-oa. Otllemee the neo1uUoa will '111 reporh4 
to \be llouao 117 the llalee a-t"" t-1'1'01r· 

2. 1!1e1oa ot go1ee \f!!l 

l02 

!be Wqe aa4 11 .. .,, Oo..tttee will \al<e "'I Ill'. Jloacbtoa1e reeo1uUoa 
to.,l'l'ow liOI'D111C at 101,30. I •111 uraap to 111 pr .. ent aa4 41801181 
tho r eeoluUoa with the Oo..tttoo ia exoeuUYo 1111ioa. 

3• Soal'4 of !u: 4Dptel1 rulH 

!be oeorot..,. ot the .Joint Oo-.1 tho of the Joar4 an4 of the General 
Ooun11l 11 off leo lllfOl'lll •• that the Joar4 ••llore ot the Oo.-1 till 
thlllk tbolr rul11 &1'1 perfect at pr.,.oat an4 aro qvJ.h 1moooporatl'l'o. I 
t old hla t o work with the -bor• ot tho Co-.ltill troa \be Oeura1 
Coanael 1 • ott leo &114 prepare a eatletactol')' procr .. tor chanco• ln the 
pre11nt proco4ure. I will th., Uecu11 the euliJeet turthll' with the 
ebal...., ot the Joard aad "" whether n eiUIDOt torco 10 .. action. 
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TREASURY DEPARTMENT 

l'or 7<»r illtor-.tion -

... 7aur attention called to tile folloorinC ...-rita ot &nator 

llc:Xal.l.er OD tile fioor of tile S.ll&te 7eaterda7'f 

•I take this occaalon to co=ancl the S.cretarT ot tile 
'l'rea8U17 for bia letter. I th1nlc it waa a wiee Uld a 
proper thiJ>& to c c "'' ca te tlleee faote to tile Preeldent 
and to tbe Congrolaa J Uld I entire)T approYe and beart1q 
endoree tile SecretarT of the 'l'rea8Ul7 for bia act 1D 
bol4]J co-1D&: out Uld ciYine the faote to the Congrol .. 
and in writing thia couraceoua latter to tbe Prealdent. 
Be b.u done the GoTe~nt and the colllltlT a notable 
earTica.• 

.. 
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SECrEtary or StatE , 

Waah1ngton. 

7151 JunE 1, 5 P• m. 

FROll COCHRAN. 

Pari s 

Dated JunE 1 , 1937 

R1c 1 d 2:35 P• m. 

( SEC';t'IO!l ONE) 

1'04 

Cm~parEd with thE corrEsponding month or 1936 normal 

and • ~ErmanEnt French budgEtary rEvEnUE tor April 1937 is 

down about 183 million trance. As concErns rEvEnUE trCIII 

dirEct taxEs r EvenuE is lEss by about 51 million francs 

and as co~c1rn'1 indirEct ta."Cation r c:vE.nu:i is lEss by about 

131 millions . "REvEnUE trom thE buoinEs a turnovEr tax is 

lEss by a bout 143 millions•. ComparEd With EstimatEs 

rEVEnUE from indirEct taxation and monopoliEs is lEss by 

approximatEly 252 millions (comparisons cannot bE usEtully 

madE as concErns rEvEnuE trCIII dirEct taxu). TherEforE, 

as concErns· thE first four months of 1937 rEvEnuE frCIII 
.. 

\~irrot taxation and monopoliES is 92 million franca 
•\ . ~ ' 
morE\ than -.stimatn and comparEd With a ctual rEvEnuE tor 

thE ,, (mm ,IICTION ONE) 

• 
BULLITT 

.. 
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oorreepODdiD& period of 19S6 ~ere 1e a total 1110r••• 

ill r"ewe of about 593,CXlO,OOO fraaoe. 

rrenoh ooDtrol eold a 111;tle eterliDC yee~erday at 

llO { t) but app&reDUy hu been iD&oUn today wUh the 

pr1Do1pal exoh&DC• tr&DeutioDe beiq tr011 dollare 1;o 

ahrling. llarltet 1e thiD and D&rYOilll. General Wl•.tu .. 

ccaee froa the 8pallieh pol1Uoal eitu&U011 and tr011 re­

crudlleoenoe of sold eoare with ell:oepUOD&lly 1ar111 UOWlh 

of gold beiuc offered at LondoD. F.renoh tu etat•ent 

for jpril &bo'l'e aenUODed hae hurt J'renoh ~ltet ecUact. 

Ulldentand SO't'iete h&Ye aold tl,OOO,CXlO today end h&Ye add1-

t10D&l ta,ooo,ooo oD hand which they are hol41Di for •ore 

f .... orable prioe. '!'he J'reDOh GO'nr•eDt 0011trol h 11&14 

to llaYe a old tl4 ,000 yeeterday. Swill a were 111p0rtaat 

bQ)"ere of dollar• asain yeeterday. rrcoh reDtee el1sbUy 

up &Dd don. 

'foday the Bazalt of J'raaoe iDYOioed to Federal RellllrYe 

B&Dlt of ..... Torlt ·~.998,000 tr&DOII sold bare for &ooOWlt 

ot BIS. 

DD liiSIWJK. 

EULLift. 

0 v :1 • 
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a.M.Jr: 

l{noke: 

B.W.Jr: 

Knoke: 

B.!oi .Jr: 

K: 

B.W . Jr: 

K: 

li.!LJr: 

K: 

K: 

H.ll.Jr: 

IC: 

H.li. Jr: 

K: 

liello? 

J\IDe 2, 1937 
8s47 a .m. 

wood morning, Mr. Secretary. 

"ood morning; say, Knoke? 

Yes, sir. 

In any of your talks w1.th Bolton, bas be ever 
seemed worried that the price of gold is not at 
34.77? 

lOS 

Well, not recently. No, I don't tll.i .nk - at least, 
offhand, I would say no, 

Archie is sitting nere With me. ae says it i s 
34.66. 

That's right. 

Got acy ideas? 

Well, yes. Governor - Mr . Harrison is goins to tal.k 
to you today . I discussed with him yesterday tile 
question of wlletller it wouldn't be advisable to -
for tile Treasury to do some buying in London 
In otller words, to make it clear to tile Bank' of 
l:.ngland that tile order wllicb the Treasury baa been 
using troll week to week is not only an exchange 
stabilization order, but also one to keep gold in 
line . 

Spot or tutures? 

Well, I .had in mind spot. Archie thinks tuturea 
would be a good approach. And lle1 s pr obably correct, 
but I think if you start with futures, you eventually 
would have to go to spot also because futures market 
is too s118ll. 

I know, but right now, our cash balances are ... 11, 
too. 

fell, but you get it anyhow, Mr . Secretary. 

l o, but you don ' t get it tor 90 days. 

lo, but I mean on spot . It you don't bQJ it 
in London, you see what happens . At least -
it comes oYer . 
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- and you get it seven days later, and P&7 91 
more an ounce . 

Yea, I '• surprised tbough at you. I think they'd 
Juap at it. U I b\0" 1t tor 90-day future, that 
commits me. Think ot the paychological effect on 
that. Where are you? 

Well, that's bound to be. Do you want to be 
COIIIIitted? 

Well, I•m surprised you didn't Just Jump down my 
throat on that. 

Well, no, because I'd -

I mean that you'd be delighted. 

(Laughs) All right. 

You asked me yesterday what is the word "imminent". 
Well, I might say 90 days, and then what? 

Well, I hope it's more tba.n 90 days. 

Oh, I don1 t ' know. Well , I don't- if you're so 
lukewarm, I guess we better not do 90 days. 

Well, there's - there's another thing thati 
pointed out to Ardlie yesterday, a.Dd that is I 
think you are branching out tb.ere, a.nd you are 
aasuaing responsibilities unnamed and t hat we really 
know very little about. 

Oh, I'd buy it from tb.e Bank of England . 

Bow's tb.at? 

Or we could b\0" it froa lew York banks. 

Yea, all right, Doing that we can put tha reaponll1-
bilit7 on th .. , but it's always- tb.ere are very 
few people who know aucb about these Indian 

which are the principal operators in gold 
for forward delivery. 

• 
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Well, of course, I don• t know just wbat the effect 
would be if we stepped in there. I just wondered 
if we eat tight and waited for England to aay 
sometbing to us. I mean wb7 ahouldll1 t we wa it 
until Ln&lend calls up and says, "Listen -

Well, of course, the answer - _, answer to tbat 
would be that the price is crumbling day after 
day, aDd psychologically that cannot be helpful . 
I think that really invites further dishoarding, 
and further nervousness. People - this price 
started at seventy-three seventy-four, and at tbat 
time we felt that it was desirable that that dis­
count should be wiped out as soon as possible. 
Well, it besn•t wiped out; it bas gradually gone -
widened. 

It bas. But, look, we 1 re doing our end. We 1ll 
take all tbat we get at $35.00. I can' t help wbat 
it sells for 1n London. Wb7 won't the South African 
mines turn around and sell th.e stuff here? 

•ell, of course, the - I think the first answer is 
that that requires a re-arranging of the mechanical 
end of it, 

Well, tbat 1 s their worry. I can1 t see - I sean 
I'm being very serious now . I don 1 t see where the 
price of gold 1n London is our worry . 

Well, Mr. Secretary, it is our worry only to an ex­
tent - I mean it is our worry, I thiDk, to the ex­
tent that psychologically it does not create the best 
impression. 

Well, who's worrying? 

Well, I ' m not implying that aey - anybody is being 
worried, but after all, the possibility, or at least 
the one thing we want to guard against is that tbis 
thing should go out of band some day . I mean you 
have bad psychologically bad developaents 1n tbe last 
few days. If the Swiss pursue 1n their attitude, 
wbicb, after ell, really means no more than this -
that they are not particularly fond of gold aJO' 
more - well, if that feeling spreads, you don't kDow 
juat where it will stop . And that is - I'• not 
suggestiDC tba t a~~fbody should worry, but tbat is a 
point that should be bore in mind. 
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Well, wbat are the Swiaa going to do? We •ve cot 
this long cable - it•a come in now. 

iea. Archie read part ot it to ae . 

Well, why do they want to build up their dollar 
balances here? 

Nell, I think probably we are the last - th» 
country is the last one that can claim tbat gold 
is better than dollars. 

Ab-ba. 

Maybe we get no rurther with the Swiss . 

Well, I 1 ve got to get some better suggestion than 
Just to go ahead and buy. Tbat doesn't satisfy me . 

Well, of course, w reason 1B t hat - I bad three 
reasons tor i t . The one is the psychological side 
ot it. The next Is tbat you really render a service 
t o our own shipping industry, because only through 
your own purchases in London can you control the 
shipping afterwards. In other words 

Well, it you don't mind my sayJ.ng, that ' s a minor 
reason. 

That's a minor reason. 

Well, yea . i'hat may b e so, but I think it is a 
reason. And my third reason is that I think in the 
long run it means a difference very possibly ot a 
million dollars to the Treasury, 

A aillion dollars? 

Well, I'• taking today 1 s what is still in board in 
London - a million pounds, t500,ooo,ooo. 

I aon 1 t get that. 

~be gold still hoarded in London is a million 
pounds . That is -

One million pounds . 
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K: 
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One hundred million pounds. 

Oh. 

One hundred million pounds. 

Xes. 

The prese.nt difference between market price in 
London and lew York parity is 10 points . 

Xes. 

110 

Well, on tbat basis, you get more tban - you ll&lte 
more tban a million dollars. Xou save more tban a 
million dollars. 

Xes . Well, let •e think about it and we 111 
see now tbe thing develops during the forenoon, 
see? 

All right, sir. 

Thank you very much. Bello, Knoke? 

• 
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MEETING RE NEW HOUSING PLAN June 2, 1937 
9:00 A.M. 

Present: 

H. li . Jrz 

Lindau: 

B.M.Jr: 

Lindau: 

B.M.Jr: 

Lindau: 

8 . 11. Jr: 

Lindau: 

H,I[ , Jt'l 

Lindau: 

H. L! . Jr: 

Lindau: 

West: 

B. M.Jr: 

West: 

llr • llcReynolda 
Mr. Opper 
Mr . LincW 
llr . West 
Ur . Foley 
lir.Krug 
Ur . Gray 
Senator Wagner 
ltr. Keyser ling 

Have you (Lindau) done any work on these Federal farm 
11ortgage banks of Home O·•ners Loan? 

Well , I don't have any - I •m familiar with them. 

Did you do that last year? 

No, I didn't, no, sir . 

Is that what you call them? 

There ' s the Fede.ral Home Loan Banks. 

No, I mean the ones where they give the 
bank in a locality and take a mortgage. 
call • ••. . 

capital to a 
What do they 

You mean the Federal Savings end Loan Associ ations . 

Federal Savings and Loan Associations, yes . 

Well , I know of them. 

Well, as soon as you get off thisi will you st art 
1118king a study of the t? They tel me it's lousy. 

They put 1n a considerable amount of money in capital , 

(West comes in) 

Good morning, air . Am I the first of the Mohicans? 

You are outside of the Treasury . 

Of course, we elCpected the Treasury to be right on the 

dot . 

(Gray, Foley , hug, Keyser line 

coae in) 
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Is this the revised? 

Yes, air. 

Go to a movie last night too? 

No, air. It was a pretty good movie. 

The other night? It wasn't bad, except that ~ 
daughter almost had fits as to whether President 
Roosevelt could reach the prison in time . I was 
blue; she pinched me. I said, "0on1 t worry, they 1 ve 
got to save him for another movie." 

(Senator Wagner comes in) 

... ... ...... ... ... 

Well, how f ar have we gotten? 

Well, Senator, what I have attempted to do - and I 
take responsibility for this, because I haven't had 
a chance to t alk to the President about it, see -
but what we have done here in the Treasury, we have 
tried very sincerely for about a month to do what the 
President asked us to do, namely, find a formula, 
financial formula . I haven't attempted to master 
low rent housing, because there are too m&Df opinions. 
The President gave us the formula in his own handwriting, 
which I worked on, but I doubt whether that rtll work. 
That ' s why I 'm a little hesitant. But still, be told 
us that you and I should try to work something out. 

Yes. 

The reason these people are here is that I have been 
using them to help ae, ani they in turn don' t want to 
be committed, because some or them coae trom Interior 
and they don't know bow Kr. Ickes feels. But they 
advise me 1n the1r technical capacity. 

Now, what we are trying to do bere is th1s. After 
coing all over the thing, I'• putting it Just as 
sillple as I can. It seems to 118 i t was a mistake 
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to scr ap tbe present bowsing organization, 11111cb 11 
in the process of spending lJO million dollars, and 
who have admittedly made a lot ot Gistskes, but have 
learned by them, and are 1n the process of completi.ng 
about 52 or 53 different proJects throughout the coun­
try. One thing they have learned is that the United 
States is an awful big country, and what goes for New 
York does not go tor Atlanta or Boston or Chicago; 
I mean each situation is pecuLiar to itself. What 
I 1ve attempted to do is not ••• • • 

If I may interrupt you there, the purpose of this 
legislation is to decentralize all or that as far as 
possible . 

Well , I 1 ve followed that . 

That the local architecture and tastes and all that 
will be considered. 

Well , we've followed that principle . 

May I ask, do you mean by not scrapping the Interior -
you mean not to take it out of there? 

Supposing I read it. It 1s only a page and a halt. 
I thought we could get a clear idea, because •• • • -
shall I read it and question me as I go along? I 
think maybe I better read it. 

All right . 

"Administrative Agency. The Housing -Divisi on ot PWA 
should be made a permanent housing administration, all 
of the powers of the Administration to be vested in 
the Secretary of the Interior. The Housing Adainistra­
tion should be established as a separate administrati on, 
so as to facilitate its transfer at a later date pur­
suant to aey plan which may be enacted for the reorgani­
zation of the executive departments of the government." 

Set it up separately, and whenever the President and 
Congress decide to have a Public Works Oepart.ent, 
it would be transferred to that. 

Of course, Henry, I ' ve never had a07 too definite a 
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view about it. Generally, I got the View troa the 

President that this, being something separate, ought 

to be 1n a separate department. That was originally 

the view - ought to have a.n entirely separate depart­

ment with separate heads appointed by bim. So that 

either be' s changed bia mind • •• • 

Well , this is I , 

Yes, this is you. 

I don't see, frankly, bow, in view of his reorganiza­

tion, - he 1s going to bring all these agencies under 

ten departments - how be can set up a new independent 
agency . 

Well, I hadn ' t asked that . 

No, but l just think it would be apple pie for Barry 

Byrd if tbe President attempted to sat up •• • .. 

•;/ell, let ' s pass that. 

It's not important. 

"Loans and Grants - Local Contributions. Grants of 

not to exceed sixty per cent of the cost of the pro-

ject would be authorized to be made to public housing 

agencies . As a condition to such Federal aid, the 

bill would require that the proposed project be given 

full exemption from state and local taxation, although 

not from special assessments and customary service fees . 

Such tax exemption (or' its equivalent in the form of 

free services, donations or other aid) would constitute 

a substantial contribution by the locality toward assur­

ing the low-rent character of the project, for full taxa­

tion of a housing project in a municipality would amount 

to a monthly charge per room of from $3 to $5. 

Well, let me ask you - that's 60 percent of the cost 

of construction by tbe Federal Government? 

Yes 

Well, of course, I'd want to think about this a little . 

I don ' t want to comait you; I can't co.ait you; there 
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wouldn 1 t be any sense committing you, because I'm 
only the agent for the President. 

I understand. 

.. 

I 1d much r ather wait until we get the President's O.K. 

And I 1m not going to undertake to approve this 
thing unless the President i s ready. Be a terrific 
battle. 

No, no, no. What happened is this. The President, 
when he left, gave me this thing and I worked at it 

all Sunday afternoon; we worked llonday aft ernoon, we 

were here yesterday afternoon, now we•re here tomorrow. 

Now, I •ve done the best I can in the time. And the 

President said the other day - he said, waenry, this 

is the most difficult thing to solve in ~ administra­

tion. " He said, "We've been at it three years and no 

one has solved it yet." 

At leas't .l.t m satisfied. But I'm not trying to commit 

anyboctt. I can't commit the Department of the Interior 

to this either. 

I want to say that the full taxation of the housing 

proJect by the municipality would amount to a monthly 

charge of $3 to $5 . In other words, we'd want to~t 

this yearly benefit that some people suggest should come 

from the Federal Government - we want to get that from 

the community instead of our having to go to Congress 

and get enough money to contribute $J to $5 per room. 

I've worked it around tbat we should get that benefit 

from the community, that should be their contribution. 

We ' ll think about that. That looks to me like no bill. 

I don't see how the communities can do that. 

Well, I don ' t see how the United States Government 

could make 108 percent contribution either. 

Well, maybe I don't understand it . Oo ahead. 

"Loans would be made to local public housing agenciea, 
which would have the full responsibility tor acquir inc 

the l and, constructing and operating the pro jects . 

Such loans would be amortized oYer a period ot not to 
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exceed sixty years and a t an interest rate or not 

less than three per cent. No loans to limited divi­

dend companies would be authorized.w 

Let me ask you ~bout that, Henry . Supposing you get 

the money cheaper than that. You still want to charge 

the municipalities more than you•re paying t or it? 

Well, in this thing we're going t o take the bonds and 

attempt to sell them and have a revolving fund, and 

certainly over - in the history of Government financing, 

I mean, to have a 50- or 60-year bond, to have to try 

and sell it at less than three percent coupon - in the 

history of the Government t hey've never been able to 

do it. 

You don't think a better plan would be to sell it 

at the going rate? 

Well, the reason it is suggested - I put it this 

way because I thought the housing corporations would 

be better off with this, because if it i s the going 

rate and the rate went up, the r ate might go up so 

high it might stick them. And I thought that if it 

was fixed they'd benefit. But I d idn 1 t - we'd be 

better off to take your suggesti on, because then we'd 

never be stuck. But I think I•ll take yours. 

Well, there you only say it may not be less than three 

percent. 

Well, we suggested, talking around here, not higher 

than t our ; I 1d be willing to take that . 

You mean between three and tour. 

Between three and tour. 

•Control or rentals . The Administration should have 

some way of assuri~ that public housing agencies wbich 

have received Federal assistance will operate their 

proJects f or the benefit or the low-income group. While 

the state housing laws contain proVisions requirin& 

public housing agencies to operate their proJects in 

this manner, it may be advisable to obtain additional 

assurances that the low-rent character of such proJects 

is maintained . Perhaps the most effective meana ot 
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control would be to authorize the Federal Admi.nis­

tration to make all or a part of its grants through 
the cancellation or bonds . Thus, instead of aaking 

a loan of only forty per cent ot the project cost, 

the Administration could IIIBke a loan ot a hundred 
per cent. Assuming a project cost or one million 

dollars, the Administration could purchase one 
thousand bonds of $1,000 each . It could then make 

its sixty per cent grant by cancel!~ ten thousand 
dollars of these bonds 1n e ach year ol the sixty year 

amortization period (in addition to cancelling the 
current interest coupons on the remainder outstanding, 

from time to time, of the $600, 000 ot bonds evidencing 

the proposed grant). The Federal Administration could 

agree that 1t would continue to make these (I.D.Ilual can­
cellations of such bonds and interest coupons only so 

long as the public housing agency maintains the low-rent 

character or the project. or course, these provisions 

tor bond and interest cancellation would not apply to 
the actual forty per cent loan on the project, which 

would have to be repaid with interest.• 

We have a f ormula i .n our bill which would keep it 

down within the low-income group. Under our arrange­
ment, five times more than t he rent isn't in the 
low-income group. 

Wouldn't that be up to the housing authority? 

Well, that goes to tenant selection. 

Bub? 

That goes to tenant selection, and some such provision 

should be written into this bill, to assure that only 
people should be admitted t o these projects that are 

in the low-income group . 

I don ' t quite understand, but it ' s all right . We 
can beve it later on. 

What this does is this . Mew York wants to build a 

aUllon dollar project. They give us a million 
dollars worth or bonds. ,fe keep 60 percent or those, 

so to speak, as Treasury stock, to be cancelled as 
they pay it ott. The 40 percent we have a risht to 

sell if we can in the aarket and put it back 1n the 

revolving fund, And then each year, as th87 P87 ott 
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$10, 000 amortizati on, we cancel $10, 000 of tbe 

$6001 000 bonds; but it is there as a lien in case 

they should fall down, so we could take the whole 

thing and not Just a part ot thea. 

You aee, Senator, your forMula would require that 

the authorities admit only people who coMplied with 

the formula, and then to see that after they were 

admitted that that rental was maintained - this pr o­

vision here would 1nsure that. 

Yes, that•s .... 

That after they got them in, they didn't raise the 

rates . 

Well, of course, we've got to guard aga1nst that . 

As to cl ass of tenant and all that - I've tried to 

keep this do wn to a page and a half, and the President 

won't read mor e than a page and a half, and we made 

the pages a litt le longer than usual , and I read it 

badly because the type is small, so ... . He -be 

always s ays, •Give me one page.• 

I th.ink you've given him a l ot in that one page. 

Given me a lot t oo . 

As I say, as to the rules and regul.ations, there's 

no difference or opinion on that as tar as I•m 

concerned . 

"Federal ProJects. The Federal Government would not 

be authorized to construct directly any additi onal hous­

ing projects . With respect to the pro Jects now oWned 

by the Govern=ent, the Administration would be author­

ized to sell them to public housing a gencies at a 

write-o!'f of not to exceed sixty per cent of their 

cost and to accept tbe bonds of public housing agencies 

in payment of the purchase price. • 

I n other words, these we already have, we put thea 

in the same system, treat them tbe same way . 

•The Administration would also be authorized to leaae 

such projects to public housing agencies or to operate 

the proJects directly. In the leasing or operation ot 
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such proJects, the Administration would be required 
to charge rentals which would be at least suffici ent 
to pay the operating expenses of the project and to 
repay, within a period not exceeding sixty years , at 
least forty per cent of the initial cost of the pro­
Ject (making allowance for the maximUIII sixty per cent 
grant), together with interest at such r ate as the 
Secretary of the Interior deems advisable . • 

Can I ask a question on that? 

Please. 

You're l easing to New York City now this colored 
housing pro ject. 

Yes, sir. 

Xou 1 re putting a l l these conditions 1n that they can't 
raise the rent and all that sort of thing? 

That ' s right . I ' d be glad to send you down a copy 
of that lease. 

No, I•m a page-and-a-hal f f ellow too. That's probabl7 
20 or )0 pages. 

Sixty . 

No, I Just wanted to get the i dea. 

As a matter of fact, what they have done there - we•ve 
used that idea to really build this thing around; and 
I've got a book here on all these 53 projects, and I 
must say I 'm impressed with the work. 

There 1s one thing there - oll the group with me differ 
with me on that - I ' m not auch 1n sympatQ1 with it -
that is, with the Federal Government building aey JDOre 
demonstration proJects, although there may be occasions 
where it would be desirable. But I think at this ti•e 
it would be subject to criticism. 

Well, we •• •.• 

This doesn't include •••• • • 
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I think they ' re pretty enthusiastic for that. Isn't that so, Kr . Keyserling? 

Keyserling: Well, 1 d on't think the demonstr at ion projects er e important. 

Wngner : 

Foley : 
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Wagner : 

I don ' t t hink it' s important, but after they're up t hey went to let it stay; I thi.nk it' s better out. 

I tbink so too . That ' s the only way you're going to make t his plan work, because if t here are l oopholes where they c an get the benefits of the Act without 
taking steps to pass legislati on in or der to assure long-time planning and cont"rol, you're not going to get fUll cooperation from all the states. 

Oh heavens no . Some of those states ought t o b e in Africa. 

Five and last . •Financial provisions. It is suggested that t he bill authorize en appropriation of $. ________ __ 
for the fiscal year ending June 30, ·1938; $ for the f iscal year ending June 30, 1939; a-n~d-------­t for the fiscal year ending June 30, 1940; all of such sums t o c ontinue to be available to the Administration until expended . By providing f or ap­
propriations over a three-year period, it would be pos­sible for the Federal Administration and the local 
authorities to plan and pr epare for a definite progr am .• 
Well, let me ask you: in effect- you know, I'm a 
l ittle slow getting things - 1n effect, you're making this a cap! tal grant, aren't you, instead of our system of contr ibutions each year? 

Yes . The d ifference is this. • •11 tell • • • • 

And is that money coming out of di.reot appropria tion? 

I tell you where the differ ence comes . Well , we 1re s t arting - we think we know where we can get enough money. t o do it two or three years without the Presi­
dent t ouching the budget. 

And the debt? 
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Well, I mean if it ' s got to come out of the existing 
funds . ••. . 

What about t he l oan for the construction? 

' VIe make them t he loan. We advance the money. 

You advance the money how, out of t he bond issues? 

No, the President ' s got to give us a revolving fund 
t o do this thing. 

It ' s appropria tion, then. 

Yes. Isn't it? 

'i ou cay have to borro" to g e t the funds . 

'Nell, I d1dn' t mean thnt. I meant • • •• 

But it's an appropria tion . VIe can 't - •,vbat I 've been 
trying to do for thi rty days is to 11ft myself by my 
bootstraps, and I can' t do it . Now, here's the main 
difference between these things. This thing commits 
the Government t o a tnree-year program; it doesn't 
commit i t to a oQ-year program. That ' s the thing I 
object to. Instead of the Federal Government making 
up this $3 to $5 a roo~ and going to Congress every 
year f or the next 59 years , we ask the community to 
do it . 

Of course, I think mine is a simpler aoqmore effective 
way, but I've reached the stage where I ' m not going 
to battle. I 1 ve •••• 

Well, you asked me to make it si mple. There's the 
difference . 

Now, incident ally, I had Eccles here yesterday, who 
is quite a houser. 

(Throws up bands in "holy horror• ) Don't give me that . 
Be was a houser . 

Well, he likes this. 

Be likes this? Does be like t he subsidy feature of it? 
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Well, he likes it just the way 1 1m giving it to yo~ 

Well then, he's changed in the last few days. 

l:le s&ys this is the only sound plan that he sees 
that he will O.K. finencial1y. 

Well, that's - 1 1m glad to see his heart change, 
because I was with him about a week ago and he was 
opposed t o any Government subsidy of any kind. 

Well, this thing tha t I gave him at lunch yesterday -
and I had Ransom there, from Atlanta, and Wayne Taylor -
I l¥orked vtlth them a lone . 

Well, I•m glad to hear that. 

He said be ' o go along on that and support it. 

Supposing he didn' t support i t. 

Well ..•.• 

I mean some of these fellows think they've got such 
great influence in Congress. I don't say that for the 
President, because if be don't favor it you're out . 

But I'm not putting in that Eccles is opposed t o it 
or for it. I'm Just saying tha t be's supposed to be 
here looking after the credft of the country and I 111 
just saying - and you're also Chairman of the Banking 
and Currency, and I •m Just saying be saw the plan and 
liked it and said lt was all right. 

You haven't given we much t o do in Banking and Cur­
rency. It•s all been done, hnsn•t it? 

There's plenty to do, but I don't want to dolt this 
year. 

Well, it's all rlght. I'm Just Joking about Eccles, 
but •a did have quite a battle two weeks ago 1n the 
Willard Hotel, because he wouldn't stand for any 
kind of a subsidy. Be said, •we must now get privat e 
inaustry going . " And we nearly came to blows, don ' t 
you know. 

Well , I can r epeat •• . • 
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That's fine. 

•• • Ransom wos tbere, and Wayne Taylor, and they beard the thing , and the only questi on be raised was tbis question of repossession, and these boys have worked this thing out about t aking all the bonds, and that would answer thot. 

Well, anyway ! 111 read a little bit more that we•ve got here. 

"The Administrat ion would be authorized to sell any securities acquired by it and the Secretary of the Treasury would pe a uthorized to purchase such secur­ities (ex::luding, of course, any bonds which are int ended f or cancellation pursuant to the foregoing alternative method of making the sixty per cent grant) .• Tnat •s the Treasury stock - couldn' t sell that. 
• Any monies received by the Administration from the sale of securities or collect ions of principal or interest thereon or from the sale, leasing or operation of pro Jects, would continue to be available to the Administration until expended .• 
" The Secretary of the Treasury would be authorized to resell any s ecurities which it purchases from the Administration or to bold such securities and raise additional fUnds equivalent to the par value of the securities so held.• 

Instead of going through J esse Jones, I say let ' s do it direct. I nstead of their selling it t o Jones and then J ones comesand borrows the money from me, cut tba t short . 

•The bonds of local housing authorities should be made exeopt, both es to principal and interest, from all Federal taxation, except estate, inheritance and gift taxes. Such a provision would remove any doubt regarding the exemption of these bonds from Federal taxation and would therefore substantially aid their marketabil1 ty. n 

lall, let me study it a little, and you know that I 1• not - •nen it gets right down t o it, I've bad several ot QY bills ~utilated pretty .ucb, so that I'• DOt-_, 
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mind isn't closed on all these things; and I really 
want to get a housing bill. But I don't want to get 
a housing bill that just looks like a housing bill 
and nothill! lulppens. 

Well, we•ve got people here who are in this business, 
see . 

I know. lhey 1 ve done a good job. You•ve learned - I 
think you l earned something i n Williamsburg. I mean 
that was really expensively done. 

Well I want to put Gray on the witness stand a bit. 
Mr. Gray, if you had thts and you were still in charge 
oi" tnis thlng, see - taking the country by a nd large 
under this formula, or any l ocality that the Senator 
could ask you about, wlult do you think that you could 
build a bouse for under present conditions , under this 
for mula , and the rent per r oom. 

olell, it woula bring about the same room rent that you 
now have in Harlem. Williamsburg would be about the 
same. 

lflllliamsburg? 

Yes, sir, about the same as Harlem. 

Wha t is the r ent there? 

About seven dollars a room in Harlem, and Williamsburg 
would be ~ery cl ose t o i t, within a few cents either 
way. 

I understand your r ooms ran way up to $17 per room. 

Ob, t he cost per room. I'm talking of t he rent. ~ 
rent in Williamsburg would be within a few cents either 
way of Harlem. 

*hat' s reducing it? 

We went t o one percent in Harlem on the interest. 

Isn't it the f ac t that you didn't charge any interest 
f or the loan, the money a dvanced? I mean your grant 
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amounts to a great deal more tnan 45 percent. 

It amounts t o 45 percent with one percent interest on 
tne remainder, instead of three percent interest on 
the remainder . 

How much does that amount to? 

That amounts to 60 percent ca pita l grant. Turn it 
over from the interest s i de to the grant side e'nd 
it worKs out just about the same. 

What tbey•ve done here - it's t aken me a month t o 
learn t his - 45 percent grant with three percent 
money 1 and in order to get this thing down they fig­
ured the money a t one percent, which is equivalent 
to a 60 percent grant. 

I know what was done. I didn ' t know just •• ••• 

You didn' t know whether they'd admit it. 

Hub? 

You didn't know whether they'd admit i t. 

No, ! .mew th& t. I d idn't know what it would amount 
to os a total amount grant, by reducing ..•• 

6:> percent on the capital grant, with three percent 
on the r emainder . You' d have a 6J percent capital 
grant with three percent on the remainder, or 45 
percent capital g rant arid one percent on the remainder. 

or course, I •m not much over at Treasury and I'm so 
tickled to d ea th that that damn rotten swamp i n 
Williamsburg was cleaned up, and I wouldn't care if 
it cost t he Government a little bit, because you•re 
going to get back in reduction of crime and disease 
and Juvenile delinquency mor e than you've paid, and 
you've lifteQ the people out of the gutter into a 
decent place. 

Of course, I think we all went to remember that these 
rising material construction costs will upset alaoat 
any plan that you make based on your past experience . 
For instance, Williamsburg and Harlem. Naturally, 
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the land cost a great deal more. Then, they were 
built in a time when the construction cost had 
increased very considerably. Bow, that bas a ten­
dency to throw out your fixed - with your grant 
fixed and your interest fixed, and your construction 
cost going up, you're naturally going t o have t o 
increase your grant or increase your rental . 

Are you satisfied, with this subsidy, that you can 
get your rents? Now, in some communities, of course, 
you' ve got t o get your rents down to an even lower 
low-income group. 

In Montgomery, Alabama, there is another set-up . We 
have a col ored pro ject there based on 45 percent 
grant end three percent interest, where the rents 
are $1 .97 per r oom. 

Vi he t' s tbe t due t o'? Cheap l and? 

Very cheap l and, cheaper cost of construction - all 
those things go into it. 

1 know I was out i n I ndianapolis t o make a speech 
and I discovered that the t ax r ate - I mean that the 
taxicab cost me about one- ha lf what it cost me here . 

But that $1 . 97 in Wontgomery, Alabama, is a higher 
rent f or the man renting tha n the seven dollars in 
New York. 

It ' s $3.97, isn•t it? 

Yes. $1.97 - I should have said $3.97. Now, that's 
a higher rent for them than seven dollars is in Harlem. 

Nevertheless we've got to have these different rents . 
0 

Now, we go in - nowf a s I e xplained before, I go into 
e place, anywhere , make the survey, and I give our 
people the rent t hat they ' re going t o pay - "That 1 s 
tbe rent this thing must be designed for" - and every­
boqy agr ees on it before . "If you can't do it, boys, 
say so ; say now. Don't build this buil ding and then 
find it out; say now." 

You remember the c onversa tion we bad with Dove Wells 
about - he wants a provisi on in there that as you build 

you also eliminate ti slum. 
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Then you won't bulld in a lot of places. 

i n a great many cases I think thnt is so . Yet there 
seems to be little Justification for building and 
letting a slue stay there, letting people live in 
thn t s lwa llret<. 

But concrete cases show it's practically impossible 
t o n~uso those people during construction; nave to 
bulla alongside that and then when you get the next 
project it will take care of the slum. 

Well, I know 1 t 1 s practically impossible to put you 
int o tha t straitjacket, but you remember that's going 
t o be one of the contentions. 

«ell, Senator, I want to make it perfectly plain that 
I'm not attempting to give you an ideal housing bill 
that's going to be good f or the rest of your life or 
my life. £11 I'm trying t o give you is a bill, which 
I call a transitional bill, to keep these things 
going. 

Well, I'm not a transitionist. I like to do things for 
all time, don 't you know. But this is going to be re­
garded as o very inadequate thing. I mean after all 
the talking the President did, some in my presence. 
And I was responsible f or putting into the platform 
that we ' re going to do all this housing. And then we 
begin by this little drop in the bucket; it isn't going 
to be regarded that we're sincere about this thing . 
It will be looked on as some sort of a palliative 
t o gat something done . But, on the other hand, it may 
be the thing which may ignite the fuse, make us go on 
to bi gger things . The other plan- I don't think it 
would hurt if you add a little bit to your debt, be­
cause after all it's a contingent liability; every 
dollar of that money would be repaid wbich you l oaned. 

If Congress voted it. 

What? 

If Congress voted it. 

I'm speaking about the authorizati on to issue bonds 
and ge t your money that way. 
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No , but we've got to go to Congress t o get the 
money back. The nouses will never pay the money 
back. 

Oh yes, they will. They pay every dollar of t he 
loan . 

Oh no, they can •t. 

Who said they can' t? I mean 1f they get this grant 
by way of a contribution each year , which would require 
a payment, of course, over a long period of t1me, 
but it would be a small payment compared to t he appro­
priation now, up to 50 or 60 million dollars, and 
you're getting a big housing project out of it. 

What I mean is they ' ll pay us back out of the contri­
bution which we give them. 

However they pay you back, that debt will be paid. 

I f Congress will vote it each year; if they •ll vote 
the contribution each year. 

The contribution. Well now, if we obligate oursolves 
to pay a subsidy for construction, just as we do high­
ways and all that sort of thing, I 've never known 
Congress to repudiate an obligation once it' s made. 

But it 's the law, isn' t it, tha t no Congress can bind 
future Congresses? 

They can't legally, but I •ve never known a repudiation 
of an obligation Congress has made to make a contribu­
t i on per year over a period of years. We passed a 
bill during the depression to, over a period of three 
or f our years, make contributions to highway construc­
tion. 

One year it was . 

No, it went over a period. George had the bill. I '• 
quite sure it was two or three years . 

The poi nt I'm making on tbis thing, and that ' s the 
reason that I can't go along with i t as Secretary 
of the Treasury, is purely on the financial si de; that 
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if we loan th.is million dollars, the only way the 

Federal Government can get it back is if Congress 

votes the money to the housing project to pay us 

bock, ond if we don ' t vote the money we don't get 

paid back, and that ' s the thing that I•ve stuck on; 

that's the thing that I haven ' t been able to overcome. 

And therefore, r a ther than do it that way , l•ve oome 

around, approached it the other way, that we'll give 

them a 60 percent grant, make them a hundred percent 

loan, t o build the building, but the SJ to $5 that they 

need to bring these rents down - we ' ll get it t"rom the 

communities as the community's contribution. I don't 

think that ' s very much to ask of the community. 

Well, lt •s like a lot of these other problems. In 

a way 1 t hey are national in scope. I mean wh.-t you 

begin to house ... England- I don' t know- England 

had unemployment insurance, old-age pensions, unem­

ployment insurance, ln 1911; we didn't dare go at it 

until President rloosevelt came ln, although I put 

in a bill a couple years before and I might just as 

well have thrown it right out the window so far as 

the Hoover admlnlstration. These other countries 

go ahead and do the thing. 

But Bob, if I may say so, I wouldn't be sitting here 

if what happened to Chamberlain three weeks ago hap­

pened to me . He sold five hundred million dollars -

tried to, and only sold 35 percent. So that's what 

happened to him three weeks ago . 

That's due to a aousing program they had . 

It•s due to their whole credit picture. And they 

keep t alking about England and their credit. 

I'm not going to quarrel . Listen, I know when~ 

theory won't be accepted, so there ' s no use my 

talking. 

but maybe I may get thrown out of the White House on 

this too. It won't be the first time it has happened 

to me, and I hope it won' t be the last. 

If I can talk t o hilll without you being eround, I miabt 

get soe~ewhere. 

Do that. 
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Jo, I won' t do that. l o, be knows what he wants 

pretty much, but he did say •••• 

130 

You talked to him first last time before the meet ing 

too . 

But he wouldn't come into the meeting. 

But you had ten minutes w1 th hilll before. 

By the way, that's the first time I ever beard h1lll 

admit to being really tired - I mean on that day -

"I'm so tired, I can't think of a thing." Be ex­

pressed r eal t iredness . 

What else did I want toa sk about this? I had some­

thing in mind. 

Take your t ime. You've been most patient - may I 

say tha t - with me, and I apprecia t e how patient 

you ' ve been wi th me . 

That ' s the r eason I•ve gotten these other bills 

through. 

You•ve been most patient, and I sincerely appreciate it. 

Well, maybe behind the scenes I wasn't so patient . I 

might bave called names . 

You wouldn't do that . 

But I would like to see sbmet hing started . •nd I do 

believe that the Interior Department baa done good 

work. As a matter of fact, in my bill there is a 

provision to transfer to the new agency - that those 

who have charge of t hat housing go into the new division. 

I'm not - I have no - I don't think I'm ever too stubborn 

about t hese things. 

Well, I •m impressed with t he work Mr. Gray is doing . 

Tba on!y thing I want ed in there, and this is the 

way the President put it too, is a fellow with e 

heart as well as a head, who bas some i dea or what 

these poor people are up a gainst . Now, I know . It• a 

long ago, but I still remember. I l ived in the alu... 
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I know what it is to live in the alums, and I 
don't know why these people haven ' t become anar­
chists al'ready, ddn 1 t you know; and they reel that 
the Government bas neglected them, as they have. 

Well, we ' ll put Gray under the flouroscope and take 
a look at his heart . 

Senator, I can put this very brieflY, if you can 
permit me a minute. Housing costs so much, you see -
bricks and mortar, and your land. Now, depending on 
how much money you can lwve, you can build more or less 
!louses, and depending on what you want t o do, you can 
~uild more or less houses with higher or lower rentals . 
You can build a lot of houses with a large subsidy t o 
bri ng c. low rental, or you can build less houses with 
a small subsidy t o bring a higher rental. And you beve 
need for all. We have a need t or housing from seven 
dollars down to two dollars a week . 

I'm - I want the low fellows; I ' m not interested ln the 
others. Let me t ell you this: I think this is going to 
help in another way, because, you know, a shortage is 
coming again. I was boos ting the ·rents and all of my 
friends boosting them up all along the line, and they 
wou.ldn't dare t o do that if they didn't know there was 
a shortage . 

In Detroit and Chicago they are on the verge of rent 
riots - right on the verge. 

In New York 1n 1921 we bad to pass rent laws - may have 
to a gain - because the landlords, you know, were so 
damn uncivilized, jus t raised the rents beyond the 
people' s capacity t o pay and still eat. · 

I have a heart, but I haven ' t a heart to pay two 
million dollars more for a piece of land than ~t•s 
worth and raise the rent a dollar per room, or to 
go ahead with a project on bids which I know are too 
high. I don 't think a man ' s heart •••.•• 

I know . 

I get all those pressures. I get pressure - n!fow, 
they ought t o build these buildings.n Well, I know 
that pressure, and I know they're excessive. 
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On, you' ve got to watcn tbat. You•ve got tne boys 
around Washington looking to sell property and all 
tnat. I know wnat you're up against . t t•s been 
remarkable now our administration bas been free from 
any sugges t ions at all of •••• 

I t ook montns in Nashville - I guess I t ook f our or 
five months to redesign a Nasnv1lle project whlcn, 
bad I let it on tne contract, was going to cost 
$8. 4J per room per month f or poor niggers in Nash­
ville . ! got it down to five dollars; took f our or 
five months of redesigning and rebidding . 

You know, we sti ll have tnese lobbyists around wno 
st:l,ll know how to work t hings so as to get credit 
for s omething which th?y didn ' t do at all, and get 
money f or it - and sooe of our members of our own 
part y, let me tell you. 

Well, they ' re going t o have a good time explaining 
some of these tax evasion devices . 

Wel l , those are tne big f ellows . 

Just the big fellows - we ' ll get some more or tnem 
down here . 

•Vell, Henry •• • • 

I ' m going to ask the Presideg.t for an appointment and 
just as soon as he t ells me what ne wants I 1ll call you 
and I 'll come to see you wnenever you like. Be 1 s back 
in this morni.ng . I • m going t o s ay that I' ve s een you, 
I've proposed the plan, you 111 be glad for the cbance 
to think it over, you haven't committed yourself in 
any way, and would he please give me a chance to see 
him . 

Tney used a lot of tne relief labor on some of tnia 
work. Ne ' ll l eave it out of t his, I suppose. Don't 
you (Gray) agree? 

Please get away from the r elief labor, yes. You gat 
into tnese ro•s witn ·unions and it' s terrible. 

I don't know how tne hell he's going to react, but I 

did a lot of thi~s he didn ' t tell me on this thing . 
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All right. 

Again, thank you t or your patience. 

And he'll probably send f or me after he approves 

your plan, say, "This or nothing." 

133 

llo, lle won ' t do that. He's never done that . And, 

you know, I haven't opened~ •outh to the President 

on this thi ng one way or the other . 

Wha t about t oday? You going t o say we've had a con­

ference? 

Only if you want to . 

No, I don't went t o say aQ¥thing, unless does the 

press know? It's bad t o deny it if they know we•ve 

been t ogether. 

Well, I d on 't know, but unfortunately they sort of 

keep a watch on ~ door . 

Supposing we say we had a t alk about the legislation 

generally. 

If anybody wants to know, may I tell them to see you, 

or go to your offi ce? 

No, why don't you - I 1ll refer them to you . You're 

the member of the Cabinet. 

Wait n minute - but you• re a Senator. Do you mind ••• • 

I ' m Just a Sena tor • 

.••. waiting a minute? 

(On phone) Ask Ur. Gaston t o come in right away . 

I don't even know- we ' ll find out whether anybody 1a 

around; but they ' ve watched this thing, and •••• 

Row l ong can the boys have to get that book over to 

you? 

(To Kieley) Any newspapermen around? 
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Well, what I've had in Mind ever since r •ve been 

asking ls in order to abow it to the President. 

Your set-up is different from ours, 
change all our set-up to fit yours. 

on it now. If I get - the longer I 
can get. 

and we have to 
We're all worltin&: 

have, the more I 

I mean J. don ' t know when the President - he may not 

see me today. 

(Gaston comes in) 

Herbert Gaston - do you know Senator Wagner? 

Glad to see you, sir. 

He said, 1n telling the newspapers - you tell Herbert 

what you think we ought to say. 

Well, I think we ought t o say we had a general dis­

cussion on the housing legislation and the Secretary 

submitted certain suggestions. 

Would you like t o have the men come up and say it to 

them yourself? 

I don't went t o say it. I'm not looking • •• The only 

thing is, sometimes there is e misunderstanding, and 

one fellow says one thing and the other ••.• 

Do you think it would be better, Senator, to let the 

men come in and you talk to them? 

Well, wbat can we say, except that '"e - you made cer­

tain suggested amendments to the bill walch I have 

introduced? 

I don't like to say that. 

llo . 

I'd rather Just say lt •• • • • 

We had a general t alk • • • 

••• on the housing legisla tion. 
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Ami we'll probably meet again. Why don't you say it 
that way? 

We 1 11 meet a gain and we ' re making progress. 

Uaking progress toward nn agreement on a bill that 
would be satisfactory . 

And practically no differences except as to the method 
of financing; everybody • s ln sympathy with housing the 
l ow-income group, anJ the question is, under present 
conditions bow much of it we can do, and tbe method of 
financing . I think that's about all we need to say . 
llba t do you think? 

I should say that's all, unless we 1 re finally agreed 
and w&nt to tell wha t we ... . 

Hell, we ought not go t o too far. 

No, because I haven't seen the President. 

Well then, I should say that 1 s all we can say. 

Thank you very much. 

Senator, you g ot a car? 

Yes. Goodbye . 
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MLETING WITB hXECOT!VE COMMITTEE OF 
1'"£DERAL RESERVE OPEN l!ARKET CO!Ili!TTEE 

June 2, 1937 
11:00 P.ll. 

Present : 

I!.!I .Jr: 

Burgess: 

B. IJ .Jr: 

Bell: 

H.M.Jr: 

Burgess: 

Harrison: 

Bell : 

B.M.Jr: 

Bell: 

llr. Taylor 
ll:r. Bell 
II r. Lochhead 
Mr. Bt~rri3 
olr. Se 1 tzer 
II r • U phum 
llr. Barr is on 
llr. W ill.lams 
llr. Sinclair 
ll: r. l:.ccles 
Mr . Burgess 
llr . 'lcKee 
llr. Broderick 
Mr. Ooldenweiser 
llr. Piser 

Rell, I t hink Dr. Burgess should open the meeting, 
because he's back. 

Put me ahead of Dan? I want to beer Dan some t ime. 

Ob. 

You•ve heard me . 

You want to hear ho·w much money before •••.. 

I think that would be very interesting. I'd reel 
better makins predictions . 

Could go ahead as far as September if you could make 
the e s t ime to. 

lell, there bnsn•t been any material change in the 
figures that I gave you the lust time. We estimated 
that we'd go out of lley with 271 million and we went 
out with 266 million, having gotten about 15 million 
dollars more gold than we anticipated . If we borrow 
750 million dollars in June, we'll go out of June with 
about 840 million, and in July •••• 

Bow much d id you say? 

84~ - go out or June with 84J million dollar s after 
having borrowed 750 million. 
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IIske it 800 . 

800; well, that would be about 890 million . low, 
we'd go out of July with a bout 7JO, or 780 if you 
borrow 80J . 

But that 's assuming no new bills in July. 

139 

That conte~plates stGrting a new series of bills in tbe 
last week of July . 

Uecembers . 

Only 5u milllon would come in t.ben. 

That 's right, and only 200 millions of bills in Augus t , 
nnd you' d go out of August with ebout 760 million, or 
about 800 million if you borrow the 800 million in 
June . Then in September you ' d borrow 500 million 
dollars in new cash - Treasury note - and that would 
be used largely to r etire J50 million maturing bills, 
so it's really a roll-over . You'd go out of September 
with about 970 million. 

How much money in addition to the eight hundred and 
eleven? 

There's 817 million dollars of Treasury notes falling 
due, and there ' s J50 million dollars of special maturing 
Treasury bills. 

You•d have a billion JJO million of financing then? 

That ' s right. 

Well, why not do 
now with bills? 
!.larch bills .••• 

with those bills like you're doing 
In other words, you'd start issuin& 

Well., we •RUl beginning in October; we'll do that too, 

I see, you're figuring JOO million new •••• 

Bo, figuring 500 mlllion of cash on Treasury bond or 
note, and you'd retire J50 mill i on dollars or Treasur1 
bills maturing. 
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What about the 800 million? 

And the 80J million would have to be refunded. 

We've got 800 •.• 

••• • plus the 500 . 

But the five would be new in those circumstances, 
because the 300 million of billa - of course, if 
you're paying those off at the time with the expecta­
tion that you would st~rt issuing them again the first 
of October a t 50 a week •••• 

That's right, but we've got t o keep our balance up for 
the time being, to pay them off immediately. 

But wha t the financing in September would be - you'd 
offer t he SOJ million notes, a conversion, and in 
addition t o t na t f i ve hundred million more of what 
we call new money . 

For cash, tha t•s r ight . 

Of which 3JJ would be used t o pay off bills. 

350. 

'1/by earmark it? That's what we don't want to do. 
1Ve can say the 350 we'll pay out of tax receipts . 
I mean I d on't want to come- when it comes down t o •••• • 

Thot is on the basis Qf present budgetary figures, 
which show a deficit of 400 million f or the fiscal 
year; that is assuming that kind of range of expendi­
ture. 

That's right. 

What is that assuming about gold there? 

That's assuming 125 million in June, wbich is about 
70 million less than we got in May; 100 million in 
July, August, end September . 

Probably have to increase it a little bit for June, 
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because you hit it pretty heavy yesterday ; started 
off wit h about 40 million yes t erday, and t her e ' s 
about another 4u on the water; t hat ' s 80 you 1 ve got 
in sight already. You' ll have to increase - I think 
you ' d better count pretty close to 200 for June, and 
then hope you can drop back again i n J uly . From all 
appearances, we'll get a fairly good amount in June . 

You say fairly good amount? 

Fairly good. 

That's a very codest statement. 

Uepends on what you compare it with. 

Be means "subst&ntial." 

So that's why tha t thing didn't click. I thought 
you said you'd start in June another series. 

No, sir - of what? 

Series of 50 million bills to mature in December . 

I think I can give you the figures on that. 

Well, how much did you figure on raising? 

Nell, there would be 250 million dollars of extr a 
a~oney raised in July and August of Treasury bills, 
which bills would a1ature in December . 

Now do it the other way. 

Carrying through the whole picture • • • 

If you didn't do the December, but started t he 90-day 
bills . 

'Nell, leaving the picture e.s it is, but adding 50 
million dollars of Treasury bills , 90-day bi lls, 
beginning, say , the )Jth of June and continuing on 
through September, we would r aise 450 million doll ar a 
of addit ional money, assuming, of course, that we'd 
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refund the bills when they mature - 45J million 
dollars of new money up to September JO. That 
would g ive us a balance in the neighborhood of a 
billion one, on the same basis. 

That ' s assuming you also r aised five hundred million 
cash l n September . 

No . 

Yes, that ' s the same. Well, we don't need, of 
course, that much money. 

tet' s see if we con get together . As I had the pic­
ture, Dan -you tell me if ~' m wrong - if we started 
selling these 9J-day bills, I was under the impression 
that we'd raise enough money that when we came t o 
September f inancing we ' d simply have t o turn over the 
notes. 

That is what we ca n do, yes, sir. 

I see. 

That would be increasing your outstanding bills. 

Well, a fter September there would be two billion si.x. 

Two billion six is right. 

Compared with the present what? 

Two billion 95v . 

No, i t will b e two billion si x t oday, and you retire 
3JO million on June 15, which brings it down t o two 
billion three. 

Then you issue .•.• 

Then you would issue a net of 350 million dollars in 
that period, making the t otal of two billion 650 - -53 . 
You r etire 350 million of the specials on September 15 . 

But after September 15 if we did that, we'd have two 
billion six. 
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Two billion 650. 

But the picture I h&d i n mind was that if we started 
these 90-day bills l a te in June, all we'd have to do 
in Sept ember would be to r oll over that note. 

'Ne could do tha t, get by with it. 
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Well, that would be - of course, tnet would be new 
money; the 90-day bills would be new money . In addi­
tion to that, you ' d have the nine month bills, and 
if you're issuing the 90-day bills and in addition 
t o tha t the 50 million of December maturity, would 
tha t be 150 mi l lion a week? 50 of 90-day bills , 50 
of the nine months, and 50 of the December? 

No, sir. Tb.is schedule I g a ve you a s t o maturities 
would b e rearranged now, and all of the special money 
would be 90-day bills from here on. 

So - I see . 

Instead of September, you ' d sell 90- dey bills. 

We naveo• t elicited on thls thing, a.nd ~ understanding 
with Eccles is that as soon a s t h is financing is over, 
we ' d sit down wi th the Boord and dtscuss what kind of 
bills we 'd sell, and we left t his thlng until - we' d 
do it after J une 8, h£ve two weeks to discuss the 
bill ma rket . But you aske~ us t o go beyond September, 
and t hat ' s in the possibilities. But tha t was ~ 
arrangement with Eccles, t ha t we'd do this immediately 
after the financing. 

As f ar as September is concerned , then, it may be tha t 
it would be. jus t a turnover, i t may be that you'd get 
some new money a t tha t t i me, or it may be that if you 
deci ded on 90-day bills you'd get the money before that 
on a weekly basis . That is , any of those things could 
happen. 

Now, if anybody doesn't unders t and - I don ' t think 
either Bell or I have explained it very well - I'll 
let Bell do i t again if anybody doesn ' t understand it. 

Well, it was contemplated that, beginning about the 
)Oth of June, which i s a Wednesday, or the 2)d of 
June, which would be another Wednesday, we 'd start 
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raising 50 million dollars of additional money 
on 90-day bills. That would make those bills begin 
to mature some time around the 20th of September. 
From there on and during that period, we could raise 
50 million in J une and 150 million in July, and 250 
million in September, in addition to the 250 million 
dollars already in the picture. That ' s about 700 
million dollars. 

'llba t do you mean already in the picture? 

That I ga ve you as the balances; I had 250 million 
dollars in my •••• 

or ue cember bills? 
. 

••• in my balances that I just gave you, there are 250 
million dollars or extra issues of bills maturing in 
December. 

Maturing in December . 

Now this schedule would b e r earranged to be 90-dny 
bills instead of that, and i n addition 450 million 
dollars. 

Now we're getting it. I t ' s my fault . 
and I have dress rehearsals, but we•ve 
busy. 

Usually Bell 
both been pretty 

I didn't know whether you wanted to discuss this today. 

It aeans 450 million dollars more on t op or your 250, 
because if you do •••. 

You mean 650 million of bills between the two f inancing 
dates, practically, in addition to the roll-over of the 
nine months bills. 

That ' s right. 

Then you would simply roll over your September notes 
when t hey came due. 

That's what we ' d like to do. 

Yes . 
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That ' s what we' d like t o do . 

(Secretary has short private 
talk with Lochhead) 

Are He all together nu•a on this? Have you s ucceeded 
in making a plan? 

(To Bell) But if yuu stbrted selling bills again in 
October - n.:l, :;ou' d Just be rolling over those 9J-days. 

Tha t 1 s r ight. 

That's right . 

You•re assuclng t ba t you xon1 t have t o hEve these 
Treasury bill issues in October and November f or 
any ad.diti onal ne'll money. 

We haven ' t agreed i n the Treasury yet, bu~ just f or 
a suggestion we ' re throwing it out. I mean we're 
trying t o work it out so that, first, the 90-day 
bills is a move in the r ight direction - 'Ne don't 
know yet; second, we ' d only like t o turn over our 
maturing notes in September. \'•e 've thought this 
one out . Some of the other people have got two or 
three other plans around . We want t o talk t o you. 
The few people we t alked t o in New York ere crazy 
t o have 90- day bills, want t hem very badly, tJSY it 
would make it much e asier t o arrange f or excess r e­
serves from day t o d ay . And whether we then continue 
to sell Gdditi onal bills on t he ta.x dates - we haven't 
crossed that bridge , whether you people can handle 
that without our being i n the mcrket, t aking out that 
mone~ on that date. In fact we hs ven•t - the thing 
hasn t Jelled at all, end I d on't want i t to jell until 
after the i'inancing, because there are a lot of things 
at s t ake . 

lolr . Secretary, in this tentative plan, which I under­
stand i s just ti suggestion, where you propose to issue 
90-day bills dur i ng the interval between June end 
September and a l so roll over the maturing ones, 'what 
maturit y bills would you put out t o r oll over the 
maturing ones? 

You mean in September? 
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llo, maturing between •••• 

Continue the nine months . 

You•a continue. That's what I wanted. 

No, continue the nine months . 
nine months and a 90-days . 

We ' re thinking of a 

' 

• 
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That ' s what I wanted - a nine months and a 90-daya . 

That's what we're thinking of, but noth1ng has jelled 
yet . Seltzer gives me a neK memorandum every day at 
bedtime . Be improves his ideas every day. 

Good r eason f or delay . 

!low, are we reaay for "the" Burgess? 

Nell, I c"n g i ve you the l'esul ts of about eight days • 
acquaintance with the market . 

You better skip the other two months. 

Well, I think I kneN more about it before I ca11e 
back. 

The broad picture, of course, is that the market is 
just getting over a big dip, the same kind of thing 
we went through, only wor se, as in 19)4 and 19)5 . 
It's the old familiar experience; you had another one 
in •)2 and ' )), and so on. Ana after such an e xper­
ience, it tokes some time before t he market settles 
down, you ~ow just where you' r e at, and before the 
quotations mean anything . You csn have a quoted 
price, but you can't sell bonds at that price. You 
can look at t he quotations and say, •well , you can 
sell a five-yea!' note at such and such, or a 15- year 
bond a t such and such," but you can1 t do i t bee•~• 
there isn •t the volume thel'e. 

On those occasions ·in the past we have always s tarted 
with something short and have worked up; we nave tried 
to leave t he mal'kat a little bit unt il we got i t worktac 
on a longer-tel'm propositi on. Well now, the sarket 
bas recovered a certain am~unt of the way. I t's 
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recovered particularly in toe past week, since the 

Guprome ~ourt decision e week ago Konday . While the 

1uotations eren1 t very much higher, they are a quar ­

ter to half a point higher on the bonds, and an eighth 

to a 4uerter point higher in the notes . The market 

feela a lot better; it's a lot more confident of itsolf 

than 1 t was. 

How, a~ you l ook at the market today there are three 

klnJs of things thbt you con consider on financing . 

~ne is ~ short-term note - one, two, or three years. 

'fhe bes t demt. nd i s f or t ht. t . That 1 s Nha t the banks 

t. r e tul~in& a bout, f or adJus ting their reserves. 

•hey 1 ve been t a lking ~tbout 90-day bllls, they •ve also 

boom t blkiog about these notes - something that would 

nuve a ready and a stable market and the banks would 

t ake. Banks and insurance companies and others would 

to~e o substantia l block of those short- term notes; 

there ' s no question about that. 

Now, the next thi ng that you could consider, which the 

market doesn1 t want quite so much, is a five-year note. 

You've go t an open da te in 1 42. At first when I came 

back t o NON York, the dealers ancl the banks that I 

consulted there said, 110h no, you can't go that far; 

that's t oo l ong . 'fbe ba nKs won't go that far . There 

aren ' ~ bu.yers for a five-year note . • Hell , that sen­

timent bus been changing a little bit in the past week 

o r so, and I've found a good many people .Uo would be 

buyers of a five-year note; some insurance companies, 

sooe banks, particularly out-of-town banks - they're 

more willing to step out a little further, I think, 

than the New York banks at least say they are . 

N~•l tne thiru possible field worth exploring, which I 

don t tnink is probably fruitful right now, is an 

i nte rmedi~te bond. The long bonds are obviously out; 

tney tl8ven1 t r ecovared in anything like the fashion 

thLt the o toer bonds have . They've bad to have support 

muco r.l;)re tlwn Ill\)' thing else . So t hut you obviously 

~>u lJn 't sell ~ l ong- term bond wi th assurance of suo­

~ess. ou~ the intermediate bonds have behaved much 

better. 1hey ' ve bad very little support; there bas 

been contlnu~ua demand t or some of tbem from banks and 

insurance companies and others. 

So tnet tnere is a possibility that if you offered, 
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let's say, a ten-yea!' bond - just to be definite, 

suppose you offel'ed a 2l, getting away fl'OID the othel' 

stuff, offel'ing something a little bit different, 

Kith toe single maturity date !n11tead of a call date; 

you might be oble to sell a ten-year 2f at this time. 

Like tne 1 41? 

The people would t hink about the '41, that went so 

well. That was a good bond. And a fixed maturity 

date would be a little different from these other 

bonds, so it would set it apart ond probably reac t 

less disadvantageously on the market. 

But I think tne =arket isn' t quite ready tor that. 

There are relatively f ew people who seem to be 
interested in it. It would probably r eact somewhat 

adversely on the general bond market. Unless it were 

a great success, it would hinder, rather tam help, the 

process of recovery in the new financing market, which 

I think is very important tor the continued business 

recovery. You want to get a new financing market 

going again; it is now held up, und you couldn't be 

sure of the kind of success in an intermediate bond 

that •would help that market rather than hinder it. 

And else, you've got a September problem. That's 

one r essen I was interested Ln seeing this reviewed 

first. You ' ve got a September problem to be met that 

is really qulte substantial, and you want to leave 

your nands free f or tnot, ana either in some sort of 

bonJ or i n a note. That is one thing to consider with 

respect t o the five-year note, is whether you are leaving 

your hands free. 

Well, those seem t o be the three general fields where 

one could consider doing something. 

Now, 1 t hink there is another general consideration. 

l'he problem of Treasury finoncing has changed somewhat 

since the excess reserves were reduced. I think that 

under the present circumstances you want to of fer soae­

th!ng t hat will appeal to several ditfel'ent kinds of 

b~ers. You haven't got a single big buyer that you 

can appeal to, With the excess reserves reduced. You 

want to go around to the different buyers and see if rou 
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can offer something attractive. I thir~ taat is a 
reason f or tailoring your offering to suit several 
different purses, and I think that a split offering 
of a very short obligation and a longer one would 
have so~ething to commend it . 

So my present feeling - I think that was the feeling 
of the meeting - is tha t a very short obligation 
would go very well, and you could sell perha ps ell 
the obligation in that; but there is a good deal t o 
be said •for splitting it and offering a short note -
let ' s say two and a quarter years, or so$8body sug­
gested this morning a year and a half. 

You already met this morning; you've had a dress re­
hearsal. 

l'le 1 ve been t dking about it a little bit • .l.nd a five 
ye&r note . Now, Ne recosn1ze that the five -year note 
won't go as well as the short obligation. There are 
a lot of people that say it won't go . It is a little 
on the "Cnancy 11 side . I f eel that it will go; there 
are a good many others that feel the same way. I 
think that splitti ng the offering between short and 
five years is very good . 

!low, you !llay w&nt t o consider the relationship of 
that to the September financing, whether you want t o 
save the five-year note for September or not. Uy own 
feeling is that the thing to do is take each financing 
as it comes along and ao the best you can • 

. 
So that if you tried to pin me down right now, what 
I ' d reco!lllllend would be four hundred m.illion of a 
two and a quar ter year note at l 3/8, and four hundred 
million of a five -year note a t lf. 

Well, let me esk you - of course, the five-year at 
those coupon rates would be much more attractive. 
Be about a point in it. 

Well , I think less than a point, because the things 
you compare it with- the ' 41 ' s are abnormally priced; 
tbere are two issues there that are below par. When 
an issue gets below par, nobody likes to sell, and 
it doesn' t really find its true yield level. So that 
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I think you•ve got t o f i gure more of the - take the Woodins as a better i ndication ot that; you see that the Vloodins are selling on a 1.6J basis; these other, J J/8, on a one point five •••• 

You'l l have t o e ducat e me . I don't know what the Wood ins are . 

Tney •re the '41's. 

I know waa t t he •Tombstones" a r e . 

(Hea rty l aughter) 

I f you compar e them w1 t h t ha t , why , t he new i ssue wouldn ' t be wor t h :n~re t hEn 20-J2ds . 

Wnat do they call the new two and a halves? 

I don't know; I haven't beard a nickname tor it. 
Those are the •Flatfeet.• 

But I think the five-year note ought to be more 
generous than the other, because the demand is a little less obvious and you have to attract 1t a little more. And at any rate, the risk involved in a fi ve-yaar note is very much greater than in a two­year note, so that there ought to be more margin of profit, more margin of safety there; the fluctuation is grea ter. 

Did everybody in the meeting that you bad agree to make it fifty-fifty between the two notes? 

Well , let the others speak tor themselves. 

Well, we didn 1 t have any agreement. Just a question of an informal meeting that we had over there tor, oh, about JO minutes or 45 minutes, and we bad Dr . Burgess and Mr. Piser Just say what they had to say; and there was a little discussion back and tortb, but there was no - there was no agreement, nobody was polled. l>o I think each one would have to apeaJI: for himselt on that issue. 

Well, let ae ask Burgess this. It you have two clittereDt 
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notes, will the lew York banks subscribe to both of thea? 

I think so. 

Take the f'ull. amount. 

151 

That is, I think many of them will. I think t here will be some Who will subscribe solely for the short note, who wil.l not subscribe any tor the five-yea r note . That 1 s the way t hey t al.k. 

What are their parti cular worries this week? 

Oh, war 1n Europe, pri ce of gold, the budget - that ' s a continuous worry ; help you do your worrying about that. 

We can use all the help we get. 

l•ell, of course, t her e ' s some t ha t haven't stepped out anyway. You take a bank like the Irving - haven ' t got anything over three or four years. 

They never have. 

Never have, no. But I think some that in some previous issues have t aken a bond or a long note would be reluc­tant to this time. 

I think that those banks that have no time funds at all - big commercial banks - I don 1 t think they should necessarily be expected to take the long-term issues. The banks that do have time funds , such as a good many of thea do, have taken the long-term issues. 
And very small excess reserves. 

That's true. 

So t hey 're thinking in terms or what excess reserves they have, something that may disappear; so they'll use it onl.y on liquid stuff that they can dispose or very quickly . 

We ' ll sell it to them on credit. 

That 1 11 right. 
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\?ell no,., if it's agreeable to llr . Eccles , I'd Just like to go around the room. 

1S2 

llr. Secretary, pollillg in Philadelphia and also cer­tain places outside, I have noticed, I think, a demand of two characters. I think there would be a de~nd for the five-year note. I also think with the larger institutions and insurance companies particularly there would be SOIDe demand for the short note, one and a half or two and three months. And I think m;yself it would be a mistake not to recognize the nature of both those deiDands . 

But you think the banks wi1l t~e the five-year? 
Itbink so!De of the larger banks will to SOIDe extent. 
I think some of the outside banks will take the f i ve-year notes; I think it will be acceptable to them. That checks pretty much with what you (Piser) and I found out and what I have done since. 

I think the five-year notes would also be bought by trustees, individuals, and insurance companies in much larger volume than the shorter notes would. 
Anything else? 

I n regard to the short note, I should think a year and a half note might possibly be a little better than two a.nd a quarter, because the Septe!Dber '39 per iod falls in between a large amount of maturities, wnereas the December '38 is in more of an open period than the longer note . The December 1 JS o ould probably be sold at 1 l/8 as against 1 J/8 for the September 1 J9 issue. 

I haven' t anything to say, Kr. Secretary. I would feel that it IYas probably not advisable to have i t all long , I should think that would be somewhat too much of a r i sk . But if you split it I think that o f i ve and a short one would be a good arrangement. I don't know Just what abort one; I haven' t any - I haven ' t formed any def inite opinion about that. And I do think i t would be desirable to offer a five, because there are people in the market who want that kind of a securit y, poaaibl.)', out side of bonds . 
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I still prefer the total issue of five years -
five year total issue. I think it' s a compromi se 
financing, but I think that the . . .. 

Shoot the works on five? 

I think so. I think that the - it is certainly 
most preferable from the Treasury standpoint to 
have a five-year . It doesn' t give you a lot of 
small issues, and I think the markets always adJust 
themselves to those issues . I mean some of them 
will swap their issues around, if they have to, to 
get the maturities · they want. And especially if 
you're thinking of putting out a lot more short-term 
bills, you're going to give the market plenty ot 
short-term stuff. 

Profe~sor Williams? 

I have nothing to add. As I think we brought out 
already, you have to think about September as well 
as June, and I should think i t would be desirable 
not to do anything that the market might interpret 
as indicating nervousness over what happens . From 
that point of view, I should think it would be desir­
able to have this five-year issue rather than confine 
it all to the short. 

Have it all five years? 

No, I didn' t say all, but have some of it. 

Fifty-fifty on it? 

Well , that 's - I should think so. I don1 t really 
know enough about bow it would go to say. 

Wayne? 

I was Just. looking at t!l.is, about 19.39, at two and 
a quarter, as compared to two and a halt yeara 
Your December maturity 1a only S26 million, 1 .3/8 -
and the possibility of adding to that rather than 
tilling in that September date. 

That issue is selling below par . 
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That iaaue is selling below par? 

Yes 

Tbat answers itself, then, doesn't it? 

Your December, 1939, issue - that's selling at a 
premium of lJ-J2ds last night. 

Oh yes, I 1m sorry. 

Uoesn' t make much difference. 

Well, I 1 d a little r a ther split it up. Then we have 
something tbet we can do on • • •• 

• • • on every tax date: 

I t hink so . I mean be the same amount in a year. 

I think the longest we ought to go is to split up 
between two and a quarter and fi ve years . 

Anything e~se, Wayne? 

Seltzer? 

I•d offer the two and a quarter and the five-year note. 

Is there a serious objection to putting a total limit 
of 800 millions on both and accepting subscriptions 
in any amounts for either, instead of s plitting up the 
issue very definitely in the offer? 

The market doesn ' t like that. They say they're buying 
a "pig in a poke ." That is, quantity has a very 
important influence on price, so they like to know 
what the offering is going to be. So I think that 
you would lose as many buyers by doing that as you ' d 
gain assurance by leaVing it open. In fact, I think 
you'd lose more; you'd arouse prejudice against it 
rather. 

Bas that been tried? 
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When was the l ast time we did that, Dan? 

Banking holiday . 

Yes, it was a six and a nine months issue - very 

close together . 

They were both of the same char acter. One time it 

was two issues of certificates and the other time 

i t was two issues of notes . 

.. 
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The maturities were very near together, I think. 

'Nell, certificates would have to be close together. 

I think within a year, yes. The l est time we tried 

it, it was Just about fifty-fifty on subscriptions, -

very little difference. 

It would be an experiment . I 1d be a little afraid 

of it. Can 't ever predict t ha t the thing wouldn't 

go, but I 1d be afraid of it. 

Mr . Burgess, how will the market react on bringing 

out the two and a quar ter and the five-year, with one 

a t a premium of 14 and the other, s ay, about 28; 

the ones that are Just going in to subscribe and 

scalp the market - what will they do? Will there be 

a tendency to sell out the five-years? - I mean more 

of a pressure on the sale of the five-years after the 

original bidding, or not? 

Oh, a little, but I think the speculation would be 

reduced a good deal this time . 

I mean a tendency to roll over . 

Tnere will be some of that. 

How are your dealers' positions? 

They are about 30 million higher than they wer e . 

They ' ve gone up in the past eight days, el 1ht or 
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ten days . 

Bills, most or t hem? 

No, they 1 ve gone up some in notes. They were 20 
million short in notes; they are now 2 million shor t. 
Their long position in bonds has increased. They ' ve 
gone up i .n bi lls also some . 

They1 re up about 15 milli on in bills . 

That fluct uat es, of course, a good deal from day to day. 

llcKee? 

Vr. Secretary, I Just can1 t see why t his marke t 
couldn't absorb 800 million dollars worth of one 
issue at this t ime, and I would like to see that 
a five-year issue . I think you•re feeding the 
market enough of short-time money, and contemplating 
doing it, or continuing it, t hat the short- t i me money 
will be well provi ded for . Now, there i s a lot or 
contract money that is confi ned to Government secur­
ities and there is nothing provided r or it in 1942 . 
I don ' t know that any of us have cover ed that rield 
l n its entirety to see how much of that would be taken 
up. But personally I think it would be a sign or 
weakness on an 800 million dollar proposition to 
split it into. two issues. And I think not only would 
you be helping yourselr but you'd be helping the corpor­
ate bond market, which has a lot of backlog waiti ng 
to come out . 

Harris? 

I ' m right in accord with what he said. 

You like the five-year? 

Yes, all of it five year s. 

or course, you have this • • ••• 

We have a bunch of speculators . 
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Well, one thing I 1d like you to get away from is so 
many different Government issues. 

Broderick: John, wnot is contrac t money? You use tnot quite 
often. 

!lcKee: 

Bell: 

!AcKee: 

Seltzer : 

McKee : 

Barris: 

Seltzer: 

B. I.I .Jr: 

Bell : 

B. U.Jr: 

Upnam: 

" lot of things, Joe, ttwt nave to be paid out at 
a particular time, wnich must be invested in or 
secured by Government bonds. There ' s a lot of tnose 
things all over the country - building contr acts and 
everything else - and there isn' t anything that 
matures at that time. Now, I don't know wha t it 
means - I mean I don ' t know wha t it means in volume . 
But I t bink if you get into the trust departments of 
the various banks you' d find out it would mean some­
t hing i .n vol U!lle. 

Your contention being that they want a maturity in 
1942 to meet the payments coming due at that time. 

That's right. 

You don•t think 400 million would be enough? 

No, I just - I just don't think the Government's 
credit has got so low tha t you ' ve got to split 800 
million doll&rs into t wo issues. 

That's what I think. 

I t is true t hat the fellows who bought our last two 
five-year note issues are out on it; that is, they 're 

• below par. 

!Jan? 

I have nothing? 

Cy? 

Well, I found a good many hankers on the Coas t who were 
quite willing to take a five-year note. Some of tha• 
even talked willingness to bey a ten-year bond. And 
t here was a good deal of talk of too much short-dated 
debt. I would be inclined to agree with Kr . McKee 
t hat the Tr easury is going to be fairlY timi d it it 
puts out fifty-fifty, et least of a very short t er•­
note and a f ive-year note. I would have more of the 
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five-year than of the two and a quarter. 

Bow long ago did you talk to the Coast fellows? 

It's almost two weeks now. When I first started out, 

they wouldn't talk about anything but a one-year note. 

If they were willing to talk a five-year then, they ' d 

talk it even more strongly now. 

George? 

I think you• ve got to recognize that the greatest dif­

ference between today and the day when we had a meeting 

here, ~bout two 'Neeks ago - if you remember, at that 

time, I recorded that in all of the reports that we 

got from the dealers and banks and others, which I 

admitted were confined almost entirely to the New 

York banks, it was almos t unanimous opinion t hat t hey 

did not want a fiv~-year note, although e number of 

t hee s aid it would go at 1 J/ 4 . Our judgment in the 

Bank was that those fellows were shopping a little 

f or a preferential issue and tha t we could issue a 

tive- year note even t hen - a t a price, I still think 

that you could do so, but I question whether I would 

issue the whole thing in a five- year note, not because 

it ' s a sign of weakness to s plit it up or because it •s 

a sign of str ength to put it a ll in one issue, but 

r&ther because, as Burgess point s out, you ' r e through 

a shift - you 're going through a shifting peri od here, 

and there are different classes of buyers, and you 

might as well try to s atisfy both classes as well as 

one class. 

rlow, one of the classes, and one of the l arger of 

your customers , is the New York market , most of 

wnom s till express a very definite preference for 

the shor ter note, and I think there i s much to be 

said for giving them what they want . 

Even though you could sell it all in the five-year 

note, a t a period like this I don't think I would try 

to sell all in five-years . I think I would split it 

up . I don't t hink it's a matter of much importance 

whether it's four and f our, or five and three -one 

way or the other . 
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Now as to the question Mr . Piser raises, whether 

the short notes should be one and a halt years or 

t·o~~o and a quarter , I have no preference myself at 

all. I tbink the market would be pleased to get 

either, and I would do whichever one suits your 
book the best. 

.. 
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I don't think that I would make it an open offering 

of 800 millions, giving them a choice without any 

limit on each of tne two issues. I think I would 

fix an amount on both of them. 

Well, if the market do-sn•t like it, we wouldn't do 

it. 

I don ' t think there is enough to be gained by d oing 

it and I don' t think it is necessary to do" it. I am 

quite confident that there i s a growing appreciation 

of the importance of financing what you put out . On 

the other band, we do have reactions 'if you put out 

too much of what is not wanted. I think that if you 

make it half and halt, the five-year and the two-year, 

and if one or the other is sticky , it wouldn't take 

much, if we let certain institutions know, to have ¢hem 

make subsci'iptions for the issue that is atickilli. 

We ' ve been doing that in bills quite a little; in 

fact, I think they ' ve overplayed suggesti ons that we 

have given them on bills - some of them. 

But the market seems to expect around seven or eight 

hundred million dollars. 

Yes, I should think so. And I W>uldn 1 t make it 750; 

I' d make it 800 . 

SOO million, because 300 million tor bills and five 

hundred million more cash - take 800 mill ion, and 

ten percent over will make up the difference for the 

gold we ' re getting this month. 

Only one question ••ve had in mind, and that you han 

answered pretty well . I thought that if you adopt a 

bill policy which requires you to borrow a substantial 

amount of new money in September, then, looking at 

June and September together, there might be somethinc 

to be said for goilli the other way - that is, giViDc 
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the market what the maJority want, t hat is, a short 
note, now - and soaking them all with a five-year 
note in September, or, if the bond market picks up, 
half a note and half a short bond, in September. 

But you don't lean that way now? 

tlo, I don ' t, not in view of what you said; I mean it 
appears that you won't need much new money. 

I•d like to, if I could, work it out to pick up enough 
bill money through July a nd August so that we won't 
have to take anythi ng more in September. 

'//ell then, 1t that is true, I would be inclined, 
for the reason that I am interested in giving tne 
market some or the short notes because some ot them 
wanted it - I'd be inclined to offer them some or 
the long because there is evidence that there are 
certain types of bayers who would prefer to have it. 

Well , there ' s very rew people I talked to that said 
if we gave them a two and a quarter year they'd eat 
it up. 

VI ell, I don ' t think there is any question that a 
two and a quarter note all a lone would probably 
return you the greatest amount of subscripti ons . 
I think that would probabl y, from the point of view 
of the subscription sale, be the most popular. But 
there is another factor - that is your own positi on -
and therefore there is much to be said for not over­
loading those shorter issues a nd for putting out some 
of the f i ve-year note in an empty year. That being 
so, I think I would try it, and I believe it will go, 
though I frankly , on the evidence we now have of close 
exchanging, think that the shorter will probably go 
better than the l ong . 

I wouldn ' t worry about the price of 1 J/4, because, 
for the reason Burgess mentions, I think you' ve got 
to give them a little more grayy on that. 

liar riner? 
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In view or the large amount of maturi ties in 

September, it would seem to me that at this time 

l Sl 

it would be well to put out not more than balf of 

the issue in a five-year note . I think maybe the 

market might take a five-year note for the entire 

amount . It the banks had no opportunity to get 

anything else, I think they would - possibly would 

take it, having a preference, however, for the 

shorter maturity . I see no reason why we shouldn' t, 

in the circumstances, give them a preference and give 

the investors and the trustees an opportunity to get 

the five-year note, giving the banks the preference 

for the shorter-dated i ssue. At least you ' re taking 

less risk doing it tbat way. And in view of the large 

amount of the maturity in September , you may very 

likely want to issue some notes coming due in ' 42 -
five-year notes - for part of tha t issue. It would be 

a good thing to try it out now in part and at least 

l eave ' 42 open for some of the September refunding 

in a five-year issue, instead of putting the whole 

800 milli on out now and finding that you bave pos­

sibly loaded it up - loaded the mcrket pretty heavily 

with that and r educed the possibility of the September 

refunding in that i ssue. 

I have no particular preference as to the year and 

a ha1f or the two and a quarter . One possibly would 

go as well as the other - slight difference in yield. 

The one and a half is getting in a little more com­

petition with the nine months bi ll market, however, 

than the two and a quarter. 

H. i>I .Jr: Yes 

Eccl es: The premium on the f i ve-year note at l J/4 yield 

is no greater, of course, than the premium on the 

two and a quarter year note at a l J/8 basis - on 

the yearly basis, just about the same, in proporti on. 

I think that's obout all I've got to sey . 

Broderick: I think, Mr . Secretary, the thing of prime importance 

is to make the issue, whatever issue you put out, a 

•rip-roarint' success. That can be done by making it 

attractive both as to maturity and rata. 

There is a reeling among the banks, particularly tba 

smaller banks, the medium-sized banks - I mean out1ida 

of those central reserve cities - tbat they n!'ed 
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balanced por t folios. Almost every bank ' s got that 
in mind. Some feel they are loaded up too much 
with the longer-t erm securities, and it is my per­
sonal feeling they will gradually work ott their 
l onger-term securi~ies in favor of those of shorter 
maturities. I think 1t is very desirable a t this 
time to give them a meaM wher eby they can take on 
shorter maturities. It isn't that they want to reduce 
the aggregate amount of United States securities that 
they 1ve got , but they want to have the maturities 
diversified. 

Personally, I favor a short-term i ssue for the whole 
800 mi llion dollar s, not more than two and a quarter 
years. !.ly secondary choice would be half and half. 
That would give these banks t ha t want the shorter 
maturities an opportunity of getti ng them at a fair 
price, and also those who want - I mean the outside 
buyers, outside investors, an opportunity to get the 
five-years. I think the 800 million a t two and a 
quarter would be snapped up Just like that by banks . 

Eccles: Don't you think you ought to give to the market , 
though, an opportunity tog et some of the five-year 
notes? I mean outside of the banks . 

Broderick: Yes, a s I say, that would appeal to those aside from 
the banks - the five-year notes - the other inves tors . 
But as between a three and o five-year note, I t hink 
even an average investor would be more impressed by 
a three-year not e t han a five-year note, because back 
in their mind is the fact they will eventually have 
a higher r ate base; they believe they ' ll do better 
l ater . But I think that one and three quarters, five 
years , will go all right. I think either one can be 
sold. But I do think it would be hel pful to the banks 
to have an opportunity of getting some of these medi um 
maturities in order to balance out their portfolios. 

B.1.1.Jr: Aeybody got aey secondary thoughts? 

Sinclair: Only secondary thought I have 1s that I think it would 
be well not to overlook the nature of the two types of 
demand. I know in our own ter ritory outside of PhUa­
delphia there seems to be quite a litt le interest in 
longer-ter m securities, even going so far as t he 
intermediate bonds. 
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Boston is the same way. Boston would be deli ghted 

tog at a bond . 

Ba.rrison: Get a bond? 

B. Y.Jr: Yes . 

Harrison: Ten-year bond? 

H.M.Jr : 

Harrison: 

H.II.J-r: 

Eccl es: 

II .M.Jr: 

Burgess: 

Sinclair: 

Piser : 

B .II. Jr: 

Upham: 

Burgess: 

Broderick: 

Upham: 

Harrison: 

Yes. llelighted to get one. 

I think that is probably true, and I think there are 

others that might be. 

I talked a couple times to Governor Young . 

Yes, but they want a 2 J/4 yield on a ten-year bond. 

No, no. 

Ten-year, 2 J/4 - you ' d have to pay that. 

I think, however, there was only one instance where 

they felt a ten-year bond would go. Isn't that so? 

As I remember. 

I don• t ssy t hey want only a bond, but part of the 

issue - they thi.nk it would be a great mistake if we 

didn't issue part of the issue 1n the form of a bond, 

or ta.ke an existing issue and build it up. 

Mr . Burgess, do these country banks of which llr . 

Broderick speaks bid for bills? 

No, no, very few of them bid. Some of them do come 

around and buy f rom the dealers after the market -

after the bidding is finished, but I wouldn't say Yer)' 

maey . 

They don' t know bow to do that , Cy. 

Uh-huh. 

Mr. Secr etary, I t h1nk on the quastioD of bonds Boston 

is talking about - I t hink it is 'Yer )' liltel)' that you' d 

be able to sell 800 m1111ona of a bond at aoaa pr ioeJ 
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it mignt take a good deal of salesmansnip ; probably 

would go Just because people wouldn't want it to 

fail . On the other hand, you' d have to price it at 

a point whicll would give a pr emi\1111 that would make 

it profitable for a lot of tne buyers to sell right 

away, and you tnen r un tne r i sk of putting a pretty 

neavy burden on tnis pati ent ' a back, whicn is Just 

recuperating now. And I wouldn' t even run t ile r i sk 

of s elling the bond, even if you could sell it, and 

give them an over-supp!y . 

I•d wait until they're a darn sight more hungry than 

tney ere now for it. 

But it helps to know bow they feel - for instance, 

I mean if Boston reels they ' ll take a bond, I know 

they 'll take a five-year; I mean I •m glad to get it. 

lolr. Secretary, I tnink whatever program you decide 

upon is going to nave a greater influence on the 

corporate capital market now than it has in the past, 

and I think you ' ve got to consider that, and you can 

help that or you can hurt it. 

I don't know what kind of fellow this man Burgess 

is since he ' s got his tonsils out . 

Don't say tonsils; it isn• t tonsils . I still have 

lQY tonsils. I can show you lQY wound if you want to. 

We're sati sfied he lost something. 

We'll discount that . Full of pep and vigor. How do 

I know wnat they operated on nim for? 

Kust have got a goat gland or something. 

Well , I tell you, before I got back to New York I 

would have sugsested selling tne lllbole tiling a five­

year note. 

Yes . 

They tamed me down a l i ttle bit tnere. 

You' ve outlined a group for me to see, haven 't you? 

Yes . 
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ADd what I • ll do i a this. I'll see these people 
and tllen, as usual, I au~poae, about Saturda;v .orlliDI 
••' ll tr:v to - will you ~Eccl .. ) be in tom o'fer tlle 
weekend? 

~es, air. 

All right. 

I usuall)' alii . 

All right. Well, thank you 'fery aucb. We'll do the 
best we can. 

·, 
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R. ll.JN 

Y: 

Y: 

Y: 

H.ll. Jr: 

Y: 

I llissed rou Fridar. 

June 2, 1937. 
11148 a .m. 

Wh7 the banks up here in New England - the banks 
: are not working quite the s8Jile as ther are else­

where in the countcy. 

Yes . 

Now the facts are that New England banks lightened 
their Government bond portfolio from July of last 
year until December, ••.•• • • • • • 

Yes . 

•••••••••• and then remained stationary until the 
first of !.larch. 

Yes. 

They have increased their port~lio since March. 

llres. 

Now I told rou the result of my talk and I talked 
with our Directors - we met last Wednesdar. 

Yes. 

They seem to have an interest in bonds up to 8 years 
and -possibl7 

Yes. 

This time I 1ve talked to one of the prominent dealers 
and be aars that the information which comes out of 
New York is enough to 
2-l/2 tor l5 rears . 

Yes. 

llut, of course, TOU cantt fi&ht lfew York Ter>T well 
1t tha,'• whet th87' n got in the back of their llin~. 

Yes . 

Peraonall{ I don't like it MTSelt - ah - it's pr etty 
ticklilh t we can tt; put on soMtbing beyond that. 
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Yes. 

Ah - are 7ou hartng a conference to-da7f 

l'• going to hne one 1n 15 llinutes. 

Ab-bs. 

And then we'll see what th&T have to saT• 

Well - ah - would 1t be asking too much to have 70u 
call me back aga.in to110rrow? 

I'll be delighted to. 
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Well all right, 1t I get 8Jl7th1nc I'll pass it on to 7ou. 

Itll call 70u definite!T to.orrow. 

All right. 

Thank you very 1111cb. 
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SecoDd Dratt 
...... 2, 1937 

1. .ldldniatraU.,. il!!lcz. !bo Roue !.De Dhhion ot l"'.l abould be 
udo a pe...,....t houeiD( a41W>iotratlcm, all ot tho powera of tha J.dmnietra­
tloo to be ftlte4 I.D the Secreta.,. ot the Iaterior. The Rouiltg .ldldnietratloe 
eho~d be eetabliobecl u • eeparate a41W>ietretlcm, eo • • to facilitate ite 
trauter ot a later elate pure\I&Jit to "'IT ploD which a111 bo OD&cte4 for the ..._ 
orgtl11ution ot the exocutin dopo.rto.,to ot the p....,.ODt. 

2 , Loa no aDd Gran to - Local COI!tributiono, (lrant s ot not to excoecl 
eixt7 par cent of tbe coot ot tbe project would bo authori•od to bo •do to 
public boualng agencies . As o condition to oucb Federal aid, tho bill would 
require tha t tho proposecl proj oct bo ginn full oxnption trOD state and local 
taxation, although not troro special osoooeaenta lllld customary eorrlce tooe. 
Suob tax ox .. ptiot> (or i ta equi...U.mt in tho tor11 ot troo aorvicea, donation• or 
other aid) would conati tute a substantial contributiOI! 1>1 tho locallty toward 
aoouring tho low-rmt character or tho proJect, t or tull tuation ot a beuoing 
proJect in o JNDicipoll~ would oao=t to a -t~ charge per roo. of troa $3 
tots. 

Loans would be udo to local public bouaiD( opncios, wbicb would 
h&Yo tho tull riiPOI!Iibillty tor oequiriDg tho land, conotrueting aDd oporoti.Dg 

( 1e projocte. Such loans would be aaorUoecl onr a period ot not to exceed 
•1xt7 7Mra and at an I.Dterost rate ot not leas then throe per etmt. lo loana 
to lWtecl dirtdond c.,.panies would be authorised, 

3· Cont rol or Rentals. 'l'be Ac!JD1u1stratiot> should haYo some Wfl!f ot 
oaouri.Dg that public housing agencies which h&vo roco1Tecl Fodoral assiotanco 
will operate their proJects tor tho bonotit ot t ho low-income group. While 
the state housing lows contain provisions requiring public housing agencies 
to operate their projects in this IIAIIllor, it u;r bo adTisable to obtain addi­
tional assurances that the l ew-rent cbaracter of ouch projecto is IIA1nta1Dod, 
Perbape tho 110ot ottocthe 8M11S of control would be to authorise the Fecleral 
!d:lln1etrot1on to ulte all or a part of ita grante through tho eODcallation 
of bonda. Tbua, inetoad or ll&king a loOD of o~ rort;y per eont of the proJect 
coat, tba .ldldniatration could Jl&ke a loan of a buDdrod per cent. !si!IDiiDg a 
project eoet or 0110 llilllon dollars, tho Ada1nistr&t101! could purchase cme 
t.'louul>d boDdo or $1,000 oacb. It could then Mlte ito a1xt7 per cent grant 1'1 
eancalllnr ton thouaaDd dollars or tbeae bonds in eaeh 7oor of the sixty 7oar 
oaortlution period (in addition to cancelling the curT.,t interest. coupo~~a oa 
t ho r~er outstanding, tree tiae to u..o, of tho t600,000 or bcmds ortdone­
ing tho propoeod grant), !be Federal !dldnietrat.lOD could agree tbat it would 
continuo to ulto tboao annual cancellations of 111cb bO!!do and interest eoapc1111 
o.u;, oo lone aa tho public housing agener MintaiDs tho l ow-rent cbarocter of 
the project. Ot course, tbeoo prortaiona for bond and interest caneellat ioo 
would not ap~ to tho actual forty par cent loan on the project, wbieb would 
have t o bo ropoid with intaroot . 

4. Fodorol ProJects. The Federal OonrMent would not be authorised 
to construct dirootl,y UJif additional housing projecto. With rospact to tho 
Pl"ojecta 11ow ownecl 1>1 the 0oTOr1111ent, tho Acllli.Diltra tion would be authorioecl 
to 0011 tbu to public housing agencies at a wr1 to-orr or not. to ex- •il<V 
per ••t of tholr eoat &114 to accept tba bonds or public hoaaing ageciea in 
pqaent or tho purcbaoo price. !be .lcllo1D1otrat1oa would aloo be authorbecl to 
lease eucb projects t.o public bouoing aceneies or to oporoto tho projects 
dirocU,. 111 tho l eaainc or operation of oucb projects , tbo Adllinl.atratian 
would bo required to charge rentals wbicb would bo at leaet autt1cient to Pll1 
tho operati.Dg expeaaoa or the project aDd t.o ropq, within a period not exceed­
ing •hV 7-.ro, at least fort;y per cet of tho initial coot or the proJect 
Cutin& all.,...,co tor the MX1.ma a1xt7 per cent groot) , together with interest 
at such rote u tho Secreta.,. of the Iaterior do•• &drtoable. 
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~. Fiu.nc1al Pronsicmt. It 11 waeetecl tbat tile blll authorise 
en appropriation or I tor the thoel 7ear cding Juoe 30, 
19)8J t tor the thcal Te&r cdinc Juoe 30, 1939J &lid 
t tor the !heal 7eu IID41nc Juu )0, 1940J all ot such 
auas to oonu.nue to be aftil.allle to the .tdal.nietrat1011 1mtil expended. B7 
providing tor approprlat1011a oftr a three"'JMr peri od, it wauld be poeoible 
tor the Federal Adlliniatration end the local alltbori tiea to plan &lid prepare 
tor a dotinite prograa. 

Tho .tdai.D1atrat1on would be authorised to aell ~ aeourltiea ao­
quired b7 it and the Secretar., of the '1'roaaur7 would be authorised to purebaao 
ouch aeourl tioa (excluding, ot couraa, ~ bOIIda which are intezuled tor can­
collation purll1l&Jlt to the foregoing alte.n~&t1WI Htbod or uking the al.xt;'f per 
c11>t graot). AD:r IICDiea receiwod b7 tba .tdai.D1etrat1m t'roa the aele or aecari­
tiu or collect1Cila or prillc1pal or intereat thoreoD or t'roa the ado, l ... J.ac 
or operatioD or proJects, would cODtin- to be aftil.allle to the .tdai.D1atrat10D 
w>tll upculod. 

'l'ho Secretary ot the 'l're&I1D"f would be authorised to resell ~ ae­
cur1t1oa which it purcbeaea trom the Acla1D1atrat1on or to bold such aecuritiea 
and rai .. add1t1oDal tw>de equivalent to the par ..Uue or the oeourlties 80 

bold. 

Tho bonds of local housing euthor1t1ea ebould be aede exempt, both 
es to principal and interest, tr .. all FederoJ. taxation, except estate, inheri­
tance Md gift tues. Sucb a provieion would r011ove eey doubt regardinc the 
exemptioD of theee bonds trOll Federal taxation ancl would therefore eubetantiel17 
aid their aerkoteb1lit7. 

• 
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1!1(8AS!JI OF TilE UIIIT!D STATES OF AliERIC.t. 

Office of tlwl Treasury .t.tteclwl 

Oueto.a 

JmiJRANDtlll FOR THE SECRETARI r 

SubJect• Karcotic Smu~gling - Europe. 

2 .t.YIIlUe Gabriel 
Paris, France 

JUDe 2, 19)7. 

After apendini &DOtber week a t GeneT&, obaef'Tin8 the ~e 

narcotic eeasi.ona, I .., now back in Paris, cbeckin& up wi tb Scbartf 

on the current IJIIU88ling situation. The sessions are still eoing on 

in GeneT&, bu.t they bad gotten to the stages whiob were of no p&r­

ticular interest to those of ua engaged in sctbel>' o .. batine augglina, 

ft8!1ely the atagea haTing to do with internal regulation of legitlaate 

aanutacture, use, etc. The first week waa partJ.cularly intereattne, 

since it waa all on seizures. This waa a private meeting. The second 

week waa takon up by meetinsa of the Supervisory Cotllllli ttee on Opiua 

and other Dangerous Drusa, these aeetinga be1ns public . Tlwl latter 

aeetinga were also intereattne in spots, the aost iaportant ... eots to 

those with our line or thongbt beings 

(a) The efforts ot llr. PUoasian, the Iranian delegate, to d.efand 

the seizures or Iranian Opiua (.t. & B Konopol)') aade durins the year. 

rue geotl.eaan, who waa foreerly a prominent :>rtioial in the sonruant 

..onopoly of his country, and at present fina.ncially interested throuch 
be1ng connected with a European sales aseoey of the aama, tried to conr 

up the seizures in any WIIJ' poaaible. Bia chief olc.llu was that the labels 

were counterfeited. .t. significant tact ns that not once did he brinC 
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out that the Iranian opiua in certain cues ...,.,ed fro• Ka11a01 att.r haT­

iDe been ahi>'!'ed there for uae of the Macao -opoly, tor blending in -­

facture bu.t before having beeo used in eaid aanutacture. (The seisurea 

were largely raw Iranian opiua, ex-Maoao, in the original A & B ~nopoly 

wrappers,) The reason that PUoesian did not brinS th1a up .... that lwl 

did not wish to acara ott one ot hie beat custooaen, 08lllely the 11ac&o 

-.nopoly. 

I n general, the attitude of the Co11aittea toward llr. Plloaaian tn.­
dicated that his attempts to coTer up were not taken too aerioualy. 

{b) The Japanese delegate, lr. Iotoyaaa, pulled a good one baton 

any general diacuuion caae up reeardin& the ~uac;y of penal tie• 

tor narcotic offenaea in Japan. Be eta.ted tbet the Japanese author itiee, 

in Tlew of the inedequaoT, were IDdeuorins to baTe the law changed to 

proTide IJUJ.teble pilllaltiea. Thia could be described ae •baatins tha 
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opponent to the punch.• Yokoyama PQt it over 1n a r ather plausible manner. 
I considered it a ~~~~art aove. 

(c) The l1J8oslavian delegate took an intelligent stand. He stated 
that he realized there was considerable illicit traffic 1n narcotics in 
his country, and that his goYerlllllent wanted to do eYerytbing possible to 
stamp it out. This ·us another Sllart 110ve . Privately, I attributed it, 
in part at least, as an endeaYOr to l.Jopress the AmericM delegation, in 
view of the fact that l1J80slav1a is concerned about her legitl.Joate opillll 
export to the United States. lie bad an unofficial talk with the aboYe­
mentioned delegate, in which be reiterated the aboYe. He turnished us, 
incidentally, with some information which may be of use to us concerning 
a certain incli vidual who is in the racket a& a carri er, who has been able 
to escape detection so far because of his supposedly respectable standing. 
lie will lay for this individual when and if be comes to the United States. 

One of the Sllartest delegates was Dr. Huo, the Chinese llinister to 
Geneva. He was very adroit 1n shOYing the bl.Me tor certain conditions 
in the Far East OYer to llacao and the Japanese. 

There is no question that t he Geneva contsrences do a lot ot good 
in lcseping down the voluae of world illicit traffic. This is dona 
through the •washing of dirty linen" 1n the Seizure COJmittee uet1nge, 
which i dentities the countries at f ault as sources, followed up by tha 
publicity attendant to the discussion of the Seizure Co~ttee•s report 
in the public sessions, where the newspapermen have access to the various 
angles. In other words, the fear of publicity at Geneva should be a de­
terrent to such countries as Iran, Portugal (llacao), Japan, and others, 
with regard to tacitly or otherwise sponsoring 81D1J8gling. 

The aoat Yaluable thing gotten out of attending at Genen, so far 
as Wait and I are concerned, was, to my mind, the acquaintanceship es­
tablished with enforcement officers or other countries with relation 
to a co=on ground of understanding concerning cooperation. There ia 
no reason, to my llind, wey we should not be able to capitalize em this 
1n a very advantageous way. 

The most iapressiTe or the foreign entorc811ent officers at Gsnaft 
were Eintbove ... of Bolland, a big busll;y smart Dutcbloan, and Sl>araan or 
Canada, wbo got his start as a llounted Policeman. 

While at Geneva I bad a talk with Blanco, who is printaly inter­
ested in the suppression or illicit narcotic traffic and production, 
and ••ho is quite well knOWD at GeneYa for his efforts along these lines. 
I also bad seftral talks with Herbert llay, a wealtey gsntl_, who bu 
aade a career along the 8&lll8 linea, and is a m•ber of the Per...nent 
Central Opiua Board. I collaborated with lire. lloorhead trequentq, ebe 
being preasnt as usual, representing the Foreign Policy Associati on. 
lira. lloorbeacl and I were invited to dinner by llr. Cuaama, at present. 
attached to the Japane1e Eabaasy in Paris but wbo attends the GenBft 
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contarenca •nm11ll7 1 1e a -ber ot tile .&d'ris01')' Board, aDd wbo 1a ccm­

sl.derecl tc be ODe ot the ..neat 1 apa on na.rcotica. ill coocarned are 

aware ot tbe 1Dtereet 1D D&rCotic -..:IliAc tahn by the ODiW Stataa 

treasury, aDd mow ot our 'rigorous attorta to c011bat it. 
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In Pari a 1 the Barco tic ODi t UDder Scharff ia !'lmctioninc ae reported 

before. ODe 11.&11 (Vachon) baa been sent to Bordeaux tc look 1Dto that 

port. .Ueo Bruaer baa been e_,t tc Prague to iDYaatiaato a......U ancles 

tbere which 1Dd.1cato tbat Yic1Dit7 as coaiDg 1Dto the picture tc ..,.. 
extent aa a e~ing carter of oparationa. Otherwiea, the ODit 1e worlt.­

ioc generall7 aa last reported, co•ering the seaports mown tc be act!"'' 

forwardi.Dt: apote. Perie ia alwa:ya UDder what aunaUlance • • can auster 

through the J'reno)l Surete and our Wonaere. 

Had a talk w1 th Sahib ;yeeterd&;y. I &eked h1a ·~ he ha4 uot broucht 
ua 1D SOllie good 1Dto:raoat1on, and he cl&iaed that the bo;ys in the busiDeaa 

were pl811ng it Yerf •close to the •eat• due to our act1v1tT and that ~ 

foru tion 1a bard to get and he needed aora tiae. lie are not preaaiDC 
h1a ae he is good aaterial aDd I think will produce. Be now axplaiDe the 

scar on his face as the result ot a wound intllctecl by an ancr;y hllab&Dd 

1D Shanghai . lie 1Dtond tc gin h1a plantT ot opportunitT tc produca, 

and are inclined to beline he is on the "up &lid up• as INCh aa an intonaer 

can be, Be did tell us something which was of 1Dtereet. Be aa:ye the pr~ 

oipal uuggler at present in France en.gaged 1D aandioc stuff to the ODitecl 

States ia Rudecke, wbO ot course 1a well mown tc us, but not aa the 

present big a bot here. Be sa;ys Judecke boob up 1D Jew I ark w1 th llorria 

Salabu.rg, lack Shapiro, and one o ther mown only ae •Bann;y.• Sahib ea:ra 

this trio is aa iaportant a COlllbination aa the Ieman •ob 1D h1g-tiaa 
narcotic circles 1D l ew York. Sahib feels that ludecll:e 1a sendiDg atutt 

OYer, but aa )'at he (Sahib) bas J>ean unable tc unconr the anclt. 

lie had a pow-wow witb tbe ll'rench Sureto tc-da;y (lime 2) 1 Just f!Diehecl. 

we will han another at 11 tc-aonow. Thq now coae to ou, ottice tc talk. 

Thie ia diatiDctl;y a forward atop. 

I expect tc return tc llaabington Yia the steuahip liASBINMOJ, lea'l'iD& 

HaYre on luna 171 prortdecl .... ia a.atiatactor:y, as I coaunl.ca.ted to llr. 

a,._.,.. by cable. 
• 

Beet regard a, Sir. 

Reapecttull:r, 

TIDIPSOI. 

f . 
I 
r 
' ~ 
' 

I 
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!:l.M.Jr: 

Cocnran: 

I! , II .J'I': 

C: 

I! . II.Jr : 

C: 

II .II.Jr: 

C: 

ti , Joi .Jr: 

" : 

H.M. Jr: 

C: 

a .•. "r: 

C: 

ll. ll,Jr& 

C: 

The cable you •• t ua • • • • 

~es. 

June 2, 1937 
2&29 p.a. 

about your interview Witb Bacbman ••••• 

Yes . 

173 

• ••••• • was most unconv!no! ng to us . I suppose you 
reported it Juast as it was given to you. 

Tbat ' s it - just as it was given. And in the last 
pa,ragrapb I suggested tbat you would probably share 
fiiY feelings . 

Yes. 

~he man i s frightened over tbis gold situation. 

Yes, but be isn' t telling us tbe truth, 

You mean the figures are not correct? 

No . No, they ' re not. His - his question or -
his holdings of his foreign exchange, and that 
sort of tbing isn' t • • ••• • • Now just a minute. 
(Pause during which conversation is carried on in 
B.ll. Jr•s office) 

Well, on his 1~ of foreign exchange, he ought to 
onl)' have about f our and a halt miJ.lion dollars 1n 
foreign exchange • 

• Yes . 

And in New York alone he has over 40 milli on. 

The onl)' thing he did not explain whether 1bat 
!ncluded his stabilization tund. 

Well, but to us, it's al l tbe saae. 

The thing 1s tbe bank statement shows less tban ~ 
of foreign e xchange to the gold it bas . 

I know. . 
But his - his foreifn - his stabilization fund iaD't 
segregated so I can t tell wbat be baa 1D tut. 
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li .!'.Jr: 

[I.M. Jr: 

C: 

li.li..Jr: 

C: 

li.li.Jr: 

C: 

li.M.Jr: 

C: 

li.!I.Jr: 

C: 

li . II.Jr: 

C: 

H.M.Jr: 

C: 

H.K. Jr : 

C: 

2 

iell, I didn1 t reel that be was being very tr&Jik 
With US , 

I did not, no. 

No. Well, I wanted to know whether you felt the 
same way. 

No, be was very nervous, aDd the 
is steady there, and the people even today were 
shipping gold trom Switzerland to Paris, selli.ng 
it here. 

Ah-ha . 

A little bit 1s being turned 1n a t the b&Jiks every 
d~ now, and it comes from Switzerland. 

Wall, I •m going to a sk the Department to send you 
instructions so that you can go also to Bolland 
end Belgium. 

All right. 

And pick up whatever gossip there ' s there, you see? 

All right . 

I think it would be timely and at least we can find 
out what they've got to say. 

Yes. 

And - but we'll Just have to watch. low, what I -
I want to ask - in t be first place, I want to let 
you know that we didn't reel that Bachman was at all 
convincing. And the Second thing ..... 

I wasn' t convinced when I came away. 

What? 

I - I didn ' t feel the least conVinced. 

Xo. Bow the other thing • • • •• •• • • 

You r eaeaber be was the t irat one ot the central beak 
governors •••••• 
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B.I&.Jr: 

C: 

li .M. Jr : 

C: 

H.II.Jr: 

B. ll. Jr: 

C: 

H.I!.Jr: 

C: 

H.ll.Jr: 

C: . 

H.li.Jr: 

C: 

B, II,Jr: 

C: 

H.Y. Jr: 

C: 

B. ll . Jr: 

C· 

Xes . 

•••••••• 
over the dollar . 

Xes. 

-"nd the t he 

Xes. 

) 

s ai d to me, •oh, I wished they had left off that 
word ' adequate• • 

Xes, I remember 

And he started bidding his dollars at once. 

... h-ha. 

And now tbe. fact that he is doing it, and it is 
known, the fact that he is selling gold against 
dollars • • •••• . 

Sure. 

• 
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•ell, I don' t know. Now I think - I wish you would 
arrange to go as soon as possible to both Bolland 
and BelgiUIII, see? 

Xes. 

~nd have a talk with those people. 

All right. 

Now, how does the war look over there from Paris? 

It don ' t look so bad . 

What's that? 

It don't look so bad. 
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B.U.Jr: 
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B. II.Jr: 
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B.ll.Jr: 

C· 

B. II.Jr: 

C: 

B.M. Jr : 

C: 

8.11.. Jr : 

C: 

B.K.Jr : 

C: 

C: 

• 
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4 

Not too bad? 

No. There's quite a lot ot talk going on, ot 
course, but tbe reaction 

And I don't th1nk acy one wants to go ahead 
and start an international war. 

Well, what are the odds on war? 

I think they ' re still against it. 

Really? 

I do, yes. 

Is that right? 

~es, I think the odds are strongly against a real 
war. 

Well, I hope you're right. 

So do I. 

Ab-ba . Wall, Just a minute. I'll ask llr, Taylor 
and llr. Lochhead it they want to ask anything. 

All right. 

(Pause) 

No . Well, then we'll Just ask the Department to 
get you ott a cable so tbat you can go to Bolland 
and Belgium as soon as possible. 

If you get the wire ott today, I •ll get busy and I 
might leave tomorrow night. 

The wire wlll go at once. 

Beg pardon? 

We'll get the wire ott right away. 

Tripp is going tobave a lot of people there . 
Be' s going to be on the recaption co.adttae tor the 
royal family in three or tour days t roa now. 
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ll .M.Jr: 
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H.M. Jr: 
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C: 

H.K. Jr: 

C: 

B.K. Jr: 

C: 
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' 
Well, we ' ll get the wire ott right away. 

And I - I put in ~ telegrlllll exactly the questi ona 

which people asked ot ae . 

Nhat's toat? I didn't get that. 

In ~ cablegram about Bachman -

Yes. 

- I let you see the type of questions that people 
will ask me. 

Yes, I get that. 

And Just as I did when I talked with Horman down 1n 

the other place. 

I get that . 

And I haven' t tried to 
yesterday . 

Yes . 

any which I did 

And - I aean I didn' t want to this state-

ment which you're giving to the press, but it you e•er 

have anything confidential which you think I could 

pass on to the press, fine, but ot course, I realize -

Well , you can say that you spoke to me today and 

that I was - I was never less worried about our 

own situation than at any time in years. 

Yes . 

That our own situation is as good as it bas been 

1n years. 

Yes . 

And that I a.aa very calJa and collected and that I •a 

not worried about anything aa tar aa tln1ted States 

and our f inancial status, or our relations with other 

countries . 

Yes. Be a!lked ae about this Russian businen . 

•• I correct that there is DO arraacement. 
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We have no arrangement with them. 

I see . 

We have no arrangement. 

Yes. 

' 

You - you - the answer to the question is the way -
I answered your .question technically correct . 

Fine. 

Get it? Bello? 

Yes. 

I answered you technically correct. 

I see . 

Cob? 

I understand. 

All right. But you can tell them that you talked 
with me today and that a lit tle bit warm as tar 
as the weather goes, but insi de the Treasury very 
cool and collected. 

All right. I will be glad to pass that on. 

All right. 

And you prefer that I see the 
that is, the ministers in those countries? 

Yes, oh, very much sol 

:las . 

Yes. 

I ' ll make arrangements then to see them all. 

:l:hank you. 

All right, sir. 

Good-bye. 
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LidS 

Secretary of State, 

\'lashing ton, 

336, June 2, a p . m, 

PLAIN 

London 

Dated June 2, 1937 

Rec 1 d 2:37 P• m, 

FOR TREASURY PR014 BUTTERWORTH. 

The preaa and the city welcome Chamberlain's decision 

taken last night in the House of Commons to abandon the 

national defense contribution proposal and to substitute 

therefor "a simpler tax upon the profits of industry which 

will produce not less than 25,000 pounds 1n a full year" . 

It is described in labou~ opposi tion-liberal, as well as 

conservative journals as an act of statemnanship befitting 

his enhanced position and in fact this volta face does not 

seem to have weakened it inasmuch as pppoeition to the 

national defepfG contribution was not confined to any 

political group but encompassed virtually the whole House 

of Commons . 

After appeals by Lee-Smith on behalf of the Labor 

Party and Churchil l on behal f of the conservatives to fol­

low democratic parliamentary procedure in such circum­

stances and withdraw the proposal Chamberlain after ex­

plaining at some length his objecttvoe admitted "that 

there 
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LUS 2-No . 336, June 2, 8 P• m., from London. 

there does appear to be genuine alarm in the mind or 

industry general ly and that the anxiety and doubts which 

they feel about the future or the ta~ have held up bua1neas 

to an extent which is very undesirable" . He said that he 

hod been assured that industry wished it understood that 

it did not challenge the propriety or its finding the 

amount wanted out of profits and that "provided I can get 

what. seems to me to be the important thing I never bogtle 

over particulcr ways of achieving it nor allow anJthing 

in the way or amour propre to prevent my taking what I 

call a commo>~-sense attitude" . 

The London stock exchange has been active and strong 

today. Heavy offerings or gold continue and although 

fix i ng was ror 633 bars at one time 800 were on offer . 

There were also large offerings after fixing at almost 

6 pence discount . It is currently rumored here that an 

agreement has been reached betneen the British and American 

central banking authori ties as to the amount of gold pur­

chases each will bear and this report is credited by some 

responsible persons . 

BINGHAlol 

csa 
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APPOIII'l'MEin'S lOR 
SICRET ARI lllRQ£11'1'8&U 

llednuday, June 2 3 &00 p. •· ll .. ere. Allan Pope and Robert Loft 
ot Firlt. or Boet.oD Corport.t.iOD 

7&30 p. a. 11 .. er1. Dwlley 111lla and Herbert Repp 
(dinner) of the DiacOIIDt. Corpora t.ion 

Tburedq, J.- 3 9•30 •• •• llr. Ben,Jaain ~....,. 
of SUo.on Broa. & Hutalar 

llsOO a. • · llr. C. J. Darlna 
of C. J. Devine & Co. 

)sOO p. •· llr. Ho .. r Swihllrt. 
or 0. P. Childs & Co. 

' 
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RB 
A portion of this telegram 
must be olosoly paraphrased 
before being communicated to 
anyone. (A) 

Secretary or State 

Washington. 

720, June 2, 5 p . m. (GRAY) 

FRO!l COC!IR.Ul. 

PARIS 

Dated June 2, 1937 

Rec'd 4 p . m. 

Bank or France had to yield today at 110. 63 and 64 

184 

sterling which exchanse traders estimate at two to three 

hundred thousand pounds . Part of uneasiness over franc 

comes from goe~ip that tomorrow's Bonk or France state­

ment may show on increase 1n bank's credits to the Treasury. 

Bank of Prance has for some days past been receiving at 

its counters around ten million franca of gold dally. An 

important part or tb1s is said to come from Switzerland but 

no 1ndioo.t1on as to whether it 1s property of Swba or or 

French who have been holding it in suspense. French rentea 

!!ot changed 1mporta.ntly. General market sentiment lees 

apprehensive than yesterday over international political 

situation. Financial press gives prominence to statement 

or Secretary Morgenthau that no change in the administra­

tion ' s gold poli cy 1a imminent. London reports record 

number of gold bare offered there today. 

Financial. 
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F1Dano1al preaa ~lsea atat .. eDta troa •nnn•l 
report of ~ •etherlan4a Bank wbare1u Prea14eut !r1p 1a 
aa14 to fayor 41reot 1nt111'11&Uoual reculaUou of so14 pro­
cllloUou perllQe •~wlaat el.ODI the lin• reo~acle4 1u 
1938 by Profeaaor Lehfel4t of J ohanaeaburl• 

To4ay the B&Dl: of ftanoe 1DYo1oe4 to the J'e4cal 
R .. ene Bank of ... Tort 30,473,000 tranoa p14 bar• Oil 

the OHAJIPLAIJI for aooODDt of the BIB. .Uao 1DYo1oe4 for 
ab1p11at ou the CHAMPLAD were 3,4?8,000 tranoa by JMD 
Li-ey to Johaatou Matthey. 

BULLift. 

U.: Lft 
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Talke~ to the Presi~ent at 4:16; asked 1t it waa 

all right to announce at 8:46 Thurs~ay morning that our 

financ ing woul~ be 800 million. Be aai~, "Fine, go ahead•. 

(, 186 
\ \~ 
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H. M • .Tr: 
Sen . 
Pope: 

H. t' . Jr: 

P: 

I! . M.Jr: 

,1;>: 

11. M. J r: 

P: 

!l.!.'. Jr: 

P: 

Rello7 

Rello? 

Sen. Pope? 

Yes. 

Morgenthau . 

Yes , how are you today? 

Fi ne . 

June 2, 11137 
4:45 p. m. 

Mr. Yorgentheu, I ~~ted to come up to see you but 
I think 1 ' 11 save both ourselves time-

Okay. 

And t~lk to you over t he t el ephone. Her e tor 
about two months , I ' ve been making 15-minut e 
trW1sor lptions , v.1Jioll I send out to my s t ate , 
t o be played over the radio at regular times. 
Mos t of them have been made with t he different 
official s in t he ro~ of an interview and whtbh 
is linked to the work or t he depar tment or any­
t hing else t ha t migh t be or interest to Idaho 
people. It not only covers I daho quite t hor­
oughly, but it oovers other wes t ern states .. 
Secretary l't'allace and Secretary Perkins and L!r . 
Roper and various other people. And I - it 
occurred t o me that it you bad time t o do that 
that our people would be very much inter es t ed 
out there in hear ing your voice and al so hear 
you talk about things t hat naturally interes t 
Idaho as well as every other state. And whe t 
we usually do i s to have somebody at the de­
partment or in connection Wi t h my secr etary 
write up the manuscr ipt 1n t he form ot an inter­
view, questions and answers , and I ' D getting quite 
remarkable responses out there. They like it, 
and also it seems to do quite a good deal or 
good to hear your voice. Well, a t same time with­
in the next month, if convenient and it i t strikes 
you, I ' d like very much t o do one of t hose with 
you. It takes 15 minutes t o make e record, and 
if we listen to hear it read beck -played beck -
it takes 15 minutes, end that is ell the time it 
takes. Our people out t here ere psrticulerl7 
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interested - I ' ve been getting numerous let ters 
about the possibility or the price or silver and 
gold being reduced. I answer each one individ­
ually , saying that I have no information in the 
matter or have no intimation from any source that 
that situation is likely to be changed. But there 
is a current rumor all out there t hat something is 
on t he stir about it. ~ell , it maybe that tha t 
particula r thin§tis something you woul dn ' t went to 
t ell< about , but , any rat e , your department is very 
naturally ot' interest t o our people , end I •m 
getting very interesting letters back f r om listeners 
and rrom others that listen to these programs. 
Kow if t hat would appeal t o you so you ' d take that 
much time t o do it, I ' d like very much to do one or 
t hem with you. 

Then on to Twin Falls - it plays the next night at 
Twin Falls. The next night Boise and the next night 
LeWiston. Say anything you went to say only we'd 
like you to connect it up with Idaho just a little 
somewhere along t-he line. I thought i f you would do 
thet I ' d like ·v~ry much to do ons of them with you . 

Well, Senator, you say you •ve done one of them 
With Wallace. 

P: · · • · · · · · ·yes , with \oellece end ~!188 'Perkins end I have 
one to do with Secretary Ickes this week, and 
Roper next week, and so we have the -

H. !.I.Jr: 

1': .. , .. .. . 

h. a.!. Jr: 

1': 

11.1/ .Jr: 

l': 

H.M.Jr: 

\'/ell , could you send me dovm the one With V.ellece? 
Heve you got a record or a written t ranscription? 

Well, we have the written - "'e have the manuscript 
that we used. 

Could you send me down the manuecript? 

Yes . 

I ' d like to t ake a look et it. 

I ' d be very glad t o. We had him talk about crop 
i nsurance most ly. 

And then let me think it over . • 
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A.M.J'r: 

P: 

A. loi.J'r: 

P: 

H. M. J'r : 
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All right. 

And thank you tor ask1na me. 

I ' ll be very alad t o do that, and it you rind you 
oan do that, I ' d appreciate it and we ' d have them 
next month. 

Well , if you'll send me down jus t a sample , I ' d 
like very much to look it over. 

All right; fine. 

Thank you very muoh. 

•. 
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Beo:re$~ of $be f:re&81U'J :requ .. h Oooh:ran be au$bo:r-
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Belli- ILII4 ~ ••tberlu4e t o ocmumae inYeeUpUoa all4 

rep~$. ftie eaUefu$orr to Department if .AIIlbasllado:r 

ajp'eeable. 

BIJLL. 
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R.W: . Jr: 

Operator: 

B. !l.Jr: 
Gov. 
Harrison: 

H.li . Jr: 

H: 

H. !.!.Jr: 

H: 

H. l.l .Jr: 

H: 

H. W. Jr: 

H: 

B.l.I .Jr: 

H: 

H. li . Jr: 

H: 

B.U.Jr: 

B: 

tl .li.Jr: 

8: 

Hello? 

June J, 1937 
ll:JO a.m. 

Governor Harrison. Go ahead. 

Hello? 

Bello, Henry? 

Yes, George. 

Good morning . 

To you . 

Young or the Netherlands Bank called Knoke this 
mornlng. 

Yes. 

And tbey !lave 27 million under earmark here. 

Yes. 

191 

lhey 1re thinking or releasing that 27 million, 
getting dollars, buying bonds, and immediately 
taking gold off tbe London gold market i n the 
same amount . Their idea is not to show aey cllange 
in their gold statement at all because they would 
release it only as fast as they got it in London. 

Yes. 

Their reason is franklY for two reasons - to try 
to help support that market and, second, because 
they make a profit. 

Yes, that ought to come first. 

(Laughs) I•m giving them t o you in the order they 
gave thea to us. 

Yes. 

I told Knoke the sa•e thing. 

Yes. 

Tllat 1s the same thing other banks have 4one1 and tbq 
were very Dice about it . They didn' t want to do it 
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a.M.Jr: 

a: 

li . W. Jr: 

a: 
a . II .Jrl 

il: 

H. M.Jr : 

li: 

li . ll .Jr: 

B: 

a . M.Jr: 

li: 

li . Y. Jr: 

li: 

• 
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it ther e was any possible ob jection here. 
Knoke saJ.d tha t be didn 1 t think that - he 
didn't see any . I didn ' t think there would be 
any but he didn't know. They ' re planning to 
take it up wi th the Bank of England tomorrow 
to see whether they have any objection. 

Well, of course, 1f we objected, that would be 
a sign of weakness, wouldn't i t ? 

Yes . I think it would . I think youtre in a hole 
on it, and I don ' t see any real objecti on anyway . 
But my r eco!lllllenda tion would be tba t we shouldn • t 
make any objection, Jus t let them go a head. 

hh-ha. Do you mind t alking to Wayne Taylor because 
he ' s been watching this thing very closely? 

On this subJect - yes . 

Yes . I'll put him on the wire now and I'll tell 
him how I teel about it, but I ' d like him to 
thinlt it over, see? 

Yes . 

Dut my reaction i s that it would be a sign of 
weakness it we ob Ject ed . 

I think it would and I think they're really cooper­
ating. True, they are making some profit out ot it, 
but it has been done before, you know. The British 
did it f or a while . 

Yes, it's marked . 

· It' s marked. 

But I don' t see how we could -

I don't see how we could obJect . There ' s one 
more thing before you transfer me t o Wayne . 

What ' s that? 

I say there's one more thing before you transfer 
me t o Wayne . Just a little thing . Sir Josiah Staap, 
wb.o is chairun ot tile London Liaited and Scottiah 
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H.II.Jr: 

8: 

H . ~t .Jr: 

H: 

H. <J.Jr: 

H: 

B • .l. Jrs 

H: 

H. li.Jr: 

8: 

H.!l.Jr: 

8 : 

8.M.Jr : 

8: 

8 .!1.Jr: 

8: 

8 .Jot . Jr: 

B: 

Railway 

Xes . 

3 
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- and also director or the Bank of Engla.nd, was 1n 
here about a week ago. 

On, yes . 

And then I talked with him. I have known him a 
l ong while. He said that he is going to be in 
Washington on June 13 and 14. And did I think he 
should call on you or would tha t be any embarrass­
ment to you, or what did I tlink. And I said that 
I - having in mi~ the day Norman was here, how you felt about 1t -

kell, tbis fellow is different . 

I think he is . I think 

I mean is he a director of the Bank of England? 

Yes, he is . 

But he ' s not the Governor. 

Ob, no . Be's just a director. He ' s chairman of 
the London Limited and Scottish Rai~way, and be's 
over here on rai lway business . 

No, if he wants to have an appointment, I •d be glad 
to see him, but he bas to give me a little notice. 

~ell, he's going to be there on-

The 14th is a Sunday - the 14th is a Monday. 

Yes. 

I'll tell you now if be wants to come 1n et J :OO 
on tba t day, lolonday. 

Well, now I •ll have to check back wi tb him. I tb1Dk 
that will be all r i .ght, but I 'll check with bill 
right away and let you know. 

Will you? 

Yea . 
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H.M. Jr: 

ll: 

ll • ..!.Jr: 

H: 

B.M.Jr: 

B: 

B.M.Jr: 

B: 

a . ~t .Jr: 

ll: 

a . a.~ .Jr: 

ll : 

B.U. Jr : 

H: 

ll .M.Jr: 

B: 

H.U.Jr: 

H: 

EI . II.Jrt 

B: 

1S4 

4 

Okay. 

First r ate . Eccles Just wants to see him, too, 
so I'll try to get an appointment With him, too. 

Save you beard any gossip about bonds or notes or 
anything? 

Not - not this morning. Tbe announcement has come 
out, but I haven't gotten any reaction at all yet. 

'Nell , the market is frozen up; it ' s just dtied up. 

It ' s all right; it ' s stepped up. 

No, I say it' s dried up. 

Yes; it1 s better t han it was yesterday. 

No, but it's dried up. 

That • s right . 

Yes. No, if Stamp is down here I'd be glad to see 
him . 

' All right. Well , I'll- I ' ll-

I meen that other thing was different. 
Norman -

I mean 

Nell, having that 1n mind, I didn' t want to step 
into anything without talking to you. 

No, no, no. This is different and he - Norman 
never asked to see me. He kind of- he stepped 
all around it, you know? 

Yes. 

NoriUJl never came out point blank and sai d be wanted 
to see me. 

Yes, that ' s quite right . 

Wbat? 

Until afterwards and then he said that' • what he 
meant all along. 
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8.W.Jr: 

8 : 

8. !1!.Jr: 

li: 

li.ld. Jr: 

8: 

8.W. Jr: 

li : 

li .U.Jr: 

H: 

li.rA .Jr: 

8: 

B.¥ . Jr: 

li: 

H. li . Jrl 

Operator: 

H.Y . Jr; 

Operator : 

• 
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Xes, but he said that af terwards . 

Xes, surely . 

And don't forget that I also consulted the Br iti sh 
Embassy about i t. Did you know tha t? 

That you did what? 

I talked to the British Embassy about it. 

Did you, about Horman? 

On, yes . And they said if he wants to see you he 
knows how to do it. 

Ab-ba. 

See? 

Xes . 

But afterwards he said he wanted to see me, but 
while he was here, he never ••• • ••• I think if 
St amp says could he see me - is that wha t he said? 

Look - he came down to see me and he told me that 
he is goi~ t o Washington and he said he ' d li.ke to 
make his calls there, and he'd like to see Eccles 
and be 1 d like to see you - be 1 d like to call on you 
is the way he put it - he ' d like to call on the 
Secretary if I thought it would not be embarrassing 
t o him, or if I t hought it would be all right. 

The answer is yes . 

All right . First r ate. Well, I ' ll tell him. 

Now wait a minute and I ' ll give you Wayne. Just 
a minute . 

Hello . 

Put llr . Taylor on and let me listen for a minute . 
I want hilll to talk t o Governor Harrison. 

All right . 
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H.ti.Jr: 

Harrison: 

a.M.Jr: 

Operator: 

li.lt.Jr: 
Nuyne 
Te,ylor: 

H.U. Jr: 

Taylor : 

H.lt. Jr: 

Taylor: 

H.U. Jr: 

Te,ylor: 

Taylor: 

.. 
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Hello . 

Yes . 

J ust a second. Hello? 

Go ahead . 

Hello, Wayne? 

Yes . 

George Harrison is on this wire and he's put up 
a proposition to me about Holland . As a curbstone 
opinion, I don ' t see any objection to what they 1 re 
proposing , but inasmuch as you' ve been handling this, 
I want you t o listen to it, see? 

All right. 

Har rison is on the wire now. 

All r i ght. 

And if you have any objection or think of any, let 
me know at once. 

Yes. 

But I ' d like you t o listen to it. 

Fine. All right. 

H. J .Jr: See? 
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!l.M.Jr: 

Operator: 

P. l .Jr: 
Dr. 
9Jrgeaa: 

1\. }' . Jr: 

B: 

11. ~ . Jr: 

B: 

F.. t•. Jr: 

B: 

lt. lol . Jr: 

8: 

Bello? 

Dr. Burgess. 

Bello? 

Bello , air. 

June 3 , 1937 
1: :12 p.m. 

Well , bow 18 the financial world? 

Well , I think it took that announcement very well 
this morning. 

You do . 

Yes. 

It looked tha t ~~Y to me. 

Yes . 

I ' d hate to have to either buy or sell five million 
today of bonds. 

(Laughs) It ' s pretty thin. 

H. l' .Jr: Yes. 

8: 

R.l•.Jr: 

B: 

H.~' .Jr: 

B: 

R . ~ . Jr: 

8: 

H. l!.Jr: 

Yes. Y~at did the boys tell you down there? 

\~ell, Mr. Levy said if I hadn•t made the announce­
ment, be would have told me a five-year note and a 
bond. 

Ah-ba. 

But having made i t, he told me September, ' 3~, and 
a five - year. He felt pretty oookey. 

Yes. 

Then Devine came in and be feels very good on the 
whole picture, and he ' s tore ' 39 and a five­
year, but very definitely :100 million on the ' 39. 

I see. 

Very definite. 
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n.u.J'r: 

B: 

l! . M.J'r: 

B: 
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8: 

R. li. J'r: 

8: 

u.L Jr: 

B: 

l!. l'. J'r: 

B: 

B: 

H. M. J'r: 

B: 

H.M. J'r: 

1'1: 

R. t! . J'r: 

8: 

H.l-.Jr: 

B: 

Ah-ha. 

Hello? 

Yes. 
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He says t hat 400 million is a little bit too muob. 

Yes . 

He says i f we do five nod three it Wil l go extreme­
l y well. 

Yes. 

And l eave a good after demand . 

Yes . How di d you like hi.m? 

I like him. He ' s a little nervous naturally. 
Naturally be was a 11 ttle nervous . 

Anybody would be. 

But he - be - he t alked well , and he handled himself 
very well. 

He ' s smar t all right . 

Yes . 

Yes. 

Terribly young but be ' s smart. · 

Yes. 

But be said on e five end three s et very well. 
I tried Levine out - Levy out on Marob, '42. 

Ah- ba. 

And then hie whole faoe broke out into smiles. 

I s that so. 

Ob, yes. That - that wo\Ud make all. the dittere~~oe 
in the world. 

Yea. 
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H.lr!. Jr: 

B: 

H.M.Jr: 

P.: 

R.M.Jr: 

B: 

P. ••· Jr: 

B: 

R.M. Jr: 

B: 

H. t• . Jr: 

B: 

H. ~ .Jr: 

B: 
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DeVine said it wouldn ' t make any difference. 

Yes. 

He sai d it wouldn ' t make any differ ence. 

I think be ' s right - yea. 

But be said five and three, sod be says that 
will go - you have nothing to worry about. 

Yes , eh- bs . loell, thera •s something in that. 

Yes . What have you beard? 

Well, I talked this morning with several of the 
dealers . I - I got encouraged on the whole. 
I talked to Devine lest night. 

The 800 million di dn ' t bother you? 

Not e bit - no . 

Bother them I mean. 

I talked with Central Hanover Bank. 

Yes. 

And he talked t he same - you know his attitude . 

Wel~ , I haven 't to~ked to him in over a week . 

Yes. Well , it' s the same story. 

H. I . Jr: Yes. 

B: 

H. M.Jr: 

B: 

H.M.Jr: 

They said they had talked to a lot of out-of- town 
banks , and they don ' t any of them want a five­
year note. 

They don •t . 

No. I don ' t particularly believe t hat though. 

Ah- he. I think we went to study that f ive- year 
note. I mean I - I want t o do it , but I think we 
want t o study the amount. 
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H. M.Jr: 

8: 

R. M.Jr: 

B: 
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Well, I think that it one made any concession, 
it would be along the line that Devine suggested . 

Yes. As I said, Levy' s teoe broke into a wreath 
ot smiles when I said March , ' 42. 

Yes. 

Yes. 

Ab- ba. 

Well, the bonds seem to have worked up a little bit 
today. 

Yes. Tbey•ve done very well. 

Yes. Well, I won't bother you again until tomorrow. 
I got one more fellow to s ee now. 

Yes, he's a nice fellow. You'll like him. 

All right. 

First rate . 

Goodbye. 

Goodbye. 
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H.M.Jr: 

Operator: 

H.~.Jr: 

Operator: 

H. M.Jr: 
Governor 
Schaller: 

R.M.Jr: 

5: 

H.M. Jr: 

S: 

li . M.Jr: 

S: 

H.M.Jr: 

S: 

H.M.Jr: 

S: 

H.M.Jr: 

S: 

R. H.Jr: 

S: 

H.M.Jr: 

S: 

Bello? 

Governor Schaller. 

Thank you. 

Go ahead. 

Bello? 

Hello, Mr . Secr et ary. 

Row is Chicago? 

.rune 3, 1937 
3:158 p.m. 

Chicago is bright end sunshiny today. 

I see. 

I've tried to canvass this s ituation for you s ince 
your announosment oame out t his morning. 

Yes. 

The balenoe of wei ght here seems to be for a two­
year note. 

Two- year what? 

Two-year note. 

Two-year ..... ... . 
l - 3/Ss to l - from l - l /4 to l-3/Ss . 

Ah-ha. 

There ' s not very much interest in e five-year note. 

There ian •t. 

Several of the fellows tell us that they ' re not 
interested at all in tbe t ive-yeer note. · 

Ah- ha. 

I discussed three- year note with them, end l-3/4a, 
1- 1/2, l - 15/Sa. Along l - 1/2 t o l - 3/4a. 
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Ab- be. 

They ell seem t o feel that on ecco~nt of the size 
of i t, we shouldn ' t t ake any chances on t he emall 
differential in rate of interest. 

Yes. 

They - they - that ' s simply the feeling I get f r om 
the fellows on the street here . 

Well, do they think 1- 3/Ss i s aU: right'. for 2-1/4? 

2-1/4 yeers? 

Yes. 

Let ' s s ee - I got one , two, three - three , four -
yes, about half of them wer e wil l ing to go 1-3/Ss. 
The r es t of them 1-1/2. 

1- 1/2. 

Yes - about one- half of the fellows interviewed . 
I celled Detroit, Milwaukee , end Indianapolis 
besides t he fellows in Chicago. 

Ab-ba. 

Most of the people I have been talking to said 
a 2- 1/t-year, 1- 3/Ss. Nobody bas talked about a 
1- 1/2. 

Yes. Well, I t hink bare - I think that would go 
out here as it stands right now. 

You do? 

Yes. 

But would you have any cus tomers for a five-year 
note? 

Well, let •s see . A five-year note. No, I - I have 
one here , and that was one of the smaller - I have 
two here t ha t thought a l - 3/4s for five years would 
go. 

Ab- ba . 
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It might be a good - that might give some of our 
smaller banks a little batter yield and keep 
tbeo out ot the poorer investments t hat they have 
to make With t he money on hand . 

Ab- ba. 

If we could give - if we could give t bsm a choice. 

Well, we ' re t hinking of dividing it up. Either 
400 and 400 -

Subscribe t o either one. 

No , make it f1tty~t1tty , or make it five and three. 

Yea. 

500 and 300. 

And then make the allotments under tbe subscriptions. 

Yes. 

Yes . 

Either 400 • •••••••• 

Now I don ' t know if t here is anything else I can 
add out here that would be of interest to you. 

Ab- ba. How's t he reeling on the Government bond 
market? 

Well, of course, it was a little weak today. 

Ab- ba. 

I see the lis t has kind or recovered, but - Oh , I 
t hink, they'll come through all right. 

You think so? 

Yes, I think they ' ll come through on a note. I think 
that's a very good choice end I think our fellowa 
will go along. 

Good. Well , I ' m very much obliged to you. 
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R.M. J'r: 

s; 
H.M.Jr: 

• 
Tou•re ent1rel)' welcOIU, I aa eure. 

Thank you. 

Anything else, let me know. 

Thank you. 

• 
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PAIUPIDtAU Or ULmRAK UOIIVID 

ftlOIIa Aller1oan Jabaeq, London, ~:~~gland 

DATI; June 3, 193T, 'P••· 

•o.a Ml 

roa ~T ftlOII Btl!'tiRWOJ\Til. 

I aet with W&ley at the Britieh Treasury by appoint­

aent thh aornina; he Aid that he &leo ha4 an appoint•ent 

with Arakawa tor thie afternoon. 

I p.Ye Waley the eubetance ot your telegru •o. 313. 

Waley repl184 that in that o&ee 1t Arata• att•ph4 to 

r&iee the qu88t1cm o! the triparU i8 • onet&ry arranc-ent 

he would •h8&4 hia ott•. He hoped that 1n the aeantiae 
f , 

the Allerioan Treaeury 11ight !iYe further coneideration to 

the queeuon, beoenee it ee•ed inacl'l'isable troa eYery 

point of Yiew to plaoe the Japaneee in the poeition o! 

aakillg tor ea.ethina whioh aight not be gi'l'en to th•• 

The J8PaUee approaohee ha4 been tentat1Ye, he bel18'1'84, 

b808llee they wiah84 to aYo14 any poeaible rebuff. HaYiAC 

reprd tor J8P&neee peyoholocr and the oou41tion of Far 

~•tern affaire, it wae highly cleeirable to tate all reaeOD­

able preoautione uot to offend Jap&neee eeneibilit1ee aDd 

&leo not to .U:e Arakawa loee taoe. In the Britieh Tr88e­

urr• • Yift, therefore, the eeneible oouree llacl bean to 

OODeult the thl1t84 Statee bet.re anY aotiOD wae taken in 

LOiiUlcm, p&rUoularly einoe London 1e not eepeoiallJ ooa­

oclle4 clue to the faot tll&t it had a frH cold aartet u4 
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~ba~ ~hey could oonaequen'lY .. eily affeo~ ear-..rkiDC 

arran&-•~•· 
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Reference -· ~h• a4e by Willey ~o 'the ne,oUaUoae 

wh1oh ICUJll ba4 beea oondlloUas in LOIIdoa wi ~ a 't'in ~o 

ra1e1ng a lo&D for Oh1Da. Jaley e&id ~ha~ ~he Japauee 

in an, oaee probably wOuld not like the tao~ tha~ fiDAD­

oial aid •• 101Ag ~o be made a't'aUable ~o ~he Ohin .. e, 

elthough it -· hoped a hoa~11• attitude would not be 

adop~ecl by ~he Japaneee. ApparenUy a OOIIJ)ra.iee h in 

the proo .. • of beiDg reached betw- 1Wll' • de eire for a 

loan of 30 ailliOD pouncla and Leitb-Ro••'• oppoai~ion 

~o auoh a lara• eua which 'will ~&ke the fora of an au­

thorised loan of 30 aillioo pound• for Ohin&, olll.y 10 

a1ll1on pouDde of which will ahorUy be i .. ue4, and ~he 

othC' 10 aill101l pOUDda are ~o be iaeue4 •oae day•. 

Aooorcl11lg ~o 'faley ~he loan will be long tera. Ita ll&iD 

purpoae waa to atre~hen the reeouroea of ~he Ohinaea 

Oen'tral Bank in the belief tha't one ahOulcl e'tar't w1 ~h 'the 

fundallen'tal faotor, tha't ia, ~he aone~ary aya't•, &l1cl ~ha't 

other 'thin1• wOuld 'tend 'to fall in~o ~heir propc plaoea 

if ~hat could be -.de en~irely aouad. 

I aaked 'llal.ey if ~be BrUhb. plnne4 w p't'e plcl ~o 

~he ohin .. e. He aatd ~ha~ 'th&'t had lik..tae be• ~he 1D1Ual 

qucy of Ph1111pe, bu~ 'tla~ euoh a defiaiUYe a'tap ia ~lae 

-~~er had not ye~ been reaohecl. 
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•1er Aid that at the •- u .. the llillbter of 

R&llwaJa waate4 aillil.ar aterl ing feather• ill hb o•, 

aDd that while there -• wer1 41apoa1Uca here to help 

the railwar dwelopaeat 1a Chiaa, it •-M. deairabla at 

aideraUon oa the London aoner aarltet. 

There waa obYioua oonoern Oil the part of Waler abou.t 

how t he JapaneH would t alte thia aaUer. He hoped. for a 

not too Wlfa•orable reaoUon, but he added t hat the 

Japaneae theaHl 'fea would lilte to borrow aoner ill Londoll, 

and the faot that their oredi t in the CitJ of London -• 
not ae good aa Ohinata waa bitterlr reeented. 

BIIGIWI. 

:U:LII 
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:10.' us 

I'ROX BU'HIRWORTB FOR tm:ASURT • 
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.t.t a reoepUov. laat trYen1J1i I ... Waley, aD4 I 

gathered. that be bad •hea4e4 off• .t.rab.wa wi thov.t diffi­

culty. 

Arakawa bad inquired about gold, Waley aaid, ud 

he (Waley) bad oonfine4 hia reD&rka to 41eouu~Di the 

report aade by the Bank for International Settl-ta. 

Waley told ae that he then took the bull by the horu, 

aD4 explained the Ohineae loan poaition to Arakawa­

hoping that frankneaa would prove a virtue. .t.rakawa 

ae•ed not uniJIIP&thetio, aa far ae oould be gathered, 

but he aerely aade the reply •I do not mow ( oaiaaion) 

I can quite eay1 when he waa allked directly what he 

felt about it. 

BIJIGJW(. 

U;Lft 

• 
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H.M.Jr: 

Operator: 

R. M. J'r: 
Dr . 
his: 

H. 1.1. J'r: 

F: 

H. M.J'r: 

F: 

f! .~.Jr: 

l": 

!l.M.Jr: 

F: 

H.IJ.Jr: 

P: 

H. M. J'r: 

l" : 

Bello? 

Dr. Feis. 

Bello? 

Good morning, Henry. 

Hello? 

Good morn.ing. 

Good morning, Herbert. 

June 4 , 11137 
10:00 a .m. 
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There ' s a cable i n froo Paris that I thou~t you ' d 
want before you spoke to the Ch.inese Ambassador. 

Go ahead . 

It relates a conversation between Bullitt end Kung, 
and t hi s is quoting Kung. Ready? 

I •m all right. 

He said that on hie arrival in London, the British 
bed indicated t heir Willingness to finance various 
r ailroad build.ing projects i n China •••••••••• 

Yes. 

• • •••••• through long-term loans , t he proceeds or 
wh.ich should be spent in England. 

Yes . 

Kung hod replied t hat he was not interested in such 
l oans; that be could buy in many pl aces i n the world 
material s necessary for the building or railroads 
on t he basis or installment payments. It the 
British would be reedy to of f er better terms than • 
any one else, he would be glad to buy in Britain 
but not otherwise. And then in a conversation W1 th 
!den, Chamberlain, Leith- Roee and MOntague Norman, 
stated t hat he believed there wee one loan wh1ch 
would be greatly to t he advantage of Chine and 
Great Britain. That was a loan wh.ich would enable 
him to retire the outstanding internal Governmental 
obligations or Chine. It would be necessary to 
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have approximat ely two billion (b- i - 1-1- i - o- n) 
dollar s , Chinese. I f you transl a te it , itb 
120 ,000 , 000 English pounds. He said that by 
paying off the outstanding Government bonds , 
which , on t he whole , oarried 8% interes t, sinoe 
t hey bore interest at 6~ and have been sold at 
eo , and i ssuing such internal bonds as might be 
needed bearing 4~ i nterest, he could balance 
his budget. I t hink t hat mus t be an error; 
it must mean exteruel bonds . Thi s would greatly 
strengt hen t he position of the Chinese Governmen t, 
which obviously would be an advantage to t he 
British Government. Kung said t hat he bed asked 
t l:e British Goverr.ment t o persuade British 
bankers t o lend him 120 ,000,000 English pounds 
fo r this purpose . He is prepared t o pr omi se 
the money should no t oe taken out of England . 
So long as be shoul d have such a credit in 
Dlglend, be could issue notes which would serve 
t he sane purpose as oasb . Kung asser ted t hat 
Chamberlain, Wen , Leith- Ross , and Montague 
Norman bed a ll agreed i n principl e t hat a loan 
of this nature would be of greet advantage to 
Great Britain as well as Chine , but they said 
t hat in view of t he presen t financi al situation 
in Gr eat Britain and the uncertainties of the 
Eur opean situat ion, they did not wish t o commi t 
Chine to borrow more then 20 ,000 ,000 pounds in 
the London market. They have proposed en i nterest 
rete of 5~ on tl.is ~o ,ooo ,ooo loan . He bad sug­
gested ~. The British Gove rnment furtbe~ore bed 
said t hey did not wish the loan to be floated et 
the present t~e , but Wished it to be floated in 
September. Ttey re~uested him to return t o 
England af ter hie visit to t he United St at es in 
order to s ign the egre~ents for t his loan. He 
expected to r etur n to England in the mont h of 
July. Kung added t ha t ue:rt week be would visi t 
Br ussels end Berlin , and sail for t he United States 
on June 16 , and visit New Haven , Connecti cut , to 
obt ain a degree from Yale. Then vi sit Washington. 
lte sai d t hat he wee looking forward with t he gree t eet 
eager ness t o seeing the Pr esi dent and Secretary 
Morgent heu. Kung sai d t ha t when he reacted t he 
United States , be hoped t o be able to intereot 
American bankers in meking e loan to Chine wbioh 
would fill the gap between t he zo ,ooo ,ooo that the 
British Government i s reedy to have British bankers 
advance, end the l l:O , OOO, OOO pounds which he wants. 
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R.l!. .Tr: 

F: 

H. M.J'r: 

F: 

H.I.I.J'r: 

F: 

R.J.I.J'r: 

F: 

H. M.J'r: 

F: 

212 

3 

He considered the 20,000 ,000 million loan tram 
Great Britain an established tact and a settled 
transaction. But China's position would be 
enormously strengt hened it he could add to it 
100 ,000 ,000 pounds trom the United States. Now, 
just this one comment. We haven ' t been able to 
get , despite the tact that our Embassy in London 
is patrolling the British Government , they haven ' t 
given us nearly t bat detail. 

Ah-ha. 

The only thing they' ve told us is that Kung wee 
trying to get a greet deal ot money and that they 
warded him down. 

They did what? 

They warded him dovm ~~s their expression. 

I see. 

I think you got that in Butterworth ' s cable, didn't 
you? It' s in some cable t hat went acrose. 

That ' s possible. 

Whet? 

Possibly. It just doesn 't click. 

We ' ve got this 1'rom the Chinese and not trom the 
British, and ..•.• . •. . , 

Well, do you ever get anything out ot the Br~tieh? 

Well , sometimes. But we didn ' t get this . 

B. M.J'r: No. 

1': 

R.l!.J'r: 

F: 

B.M. .Tr: 

It was certainly not- not • ••• ••• • •• 

Well, I ' m glad to get it. 

Now, Juat 11 m1nute . Oh - Butterworth's cable this 
morn1ng Wbioh I haven't yet read, 

Tee. 
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H. M. Jr: 

}: 

H. M. Jr: 

F: 
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H.li.Jr: 
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H. l\. Jr: 

F: 

H. M. Jr: 

F: 

R. M. Jr: 

F: 

B. l:.Jr: 

Well, be apparently told Butterworth about tbe 
loan. Sbould I read that aloud? 

No, I ' d rather have tba cable. 
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Well, it •a on its way to you. But they did apparent­
ly tell us something about it. 

How about t his - bow about what you Just read me trom 
Bullitt? Do I get that? 

Would you take a r a t her rough paraphrase? 

Will I take one'l 

A rather rough par aphrase? 

sure. 

All right. 

Well , I ' d like - I t hink it ' s 

You'd like a oopy now to send back to us? 

Well, what were you reading me? 

I was reading you this Bullitt cable. 

Well, you send me 

SUppose I shoot you over a copy of that , Will you 
shoot it back t o us? 

Yes . 

Right. I ' ll shoot it right over by messenger. 

Yes . Now, look - this I consider very import ant . 
Tomorrow mor ning before my finan cing - I've got to 
settle it at 11:00 - I ' d like to know what the 
chances are tor any dis~urbanoe over the weekend , 
see? Are you goi ng to be in tomorrow morning? 

Yes , I 'll be in t omorrow morning. But , gosh ! 
My poor human Judgment : 

Well , I ' ll ask M.r. Hull at cabinet. 

• 
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H.M. J'r: 

F: 

H. J.! .J'r: 

F: 

H. W. J'r : 

F: 

H. 1.1. J'r: 

I mean I ' m completely at your disposal, but 
whether it' s my Judsment you want or some one 
else ' s Judgment •••• • • ••• 

Well, I ' ll ask him and tell blm I ' ll call him up 
tomorrow morning. 

All rlght. 

I appreciate your calling me. 

I'll shoot this over to you. You ' ll shoot lt 
back, will you? 

Yep . 

Right. 

Thank you. 

\ 
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H.M.Jr: 
Dr. 
Burgess: 

H. '4. Jr: 

B: 

H. M.Jr: 

B: 

E. A. . Jr: 

a: 

H. M. Jr: 

B: 

H. M. J r: 

8: 

H.r.t.Jr: 

B: 

H. I.!. Jr: 

a: 
H . ~' .Jr: 

B: 

How are you? 

J un e 4, 1937 
10:15 a .m. 

Good morning , Mr. Secretary, how are you? 

Oh, I 'm all right . 

That ' s good . 

Wha t do you know? 

Well , I don ' t know anything di fferent really. 
I think the only q,ues tion i s whether to divide 
it fifty- fift y , or whether t o put 500 in t he 
two-year, and 300 in the five-year • .!tly per sonal 
i nformat ion i s toward f ifty-fifty. 

Fifty- fift y . 

But I t hink that 's something you can leave until 
the last minute. 

Ah- ha. 

And tben see bow it goes . I like that better than 
I do dating it in March. 

You do. 

If one must make some concession , I think t ha t ' s 
more i mport ant t han t he March dating. The March 
dating looks kind of weak , I think. 

Well , your friend down her e - t he lsst fellow we 
saw from Childs ••••...•. 

Yes. 

Re wes nwt'ul weak- kneed on t hi s f ive- year business . 

Yes , I know be was. 

Now what be said was - the only people he talked t o 
who would take the five- year and would recommend i t 
i s the First Nat ional of New York . Did you know 
t hat ? 

Well , I know t hat he said t hat they said that. 
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B: 

H. M • .Tr: 

2 

V/ell, now, look ....... . 
Be ' s not right about that, ot course, There •re 
other banks here. There ' s t he Guaranty who i s 
prepared tor it, and the City. 

Yes. Now, have you t alked to the folloWing? 
I mean I don ' t want to call up anybody direct , 
see? 

Yes. 

I mean h11ve you t alked t o National City today? 

Not today, no. 

Well , I Wish you would. 

Yes . 

Will you talk to Rentschler? 

Yes . 

And I wish you ' d talk to Davison at the ••••••. •• 

I talked t o Davison yesterday. 

Vlell, .,.bet cid he say? 

Oh, he prefers to see it short . 

Yes, but will be buy - it it was a five and three, 
would he buy the t1ve-yesr? 

Oh, I think so. I bad his man over here yesterday, 
end spent hal f an hour with him. 

Yes . 

He said he thinks the fi ve-year would go. 

Ah-ha. 

But he thinks there would be more subscriptions 
tor the short one, and he thinks that ' s not very 
good tor the market. 

Ah- be. Now, what about the Chase? 
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Well , I talked with Shelton Green a few days ago. 

Ah-ha . 

They•re pret ty conservative about it. 

Wel l , would you t alk to them today? 

Yes , I will . 

All right. Now, ah - and how about the F1.rs t 
National crowd? 

flell , I haci in c ind to talk to them - oh, you 
mean t he Firs t No tional Bank? 

Bank. 

I had pl anned to t alk to them today. 

Ah- ha. And t he Guaran ty? 

Yes , I t alked with t he.m just a day or t wo ago. 

Ah- ba . 

They - they say it will go . 

They say i t Will go. 

Yes . 

Theylre - they ' r e more bullish than some of t he · 
others, aren 't they? 

That ' s right , yea. 

Ah- ha. 

Well, -

Well , how about J. P. 

Well , I ' ve got a call i n now for Barton Hubert. 
I thought I ' d try t o get him to lunch. 

Good. 

And go over 1 t w1 th him. 
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Good. Well, I • 11 t ell you. Before I go over 
t o Cabinet , which ie 2: 00 , I think I 'll call -
which is 3:00 your time - I ' ll cell you Just 
about ten minutes of three. 

All right. 

See? 

Yes . 

Okay. 

Very good. 

Now down here, we ' re leaning a little bit toward 
the five end three - in the amount. 

Yea. 

Has the 2f year note flipped enough that we have to 
pay lt coupon? 

Oh , no . Oh, no . That ' s all right. 

Is that all right? 

Oh, yes. The 1- 3/Se is ell right on that. 

It is. 

Yes. And it ' s very important to keep t hat yield 
down so t hat the other ~~ll be attractive. 

Yes . Well , the bonds today are up a little bit, 
aren ' t they? 

Yes. 

Yes. 

Yes , t his t hing did the bonds a lit tle good, you 
see. 

Yes , well -

That ' s a good sign , too, you know. 

Yes. 
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B. M.J'r: 

B: 

H. M. J'r: 

B: 

H.M.J'r: 

B: 

B.U. J'r: 

8: 

It ' s e sign tbet somebody wants something. 

Rigbto. How ere you feeling pbyeioall7? 

I •m fine . 

Good. 

A little bit tired from tbe Washington trip, but 
I •m ell right . 

Good. Take ce~e of yourself. 

Very good. 

Thank you. 

Good. 
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H.M.J'r: 
Dr. 
alrgeee: 

Operator: 

B.M.J'r: 

B: 

H.M.Jr: 

B: 

H.M.J'r: 

B: 

B.M.J'r: 

B: 

H.M.Jr: 

B: 

B.N. Jr: 

B: 

H.M. Jr: 

B: 

H.M.Jr: 

B: 

B. N. J'r: 

'8: 

Hello? 

Hello? 

Dr. ~rgese. 

Hello, ~rgeee. 

1\lna ~. 1!137 
1:!5& p.m. 

Well , the First National Bank thinks we 04D do it 
all in five years it we wanted to. 

They do. 

They think it would be Wiser to divide it. 

Yes. 

Between the 2i and the 5. 

Yes . 

They think there wouldn't be as much demand tor the 
longer note, but it will go all right. 

Yes. 

The Chase National Will take some ot each. They'll 
be glad to have a five-year note themselves. They're 
not as enthusiastic about it. They -

They will take a five-year? 

They will take some themselves. 

Yea. 

And they say that their observation is that the 
i.nquiries tor new obligations tend to cut ott at the 
end ot three years, so they think the tive-year will 
not go as well , -

Tee. 

- as the other, although they think it will go. 

Tee. 

Rentschler ot the City Bank says he thinks the 2t, 
l-3/Ss and 5-year, l-3/~e are all right. 
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H.M. J'r: 

B: 

H. u . .Tr: 

B: 

H. M • .Tr: 

B: 

H.M.J'r: 

B: 

H.Y . .Tr: 

B: 

B. M. Jr: 

B: 

H. Y • .Tr: 

B: 

H. lo!. J'r: 

B: 

B.M.J'r: 

B: 

H.M.J'r: 

8: 

2 

Yea. 

He thinks t hey wUl both go. 

Yes. 

He thinks there wouldn't be as muoh enthusiasm 
tor the 5-year as tor the other, -

Yes. 

- particularly in the lliddle West. 

Yes. 
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Be thinks it might possibly be well to take a larger 
amount ot the short ones, although he thought it 
would go all right. 

Yes. 

Be said they will take t heir - the tull amount that 
they are allowed to tor eeoh one. 

Good. 

I understand - I haTen•t been able to get in touch 
with Morgans myself - I understand though t hat they 
think it will go al.l right. 

Yes. Wel~, now I tell you. I didn't realize it 
was so late. I ' m goi ng on oTer to cabinet. 

Yea • 

.And then we'll start in tcmorrow morning early and 
do nothing but this. 

Now George wanted to know - George bas Just gone to 
his train - what time he should meet with you. 

Oh, it be gets 1n here at 10:00, Washington time. 

10: 00 Washington time. 

Yea. 

That's Tery good because I think we oughtn't to -
1t ought to get on the wires by about 12:00 , our 
time. Tbat•a 11:00 your t1ae. 
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B.K. lr: 

B: 

H.M. Jr: 

B: 

H.l.I. Jr: 

B: 

a.w.lr: 

B: 

H.N.Jr: 

8: 

Good. - It be' s in here at 10:00 -

Very good. 
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And then - but, no one baa talked to you, have t hey, 
about - ab - ab - peaa1m1at1oally? 

What ' s that? 

No one baa talked peaa1mistioally? 

Not really, no. They - they don ' t think there Will 
be a very large demand - sene ot them, you lcnow. 

Yes. Ail right. Well, t hen I ' ve got to be at the 
Cabinet, and I ' ll t alk to you 1n the morning. 

All right; that ' s tine. 

Goodbye. 

Goodbye 
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JR 

Secretary of State, 

1Vashin6ton. 

3501 June 4, 8 p .m. 

FOR TlWASURY FROM BUTTERWORTH. 

PLAIN 

London 

Dated Juno 4, 1937 

Roc ' d 3:55p.m. 

Tho ··>l'c..cess or dehoo.rding continues its snowballing 

courae o.~doe by rumors galore. Uneasiness is growing 

more nidcsproad and the view is non rrcquently expressed 

that if apprehension is allowed to boar 1'ruit the process 

or r ecovery may derinitely suffer, Tho following excerpts 

from todo.y ' s financial press mny convey somethi rg of the 

reeling in tho city, FINANCIAL TILlES : 11Apol:ogiata from all 

parts are uniting in derense of tho theory that the pri ce 

of gold is not likely to go lower to any material extent 

or to suffer disnbility from tho outpouring of tho metal 

from producers and hoarders , But their arguments avail 

little t o atom tho tide of uneasiness which is creeping 

into tho minds of holders of gold or gold shares, causing 

a f eeling of nervousness whose offoots are felt 1n nearly 

all tho markota around the house . No matter how weighty 

the authority that speaks, the organ of publicity through 

which it broadcasts or tho titles of the def enders , anxiety 

in regard to tho outlook for tho price of gold still spreads . 

A 
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JR #350, Juno 4, 8 p. m., from London. 

A kind of mob- psychology is inteoting tho minds of holders 

or gold sbnroa. If this i s permitted to continue unohookod 

tho result mll beoomo - - we will not say disastrous 

but at any rate a serious mattor. Practically every 

expert from 11hat over anglo ho approaches it ansnors tho 

question by saying t ha t the prioo of gold must bo 

maintained for this, that and tho other legitimate reason. 

Yet each a cauranco so far from fortifying tho spirits of 

those who hold @Pld shares appears to edd to the nervousness 

which di scussion of tbn gol d price hac aroused" . 

FINANCIAL NEWS : "Those who believe in tho providontio.l 

wisdom of ''lhithall and Throadneodlo Stroot arc satisfi ed 

that the authorit i es oro in possession of all the facta 

and Jmow nhat they oro doing but tho nUl!ibor of those 

trustful aoula i~ doel~ rapi dly. Most of us aro not 

at all sctiafied that the Treasury and the bonk can do no 

wrong and 1·tould like to know tho explanation U' there 1a 

one of tho strange end mysteri ous bohavio~· of the 

exchanso equalization account. It is suggested in some 

quarters that the object is deliberately to bring out the 

hoarded gold so as to got ove r tho process of dishoarding 

as quickly as possible . But then, from the poi nt ot view 

o~ a solution of the present gol d problem tho worst thing 

that can possibly happen to hoarded gold is that it should 

be 
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JR #350, Juno 4, 8 p . m., from London. 

lie rpaidly diahoarded. To force the process in order to 

get over tho uncertainty caused by t he existence or largo 

hoards is tmreforc somewhat silllilar to co!IIDitting auicido 

in a wer in order to avoid having to go to the front , But 

it is easier to reduce to absurdity this and any other 

explanati~n put ro~nard than to offer one nhich is 

acceptable . It is as good an explanation as any to suggest 

that tho 1 oontrol 1 authorities havo simply mistaken 1937 

for 1927 ~d think it their urgent dut7 to reinforoo the 

gold resorvo ~~d to induce hoarded g?ld to leave ita 

hiding place in order to cope with ~~e burning problem 

or the scaroi ty or gold" . 

Contrary to rocent practice the British authorities 

started selling dollars before fixing which incidentally 

prior to ~ortcin withdrawals at one time had at offer 

2500 bars . Nevertheless the diaoount widened further todar 

to 7- l/2 ponoo . Naturally the amount or dishoarding hos 
\ 

created a g1~at interest in estimating the amount or 

gold which remains in hoarding . Sovoral banks which 

conducted a joint informal inquiry r eport 

as indicating (l) foreign banks in London 

their results 
I 

exclusive or 

French havo already sold on behalf or their customers about 

SO per cent or tho gold held; (2 ) British joint stock 

banks about 75%; (3) French banks about so%. In thie 

connection roterenoo is made to tho penultimate por-sraph 

or 

.. 
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JR #~50, June 4 1 8 p .m., tron London. 

ot my 301, ~ny 21, 7 p .m. I shall attempt to obtain an 

up to elAte 1'1gure at the next moeting a.t tbe British 

Treasury . 

BINGHAM 

KLP 

C I I " • \' 

. . 

• 
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Secretary ot State, 

Washington. 

GRAY 

Paria 

Dated June 4, 1937 

Reo•d 4:23 p . m. 

733, June 4, 5 Po m. (SECTION ONE) 

FOR TREASURY • 

There ha3 been a considerable demand for sterling 

on the exchange market tod.ay . Th~ exchange f'und has lost 

considerable at 110. 65 and 110 . 67 and is now paying out 

at 110. 68. The dollar is firm at 22 .46t. 

The security market was nervous and rentes lost from 

30 to 40 centimes. On the other hand internationals 

showed strength. 

227 

Blum's interview with LONDON DAILY HERALD on anniver­

sary of Popular Front Government is widely quoted in 

French press . In brief summary of his reference to French 

financial and economic situation Blum recalled·the anemic 

situation when he took office and held that his Government 

had succeeded in bringing about a revival . 1f the upturn 

was slower than in other countries it was because of the 

burden of social reforms initiated. The financial d1tfi­

oulties tacinB France were due to the tact that France 

had given precedence to social questions over economic 

queationa 
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LKS 2-llo . 733, June 4, 5 p . 111., Seo . 1 rl'OIII Paril . 

question~ and was obliged to apend large sums ror 

al'IIUiment . 

BULLI'rr 

SMS : NPL 

• 
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LJolS 

Secretary of State, 

Washington. 

GRAY 

Pari a 

Dated June •, 19S7 

Reo 'd 5:02 p . m. 

7:5:51 June 4 , 5 p . m. (SECTION TWO) 

Blum said he was optimistic about the financial 

future and t he p~ss1b111ty of bnlnnc1ng budget . The 

principal difficul t ies, he seid, :·.:-cs~ from expatriation 

ot considerabl e volume of capital ~n.:l. bearding and reluc­

tance shown by investors to purchase short term Treasury 

bills, adding that only about s, ooo,ooo,ooo franca of 

such billa wore in circulation whereas the British Treasury 

had 67, 000,0001 000 francs in circulat ion . As regards the 

future, the Government counted principally on general 

prosperity to influence the return to France ·or exported 

capital but in any case the French Government would not 

modify its monetary policy and the principles laid down 

by the tripart ite arrangement of September last. 

Writing in today' s CAPITAL, L!arcel Regnier, fonner 

Minister of Finance, associates hi.maelf with Plandin 1 a 

predictions made in the Chamber on !llay 25 that the 

Government will be faced with a financial crisis at the 

end of June. Turning to the intention of the Government 
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LMS 2-No. 733, June 4, 5 P • m., Sec . 2, from Pa ris . 

to increase certain taxes aa a me11sure of salvation, 

Regni er reports that first ot all the capacity to pay 

taxes must be increased and economic activ~ty be restored. 

He concludes that in any case such an expedient could not 

possibly provide 11 remedy tor the present situation. 

Announcement is made of the opening today of subscrip­

tions to a 300, 000, 000 franc bond issue by t he Paris 

Orleans n11il"J.Y . '•'he issue prico is 820 franca tor each 

1000 tranc b~nd nvminal value anJ -~~ •uterest rate six 

per cent . I t is also announced tl~t the state railway 

will proceed today to a bond issue under similar conditions 

but the amount i s not stated , 

END OF I.!ESSAGE . 

BULL ITT 

SHS:RGC 
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luna 4, 19}7 

To: Seor.tU"y llorgenthau 

llr. J.:aaill 

Re: Tax In.,.at1gat1on 

llr. Doughten and Ltr. Cooper called • at }:15 to giTe ,.. 
the resulte or tbeir diacueaione with tbe Rules O<Dnitt .. r.gard­
ing the joint reaolution. Atter two conterencu, ti!U l!IOrning and 
this atternoon, tbe ... abera of tbe Rulaa Caanittae, including ~ 
O•ColUior , aareed to lAaft the prorlaiona for public bearinga aJ>d 
the disoloiiUJ'IO or intarmati011 obtaiDOd by the inwatigation in 
aubatant1all7 the torm in which tbey appeaNd in tbe Senate ruo­
lution. Section 5, whicb reada "Tba joint o-ittee •Y authoriu 
any oDO or more ctticera or emplo;rwaa ot the Treasury Dapertllent 
to conduct any part ot such in .... atipt1on • • • • etc., ..., ,....ndad 
to read ' The Joint oaani ttaa lillY authorize aD7 person or peraona 
to conduo t • • • • a to . A sentence wa added at the end aa tollowa: 
•Notb.ing in thia aection abal.l be conetrued aa authorizing the 
holding ot public bearinga• . u:r . O'Brien or the House dratting 
eerrlee 1a now pr.paring tbe tormal. obetlsaa in tbe joint resolution . 

'fbe Rul .. OC2Di t tee will bold a tormal. •eting 1Londa.7 110r111ng 
at 10:}0 and llr. Doughten aaya there ia no question that the 
OCIIIIIi ttee will appron tha new &IMndllenta. Tbe reaolut1011 will than 
be taken up on the tloor ot tl:a Houee ei thor !Aonday or Tuuday. It 
we are agr.eaba u:r . Dougbton would like to IMke it Tuesday, ainoa 
be baa anotber angag&~Mnt on Monday. 

It the Senate agr.aa to the Bouse o.men<~~Mnte tbe resolution 
will then, or oourae, ba aent to tbe ~aident . It tbe Senate dou 
not acre• the r .. olut1on would go to conterance and untortun&taly 
ltlimbara or the Rulea OCIIIIIi ttee will repr.aant tbe Houae . 

Naadlaaa to aay, I dOll' t like tbe new .... n&.nta . 'lbUa tbe7 
gift tbe oOIIIIlittea powr to - uae ot !rea8urJ' ottioiala they rona 
a good baaia tor turning the inwetigaUon into • purely Congrauion­
al ilmlrt1gation. I wonder therefore ,..ether • can gat tbe Se,.tora 
to 1ne1at 011 tbe reaolutlon in 1 ta ortcillal to .. and put it tbrOU&b 
the Contaranoe CC2Dittae tbat •:r• 
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e.-.rtee of Coate~•• with l.epr .. ataUna of Local 
Boul.ac JAthorui .. a.~t1Ac tho Bou1Ac n-1ac 

:ro-.1a lac&eeta4 'b7 the :rr .. taat 

1, llr , nHCker llarqaette, OiDoiDMU llatropolitu Boui.ac JAthorit,r 

!hh JAthorit:r hu DO tlul4e at ita 4hpoll&l, It hu the power 
to borrow acatnat ita own properl;r, bu.t h DOt .-ponre4 to pbde'e 
the ore41t ot the State, Olt;r, or u;r pol1Uoal ftb41Y1don, Oon .. -
quatl;r, DO action cO'Cild be telten under the propo .. d toNW.a, Ullleaa 
the State or OH:r 110Ql4 pronde the lu4. !he State Boar4 ot Boul.ac 
oO'Cild tl>rnieh DO uaht&DCe, beoauu 1\ hu DO power to rat .. tlmd.a, 
!here h conaiderabh 4o'o.bt re~t 1nc the power ot the Oi t,;r to en­
~ 111 \hie w:dl:; u4..,..... it \he lepl clollbte wre 41epelle4, the 
wU11np .. a ot the Oit;r to enhr 111to IIIICb a boo.el.Ag prog:ru 110Ql4 
r-ill qa.eattoD&ble, A atroq 4eterrut WOII14 be preMDt ill the 
po .. i'bUit;r ot .., illoreaee 111 texea, !be Oit;r WOII14 probe'bl;r be 
w1111Ag t o llake the - ruatanti&l coutr1but1ou it hu -a. 111 
the cue ot ita I'll boo.el.Ag proJect! Parle &11.4 plqg%'011114 area, 
c:hallpa 111 utUitiea, etrMt pa'f1.114e, 4e41c:aUon ot ncate4 atr .. ta, 
and acceptance of aernee ch&rpa 111 lin ot taxea, 

llr, llarquette etate4 that aD.&'bl1nc l echlaU.on 'IIOQld require at 
laaet two ;reare, ill&UQCh aa \he State Lechlature will DOt connu 
acatn until 1939. 

2. llr. 1111•• II, 7rilbie, 8chueot&9 llwUcipal lloue1.ac JAthorit,y 

!he JA\horit:r 1e e.powre4 to bu.114, operate, ud 11&111ta111 
pu'blio boo.e1nc proJeeh, It baa tho l epl power to acquire aitea 
th!'OIIF oondfP!!etion or purahaee, ud it MT i .. u. bolide, &1\h~ 
the:r are DOt ch&rpcl. acaill8t \he cre41t of the Olt;r or \he State. 
!he Oit:r hu the powr to truater l&lld t o the JAthorU:r, bu.t there 
1e ..,.. hpJ. clollbt u to the OU:r' • powr to acquire l&ll4 tor thie 
purpoee, !be epirit of the Houlq law ot J:n To:dl: State ae that 
h0'4&1nc ahO'Cild etalld on ih .,_ t .. t, &11.4 \he o11l;r uohtanc:e pro­
.,.idecl. l ocal boo.e1ac eDthoriUea 'b7 ciUeo couhh ot loau Md 
cranta tor &4a1nietration. 

llr, 7rh'bie etatecl. that \he ~~JCPotecl. prog:ru would pro'll&bl;r 
reiUlt 111 !NOh reaentaent that the 8chenec:t&ll,r JAthorU:r would 'be 
a'bol1eha4, llr, 7rh'bh ~~JCPohd that a wor!ta'ble procru 'IIOQld 'II• 
pro'f1.4e4 it the :Pecl.eral OoTe,..nt -a. a c~ital crut ot 45 pal'­
oe~~.t eD.d accepted the bow ot the l!ouaiD.C JAthorlt;r tor the re­
aa1n1nc 55 percent at \he COillC :rederal rate ot illtereot, -rtbed 
ill JO or 110 ;reare, !he idea ot local partioipation 1e well rec:eind 
in lew Torlr: State, ucl. cranta oondati114 ot tax r..tuion &11.4 the 
11lte w11l w111~ 'be a&4e whel18nr po .. i'ble, 

234 

Regraded Uclassified



-2-

J• Mr. 9barlee .Pru• ud Mr. Iatlwl Btnwo •• ., York Clir Bouai¥ Azlt.horitr 

!be • ., York C1i7 B'ouliDC AnthorliT hea :!\mdl aTa.Uabll for operatiDC upenaea, but nou for the po.rcl>.ue of lind, Mr, J.l>l'Me apreeeed the opinion that the Cit,. of .... York hea the powr to parchaee lud ud gin 1t to the B'ouliJIC .Aut.horit,.; alld thet the Cit7 of Iew York could lou aone7 to the B'ouli.llc .A:D.thorliT, alth~ he cllnlbhd the feallbilitT of the C1i7 u\en4i.Dc ezq COilli4erable .......,, of .,nq 1n wch loau, iu-b aa it aJ..&t>t aoon t!Zillld ita debt lt.li, 

Mr. J.l>l'M• ~t .... York CliT llipt p~ - plll>lic hov.alJIC under the propolal, but cerlalnlT no al-alearuce, lloth lie lAd Mr, Btl'lllll felt the\ the plu would ulte it illpoallbll to proTide dwelllll&'l at ranh low en~ to be aw:ceeeflll 1n hru of -l1o­ratlJIC uiatiDC 'ba4 houalJIC ccndiUoD.I, Mr, JJ>rua allid the\ \he propoead forwala would relllll. t 1n a aonthl7 roo. rant of t!J, 61 'llllder the follo•lJIC &aiiWJ>tiOilll (l) conetruction coet of $1,1100 per rcoa, (2) flnanclJIC 1n 42-Taar Jt percant bollde under u JIIA CQAI'!Ultaa, alld (J) tax ueapUon. 1f1ihout tax ex.pUon, rut would be lnereued about $1.66. 

One of the prinCipal dlffical Uea of aelllJIC the Azlt.horitT' a banda arilee 1n 'IUICertalntlu reapectiDC hdaral \e% a:eapUon. !be llureau of Internal ...,..,..,. hea indicated houaiJIC banda would not be t ax-u-.pt, 

4. Mr. John Carrell, lloator:. B'ouli¥ Anthorltz 

Mr. Carrell etated that there 11 no .;r 1n llauechuutb for the lalld to be contribllted for a low-rent houi1DC project. \1!111 lcoal goftl'lllllllh are not eapoWired to contribute to the houelJIC anthor1Uea, ud the houliDC ant.hor1t1ee heft no :!\mdl of their O'lllo .1.\ preaant, 1i ie not pouibll 'CIIldar Maleeclm .. tb law to prorlde tu ex.ption for houllJIC pro,lec\1, Mr. Carrell lllid there would be no houliJIC 
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in Mauacbuae\\1 under preeent la• if ezq local contribution n ro re- , qu1red, or if ezq local financiDC wro lll0118&17. a. contandad the\ the ,.. of relief labor 110111d renl.t 1n no houllJIC biC&Illl of the oppoll\lon of labor lllliona. 

5. Mr, ..,..at .r, llohn, Clnelalld Motropolitall B'ouli!IC Anthor1tr 

!be .A:D.thori\7 hea no :!\mdl •honer, but 11 authorilltd to ilna bollde, Citilo 1n Ohio C&IIJIOt rllill :!\mdl for houaiDC; ~~. 110 aaail­tuca t o the .Aut.hori\7 caa be obtaiatd t.... the Ci\7 of Cl.,.llnd, \1!111 .1.\tornq lkneral hea rnlod the\ propar\111 held '117 the .Aut.hori\7 are t-eapt; alld a COUI1tT offlcial baa rnled thet banda of the .l.uthorit,. 110111d aot be '--.pt. !opther, the 1-.1 alld financial dlft1aul.UII 110111d renl.t 1n aeriwa obatecll• to the propolld pro­cr-. 
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My dear Mr. Secretary: 

DEPARTMENT OF STATE 
WASH INGTON 

June 4, 1937. 

I attach a paraphrase or telegram No. 724 ot 

.Tune 3 just received trom our ll)abaeay i n Parie, con­

taining a report on Chinese loan negotiation.& w1 th 

Great Britain. It is my impression that there is a 

chance that Mr. Kung might not be ready to have it lcnown 

to the Chinese Ambassador at Washington that he, Kung, 

has given us this intonnation, and you may wish to 

guard Kr. Kung in this matter . 

Sincerely yours, 

Enclosure: 
No . 724 tram Paris. 

The Honorable 

He1117 Morgen~u. Jr., 

Secret&r7 ot the Treasury. 
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P.uu.PIIRJ.SJ: OJ' 10. '734 of JWle 3, 193'1, trca the AMr1oan 

J:ab&aey, P&ria. 

S'l'RIO'fLT OCIIJ'I~II'f UL, 

Laat ~•nins ~ung, Obinaaa Kiniater of Finance, .. da 

a nuaber of statement& to .. wbiob be aaked that I regard 

ae of a highly confidential nature. 

On hie &rr1T&l in London, be aaid the Brit iab had 

i ndicated their w1111npeea t o finance •ar1cua railroad 

bu1l41ns~Jecta in Obina t hrough 

proceed& ot wh1ob should b e epent 

lons tera loana, the 

in lngland only. He 

waa not intereeted i n auob loana , be had said, tor he 

could buy in many plao ea in the world tbe mater1ale neoea­

eary tar tbe bu1141ng of railr oad& on the baeie of payment& 

by 1netallaente. Should the British be prepared to otter 

batter tera• than anyone elee, he would be glad t o buy in 

Great Britain, but not otherwiae. 

In a cCDTeraaUon w1tb lden, Ohaaberlain, Montague 

J onan an4 Leitb-Roaa ba had then aaid he bel1eTed there 

waa one loan *hioh would be greatly t o the adYant&ge of 

both countriea - great Britain and Ohin&J thia would be a 

loan enabling bill to retire Obina1 • outatan41n& internal 

gOYernaant obl1p.tione. 

Approz1aately two billion d ollar& Ohineae (wbiob he 

tranalated as 130 aill1on J:acl1ab pound•) would be needed 

tar auoh a tranaaotion. 8)' payin& ott the cv.tat&Dilin& 1 .... 

t&nl&l Ob1D"e O<warnaeat bonete, be &&14, (th .. a on the 

whole oarried 8 perc en t illtareat , &1110e tbey bore 1ntareat 

at 
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at 8 percent and had been eol4 at eigUy) &lid 1 .. u1nc 
inter .. t 

eu.oh interll&l bODde ae aigM be neoe .. ary at D'rate of 

4 percent, tbe budget could be b&l&IICed. !he po.tU~ 

of the Ob1ne .. ~eraaent would be greatly atrenaa-ened 

tbereby, and the Br1t1eb OoYern .. nt would obYiouely be 

benef1 ted &leo. 
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!hemObineee rinanoe Minieter then said he bad &eked 

the Brtthh ~er1111ent to pereuade the Brithh b&llkere to 

lend hia 130 a1ll1on bglhh pound a for t h ie purpoee, 

and he wae prepared to prcaiae tbat they would not take 

the aODey out of Great Britain. He cOUld ieaue notee 

11b.1oh would ae"e tbe aue purpose aa oaah aa long ae be 

could haTe euoh a c redit. 

Aooordillg to ~ung, Oh&aberlaln, Leith-Roae, lden &lid 

MODt&CU Joru.n bad all agreed -.x.-.2Jallla,l~lllll!Ua 

ltlrax"'tl in principle that a loan like thte wOUld be 

of ~ adTantage to Great Britain ae well aa t o the 

Oh1neae. How ... er, they bad eaid tbat in Tiew of the pree­

ent .fill&lloi&l e1 tuation in Great Britain and the UDoer­

taintiee of the eituation in IUrope, a loan of aare than 

ao a1111t1n pOUII4e oo the Lolldon aarket to Chi~~& -• not 

deetrable. On thie ao a1llion loan they eaid t bey wante4 

a 5 percent 1Atareet rate; the rate of 4 percent ha4 be• 

au&&eeted by ~UDC• FUrtheraare tbe Britieh ~eraaent bad 

a&id tbat at tbe preeent ttae they did not want the loan 

floated, but they •uageeted 8ept•ber f• tile ti .. of the 

t~t1oo. 
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tranMeUon. The Britteh otfictah requute4 hta to r~ 
turn to bgl&Dd after he Yh1te4 tile UDUIHI Stat .. , in order 

to eip the loan agreeaente. In JUlJ' he expected to get 
baok to !Dgl&Dd. 

Wnt week, IUDg eaicl, he would Yieit Bru .. ela and Ber­

lin. On JUDe 18 he would Ail for the UD1 hcl Statu and 

would go to Wew BaYea,Oonneoticut,to get a degree froa Tale 

UD1YeU1tJ'. .t.fter tla t he WOuld Yieit fteh1Dg1;01l, and he 

said he i• looking forward with the Greateet eagerneee to 

see1Dg the Preatdent and the Secretary of the Tre&81lr)'. 

Den he reaohe4 the Un1te4 Statu be a&icl he h ope4 

to be able t o intereet .t.aerioan baDkere in ll&king a loan to 

the Oh1Deae wbtoh WOuld fill the pp between the 30 aillion 

tlat the BrttUh Oo't'erllllllllt 1a re&dJ' to !aYe Bri tteh b&Dkere 

&d't'anoe, aDd the 130 million pound• aekecl for bT IUDg, 

The 30 atllton loan froa Great Britain wae OODdclere4 lUI 

eetabl1abe4 faot &Del a eettled traneaot1011, in I:UDg'• a1D4. 

Bu.t 1f be cculil add to thh loan 100 a1111on pCUDde troa 

the Unite4 State• he beltnM China' • poet tton would be 

enoraouelT etrangthene4. 

BULLIT'r. 

U :l'n 
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Bello, Gu;r? 

Yes . 

lUlls 4, l i :57 
4:5i p.m. 
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Did you get ott something on these fellows With the 
farm bl8llks -

Tea. 

Did - did you get ott a telegram to -

Well , wait until I ask. (Aside: 
get ott to the agents about this 
Yes , they ' re gone. Bello? 

Yes. 

Did that tele,.ram 
tann business? 

I say they're gone - the t elegrams are gone to all 
the agents in charge. 

.Ah-ha. They have. 

Yes. 

About how did - how did the telegrams - could you 
send me a oopy or it up to the house? 

Yes. 

Will :rou send me a copy? 

Yes, I ' ll send it right over to you. 

Well, now, send it t o 1117 house, will you? 

Oh, to R Street? 

2201 R Street. 

Yes. All right . 

.Ah-ha. 

Just a cop:r or the telegrams we sent the agents. 

It you please. 

Yea. All right. 
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Thallk :rou. 

Say, I wanted to tell you. Tbe court caeee are all 
open yet. 

They' re al1 open? 

Yea, t hey - I have a very interesting situation in 
t hat. 

How t ar back are tbey open? 

Well, they ' re open back unti1 ' 211. 

No. 

in •211 , -

Whet ' s tbet? I don ' t beer you very we1l. 

I aay the income tax here 1n • 211 die allowed 
the loss , e.nd t hat's been disa1lowed ever s ince. 

on the farms. 

But the general counsel gave a ruling upholding tbe 
loss. It wasn ' t censored by any or our boys around 
here. It was dons in ' 211 end '30. 

We1l , whet do you know about t bat. 

But we haven ' t closed any or those years on t hat 
proposition as yet. 

Well, ah - i t goes beck to ' 211? 

Yea. 

Well, how many years is t hat? I mean have you bed 
tbia term loss right along? 

Well, I haven' t checked ea to whether t he term lose 
continued. I have en idea it did because t hey eaked 
tor the ruling in ' 211. 

Ab- be. Asked e ruling or the general counsel. 

Yea . 

I see. 
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And I ' ll get you a oopy ot that ruling With all the 
citations they cite, and everything else about it. 

But, are we - is he will ing to close? Pord? 

Oh, no, be ' s claiming that lose. He ' s not Willing 
to -

Well , why shouldn' t we bring tbat to an issue? 

Bow' s tbat? 

WhY can ' t we bring tbat to a head? 

Well , we - tbe - we oan bring it to a bead all right, 
but, or course, that is by making an assessment, 
and he ' d appeal t o tbe Board or course. 

Well, we don ' t want to go ott halt - cocked on that, 
do we? 

No. But I ' ll get turtber information and give you 
tbe Whole detail or it. Are you going to be here 
tbe first or t he week? 

Yea. 

Yea, all right. 
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lolhE.TING RE AIISVIER TO SIR JOHN SI:.!ON JWle 4, 1937 
8a30 P.ll. 

Present: 

H.M.Jr: 

Fe is: 

a . :.t .Jr: 

Taylor: 

llr. Taylor 
lolr. Gaston 
Mr. Lochhead 
llr . White 
t.lr . Feis 

Another cable came in from Butterworth - not important, 
just a new report; I haven't read it myself. 

Wayne - does be do the r ecitation? 

We 've got all the candles down his way . 

"The process of dehoarding continues its snowball ing 
course aided by rumors galore . Uneas i ness is growing 
more widespread and the view is now frequently 
expressed t hat if apprehension is allowed to bear 
fruit the process of recovery may definitely suffer . " 

I don ' t think that a pprehension can bear fruit, but 
that's neither here nor there. 

•The following excerpts from today's financ i al 
press may convey something of the feeling in the 
city . 

"Financial Times : ' Apologists from all parts are 
uniting in defense of the theory that t he price of 
gold is not likely to go lower to any material extent 
or to suffer disabil i ty f r om the outpouring of the 
metal from producers and hoarders. But thei r argu­
ments avail l ittle t o s tem the tide of uneasiness 
which is creeping into the minds of holders of gold 
or gold shares, causing a feeling of nervousness 
whose effects are fel t in nearly all the markets 
ar ound the house. No matter how weighty t he authority 
that speaks, the organ of publicity through which it 
broadcasts or the titles of the defenders, anxiety 
1n r egard to t he outlook for the price of gold still 
spreads . A kind of mob-psychology is infecting the 
minds of holders of gold shares . If this is peraitted 
to continue unchecked the r esult will become - we wi ll 
not say disas trous - but at any rate a serious matter. 
Practically every expert from whatever angle he 
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approaches it answers the question by saying that 
the price of gold must be maintained tor tbis, 
that and tbe other legitimate r eason.'" 

Is t his still in the newspaper? 

Yes 

"'Yet each assurance so f ar from fortifying the 
spirits of those who hold gold shares appears to 
add to the nervousness whi ch discussion of t he 
gold price has aroused . ' 

"Financial News . •.• . •• 

Financial News is Einsach speaking, hull? 

Paul Einsach. 

" ' Those who believe in the provi dential wisdom of 
Whithall and Threadneedle Street are satisfied that 
the authorities are in possession of all the facts 
and know what t ney are doing but the number of those 
trustful souls is declining rapidly . Most of us are 
not at all sa tisfied that the Treasury and the bank 
can do no wrong a nd would like to know the explana­
tion if there is one of the strange and mysterious 
behavior of the exchange equalization account . It is 
suggested in some quarters that the object is deliber­
ately to bring out the hoarded gold so a s to get over 
the process of dishoarding as quickly as possible . 
But then, from the point of view of a soluti on of the 
present gold problem the worst thing tha t can possibly 
happen to hoarded gold is that it should be rapidly 
dishoarded. To force the process in order to get 
over the uncertainty caused by the existence of large 
hoards is therefore somewhe t similar to c o!llllli t ting 
suicide in a war in order to avoid having to go to the 
front . But 1 t is easier t o r educe to absurdity this 
and any other explanation put forward than to offer 
one which is acceptabl e . It is as good an explanation 
as any to suggest t hat the •control" aut hori ties have 
simply mistaken 1937 for 1927 and think it their urgent 
duty to reinforce the gold reserve and to induce 
hoarded gold to leave i ts hiding place in order to 
cope with the burning pr oblem of the scarcity of gold .' " 

Tnat ' s t he end of the quote . 
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J.nd I pay cash for that. 

"Contrary to recent practice the British authori ties 
started selling dol lars before fixing which i nci dentally 
prior to certain withdr awals at one time bad at offer 
2500 bars. Nevertheless the d iscount widened further 
today to 7-1/2 pence. Naturally the amount of dishoard­
ing has created a great • • •••• 

Is this still a newspaper? 

No, tha t was • • •• 

Oh, I see . 

•• • when I said •end quote.• 

That's not the same newspaper . 

This isn't a newspa per at all . 

May be a reporter - not a newspaper. · 

Excuse me. 

•Naturally the amount of dishoarding has cr eated a 
grea t interest 1n e stimat ing the amount of gold which 
remains in hoarding . Several banks wh.ich conducted a 
joint informal inqu.iry report t heir results as indi­
cating (1) foreign banks 1n London exclusive of French 
have already sold on behalf ot t heir customers about 
80 per cent of the sold held; (2) British joint s tock 
banks a bout 75~; (3) French banks about 60% . In this 
connection reference is made to the penult.imat e para­
graph of my ) 01, Kay 21, 7 p.m. I shall attempt t o 
obta.in an up to date f.igure at the next meeting at the 
British Tr easury . " 

Well , we got word tha t Rothschi lds had estimated that 
75 percent of the gold bad been dehoarded; t hat must 
be a part of thi s same group. The Bankers Trust 
Compaey passed that along today . That doesn't hardly 
click, but if it .i s so it i s less gold than we figured 
on . 

What are you mumbling about, White? 

No, there ' s mucb more than that lett. 
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How much? 

Well, ~ guess would be about - between France and 
England, about a billion. 

Well now, when you (White) say hoarded gold you' re 
including France - i.ncluding what you might call t he 
indi.vi duel holders . 

'Nhite: Yes . 

Lochhead: 

B.!l. Jr : 

Lochhead: 

'Nhi. te: 

Lochhead : 

H. M. Jr: 

Well , I don't think the banks are fi.guring - they• re 
figuring on call gold hoarded in t he banks end held 
in the banks in London. 

When you say individual boarders you mean fellows 
who have got gold down in t heir sock. 

Yes . 

They'll sell when it begins to gather momentum- more 
momentum. 

A lot of that will have to go into the French Treasury 
i f they sell, and t hat won't do so much harm. They ' ve 
been gaining gold. 

liow, the reason that I did this tonight instead of 
tomorrow is that I 1ve Jus t got to concentrate tomorrow 
morning on how we should price our 800 milli on dol lar 
issue . I just couldn' t do this tomorrow. I need a 
l ittle peace and quiet tomorrow morning to think. 

I ' ll read this thing. Th~s is cable 349, Butterworth, 
June 4· 

"I was asked to c all. ••.•• 

Incidentally, wben we get through, if anybody isn't 
too tired, we've got a draft of an answer to Chamber­
lain. You (Feis) haven' t seen Chamberlain' s letter to 
me, have you? Put him in a good humor; let him see 
that. 

(Gaston gives Feis copy of letter) 

I •m like a child, crowing; I go t a r eal thrill out 
ot that. 
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I should think you would. 

Yes, thet's very , very nice. 

Isn' t that pretty nice? 

And very solind. 

l:luh? 

And very sound . That ' s quite so. 
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Amusing thing i s, for three days before that came I 
bad a letter to him and I couldn' t make up my mind 

·whether I should send it. Then tnis came. Now we•ve 
draf t ed a reply and afte~ we get tnrough I'd like your 
help. 

I don't know what the President meant today, but he 
was quite sarcastic and I didn 't get it. Be said 
that Norman Davis was such a good felloiY in London 
that within t he l a st few days the President has had 
word from three different members of the British 
Cabinet that they want to come over and see him, 
including the Prime Minister; so be thought that the 
easiest way to do wa s to invite the whole British 
Cabinet to come over here . 

Uh-huh. 

What? 

Uh-huh. 

Uh-huh {laughs) . 

Well, anyway, nere•s ,.uestion One: "The Chancellor 
of the Exchequer •••• • • Herbert, I take it that in 
Parliament they submit the que.stions in advance? 

Yes , these are written questions, and the questions 
are usually so put as to find something in the answer 
to give them an opportunity to proceed further. 

I must say that the answer he gave 
to some question on ~old - I don ' t 
pr etty vague and not to the point. 

today or yesterday 
know whet - was 
They asked hill 
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something yesterday . 

I liked the one they asked the other day, when t hey 
asked if t hey ought to put out gold coins instead of 
t he lO-sh1ll1ng notes, and he didn• t think that any 
useful purpose would be served by that . I should say 
not . Under t he present price of gold - statutory 
price and t he market price - I don't think any useful 
purpose would be served by that . 

Ther e would be a rush for the gold coins. 

There should be . The gold coins would be worth 
YJ ,75 or ~4, and they could be bought for $2 .50 . 

"The Chancellor of the E-xchequer is to be asked 
' whether he ~ill continue to borrow 1n order t o buy 
and neutralize gold so as to prevent credit inflati on, 
or whether he will propose r evision of the tripartite 
agreement before the inflow of unwanted gold r eaches 
uncontr oll&ble dimensions .• The proposed answer is 
' there i s no indication of any unhealthy credit condi­
tion a t t he present time and no such condition will be 
allowed t o develop. I am not clear what revision of 
the triparti te agreement my honor able friend had i n 
mind but I have no i ntention of departing f rom that 
agreement. r 

"Tne Cnancellor of t he Exchequer wi l l be asked 'whether 
t here have been any negotiations with the Uni ted States 
of America concerning a common policy in connection 
with t he purcnase of gold .• The proposed answer is 
• there has been no occasi on f or such negoti a t i ons . The 
arrangements under t he tripartite monetary agreement 
in regard to which there is close consultati on between 
t he two Treasuries are working to the f ull sa tisfacti on 
of the governments concerned. ' " 

Well, there can' t be much argument about that , can 
there? 

He does n' t answer the fellow 's questions, but that •s •••• 

No he doesn't, but that i sn't - I mean I would say 
t~t was... Well, let ' s see, there are two questi ons 
there: whether he will continue to borrow in order to 
buy and neutralize gold so as to prevent credit 
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inflation. That ' s one question, isn't it? 

Yes, and he doesn't answer that. 

Be says there is n.o unhealthy credit condition and 
no such condition will be allowed to develop. 

But he doesn't answer the question. 

Well , he answers it the way he should answer it • . 

O. K., but I say he doesn• t answer . 

I agree tha t he doesn ' t. 
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Or will ne p.ropose revision of the t r ipartite· agree­
ment before the inflow of unwanted gold reaches un­
controllable dimensions. Well, of course, wi ll he 
continue to borrow or to buy - that ' s ~uestion One; 
am, of course, the direc t answer is, •r will" or 
•I won•t .• · 

And he doesn't answer . 

Tha t i s , "I will continue to borrow• or "I won• t.• 

And the next t hing, will he propose r evision or the 
tripar t ite agreement - the answer to t hat is, •I willB 
or •I won• t. • 

Now let ' s Just see wha t he says. "The proposed 
answer is ' there is no indication of any unhealthy 
credit condition a t the present time and no such 
condi tion will be allowed to develop . '" Well , after 
all, whether he continues to borrow or not - that ' s 
h i s business . 

"' I am not clear what revision of the tripartite 
agr eement my honorable friend had i n mind but I have 
no intention of depa r ting f r om that agreement.•• 

I imagine that the man that ' s ask.ing t hat question 
may be trying to s moke t hem out to find out whether 
there is a fixed price between t he dollar and the 
pound sterling fixed in the tripartite agreement 
and whether t hey will allow the pound to drop - I 
mean whether they will alter the pound so os to stop 
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tne gold coming in. 

Let me raise a different kind of question; merely 
all aspects of it. 
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It is perfectlY clear that they can have any ques­
tions a sked them tha t they want to. I don't say 
that t his has been done tha t way; I say they can, 
that it is a simple matter . If he is going to 
establish a precedent of asking you whether his 
answers on questions of that sort e re satisfactory 
to you, I don ' t say they will - I say they can­
there can be a means of getting your reaction in a 
kind of backhanded way on matters of policy. He 
can put - that is en easy question; you couldn't have 
much doubt about that. Supposing next week - since 
this is en unimportant question, next week he g ets a 
more important c:,uestion. If be asks you a bout this, 
he certain!y would be fair in asking you about a more 
impor tant question. And the first thing you know, 
you 111 be passing judgment on eve.rything that relates 
to gold that he wants to ask you. Instead of writing 
to you and - in other words - and saying, •What is 
your opinion on this?• he ' ll soy, "I've been asked 
this question and t his is my answer; do you find it 
satisfactory?" I don ' t say he will, but I t hink this 
establishes the precedent. 

I think it i s extremely unusual that they should 
submit this thing t o you. 

Well, Herbert Feis over the phone said that he had 
had a chance to see lir . Hull and had a reaction from 
him. Maybe Mr. Hull thought I shouldn't attempt to 
answer this? 

!lo . On the contrary, be was quite calm about the 
whole t hing, didn' t seem to fear that it would give 
rise to any significant comment, unless you wanted 
to use i t as an occasion for significant comment. 

~ell, t hat's what I want to come around to. I want 
to discuss this thing . I realize that they could 
gradually edge me into the corner if they wanted to. 
But the reason I showed Herbert Feis that letter before 
we started this thing was that I'm going to go olong on 
the assumption - and this man says he ardently wishes 
to continue - I ' m going to take that attitude . And 

Regraded Uclassified



'Nni te: 

H.M.Jr: 

White: 

H, j! . Jr: 

White: 

d . !.! . Jr: 

llhite: 

H.M . Jr: 

251 

-9-

in this thing that I ' m making, if you people agree -
and before this goes I •m going to show it to the 
President at 11 o 'clock tomorrow, because he ' s so 
interested - in the thi ng , when I get through anal­
yzing it, I may put a little something 1n her e, I 
may use this device, see? 

He bas you at a disadvantage. 1 1m trying to present the other side . 

l'hat' s right, I •m used to tbat - from you. 

Once you have established a precedent to comment on 
his answer, no matter whether your answer is 
non-committal next time or •yes• or •no,• he has 
placed you in a position Nhere you have to comment 
on questions t hat he wants to write you. The fact 
tha t he gets it from the House of Commons is nothing 
at all. 

That ' s all true, but •.• 

And t hen supposing the next time he says that he is 
being a sked, a s well he might be, whether we intend 
doing anything about the price of gold, and he 1s 
going to answer , "No, he ' s not• - something of that 
sort. NoR, it may be just the answer that you want, 
but it may not be the answer . 

But t his can work both ways. 

I'm not sure how it con work the other way . 

Well, t ake, for example, this Japanese thing. It 
is quite obvious, from the way they treated this 
thing, that they didn ' t get the answer from us they 
wanted. And that•s another thing I 'Rant to take up, 
because in the cables they now say they don't want to 
talk with the Japanese and they ' re avoi ding it; that 
doesn't make sense. 

If I may Just say this, Harry , I tnink that all of 
us - well, I ' ll talk for myself - are timid on account 
of t he past reputa tion that the British enjoy . I don•t 
think that t hey ' re so damn smart . Archie and I ~•e 
things every day. We were talking today about - here 
it t akes the Dutch ten days to wake up to t he fac t 
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tha t t hey can do an arbitrage in gold - having 
gold her e . It t akes them •••• No, I mean you 
t hink, you g o on the assumption that these people 
are sucn - Jus t super-smart. And a s a matter of 
f act, the impression tha t I get, reading the thing, 
is t hat this fellow is nervous - that be ' s nervous. 

Very clever. 

That he ' s nervous, and he ' s going up on this thing, 
and he isn' t sure of his ground. Now, I get this 
beautiful thing from the Prime Minister of England, 
then this man says he wants my i dea on this. The 
British haven't done anything bricky since I've bad 
this agreement . They' ve played square with me : Why 
not go along? "nd listen, old man, 1f I get up to 
tne point that I don ' t want t o answer , I•ll just say, 
"Listen, I 1m very sorry , I 1m not going to answer any 
more of your ~uestions," and then what? I don't have 
t o answer the questions. 

Well, granting, Harry, tha t this may establish a 
precedent, that doesn ' t mean tha t it may not be 
desirable to establish this precedent. After all , 
we have been trying to get so we do talk t o e ach other 
a little bit more, and if this is en opening so that 
in this way we can t alk to each other, it shoula be 
encouraged. 

The State Department would hope that before Sir 
Walter Runciman made some of his statements on the 
floor, he ' d submitted his questions . \'/bat? 

This looks quit e simple . 1hese fellows have a sense 
of good relations, a sense that this gold problem 
is genuinely a common problem, and he is being asked 
a few questions upon it at a difficult time. He bas 
f ormulated his answers. !hose answers will have 
effects not only in Great Britain but 1n the United 
St ates. He sends them to you 1n the sense - with two 
things in mind, I should think. First, i t is an 
opportunity to pass on t he judgment - "We t hink you 
hit it about right" or "We think you ' ve gone a little 
t oo for" or "We think you haven' t gone f ar enough. " 
Secondly, so that if these answers are going to have 
any effects in the United St ates that he mayn ' t see, 
he gives you a chance to point them out to him. So 
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that you have the sense that the thing is being car­ried along jointly . I haven't the faintest shade of suspicion about the communication. 

I was just going to s ay practi cally what you said; that, taking the thing at face value, coupled with Neville Chamberlain' s very cordial message t o you, and this expression by Sir John Simon in this l ater cable here - this is just going to the fullest pos­sible l engths to show on this man's entry into office his desire t o cooperate fully . I should say t hat is certainly the prima facie appearance of the thing, and I don't know wny it should be questioned. 

I 1 11 just add one other bit, if I can, Henry, before you go on, about Simon. I think you'll find Simon, within the limits of his nature, which is a complex nature in comparison with Chamberlain's very simple nature - .v1thln the limits of his nature, making the utmost possible effort t o keep in ciose and constant understanding with you. Because the one great dif­ficulty in his career, the one great reproa ch that books bring home ••• • 

That who does? 

• • •• that books, magazines, articles bring home to him and continue to bring home to him is that in the Man­churian crisis of 131- ' 32 he f ailed to carry over cooperation with the United St ates, and a repetition of tha t mistake will kill him before British opini on. Absolutely so . 

What ' s-his-name gave me an excellent summary of this. What did you (White) mean by the two pair ? That 
! di dn' t need all the ••.. 

When you spoke of t he two pa ir of pants? 

Yes. That I would or wouldn't need them? 
That you would . 

!lay I take the o ther side, for t wo reasons; partl,y that I am not wholly convinced, and I don • t think both sides have been g 1 ven. 

Regraded Uclassified



H.U.Jr: 

White: 

-12-

I do think the policy you are pursuing of' thinking 
that the other man i s reasonuble and aboveboard is 
the best one t o assume. But let me consider two points. 

In the first place, Sir John•s character . He is 
extremely tricky . I don •t think that the British 
&rc clever . They made miDtake &fter mistake after 
mistake of major importance . But in certain types 
of negotiations toey shouldn't be underestimated . 
And this isn ' t a t echnical matter; this is a kind 
of diplomatic answer to J ohn Simon. He is extremely 
clever; he is extremely - he is one of the most 
brilliant of the lawyers, end he is extremely oily. He is smooth . 

Now, with that little b&ckground, l et me examine -
let me go over the first questi on. Here is a man 
Just come into office and he ' s asking you a ques tion 
which I think you will agree there is no need to ask 
you unless he .vants to create a certain impression. 
He says that the Chancellor of the Exchequer is t o 
be asked whether be will continue t o borrow i n order 
to buy and neutralize gold so as to prevent credit 
inflation. Now, tbat ~uestion he certainly doesn 't 
have to ask you to ans1wer , and you have no concern 
about it. 

•or whether be will propose revision of the tripar­
tite agreement before the inflow of unwanted gold 
reaches uncontroll&ble dimensions.• That's a ques­
tion that concerns him. He is being asked whether 
be proposes to r evise the tripartite . Now, does be 
nave to ask you whether he proposes . It•s all right 
to say that be doesn• t propose to depart from that , 
But I mean on what ground should he even s uggest tha t 
t hat is in the offi ng? ~hy should he ask you whether 
it is all right for him to say that he ' s not? 
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Now Just a minute. I don' t want to answer that because 
he answers - he takes it up in a different f orm in the 
next ques tion and in a f orm which I don't think is 
correct . Now Just let ' s hold everything and t ake the next one . 

Yes , I don•t ask you to answer it . I mean •••• 
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No, I wasn't - you didn ' t let me get the second . 
Just read the next - his second one . 

.. 
255 

"The Chancellor of the Exchequer will be asked 'whether 
ther e have been any negotiations with the United States 
of America concerning a co~on policy in connection with the purchase of gold. • 

• 
Well, the answer to that is "No, " but I mean the next one . What comes after that? 

That•s the ' second question. 

No, what comes after that? 

The proposed answer is •••• 

The answer comes after that. 

Yes, what•s the answer? 

" ' There has been no occasion for such negotiations. 
The arrangements under the tripar t ite monet ary agree­
ment in r egard to •Nhich there is close consultation 
between the t wo Trea suries ore working to the fullest 
satisfaction of the governments concerned . ' " 

Now wait a minute, Just a second. The part that 
bothered me - they don 1 t paraphrase a di rect quote, do they, like this? 

I beg your pardon? 

They don't paraphrase a direct quote. 

Oh, you have the original cable here. 

Oh, it is? 

Yes. He had to send it as "r ush," and that means 
he didn't have a chance to - had to take a chance 
and put it in simple code, so there is no necessity for paraphrasing. 

Just a second . This was the part I had in mind. 
" 'The arrangements under the t ripartite monetary 
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agreement in regard to which there is close con­sultation between toe two Treasuries are working • •. • •w No, ~·here in the devil •••• 

Are you thinking of that repl y to the second part of the first Question - "I am not clear what reVision•? 
Just let me read it. The part that had me stuck -just a second. I read it different from before; this is all right. "There has been no occasion for such negotia tions. the arrengements under the tripartite monetary agreement in regard to which there is close consultation between the two Treasuries are working to the full satisfaction of the governments concerned.• 
Well, that answer in relation t o the question "whether there have been any negotiations with the United States concerning a common policy in connection with the pur­chase of gol d, " and then the next answer, that we are in close consultation, would lead one t o believe you are i .n close consultation about the purchase of gold, which we 1 ~e not. 

I don't think so. 

Well, that ' s why I ..••. 

I didn't see that . 

That ' s the thing that bothered me; I don't cere how he answers the other t hing . But "any negotiations with the United St ates of America concerning a common policy in connection with the purchase of gold.• •There has been no negotiation - no occasion for such negotiations. The arrangements under the tripartite monetary agreement 1n regard to wbieh there i s close consultation betneen the two Tr easuries are working to the full satisfaction of the governments concerned . " It certainly is - his answers t o those questions are pips. 

That's the way t hey usuelly are . Most of their 
answers to questions that are put on the floor er e of that very evasive type . 

The simp~ thing to do would be to simply say 1n the answer: • I appreciate the courtesy of Sir John 818on in submitting the questions and the answers , and t he 
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United States Treasury has no ob jection to the 
answnrs .• That would be the s implest way . ~nd 

then something about the - that we also - "I also 
look forward to working as closely with him and 
under ns pleasant circumstances as I have with his 
predecessor, lir. neville Chamber lain .• Now, tha t 
would be t he simplest way . •see no objecti on to 
it . " Tha t would be the simple way. 
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I might say I see nothing to arouse my apprehensions 
or suspicions i n tha t second reply. Someone asked 
him a question. He ' s not interested particularly in 
giving the per son the information the person i s want­
ing. He is interested in taking this occasion for 
creating o certain 1.!1lpression. !low, t he impressi on 
he seeks to creat e by a second answer that •there 
has been no occasion•- the questioner is implying 
that there is so~etoing in the contemporary situation 
so unusual, so a ifficult to manage, that he ought to 
be in speci al negotiation with the ~merican Treasury, 
which would be construed t o be negoti ation looking 
forward t o o change from present arrangements either 
a s to the methods of buying or the price of gold or 
something else . Therefore, first he creat es the 
i mpression that he doesn' t see anything in the present 
situation requiring negotia t i ons out of the ordinary. 

Then he wants to further strengthen the impression 
that whatever is happening is within the manageable 
area of the agreement already in existence, so be takes 
the occasion to reiterate tha t there is close consul­
tation and the agreement i s working satisfac t orily, 
hoping thereby to slow up the dishoarding , to sti ll 
rumors of which the press i s full ; that is hi s ob jec­
tive . 

At the same time, end this - if he ' s got eny unapparent 
motive, I suggest i t is of a very different nature than 
the ones that have been mentioned. Be ' s going to answer 
these questions on Monday ; sup~ose you, sitting here, 
should happen to be r eall y worried about this gold 
situation and discussing i t with the President and 
maybe on Thursday are planning either to i nform him 
of some intended change in your policy, or to go ahead 
and change your policy . Be by these answers put s him­
self into a very e xposed position, and he ' s asking you 
to pr otect him against an immedi a te change in policy 
on your pert. 
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In that sense, this reference is intended to draw 
you out; but that ' s what we mean by consultation, 
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one person drawing the other person out. Now, that's 
the way - he 1 s looking for a little protection r rom 
you. 

But Just a second. But this part here - now, there's 
another thing, you see - this senten.ce here: •Have 
there been any negotiations with the United States 
concerning a common policy in connection with the 
purchase of gold?" Answer: "There ha s been no 
occasion for such negotiations. • That isn't so. 

No, that's right. 

ihere is no occasion? 

Because there is consultation, you see. Of course 
there isn' t any occasion for negotiations, because 
under the arrangements we have close consultation. 

I would say that this sta tement given out Monday would 
be a reassuring statement. 

I would certainly s ay that he intended it to be a 
definitely reassuring statement. 

Do you think it might be tba t be is figuring that 
we may be worried over here in a way? In other 
words, reassurance to us. 

I r ather think that probably some of these rumors -
bankers have come into the Treasury and told them, 
"You don ' t know what this man Uorgenthau may do on 
Thursday," or something of that sort. 

~by do you pick Thursday? 

I pick it at random. 

Friday ' s a good day. 

There is another thing, Herbert . Be says to himself, 
• Now, if I put this up to Korgenthau and show what 
a nice fellow I am and set the example, then Korgentheu 
is under obligation to do the same by me. " 
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There' s no question about that . 
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I couldn' t - I didn't even ask you- which I t hought 
was an enormous impertinence and I had to answer, 
but I didn' t want to make any trouble -when Butterworth 
said if we were thinking of increasing t axes on al i ens 
it 1d be nice to l et the hnglish know. Well , they 
increased their tax on foreigners and they didn't 
let us know. They increased it what - fr om 20 to 22! 
percent recently, didn't they, within the last three 
months, and they didn • t say anything. 

We didn ' t have a tripartite •••• 

No, s ince . 

On taxes? 

That ' s when they boosted the whole income t ax . 

But t here ' s no reason why, if we want to tax the 
world, all foreigners, J5 perce.nt - there's no 
reason .••.. 

No, no . 

None at all . 

Here ' s what I t hink thi s is all about, and i t ' s the 
last sentence i n his nnswer to Question One: "I 
have no intention of departing from that agreement.• 

That is illlportant . 

I don ' t like i t for t he rea son that he 1s asking you 
questions that he can answer perfectly well himself. 
They are not the questions which he needs to get your 
comment on. It they were, it would be most welcome. 
And he may be doing either one of t wo things . Kaybe 
he i s eager to show at first oppor tunity that he wishes 
to collaborate; that is quite possible . · 

But t he nature of t he questions, the implement he is 

' . 

Regraded Uclassified



H. I.l . Jr: 

Whi te: 

Ta:~lor: 

H.I.I . Jr: 

White : 

H.li.Jr: 

Vt'hi t e: 

Lochhead: 

White: 

Lochhead: 

Gaston: 

'A'h1te: 

.. 

260 

-18-

using, the veh1cle he 1s using - these kind of 
questions may also be a vehicle for something else. 
I•m not sure you can give any other k1nd of anawer 
than the one you .indicated. 

Nhat? O.K. , Harry, I •m not go1ng to answer the man? 

No, I doD~ th1nk you can do otherwise. But he's asking 
questions that he doesn't need your comment on at all . 

Well, now .••. 

I 'd just like to answer Harry ' s question . You wouldn't 
advise me t onight not to answer the fellow, would you? 

I don't know; no, of course not . 

The worst t ha t can happen is that the fellow boxes 
me into a corner, t hen I can tell h1m to go to hell; 
I •ve done it before. 

Well, as long as the answer is given with the thought 
i n mind tha t there may be more than meets the eye 
there, fine; then you c an phrase the answer accordingly . 
But I don ' t think you have to be completely naive about 
it; for all you know, he may have Chamberlain at h1s 
right hand. And t hey 1 ve never a sked questions before 
and they ' ve a nswered much harder questions, and there­
fore he's not seeking a n a nswer; there is something 
else tha t he seeks . It may be he is seeking to convey 
the impression that he wishes to collabora te . Poss1bly . 
It may be that he merely wants to develop that means 
of getting questions and information, of conveying 
information and getting answers . Possibly . If so, 
~ think it is not the kind of veh1cle that should 
be used. 

I d on ' t know 1f he's asked harder -had to answer 
harder questions before on the tr1partite. 

If l.!hamberlain hasn't? 

No. 

They both are questions relat i ng to the t ripar t i te . 

They are very simple questions to which t here can b a 
no different answer . 
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The answers - why, the first question he doesn't 
answer the way they ask him, but he uses that as 
a S,lringboard to say, "I have no intention of 
departing from that agreement ." 

Does he have to ask the Secretary ' s permission to 
say that? 

2Sl 

Wait a minute . He may also know that I ' m trying 
to sell 800 million dollar s on Monday and that he 
might say something on Monday tha t might upset that. 
Don't you think that t hey - they know we ' ve got a 
flotation on Monday. And he might say, "I'm going 
to do this thing," but he wouldn ' t be impertinent 
enough t o say , "My dear Ur. llorgentbau, I, the 
Chancellor of the Excnequer, am afraid that I ' ll 
say something which will upset your fi nancing." 
ll01v, that would be impertinent. What? 

Quite . 

Incidentally, I d1dn 1t like at all that movie of 
Neville Chamberlain. Did you s ee that or hear about 
it? 

No. 

They have a picture - Yovietone- and he's talking 
about the budget. Be says, •or course, we do the 
best we can, but the J.mericans, who are !oDd qf 
saying they do everything bigger and better than 
anybody else, of course heve t he biggest deficit 
of the budget of aey country in the world." 

Silly . 

America does things bigger and 
else, had the biggest deficit . 
Di d you .... · 

I s ew tha t. 

better than everybody 
I sew it last night. 

It ' s the first time I've ever seen him in a movie that 
way; he didn ' t seem to be very much at ease at that . 

Now Barry, have you got all your suggestions out? 
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Yes, Just wanted to voice them. 

You got them all out. 

Tnere are two .ays to answer it. The way I said first - "How do you do, my dear colleague - very nice - and I also wish for the same cooperation," and so forth, "and there is no objection.• That's Number One . And the other way to answer is to say -is to drop a hint that sooner or later we'll have to consult about - that sooner or later we may have to bring into the tripartite agreement the question of handling the world gold supply . Now, wha t good does it to do say this, and do we want to wait and sit here and sweat it out? 

Wait, definitely. 

Herbert? 

&y inclination would be t hat, even i f you were ready to s e7 that to him, I wouldn't put it in this message; I •d put it in another message. 

Of course, a swell vehicle to say something is 
~allet • s coming in Konday. 

They've given you so much now, including that 
pr evious statement of the Treasury of willingness to discuss ~he situation. 

No, I read that; I went all t hrough tha t. I've gone through it. Clay said they wanted it and the English said that the thing wasn ' t ripe~ The Treasury -check me - .••.• 

Clay said they were ready for it, and Phillips said t hat he didn't bold with Clay and • • •• 

Said he didn't agree with Cloy and that the thing wasn' t ripe for discussion. I just read it the night before last . Am I right? 

That ' s right. We took that first from Clay as 
possibly being an official idea and then Phillips looked at 1t and squelched that, said that was Clay' s personal - tha t was a personal thing of Clay•s. 
Wayne? 
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If I oan Just, before we leave this particular 
point of fact - to what message was it that you 
sent back the reply t hat of course, you have the 
disposition, but it shotild be done 1n Washington? 

Tbat wasn't a message; it might bave been on the 
pbone . 
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No, let ' s see - we didn't answer Clay's - we didn ' t 
answer that. 

Vlhat 1!8$ the one that you answered in that form? 

It mus't. have been on tbe telephone. 
noth.ing in those messages, because I 
within the last two days. There's a 
sage missing . 

But you remember that remark. 

There 1s 
Just read them 
telephone mes-

Yes , Phillips or _Waley talked about the desirability 
of a discussion at &ome time and you told them, "Yes, 
why doesn ' t Phillips come over?" 

Tbat' s right. lind when he said, 110b, be couldn't 
think of coming over," I said, "Well, maybe some day 
he Will." 

I don't remember whether t hat was 1n conversation •••• 

\'/ell , it wasn't 1n a cable . 

•• •• with Bewley or what it wa s . 

No, Butterworth. 

But it wa s with Butterworth on some basis. 

By telephone. 

Well, Jus t let me t ake a shot at this thing, the 
answer, and then you people can do this t hing . 

This is for Butterworth: "In answer to your number 
349 please convey the following message to Sir John 
Simon: That it is my sincere hope that our relation­
ship will be as cordial and successful as was my 
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relationship with Yr . Neville Chamberlain.• So 
far, O.K. ? 

I think, Henry, I'd say exactly the sue thing 
without mentioning Chamberlain. 

Predecessor. 

Perhaps "It is ~ sincere hope that our relation­
ships will continue• - I'd put it in that form -
"as cordial and successful as t hey have been.• 

"As they have been•? 

Yes 

You wouldn't say, "As they have been with .•.. • - Just 
a period. 

"As they have been" - period . 

They haven't been with Sir John Simon. This is 
personal to Sir John. 

"With your predecessor• - that's right. 

I ' d rather mention by name. 

I think "predecessor" is better. 

You think •predecessor• is better. Why? 

'lhe connotation is t hat it is the position of the 
Minister of Fi nance r ather then a person whom you 
have never met . 

All right - "predecessor.• 

In other words, it is the two Treasuries that have 
established these very cordial relationships, and 
t hat is what you want to emphasize, r ather than the 
inaividual. 

Sir John calls him his predecessor too . 

Paragraph. •In regard to two questions that will be 
put to Sir John Simon in the House of Commons on 
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Monday, his suggested answers are • ..• •- what? 
"I have no comment t o make .• 

Oh no . 

• •• ..• seem to me to correspond well.• 

There is Just one sta tement - "There is no indication of any unhealthy credit condition a t the present time and no such conditi on will be al lowed to develop.• 
I don ' t see how you can pass judgment or approval on that; it i s part of his answer; you don•t see any objection. 

You could put it this way, that his pr oposed answers in r egar d to the tripartite agreement- that his proposed answers to the q uestions in r egard to the tripartite agree.ment meet with lilY approval. 
(Nods no) 

No? I 1d - let's just say, 11His suggested answers seem to me to cover the present situation.• Now, you fellows improve on that. 

You could say •••• 

"His proposed answers to these two questions seem adequate.• 

lfould this be any good - •seem well-advised•? 

I don't like too .••.•• 
couple of minutes, and 
to t hat letter and see 

Let •s leave t his for a 
you {Gaston} read our answer 
how that sounds . 

Do you wish t o take t his occasion to do what he wants you to do, which is to resta te your firm tie to the tripartite agreement? 

How do you know be wants you to do that? 

Ch.rist almighty ! that's what the whole thing 1s about. 
Hot to me . If it is as clear as that, why doesn't he say ao? 

. ' 
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Be does say so, 

No. Then you believe that this is all a phony and 
that he is asking himself t hese questions for =Y 
benefit. 

Ho, I don ' t, but here he is - he's using these two 
questions, doesn ' t answer either one of them, and 
in each one of them he declares his loyalty to the 
tripartite agreement. 

Be does . 

1/ell, I•m no .... 

Just because he i s so subtle t hat you have to be 
doubly subtle to see what be means, is no r eason you 
should meet him on that gr ound . 

One thing that I 1 m going to tell Ur . Mallet on Monday 
is this: "No.• listen, I've had to read =Y c ablEB back 
to four months to find out what your people are trying 
to hint out there . Now, you know me; I c an't do 
business that way . When you ' re ready to talk and 
have got anything to s ay, please say it in plain 
English und don' t give me any fancy stuff, because 
I ' m Moozy. And you•ve got a new man in there and i f 
he ' s got something he wants to get over to me, please 
tell n1m to say s o . " And t bat •s what 1 1m going to tell 
Wallet, who sails on Tuesday. "Now, don't - ~ 1ve 
r ead over the cabl es and tell your people I 'm no t 
a dipl omat, I don' t understand all these hints . If 
Wr. Sir John Simon wants to say something, say it. " 
Now, · that• s what I'm going to t ell Mallet. •Now, 
you•ve done business with me, you know I ' m direct , 
you know I keep =Y wor d , " and so forth and so on­
"but none of this monkey business ." That ' s =Y message 
for Mallet. "What have you got in mind?" •I haven't 
got anything in mind. n 

•And when I do, I'll s ay it •••• 

•And when I do, I'll say it,n 

••• • • so that be can' t misunderstand it. " 

And I'll say it stra i ght out t hat, "I'm going to say 
right now I don't know if you people are waiting to 
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bear from me, or whether you ' ve got something in 
mind. Have I got a~thing in mind? No." 

Kay I make one further •.••• 

See , 'Hayne? 

267 

'Nell , I 1d simply like to s ay all over aga in that 
that is what this fellow' s got on his mind. Be's 
giving yo u a chance t o s ay that you do believe in 
the tripartite agreement . 

Oh Ctu-ist , Wayne, I ' m not going to go into all this 
baby business, this kind of way of doing business. 

'Ibis fellow ' s been living with Armenians for year s 
and tha t ' s been nis business, of course. 

Just the same, Wayne, when we couldn't get anywhere 
1vith the British the Pr esi dent called Phillips on 
the t elephone and said, "You go up and tell Sir 
Ronald that if he doesn ' t stop this bootlegging off 
our borders - I •m god damn sick and t ired and I ' ll 
give him 24 hours. I want to give - repeat that 
word. If he doesn ' t stop it, the President of the 
United States wants to know why.• And we got some­
where . Now, we fussed around with him, but that was 
the message the President sent Sir Ronald, and he 
understood it. and now this business of horsing 
around with these fellows, and all this subtlety -
I'm not going to do i t. 

I wa sn' t suggesting t hat you should. I was simply 
saying that that ' s whet t his fellow was talking about. 
Now, if r.ou don't • • •• 

You mean "no speak Armenian ." 

All right, if you want t o say something about it, 
here's your chance; otherwise, don•t. 

You were saying that in your letter, your reply to •• • • 

In this letter . 

I come back to the i dea that if you say "correspond 
to the situation" you do introduce a vague note ot 
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corroboration for that pbrase of his on the tri­partite . He is expressing certain enswers; ~hat is his version of the position. If you say, •These answers in my Judgment correspond to the present situation," t nen you corroborate, not vigorously but by implication. 

Now look, if they went to ask me am I s oing to stick to the tripartite agreement, let thea come out and say so. And if this is some deep-dyed subtle plot, I •m just not going to rise to t he occasion. Now, I•m not goi ng t o constantly protest ~ virtue and keep saying, •Yes, 1 1m going to s tick.• After all, the President today gave another denial on sold. llhat 1s today, Thursday? Friday. I (lid one on Tuesday. I mean one can protest one's vi rtue too much. 

Still disagree? 

I wasn ' t disagreeing a t all. I was Just telling you what this fellow was doing. 
Then I come back at you - shall I rise to i t? 
That ' s up to you. He' s giving you a chance. 
lly t eel1ng is no. 

0 .1{. 

l(y feeling is no. But I ca n have a message on Monday or Tuesday which - I want to t ell this to this fellow Mallet - that I just - "Please tell Sir John Simon that if he wants to say something, to come right out and say it; t hat you know me and I don't understand these hints.• I . think that ' s what I 1d like to do. Can you see any objection to that, Harbert? 
Saying that to Mallet? 

Yes . 

~uita the contrary. 
Row, may I just - before we leave this, has anybodT got anything else they want to r aise? 
I t hink I'd be • • •• 
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Say to the fellow, •sure, that ' s all right.• That ' s 
about what you want to say; don't want to aay any 
more. 

"It's O.K.• 

(Great laughte.-) 

I dare you to try it. 

Now, don ' t you dare me. " •• • • • by me." 
Tell Sir John his answers •are O.K. • 

Would you ob ject to the • o.K. by me .• 

Look how much enthusia sm we 1 ve got in the first 
part t here about ••• • 

Love and kisses . 

We haven't deserved any yet. 

"ell , he 's all full of that •ardent wish" and "same 
close cooperation." I 1d give him another five ounces 
of "ar dent wishes f or cooperati on" and leave t he other 
one the way it is. 

Well, l et 1 s take a look a t this thing first thing 
t omorrow morning before we get on the financing. 
We can take a look, and 1 1 11 guarantee you that if 
we put in another f i ve ounces of a.rdent wishes, the 
President will take out ten. I ' ve seen him do that 
before. What? Especially since that famous message 
which it took the St a t e Department two months to 
write - left this week. 

One of our rush efforts. 

O.K. "Your cable J49 received . It's O.K. by me . • 

There's more merit in tha t than appears. 

Don't s how that to the Preoident, because he 111 
make you send it. 

Do what with it? 
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He 111 make you send it. 

That's all right. 

Now let 1 s see the other one. 

.. 

270 

You went to read this, what Honorable Neville says, 
first? 

No, we all kno~ that. 

~My dear Kr. Chamberlain: 

•Your kind message received through the good offices 
of Sir Ronald Lindsay pleased me greatly. 

"I t oo f eel great personal satisfaction in being 
able to c ontemplate the results of the collaboration 
bet ween the Treasuries of our two countries, as 
parti cularly evidenced by the tripartite declara­
tion and its continuing successful operation. These 
results, I feel , would not have been possible without 
the spirit of cordial good will with which you have 
constantly considered our mutual problems. 

•This precedent of cooperation wil l , I d a.re to hope, 
have good effects not limited to the monetary under­
taking , but extending into the broader field of world 
affa irs as an influence toward peace and order. 

"I take this occasion to express ~ earnest wish for 
your success in your new post, and at the same time 
to say that I look for ward to t urther opportunities 
tor collaboration with you and with your successor 
in the British Tr easury . 

•It is ~ hope that some day we may sit down tog ethel;' 
to discuss matters of common interest. Sincerely, .••. " 

That's a hundred percent better than this afternoon . 

Let Herbert (Feis) take a look a t it. I think that 's 
a pip. JUst take a look at it. That ' s a pi p. I nci ­
dentally, Herbert , isn' t that quite unique, the let t er 
he wrote me? 

I don ' t know whether i t is unique or not , but i t ia 
cer t ainly not usual. 
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I 1 ve got another draft her e. I don ' t know whether 
it is much good, since this is so much better t .han 
the one we left this afternoon. But do you went •• •• 

If you please. 

"Ambassador Sir Ronald Lindsay has conveyed to me 
your cordi al message, which it has given me much 
pleasure to r ead . 

• " I am 6lad to take this opportunity of congrat~ating 
you on your a ssumption of new and more important 
responsibilities, and at the same time to express my 
appreciat ion of your whole-hearted cooperation. It 
has been one of the mos t encouraging experiences I 
have had in public office . 

"1 look bac.k with pleasure to the collaboration between 
the Treasuries of our two countries uuring the past 
year a nd · to the fruitful r esults of that collaboration, 
as evidenced by the tripartite understanding. I 
believe that this joint understanding ha s had and 
will continue to have beneficial effects that go gar 
beyond the monetary aspects . There is much more that 
we can accomplish through collaboration and I look for­
ward with pleasure to the fUrther opportunity of 
working with yourself and your successor in the 
British Treasury . • 

But I think the other is better. 

Well , I t hink that ' s good, but I t hink this is better . 
This comes off in an unusual way. 

What we had left this afternoon - we weren ' t sati s­
fied. But this is much better, but it was the result 
of what we had l eft. I thought I 1d try my hand at 
it. But that ' s better. 

I have one question. You say, '"Tilis precedent of 
coopers tion. n 

This what? 

• This precedent of booperation.• I don ' t know Jus t 
what - I suppose since i t ' s a precedent, perhaps 
it ' s been a first precedent, but •• •• 
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How would you put i t? 

Just "This cooperation." 

~ould you leave it out? 

272. 

"This cooperation will, I dare to hope, have good 
effects not limited to the monetary undertaking, 
but extending into the broader field of world 
affairs as an • • • •• 

Cross out the word. 

What I was thinking of was the precedent of continuing 
day- t o-day operation. 

No. 

Even t hat • • • • 

What else, Herbert? Any other t hing? 

I ' ll Just read it over l i ne by l i ne, but I don' t 
believe so. 

(Attached a re copies of the letter to Chamberlain 
and cable to Butter~orth in f inally approved form) 

.. 

Regraded Uclassified



.... :.,,,,(•• 213 

,.. '· llllf. 

~feu- llr '-'4• 

I ~Milk you r .. ·~ to .. --... .. -.y u •• -.. • ,_,. 
et Vr. Jlnilt. Cllutberlaia a4 I ..U 'lie fll.ftUr 1•~ 1f 7011 will 

'lie .. &Mil u \o ~..-it~ r.11•111 '- 11r. Cbmhrlaiu 

-r- ldJII ...... l'I'Hl'fiM ~ ...... ~ .... ettl-
et llr I •• tl=f ' ......... ~~· 

"1 .. twl , .... ,.,_1 •• u.,... la ...... 
able w ••• ;lew~ rNOtlw et-. eellMifttllm 
..., ••••• , •• ..n .. er--.. , ......... ~ 
t, .nM..- loT b trl..,..-tJI.W fMludlm ... 1\o -
t'•'lll --IN .,.,..til-. t'loe• _,._, I twl, -w 
Mt ll&w 'bMII piiAlble 1ll .... tM IJlrlt ot l ... teJ &llf• 
wUl 11ltb ftiab JW bo.ft _..,., -u.nf - -'-1 
pl"'lllloolo. 

"n1a ...,.raucm 'lllll, 1 4an \o au.,., ~~a .. ,_a 
et~ _. UalW w ~ _...,. • ' rilekh&, lM enellf• 
las !Me.._ '1IJ' for tl1ll. of .... w attain u aa s.an-
'-"' ·- .......... 

"1 -. till• .. -1• ._ .,. ••• ,. ......n wt.u r .. 
.,.. -~~- la .,_- , ...... at ... ·- ... w a:, 
tat I lo* fwarf to twttw o,.a' 1t.l• tw eel 1s'-
tlca witll1flll& Mil 'dU..,.... •••••• 1a \lie lrl\la t: ••1'7• 

•tt 1~ .......... , - .... - ~ dt ._ '•" wu•-••....,.. ot .._ ..... . 

Wltll - ot ... ..u-14 eel11 o I m 

11-NlT JOIU"'o 

t'loe I ... 11 
llt' 3 ,, y .. •• 
' 'IIII'W ot .... llrltaiao 
t'loe llrlU. ... 0 • ........ 

Regraded Uclassified



( F tH1 ;, EJ:i ! 

June 5, 1937 

TO BUTTERWORTH 

IN AUSI/I*t TO YOUR NUioiBER 349 PLEASE CO!IVE¥ 

TB.E FOLLOWIIIC liES SAGE TO S !R JOHN SIKON: 

THAT IT I S In' SINCERE HOPE THAT OUR RELATIONSHIP 

WILL BE AS CORDIAL AND SUCCl:.SSFOL AS WAS Ia 

RELATIOHSHIP WITH HIS PRhDEC&SSOR . 

WITH RECiliUl TO THE TiYO QUESTIONS TllAT ARE TO 

BE PUT TO HIM IN PARLIAllENT ON MONDA¥ I HAVE NO 

SUGGESTION TO liMh IVITB RESPECT TO HIS PROPOSED 

ANSWERS WHICH SEtiJ TO ME ENTIRELY APPROPRIATE. 

llORGEflTHAO 
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June 5, 1937 

TO BUTTERWORTH 

IN ANSWER TO YOUR NOWBER 349 PLEASE CONVEY 

THE FOLLO'IIING 14ESS.AGE TO SIR JOHN SDlON: 

• 

275 

THAT I T IS MY SINCERE HOPE THAT OUR RELATI ONSHIP 

\'/ILL BE AS CORDIAL AND SUCCESSFUL AS WAS loiY 

RELATI ONSHIP VliTH RIS P~ESSOR. 

WITH REGARD TO THEI(~~T .ARE TO BE 

POT TO Hi ll IN P.ARLI.AliEN~ I RAVE NO S UGGESTI ON TO 

MAKE WITH RESPECT TO HIS PROPOSED ANSV~S WHI CH 

SEEK TO ME ENTIRELY APPROPRIATE. 

KORGENTHAO 
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TO: llr . Lochhead 

row no~ld ~h1a doT 

:~ I S !.''! D!:SI!B 'l'O CO!"l'I!lre 'ZH2 SA!al CLOO:Z: 

::X IS-.61> IT.'RI::G ':'!!!: !!!:~I!::: 0? RIS Pl!!lll~ESSOR 
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'!'0 B!!: PUT TO PIU I :; PARLIA!.!E:!:T I HA Vi: l:O SU:lO!:S... 
P~SP::CT PROPOSED 

TIO:t TO LWa: 'oii TI!/ W-fu P.!S 'Wjl U: ,. A!lSi\'ERS 

WHICH SF.!!U TO liE ii:1"'l'IRt:lY APPROPP.IA'l'J;l . 

' 
l'OR~~":'!'AU 

• • 

• 

• 
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June 5, 19.37 

TO BUTTERWORTH 

I.N ANSWER TO YOUR NUMBER 349 PLEASE CONVEY 

THE FOLLOWING MESSAGE TO SIR JOHN SII(ON: 

THAT IT IS MY SINCERE HOPE THAT OUR RELATI ONSHIP 

WILL BE AS CORDIAL AND SUCCESSFUL AS WAS MY 

RELATIONSHIP WITH HIS PREDECESSOR. 
,JJ. 

WITH REGARD TOATWO QUESTIONS THAT WILL BE 

POT TO SIR JOHN S~~N_J~--~HOOSE OF COMMONS ON 

liONDAY, HIS ~~ SEE!.I ADEQUATE. 

KORGENTHAU 

277 
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JR 

Secretary vf State, 

\Vnshint;ton . 

RUSH • 

. 549 . June 4, 6 p .m. 

GRAY 

London 

pated June 4, 1937 

~-I'd 3 p .m. 

POl~ S..:CR.."'l'ARY MORGENTEAU PRO!' BUT'l'ER'.YORTH . 

I ~ns asked to call at the British Treasury this 

afternoon to rece1.ve and to convey to you "a message ot . 
good will" from the new Chancellor of the Exchequer 

stating tho.t it is his ardent wish that the same close 

cooperation between the two Treasuries be maintained 

as has existed under h1s predecessor. 

278 

The follo~ing two questions have been asked 1n the 

Souse 0! Commons and must be answered there on Monday 

afternoon by 1:ir John Simon r1ho 11VIill be tlad to know that· 

you agreo t r tbo proposed ans~era thereto" . 

(one) Tho Chancellor or the ~xchequer is to be a•ke~ 

"whether he ~ill continue to borrow in order to buy and. 

neutr~lize sold so as to prevent credit inflation, or 

whether he VJill propose revision or the tripartite agree­

ment boforo the inflow ot unwanted gold reaches 

uncontroll.:l.blo dimensions" . The proposed answer ie "there 

ie 
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JR 349 , June 4, 6 p ,m,, from London . 

is no indication of any unhealthy credit condition 

at the present time and no such condition will be 

allowed to ~ovclop . I am not cloar what revision of 

tr~ tripartite agreement my honorable friend had in 

mind but I h..wo n~· ~'t1f c- f departing from that 

agreement" , 
,. . ) 

(two) Tho ~ncellor of the 3xchcquer will be 

askc<l 11\'lhotaer there llnvc been any negotiations with the 

United States of America concerning n common policy ~n 

conr-octic:1 ~t1th the purchase of gold" . The proposed 

279 

cns·.ter is "there has been no ococ.aion tor such negot 1o.t1ono . 

The arrnnJomon~s under the tripartite monetary agreement 

1n regard t o ubich there ~s close consultation between 

the t:Jo Trouur1oa are working t o the full satisfaction 

of the sovommonte concerned" . 

It '1~.0 particularl y emphlls1zod that an anawor should 

be r eceived nt tho latest by l.londay 11 a .m. l ondon time , · 

llDIGHAM 

CSB 
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JR 

Soorotary of State, 

VIO.ShillbtOn. 

350, June 4, 8 p . m. 

FOR TRJ;ASURY PROM BVTTERWORTH. 

PLAIN 

Lon.don 

Dated JUne 4, 1937 

Roo •d 3:55p.m. 

Tho ryr ooess of deboo.rding continues i ts snowballing 

oour30 :1!.dod by rumors galore. Uneasiness is growing 

more uidosprcad and the view is novr frequently o:xpressod 

that if apprehension is allowed to boar fruit the process 

or r ecovery may definitely sutter, The following e:xoerpto 

from today ' s financ i al pra se mo.y convey s omethi rs of the 

r ael1ng in the city. FINANCIAL TILlES : "Apologists from all 

parts nre uniting in defonso or the theory that the price 

of gold 1s not likely to go lowor to any material e:xtont 

or to suffe r disability from tho outpouring of the metal 

from producers and hoarders , But thair arguments avail 

little to stem tho t ido of uneasiness which is crooping 

into tho minds of holders or gold or gold shares, causing 

a f ooling of nervousness whose off oots are felt in nearl y 

all tho markets around tho house . No matter how weighty 

280 

tho authority that epoaka, the orgnn of publicity t hrough 

which it broadcasts or tho titles of the datendors, anxiety 

in regard to the outlook tor tho price of gold still spreads . 

' A 
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JR #Z50, Juno 4 , 8 p ,m,, from London, 

A kind or mob- psychol ogy is infecting tho minds of holders 

ot gold shares, It this ie permitted to cont inue unchookod 

tho roault will become - - we will not ea:r di sastrous - • 

but at any rate a soriouo matter, Practically ever,. 

export from nhat~ver anglo he approaches 1t ansvor s the 

question by saying that the price of gold must be 

mllint .lined for this, that and tho other logit1mato reason. 

Yet a~:)h cu::surance so tar from fortifying the spirits of 

thouo who hold @Pld shares appears to add to t he nervousness 

which discussion of tho gold price ha~ aroused" , 

FINt.NCIA::. llEWS: "Those who believe in the pro'Tidont~ol 

wisdom oi' ¥fhithnll and ~hroadneodlo Stroot are satisfied 

that tho authorities are in posseaaion of all the taote 

o;nd know nhat they nro doing but the number ot those 

trustful souls is decl~ rnpidly, Most ot us aro not 

at nll satisfied that tho Treasury nnd the bank can do no 

wrong e.nd nould like to know tho explanation 1t thel'O is 

one of tho strange o;nd mysterious behavio2· ot the 

exchange equalization nccount . It is sugge st ed in some 

qunrt ere that the object is deliberatel y t o bring out t ho 

hoarded gold so as to got ovor tho process of di shoardi ng 

as quickly as possible , But then, from the point ot view 

or a solution of the present gold problem the worst thing 

thot can possibly happen to hoarded gold is that it should 

be 
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JR #350, Juno 4, 8 p .m., trom London, 

l>e rpa.idly diehoarded , To torce tho process in order to 

get over tho uncertainty caused by the existence ot largo 

hoards is thorotore somewhat similar to committing suicide 

in a war in order to avoid having to go to the tront , But 

it is oasior to reduce to absurdity this and any other 

explanatio~ put forward than to otter one which is 

acco!l ';able , I t is as good an explanation as any to suggest 

that t ho •cont~l • authorities havo s iMply mistwcen 1937 

tor 1927 ~d think it their urgont dut7 to reintor=e the 

gold resorvo and to induce hoarded g?ld to leave its 

hiding pla co in order to cope with t!1e burning problem 

of the scllrci ty ot gold" •. 

Contrary to recent practice the British authorities 

started selling dollars before fiXing which incidentally 

prior to ~ortnin withdrawals at ono time had at offer 

2500 bars , Nevertheless the discount widened further toda> 

to 7- 1/2 ponoo . Naturally the amount ot dishoarding haa 

created a groat interest in estimating the amount ot 

gol d which remains in hoarding, Several banks which 

conduct ed a joint informal inquiry report tbe1r results 

as indicating (l) t'ore1gn banks in London exclusi ve ot 

Prench havo already sold on behalf ot their customers about 

80 per cont ot the gold held; (2) British Joint stook 

banks about 75%; (3) French banks about 6~. In thie 

connection rotorence is made to the penultimate parasrapb 

ot 
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JR /1':550, June '• 8 P•• •• tron London. 

ot my 301, ~~Y 21, 7 p .m. I aha1l attempt to obtain an 

up to dnto tigure at tho next meeting nt the Britiah 

Troasury . 

BINGHAM 

KLP 

283 
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Hello, Butterworth? 

Yes. 

Can you near me? 

:tes, sir. 

June 5, 1937 
9:10 a .m. 

Now, in the first place, we will nave an answer to 
you which will leave some time this afternoon in 
regard to Sir John Simon' s question • 

.l:es. 

We wor~ weekends. 

Yes . 

I don't ~ow why t hey think that we do, but we ' re 
here . 

(Laughs) 

When they sent for you to .the Treasury, who gave you 
that question? 

Waley. 

Waley. Di d be add anything of background wben be 
gave it t o you? 

No, be merely s aid tha t those had been put down on 
the order paper 1n Parliament and that Sir John had 
to answer them on Monday. 

I see . 

And I, as a matter of tact, took down the exact 
wor ding that he used, so those quotation IIUirks that 
I put around there represent his actual words. 

I see. Well, -

It's quite a - you see, due to the uncertainty and 
uneasiness here, incident to the voluae of dishoard­
ing, there has been such a lot of discussion i n the 
City about the gold situation. 
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I see . 

And members of Parliament, representing constituencies 
tbat have people who are interested, actually take 
this course on any occasi on, -

I. see. 

- to obtain information from the Government. 

Ah-ha. 

And they're goin g to be further questioned, which 
I expect will be put on the order paper during this 
week. 

Ah-ba . \Yell, the procedure was a 11 ttle unusual -
to give me the questions, don't you think so? 

I beg pardon? 

The procedure of sending the questions over to me 
was a little unusual. 

Xes, I do. I think - my personal feeling about it 
was this -

No, wait a minute. Talk a little bit slower . 

Xes. Tbat it was done f or two reasons . One, because 

Repeat that. I didn't get tbat. 

l say in the first place, these were the first acts 
thst Sir John Simon was celled upo~ to perform -

Xes. 

- and transllli.tted them to us 1n a desi.re t o cooperate . 

l see. 

And, secondlY , I think inasmuch as they concern the 
tripartite monetary agreement -

Xes . 

- and the gold situation, tbay likewise felt it was 
a aatter tor our two countries - t hey were sent to us. 
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H.Y.Jr: 

B: 

B. .ll . Jt': 

B; 

H.M.Jr: 

B· 

B: 

I! • ..! . Jr: 

B: 

B.Y . Jr: 

B: 

H.!.!.Jr: 

a .li.Jr a 

B: 

B..M.Jr: 

B: 

• 
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Re-I didn ' t g et t hat. 

I say, and secondly , because tbe questions to be 
answered ooncern the tripartite monetary ag reement , 

Yes . 

- and more part icularly the gold question aspect 
of 1t -

Yes. 

They wanted to refer it to us . 

I see . 

I felt that those were the two reasons . 

Ah-ha . 

Although, as I say, t hey said nothing that was parti­
cularly tangible . 

Yes. 

~utI didn't reel that I could appropria tely explore 
their motive. 

I see. 

Bspecia~ly if it was an act of courtesy. 

Ah-ha. flow another thing, which we don ' t understand . 
Twice you've asked us about the Japanese, and I 
gave you riiY answer . Then you come back and say, 
"Well, now that the En&lish are going to avoid talk­
ing to them," -

:Les. 

Hello? 

:l.es . 

Well, why should they avo i d t alking to them? 

Well, I t hink I tried to explain their poi.nt ot rtew 
in rq second telegram. 

Well, we didn't ge t it. 
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D: 

a .a.Jr: 
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They -they didn' t want to offend t he Japanese, 
and they felt that it was best i f they did pr oceed 
with hesita t ion, r ather than to have thaa ask t or 
something and then it can' t be given to them. 
I mean the Japanese resent tha t type of pr ocedure 
very much, and that ' s -

But, Butterworth, how do they know they ' re coin& 
to ask them? 

I beg pardon? 

How do the English know that the Japanese are 
going to ask tbe.m? 

.Vell, I think they r ather g a thered trom several 
things that they would. You remember tha t I re­
ported aome time back t hat Waley bad bad a luncheon 
with the Japanese gentleman i n question -

Yes . 

- at 'IIll ich he said that he was going to come in to 
see them -

Yes. 

About the possibility of the tripartite monetary 
agreement. 

You don't -you don ' t feel that they're t ryinc to 
use us as a stalking horse? 

No, I r eally ~1 t. I mean tha t thought had not 
occurred. to me . 

li.M. Jr: Yes . 

B: 

B.li.Jr: 

B: 

H.Al.Jr : 

And I don't think so . 

"'h-ba . Ah-ha . 

Ky impr ession is that they' r e not trying to play 
that kind of a game . 

"'b-ha. Well, I hope you' re right. Now, the other 
thing will go out. Are :you at home now? 
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Yes. 

And does your phone work all right? 

Yes. 

The reason I asked i s I have bad a special line 
put into the home of Cochran, see? 

Yes. 

Just f or long distance purposes, which we pay tor. 

Yes. 

And we bave his homo number . 

Yes. 

flow, if you care to do t hat, we' d be glad to pay 
for it. 

Well, that's v ery good of you. 

He - be went to the Government and told them whe t 
he wanted, and they put in a phone only for over­
seas - to b e used for long distance, oversees 
calls. 

Well, thank you very much. Suppose I look into it 
and let you know about it. 

Well, you let me know· and then you give us the 
number, a nd Cochran only uses it for overseas 
calls. 

I understand. 

And they've given him a special line . 

Yes. Well , t bat• s very kind of you to offer it. 

All right • 

I'm very mucn obliged t o you. 

Goodbye. 

Goodbye, sir . 
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Jww 5, 19)7 

TO 8 UT1'ER'IiORTii 

IN ANSWl:J\ TO YOUR NUllBhR )49 Pr.EJ.SE COIVEX 

TR~ FOLLOniNG ~LSSAGE TO SIR JOBB SIIOit 

TRAT IT I S l(l{ BIHCER.t HOPE T!UT OUR RELATI OitSBI P 

WIL~ Bl:. IS CORDIAL t .HD CUCCBSS.FUL AS WAS 11! 

RE~TIOBSBI? WITH HI S PRfDECESSOR. 

\fiTB R t:GJ.RD TO T 11£ '!lfO \ UEStiOIS T !U T ARB 

TO Bh POT TO BI~ IR PARLIA~EHT Olt ~OitDAY I BAVB HO 

SUGGESTIO!! TO !lAKE ":ITH RESPECT TO HI S PROPOSED 

AN SWERS 'IIIUCH S EEill TO loll'. EIITIRELY APPROPRIATE. 

loiORGEliTHAU 
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June s, 19.37 

TO BUTTER WORTH 

II ANSWeR TO YOUR NUVBEa .349 PL~SE COI VEX 

TB!> FOLL0\'1!110 ldi.:SSAOE TO 6 I R JOHN S IJIOI: 

2S4 

THAT IT IS UX SINCERE HOPe THAT OOR RELA~IOISBIP 

WILL BL AS CO!lDU.L .t.ND rUCCESSPOL AS RAS Ia 

RELATIOI SHI? f•ITH RIS !'Rl:DECESSOR. 

11I TU RLOARD TO TLIB TWO \ OESTIODS T!IAT ARB 

TO BE PUT TO HIM II PARLIAM£NT ON UONDAY I HAVE NO 

SUGOJ:.Il1'I ON TO !lAKE ':ITa RESPECT TO HI S PROPOSED 

AISlftRS WHICH SEmi TO K£ Ell'l'IRELY ,;J>l'ROPRU TE. 

liiO!lOEJ;THJ.U 
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Secretary ~t State, 

\Vashincton . 

RUSH . 

349 . June 41 6 p .m. 

GRAY 

London 

Dat.a June 4, 19~7 

Reo~ 1d ~ p .m. 

FOP. S~CR..."'TARY MORGENTiiAU PRO:: BUTTERYIOR'l'E . 

! was a akod to call at the British Treasury this 

afternoon to receive and to convey to you "a message of 

good uill" from the new Chancellor of the Exchequer 

stating tho.t it is his ardent "ish tho.t the same close 

cooperation between the two Treasuries be maintained 

as has existed under h1s predecessor. 

295 

The following two questions have been asked 1n tho 

House ~r Commons and must be answered there on Monday 

afternoon by Sir John Simon l'lho 11V11ll be glad to knovt that 

you agreo t c tho proposed anst1er. thereto" . 

(one) Tho Chancellor of the Exchequer is to be naked 

"whether he nill continue to borrow in order to buy and 

noutr~lize GO l d so as to prevent credit inflati on, or 

whether he will propose revision or ~he tripartite agree­

ment before the inflow of unwanted gold reaches 

uncontrollable dimensions" . The proposed answer is "there 

is 
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JR 349, June 4 , 6 p . m., from London , 

is no ind1c~tion of any unhealthy credit condition 

at the present time and no such condition will be 

allowed to develop . I am not clear "hat revision ot 

the tripartite agr eement my honor ab l e friend had in 

""'~""~ mind but I have no h&n1 t ano¥ ~f departing from that 

agreement" . 

(two} Tho Chancellor of the Exchequer will be 

askc<.l 11 ~hot!ler thoro lillvc been any negotiat ions with the 

United etatcs of America concerning n common policy ~n 

connoctio:1 ni th the purchase of go ld11 • The proposed 

c.nswer is "thoro has been no oocc.sion for such negotiat i ons . 

The arre.n::;onton~s under tho tripo.rtite monotnry agreement 

in regard t o which there 1s close consultati on between 

the t:Je; Trcnsurio s are workinb t o tho full satisfaction 

of the BCVOnu:tOnts concerned" . 

It wc.s particul arl y emphasizod that an answor should 

be r oceivo''i. at tho latest by l.londay ll a . m. Londo n time , 

SINGHAM 

CSB 
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message received through the good offices 

or Sir Ronald Lindsay pleaaed me greatly . 

11 I too feel great personal eat1afaot1on 1 n bel ng 

able tn contemolat"' the results of th"' collaboration 

between t he Tr easurie" of our t wo conntr1""• 1\8 nart.ic-

ularlv ftVideno" d bv the tr1-nartite deolarat1nn and it" 
I 

cont!'nui lll! 8UOOA8afnl on,.ratinn. Thee" reanlt.e, '1 feel , 

297 

would not have been noeelble without the apirit or cordial 

~toodwill with which you have conetantlv ooneider"d nnr 

mutual problem" · 

It Thia jt§i -@"Hi' ~ cooperation will , J dare to hone, 

hove good eff,.ctR nnt. l1ralted tCI thR mnnflt.arv nndertalcin.,, 

but extending into the broader tiel~ or world affaire ae 

an inf luence toward peace and order. 
II I take this occae1on to- expreee -v earbest-wish· for 

.vour succAes in vour nflw post and at. the 81\l!le t i me to sav 

that I look f orward to further opportnni tittfl fo r 

collaboration with you and with your auoo,.asor in thft 

Br1t1eh Treasury . 
11 It is my hope that some 

to discuss matters or common 

• 

dav Wfl mav ait down together 
1/ interest . 

Sin~, 
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•·y dear Sir lloll&ld: 

! thank you for conTe"fllll: to =• W~dor Ca,y 31 dete the •ae~ of 
o-1.... 

!!r . lle•1lle Chamberlain" I 8hall be turther i ndebted 11 you wUl be eo 

good • • t o tranoud t the foll owins to ur. ChAmberlain: 

• 

lith aosurancea of rrq continued eatem , I ec 

'!'be Honora'> le 
S l r Ronald LindUJ , 
A:obaaaador of Great 3r1ta1n.­
'l'l' a l!rltlah Jmbaaq, 
laahincton. 

Sincerely yours, 

Secretary of t he !reaRl'T, 

2!8 

Regraded Uclassified



29 

'OlE SEC:RtTARY 0,. TH E T R EAS U R Y 

'WA8Ht N OTO H 

June 4, 19.37 

My dear Mr . Chamb\ rluin: 

It was '!th reul pleasure tha t I received 
your letter throug' the ~ood offices of Ambassador 
Lindsay . 

I have fe~ that I was given an unusual 
opportunity a s Secre ary of the Treasury t o serve ~ 
country through, fir t , concluding the tripartite agree­
ment, and seconcly, b lng able to Nork it out so success­
fully through the coo eration given me so fully and 
heartily by you . 

I also feel in our official 
capacities, have been a le to render a service to the 
worl d f ar beyond the mo etary aspects of the tripartite 
agreement . I have freq ntly told people that the spirit 
of cooperation which you have shown in c arrying out this 
agreement was one of the ost encouraging experiences that 
I have had in the interne ional field since holding t he 
office of Secretary of th Treasury . 

There is much ye 
to assure you that I stand 
part t o assist t oward world 

I want· to t&ke thi 
every kind of success 1n you 

to be accompl ished and I wish 
eady to continue to do ~ 
peace . 

. 
opportunity t o wish you 
new post. 

I hope that some da we will be able to sit 
do·wn and t alk over our experie face to f ace, aJld have 
t he pleasure of personal conta 

Wit h kindest best wishes, I am 

sincer ely, 

Secretary the Treasury 

His Excellency, 
The Right Honorabl e Neville Chamberla 
lJ Downing Str eet, 

, 

London, England. 
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Some observations on Sir John Si mon , 
New Brit ish Chancellor ot Exchequer. 

Sir John Simon, son or a congregational !Uniater, is 
one or the outstanding Bri t16h lawyers. After a brilliant 
academic career at Oxford, he entered the House or Commons 
and nractioed law. He was Home Secretary in the Liberal 
Government at the outbreak or the Great War and resigned 
from the Liberal war cabinet because general conscription 
was introduced. From that time he did not hold office until 
the National Government was formed in 1931 , but concentrated 
on hie legal career and became the lawyer with the largest 
commercial practice in England. He served t he Government in 
an advisory capacity as Chairman of the Royal Commi ssion on 
the Government of India in 1927-30. In September 1931 he 
was appointed Foreign Secretery Just when the IAanchurian in­
cident was breaking. Hie handling or the Japanese invasion 
or Uanchuria, both with reference to the League or Nations 
and t o Secretary of State Stic eon'e approaches to the f oreign 
office made him in England the moat unpopular Foreign Secre­
t ary since the end of the Great War. The reorganization of 
the Government in 1935 was used by Mr. BaldWin as an oppor­
tunity to relegate him, because of hie unpopularity , from the 
position of Foreign Secret ary to the lese conspi cuous one or 
Home Secretary. 

He has a reputation of being entirely devoted to hie 
own career and somewhat weak on the aide or devoti on to prin­
ciple. He ie reputed to have strong ambitions to succeed 
Chaoberlaln as Prime ~inieter. In hie conduct or rorei~ at­
fairs he quickly acquired a reputation or never saying yes• 
or 1 no• . Hie personal oharacterietioe are such as not to in­
crease his waning popularity. He is cold and subtle , oily , 
end rather on the unctuous side. Nominally he is not a mem­
ber or the· Conservative party, whi ch i s the leading party in 
the National Government. He is a "Liberal Nat i onal" . Thi s 
part y ie extremely small and is in everything but name a 
wing or the Coneervati ve party. 

I believe he was apoointed tor the following reason: 
In order to preserve the illusion or 1 !1at i onal1 as distin­
guished from •con•ervat1ve• government it was necessary to 
give one or the tour leading poet~ in the Cabi net to a man 
who was nominally not a member or the Conservative Party. 
He was the only person outside the ott1o1al Conservative 
Party who 1n the opinion of many had the reputation and 
ability for auoh a position. (Traditionally the posi t ion or 
Chancellor or Exchequer is next 1n import~nce to that of the 
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Premier. ) Tne onl7 other eligi ble candidate appear• to 
have been Sir Samuel Hoare. He , however, hae not Jet re­
covered rrom th~ eerioue impairment or hie preetige in con­
sequence or the ill-rated Roare- Laval agreement or Decem­
ber 1935, tnough he hae recovered enough to be gi ven the 
lees important poeiticn or Home Secretar7. 

(I should not be too surprised ir in view or Si mon ' • 
r e cord and character Jou may not have to resort to the 
second pair.) 
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~TING RE FINANCING June 5, 1937 
9: 30 A.ll. 

Pr esent: 

·H. )I . Jr: 

Bell: 

R.II . Jr: 

Bell: 

Taylor: 

H. "J .Jr: 

Taylor: 

• a .~ . Jr: 

Bell: 

H.li.Jr: 

Taylor: 

Bel l : 

H. t.! .Jr: 

Bell: 

H. ?.I .Jr: 

T~.ylor: 

H.II .Jr: 

llr. Bell 
llr. Taylor 
llr . llurphy 
llr . Locbhead 
Mr. Seltzer 
llr . Harris 
Mr . Eccles 
llr. Harrison 

Do you (Bell) think 10-J2ds is enough on a twq 
and a quarter note? 

I should t hink so. It's a short maturity. 

We got a nice openins today. 

Have you? 

A quarter discount, which 1s just backwards for 
that kind of a thing, is generous . 

We11, aft er all some people t alk about my selling 
a certificate . Well bell, if I was go~ to sell a 
one-year certificate, I'd sell it a t flat, wouldn ' t 
I? 

Sure . 

Well, we'll see. 

What do you mean flat? 

At par. 

Par whatever you figured the rate was . 

Sure , you' d sell it at par, but you 'd have to give 
a little gr avy on it. 

On a certificate? 

Little bit. 

You wouldn't give a bell or a lot ot gruy. 

A sixteenth. 
Hello (On phone; conversation ~1th Burgess follows) 
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Jl.~.J'r: 

Operator: 

B. M.J'r: 
Dr. 
Burgess: 

a.r.Jr: 

8: 

B.Jt. J'r: 

5: 

H.M.J'r: 

B: 

I!.J.• . Jr: 

8: 

H.l!.J'r: 

8: 

1!. '' .J'r: 

B: 

H. M.J'r: 

B: 

H.M.Jr: 

8: 

R. LI.J'r: 

• 

307 

Hello? 

Burgess. Go ahead. 

Hello? 

Hello there. 

June 5, 1937 
9:32a.m. 

Well , let ' s have t he morning ' s prognostications. 

(Laughs) 

This is the first one. You know on a ste~er -

That ' s right. 

- you have breakfast , and then you have orange 
juice at 11:00 , and then cocktails at 12:00. 

That ' s right. 

Well, this is breakfast. 

Well, now the most interesting thing I can tall 
you is this: You know how SWiehart talked Witll 
you Thursday afternoon. 

Yes, he had me almost weeping. 

Yes. Well, I just talked to him a few minutes ago, 
and he ' s changed r ound a bit. 

Yes. 

He says he finds when he gets back here and sees 
the market is good that the market is expecting 
a 2t and a 5-year, -

Yes. 

At those rates. 

Yes. 

And be now has no question about their going. 

Tea. 
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B: 

1!. ~:. J'r: 

B: 

I!.M.J'r: 

B: 

1!. ~· . J'r: 

B: 

1!. ~: . J'r: 

B: 

( 
H.I: .Jr: 

8: 

l!. r . Jr: 

8: 

P.. l:. J'r: 

8: 

H.M.Jr: 

8: 

H. M. J'r: 

B: 

c R.II,Jr: 

B: 
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Now I asked him about thi s 500 and 300 business. 

Yes. 

He says be doesn ' t t hink that ' s necessary. 

Ab- ha. 

That it would be better tor t he Treasury to put 
the t hing et 400 end 400. 

Yes. 

I asked him also about this 4-3/4 year on the 5-
year note. 

Yes. 

And be says be doesn ' t think that ' s necessary 
eit her - that you can do a s traight 5-yeer note. 
Now there i s one or the fellows who was most 
doubt ful about it -

Yes. 

- who bas come around a bit. 

Well, frankly , or all t he people who were down, 
be made the poorest impression. 

Did he really? 

Yes. I don ' t know - just let ~e ask Bell - I don ' t 
lrnow whether he t hought so - Bell was in. 

Yes. 

Bell checks. 

I see. 

He made t he pporeet impression. 

Well , I ' ll tell you . I t hink he was a little ner­
vous about it. 

Yes. 

Be' s just - just been put in charge there you know. 
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R.JI.J'r: 

8: 

!l. ti.J'r: 

8: 

R. M.J'r: 

8: 

B: 

R. V,J'r: 

8: 

!!.t•. J'r: 

B: 

B. ll.lr: 

B: 

8. 11. J'r: 

8: 

• 
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I see. 

And he ' a been an under ~~:an tor a long time. 

Ah- ha. 

But he ' s one ot the nicest fellows in t he world , 
and over a period or the past few ~~:onths be ' s been 
very helpful to us, end very sound in his judsment 
about the market. 

Ah- ha. 

So that I t hink perhaps t he i mpression he gave 
didn ' t quite do him justice. 

Well , I mean it's just - you oan•t have quite as 
much confi dence in a man who changes as t est as he 
does. 

No , tbat •s right . Now I talked .yesterday With all 
these fellows that you mentioned. 

Yes. 
parker 

I had a long talk with/Gilbert. 

Yes. 

He - he ' s a little bit afraid of the - of tbe 5-
yeer. He thinks it ' s not very attractive, that 
the market is not quite in the mood for 5-year. 
He raised t he question of having an open ended 
issue,~etting the market decide which it would 
take. Well, I told him that t here are a lqt ot 
people in the market who objected to that. 

Yes. 
Fletcher 

Then I talked to/Gill at the Bank ot Kanb.attan, 
and be thinks i t ought to be a little heavier on 
the aborter. 

Yea . 

But he ' s a pretty conservative fellow. I talked 
at some length With Gordon Rentschler. I told you 
about that. He ' s rather in favor ot 500 and 300 . 
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B.M.J'r: 

8: 

11.1•. J'r: 

B: 

H.IJ.Jr: 

8: 

l!.ll. Jr: 

B: 

H.M.Jr: 

8: 

H • .-. J'r: 

B: 

B. w. J'r: 

B: 

H.M.J'r: 

B: 

B.M. Jr : 

B: 

H.M,J'r: 

B: 

l!.N • .Jr: 

• 
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Yea , 5 and 3 . 

Yes. Now the only two questions I think - at leaet, 
that ' s what they were yesterday - are whether you 
want to make any smell concessions i n the thing. 

Any what kind ot conceasione? 

Any small concessione. 

Yea. 

And the only two to be considered , it seems to me, 
are either to make it 500 and 300 -

Yes. 

Or else to make it 4- 3/4 years. Now, as I've been 
thinking that over -

Yea. 

The concession- this is perhaps Just a little change 
in point ot vi ew overnight. 

Yea. 

The concession which would be most advantageous 
tor the Treasury -

Yea. 

Would be to make tt 4-3/4 years, tor this reeaon: 
That it would leave tou traer 1n September -

Yea. 

- to use a note. 

Yea. 

That is a Karch note. 

Yes. 

There would be less compet1 t1on w1 tb a Sept•ber 
note than a .Tune note would. 

T ... 
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8: 

a.M.J'r: 

8: 

H.l!.J'r: 

8: 

8.1\.J'r: 

B: 

H. V. J'r: 

8: 
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Now, your - your maturities in •41 . 
$~00 ,000 ,000 in June, and then your 
' 41 maturity is extremely small , so 
in a ~arch maturity -

How much is it? 

It's only $207 , 000 , 000. 

I see. 

You ha'Ye 
December, 
that putti ns 

You remember we save them an option on that . 

Yea. 

So . that t hat ~arch date is a kind of an open 
date. 
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(Laughs) You and Archie are a couple of Scotchmen. 
Archie put it this way: It' s not a concession, 
he said , you ' re just t aking t he first open date 
.t.IL ' 42 . 

Yes. 

We wouldn ' t think of a concession, you see. 

Well, I think -

Bis strong United States Treasury. If we take ' 42, 
we just take the first open date. 

Well, when I said .concession I -s speakins between 
ourselves. I t hink that you can say that you ' re 
takins the most ad"Yantaseous date for you in ' 42. 
Which is the first open date and is the date which 
leaves you most tree tor September 15. 

Well, all your reasons all boil down - this is also 
between us - that for some reason or other, Macy•a 
have made a success on a $4. ge sale instead of a 
$~.00 one. 

That's right - yes. 

What? 

'l'hat • a right. (Lauabll ) 
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And as long as human nature will - will stand in 
line at a bargain counter to get a $4.98 when 
t hey wouldn ' t pay $5. 00 , we might a s well use the 
same t actics . 

That ' s about it - yes. 

What? 

Yes. And I 'll confess t hat since last night I ' ve 
been doi ng some thinking on it from t he Treasury 
point of view about distribution of maturities, 
and I think f rom that point of view you ' re fully 
Justified i n maki .ng it i4.98. In some ways , i t ' s 
more advantageous to you to do it that way. 

Ylell , putting psychology in one corner, t hen 
looking at it f r om t he standpoint of maturities 
and all t hat -

Yes. 

It fits in very nicely. 

That ' s right - yes. 
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And then, also when they come along in September , 
and if by t hat time peopl e don ' t f eel a bit more 
cheerful , we can again give them 4 years and 9 months. 
That ' s right. You'll still have that open. 

Or, we could build up t he Karch one. 

Yes, or you ' d - you ' d have September free with 
nothing within six months of it. 

True. 

Which is quite important. 

You and I are both trying to argue each other into 
somethi.ng t hat we think i s good. 

(Laughs) That's right. Yes. 

(Laughs) 

I'm incli ned t o think this morning that that'• better 
than t o make the 5-yur a amaller amount. 
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Oh, well, now - now we're di tterent. It we agree 
on the t4.98 -

Yea. 

I 'm also inclined to malta it onl,- 300 million. 

Wall , I would - I would dittar on that. I think that 
that's not so good trom the point ot view ot the 
Treasury. 

Wb,-? 

Beoause you•ve already got suoh very large maturi­
ties in •sg. You' ve got 2-3/4 billions, and every 
hundred mill ion you can above over from ' 39 into 
'42 is an advantage to you. 

True. But - but you haven ' t given me anybody 
yet who says he ' s really hungry for a 4-year note 
or a 5-ysar note , or a ' 42 - let's call it a 
'42 year note. 

VIall , there• s the City Bank which will take their 
tull limit. 

Bow many oan they take? 

Well, 50 mill ion ot each i ssue. 

Can they take 50 million? 

Yep, they've got a hundred mill ion -

What? 

Yep. 

Well, that's one-eighth ot the issue, isn' t it? 

Yes. The - the Chase will take a swab ot the. 
The Firat National Bank 111 ver,- keen about the. 
They think a tive- year - they think you oan do the 
whole thing in tive years. They see a lot ot demand 
tor it with trust funds and so on. 

Well , -
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The Guar anty wants s0111e, -

I ' m still - ot course, t hat ' s what we're here tor -
to talk, but my inclination this morning when I 
walked into the ottice was Maroh, '42, 300 
million. 

I see. Well, I would prater 400. I - I ' m 
prepa~ed to - I don ' t think it ' s~ ver:y great 
point , and I don ' t think :you need to do that. 
And I think it's a little stronger i t it could 
go 400 million. And I think it ' s a little 
better trom the point ot View ot the Treasury. 
It gives a little larger issue there. 300 is 
rather e small note issue, end 400 Will be better 
to trade in, and so on. But , as I sa:y, I don ' t 
think it • s e ver:y greet point, and it you !eel 
pretty keen t hat way -

I - no - no - Oh, no, I ' m going to argue With 
you tor another hour. Now I ' ve got - I've got 
Eccles and Harrison coming i n here in 20 minutes. 

Yes. 

And I thought we ' d chew it over here some more. 
And I have my whole gang in here. 

That • s tine. 

And I don ' t ws.nt to melee up my mind -

Yes. 

- any sooner then I have to. 

Yes. 

Row - bow was t he tone this morning? 

What ' s that? 

Row was the tone or the market t his morning? 

Oh, I haven ' t got much on it :yet. Just a second. 
They ' r e just the same - no change. They ' re quiet . 

BUt I mean they haven ' t tried to push down our notes 
to make us more -
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No - no. 

Now, let me ask you a question. On the 2i-year, 
l - 3/Ss -

l-3/Ss. 

l-3/Sa. 

Yes. 

What do you r1gure the probable, estimated premium 
1st 

Oh, I th1nlc it should run 10 or l2/32nds. 

Well, how much orr could 1t go Monday and st~ 
sell? 

Oh, 1t can go ott - that oan go ott a quarter or a 
point. 

Could it? 

Ot course, t hat would be a tremendous drop tor a 
very short issue like t bat. 

It would. 
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You see they only rluctuate a thirty- second usuall7, 
that short sturr. 

I spoke to Wr. BUll last night. He aa1d he'll 
guarantee me no wsr until TUesday morning. 

Oh, well , that's nioe, isn't it? I 'm delighted. 
(LaughS) 

Tee . I'm going to ohuok a guess and see how he 
slept. 

(Laughs) Yea. 

Well, now the next halt hour , are rou going to be talk­
ing to people? 

I'll be right her e and I'll olleolt with a tew more 
peopl .. - rea. 
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Have you talked to LeV7 th1s morniJl8? 

Yef, I talked to LSV1 and Swiehsrt and -

What d1d LeV7 have to sa)'? 

Ah - LeT7 likes the 4-3/4s. 

Yes. 

But Levy would do 400 million or each. 

Yes. He would. 

He said he thinks it looks weak to do 3 and 5 , 

Well, I knew be like t he 4-3/4s, but he ' d do 
4 ot each? 

Yes. He ' d do 4 ot each, yes. 

How about Devine? 

I haven ' t t alked to him this mornlng. I ' ll give 
him a ring. 

When he - he was down here , be was tor 5 and 3. 

I see. He - he's a great enthusiast on 5 and 3. 
He ' s more tor it than most anybody. 

Ah-ba. You know - I - I - the only - I have h-.4 
no contact with the Chase . Could you talk to them 
thls morning? 

Oh, I talked to t hem yesterday. 

You did . 

Yes. 

I mean to a man who makes t he decisions over there? 

Oh , yes, he ' s the tellow that runs thei r portfolio. 

Who•s that? 

That ' s Shelton Green. 

Regraded Uclassified



( 

H. lol. Jr: 

B: 

H.M.Jr: 

B: 

B.t.l.Jr: 

B: 

B.ll.Jr: 

8: 

B.U.Jr: 

B: 

H. 'M.Jr: 

B: 

H. l!.Jr: 

B: 

H.l!.Jr: 

B: 

H.U.Jr: 

ll 

I see. 

They take all - they take hie adTJ.oe on &11 that 
etu:rt. 

Now how does he stand on the division as to the 
amounts? 

Well, I didn 't go into that in detail with htm. 

Would you mind talking to him again? 

Ah-

It's not necessary - you'd rather not, eh? 

I ' d a little rather not. 

All right. 

I - I followed him through yesterday pretty well. 

All right. 

Be ' s a - he thinks there won ' t be so very heavy 
demand for the 5-year note, but he thinks it Will 
go perfectl y well. 

Ah- ha. 

But he would prater putting it all iD shorts. 

Well, I ' ll call you again in about a halt hour. 

Very good. 

Thank you. 

.. 
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If you go to four and nine, and with your premium 
sit uation the way that it is, you don't have to 
worry a t a ll about the splitting them f ifty-fifty, 
and I wouldn't be a bit surprised if you got more 
subscripti ons for the five-year than you do for the 
two a nd a quarter. 

There is a much heavier premi um, of course, on the 
four and t hree quarters. 

I don1 t know, the trouble is •• • •• 

Taylor: Yake the differ ence right there. 

a .~ .Jr: It's in the premium, but you see, here ' s the t r ouble . 
Here ' s a fellow Swiehart- is that his name- and he 
comes down; he represents a whole group; and every 
single fellow is afraid of a f ive-year note. We 
didn't have a~body enthusi asti c about it. 

Bell: No. 

H.M. Jr : Did we? 

Bell: Except the r eport that one made on the First 
Nat ional - wanted all fives . 

H.J . Jr: But nobody came down here - "Yes, t hey ' ll take it, 
yes . " 

Seltzer: - But you ' ve had a r elative change in the market prices 
of the two and a quarter ma turities i n there and the 
five-year; the two and a quarter i s worse as compared 
with the five-year . 

H.M.Jr: Pardon me? 

Seltzer : The two and a quarter has worsened - gotten worse in 
relation to the five-year as r egards ~rket quotations . 

H. li . Jr: Just hold your thought a minute. 

Hello (On phone) Yes . 
can' t take the call. -
I• m V!!ry sorry . 

I'm very sorry, I 
No, we don• t do t bat . 

Kr . Kidd, the edi tor of the Sunday Chroni cle of 
London, would like t o talk t o me on the telephone . 
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That' s happened befor e . I mean they 've t r i ed t o • •• •• 
I 111 give t hem a Sunday story; t ell them that we ' ll 
raise the price of gold . 

The price is not affected . 

All right, go ahead. 

A few days ago the yields IVere such t hat a two and 
a quar t er l 3/8 would command a premi um of half a 
point . 

A two and a quarter? 

A two and a quarter year 1 ) / 8 would command a 
premium of Lbout half e point, sell on a 1 . 15 basis . 
Now it looks as if it will have to sell on a 1 .25 
basis . lthereas toere hasn• t been a simil&r change 
in the five-year note . 

flhct about the five- year? You mean it stood steady? 

Yes, i t' s been very steady, so that this section of 
the market • ••• 

And what conclusion do you come to on that? What 
conclusion do you draw? 

Well , the conclusion of this thing is that your 
premium on the two and a quarter year issue has gone 
down, so if you put a 1 )/8 percent coupon on that 
you may not want t o overload that wi t h 500 million . 
That ' s an argument in favor of dividing them equal l y . 

I see. 

It makes them go to the other one because it looks 
better to them. 

Well, the question gets down, which is going to pull 
them - thei r needs, their caution, or thei r sense of 
avari ce? 

Avarice every t ime . 

Or course , t he avarice wor ks in both cases to some 
extent . 
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But their needs are right there; they ' ve got the 
money piled up. Of course, every one of these 
people coming down here is on the other side of 
the fence. They ' re on the buying side. If you 
ask a fellow what he wants to buy, he wants to 
get the lowest price he can. 

We •re not talking price now. These fellows who 
came down here • ... 

• 
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Taylor: How you s plit it . 

H • .l. Jr : ••• on this thing - they ' re talking, they want to 
sell something. They've got something, they want 
t o sell it. And we also had buyers . 

Lochhead! The five-year notes wil l have to be redistributed 
to a great extent. They won' t stay so strongly with 
the initial buyers as the two and a quarter. But 
that doesn't say they 1 re not going to go . 

ll. IA.Jr: . Vf course, t her e ' s a ques tion which I'm going to put 
to Eccles, which t hey put to me - a couple real l y 
smart fellows - "What i s the Federal Reserve going to 
do with tha t hundred mi llion dollars worth of bonds 
which they bought?" 

Bell: (Laughs) 

H.U.Jr : Didn't they? 

Lochhead : 

H.l.I.Jr: 

Bell: 

Hello (On phone; has conversati on with ~agill) 

I wouldn't give· anybody a pep talk this oorning; give 
myself some. I haven't got a ny energy left. Where 
were we? 

Asking the Federal Reserve what they were going to do 
with their hundred million bonds. Might put it this 
way : ask when they are going to buy the other 150. 

You (Bell) made a remark which I didn' t have a chance 
to follow up. you said the fact that the various 
war loan accounts were scraped clean, that they had 
very little t o go , was a good thing? 

Uh-huh. They buy this and pay for it by credit, whereas 
1n the previous issues we have had the war loan c rec1it 
up to the 11.Jl1t and they have had to pay cash tor the 
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issue in large extent; been as high as 60 and 65 
percent cash of the issue; that will drop to below 
20 of the issue . They don't have to pay for it by 
cash; they pay for it by credit . 
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And that would help? What could they buy on credit? 
Do you know how much in the war loans - 11hat the 
figure is? 

I don ' t know the total, but it is well over a billion 
dollars. 

Well, that's a good thing . 

1he balances today are 140 million . 

In the 1•ar loan account? Is that all? 

Yes, sir . 

That's pretty l ow. 

You know, here you have nearly a point premium in 
the five-year notes, four and three quarter year 
notes, and only about 1J -J2ds in the two and a quarter 
note . That ·.vould mean greater demand for your five-year 
note, your l onger note. That 's an argument. 

For the dealers and the banks who want to sell, the t • s 
true. 

Scalpers. 

Murphy, you 1 re very quiet this morning . What you got 
on your mind? 

Well, I am somewhat disturbed by the low apparent 
premium on the 1 J/8; perhaps I am more apprehensive 
than I should be, and I might say I certainly think 
they will go over . But I feel there is quite a bit 
of risk in it. I have a lolay yield of 1. 22 on them, 
and a t 1.25 a premium of 9-J2ds . And it is very 
possible that during the day, as the result of some 
untoward development, a great many people would not 
subscribe at all to them. Last weekend was quite bad, 
and I'm not - I feel that the one and a half shouldn' t 
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be counted out. If we di d have the one and a half 
I might be inclined to a five- •• ••• •• 

What? 

I say if we did have the one and a half, I might be 
inclined toward a five-three division. 

l''i ve of the which? 

Five of the one and a half and three of the four and 
three quarters . 

I thought yo".J were going to s ay - you mean a lt 
percent coupon? 

Yes . 

I thought you were going to say to make it JOO million. 

No, my idea is that I would hesitate to put )00 
million on the 1 J/8 percent base, because I'm not 
sure that the base i s str ong enough to hold it. 

And you're inclined to fifty-fifty if it is a 1 J/8 . 

I 1d be certainly inclined to fifty-fifty . 

That ' s the same point I was trying to make . 

Tbat ' s a different angle; you're worried on the 1 J/8. 

Not really, but if there is worry on account or the 
premium situ.ati on it will shove it towards your five -
four years and nine months. 

The four year and nine months at 1 J/4 is very 
Juicy, is.n't i t? 

It looks very Juicy on paper . 

Tbat is, that one quarter or a yea.r off there doesn't 
make a lot or difference in premiums - less than 2-32da . 

You can' t figure it, practi cally, in )2ds , i t 's so 
short. 
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On the basis or a point it' s about f i ve cents . 

What you (Bar ris) got? 

Well , I like t he four-four distribution. I think 
if the Treasury would make i t five in a short and 
three in a l ong, they would be admitti ng that they're 
afraid, and I think it would show a bit of lack or 
confidence in that field. A.nd I should say a 1 J /4, 
whether it ' s for four years and nine months or f ive 
years, it makes very little difference . 

What doesn' t make much difference? 

Whether it ' s f our year s and nine months or five years. 
But I would like to s ee 1t four-f our rather than 
five-three. 

Four-four . 

Yes . 

The best thing t hat could happen to t he market would 
be a greater subscription for the four and nine than 
the other one. 

Oh yes. 

A.nd I t h1nk it i s a gamble tha t 1s well worth taking -
and the way the premiums are working. 

I don't want to gamble . 

Unfortunate word - wrong word . 

Only other word you could use would be "speculate." 
That would have been worse . 

I ' m afraid 1t was the right word , llr . Taylor. 

Well here are the '46- ' 48s ; we ' re up J-J2ds. Every­
t n1nS is up a little • . ' 45-'475 are up J-J2ds. Barris, 
go out and see how many are coming over, whether Just 
one or t wo, or - you know . Just talk to the fellow 
up ther e and see bow the thing is, bow much voluae , 
and what the notes ar e doing. 
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Just as I leftb came in here, I had been talking to 
New York, and evine said there was very good demand 
coming in for the bonds and be was marking his prices 
up, but the open market was absolutely quiet, awaiting 
the announcement of t he r inancing, and it was absolutely 
unchanged from last night ' s close. 

Well, if the bond market is up, that ' s what we want. 

or course, this announcement helped tb.e bond market, 

Give the F'ed a chance to unload. 

Give vevine a chance . The boy had a pile or them; 
be bad 20 million. 

The risk you would run on this is that tbe Germans 
will shell another c1 ty during tbe weekend . 

Ur, Hull guarantees tha t won't happen. No war for 
three days . 

Premi ums disappear, at any r ate . 

Now i n a minute he ' s going to suggest that I ask the 
Germans to do a little shelling. 

No . 

lfo . 

Who 's Swiehart repr esenting? 

Childs. 

That's what I thought. 

Di dn't know he was with him. 

I don't think he's been t here so long . 

Hello (On phone) Thank you. Hello . - - Hello, 
Cordell . (Conversation with Bull follows:) 

Regraded Uclassified



IL ..:. J'r: 

Operator: 

R.ll. J'r: 
St ate Dept. 
Oper ator: 

H. M •• Tr: 

Operator: 
Seoy. 
.I!Ull: 

B.II.J'r: 

a: 
H.M.J'r: 

H: 

H.M.J'r: 

li: 

B. M. J'r: 

H: 

H.Lt.Jr: 

R: 

R.M.lr: 

II: 

Hello? 

Secretary lllll. 

Thank you. 

J W1e 5, 1~37 
~: 5~ a .m. 

J ust a moment , Kr. Secretary. 

Bello? (Pause) Hello? 

He ' ll be on in just a second. 

Hello? 

Hello, Cor dell? 

Yes, air. 

Well, I ' m just prioing my bonds, and I thought I'd 
make one mora obeck with you as to the cbanoes tor 
a war over the weekend. 

Yes. Well , everything appears quiet , Henry. 

It does. 

Yes , it anything breaks out, it would have to be 
out ot. a clear sky. 

Well , that ' s all I wanted to know. 

Yes. Well, I - I - I wish you 100~ plus on your 
Wlder taking. 

Thank you. I had Herbert Feie st the bouse last 
night, and be helped us draft an answer to the 
questions Sir John Simon sent us. 

Yea. 

Scae questions. 

Tee . 
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And we •ve drafted a reply . And Her ber t was belptul. 
And I ' m showing it to the President at 11:00 before 
I send it over. 
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Tee. Well, that ' s Tery intereetins. I went oTer 
it w1 th him ;yeeterda;y. 

He told me that you did , and he said that you 
thou8ht it was all risht to answer. 

Yes. 

It was rather unusual, wasn ' t it? 

• 
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Yes, that ' s true. They ' re tryins to work in closer, 
I suppose. I don ' t know what their different rea­
eons are, but I just t hou8ht t hey m18ht have two 
or three different reasons. 

But at least it ' s intereetins that the;y want to 
consult. 

Absolutely. 

Well , thank ;you. 

Thank you. 
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ftell, there ' s that check. 

There ' s only been about JO bonds sold on the board 
this morning; the largest block has been six bonds. 
Notes are.still unchanged. Here ' s the Dow-Jones 
comment: United States Treasury and Goverlllllent­
guaranteea i ssues were firm t o strong, with a few 
issues showing small gains over yesterday, Activity 
in this type of security remained a t a relatively 
low ebb . • 

They' re all getting over Sleepy Hollow. 

llhat •s that? 

They ' re al~ getting over Sleepy Hollow. 

(Eccles and Harrison come in, 10: 00 A.U. ) 

'Nell , this is the situat i on as we ' ve got it now, I 
Jus t was t alking about fifteen, twenty minutes ago 
to Burgess; we 've been talking here . I·t looks l1.ke a 
two and a quarter year, 1 J/8, and - Burgess and I 
this morning are leani.ng towards a llarch '42, because 
the December '41 is only 200 million and it's the 
first open date, and then, for some reason which we 

- don ' t know, peopl e like to b~ a $4.98 where they 
won't b~ a $5 piece of mer chandi se. 

IVhat rate Oid you s ay? 
\ 

1 J/4 for liarch 142 . 

One and • •• 

••• three-quarters for liarch ' 42 . Now, Burgess feel~ 
that - I'm going to call him again 1n about t en 
minutes - t hat you ought to go fifty-fifty, 400 of 
each. I•ve been arguing for 500 of tbe short and 
JOO of tbe long . 

Since last night c. F. Childs has b~come qui te 
bullish- cal~ed up Bell and called up • •• They were 
down here - he and Swiebart · they were down here, 
and when be was down here he was sure a five-year 
wouldn' t go . 
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llouldn • t be popular . 

And since then he didn' t realize how much the market 
has changed. 

Been a good deal of a change in the last week, ten 
days. 

And Devine was ta l king to ·your people this morning 
and he's got a good market in bonds this morning . 
So the thing kind of boils itself down to this. 
1here isn ' t much argument about the 1 J/8 . Burgess 
and I are leaning towards a Yerch '42. And then the 
thing gets down should we have 500 and JOO or 400 
and 400. Now, we 1d be glad to see how you people 
feel. 

Frankly, ever since our last meeting here, L•ve been 
inclining a little towards the shorter issue on the 
longer note . That ' s JOO of the five-years. 

What? 

JOO million of the five-year and 500 of the two and 
a 4uarter, QY reason b,eing that, ••bile there has been 
an obvious shift in the market in the last ten days 
or two weeks, nevertheless some of the most astute 
adviser s up there have felt that the five-year might 
not go, and I didn ' t think it was necessary for you 
to t ake an unreasonable or unnecessary risk. There­
fore, I was inclined to JOO million on the five-year 
and 500 on the two and a quarter. 

However, your shortening the maturity· to four years 
~nd nine months, while it doesn ' t se~m like much, 
does make a difference in the minds of some people . 
It• s a little sweeter than it was at five years. 
It sounds bette.r; it's under five years. That makes 
a little difference. 

And then the other factor of difference is that there 
is no doubt that even in the last four or five days 
the market has gotten better and there is a much more 
receptive attitude toward the longer note than there 
was two weeks ago. 

I think you could take the chance on the 40v end 400. 
iha only doubt about JOO million, as I see it, on the 
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long one as against 500 on the short, is that some 
might say it is a sign of weakness. I wouldn ' t 
construe it to be that at all . I think when you 
adapt your i ssues to the market demands, you ' re 
not being weak, but you ' re being wise. 

You al l wouldn' t know that Monday night - whether 
you were weak, wise, or a damn fool . You're never 
smart. 

I think there is no doubt , Mr . Secretary, that the 
five-year, or four and three quarters, will go, and 
you will get adequate subscriptions . The only point 
is, if it is too unpopular , whether some purchases 
will not have been made merel y for the purpose ot 
getting the profit and then unloading t hem agai .n. 

Thero•s one argument the boys advanced here which is 
entirely new to me - why we shouldn't make 500 of the 
two and 8 quarter . They 8 re afraid that that ' s 
loading that pretty heavy. They say, with only 
10-32ds margin, if something should happen over the 
weekend, that we ' re loadi ng that short one pretty 
heavy. 

Mr . Secretary, I just got a note from inside. It 
said two dealers are knocking the 1} of March '39 
and the 2 1/8 of June 139 off l-32d; other dealer s 
still keeping an entire list of notes unchanged 
from yesterday . So that would have the tendency to 
bring the premium down on that two and a quarter a 
little, and makes the five-year all the more attrac­
tive . 

Of course, there is a question some of these fellows 
&sked me and I haven ' t the slightest idea how to 
answer this, and that is - I want you fellows to 
listen to this, because I don ' t know how to a nswer 
it - t hey say, "What do you suppose the Federal Reserve 
is going to do with that extra hundred million ot 
Government securities they bought after the 15th ot 
June? Are they going to dllllp them?• 

Who said that? 

A number of people who came down to s ee me. And I 
Just don't know how to answer t ha t . 
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I can answer that for Ill)' Self. 

Well, it would help me make up DIY mind. 

Well, I tell you, the way I l ook at the Federal 
Reserve picture is that t here is certainly no 
justification for disposing of those securities 
unless there is a very different situation than 
there is now; t hat certainly under t he - there is 
nothing in prospect, as far as I c an s ee , tha t would 
j us tify or i ndicate any r eason wha t ever for decreas­
ing substantially t hat port folio. Now, you•ve still 
got your problem of Treasury financing, you•ve still 
got your capital marke t s that are not a ll we had hoped 
them to be yet , and you haven' t got any credit expan­
sion throughout the banking system that would warrant 
any further reduct ion in excess r eserves t hrough an 
open market operation . 

Now, that ' s t he way I certainly look at it. If you 
reach a period where the Treasury has surplus funds 
end is not going to the market for any new money , and 
you' ve got a r api d credit expans i on, then you may want 
to let something r un off, but t here is nothing certai nly 
in the immediate prospect at all tha t would ••• • 

The t hing, George, tha t bothers me on this t hing i s -
you see, you take a per son like C. F. Childs, he 
comes down here Thursday, sees me a t five o1 c1ock -
very bearish on the five-year situation; goes back 
t o New York, checks again, and everything 's lovely. 
He calls us Friday, he calls Burgess this morning -
"Please get word to the Secretary that I've changed 
my mind, the five- year is all right ." Well now-
I mean this change for the better is - has really 
only come the last two or three days on the five­
years , because when we started a week ago, they wer e 
tal~ing a two-year and only a tNo-year, ana some were 
talking a one-year. 

Now, bow much - you live up there, and these fellows 
have changed heart over two or three days - how much 
can you rely on them on Monday? I mean how much can 
they - they are so volatile - can they get that over 
to the banking system of the country, who will be 
calling them on the phone Yonday? 
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I'd put it the other way . I think - I r ather gather 
tnat they have shifted in their judgment from the 
short to the long only because they have been getting 
reactions from outside of New York. I think it is a 
perfectly fair tning to say that the average banker 
in lower !lew York -would prefer the short , and I 
think it is ~uite right that they should, frankly , 
especially if they ' re getting low in their excess 
reserves, relatively . That doesn't mean they won't 
take any long; they would prefer the short. But 
there a re a great many other investors outside of 
New York, other banks, other corporations, whom t hey 
get in touch With after they get in touch with the 
bankers - just as , for instance, Sinclai r comes with 
r eports of investors around his district, end even 
some of the banks want the longer note . Now the 
dealers are getting that reaction. I rather think 
that is the reason t hey are changing their mi.nds, 
not because the New York b ankers have changed very 
much, but because they are getting the opinion of 
others who want the long-time note rather than the 
short. 

Well, he told me this, tog ive it to !.larriner -
thet the First Nat ional of Ne11 York said if we sold 
800 million five-years, they ' d subscribe - they 1 11 
take tne five-year their limit; the tiational City 
will t aKe their {Uota in the five-years . 

The Guaranty wanted soae of t hem. 

The Guaranty will. 

... hey'll take them. 

The Guaranty 's come around much better . 

Of course, they ' re just not getting a place for t heir 
money . 

How, I Just Nonder , that ' s all . Of course, if we had 
a little nerve arxl could make it 400 of ench and the 
thing >tent well , it would be a wonderful t onic tor the 
country; there ' s no question about it. 

I think it would go well . The thi ng that would concern 
me is what the effect would be afterwards . I think 
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your financing would be a success without aDY 
4uestion, because you•ve got enough premium on 
here -you see, you1 ve got a premiuo of nearly a 
point on a five - little less than a five-year 
issue; lt ' s prett:r sweet. But a f ter the th.ing is 
closed you ' re going to find -you' re going to 
poss.ibly find some of them wanting to t ake thei r 
profit and then we may need some market support. 
So I would certainly think tha t if you put out 400 
million we ought to be pr epar ed - George, 1f .ve 
advise that , that we ' d be prepared to make shifts 
in"order to steady that market, if need be . 

?/ell, tha t's why· you f ellows ;,oere invited in this 
morn.in;; , because I 1 d prefer - I very d efin1 tely -

• 
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I mean I' m a Nful l y glad that ~arriner brought this 
up, because I•o like to feel tnat you men a re satis­
fieo and that - on whut we •re going to sell, and 
1f something like that bappens , are you going to be 
there? 

1'/ell , I would say t his, t hat it i s to the interest 
of the whole market; t hat if these five-year issues 
are sold and then t hey immediat ely begin to go flat , 
it is going to - it is going to affect the whole 
picture, end it wouldn't take very much, it seems 
t o me, to do that . And 11" 1t pulls the whole note 
issue down, all the outstanding notes, intermediate 
notes, 1nter~ediate bonds •••• And we've got t o th.ink 
of the Septeober financing; you1ve got a big note 
issie there that you've got to refund . And i t seems 
to me that it is important , so long as you•ve got 
some of this financing to do, looking t hrough the , 
sterilizati on program, looking through the rest of 
the ye~r here - that it i s tremendously important 
to us , from a money market standpoint, tha t wha tever 
is put out now - that a t least it carries through 
r easonably well because we •ve got to face the problem 
again 1n Sept ember ••• 

True • 

• • • • of financing. I would say that four hundred 
thousand - I don' t think any question i t would go 
now. 

Of each, you mean? 
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Yes . But if we put out the f our hundred thousand 
now • • . 

You're tal.lting the n ong nWDber of zeros. 

o~e understand. 

Yes, four hunared million . 

Marriner thinks he ' s back in Utah. 

Sometimes I ~ish I was . 

That ' s a lot of money out th~re . 

Yes, t ha t is, that is. It would be individually. 

But which do you lean for? 

There is some argument, it seems to me, for the 
fi ve hundred thousand of short and three of long . 
1'here wouldn' t be any question EJbout that . It 
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would make the market certainly a little more hungry 
f or t he longer i ssues . Ther e is always that factor, 
t hat 1f you don • t give thttm all they want, this issue 
would be particularly s trong , onJ 1t .. ould possibly 
carry a l ong better . 

:;ell, we don ' t - certainly up to t111o days ago t hey 
didn ' t ofllnt the five-year s . 

Op to 11 fe~ days ago . 

But I t hink the mar ke t 'HOuld have t aken some of 
the fives , because there ' s a l ot of investors , lot 
of institutions, tha t want that yi eld . I think tha t -
a s Geor ge says , that the New York market has bee~ 
t alking about short stuff so long here now that they 
Jus t'haven•t been able to sec anything longer than 
two years; and when 1 was up there a month ago, ~ 
gosh, they Just wanted everything ••• 

90- days . 

They wanted everything 90-days then. Well, they've 
gr aaually come around now to where they can take 
some two-year stuff . But as he says, the rest of the 
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country are - they 1 ve got a lot of money to 
invest, banks have got reserves, and they want 
this yield , and there ' s a market for some of 
the - for a substantial amount of the five-y ears. 

aell, Warriner, if you had to make up your mind -
or do you want to wait until we talk to Burgess, 
until I call? Would you like to? 

I 1d liko you to do that. 

If I had to decide right now, before hearing 
Burgess, I think I'd do the five hundred and the 
three hundred . 

Which way? 

Oh, five hundred of the short and three hundred 
of the long . 

If you (Eccles) nad t o d acid a . • •.• 
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Vlell, I 'm like you. I'd like to know what t he Federal 
Reserve is going to do. 

Oh vtell, in either event ••••• 

You mean what they ' re going to do . 

I mean after all, from your point of view, the five 
and the three - solely from your sta.ndpoint, it' s 
a little safer. 

Yes 

I say if you did decide on the other, however, and 
we said, "All right," then we 1d have agreed with 
tha t; then I say it's up to us to give a good deal 
of consideration to •••• 

Bello (On phone; conversation with Burgess follows) 

• 
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Hello? 

Dr. alrse88. 

Thank you. 

Go ahead. 

Bello , sir. 

.Tune 5, 11137 
10:21 a .m. 

Now we•ve sot Georse Harri son and Marriner Eccles 
here plus the Treasury. 

I s ee. 

We're all sitting here on pins end needles waitins 
for the sreat hour. 

Well, I ' ve - I ' ve talked to a number or people 
sinoe I talked to you last . 

Yes. 
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One ot them was the Presiient or u.s. Trust Comp~n7 
happened t o call up. 

Yes. 

And I asked him about t heir position. They said 
t hey bad sold out a lot ot bonds during the de­
cline, their posi t ion is very short, end ths7'd 
like to take a good blook ot the long notes. 

Ab- ba. 

They' d like that better t han they would en inter­
mediate note. 

I see. 

ot course, they - they have large trust tunds in 
addition. Be tells me that those aren ' t usually 
available tor beaV7 investment at the quarter day, 
but are a oontinu1ng support to that market. 

Yes. 

I talked wi th a ohap over in the trust department 
ot Bankers, Wbo used to be in the Governa~.aep•~ 
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Be didn ' t have very much to say. Be said that there 
were a number ot corporate issues t hat are being 
held up that be thought a good Government issue 
might stimulate. Be t hought these notes would go. 
Now here is another little change tram a tallow 
who t alked w1 th you. I wee t alking with Bob 
Love at the First ot Boston Corporation. 

H. lol. J'r: Tee. 

B: 

B. W.J'r: 

8: 

B. loi .J'r: 

B: 

H. M. J'r: 

B: 

H.l.l. J'r: 

B: 

li.M. Jto: 

B: 

H. M. Jr: 

B: 

Be saye t hat he now thinks we could get away all 
right with a 5-year note, particularly with a 
)(arch , • 42 , -

Ab- ba. 

- note. 

That makes a difference. 

Yes. That if he were doing it, be would do 500 
million short and 300 million long. 

Yee. 

But t hat be believed it would go either way. 
Be says t he market is - i s a good firm market. 
It has a good tone. 

Yea. 

And bee been improving t he l as t few days. 

Yes . 

And I talked w1 t b a tell ow over at Devines . 
Devine himself wasn ' t in t his morning, but be 
bas a man named Rielly who i s his second - who 
had Just made a five-week trip out through the 
country, and he said t her e was some resistance 
through the country on a 5-year note, that 
t hey're more- interes t ed in the shorter note, 
and t hat be thinks the market is expecting a 
2t-year note in °39, and a 5- yesr note. 

Yes . 

And that it will go all right. But they themselves 
tavor 500 million in t he shorter and 300 in the 
longer. 
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Yes. 

But it would go either way. 

Ah-ha. 

• 
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I talked with t he Discount Corporation fellows. 
They' ve been talking to the Continental in Chicago -

Oh, yea. 

- and they say - the Continental say they'll go 
in tor a 5-year note, and t hey have a number or cus-
tanere who will come in also. · 

Ah- ha. 

They were talking to 
Philadelphia , -

Yes. 

and Company in 

- who say they have a ooneietent demand tor t ax­
exempt municipal s or ' 43, ' 42 and ' 44 maturity. 

Yea. 

From their customers. A Virginia municipali ty 
Just eold a ' 42-'47 note on a 1.7& basis. 

Yea. 

Now you compare a ' 42 Government wit h that, and 
it looks pretty good. 

Ah- be. 

So t hat I think the reports t hat you get !rom people 
now are rather better than they were. 

Tee. 

I think you oan summarize it this way , Henry. 

Please. 

That the market knows pretty well what ' s coming; 
tbat is, they expect a split ieeue, -

Regraded Uclassified



H.ld. J'r: 

8: 

H. II. J'r: 

8: 

H.!.'. Jr: 

8: 

li. Joi .Jr: 

8: 

H.!l. Jr: 

8: 

H. lo!.Jr: 

B: 

IU! .. Tr: 

8: 

B.&!. Jr: 

8: 

Yea. 

- or 2t and around 5-:ree.r. 

Yea. 

And in the race or that expectation, the marke t 
has been very good. 

Yea. 
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It really hasn ' t slumped ott anything to amount to 
at ell. So my reeling is what I expressed a little 
while before - t hat I would make the conceseion 
to t his conservatism by doing a 4i note. That ' s 
a little different fran - yesterday I was thinking 
ot making t he concession in t he terms of t he 
amount of the issues. 

Yes. 

But the more I think it over, it seems to me that 
i t is an advantage to the Treasury to put the 
maturity in March -

I agree with you. 

- because of - ot t he very smell December issue 
end because it leaves your hands freer tor next 
September. 

Yes. 

And if you ' ll put out this note in Meroh, you• ve 
got a olear six months -

Yea. 

- tor a 5- year note. 

Yes. 

Whereas if you put out a June issue, you ' ve only 
got 5 monthe. So I ' ve decided t ha t from t he point 
or view of t he Treasury, and if it happens to - to 
be a l~ttle more attraot~ve to the market, Why so 
muoh to the good , and meet tho preJudice on the 
pert or some buyer. I would, however, divide the 
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issue evenly, 400 million of eaoh. 

You would. 

Because I think you can get away "1. t h 1 t very 
easily, and I think that t ha t also is mora to 
the advantage of t he Treasury. But there are 
soma competent Judges in the Street 1~0 would 
make another decision - would !:lake it 500 and 
300, and I wouldn ' t be pre)lred to argue that 
very violently. But I think you can easily 
get away with a 50-50 split , and that ' s better 
from the point of view of t he Treasury. 

Well , it I may pin you do,..n. Which do you 
recommend a t this t ime? 

I recommend 400 of each. 

400 of each. Now may I - I want to ask you -
in decioing the 5 and t he 3, some of our boys 
raised an argument which I ' d like to give to 
you - why they 're tor the 400 end t he 400 r ather 
then for the 5 and the 5. 

Yes. 

If t hey put t he 500, t hey think that that - the 
margin tbare is so narrow that it something should 
go wrong tbbt there isn't enough margin, that 
we ' re weight ing doWn the 2i note pretty heavy when 
we put out 500. See? 

Yea. 

And, therefore, they ' re in favor of making it only 
400. 

Yes. 
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Now how much do you think there is to that argument? 

Yiell, I think there ' s something. 
the de~and for that short note is 
heavy. 

Yes. 

But, of oourae, 
probaol y pretty 

And I think 1 t would carry the 500 all right. You ' d 
Just have to refigure it on the present market , 
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and our peopl e f i gure a premi um of about 12 to 
1J/J2nds . 

They do. i hey just refigured i t. 

Yes, they just figured it. 
this minute. 

Now, there ' s another thing. 
400 of e ach and we get away 
to help the whole market . 

I jus t got the f igures 

If we do make it 
with it , t hat ought 

I t hink it will. I think i t will help the marke t 
more tnan the other way . 

Yes. 

Because the other way is an nnnouncement that the 
Treasury r egar ds the short-term market a s much 
better then the 5- year 111arket . 

Yes . Well, let 111e ask you one other t hing . And 
then when I get through maybe either Eccles or 
Har rison -

Yes . 

Now, let ' s ~y something goes wrong . 

Yes . 

Bow does the Federal feel about stepping in and 
which one would they r ather buy in place of their 
bills? 

Vlell, you can ask the fellows ther e t hat ( l aughs) . 

Well , -

• 
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It seems to me that either maturity is a good maturi ty 
for us . Of course ~be 2-year is better . 

I•a rather have the five year . 

Well now, Harri son says he ' d rat her have the 5-year. 

*Taken from reporter' s notes of meet ing i n Secr et ary' s of f i ce . 
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Does he? Well, that' s fine . 

Because we•ve got 250 milli ons •• • • 
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Well now, Just bold - he's talking . JWst a second . 

Because we •ve got 250 million not e maturities ot 
zer o to one year, one t o two, two to three, three 
to three and a half, but where we are short - we ' ve 
only got 70 mill i ons in notes from three years on, 
and we need to fill in that to make a continuity 
of maturities . 

You' d r ather bU¥ a 5-year? 

I think I would - to e qualize maturities . 

Harrison says ae •d rather buy the 5-year, for -
for the System. 

Yes . Well, I think t her e ' s a good arg\IIDent tor that. 

Pardon me? 

There's a good a rgument for that. 

Now jus t a minute . Ur . lccles wants to say something. 

I was just going to s ay, as a matter of fact, a t t he 
last meeting of the Committee I e xpressed t he view 
that we ought t o have more of t he under two-year than 
we had and less of from the two-year, three-year, 
four-year , and so f orth. we had, in other words, a 
block of intermediate securities that wouldn ' t serve 
any purpose . If we were going t o let securities 
r un off, it would be shor ter securities. The others 
ought t o be for investment for income. That ' s the 
r eason for it. I certainly wouldn't have any prefer­
ence for the short - for t he two and a quarter, and 
if we're going to shift I certainly would just as soon 
shift into five-year as into the two and a quarter. 

Well now Eccles says i f he was going to shift he 1d 
rather shift into the 5-year. 

Well, thet - tha t ' s tine then. That suits me all r i ght. 

•Taken from reporter 1 • notes of meet ing . 
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Well now, let•s s ee i f either of the gentlemen want 
to talk to you. 

Uay I ask just one GUestion. 

Randy , looking ahead t o September -

Yes . 

- and later on -

Yes . 

- would there be any advantage in the shorter amount , 
lower amount of t he 5-year note ; that is, JOO million 
we 111 say, on the theory that you ' ll get a scar cer 
value, hod you would t end to tone up your long marke t 
through scarcity rather than through ;:~utting on a bold 
front? 

Well, I would think that the amount was so small that 
a hundred million here or tnere wouldn ' t affect 
the scarcity value, but the psychological element of 
showing that you have just as much confi dence in 
t he 5-year marke t as the other, if i t goes well , 
is pr obably more important than any scarcity value. 

Well, I t hink the 4ls is the most important factor -
the 4is r ather than 5. 

Yes , that nelps you on - on·your September ·­

Yes . 

- proposition. 

Sure. 

That r s the thing I hadn ' t worked out very f ully 
yesterday and that changes DIY t heory about tha t 
a little. 

Yes . All rignt . Just a mi nute . 

You (Eccles) don't have anything. 

No, I don't have anything. 

*Tnken from reporter ' s notes of meeting . 
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Tell him I'll call him back at sharp ten minutes of, 

Be says he will call you back sharp at 10 minutes 
of 12 your time, tor the last flash . 

Very good . 

All right. 

•Taken f r om reporter 1 s notes of meeting. 
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l'lbat did be say the premium was on these 1 :3/Ss? 
You sai d it wa s down t o 9-)2ds . 

Burgess thought it would go to 12 or 1:3 )2ds. 

;tell , it' s better, then. 

I t ' s pretty bard to figure the premium on those 
short notes. 

344 

I 111 be back in a minute. Got to make a call . (Goes 

• ell, it's a f act, anyway - the better t he premium 
wbea this offering i s announced, naturally the better 
tha t issue would be. I tell you, it' s almost l i ke -
i t seems to me it's Jus t like - about t hroNing up a 
coin. 

I jus t got mine ready. 

Relatively speaking, it's a small issue in each note. 

Difference between three and four isn' t going to make 
any difference a s far as the scarcity . 

No, I don ' t think so . As a ma tter of fact, Burgess 
bit the nail on the head . The market knows practically 
wnat •s coming and the market is adjusted to it. 

There i s a l ways a little gamble one way or the other, 
and you always want t o - you try to have the best 
effect, and from that standpoint I'm very strong f or 
splitting them fifty-fi f ty. 

Well, the way I feel about i t , had it been a f ull 
five years r a ther than the f our a nd three quarters, 
I would have cut i t down to the smaller amount. 
However, I'll s ay tnis, that Burgess ' s latest 
report - United States Trust Company and fellows 
like that make a great deal of diff erence in this 
market . 

I f - well, the United States Trust Company, if 
they ' ve got places for your f our - nines or f ives, 
t hey can make the entire di f f erence as t o whether 
i t will go or not. 
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I ' d bate t o hove to depend entirely upon the 
dealers and the banks on this five-year issue, 
or the four and three-quarters i ssue, because 
there will be a lot of subscriptions there for 
t he r eason that there is a premium and fair 
yield. A l ot of t heM will have in mind, "Well, 
we'll take it now and within JO or 60 days we'll 
dump it. 11 It won't be tucked away . 

St ill, Governor, I think an awful lot of people 
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are Just in the same position; tha t t hey have gaps 
in the portfolio and it is fair ly attractive, and 
that may turn over, of course; I t hink the five­
years would be turned over more than t he two-years, 
because naturally dealers and banks wil l subscribe 
possibly Just to do some scalping. But I think 
once they t urn t hey 'll stick; they won ' t have to go 
ar ound . 

There i s this argument for the five-year . If it 
goes into portfolios of investors and fiduci ary 
institutions, it i s desirable of course to give them 
a ll t hey will take in that field. And i f t here is 
a market in t hat field for s substantial amount of 
these lfs, which apparently there is, then of course 
it would appear that 400 mi llion ought to be put out -
at least 400 million of them, maybe even more, because 
that i s a ,much better market than a bank market . The 
bank is all. right t or bills or the shorter notes, but 
when you get into the longer stuff it isn' t likely 
to stick; it is more volatile, certainly, a good deal . 

I was interested in what Sinclair said the other day 
about the same thing. And you hear d t he report from 
Drexel and Company. And then be said tha t Virginia 
issue, 1 .76 • •• •• 

It was 142-1 47. 

- the Government selling on a basis with the State 
of Virginia . Not only that, but the State of Virginia 

has a 1 42- ' 47 maturity . 

or course, it has the tax-exempt feature. 

Some or the notes ••••• 
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!be notes are exempt, more exempt than the Virginias, 
because they're exempt from taxation by any state . 
Other states can tax Virginia securities. 

There is an indica tion. 

I think the market will watch the subscriptions 
on the two issues and I think that it is more than 
possible, on account of the difference in your 
premiums there, that your original subscriptions 
for the f our-nines are going to be greater in amount 
tnan for the two and a quarter. 

I wouldn' t be a bi t surpri sed . 

That would be a good t hing . 

Just to split t hem fifty-fifty and to give your 
dealers a chance to go to the four-nine, l'thich they 
will go, b ecause tha t's where the money is- if you 
could get that effect, why, it' s worth almost any 
gamble that you can take. 

You like the word. 

They object ed to the word "gamble" here. 

Well , it isn't a good selling argument. It is not 
a good selling word right here. 

I'm not Norried about subscriptions whichever way 
you put it . It ' s just a question of what's going 
to happen to those tha t buy the long notes, ~hether 
taey ' re going to hold on to them or whether they ' re 
going to feed them out too r apidly, running the risk 
of soaking the intermedia te security market, that 
is, the long notes and short bonds even. 

Bow they going to hold the dealers down if they 
need to? 

They permit them so much. 
get. The leading brokers 
million - some of them. 

They know what they can 
are al lowed up to 20 

They have to put up ten percent too, but that's no 
problem. 
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Some of them admitted it was a problem. 

You apportion the dealers just the way you do the 
banks. 

Dealers are supposed to put up ten percent. 

On the a llotment you don ' t let them take more than 
a certain amount. 

Same for everybody on the allotment . 

I think the percentage of a llotment is going to be 
so small tha t there ' s going to be a scramble for them 
afterwards . 

That ' s up t o the Federal Reserve Banks . 

We limit the subscriptions to brokers and banks Just 
the same. 

Onder the May 6 l etter you go over their subscrip­
tions, see whether they ' re out of line with t heir 
capital, etc . - ability t o pay . 

But don't you give the Discount Corporation, Childs, 
and those fellows -you don•t give them any more than 
any bank; it's exactly the same formula you use? 

Oh yes. 

Well, I ' m not quite certain whether it's exactly tbe 
same formula , but it is approximately. With the banks 
I think we don't- won't take subscriptions for more 
than aalf of their capital. 

Th.at• s right. 
And how is it with the dealers - half their capital 
too? 
It is when they've got any . But the Federal Reserve 
banks have to use their judgment and have knowledge 
of the ability of the particular dealer to pay for 
them. 
If you bad a smaller uount of the long ones, say 
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five und three, and should get a larger total 
of subscriptions for the JOO million, we wouldn ' t 
get the same effect, because they would say , ftWell , 
we padded our subscriptions for the small ones, so 
as to be sure of getting an ullotment,ft But if 
you have them both on the same basis and get greater 
subscriptions for the fives, wny, it's awful sweet . 

(H.II. Jr returns) 

ILl.! . Jr : Now !Jarr iner, does it click in your mind? 

Eccles : • Well , I think i t ' s a toss-up. After what Burgess 
says

1
about that State of Virginia issue on a - it's -

here s a state selling a bond on a less favorable 
basis ••.. 

H .~.Jr: Less f avorable? 

Eccles: Yes . 1.76 is wnat I understood him to say - a 1 42- ' 47. 
Now, that ' s one and three-quarters, practically. 
That is, there is an apparent shortage of your tax­
free securities and municipals of short range 
maturity, and there is a real demand for them. Now, 
t his fits right into o category of • • • • 

H." .Jr: But Yurriner, won •t - I•m awful short - can you 
boil it down? 

_ccles : What I meant is tbis. This longer issue - I feel 
more favorable about a four , that is, 400 million, 
than I did before I beard Burgess, and Burgess made 
two or three points there that seemed to me to make 
it favorable for the 400 ooillion issue . 

H. M. Jr: Well now, t his Virginia thing - I mean - well , they 
sold a ' 42-

Eccles : - 147. 

H.~ . Jr: At what? 

Eccles: At li . 

Bell: To yiel d 1 .76. 

Eccles: That' s a fac t or 1n favor of t his five-year issue, 
it se,ems to me; an import ant f act or . 
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Do I get it you ' re leaning towards the 400 million? 

Fifty-fifty. 

Bow about you {Harrison)? 

Well , before Burgess spoke I preferred the 500 and 
300 . I think the most significant thing that he said 
that influences me in my changing my opinion about 
that is about the United States Trust Company . 

They're very conservative. 

Which are very conservative, and speak for a group 
of people wno are interested in the longer-time money 
market. That is, I - therefore, I wouldn' t feel badly 
if the Treasury, for its own r e&sons, prefers 400 and 
400; I think that is quite satisfactory. 

I 1d say so . 

I: ell, the thing - I 1 ve been lenning toward five and 
three, because the thing that overcame your (Murphy) 
argument - Burgess figures it at about 12 and 13 32ds. 

Be figures at about 1.18, which I think we ought to 
keep in mind. 

If it is 12 or 13 32ds - it couldn't drop much more 
than 4 or 5 32ds - still would leave 8 32ds. Row 
do you figure it, Barris? 

Well, I tried to figure the minimum, and of course in 
a short note there is not much change in price, but 
any change in price affects your yield basis ver~ 
much. But a drop of 4 32ds in a note like that ••• • 

I didn't tell you I called up Bull shortly before 
you came. There is nothing he can see over the 
weekend unless there ' s a bomb out of the sky. llr. 
Bull can't see any trouble unless something happens 
out of a clear sky. 

George, if you don't mind, I ' m going to give you-
I asked tile 1'resi dent to see me at tile stroke of 11 -
if you hod to do it, wllat would you do as to di viding 

1t up? 
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I s till think the 500 and 300 million. 

Well , let's go ar ound the room, if you don't mind. 

Dan? 

I •m leaning towards the fifty-fifty . 

O. K. Wayne? 

Very strong for fifty-fifty. 

Archie? 

lolore t han fil'ty-fifty. 

Yore than fifty-fifty. You mean you'd go more on 
the five -year. 

I•m very much in f avor of the five-year . 

I'm the same on the five-year. 

What? 

At least fifty-fifty on the five- year. 

Fifty-fifty. 

Check. 

My feelings wouldn't be hurt about fifty-fifty 

Ot course, the thing t hat you two men say here -
I don't want any possible misunderstanding - that 
in the Federal Reserve, which is of course the 
biggest portfolio, the five-year fits better than 
tbe two and a quarter. Am I right in that? 

Well , that ' s my opinion. 

That ' s rigbt. 

Because of the shortage of maturities. 

Well, don't you two fellows decide it? 

Marriner does. 
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,/ell, let me put it this way . 

That ' s putting them on the spot. 

I •m going to put it •••. 

You got that confession, did you? Did you get 
that? Asked him if •you fellows decide." He 
said, no, I do . I ' m glad to get that confessi on. 

Well, anyway, e acn of you, i f I unders tand correctly -
each of you individually have said that in your opinion 
a f ive-year t hat - t ha t you c ould use s five-year 
better t han you could c two and a quarter. 

Well , certainly just as well. There would be no 
preference f or a two and a quarter a s against a 
five . I wouldn't say t hat a two and a quarter 
wouldn ' t fit in jus t as wel l as a five, but cer-
tainly there would b e nod eterrent because it is a 
five-year at all. We 'd just as soon t ake a five-year -
as soon as less t han a fi ve-year; if you were shifting 
from notes into something else, there would be no hesi­
tancy at all to s upport ~ five-year issue. 

Now, we 're - I ' m always the conservative fellow. 
I 1 m still leaning toward the five and three . 

So am I. Only because, whatever else you say, no 
matter how many s ubscriptions you g et, t hat isn't 
what's going to contr ol this t hing for September 
or later . What ' s going t o control is bow many of 
these fellows are going t o keep what they 've bought 
regardless of pretty near a point profit, and how 
many are going to sell in order to get that profit, 
and whether, because of the sales for the profit, 
you might not dislocate that intermediate rate. 

Well , the thing that - you ' re entitled to know why 
I feel that way. The rea son I feel tho t way is that 
the shift has been so very recent. It's only a matter 
of 48 hours . I mean t ha t the shift towards the five­
year is a matter of 48 hours. 

And growing. It hasn ' t been over - it hasn ' t 
reached the pr oportions it has now. I think the 

Regraded Uclassified



Selt~er: 

ti .II . Jr: 

( 

-25-

strength 1n the thill8 haa been growing for two 
1veeks1 but it ' s within the last few days that it' s 
really shown very substantial strength. 

.. 
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It' s been those 48 hours in which those banker s end 
so on have really made up their mind what they want -
what they ' re going to subscribe to, 

Bello (on phone; conversation with Burgess, unrecorded) 
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How about you gentlemen (Harrison and Eccles) sitting 
there? 

What? 

As to the aftermath? 

I think the aftermath is better on the five and three, 
because then you ' ve got a smaller amount of the fives 
to be put back on the market. 

I 1d like to see more of them outside of the banks, 
and taat would leave the r eserves better. But if 
the banks would take t he shorter issues, tbat•s true; 
the longer issues will be taken outside. 

~'lhich would you (Eccles) have a fter all this is washed 
up? 

I 1d take four-four. 

(To Harri son) Five-three? 

I think so, Mr. Secretary. 

I'd take four-four . 

Better have tnem wri t ten both ways. 

I see. Sball I send tnem over to you? 

!lo, we can get theiD - we can send it. Be's leaving 
at one. 

You don't want t o decide . 

!lot till I get back. I'd have them written both ways. 

But that ' s the letter; but, you see, the statement and 
the press circulars • • • • • 

(R. U. Jr leaves for White House) 

One aDd three quarters, totally tax free , a little 
less than five years, is a damn good offer ing, in 

view of tbe • •• •• 
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But t he percentage - you• re put t ing 1n such a bi g 
profit , so much gravy on it, that you're inviting 
people to buy it to r esell . 

You could do it for three, but whether you do i t 
for three or not , the same thi ng is t r ue. 

(After absence of about f i fty 
minutes, H.M.Jr returns shortly 
before noon) 

Nel~ , it's four and four . 

f'our and four. 

Got t he letter? 

Yes . 

Anybody disappointed? 

Not a bit . 

Huh? 

Not a bit; I think l t 1 s all right . 

Four years and nine months? 

Sure, sure. Marriner , you satisfied? 

Fine,. That was my vote • 

It ' s all right. 
'Nell, wait a minute . Well , may I say thanks . 

I • d like to say thank you. 

Thank you. 

I thi nk i t ' s all r ight. 

Oh, I do too . It ' s all right . 

Have to be all r ight . 

No . No, that will be all r i ght . 

Very much obliged. 

J54 
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Tee. 

JUne 5, Hl37 
12:04 p.m. 

Have t hey told you what I did? 

No, they haven •t. 

400 end 400 . 

Very good. I think that ' s very nioe. 

I t hink so. I ' ll tell you - I bad to wai t 45 
minutes over t here t o eee t he President. 

Ob, my word ! The t • s too bad. 

What? 

That ' s too bed . 

And - he had the Speaker in t here - end etter -
I felt t his wey t hat after all , if t his country 
financially oan•t look to the Treasury for 
leadership, where ere they going to look? 

Tee, t het• s right. Yes. 

And what - I ' m here alone - whet I did wee - we 
pinned both Harrison end Eooles down -

Tee. 
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- as to whiob one t hey wanted to buy, end eaoh one 
kept looking at the other. Well , I finally got 
botb to say that i t t hey bed to buy the securi ties , 
they•d rather buy t he long ones. 

(Laughs} 

What? 

Well , tbat• s a pretty good index, isn' t it? 

So I said, "Well , after all, it something goes 
wrong we have to look to t he open market oam. 

Well , I don • t thilllc anything will go wrong. 
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I don ' t either. 

I feel very confident about it. 

You do. 

Yep. 

Vlell , I ' ll try t o get a llttle sleep. 

That ' s fine . Well, I ' m sure you decided Wisely. 

Well , I - I - I t hink that if I di d t he 3 end 5, 
they ' d say, ~y God, ~orgenthau•s worrie~." 

That ' s right. 

What? 

I think t hat ' s right. That ' s the danger any way. 

And now you told me the United States Trus t end 
Continental Chioago - they ' ve been weak, haven ' t 
they? 

Yes ; yes. 

And United St ates Trust, that ' s the mos t conserva­
tive, isn't it? 

That ' s certainly one of them. 

Yes. Well, aft er ell , t here er e 4 or 5 banks in 
New York . If they subscribe t heir limit, t he thing 
is pretty well taken , isn' t i t? 

Why, I oan see it taken right now - yes. 

Right. 

Yea. 

Well, thankS for the help. 

Very good. 

Good night. 

Goodnight. 
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Hello? 

Good morning, Henry. 

June 5, 1937 
11:49 a.m. 

I thought you were moving. 

(Laughs) I em. 

Yes. 

Morrison Shatroth Just called me up a few minutes 
ago, and I t hought I ought to report it to you. 

Yes. 

He said he and Ryan and some of the other boys 
down t here had gone over t he evidence last night 
on these things , and t hey were much impress ed by 
the tact t hat t hey needed more time to do it, and 
that we better del ay it , and so forth. 

Evidence of what? 

ot t hese various violations. 

Yee • 
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Well, I told him t hat I thought we had plenty op 
several of the pointe if they' d get busy and prepare 
it. 

Yes . 

And t hat - t hat - that we were being pressed from 
across t he stree t t o get going on the thing. 

Yes. 

And I t hought t hey ought to be ready, to go ahead. 

Yes. 

Well , he seemed quite a good deal bothered about it, 
and - and I think probably what he needs is some 
kind of a pep talk. 

Well, Roe, I ' Te - I ' Te got to concentrate on m:f 
financing this morning. I haT&n't got enough 
energy lett t o giTe h1m a pep talk. 

Regraded Uclassified



( 

r: 

H.W.Jr: 

~ : 

H. M.Jr: 

M: 

H. M.Jr: 

II: 

a.M. Jr: 

1..: 

H.M . .Tr: 

~ : 

B.ll. Jr: 

H.lo!.Jr: 

lol: 

H.M • .Tr: 

M: 

358 

2 

Well , I - I -

I ' ll eend tor him Mondll)', but I can •~ do i~ tod.a)'. 

Yea , well, I think everything is all right. I told 
him Just t o hold himself in line and go ahead and 
do what I told him to. 

Wall, that •s all. right. 

- ond I ' d see him Tuesday. 

Well , I- I - I ' ll have to let it go because I ' ve 
Just got to make the deoiaion this morning•on 
rinanoe. 

Yes. Well , ell right then. I think it ' s quite 
all right. I thought I ought to tell you about it. 

Well , I ' m glad you told me, but let him worry 
a ltttle bit. 

I think it is a good thing tor him to do. 

And don't - and you stop worrying. 
not 

(Laughs) All right . I •m - I •mLv.'Qrrying. 

These tallows naturally they ' re going to worry. 
Let them worry a little. bit. It doesn•t - they 
don ' t know how much we handle up here at the top. 

Well , that • s - t het • s what I said. I said, "J'or 
Heaven ' s sakes , don't let these other tallows tell 
you - to beat you on this thin.g. They' r e always 
telling you t hat t he Bureau ia all right the way 
i t ia, t hat t here isn't anything, etc. " 

Yea. Well, let them sweat over the weekend. 

All right, s ir. Well, good luck to you on t he 
tinanoing. 

Thank you. 

It you oan give me t he operator I ' ll apeak t o 
and send him over there to do a triok on them. 
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Operator: 

u.M.J'r: 

Operator: 

All right. 

Hello? 

Take oare or llr. lolasill. 

All right. 

3'SS 
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H.K.Jr: Hello? 

Opere tor: Secretary Hull. 

June 5, 19:57 
9:59 e.•. 
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H.U.Jr: Thenk you. 
State Dept. 
Operator: Just a moment, Kr. Secretary . 

H.~. Jr: 

Operator: 
Seoy. 
Hull: 

H.K.Jr: 

H: 

H.U.Jr: 

H: 

H.U.Jr: 

H: 

H.t.t.Jr: 

H: 

H.K.Jr: 

H: 

H.M.Jr: 

H: 

H.III.Jr: 

Hello? (Pause) Hello? 

He'll be on in Just a eeoond. 

Hello? 

Hello, Cord ell? 

Yea, sir. 

Well, I'm Just pr1oing my bonds, and I thought I'd 
make one more check With you as to the chances tor 
a war over the weekend. 

Yee. Well, everything appears quiet , Henry. 

It does. 

Yee, it anything breaks out, 1t would have to be 
out ot a clear aky. 

Well, that's all I wanted to know. 

Yee, Well, I - I - I wish you 1~ plus on your 
undertaking. 

Thank you. I hD.d Herbert Feis at the house laet 
night, and he helped us draft an answer to the 
queetions S1r John S1mon sent us. 

Yes. 

Some que stions. 

Yes . 

And we ' ve drafted a reply. And Herbert was helpful. 
And I'• shoWing 1t to the President at 11:00 before 
I eend it over. 

Regraded Uclassified



( 
H: 

H. ll.Jr: 

H: 

H.l4. Jr: 

H: 

H.U.Jr: 

H: 

H.M.Jr: 

( H: 

2 

Yes. Well, that's very interesting. I went over 
it w1 th h1m yesterday. 

He told me the t you did, and he said that you 
thought it was all right to answer. 

Yes. 

It was rather unusual, ween't it? 

361 

Yes, that ' s true. They're trying to work in closer, 
I auppoee. I don't know what their dirrerent rea­
eons are, but I Juat thought they might have two 
or three dirrerent reasons. 

But at least 1t 1 s interest ing that they want to 
consult. 

Absolutely. 

Well, thank you. 

Thank you. 
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Secretary of State , 

Washington. 

351 , June 5, 2 p ,m, 

GRAY 

London 

Dated June 5, 1937 

Rec 1d 10: 45 a ,m, 

FOR TRBASURY FROll BUTTERWORTH . 

The i resident 1 s s t a t emen t on gold did not reach 

362 

London until after all markets had closed but it has been 

widely reported in today 1 s press l'lhich welcomes it as 

both timely and reassuring , Only 485 bars were offered 

at fi.:dnc; which although a large amount is small in 

comparison to what would have been offered if the President:s 

statement had not been issued, 

Today 1 s FINANCIAL TillES interprets the maintenance 

of the gol d price discount as indicati.ng that the 

authoritie s consider the remaininS hoards of manageable 

size "even so their policy is unjustifiable for the 

wholesale dishoarding of gold though it may in the long 

run remove a source of weakness, has an unsettling 

psychological effect which markets are in no condition to 

stand, ··/bllt is required is not the sequence of inconsist­

encies t~ which the tund has treated us but a tirm statement 

ot policy 1fhich oan be openly criticised and asseaaed (•:a) 

a firm line on this side of the Atlantic ta. illperatne; 

• 

Regraded Uclassified



c 

• 

363 

- 2-

JR #351, June s, 2 p .m., from London. 

no more is needed than an assurance that the gold price 

will be supported in this country at such levels as 

to ~e some of the strain off the United States whioh 

in spite of President Roosevelt's statement of yesterday 

cannot be expected to bear the whole world on its shoulders • 
' 

the ghost of sudden deflation would thus be laid" . 

The l•'INAIICIAL NEWS takes the view that the following 

measures are necessary 11 in the first place it is of 

tundament3l importance that the British authori$1es should 

drop their pro.otice of buying gold only at a substantial 

and incross in,; d iscount on the dollar parity. \1hatever 

the origu1nl motive of that policy it is very clear that 

it has defeated its object and a widening discount cannot 

fail to suggest to the markets and to gold hoarders that 

the exchange account is reluctant to buy. That implies 

tha t 1t Britain will not shoulder part of the burden 

then the whole must be thrown upon the unw.illing shoulders 

of America thereby increasing the danger of an American 

price reduction and adding to public alarm. From that it 

follows that the burden of financing and sterilizi ng 

existing gold supplies must be shared, 1t not between a 

number of monetary powers then at the very least between 

Britain and America . And i t seems that the only W&J' in 
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the burdon is by undertaking to buy gold at a publicly 

announced and comparatively stable price . It may be 

argued thnt such a policy would imply virtual stablization 

of sterlinG in terms of gold but 1n fact there ia no 

reason wi1y it should involve any greater measure of 
than 

atabUzat~on/is already inherent in the tripartite 

agreement . If the British authorities can bring 

themselvco to 3rasp this tact and to act upon it in some 

such way a s this then the medium term gold probl011 would 

be solved" . 

Atter emphasizing that if Great Britain plays her 

part in absorbing gold then America must be willing to 

witness a certain appreciation of the dollar . The 

editorial conc~udea by stressing the important effects 

emanating from the gold scare . On the surtace it may 

appear unreasonable that British industrial prices sho~ld 

fall , that consumers should r efrain from buying copper, 

rubber, ot cetera, because of a scare in the bullion 

market . But it is a fact that they do . All markets are 

dominated at present by the fear of what might happen 

(that is not necessarily the same as what would) 1f the 

price of gold were lowered. The : psyanological factor 
(other?) 

in order words is tor the moment overpowering all others. 

And it is this depressing psychology which can turn a 

scare 
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ooare into something tar worse and which cannot be 

removed by some halt-hearted otfioial statement . For 

some weeks now· the outlook haa beon clouded by one or the 

other uncertainty, And that cannot continue inde!initelT 

if con!id<mce is not to become pennanently impaired", 

BINGHAM 

KLP: ""IWC 

I 

• 
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225 . 

GRAY 

June 5, 1937 

1 p . m. 

FOR 3UTTEKHORTH FRO !.I TREASURY. 
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In ~nsuer to your No . 349 please convey the following 

messaGe to Sir John Simon : 

That it is my sincere hope that our relationship 

will be as cordi al and successful as was my relation­

ship wit:1 h is predecessor ~ 

Vlith regar d to the two ques tions that are to be 

put to h1m in Parliament on Honday I have no sugges­

tion to make with respect to his proposed answer s 

which seem to me entirely appropriate , 

HULL 

EA : I!F :EB 

' 
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