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!.!E.ETING ON INTERNAL REVENUE MATTERS June 8, 1937 
10: 45 A.M. 

Present: 

R. lol . Jr: 

Uagill: 

H. M.Jr: 

!lag ill: 

H. tJ . Jr : 

Oliphant: 

H.M.Jr: 

Mr. Magill 
llr . Oliphant 
llr. llcReynolds 
llr . Relvering 
Mr . Snafroth 
llr. !\yen 

Now, what I want to do is this . I want to bave 
a frank tal~ and get a l ittle here, a little there; 
and everybody can t ake your shirt off - I mean his 
coat off and roll up his sleeves . But I want to 
get you people together and call a spade a spade, 
and then we want to go places, see? 

Now, I don' t know whether you {llagill) want to get 
yours off your ches t first or not. 

As you will. 

What? 

J ust as you will. 

Let ' s everybody - different people have different 
things on their chest , and let's get them off. And 
frankly, as f ar as I ' m concerned, my main thing i s, 
I've been waiting here now for a number of weeks to 
get this question settled as to where the responsibility 
of - I don't know whether to say of the General Coun­
sel' s office - begins and ends, where Internal Revenue ' s 
begins and ends; and I •ve been trying to get it settled 
among yourselves. Re •re not getting anywhere, and it 
isn' t the most difficult thing in the world, and I ' m 
getting a little impatient, and if it can' t be settled 
this week by you men yourselves - you1 re all or age -
then I ' ll take a piece of pencil and paper and wri te 
the ticket on Monday myself. 

This surprises me a good deal , because I thought we 
were moving very rapidly on the basis of the last 
conference with Magill towards a sol ution. 

Well, I got the impressi on •no• - t bat 1s ~ I asked 
this meeting. I get a l i ttle here, a little there, 
now, so I got the impression they weren ' t gettillc 
an,rwher e. Each week I ' • told that next week i t will be 
done, and I don' t know how many weeks - I haven'' 10' 
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my diary - I don ' t know how ma~ weeks, but each 
week it's been postponed till next week, and I don' t 
know why the thing should be put off each week. 
We're all of age and ••• • 

Hel vering: You want to speak very candidly, do you? 

H .~ . Jr : Xou can ' t talk too candidly for me . 

Uelver1ng: Vlell , Mr. Shafroth and I haven ' t been really able to 
sit down together on this thing, and so we just talked 
about this before we came in here. 

Shafroth: Vle•ve discussed it briefly on two other occasions 
too, Mr . Belvering. 

Helvering : But Kr. Secretary, when you call for a tbing that 
tues a survey of the whole Bureau throughout all 
the states - if I'm going to get that, then I •ve got 
men to reach, because I • ve got to keep them going, 
see thatit . . .. ... . 

H.M.Jr : What's that? I don ' t get that. 

Helvering : For instance, this thing • ••• 

a.M. Jr: ~bat's that? 

Helvering: That is, all these farm evasions. The day this was 
called for was the day Mr. Shafroth and I bad - were 
going to have a meeting . 

H.!.t. Jr: !low wait a minute, let •s be - that required sending 
a telegram out, didn't it, to 38 men? 

Belvering: Yes, and form a unit over here to •.••• 

B.W. Jr : But you didn't have to do that yourself. 

~elvering: Well, if I Just told them to do this •• • •• 

H.M. Jr : Well , that was a telegram tbat went out - wa1 it 
Friday? 

Belvering : Friday . 

H.K.Jr: Well , that was a 20-word telegram; and you di dn't 
get any answers till Monday . 

Regraded Uclassified



.. 
197 

( -)-

Helvering: Yes, that ' s true. 

H.M.Jr : But I shouldn' t think that that would tie up the 
whole works. 

Belvering: But I bed to see that that was carried out, and 
that ' s the way it's been. We bad a tentative 
conference to •• • . • 

Shafrotb: 

H • .'l . Jr: 

Shafrothl 

Helvering: 

Oliphant: 

H. W.Jr : 

Oliphant: 

H.ll.Jr: 

Oliphant: 

B. ll.Jr: 

From the brief conversations you and I have bad, I 
think we are very close to g etting the whole thing 
settled between us . 

Look, today is Tuesday the eighth. I•m going to 
leave town today a t noon - I hope to leave ; I YTon ' t 
be back till Sunday night. Is it unreasonable to 
ask that this particular thing that I am talking 
about - there are three things on the agenda - is it 
unreasonable to ask tha t that thing be settled by 
llonday? 

Not as f ar as I'm concerned . I think we can ge t it 
settled, don ' t you, Mr . Helver1ng? 

Yes. 

I want to say this. It is reasonable to get it. 
I don ' t want you to get - I think you•re mb1ntoraed 
if you have a feeling that there is any reluctance 
on the part of the people here to get together and 
solve the problem. It seemed to be much clearer on 
the basis of the last discussion With llr. Belvering 
end Guy, where we all - it was agreed that - I mean 
Guy and Uorrison • • .•• 

I guess Mr . flelvering and Guy could do it all r ight , 

. .. that Belvering and Shafroth could get together 
a.od draw the thing up . 

Bo, I aean flelvering and Guy . 

But seriously, it is important, in a sense, t or the 
spirit in which t he place is operated . 

Well, that's why I called a meeting, because I wa1 
sensing tbet we weren 't getting an,ywhere . I don' t 
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Helver1ng: 

Shafroth: 

H. ll.Jr: 

Shaf'rot b: 

R.li.Jr: 

Shat'rotb: 

Helvering: 

H. II . Jr: 

Shafr oth: 

H. !A . Jr: 

Helvering: 

H.ll. Jr: 

Shafroth: 

H.li.Jr: 

Oliphant: 

know bow ~~aey 
scheduled for 
third meet1llg 
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weeks it' s been. G~ says he was 
last Friday, and I think it's the 
we've had in this office. 

Well, one day Vr . Shafroth and I were all ready 
and you (Shafroth) had to go to St . Louis for 
someth1ng . 

Yes - Kanaas City. 

198 

Well listen, boys, is it fair to ask for a settle­
aent by lionday? 

By Jtonday. Monday's O.K. 

I won't think up aey bright i deas between now and 
Vonday, except what else we ' ve got on the ticket. 

I think we can get it ironed out by lfonday, don't 
you? 

Oh yes. 

Are you (Shafroth) going out of town this week? 

No. 

Are you, Guy? 

No. 

Well then, we•l l pray for a settlement by lfonday. 

Settlement by Monday. 

Otherwise, papa does it . Huh? I will say this; 
if I do it, I ' ve got to start fresh, because I 1va 
got to - I haven't - it isn' t as though I had in mind 
what I want, because I haven' t . But I want this thine 
settled, because I think we ' ve got a lot of' t hinas, and 
with this settled then we can all move as a team. 

The exact point at wbicb it stands right now, a1 0~ 
was draWing the thing - lforriso'i has drawn it up 
and sent it over to me ; I haven t yet had a chance 
to look at it . They ware going to sit down and LIT 
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the two things down together and iron out the 
differences . 

Well , are they ironed out? 

I couldn't get to it yesterday. 

When they iron out the differences - am I rushing 
you too much? 

No. Now, we got together in Magill's office ond 
it was agreed, after we discussed the thing all the 
way around, that ~hafroth and Helvering would get 
together and draw the thing up. 

Vlhat are you boys doing this afternoon? 

We 're doing that . 

•ttaboy. 

Is that right? Does that suit you? 

Helvering: Yes 

H.M.Jr: 

Oliphant: 

,S . Y.Jr : 

Shafroth: 

B • .lol . Jr: 

Shafroth: 

B. li . Jr: 

Helvering: 

After you fellows get something, then Oliphant wants 
to take a look at it . 

Well, Morrison sent his over to me for any suggestions 
before he took it up - b afore be put his draft aloDi 
with Belvering 1s in order to iron out the differences -
minor differences. 

VIall, are Magill, Oliphant and Shafroth agreed on this? 

Yes, we 1 re together. 

It's the question of Shafroth and Belvering gettiDB 
together? 

That ' s right. 

Well then, it looks as though you .., i1' you 1'ellowa 
get together this after noon- today 1 s Tuesday - the 
chances of flf1 g ettiDB something by JlondaJ are prett)' 
good? Bub? 

I think so. 
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All right. I'm in dead earnest; i£ I don' t get 
something ..... 

Well, I want to restate what Mr . Oliphant said . 
There hasn't been any disposition to hold the th1ng 
up at all. 

No, I think that's very true . 

But just for one reason or other -
excuses - there ' s been- it's just 
circumstances, that's all. 'Nhat? 

all very nice 
been a chain of 
Right? 

Helvering: Well, that's so . 

B. !oi.Jr: 

llagill: 

B . r.t .Jr: 

McR: 

l:I.U. Jr: 

llcR : 

H.N.Jr: 

!AcR: 

B.U.Jr: 

McR: 

B. Ji. Jr: 

J.lcR ' 
• 

H ,N. Jr: 

llcR: 

All right. Now, do you (Magill) want to add anything 
to this? 

No, I think you covered that perfectly . Subject to 
getting the excise tax resolution through and the 
tax investigation through Congress this week, I am 
a t your disposal, whenever you people can agree on •• • • • 

I mean have I left anything uncovered? Mac, you want 
to add your fine Italian hand? 

Nothing to add . I think you' ve got it going at •• • • 

What? 

I think you'll get your answer by Monday . 

You think I •11 write it Monday? 

No, I think you'll get your answer by l!onday and that 
you will be satisfied with it. 

You think so? 

I don ' t anticipate any difficulty . 

What are the odds on it? 

I ' ll give you even money • 

I ' ll take you - 25 cents they don' t . 

You' re betting they don ' t? Well, you'd Just •• well 

pay me . 
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25 cents. 

lie ' s going to have to split with us if he wina, Mac. 

If I lose, I'm going to collect a dollar apiece from 
you boys . 

~ou (Magill) want any piece of my 25 cents? 

~out re betting they won ' t? 

I 1m betting 25 cents they won•t. 

I think 1 tve got to stay 1n a position of neutrality. 

All right. 

!low, next thing, tax investigation. You want to 
talk on that, Ryan? 

Yes. 

Go ahead. 

llaybe !Iorrie should talk, but I 'm gl ad to . 

frell , the reason that I called on you instead of 
llorrie was that - on account of the l ast talk I had 
with you, and seeing the President. 

Well, I•ll be very glad to. I think I can give you 
the picture and I should . 

I think you should. 

I entered into this job 1n good faith, earnest and 
enthusiastic. I had in the outset some qualifications 
as to my ability to handle the Job, but I wanted to 
do my share and take the work on. 

We got the files on Friday. Morrison a nd I sarted in. 
We called in several men in the shop down there and 
started going over these files. Tbe more I atudied 
the question, saw the problems ari sing, the aore I 
saw my unfitness for handling that Job. I reco&Di&e 
my shortcomings . 117 temperaaent i sn't tbat of an 
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investigator or a prosecutor . My temperament is 
more along the line of weighing each side and seeing 
each side . That• s been my training . And in going 
over these files I began to see each side of the 
question. 

I also began to understand whet would develop as 
aQY particular item was brought before the committee; 
that is, all of the ramificati ons, tha opposite side -
the combative side coming in and presenting their 
pictur~ And seeing the great many questions that 
might arise in the fight before the committee on this 
particular item, I began tor ealize immediately my 

shortcomings as far as the tax background is concerned, 
the complete understanding of the t ax laws and their 
history, and the application of the laws over a broad 
general field, realizing that the man that handles 
this ha s to be able to work on his feet, think quickly 
and accurately, and have far - seeing Vision as to any 
particular position on what mi ght be said; that i s , 
the effect that it might have on the Bureau and our 
general taxing situation. 

I have been down here four months , I have worked hard, 
and I have - my vision has been d 1rected at one case 
at a time . A good maQY cases have gone over the desk, 
but I decide one thing a t a time, and forget that, 
and move on t o the next problem . I haven't accumulated -
and that's one thing that's worried me; I think I ' ve 
handled my work f Birly well in deciding each case, but 
I haven't accumulated a very broad, sound backgr ound 
upon which I can draw as f ar a s t he statutes are co•ncerne·~j 

and the regulations and the history behind them. J ow, 
that could be supplemented to a cert ain extent by having 
able men around me; but never theless, the fellow that 
leads off should have that certainty, he should have 
that faith in himself, that he is able to handle anr 
situation of t hat kind that comes up. I lack tha t . 

I also lack this temperament which i t aeems to me is 
absolutely necessa ry for the successful handling ot 
this Job . Certain fellows have a more or less Judici al 

temper ament, and others love to get in a.nd fight on 
their feet and investigate and pull out and win t heir 

point . 

Do I make my self clear? 
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Oil yes . 
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Now, my - I ' ll repeat it again - my poi nt of View 
is to wei gll eacll side end, i f ther e ere some dangers 
on one side, to recognize them immediately and we i gh 
the thing, and if the dangers are too great or the 
problems are too great, •Well,• I say, •that fel low 
is entitled to this d ec1S1on here. • 

Well, you see, as I say, this will be a confessional 
meeting, see? 

Yes. 

Now, llagill talked to me Saturday morning and told me 
that Shafrotb wanted to t alk to me about this thing 
and I should get bold of the two of you and give you 
a pep talk. I frankly said I needed every ounce of 
strength that I bad to make tllis very delicate deciaion 
that only one person could make, and that was how to 
sell 800 million dollars worth of securities, and I 
just couldn' t spare any enerey that I had Saturday to 
talk to you two guys. 

Well, Mr . Korgenthau •••• 

No, and it was a very, very delicate decision. Well, 
I happened to make the right one; but the day I'm 
wrong - can' t decide 800 million dollars wrong more 
than once. So I told llagill perfectly frankly that 
I couldn' t do it. Therefore we ' re haVing this meeting 
today, see? I mean I knew what was in your mind. 

And what I wanted to say was this, that if you feel 
that way I wouldn't want you to take this job. 

Well, I shouldn' t - I mean we want this thing to be 
a success, and the thing to do when your ecognize 1 
weakness is to be perfectly frank. 

It•s much better to do it in this r oom and be 
entirely frank •••• 

lfny, certainly . 
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••• • than to start this thing; because you ' re going 
to have opposing you the smartest tax lawyers in 
America ••.••• 

No question about it. 

••• who are going to fight every J2d of an inon. 
Now, fot' exampl e, the President told me that Sunday 
arrived in town ex-Senator - what ' s his name? 

Hastings. 

••• Hastings, whose sole Job ba s been- i s to keep the 
name of the Hughes firm from being made public; and 
he's going to stay here until he ' s- he either wins 
or is defeated , see? 

And - I mean t his i s the kind of thing t ha t - it 
do~sn't have to be trained for, but it needs a 
Johnny Mack who l oves it, see? - who loves it and 
is willing if necessary, if his back is against a 
wall , to be jus t a little bit rougher than the 
opposition. I've seen John Mack go through a case -
I mean he doesn' t handle t ax matters, but when he ' s 
on his feet he can think a little bit faster than 
the other fellow, and - because they'll never know 
what rough stuff he'll pull if necessary. I mean 
that he ' ll be just a little bit rougher than the 
opposition if necessary, and I 1 ve seen him pull stuff 
t .hat would just make a New York City lawyer who's 
got ten :years of the New York bar"\' efinemenV but who 
formerl:y came from the states, just blush inwardly 
when John goes after him. Now, that ' s what this thing 
needs. 

And it also needs - I mean to have that you ' ve got to 
have a background or confidence of your general subject 
matter. 

Well, this is the kind of thing that - I mean goes 
against all of ~ training that I have had - I wouldn' t 
spend two seconds selling this job to anybody . I just 
wouldn't spend two seconds - I wouldn't spend one 
second trying to sell i t to them. I mean ei ther you 
want t o do it, see - :you want to do it very , ver:y much, 
or you feel this wa:y; then 1t you feel this way - than 
I' d say you are constitutionall:y unfi tted for it. 

Yes, that ' s 1111 impression, rq judgment. 1 can go 
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farther, but tnat 1 s • •• I mean we ' ve got a good 
many other items . 

I wouldn' t spend one split second after your speech. 
And I don ' t think any the less of you. 

No, I•m not blushing about it at all . I went into 
it in perfect good faith and that ' s my best judgment, 
and it's sound judgment too. 

That's your best judgment, and I s ay that you are 
constitutionally not the person. 

Not fit for the Job . 

Ho . 

That's right. 

No. I'd say that the thing to do is to find somebody 
who is itching to do the job. You've got to have 
something of the Joan of Arc in you burning if you 
want to do this thing . Now, I don 1 t say t bat the 
person who does this has to get rough, but if the 
other side gets rough he has to have enough of this 
thing in him that be con get just as rough as the 
other side . ' 

And I think the a tatement wbich I made last night in 
answer to llr. J. P . llorgan - the President discussed 
it at great length and be said he was so glad I did, 
because he said, as he put it, that J. P. llor·gan ia 
a "sweetie," but he ' s living in 1890, and the A•erican 
people will not agree with him, the American people 
will not agree with llr . Morgan. 

They' ve moved forward . 

And that he is living in the 1890's; he ' s living on 
a country estate in England . 

I certainly bad t o get a laugh out of the new Prta. 
Minister; he said he ' s going to take the 600-odd 
utility companies 1n bngland and knock their beada 
together and be ' 11 going to tell which coapaniea are 
going to gobble which. Di d you see that? 

( Belvering: llo, I didn't see that. 
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Yes, Yr. Chamberlain said there's too many utility 
companies . 

~bat's conservatism in hngland . 

He said, "We 've got to divi de up the territory, but 
I 1m going to t ,ell which compan.y ' s going to absorb 
which. I want a good job and I want a low utility 
rate." 

• 
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Vlell , Ryan, I'm tickled to death that you said just 
what you said, and I admire you for it, see, and that 
doesn't mean that you are one bit less useful in the 
work t hat you•r.e doing, the work thnt we asked you to 
come to do . But I t hink we've all got to put our 
heads together to find somebody that wants to do it 
and is fitted to do it. See? 

Of course, in the meantime your investigative end 
is going forward . They aren ' t stopping that; that 
can go on - full job. 

Let t s just leave t hat where it is, and we can come 
back. I 've got one other thing . You (llagill) 
better take this. 

I r ead that revenue agents • report - report of the 
revenue agents ' conference .•.• 

Just talk the way you talked to me this morning . 

• •• and I was very much disappointed with it, because 
as I got the situation it is about like this: You 
remember Russell and Sherwood and McReynolds and 
Wood and yourself (Helvering) and myself at one 
time and another discussed this business of the 
local procedure . The matter that l ay closest to 
my heart in the whole business was to prevent this 
endless sending out of JO-day letters and then 60-dey 
letters which are insufficiently grounded and on 
which our percentage of success is not so good. 

Now, I assume the reason why those JO-day letters 
get sent out as they do now and there are a lot of 
points raised which aren 1 t an.y good and which we 
have to abandon, winning too small a percentage ot 
our cases, is because these examining agents uke 
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tbese points that really aren' t so hot, and which 

could be prevented if the efforts of the examining 

agents were more closely supervised, etc . And I 

thought that we luid all agreed upon a plan of pro­

cedure which we all thought would eliminate a good 

part of that difficulty . 

• 

Now, I'm quite a s agreeable as anyone to varying this 

plan of procedure to suit local conditions in parti cu­

l ar places where your manpower varies. But as I get 

this report of this revenue agents • conference, what 

happens is that we s end out this preliminary letter 

and suggest to these people that this is what we're 

going to do and we1d like to have their ideas, and 

they come in and have a meeting and prepare these 

repor ts which are now sent out, or are going to be 

sent out, in which they say everything is perfect the 

way it is and we don 1 t want to change a bit, because 

to change it would be to s poil it. And sotar as I 

can see then, what you and I and UcReynolds and every­

body el se has done for the past four or f ive months 

in trying to work this out , they simply throw 1n the 

ashcan . 

Now, the decentralization business, the i dee of having 

Dallas and San Francisco an d New York embark upon a 

progr am similar to Cleveland, is all right, but as I 

see it we ought to do something much more f ar-reaching 

than that. You1 ve got al~ t hese other offices. And 

I dislike two things. First, I dislike to see San 

Francisco, Ualla s, and New York set up on just the 

same basi s as Cleveland, without any change, when, 

as I take it, we know now or ought to tha t there are 

certain improvements which could •be made on Cleveland . 

And then, secondly, that, as I say - that all this 

work which Wood and McReynolds and aU the rest of us 

have done, to try to improve this local procedure - we 

had t his conference of r evenue agents t ake a look at 

it and they say , •Well , we won1 t do that because to do 

so might be to reflect on the examining agents," or 

something of the kind . Well , a s I see it, they need 

t o be reflect ed on, because their production record 

isn't good. 

Now, I don't particular l y care whether we improve it 

in the way that you and I worked out, or McReynolds 

and Russell , or whether they improve it some other 
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way; but I do most strongly obJect t o spending 
several months working out a program and then 
having them come down and say , •Everything is 
per(ect the way it is, so we won ' t change it . • 
I mean wtu;t•s the use? I don't get it. I mean 
I don't see wey 1t should have worked out that 
way. ~o you (Belveri ng)? 

208 

Helvering : Well, I haven't studied that report in detail yet. 

14ag1ll: Well, the whole thing - I read the whole report over 
the weekend, and the whole report is the same old 
story t hat "Everything i s ell r ight in t he best of 
all possible worlds; we got a fine bunch of fellows 
and they ' re all doing thei r Job perfectly, and if 
they're Just allowed to keep on the way they are, 
everything Will be rosy.• Well , I ' d be glad to 
agree With them, except that as fer as I can get 
anything out of the record what they r eport Jus t isn't 
so. I mean t he work i sn't being perfectly done and 
we 1 re not winning as many cases as we should; we 've 
got too many deficiencies; we get too many )0-day 
l etters. I•ve been on the receiving end of these 
)0-day letters, and I know they laugh at them, because 
i n the big ones three out of every four points they 
make, I would say, are s imply silly; and they are silly 
in a way that is, to ~ way of thinking, most dis­
creditable to the Bureau, because 1n the ones tha t I 
have surveyed, 1n practi ce the point they make i s good -
I mean there is a deficiency and we know there i s a 
deficiency; returns are being made up these days 
deliberately with deficiencies; t axpayers are generally 
doing that. But the reason that the agent will give 
as to why there rs a deficiency is, as I s ay, Just 
silly, end we go to court on that reason and you get 
licked, and it ought not to be . The money is there 
if we will go out and collect it. 

How, I don't know - that is one r eason why I suggested 
bringing up this point a t this time ·- I don't know what 
is the proper procedure 1f that.. . . The thing is 1n 
kind of a bad shape because we have had this conference 
and these fellows make these reports and they are all 
mimeographed, and I suppose they ' ve gone out, haven ' t 
they? 

Belvering: Yes. 
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I don ' t know - and there you are - I don't know what 
else better that you can do except that instead of 
approaching them gently now and saying, •Well, tbis 
is what we propose and we tbink this is a good idea, 
and tbink about it,• I suppose now what we've got to 
do is bit them over tbe bead with a ball bat and 
say, "Whether you like it or not, tbis is wbat we're 
going to do,• and not to kid themselves into tbinking 
that what they're doing is so perfect. 

I encountered the same a ttitude. I've been trying to 
work two years on a proposed revision of the adminis­
trative set-up and among our lawyers I encountered 
tbe general attitude •Well, everything is all right.• 

I would understand it - I mean if' theN! were some 
difference of opinion betwe~n you {Helvering) and 
me, or between Charlie Russell and me, or Bill 
Sherwood and me, and they ' d been telling me, •Well, 
this thing that Wood bas worked out and that llac 
bus gone over and that you propose is all wet• •••••• 

Helvering: Well, I really think so. I think it is the most 
nonsensical thing I ever read. 

B.U.Jr: What i~? 

Helve.ring: Wood •a report. l'le couldn't possiblY have enough men 
to carry out bis reco111111endations unless we get a ten 
rllillion dollar increase in appropriation. 

llagill: Well, then I - then I guess I 1 ve been kidd~ng ~self 
because as I understood it these letters were all gone 
over- llac handled it - and • ••• 

lielvering: 

llagill: 

I•m only referring to that proposed set-up for examina­
tion in offices of the taxpayer by the agents of' all 
this matter. 

Well now, as I was going to say, I tbink llac 1 s got 
to take the chau, because llac worked these tbillls 
out on ~ behall with Charlie Russell and with 
Sherwood, and these letters went out. low, as I 
understood, everybody agreed that tbis was a good 
idea. Now, maybe they didn't ; maybe •• ••• 

Belvering: I ~y not have the same thing in mind you're talking 
about. 
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I don't know what the so-called Wood repor t is. 

Well .. Herbert "ood, wb.o is a t ax lawyer - been in 

the Bureau befor e - had been working for llac for 
so111e tilDe before I c&JIIe here. He had various pro­

posals as tor eorganization and refor111 in the Bureau; 

so111e of the111 I agreed with and so111e of them I didn ' t . 

I went over it with Mac and then went over it with him 

while you were in Florida; went over it with Russell 

and Sherwood. Well, as I pict ured it, we finally 
arrived a t a conclusion a s to what we thought was a 

workable procedure that would be an improvement over 

what we had; and at that point I suggested that Russell 

and Sherwood work out a letter which would go out to 

the I nternal Revenue agents outlining the changes which 

we wanted to make, and the letter was worked out with 

llac . 

There were, as I recall it, two sets of letters . One 

letter was to go to the agents generally, and the 

other ~as to go to tb.e agents in San Francisco, Dallas, 

and New York, where we proposed to put in this •• • • • 

Well, what happened to them? 

Well, these lett er s went out prior to tb.is Internal 

Revenue agents• conference, and the idea was, as I 
understood it, to tell them, "This is what we're going 

to do . Now come down here and ask us any questions 

about it that you want to, and tb.en go back and put 

them into effect. " 

I ' ll get copies of those things that have act ually 

gone . 

Just a second; wait a second . 'lle ' re getting down, 

if you don't mind- for the time that I got, it1 s 
too much administrative detail, see? All I want to 

say is t his , end I ' ll say it here. I brought Magi ll 
down to do a Job; I 1ll back biiD a hundred per cent, 

see? I t •s a tough thing - I don't know - but I ' • 
will i ng to say tbisz I ' ll take i t blind; Just as t he 

Congressman from Massachusetts got you on your feet 
when you got up there and be said, "Mr . llorgentbau 

said when Mr . Magil.l testi f ied three years ago that 

he had his confidence and could t alk f or hia . Is 

tha t still true?" Well , it i s sti ll true, see? 
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Now, the way I feel is, up to now we have been smart 
enough here in the Treasury to keep one jump nhead 
of Congressional investigation, and I see the writing 
on the wall and I think there are a lot of things that 
are here which are damn difficult t o answer. And I 
think 1f all of us in this room are smart enough, we 
can keep one jump ahead of the Congr essional investi­
gation. 

(Bas conver sation on White Bouse phone with 
Charles West - separately transcribed) 

Now, oay I say, let ' s get order or precedence on 
this tning. We ' ve got our investigation and these 
rush jobs; we 've got t o keep that thing moving, and 
I'd almost say t ha t thing would come fir s t, wouldn't 
you (Magill)? 

I•d say so. 

Then they ' r e going to have this meeting this afternoon, 
Belvering and Snafroth, and they ' re going to try to 
get together this af ternoon and tomorrow and solve 
that thing. Then I would say if they get that , ell 
the time keeping this thing going, i nvestigating, 
getting t hat steff, then this letter which - I don't 
understand what you fellows want - I would t ake that 
up next, see, if you haven't got what you want , end 
I take it that you (Magill) and Wac together run that 
thing, because Wac wrote the letter, most likely. I 
would s ay that just as soon as these two fellows get 
together on this t hing, whicb has been on the griddle, 
I would take up that other thing . 

Now, does t hat sui t you? 

Yes, fine. I think I •.••• 

Would you do it in that order? (To McReynolds) 

IteR: Yes. I just want to s ay this . I think llr . ...... 

!l. r.t . Jr: Is that the order you 'd like to do it i n, because you 
can' t do too many things, and then there are these 
things which I want l:lelvering t o talk to me about -
these other emergency things. Now, I think tbat 
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early next ol'eelt we can get together and ~r these 
agents aren't appr oaching our customers in the proper 
way, I 1d like to go into it myself, see? I mean if 
t hey're not doing it the way we think ••••• 

lielvering: Don• t get the i dea tha t I 1 m d efending everything 
these agents do . Some of them are old, staid f ellows 
that have got certain prescr~bed rules they go by, 
and you•ve got t o Jar t hem out of that. 

MeR : I jus t want t o make one short statement. Our is -
t he th~g tha t he ref ers to, t het he th~s i s sill y, 
~ith t he l~itations we have on money and manpower 
par t i cular l y, i s merely an i deal, and that was grad­
uall y sif ted out of t he... I s tarted Wood; I was 
responsi ble f or Wood putting that up as something to 
work toward . That was gradually sifted out of the 
program and worked into - back to where we thought 
we could work it. And the letter - the reason I 
started out a minute ago - I think the letter t ha t 
we had in mind and fi na lly agreed on has actuall y 
gone out, Ros. 

1dagi ll: 

MeR : 

llagil l : 

llcR : 

li . !i. Jr: 

llcR : 

Oliphant: 

llcR: 

ll . II.Jr: 

llagill: 

ll cR : 

It ' s gone out. I think t here is no question about 
that . 

And it's gone since the conference. 

Well, what I•m- wha t worried me were these reports 
~ the conference. 

I haven't seen those . 

But is this - has the l etter gone out, the one that 
Magill wanted? 

The one that he wanted. 

When did it go out? 

~inca the conference. 

lio {llt it. Have you a ant? 

I haven't seen the letter since the conference. 

You saw the letter before . It ' s the saae letter we 
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agreed on before, and I don't think it 1a necessary 
to go into the thing here in detail, but •• •• • 

Well, let lolagill take a look a t the letter. 

I had it on my desk this morning. It Just came back 
from Quy t his - yesterday evening. 

What worried me was these reports of the confer ence. 

But notwithstandi ng the conference • • •• 

The letters have gone out the wey you wanted them. 

Well, that ' s approaching it. 

I t hink there ' s no difference. 

Let 1 s hope not . 

Now, you (Helvering) got something for me? 

Well , we made a survey and we find not so many in 
number in answer to these telegrams, but quite a 
list of them here on that. 

May I look a t it? 

These top ones t here are t he ones we bad returns 1n 
t he Bureau on, and the others are by districts . 

Well , let me do a l i ttle reading. "Returns in the 
Washington Division, 35. Mr . DuPont deducted 
$81, 000 from his f arm." This i s the fa~m blanks, 
you see. "Mr . Harry J . Haskell, of Wilmington, made 
a deduct ion of $35 , 000 ." Well, they don ' t - "lli ss 
Helen White Eustis" - but they don ' t sey how much, 
do they? It's blank after t hat; I wonder what that 
means . 

~ell , evidently, 1t 1s about $25, 000, but the auditor 
who f ound that report didn' t jot down the .-ount. 

Oh well • • •• "Harold Rice, of Honolulu deducted 
$60, 000 . Talbot Laska deducted $27,000 . Charle1 
McManus, of Spring Lake, New Jersel, deducted 
$32 , 000 . Hamil ton Keene deducted 537, 000 . Willi.­
Ki ncaid deducted $24, 000." 
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Now, what's that, 135? 

135, yes. 

Well , I wonder 1! those losses perhaps don't 
appear on that 1040-F; because, you know, on 
!icManus, for instance - ne was one of our cases 
in the President's report, and he deducted 
$125,000 on that chicken f arm according to the 
last information we had . 

Say, here 's a peach. nw. R. Coe" - this is in 
response to a telegram - nor Brooklyn, offices 
a t the Chrysler Building in New York" - has 
a nybody ever heard • ••• 

Be's a racing man, has a big string • 

••• • - •reported net tax income of $1,575, 000 after 
deducting a loss of $51, 000 for operating a sheep 
ranch in Wyoming and a horse-breeding farm in 
Kentucky and a racing stable at Belmont." 

That ' s he. 

"Mr. Kilmer, of Buffalo - net loss from operating 
a f arm, $118, 000 ." 

That ' s a racing stable. 

That 's a racing stable, - Kilmer . 

Barry Yates - I know him; he ' s got a Holstein farm -
took a loss of $54,000 . 

That telegram perhaps should have been elaborated 
a little m.ore, telling them to send in the amounts; 
but all we asked in the telegram - well, there's 
a copy - was the naJie and address . 

I•a curious about those because they are so saall . 
It would indicate t hat there must be more or this 
incorporated country place business than what we 
have known about. 

They don' t give the amounts. "Ambrose Clark" -
isn't that Singe.r Sewing !lachine? 
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!iagUJ.: I think so . 

l:lelvering: //ell, all of those are in excess of $25,000, but 
in sending tbe telegram we told tbem to give the 
na111e aad address of all those over $25 , 000, and 
some of the agents wrote tbe amounts and some didn ' t . 

H.!l.Jr: Samuel Riddle -

Oliphant: rtiddle farms . 

H.M.Jr: - $108 ,000 loss . 

Uagill: 

Shafroth: 

Well, Guy, i£ you bad a corporation - if you had a 
corporation and you bad a couple million dollars 
of securities, and tbe income from the securities were 
used to take care of tbe losses, all that would be 
shown in a thing like this would be the net, wouldn't 
it? In other words , you might be losing f250 , 000 on 
your farm operations, but if you bad $200, 000 of 
interest on securities which were going into the same 
compa~, you' d only show a tso,ooo loss. 

"ut your farm blank would show your loss. It would 
have to be attached. 

Kagill : I wonder if it would. 

H.!l.Jr: Well, you can't find - there ' s no place for securities losses. 

l:lelvering: The f arm loss only shows the net. 

H. Jl . Jr: 

!lagill; 

On the farm alone? I don't think you show it on the 
farm blank. 

I wonder if they 1 d figure 1t - I 1m just 1'eel1Di, 
gropi~ around here; there's something back of this; 
there's more than meets the eye . 

Well now, the immediate tbing, it seems to me, is 
where we•re at - Roa, you•re up agai nst it now - on 
tbis chief investigator. Now, before we get on tbat , 
is there an.ything as to this aeeting - 8111bod;T want 
to sa,y aeything? I've been doing a lot of talkinc . 
bn.ybody got an.ything? 
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I 1d just like to ask one quest i on about the set-up 
of this proposition to handle this. Are you fiJuring 
on having three -really three units, aren' t you -
the investigating unit, and the fellows handl ing the 
tax r eturns, and the attorney. 

Ask Magill that question. 

Well, I think tha t the picture we had had was this: 
to have an investigating unit and an attorney, end 
then you ' d probably need an administrative head; but 
I t hink that a s 1ve bad it in our own mind whoever took 
charge of the investigation should have associ a ted 
with him people who were able to do the auditing of 
the r eturns. 

Helvering : Well now, investigators generally - you take Mr. 
Irey ' s uni t; they know investigation if you tell them 
what you want; they ' re good at that . But there's only 
about six of his men- maybe I 1m wrong - there's six 
of til em that 1' ve depended on to go out and make 
audits together with the investigation. When you 

!.lag ill: 

go beyond that, we don ' t have many men that know 
about the auditing of returns . Now, if t hat's true, 
I was Just suggesting you ought to know, before we 
start af ter anything, that the audit i s correct on 
it. 

Yes. Well , I think that ' s probably true. Of course, 
as f ar as I' ve thought about it, the attorney, whoever 
he may be, presumably takes t hese cases that we have 
given him and such others as may occur to him, and 
starts from that end. They commence to get the material 
from the Bureau with r aspec t to these particular in­
stances and then tbe others that be may think about. 

What I would really like t o see is the sort of thing 
I've been wishing we had f or a month or two; that is, 
I wish we had somebody from the Income Tax On1 t who 
bad kept his eyes open for these th~ngs in tbe past, 
who i s a person of experience and c ould advise the 
a ttor ney or advise the investigator as t o where be 
might nope to look, wha t he might hope to find; now, 
in other words, a person who is not only a successful 
auditor but a person who ' s got a nose for these dis­
orepanoies that ought t o be gone into . We need a 
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person with a good deal of initiati ve . 

As far as the sheer auditill8 and see1Jl8 that the 
attorney doesn' t get his feet wet in what be' s 
presenting to the committee, I assume we ' d have to 
have several auditors associated with him to do 
that Job . 

G~q, in talkill8 with Elmer, 1t is rq understanding 
that your special a dvisory gronr and Charlie Russell ' s 
group have both already detailed to work with him some 
of their - two or three of the very best men they have 
got, right along the very line that Ros is talking about 
now. 

Would that do it? 

Whet I'm getting a t is, you might have a certain case 
and the man handling that case in the Bureau might be 
a good auditor but be has no original ideas; and it 
you had s omebody who was a bead or that under you to 
choose men over there to do the work - maybe they ' ve 
done that - but I think you ought to have that unit. 

~lmer has developed -he' s got the contacts with 
people - the two pl aces in your Bureau where you ' d 
find them, and he told me yesterday that the man who 
is attached ••• • 

Nell , I wonder why wouldn' t this be - could you ask 
Irey to see what he bas done and let me know whether 
these men that he ' s been talking about to Russell 
are satisfactory tor this purpose or not. It they 1re 
not, I 'd be glad to know it and make other arrangements. 

He'll have to talk to Russell then. The last time I 
bad a conference with Irey, he was arranging this 
s pace and all that kind of stutt. 

Anderson ' s taking care of that. 

jibo is? 

•nder son, one of Irey's men. I've arranged - rented 
the space and ordered the equipaent. Burford 1a 101111 
to help I rey . Anderson i s Just takin& over the r out1De 
administrative detail. I got bold of Prooureaent, aade 
them dig up the equipment . 
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Well now, does that care for that, because if it 
doesn' t, why • • •• • 

Nell , I' d like to find out Just what they ' ve done, 
because I th1nlt you 1 re going to find you call a 
certain man over in your Unit there - Income Tax -
and he won't have a single bright idea . He ' ~ Just 
a good auditor on the figures before him. And I think 
somebody over there who knows those men should be i n 
charge of that particular end of it. 

I think you1re quite right, because that's what we ' ve 
found all along - difficulty locating the information. 

It was my understanding from my l ast talk wi th Elmer 
that both the head of the conference and the head of -
your Deputy in charge of Income Tax had already under­
taken to designate somebody to help on this investiga­
tion, the best men that they could suggest with a view 
to the qualifications that you are talking about . Now, 
I think probably you ' d be satisfied with the arrange­
ments ~lmer has made, but I think it would be an excel­
lent thing for you to t alk to him about it. 

I don't ~ow whether you have had this in mind or not , 
but let' s bring it out. Do you think they ought to 
be set up in some separate group or work with Irey? 

No, I think the whole thing ' s got to work together . 
But when you get in a case like - look at Ford ' s , 
for instance; the fel low sits down and there's the 
General Counsel ' s ruling of 1929 t .hat the farm loss 
is deductible . He audits the figures, makes the audit, 
but he has no further • ••• • 

Passes right over the interesting stuff. 

Passes right over the interesting stuff. 

That ' s righ t. ·rr you will check that with Irey and 
see whether that's all right or not - if it should 
be done some other way , let me know and we ' ll do it. 

Vlell, if Oliphant, llagill and lilac could stay for 
another minute to t alk about another matter • • • •• 

Yay I say Just one thing r ight here in the r oom? 
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Surely . 

I've had two Senators and three Congressmen ask me, 
"What ' s the matter with the Internal Revenue? Why 
haven ' t you been doing the job?" This letter of 
the President and all these things throws that inter­
pretation; e lot of fellows interpret that on the 
Hill that the Internal Revenue Bureau hasn't been 
doing the kind of job it should, because things 
wouldn't happen • • • • 

••ell , you ltnow, part of that, Guy - what they're 
trying•to do is i n part to excuse themselves, because 
their other criticism i s , "Why didn't we correct this 
four years ago," and t hey're just looking around to 
f ine a place t o put the blame . 

Well, I just wanted to mention it, because you•ve got 
to be on your guard about that. 

I know, but listen, this i s something very - they 111 
try to smear everybody; don't you think that these 
rich boys aren't going to spend plenty of money. 

I don' t care; I' d r a ther enjoy that , but • • • 

"ell, after all , the Senate's got to explain, don' t they, 
why they didn ' t t ake the Bouse bill last year . I 
wouldn ' t let t ha t worry me. 

Oh, I •m not worrying about it. I'm just saying that 
if the thing isn' t wat ched pretty carefully, you•re 
going to have a full investigation of the Treasury 
and especially the Internal Revenue. 

Well t hat, also speaking in the room, is one r eason 
why it is highly important for us to get a first-rate 
attorney and g et him s tarted immediately. 

Get the jump on them. 

If it could have been Ryan, it would have been ideal, 
because then you've got your own attorney coming up 
and appearing before them right away and gettin& 
started, and it can' t be an investigation or the 
Bureau. 

It won't be, if we grab it. 

• 
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Bel verinc 1 Outside or t 1••, I don' t care how aucb. t b.q i.DYeaU­
gate it, but Just tbe tiae that tbey ba••···· · 

H. M. Jr: kll right, thank you. 

Ryan: Goodbye. 
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( Converaation with Cbarlea West , Undersecretary June 8, 19.37 
ll:lO A.M. of the Interior, on White Bouse phone, re HOUSING 

H.li.Jr: Yee, Charlie. Oh, this is Charles "Housing" 
Weat. Ba, ba, ha l - - Yes. 

l'a not going to be bothered by anything . I only 
had one worry, and that was to put Charlie House -
Charlie Wes t into a slum clearance . Don't forget, 
though, ae I walked into the President's yesterday, 
you buttonholed me and said, •Henry, I'm willing 
to do this now." Remember? You did. I 1 l l 
never let you forget it . 

•11 I know from what Wagner told me was that seven 
dollars a room was too high, see, and that he wants 
sooetning lower. Now, that's all I got out of 
W:agner . No, no . No, I do not. 
lllo , I do not. 

The formula I worked out? - You mean - you're 
talking of the one in the President 's handwriting . 
Well, the one that I worked out is the one that I 
a11 willing to stand on and recommend to the President 
and to the country as a sound way to get low-rent 
houainc. Okey-doke. 

Now, the President, as tar as I know - all that I 
~ow from the President, his own lips, is that his 
only objection to my plan was that it didn't give us 
a cheap enough r oom, but - and then when I showed the 
President his own memorandum, he said, "Well, what ' s 
the matter With that?" And the only thing I've got 
t hat he ' s committed to is to ten mill ion dol lars a 
year . Now, does that check all around? What? 
All ri&ht . 

When those boys get through, they ought to make a 
aural or you, McReynolds, and me; they ought to paint 
a aural or you and me. 0 .K. But listen, 
when they do I don ' t want our back towards the Court. 

All ri&ht. Thank you. 

• 

Regraded Uclassified



R.M.J'r: 

Bel verilli 1 

H.M • .Tr: 

Oliphant: 

a.M • .Tr: 

Bel verill8 : 

a.M • .rr: 

B: 

B.M. .rr: 

B: 

B.M • .Tr: 

B: 

R.M • .Tr: 

B.: 

H. M • .Tr: 

B: 

B.ll • .Tr: 

H: 

B.V.Jr: 

Bello? 

Bello? 

Tee. 

.Tune 8, 1g37 
u:.a •·•· 

Jlow, I wanted OU7 Relnring to tell you this. 

Tee. 

222 

Be'e oalled me tor adT1oe and be sent the aen out. 
Mr. Dwight'• repreeentat1Tee, two ot th•, were in 
here to see me, and baTe presented a letter signed 
by Dwight - there are eeTeral pages ot it -

Tee. 

Explaining his situation and bow be' s endeaTored to 
get this question settled before. Tbe7 haTe pr e­
sented me this lett er; also a obeok wbiob is the 
entire tax on interest - two bundred sixty-eaTen 
tiTe naught six titty. 

Well - ab - two bundred and sixty-eaTen what? 

t2&7,50&.50. 

Tee. 

Also waiTers ot reetr1ot1one on the assessment ot the 
tax and all that. 

Tee. 

The regular tora. And t ben a oompraaiee to ~ 
aooepted settling tbe wbole matter, -

Tee. 

- Without an7 preJudi ce. 

Tee. 

'rbie aount repre .. nte eimplJ' the tax tor the 4 
7eare under d1eoret1on. 

T ... 
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B: 

B.M.Jr: 

R: 

B.M.Jr: 

B: 

B.M. Jr: 

B: 

B.M.Jr: 

B: 

B.K. Jr: 

Oliphant: 

B.M.Jr: 

0: 

B.X.Jr: 

0 : 

B.K.lr: 

0 : 

B.M. lr: 

2 

About titt:r-three, tour or tiYe tboueand dollare 
each :rear and the intereat. 

Tee. 
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Then he ottered a oampr<lllliee to ban thia all eettled. 
Now, I baYe retuaed to accept thie letter. It'a on 
a:r delk, but I retueed to aooept it under ex1at1ng 
oirolllllatanoes. 

Yea. 

But they rather think that I should accept it. 

Who ie tha:r? 

These two attorneys - Kr. Brooke and Kr . Cuthill. 

Where are they now? 

They Juat stepped out ot t he ottice while I wae 
talking to you. 

Oh, well, I mean are you and Oliphant in the seme 
room' 

Bo, we•re on the same line. I'm oYer at my otrioe 
and Oliphant ie 1n hie ottice. 

Well, are these attorney& working tor the Treaaury. 

Oh, no. No, the:r•re representing lllr. Dwight. 

Oh, well, it so happens Magill is here himeelt in 
my roaD. 

Tllat•a what I thought. 

You did. 

Tee. 

You .. elled biat 

Bo, I'Ye been trying to get him and they add he •• -

lb. 
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I wee trying to get it oleared up and I tried to get 
lrlm. 117 notion 111 about it - Guy asked 11e tor 'a7 
a4Tioe, -

H.M.lr: Oll. 

0: I tll1nk tile tll1ng ougllt to be llandled Just ae it it 
wee J'olln Zonae ot Padonk, Iowa - Just prooeed to 
handle it i n the regular war. 

B.M.J'r: And how would that be? 

Relver1ng: JUst aooept tll1s &8 an otteril18 oamprcmiee. 

H.J4.1r: Aooept it a8 an otteril18 oamprcmise? 

R: Yes. 

H.M.J'r: For consideration aa. 

R: Yes, I mean tor oon8ideration as an offering cam­
promise. 

H.M.lr: Yes . And what does that mean? What does t hat mean 
to consider it - you mean you'll take it under con­
sideration? 

0: Yes, that ' 8 it. 

H.M.lr: · What do you do With the oheok? 

Bello there? 

H.M, J'r: What do you do With the oheok? 
' HelTer1ng: Well, ot oourse, if they offer us a oheok then we'd 
send that to the Collector in New York tor bill to -
it later we aoo8pted the otter. 

H.III. J'r: 

B: 

H.II.J'r: 

Well , what would you do it somebody e~se oaa in 
and owed you for four yeare? Would you ~aka the atutt 
or would you oheok on the penalty? 

Well , that's a question in tll1s oase on aooount ot 
his 11132 return oitina the - what tll18 wee; that 11, 
tll1s interest on an -ount of 11one7 he borrowed to 
paJ' tor an 1nauranoe -

Oh, 7es. 
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H: 

H. M. Jr: 

8: 

H.lol. Jr: 

H.M.lr: 

8: 

H.M.lr: 

H: 

H.M:.Jr: 

8: 

R.M.lr: 

8: 

H.M. Jr: 

li: 

H.ll.lr: 

In other words it is one ot the oases. 

Yes. 

Well, supposing - supposing you - what - what's 
the technical language - you accept it as what' 

Take it under advisement. 

Yes, I understand that. How Just a minute. 

(Pause) 
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Well, it seems that we all seam to think you ought 
to take it under adTisement. 

Yes. 

See? 

Well, it that ' s all right , it' s -

Magill says definitely you should not accept it. 

Well, we haTen•t. Ur. Secretary, they have a regular 
ottering compromise here attached to all the other 
papers , -

Yes. 

- in wbich it reeds that these compacts tor the cal­
endar years ·~2, ·~3 , ·~4 - ' 32 , '33, ·~ and '38 -
they run 56 thousand, 53 thousand, 57 thousand, and 
62 thousand. 

Yes. 

That added together with the interest up to JUDe 7, 
yesterday, IIJIIOUnte to tf67,506. How that is all set 
out in the open compromise - the otter1ng compraaise 
reads .267,506.80 is hereby tendered voluntarily 

ot the said liability; 
to wit, all tax detio1anc1es, interest thereon, and 
penalties, it any. . 

Tea, now, loot - hellof 

Tea. 
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R: 

H.M. lr: 

a: 

H.M. lr: 

a: 

H.l.l. lr: 

H.H.lr: 

Oliphant: 

H.M.lr: 

Q: 

H.W.Jr: 

0: 

H.M.lr: 

0: 

H.M.lr: 

• 
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It aurbody elee walked into your ottioe you wouldn't 
give them a yea or no on the epot. 

Oh, no, no, no. 

Well, I'd take it under advisement and let it so 
throu8h the mill Just the way Oliphant said. 

Tbie tallow ie t ram PodDDk and I'd take it under 
adTisement and let your people look at it, and you 
till: let him know w1 thin a reasonable t1ae. .And 
it he doesn't want to leave the oheok there, Wb1 
let him take it home. I wouldn't give him a yes or 
no. 

Well, I ' m not goins to do that. 

Well, as tar ae -

I didn ' t want to aooept it in mr ottioe at all , 
unless we were tree to 81ve this oonsideration as 
an ottering oompromise. 

Well, I mean I oan only repeat what I said to you -
you take the whole matter under advisement. 

Yes. 

Is that right, Heman? 

Oh, yes. That's r18ht. 

Well , Guy, I'm going to hang up . I don ' t Ceel that 
I oan oontribute any more. . 
Well, I Just thoUSht you mi8ht be interested in it. 

Well , I 8Jil, 

And I wanted - I wanted Magill to know about it. He's 
on the line, i sn't he? 

Well, we•ve got the loud speaker on. 

That'e tine. 

I a - I 1111 part1..aarly interested at this t1ae. 
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B. M.lr: 

o: 
H.M.lr: 

B: 

H. M.lr: 
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'!'bat'. right. 

And I appreciate your oallina ••• and I 1Te had rq 
lunoh, and I'm soina to leaTe here 111 two llliDutee. 

I thought you misht leaTe ue a sood taste ot it. 

It•e not quite bis enough. 

(Lau&hter) 
That 1a not 1R7 mouth; I mean the oheok. 

Okay. 

Thank you. 

(Laughter) 

.· 
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Secretary of State, 

Washington. 

Rush 359, June 81 6 p.m. 

PLAIN 

London 

Dated June 8, 19~7. 

Rec ' d 12: 55 p~. 

FOR TRJ'!ASURY FROll B'!11'TFROO RrH. 

The Chancellor of the Exchequrr answered a number of 

quest i ons in the House of Commons this afternoon by the 

following stat!ll11ent: 

11! am glad of the opportunity of making a stat ement 

with a view to removing some of the misconceptions which 

have been prevalent. British monetary policy remains as 

laid down by my predecessor in his statement to the 

World Economi c Conference in 19~3 and 1n the declaraticn 

by the delegates of the British Commonwealth at the same 

conference and in the tripartite declaration ot Sep­

tember last . No change 1n this policy is contemplated 

or has come before the Imperial Conference . This poli cy 

does not involve an obligation on us to buy gold at 

f i xed prices but it does involve the purchase or sale of 

gold tor the purpose of checking undue fluctuation• in 

exchange rates . We have never heei tated and will not 

hui tate 

228 
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Page 2, 
#359 from London 

hesitate to. buy and sell gold for this purpose . As 

was made clear yesterday the arrangements made under the 

tripartite declaration which require close contact be­

tween the respective treasuries have been working to the 

full satisfaction of the governments concerned and no 

modification or extension of these arrangements is under• 

conoideration , Points of deta1l are under constant 

review • . 

I am informed that the hulk of the recent offerings 

of gold in the London market have been due to d1 shoarding" . 

The following supplementary, (that is extemporaneous) 

questions and answers were then made: asked "Is it not 

a fact that the purchases of gold by the Exchange 

Equalization ~d were at a considerable discount and 

does not that indicate that there has not been the whole­

hearted and complete cooperation between 'he authorities 

here and the authorities in Vlash1ngton we could have .. 

wished and will he give an assurance that in future there 

will be wholehearted and effective cooperation between 

our authori ties and those in Washington for the purchase 

of surplus gold and that pending a final international 

solution of th1a problem the British Government wUl do 

everything in ita power to maintain the sterling value 

of gold 
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MG Page 3, 
#359 from London 

of gold and commodity prices in the British empire" . 

Sir J ohn Simon replied 11.ls regards the second part of 

the question as to whether the Government will do all 

they can to maintain market prices t he answer to that I 

think follows quite clearly from the reply I have al­

r eady given. As regards the more technical point of the 

~1een1ng discount on the London market, that 1s, as the 

honorable member knows a highly technical question . I 

do not consider the circumstances have indicated any 

17&nt of coope::-atlcn . I am inclined to think and I 1111 

advised that this hi ghly technical question has had 

attributed to it an i mportance which i t does not mer1t 11
• 

Asked furthor '~ave I understood correctly the Chan­

cellor 1n saying there 1s no 1nd1cat1cn of returning 

to the gol d standard and establishing a fixed relation­

ship between sterling and gold" Sir John Simon said 

"My statement was that we intended to continue on the 

course we have followed and that there is no ground for 

supposins we are contemplating a change. Ultimate future 

questioDB will I think have to be considered when they 

arlee ." 

Asked whether it could be understood from h1a reply 

that nwe :r e to go on 1ndef 1n1 tely buying gold we do not 

want 
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MG Page 4, 
#359 from London 

want 1n order to keep up the price of gold we have" the 

Chancellor of the Exchequer said "I should make it qu ite 

plain that 1t one 1s aaked to IIUllce a new declaration I 

see no occasion f or a new declaration or policy .nd indeed 

there is nothing new to declare" . 

Tho amount or gold at f ixing was larger than had been 

generally anticipated and the official purchases greater 

thr~ ye3tord~ and the discount woe 4 pence os against 

2-~ ponce . These development& hove been unfavorably 

commented upon in the C1 ty. 

Although the rate doos not roflect it tho City be­

lieves that pressure on the frono has incroased or lote 

and considerable importance is attached to recent 

weakness in Prone~ Government bonds the 3% perpetuala 

being below sixty th7 lowest figure since the Poincare 

franc woa established. 

BINGHAM 

CSB 
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PAIUPIIRAU or TELIOIWl JtiiOIIQD 

JBOKa Allerioaa ~.,., Parte, J'nnoe 

DATia Juae 8, 1937, 5 P••• 

~.1 YM 

no• OOCIIJID. 

This nc1Ds I Th1hcl ~be BIUik of lr&DOe. The 

French oo~~ro1'• aTerage clai17 loeeee lae~ week until 

FriclaJ were 3&,000,000 fr&noe; ther rose ~o 100,000,000 

CD Friclar. 
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In Louo~ Sa~clay wu a ba4 clay far ~be fr&DO. The 

loaaee were UOUDcl 100,000,000 fra~a yea~erclar. Situa­

tiCID na boeptiODallf bacl ~oclaJ, ~he oon~rol huiDc 

IIPBD~ Ja2,000,000[-0UD~ qu .. tiOilecl) france b7 &a!O p.a. 

The gold and uchenge reaerTee of ~he French aQbilh.,... 

~ion fwl4 were recluoecl ~o approx1-tel:r 2,600,000,000 

franca. ShOUld ~he aen few cla:re wibeee oCD~rOYwaial 

debates Ucl WIOWtaiatiee Oil ~he lrenoh fiaaDCial prosru -

aa •e•• probable - ~be reeenee of ~- rraoh ooa~rol 

_,be eo recllloecl ~ba~ U will haTe ~o b!lT gold fr• ~ 

BIUik of rruoe. ... 
This nelliDc Bau4o1D/oallecl bf Pr•1• Bl- for a 

collfereaoe. There 1e 1111epioioa on ~e puo~ of tri .... 

of Bau4o1D and Ria~ aa ~o wbe~ber ~beee no are still 

polll1w1q "• ne queatioa of wbe~• ~o reeip fro. ~• 

. Teohlaieal OOilaiUH. I lla4 a OOilTW•tioa wUII Professor 

Jtiet a f• dar• ace, at which tiae he aat1oaecl this eubl8Cit. 

He e1p1t1oaatb r.-rte4 tbat pwer••h do not Ute to 

8H 
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-·-
'" tlaelr teollllloal a4Y1eere preolpUate poU Uoal orllee, 

wlalle u.e a4Y1eere tla•••l••• 4o aot like to ooau-. u 

euola wlaea tlaeir a4Y1oe 11 aot t akea ar wlaea a futile a1 tua­

tioa pr ...... u •• 
BULLift. 

• 
• 
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10 . : 

~ou J:llbaooy, put., J'ruoe 

Juno a, 18S7, 5 p.a. 
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rR.OX OOOHIWI. 
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Si.JI.oe yuterday noon ihero hao b- oeriouo cloteriora­

tion on ~he Fr81l0h arlte~. The only t.portan~ b!Q'er of 

fruoo hao been ihe French oon~rol, which yielclecl a larce 

aaount of o~erling a~ a quotation of 110.83. xore offer­

i nc• of fonucl franc wi ih wiclaing of clieooan~. Rat .. 

down 85 oentiaea ~o 1.15 trance in epite of purohaoee by 

CaieH dee Depot.. .Uoo weakneu in French eharu. 

!hie cle~eriora~ion of the aarlte~ is ihe re8Ult of 

unoer~in~y ao ~o t ho tax prograa which the Xinieter of 

finuoe i s eubaitting for conoideration, ancl aloo of the 

faar that ahortly a politioal as well aa a financial orioio 

!Ill)' cll'\'elop beoauee of the laok of reeourceo of the Go•ern­

aat fer aeetinc fi.JI.uoial require-~•. and pouible opp~ 

lliUon to ihe procraa of the Oournaat by the J'raoll 

Parliaaat. 

nnaly reoipecl ao Oene:ral ••cer of the Bank cle 

P&rie et clea Pare Baa. !hie aot1011 1B attributed direoUy 

'' to clifferenceo w1 ih h18 Pl'eeidont, xor-. Ii 1e ,_ 

•e:rallJ interpretecl ao be111i aipifiout of the growiq 
• ' . cltetr\1.1"1; for the Frenoh 1 .. Deal oa the part of re.,_ 

oi~le Pario ~ere • • 
BVLLIT!. 
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June 9, 1937 

Dear Mr. Secretary: 

For your 1ntormat1on I enclose a copy ot 

a statement which llr. Morgan bas made about taxes 

troa his home on Long Island. I telt sure that his 

views bad been misinterpreted , and I teel equally 

sure that you rill be glad to know it. 

I am, my dear Vr. Secretary, with great 

respect 

yours 

The Honorable 
The Secretary of the Treasury 

Washington, D. C. 

Enclosure 

• 
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R I L I .l 8 I Morn'PC lnsptRtfl . Tbursdv • .Tun! 10 . lifl 

Stateaent b)' Mr. J. P. llorcan. 

II)' interview on shipboard w1 th newspaper men last 

lond&T took place bef ore I bad ••en Pre1id.nt Roo1eveltts 

le1sace on incoae tax evasion, with Secretarr lorcentbau•s 

letter. I am surprised at the interpretation that soae 

people ••• to have put 01) rq of'thand remarks, for I 

oertainl7 have no sympa ttl¥ with tax-dodging or tax evasion 

and bad no thought of defending such practices . What I 

teal strGD&17 1a that when a taxpa.)'er has coaplied with 

all the taru of the law, he should not be held up to 

obloqll7 tor not bartnc paid •ore than he owed. 

J'une 9, 1937 
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June a, 19157 

Dear Mr. Secretary: 

I am sorry for llr . Morgan' s remarks about 

taxes to the ship news reporters in the tog down the 

bay yesterday. Thg,r do not reflect the views ot the 

active partners, and I cannot believe they are Mr. ¥organ's 

considered views . Rather they seemed to be just the hasty 

and irritable expressions or a sick man. Mr. Morgan is 

too ill tor his partners to confer wi th him seriously, 

and this may preclude his or our making aey public 

expression or our real views. I have felt however 

that this personal and private expression was owing 

to you. 

I am, my dear llr. Secretary, with great 

respect 

'l'he Honorable 
The Secretary or tbe Treasury 

Wasbt.ngton, D. c. 
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111 partipllraae of .. cUoll 8 of tel~ llo. 746, J!U'ie, .rem. 
8 , 193'7, page 1, line :a, word • (aa1811o11)• lhoold be deleted IUIIl 

tbe pbraae 0 wgbt to be Jt.pt 1D" 111eerte4; ello 011 page 1, liM 

4, delete • ( om1181o11)0 111d 1neert • hold• • 
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Secretary of State, 

Washington. 

364, June 9 , 7 p, m. 

GRAY 

London 

Dated June 9, 19~7 

Rec 1d 2:46 P • m. 

FOR TREASURY FROU BU'l"l'F.R\'IORTH. 
• 

239 

l.lthough the amount of gold offered at filing waa com-

paratively small (160 bars) the discount conti.nued at 4 

pence . Several arbitragers state that the publication in 

today 1 s DAILY !.!AIL of an article by Professor Cassell 

entitled "the price of gold should be cut" tended to "oaken 

the confidence engendered by the recent statements of the 

President and the Chancellor of the Exchequer. 

In the course of a luncheon conversation Graham Towers. 

Governor of the Canadian Central Bank, expressed his per-
and confidential 

sonallview that the gold probl~m would sooner or later have 

to be dealt with by the important trading nations particular­

ly the United States and the British Empire and be waa 

inclined to the view that as soon as public opinion was 

thought to be prepared for action a reduction in the price 

of gold should be undertaken, In this connection he stressed 

that since it could only be dealt with once it was necessary 

to effect a sufficiently drastic reduction i n the price to 

put 

.. 
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LUS 2-No. 364, June 9, 7 p. m. , from London. 

put the annual gold production on such a basis that it 

could be easily absorbed in the world's monetary system. 

Towers considered that attempts to restrict supply 

except by means or reducing the price were impractical, 

In this connecti on he cited the d.ifficulty which govern­

ments would meet 1n obtaining suttlclent powers and/or 1n 
' 

enf orcing the allocation of ~uotas among their own producera, 

the a t l ~uletion to dishoarding which any such step would 

effect and the tact that an attempt t o impose a restriction 

scheme such aa had been employed in r ubber and copper would 

accentuate the commodity rather than the ~onetary aspect 

of gol d , Towe:.·~ took the line that gold shoul d be more t han 

a commodity; that whereas it could not be allowed to play 

t he domineering part it did in the 20's it could be a useful 

servant and one should be willing to pay reasonable wages 

tor ita assistance. Furthermore the alternatives to employ­

ing gold in the world monetary system were impractical 

under present conditions . 

Towers emphasized the estimate that current production 

plus some dishoarding would mean that in the naxt five years 

the world would have to absorb approximately eight billion 

dollars of gold; that although France had lost some billion 

dollars of gold since the depreasion, given the state of 

Europe 

• 
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LMS 3-No . 364, June 9, 7 P• m., from London, 

Europe and the social revolution, which is now taking place 

there, it seemed unlikely that Prance would reabsorb the 

whole of that amount in the next tew years. It likewise 

241 

did not seem probable that the reat or the world would be 

able to absorb more than a billion or so dollars in the 

five -year period. Therefore one waa raced with the problem 

of who would take the rest and on what termaf, As regards 

Caned~, he said, like the other dominions ita gold-absorbing 

c_apacl.ty dopend6d upon its balance of payments; that if 

the next two yoars were very favorable, with good wheat 

crops marketable at high prices, he could r.ot imagine Canad~ 

absorbing more than between 100 and 150 million dollars of 

gold. No doubt South Africa would be able to take much 

larger quantitiea and Australia might likewise be able to 

take sene. However except for the gold-producing countries 

the doubt now cast upon the permanency of the present price 

of gold meant that no responsible financial authority who 

did not have gold profit up his sleeve would think of in­

creasing his gold holdings for the present . 

Towers seemed to expect a second wave of dehoarding 

to be started from India in the not too distant future, 

as the gold scare slowly penetratea that country, He men­

tioned that no one knew the amount of gold bullion held 

in 
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in India, but since the turn of the eentury the net imports 

or gold into India amounted to about 550, 000, 000 pounds, 

and thus far India bad only exported since 1931 aome 40J 
of that. 

242 

Other factors likewise tended to force gold out of 

hoarding in India such as (l) the tact that elaborate gold 

collecting organizations had been built up which depended 

for their rrofit on dehoard1ng; (2) the gradual change in 

the att itude touard hoarding not only due to the penetration 

ot normal banking methods but alao the amenities of life 

were graduclly becoming more desirable than, say, a gold 

bracelet . 

Towers furche r emphasized the effect a continuance of 

the uncertainty surrounding gold might have on recovery and 

cited this aa another factor weighing on the side of action 

being talcen sooner rather than later. At the same time 

he pointed out the danger ot commodity price deflation if 

the gold price waa reduced unless public opinion were care­

fully prepared, tor the public had been given the idea that 

commodity prices rose because gold had increased in value 

and therefore they might well believe that the reverae waa 

true. 

Towers particularly emphasized that the above were hia 

personal and confidential views . 

BIJOIWI 
HPD 
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Thera is ~awing flight fro• tbe franc, with "111. 8a• 
da.eatio oapit&l le&Yillg. An eetiuta by a&rket operatore 
W&8 th&t ftenoh control baa loat &round three aillion 
pouDda today, pegging the fr&no &p.inat sterlin& at 
110. 90. Yesterday it ns let elip fro• 83 to 110.90. 
There h & tight money m&rket, &nd it i8 r uaore4 tbat 
t0110rrow noOD the discO\IDt r&te will be inoreaee4. There 
i8 he&Yy interYention by Oaie8e dee Depots to preYent 
110re th&n & fn centiaee decline in rentae. On October • 
of thh ye&r the holder• of approxiaately oix billion 
fr&no8 of the outet&nding tot&l of between eight &nd nine 
billion fr&noe of the l!, 8 &Dd 9-ye&r Treasury bonde opted 
oo .JUDe • &re to be rep&id, which f &r exceeds t he antioip&­
tiOD of the Treasury. !he 1aaed1&ta tu &Dd gener&l f1Da.n­
o1n& pl&De of the ~ernaeot ha•e not yet been deo1de4 
upoo. Ta.orrcw t here will be deb&tee 1n the Ob&llber on 
& ae&eure for giY1ng the ~eruent fUll cuetoae pcwere, 
and the rider preYanUng exchange oontr ol except by 1-cia­
l&U•e &at ie &U&ched to thie aeuure. !here will be 
deb&te in the 88D&te on the deficienoy bill• which called 
forth the b1 tter &tt&ak by n&D4111, before the o-.ber 
)*8Md th •• 
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Tile J'reDOh pre .. , aUhoap reprodao1q treelJ' tile 

•tahMUh by 11aca u4 Br1Ueh pre .. oo-h ther-, 

hae today ~ pqiq -.oh aore aUeDUOIIl to the 1DterD&l 

f 1D&Do1al e1tu&Ucm thu t o the c old probl•• 

UD eJOno• on. 
BULLift. 
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Secretary of State 

1'/ashington. 

GRAY 

Paris 

Dated June 9 , 1937 

Rec ' d 2:35 p . m. 

760, June 9, 5 p. m. (SECTION TWO) 

LE CAPITAL, Paris, said today i n a tone 

repre3ent~tive of other French financial papers: 

11Tho success of the subscription to the 

American Treasury bonds exceeds the most optimistic 

predictions . The issue of 800 million dollars in two 

t ranches of ~qual importance, one at one and three 

eights percent and the other at one and three fourths 

has been covered approxima tely sixf old. Monsieur 

Morgenthau had to close the subscription books . 

These magnificent results come from the same cause 

as the influx of gold which has just raised such 
(warm?) 
warn arguments , that is the first class credit of 

the Uni ted States and t he solidity at every teat 

ot t he dollar which is on the way to steal the role 

ot gold aa refuge for the whole world •s capi tal . " 

Li~by has invoiced to Johnson Matthey 5, 826, 000 

francs s old bars NORMANDIE . (END OF MESSAGE) 

BULL ITT 

CSB 
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~y 
':'he probl• of pOP1iooe .. P..DII~ loophole a in tax lawo 1a • eontbNJ.QC 

and eu~preeent .... It 1a nOTer oettled by aey particular le«io-

lAtton. ~ax adllltnhtratton toda7 roquirea a ow:ceaaion of lawo to 

pr....ent the u.e of itl88n1ouo dOTiceo which diotort the original 

purpooe of the act and which er.ah wbat to the &Terace an •-s 
unethical and =-rra.uted &Totcl&nce of taxeo. 

!!hio 1a not the rooo.lt of acthitiea on the part of &ZJ:T po.~ 

el!Ld:atad. Bor 

1a it the reoo.J.t of concerted action on the part of tlupa)'ero ao a 

whole. ~ed by preaouroo which come from deep-oeated atti­

tudes in ~axation • . ~eae attitudes and theoe 
If 

preotnU"eo mu.at be real1at1eally eonoidered aa part of the problem 

o! tax adllltntahation. I will deocrtbe them brtetl;y because they 

!urntsh the beeqround -inat which tax aclmin1atmt1on 11111at operate, 

In the first place, n ban dOTeloped in th1a CO'<Il>tl7 a 'k.lwe 

aM.~ of la117ero and aceo1:1ntanh who l:lllb their l1T1QC 

b;y abowiJI& to people who can afford to emplo7 thee ~· by which 

they •7 J1&7 the leaet poaaible taxea. !hia~·~ ......... . a 

le61t1-te W.tneoo. JIOTertheleoo, b;y Tirt'lll of ita h1ghl;y ooapett-

tiTe cha.racter, it brtng11 about the followtn& attuatton. ~ 
~ ordlna'1'7 accepted otandard by which ..,.

11
WMltb¥ ~er Jwl&aa the 

o:!'ftciellq' of h1o tax attomo7 to tho amount tbat ba co.n aoTe in 

taxoo. !!!he 11101t tn&entou attomq, th.traforo , be.,_o the..,., 
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succeostul and the ..,.t 80'Q&l>t after. A Hh aole duty h tow.rd. hio 

client. If he h honeot , he will 110t con4one perJU%7 'bnt he t .. le 

DO coral or aoctal roepona1bil1t7 to the GoYel'lll:lent. 'lhereton, 

i .f he can iJXVent e nn ~ tor ci...,...,.,entinc the i .ntent of tex 

laws, which will be upheld by the courta, he h wall w1 thin the 

ethics of hi a proteuion, regardleao of ~:~effect that 

such a achem.e will haTe upon the general - ·*•*'a" of IUCh 
A. 

la1n1. lfe han DOW e ber of registered ettorne;ve aiJd tax acCOQDtenU 

uumberlJl& eppron..te~ 45,000. jpinat them are pitted 801118 2800 

field agents actin~ ent;el;ed iJl tax imeotigationa tor the ~ 

Gonrnment. ~e conteet io, oi courae , unequal. The ~ ot 

the oiu: R tax la'll)'er axceecljf b;v thcuaande of por cent the pe;v of 

hie opPOnent II!!Ployed by the Gonnm~~~nt. In thia IIIIUIDU the !DOlt 

re80Ul'Ce1'u.l braino of the 1~~,(_ ~ in acti";({-~~­
to aToid taxu for their cl1enhof-:...~·~"'~ ~nrti~»nt, ~ 
uoe t he aldll the7 eequire in that aerr ce ecainst the )'OUD£er :aen 

..rho take ~~~~.,!.!' !rhe Goni'D!I4nt then becomes a training 

school !~0• tPl'nenta. ...;.,... ~,_R..e....v 
I am DOt etteohinc en;v blame to &JITOne.( tor this aituation. I 

o.m only pointing out that 1t e:dah ancl. that 1t 1o one of the .,.... 

aona requiring contl m>&l rertalon of the tax len. 
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.f. .. coll4 factor IIIIich creaho the problem IIIIich now collfronta 

u.a ia ~,!'~~-t~,Y-t tax &Yoidance, aa oppoaed to tax eYaoion, 1e 

co~;:{ci.·~7i~Uilate &114 honorable ala. Gt• I!I&IIIIM • utnan 

Mhteu Jertd t; .,..,,... sa •a · 1 Mluueage of "'* 

• 

ace ted doc ne tbat debt avoidance 11 reapacta e &114 o~ debt 

zy.l} 'there prlnte obll&atlona are concerned, the -

people wbo now hire 1Dgeni.CIIl8 attorne711 to cut down their tauo 

110uld ocorn t o uae the aame mbtle deYicea in avoiding pliflllenta to 

their creditot:a• !!ere -.1n I am simp}¥ ceutag attention to a.n 

existing attitude. !!he ethica of tu: avoidance heYe crown up out. 

of a nrlet7 of ci:rcumatancea and the problem 11 not aolvod by 

blaming aJITODI. It 1a o~ 1.m:porte.nt to recocnile tbooe ethica u 

an exiotl,g fact becau.ae the7 are a veey important element in the 

problem IIIIich faceo the ~· 

24~ 
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I hope tb&t in the tu.tun ., at..lpblre -r be created ill 

which ..., rill heaitate to use iDCUioua 4eYicea to :;:;_d the :s-7- . .. 

ment of ta.xe~bdeaa, tb&t bappeDO to be - preaent atti- f 
tj~ ~t to- the Gc>Te;,.,.nt.0 tiler...,~.. " are ~ 
realiata , " rill reco e tbat te.x atration ba beeome a t.,. ~ 

nt in the c m1Dd '(D-P ·\ 
act tbat i ta 

on forcea are leoel,T ina4eq-oa 

arraiped +tit. 
A tbird factor in the situation ia the d1tficalt7 of d1at1JI-

guiahiJI&, at leaat before • caae 11 tried, betntm tax ayoi4&nce 

which ta w;ppoaod to be proper, a.nd ta.x enaion which is 111.ppoaed 

to be il:Doral. I rill not attmDpt to. define tlleae tema, ·"n'D 

l Dg a a a leo , tax atotaAiiCe 1111:11~ to be &DJi i02taJ& 1111!). 
~:· W' ::oaJ.re perjury epd In foCeue Of,,.,...~~ I 

C:_ be ..n_~. !lax eYaaion is &1>7 acboco which C&DDOt be plaual-

bq supported. So heey is the line betwatm te.x rraaion &Dd tax 

avoidance tb&t it ia alw&78 poeaible to claaaif7 &D7 COQPli eated 

acherlle aa ta.x Avoidance, ao long aa there 1a no abaolute certt\int)' 

tllet it rill be a<IJwl&ed i....,.lld at the en4 of long Utiption. 
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Theae att1tu4u ban created what m1£)lt be called the oporti114 

t heol')' of tu admllll.atl'!ltion. So 10114 aa thoao attitudea mot, 

the prouoa of t&x legislation '11111 ~ aomeabat aa follows: .t. 11\w 

'11111 be pe.aaed; 1ncen1oua dBYices for c1rcucvent1uc ita application 

to individUillo will be tried out. Th11 will take time. Finally, 

when BU!f icient of tboae devices have become current eo that a t;r«\t 

loss in goveraoental revanue be~no to appear, lesialation will have 

to be dra!ted apeeifically directed a t the now tu-avoidance !men­

tions which han appeared o.ince the L""t law. 

foda,y becauae of the var;tetr of devteoo to avoid tuea, tho 
~o..UA w ~~ :f!Ji·Afl~ 

situation Me \eL.e ,, r: k:zb ua• t ' l 'l'h&t this ia a recurriDC 
A 

situation 11 illuatrated by the tu hiatoey of the laat fe" yearo. 

Prior to 1934, the proYieiona pe:rml.tt1DC deduction• for looaeo re­

aul ting fl'Otl otoclc aalea had become one of the largest loophole• in 

our tu admlniotration. .ln«elll.oua uae of those deduction proviliona 

permitted individualo to eatablilh l ooeea by exchanging atoclca with 

each other and calllng the transaction ,. aale. llu lstpe u m • 

gp 1 • 1 r tb OJ OS o't btl& l:a.. However • 1 t D O tbb kind Of a ~ 

which would neYor have taken place had 1t not been for tho deoire 

to avoid tueo. !bat loophole • • pl~d in 1934. Since that date 

new devicea of evan creator compluit;r and 1nceZ1111t7 lava ~en 

developed, imltatad and copied W>til thq are now i n very &eneft.l 
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use. Aa ia u.ual tn 8UCh caaea it takea time before IU!ficient in-

tereot 1o created to c!.eCBnd refol"L l'or e~le, tn 1935 - two 

years a(§> - under =:t inahuctlona. llr. ~~~rt~~n ca.lled to 

attenti on ot the Colllllittee on F1no.nee ~ ooetlloda ot tax 

evasion which are now the aul>Ject of thh inquiry. !~!he uee of tlloao 

devices were then leoa aerioua obatruotiono tn the collection ot 

rwemle and not h1Jl6 we.a done about thOCII, Re10rt to thecl has noy 

increased to INCh an extent that IOCie retom 1a imperatiTe. 

Of cou=o the attitudes 11h1eh ere&te thia contimloua taalc ot 

circumventing no• tax aToic!.ance dwic01 ennnot be legislated awe.7. 

The 1lllllec!.1ate obJoctiTe in the present omorgency 1a practlcal tax 

le;:ialation. lle.-ertheleaa, I am llopetul thl>t the contiwed publicity 

11h1cb hearilJ6a of thil aort gin nth reopect to the game of tax 

aToic!.ance .,..7 help to create an atc>oaphere in tax ac!J:d.niatratlon in 

1fh1cb r:ten Yill hut tate to USO these artificial dOT ices tO &TOld the 

pa;flllent of taxoa Juot aa toc!a3 they heoltate to use such dwicu to 

escape the po..yment of prl't'at·e debt a. -I '' '' •• • 1llaut:attca an 

_r.ttitudo ap1 M I hope A]C R'u *'l p1" 1 P1 •*=tf a Wilif i h tBi 

*'on af 11' a au taw )OU llfWP )WI tluulo- ._. •••x;t ... I 

tbl Ietier of tbl lit to ltu ' '·ft; 1 w UA di i460Sti iiib£er-

twrsa or m qao=* · ta aa lea Mw wle pa:pcaa 61 ifOi dfiit hii D6i"'fi.l 
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tax burden. Peri>Ape contiDWid publicity $inn to the a>H 1'anteat1c 

methods ot' tax a'l'oic!anee now conaidered le6itil:ate ~ Cllke 8I1Ch 

an at t1 tude the ro.le re. ther tban the exception. 'l!hla 1»¥ be an 

importent b)'-pro4uct ot pu])Uc hearinge on current tax de'l'icee. 

I will therefore attempt briet'ly to describe in terma w~ 

the avem;;;e t~er lllllf underatand, the ll&neml ehero.cter ot'J! the 

methods now in uae. One ehemeteriatic Nne through all ot them. 

I t 1a the creo.tioD o1' e. !!llllt1ple penonality in the t~er. 117 

this d8'1'1ce he ceaeu to be a aingle 1ndh1dual aD4 beccaea a wllola 

groul' ot people, tome of wboJ> are e&minc 1110ney 1ihile other• ar. 

losing it. Be d1'1'1dea himaelt into aUYeml people , eomet!JDee incor­

pomted and eometillee not. Be piU'pOrte to carry on bu.I1Den trane­

act1ons with hie family at arma-lOJl&th. Otten he convillcee hilleel.t 

t !Bt theae aeparate people actually exht. bch one of theee 

i.alaginaty 1Ddh1cN&la 1.nto which the t~er dirtdea himself deale 

and trade a w1 th all the other ~ino.ty indidcluale. 
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The total. reiNlt is a aeries of loaees -.tdcb woulcl not have bee 

deductible for t&x purpoaaa had the t&xJla¥er rcai.ned a eiDg1.e 

personality. 'l'he d.1ltere11t -tboda by -.tdeh the porta of thU 

llllltiple peraonalit)- deal with each othar are varied aDd intricate. 

l1e will attecpt to clauUy thEID leter. 'i.bey are, hoofever, of this 

&eneral character. A ~yer creates a separate personality to engage 

in an activi.ty 'llhicb ia a hobby or a luxury or an ordinary llviog expenee 

or even a method of investinQ 1'\mds. l!a then charges the expensoa and 

the losses of such activi.ty against IW:Isalf. 'l'hu4, he is able to 1».1 

interest to himaeU, to charge biJoself ·for -vacations and pleasures, to 

give hiJiseU pensions, to be his own insurance CCIClp&IIy and ao on. 'Dleae 

transactions partake of the same unreal character as if a small taxpayer 

incorporated hie hOUBohold kitchen .J;! resUiurant and deducted the 

expenses and losses fr0111 hie taxable income because be bad ao few 

Praotical.l.y all of the devices -.tlicb we will cite leter woul.d look 

absurd if applied to paraons of small incCIClOS 11hoae activi.tiea ware 

necessari.JJ more restricted. 'lboy are important as tax-dodging devi.cee 

only for the very rich. Not only do they look absurd when applied to the 

small taxpayer but they are also too expenai ve to be useful unlaae large 

sums are involved. 

'Dle analogiee -.tlioh are ueed to support these dances are found in 

the corporate structure by which business in this c0UIItr7 i.a ccodllctacl. 

253 
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The cliot 1n6UJ.ahina f eature, howe..er, between t he corporation u .. d f or 
a blaineas pu-poee aDd tha corporation used for a tax avoidance purpose 
is the t act that 1n the latter ease were it not tor the tax lan DO such 
corporati(IIUJ woul4 have been tonoed. 

The use or the corporate device 1n order to split s siJigl.e un into 
a nw:tber or personalit ies is oi'ten ooctraor d1n&rily intri cate. However 1 

or late soc:u1 tax attol'ZlO)'e have felt that it was not neceaoary to go to 
so much trouble . They have 1n effect split 1ncli~ u~~erent 

persona 'llithout bothertns to .1noo"{Pora1~e: / rich man ~s a~ as a 
hobby. he call.s hl.:sselt ~ 1n this cheraoter ';.oses IN1rJl11 ,; ...-.-..~ ... t..;,...,....::.....e ~0>4<>,. ~ ~ ~'( very heavi.ly 1nde5d.A.pe 1· iAOt '£i ·U:eM '' \Je • '~/\ becauae MAd6lJI&.Dda 
too 1011ch luxury on ~s ..:~~· ~~his expenses . He then charges 
off the l oss on hie ~ Al;:L..;t his inca:>o .ff(.. C>&ll taxpayer would 

~~d:V.. think of callln.g himself a,.! cctwal eoUII' and then charge~ 
expense of his golf £l'l>ll against his incaoe because he got noA~. 
However, we find an 1nc11 vidual who 1n one copaci ty charters a pleasure 
yacht to him.aelt at a groat loss and deducts it from his inc01118 becouae 
thouth au a business Dl&n he ill euccessM, all a protesaiooal yach~ 
he is a heav:r loser. These instances are not yet u frequent aa the uae 
of the eocplicated corporate peraooal1ty wllich is harder to see through . 
llevertholesa, unleaa lagi11lative action is soon taken suet! pleaeant 
methods or teld.ng vaeationa and eettinB rid or taxes at tha same time 
will be iJaitated and c(lll8titute a serious threat to the raveme. 
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aetlfttl&s 616 Di M hit I ;t rr! ,, l!ost 

of the= have talked tbeuel..es into belining that the aethoda 'll!rl.ch 

they use aro socially leSitimate. They profess canplete personal 

i rresponsibility, contending that if their ll8thoda are wrong it is the 

duty of the tax adcd.nietration to ferret them out and to conduct long 

and expensive lit~ticm in order to detenoine their nlidi:J~/ 

individual believes tbat he is morelly entitled to teke th~~~~i,z;¥1 
1\ 

tbat he has nothing to lose and everything to gain by te1c1ng 1t, 

'llle device of the aul.tiple personality of the aineJ.e taxpayer ia 

of course not the only loophole wbich requires immediate attention. 

!.!r. Jl&Sill, who 1lill follow me, will underteke to cla.srlfy the 

principal ones for you in detail. 

I will ~ sumcarise the principal ach"""s 11b1ch are being deYiaed, 

copied and imitated today. They may be divided rouahlr into three 

classesrFirat, there 1a the dence or ... 1c1 ng the taxpayer a aul.tiple 

personality whose characters deal with each other, 11b1ch we have just 

deserl.bed.. f/second, there is a variation on that deYice by 'llhich the 

taxpayer deals w1 th his family at arms- length and creates taxable losses 

out of the performance of personal obli£11tions 11h1ch he awes to them. 

255 

he tekes his wife into partnership with him. He aplite his incane between 

himself and hia children inatead of ma1nta1n1ng tha.?fn.e third device 

1e one where the 1nd1 rldua1 doing bueineaa in tbia COIIIItry lUkes it appear 

by a aeries of corporate personalities 11b1ch he controlt,;hot he is 

actually doing buaineaa abroed in a<DI country where :IoCr.~ be taxed. 

In other word&, tranafera of title which lld.sht result in taxable inccae 

are Mde to appear to haft oc~ 011taide of the United States. 
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We do DOt la>ow how extenai vel¥ thh l&t tel' de.ice h beiJIC 

used. 1re do lr:Dow that within the l&st two yean, 585 foreign eo:r-. 

porationa have been famed which prolBbJ.¥ represent bu.l1neaa in­

tereeta in .America. 11e do not la>ow bow ~ haTe been uaed !or 

tax avoicllulee pwpoaea, but ...., do lr:Dow that some haTe been 110 uaed. 

11e belie.e, bowe.er, that the use of thio de.ice 1e lpreadin«• 

I.n a~ e.ent , e.en if it ohould pzoTe to be not Te:17 axtenahel¥ 

uaed,just now 1t 11 moat iD~porta.nt that ite pooeible growth be 

256 

stopped before Tested interests arise which make 1t a still more j 

di!flcult pzoblem to" deal with in the fUture. jl' 
For the eo reasono I belie.e that the use o~ 1 the, multiple .Pfr-

<~~l{t.~ 
aonality bT the ~er has now reach tbo •tace 'llhe~ew ·'" 

*' ' p Nya. 'l'he process of flght1D£ in the courts all the 

different schemes which ~ be woTen around this concept 1s too 

alow for efficient tax adminlatration. We intend to give e~lea 

of a large m=ber of extreme eaaee, not all of which would be up-

held by the courts but mo.DT of which are 1Uff1o1ent1T plausible , 

eo that they can del&y and hinder tax collection. It 11 the 

hlato:17 of tax lltiptlon that it talcea yean to !inall¥ ou.tlaw a 

tax nToidanee deT1ce which once gete a foothold among tax attorueya. 

In tha ...,en-bile. the Oonnliii8Dt 1'8Telll18 1a illpeired in two -.ya. 

ftrat, bT the actual lo .. of 1'8T8D\UI 1molved i n epeeific caeee, 
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A/(~~1 
alld aecond, b)' tbe ofiiM' ._. the Uase alld enerQ of the peraonnel 

1\ 
and the tex-enrorcill6 ~eo 11 ao larp}¥ oc:Ctglled in U Up-

tion. 

It 1o true that ~ or t he clevic:ea 'Which we haTe rererred to 

a re be ins 111111 tod alld reetricted b)' tbe court a. li...,ertholua, 

the a1tut.t1on 1t atill wrf1ciantl7 contuaad ao that a great deal 

of litip.Uon 11 nquired because each eaae daala with onl.7 tbe 

particular facta imolTed and d1aUnct1ona in intricate aitaationa 

ca:o alw,ya be ...te • 

.t.n4 what affect baa the inc raaainc uae of the11 ct.....icea on 

reYetmeaT That , of course, cannot be exacil:r det ermined. l""e~ 

t heleea, it 1a a aubatantio.l factor which 11 CWII1l.at1Ta in affect, 

Juat aa the 1Dtluence of a conti ttaed conroe of ebarp pract1c:ea in 

~tc7 eaaaa tanda to redu.eo the total d1Tidanda to creditora. 

!!Ia noareat """"" mich we can Cllllco of tbe l oaa in ~eanea CO\uaed 

b:y aueh pn.cticaa in the tax field baa boan arriTed at in tb4 foJ.,.. 

.U :rou !mow, each November the T:eaourr Department 11 r equired 

to make an eattah of the ~anue of the leden.l Go1'8rtael1t for 

t he balaDee of the current ficcal ,..ar andillt; on tbe follorillC 

ohma 30th. I need ba~ .a;r that the problem ot eatialtillg the 

r<weDWI 1.• an uceed11lt;l:r co:aplicated one; and t hat ..- •rein of 

error b. the e.nnual eattatea, reotillt; aa the)' do tqX>n foracaata 

2~7 
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of blaine•• ooll41 tiona, price a, aD4 & boot of other factors, 1a 

1n8vi table , I talce creat .at1 &faction 1D the &eettr&C7 of the rwe­

nue f'oreceah 1:1114e olDce I aeeumed the reoponalblll tiee of the 

office of the Secret& I')' of the !roa1U17. !he first eet,_te of 

income ta.x receipt. mc.de under ~ lftlpel'Yilion •• for the flac&l 

year 1935, A<ltual receipts for tl>At y.ar proved to be 4, 6 per cent 

greater thaD rq eetlmte. In the followln& !heal year, 1936, 

actual receiptl nre onl7 1,5 per cent under rq eet,.te for tb&t 

7ear. Por the filcal 7ear 1937, the 1'rii>IU17 DepartCIIInt eo;~lo;red 

the S8l:le methode and the eame peroo~>~~el 1D mld.114: the reTenu. eott­

matea aa bad boon eo;>lo7ed l,n the two precedilJI: 7eera. 'fthen, .J. 

~~.,(... '~ -t.=t~· 
therefore, the .,..nat income tax collection• ill41cated th&t income 

~ ~ 
tax receiph for t he fiocal 7ear 193'7 misht be &a much ae 10,4 per 

cent below the eotilate made l&et llon:aber , I became p Up ODD-

earned. I re&Uted fn117, ae I &a mre :rou do, tbat all the care 

in the world could not al~a pHYent & nbotantial error f~ 

entering into our revenue eett=tea, for, ae I haYe a1read7 1&14, 

theae eetiaahe depend upon forecaata of the :fUture; aDd the 

capaci t7 1o not cinn to mere I:Dlman be1111:1 to foretell the :fUture 

'lflth acettr&C7. I ._. a•re aleo that rq predeceooors 1D tba 

tr.suq DepartmeDt 11&4 onr-eotilated the Oonnaellt 1o inco:oe tax 

receipto 1D t he three ;r.ars 1931, 1932, and 1933, b7 15.1 per cent, 

7 ,3 per cant , and 1:!. 3 per cent, reapectiv•lT• 
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lleverthele .. , I •••••••"••a-1 eo1 _,. • ...lli~~.,.·~l decided ~o imntip~e 

~be de~ailr, ro tar ar porrible , of our larch, 1937, ineoaae ~ 

collectlonr. !bl.r imeatip.tion diecloeed ~be tollowiDg TeJ7 sic-
' 

niticant !&e~l Oollectione in certaip areae where ~hen it a eon-

aiderabla coneptration of Q&l~h tn1 i!!C()IIle hpd !!pt inCF!!Ied by 

as lares a pereept!wt! ae hM the toW inco• ~ reoei ptt tor th8 

countrz as a !hole. In connection aith thh fact 1t 1a tnrti=-

larl;r important to note that dividende represent a larger pereonta&e 

of the not income of people aith lar&e incomes tbAn the;r do tor 

people nth ame.ll incomes. '!le knew thAt dividend disbu.rrsmenta 

b;r corpore.tions dur1Dg the calendAr ;rear 1936 b&d inerearcd aa­

teria~ over tbooe ot the preeedilllt calen4ar ;rear. 

It seemed reo.aonable to suppore, therefore, thAt po.rt at leart 

ot the direrepancy between our original ertimate of income ta.x re­

ceipta and the receipts ~hAt r:dght be eatimted on the 'berir of 

our actual collections in llueh, 1937, might be due t o a aider 11M 

ot various metbodr of ~ evaai on and tax avoidance. And, wben 

..._ !hd· r lt·n•·n of *b• Trc··>w, lir. • Ell Ul.glll, undertook 

a thld imrrtigatlon of th1a po.uib111t;v at rq requeat , he fO'OJI4 

lmCh ~o support th1r eonelurion. 
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l£r. 1l&gill will describe to you 1n sOIIle det&U the cbaract&r o! 

hits investic&tion. ~·aceosar1.4', it waa a quick IIUM8Y, but the audit 

of the 1936 returna will W>doubtedly disclotse additional date to enable 

us to determ.ne w1 th ~tar accuracy tho methods or avoidance cployed 

by sane taxpayers. In this connection, it must be borne in mind that 

the Bureau o! Internal Revenue faces tremendous physical problema in 

the audit of tho r eturns and 1n its e!fort to prevent tax evasion and 

avoidance . '!here were about 6 mill1on r e turna filed for the taxable 

year 1936, and it has been our experience 1n the peat that o~ about 

500, 000 can be pup1~ audited with tho force of about 3 ,000 men that 

we have available. 

I believo that it 1fJ1J.:¥ be appropriate to eay a ft!W words re<t&rd1fl6 

the Bureau 1 8 progreso in the last fmr yoars in connection w1 th the MkiflG 

of t hese det41led audits . Prior to 1935, the field 1.nwstigat1ona ot 

returns were not coo:lllenced until appro:idmata~ 1 year after the tu1Jlg 

and were not caopleted untU about 2 yeo.ra after fili.ng. l.t present, 

field investigations are begun ~ raonths o.fter filing o.nd are caoplcted 

approxi.oate~ 15t 1110nths after fil1nc - an advance in the conduct of the 

work o! field 1nvost.1ptions of eppmd•e*eJor 9 months . Th' · 1 
• •• 

1- .. .., +- ., 1'V'l ,. ___ ... ,, rtt•nuz will m · iFII•sv UL a.e au ••• son M. a m ) - ...... 

'!he collection o! addi ticmal taxes, a substantial portion of whicb 

represents rccovories in instances 11!!en tax avoidance or evasion baa 

been attempted, baa constan~ been incrcaains• Our revenue aeenta• 

2&0 
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rec<XllliOndations !or tho asaessme.nt of additional taxes increased !'rem 

C20J m1ll.ion in 1934 to tJ55 c1.lllon 1n 19)6. Experience has shown 

U..at, t.brouOl litit.ation or agreeoent witJ1 the taxpayer, about 70 

per cent of these reccm:.ended additional texoa are ulticatel.y collected 

261 

by the Treasury. For the first t en months of the present fiscal year, 

llf.Teements with texpflyors for the collection of addit1opal taxes ~e , 
c.~·""""'"' I 

been secured amounting to about $130 million, o.nd Woe llill uo has 
1 A . 

in!onned oe tl'.nt ""€. is confident ·J( 1l1ll collect by acre=ents more 

taxes duri.nj:; this fiscal year than it has over collected in tl'..at r:>annbr 

at aey tilll8 in ita history. 

Undoubtedly, prevention of tax avoidance and evasion would· be aided 

1..y 3n examnation of a creater volume of returns . I think that fiWtbol:;J ~ 
....,.. 750

1
000 r eturns, rather tban the present 500,000, deserve year~ 

audit . HOI1eYOr, in consideration of tbe s::>all personnel of tlle 

Depa.rtclent ca:~parccl with tlle ,ery large nucber of accountants and 

nttorneys 'llho are constant~ encaged in the prell'll"ltion or returns and 

in t he defense of the talqlAyers 1 position, the record of the Eurcau 1G 

std ' ti:"!l • \71th. our l1mited force, we lllUst collect the ll'.a.xinttl1ll of revonue, 

end wo oust do eo in such a way that we ore not ;years behind 1n our work . 

:rnese tax avoidance devices to 'llhich I have alluded have affected 

revenues of the Government 1n tlle followiJIG ways• 

(1) They create the belief that rich man with expensive attomeya 

do not have to pay taxes . '!bore is just enoueb truth in this to have 

far reachine consequences on the morale of hundrada of thouaanda of 
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ta..'<!'llyers. 1-o ono can possibly calc:ulote how ~ petty evaeiona 

nhich can never be detected a=ne 6 llll.lllon ret= are due to the 

'belief tl'.at clevemeee rather than !airneso 1a a proper criterion of 

t l'.e taxpayer . Thus, tax ethics generally today ~ 'Where buainess 

ethics and t rade practices were in the nineties . 

(2) In tho hichlY competitive situation 'Which exists amone oxpert 

tax attorneys, plausible devices spread npidly and tax evasion one! 

avoi~ce increases without aey"One reallzine the extent of tt.e i:peir­

""'nt of tax adz>ird.stration until the end of the ta..uble year, Evon then 

an aY.act ea~te of the effect of tax avoidance is impossible . 

(3) Vestod interests gr<nr up i n tax avoidance devices in the course 

of time so tl-.at it becomes very difficult to change them after they 

receive a somi-rospecteble standin&· 'l'hie factor cakes quick nction 

ndv1sable to decapitate new schez::es before they achieve the force and 

respectahill ty of la1r. 

(4) After tax avoidance dav1cos havo become an acceptod part of 

tax lmr, arty attcr.~pt to chan!.-e them is heralded as .a persecution of the 
,4.~ 

rich . Today, for example, we are met by tho charge Mde in~ quarters 

that this attempt on the pert of ""o Treasury, forced on us by a cr&du&l 
,o..:_<.L #.... ~~ 

acC\1311l&t1on of tax avoidance devices _._ ~e Reve=e Act of 1934, is 

an attack on wealth. Actually, aeyone llbo stves the utter unbased 

consideration will realize that it is for the benefit of the rich to 

plug loopholes in tax lan, since this raieos 1110re revenues w1 thout 

reisine rates , 
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le ~~ aeal ~~ ·re~' e gt Jnbn Po Bodke' tllew ta 1 112 1zaC~ 

• ,. p r ·*" b•f· . . ... t ·· ae]]ooU a - .... d} · · •••.• M!JA. 

1 M eed b• 1e 'nJLZMl \) Chi g&elit p.1.6fic iiljsNiilOU C ..... 

"~bll.•._.a,.e'"·""Ant.t...;ft.•wnal•,.•ot~•ii;+~• ae ... •"'=al',..,.._.,.,_,.,,., ... ,..,_ .. ,. !'ho preoralenee of ~ 

device• we ax-. t;oiQS to deacribe baa caat a au.ap1c1on on JIII.IIY rich 

men wbo 4o IXIt deaol"'e ouch auap1c1on. There 1e certa1nl;y 110 poui· 

ble adYantaee to the conac1ent1ou mn of large income to allow 

!antaat1c •~• ot t.u aToldalu:e t.o contillU.I. 

(5) AM tiaall)- there 1a a Ter;y i.Ciportant question ot tha 

renl:llle: !hoae tax deYicea which dataat the intent ot Co~aa bu.t 

'tlbich neYertheleaa are legal, coat the Gonl'llment qe '"""'•~ 

00IIIftftaa Bit tr eatup]J y 1nt • nd"' tO c1J• ' ftij ~ae ta.x 4ev1cea 

which ar. pl.e.uaible , though not lecnJ., Ol'llate contbmal nnd expen· 

aln Ut1pt1on. Uo collectin& at:enc:r can operate ettectinl;y U 

it 1e hal:q)er.d a\ w er;y tum b;y law-IIUl ta. 

llon tor our " thif time 11 t.o aa81U'8 

. ·zeo1 ,to cain enr;y dol lar tbat we OO'O.Dted 

l · :rear -38 1n order tbat we IIIB.T balance the 

01111 t.o Coile 11 th rtquelita tOr new ta.:le •• 
t t=perat1Te to ca£ ~ ... tten jo 

e at thla t ime. lre /resent t:~>ej-tter 
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of tu dnicee 11b1ch '11'111 fo 
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aitu&tiona m&1 be oonaide 

now e:dattn&. 

In tbe preeentation 

lllt.ll;Y caaea '11'111 appear 

tull tnfo.-tion. 

tartly in order to re 
I 

returna. If under t b e 

voluntarily appear 

thea qu.eationa 

I 
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f r tbe opecific ~·•• 

preaent 

metboda 

ttee 'folun-

ee ben finishe<l. 
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In reply reter to 
FE 711 .94.11/25 

CONFIDENTIAL 

DEPARTMENT OF STATE 
WASHINGTON 

J'une 10, 19~7 

267 
~ 

The Secretary or State presents his compliments to • 
the Honorable the Secretary or the Treasury and, with 

reference to this Department 's letter or J'une a, 1937, 

1n regard to Chinese loan negotiations with Great Britain, 

encloses, tor the information or the Secretary or the 

Treasury, a copy ot that portion or telegram No . 350 or 

June a, noon, trom the Amerioan Ambassador at London , 

which relates to the subject under reference. 

Enclosure: 
From Embassy London 
No. 356, June B, noon, 
in part. 

\ 

Regraded Uclassified



• 

Drparhnr•d af •tan 

0 
"'-----

ENCLOSUU 

wner droned 

.AUUU ¥!!;KD TO 

• ' .......... 1 , ... , •• tffllllt -

-

Regraded Uclassified



0 
268 

As regards Chinese nesotistiona tor a loan in London, 

Cadogan said the 2,700,000 pounds Centon-Meishen loan, 

details or which had already been submitted to the various 

consortium groups, although still under negotiation in the 

matter or tinal security, was virtually settled. Meen­

wbile Xbng's negotiations with Treaaury had gone on but 

were not completed. The Foreign Ottice understands KUng 

will visit the Ohited States and return to London about 

mid-July during which time it is expected t he negotiations 

on this loan particularly in the matter ot satisfactory 

security Will continue. Cadogan said t~t the other loans 

proposed by the Chinese Minister tor Railways were merely 

remote possibilities and in any oaee 1n all these negotia­

tions Kung also held the whip hand since even in the mat­

ter ot railway loans the question ot tinal security was 

one which tell Within his province • 

• • ... . ' . 

• 
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C#' NEW YO"K 

(r-FtCE coRRESPO NDENCE 

To ~nJ XAL JIYI, ____ _ 

_~o._ W. Dtdra wmr , .. or •nee. 

~~r. ~'~-~~ ., ... ~~ .._. n.,. "" hftUa • 

1'0\llh Uae 1a Lea~ be A14, be~-;14 ndaeee; tor \he __ ,, 

al~h u ba4 ....... llalt DOW leok .. Uke ....... elola4 

onr \he a\ooll aullla(*leh ..... \o be 1a tew a ,..,.._. 4.,ree­

noa) hat ...... •o be a bl.l 1at1•••• 11a •h• tonlp .ah•1• au­

tit, ne • •• a .. an .. U117 w •-lr" -.-awe rr­
IOO,ooo -. 4001 000 ,.aa4• a 4q , _,.., .. 111\h 1,1100,000 \o a,ooo,ooo 

)0111141 baton). fba .... , 1\S.U holM .. 11a looa40'A, Bol\oll peeee4 

at be\wee 10,000,000 u4 10,000,000 poaa41. Be proaiee4 w 11•• •• 

aore aacnude t1pn1 lder oa if ba 001114, 

In ,.,.. •• •h1lll• wen ••1'7 ba4a r•••• wue •Al•U• blat 

tor ott111al ..,.n. It U wen Dot tor the latter h11 -~..-.. 

_LI,r:_,~~~~~!r:f~~~~ .. be ...... •• aU. the •-• fer ...U.. 
pl'ObUlT 1o,ooo,ooo \o 11,ooo,ooo poaa4e tor the 

••• \hr" UTI• !'be poa1'"- •• •• ba4 aa 1' ha4 waw b... n 

••• 41tt1111ll' ..., \o ~ ot 1' 1la ,.q othu hl'lll \he a eftl11. 

loltoq on14 ptn.re tUftlT .. , llilbt happe "' 'h1DI• •n ... 

to • bre·'d .. po~ • ..,. -· n. balil of it aU ... \he'~­
A.-

'heua17 poa1Uoa I\Pala'e4 bT ,_.,. ot
11 

, ......... ilao.,..a 1la 

taaUoa 111b1lh W b ... e aMeiAI'7 ltMMII of \be Mllfl ... S.etMUt)' 

of \he IOYW•tn \o 1'11" lo••• 
I .... lol'- n.tber he W Mlt •n ..Uu• s.a eMs.Uoa 

'o \be .. ,ooo,ooo ba a.Uoa .. s.a h1• aa)le ~~ •1'111111· le ..,U .. 

'ha' ,b.,. .... ~"" --- •• au~~• ...... ,..... ,... II1P' ~· 

U. at OD7 -••· I ••U• .. \b.a' w W b .. 1IIIJiRI .-.wu., ben 
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date tJtalaa, ••, '-1al lu• 111 11 tu .._.11• IIUlloa ,_.,, 

u4 1a1a .. \llt S..,rtali• lhd ht Otali41Hd Uad a btlJhl ""' 

lelMil laca1rt4 m•bar •• ba4 ba4 1a7 hnber • ..,, aNd 

•r lhriaa trt•••• I tel.4 bla ao, ... .,, I .... b, I aicbl UYI 

,__.,.,,.. t.r )ala 111 a t .. (qt. I ••U•t4, bo11Wtr, lhd -rd-

iJI& -. a ""' J•n rttt1Tt4, at\llar ta,ooo,ooo worn of 1•14 nn 

OD lbt ftT bll'l ' ' 'be 111'81ftt4 )J' •a .,.. Ul'lftle Ia HJ1T \o IQ' 

tatftliD 11belbtr ,b, llrlt .. .,. D7 ..... ba4 'boacb' ~1i~ 1a 

Loadoll, BoUoa 11114 \hi'- oa 'b' ... ,....,., 'bq bed 'IIIID .,ntal• 

0 V I 

"~;~' '' !" 

t . • ., ~ , ·,til .. ~ ... ,.1 
I .. '-..... ,.._...... . 

Regraded Uclassified



RB 

Secr etary of State 

·.7c.ohin:,l.on, 

36B, June 10, 7 p , m. 

FO:-t •,::\;.".f>URY FROM DUTTER"IORTH, 

GRAY 

London 

Dated June 10, 19~ 

Rec •d 3:40 p. m. 

l:y ,_.,. .:'O~sion of t he trond of the discussion of 

the ":;c l~'· uo~tion" which took place at the Tuesday 

Club l~ot n~Jht may be of inter est inasmuch as the 

member:: r,;f t ho.t orGanization nrG influential . In 

tho firnt .,l :luo although t he "e;o l d quest ion" was inter­

preted t~ include nearly all tho important current 

economic nnu : inancial problems it was clear t hat there 

~as a p~fow1d and deep seated reeling that the supply 

~f that ~otnl was in excess or tho demand and that 

important notion ~n the monetary field for this as 

well a s Dthor reaaDns would ht.vo t o be taken in the not 

distant f ut\lre . 

Secvndly, despite Falk's at;empt to remove the 

~rice 1-vol tram the field of discussion by emphasizing 

that the ~blem arose not out or a deficiency but 

throuGh c.n o::cess or fPld which wao at the moment being 

handl ed 
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RB - 2-#368, June 10, 7 p . m. from 
London 

handled by sterilization methode, it continued to play 

an nll 1m~ortant part. There was virtually unanimous 

agreement t~t pri ces should rise s l owly but none tbe 

less surely nnd Henderson evoked every possible effort 

by emphasizing the l ong term need of a higher level of 

money i nconle:l which in turn r equired rising prices in 

order th· t the debt structure could be carried and that 

in eff ect this meant and rightly so lower real incomes 

for the rontier; "this is the '7o.y to swindle the rentier" . 

Incideotclly Henderson likewlae took the line that the 

pri ce of ocl d would probably ho.ve to be reduced but that 

this really •. :eant stabilizatio~ o.nd that should not occur 

until ~rices had risen fUrther . 

272 

Thirdly, there was rather general criticism of the 

Bank o.r J.:•lglo.nd ' s recent methods in operating the equaliza­

tion fund in o.llowing a discount to develop in the ~rice 

of gold on the American shipping parity and in this connec­

t ion Sir George Schuster emphasized the suspicions which 

this policy had evoked in the American banking co-unity. 

Likewise there was a fairly general appreciation of the 

burden uhicb the United States had 1n the main been carry­

ing and support tor Great Britain playing a more active 

part . 
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RB - 3-#368, June 10, 7 p , m, from London 

part , Reference waa frequently made to America's 

"unenviabl e position" as the only .• enuine buyer of 

gol d ; Coutts put it that "the dollar was not so DNOh 

tied to (;Old as gold was tied to the dollar" . In this 

connection Schuster reiterated tho views which he recently 

publiahed on returning from hio t1•ip to the United States 

which can bo found in ~·HE TIMES of June 3 and are worthy 

of noto , 

Fourthly, the f eeling was general that confidence 

in gold no an international medium of value had been 

sontelfhc.t i ln:_, nired and incidentally 1 ts war chest value 

had been r ounced; probably the majority of thOse present 

agreed nith Crand that although the real problem waa 

distribution and that it was hard to see bow stabiliea­

tion nould, ipso facto , prevent the stabilizing countries 

from continuing to acquire the surplus gold, nevertheless, 

a reduction i n price would probably prove desirable it 

accompli shod jointly and swiftly "'ith authoritative 

assurances that it did not mean clotlation , 

r~o1dentally today t s TIUES contains a letter from 

Keynes which begins as follows: 

"The cold problem presents tno distinct aspects , 

Should tho dehoarding process, which was bound to ocour 

some day 
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RB - 4-#368, Juno 10, 7 p .m. from London 

someday, cause the authorities to modify their existing 

gold policy? 1'111 the present price of gold cause an 

excessive quantity to be mined over a period or yoare 

and in the long run? The statomonts of Sir John Simon 

and President Rooseve l t answer tho first question quito 

clearly in the negative, and imply that the second ques­

tion has not ye t been considered but that both governments 

will lceoy t heir hands t'ree to deal with it 1n the ligh~ 

of future oi~cumstances . This at t itude seems sensible. 

Private uehoa~ing is a non recurrent event which has 

been lonG roreeoen, and the maximum amount is small 

compared with the stocks already in the hands or govern­

ments; while no one can answer tho second question until 

we know how much geld output is going to increase, whether 

war or rear of the fear of war will curtail the use ot 

substitutes for gold, whether the existing msld~stribu­

tion of gold stocks is to continue indefinitely, at what 

level money 11ages will settle down (particularly in the 

United States) , and whether we are going to find o~reelves, 

say three years hence, with good or bad employment . 

Nevertheless , I believe that Sir John Simon could 

help it he could be a little more explicit on certain 

matters 
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RB -5-#368, June 10, 7 p .m. from London 

matters . " 

Aftor em~hasi~ing that Great Britain may actually 

need all tho gold it now has to ottaet abnormal foreign 

balances held in Lor:don, Keynes concludes 11if, on the 

other hand, the ficures indicat e (which would be contrary 

to nry pr e sent expectation) that we have all the surplus 

gold we can r easonably requiro and that additional pur­

chaces, tho~ we make them for the common good, are 

rather a nuisance, then let ua modify the desire of 

our pclicy accordingly. For exam9le, this would 

clearly indicate that the embargo on foreign lending 

should be raised at once . It would be crack-brained 

to complain of a surfeit of gold and at the same time 

try to increase it by maintaining an embargo which dates 

from the !)Oriod when we had a deficiency . There are 

also other ways in which we could reverse our former 

efforts to find means of economizing the use of gold. 

In :1o.rtioular we could ask the Dominions , India and 

the Crown Colonies to reconsider their policy which was 

at one time extremely helpful to us of handing their 

gold reoerves to us in exchantB tor sterUng balances. 

Australia is the outstan~ing example of this but tor 

the "hole empire it amounts to a great deal. Indeed 

it would 
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RB - 6-#::168, June 10, 7 p .m. from London 

it would be well for the Imperial Conference before 

they di oburse to consider whether they could not help 

us to carry the weight of gold -- and this might be 

desirable even 1f the amount of the gold is not offered 

from the standpoint of the Empire as a whole -- by 

exchanging their sterilizing resources for earmarked 
· (are?) 

gold. Since many of them ~ 0old producers they have 

much to 0a1n f~om the r estoration of confidence which 

this would undoubtedly effect" , 

One hundred thirty- seven bars were offered at 

fixing of r1hich the market took a fair proportion; 

t he discount was 3 pence , London cont inues to receive 

pessimi~tic reports from Pario on the French outlook, 

BINGP.A."' 

CSB 

• 
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P.t.R.U'BRAU OJ' TELKG!Wf RZOII:IVED 

PROlh Allerioan labauy, Parie, rrance 

DATI; JUDe 10, 19S?, 5 P••• 

IO.; 183 

J'ROit 0 OCHR.U, 

277 

J.pparen~ly ~he pruaure 011. ~he rrenoh franc ie ae 

heaYy ~oday ae yee~erday; rrenoh contr ol ie ylelding 

e~erling freely at 110.90; widening to 3.20 in dieooun~ 

on ~hree-aonth fl'anoe againat e~erling. 

The June • e~atement of the Balllt of J'ranoe showed a 

decline of Treaeury depoai~ account fl'oa one billion ten 

aillion franoe to two hundred and ninety eigh~ aillion; 

credit• to Government showed no inoreeee. There wae a 

riae fl'oa 65.3S to 65,58 in oaverage, ~e to depoeite 

dropping off a great deal. The dhoount rate hae not 

been olwlged. 

Very uaeaey atlloephere on the aarlr.e~ continue•, with 

no olarifioa~ion of (aaieeion) gOYernaent'a financial 

prograa, and wi th the reou.rrent fear that aome draetio 

-eYe •Y ~alr.e place oYer the weekend. 

O~iet deputy Thores in a politic&~ speech l&et 

D.igbt attaolr.ecl by uaae Ria~. Baudoin aDd. Rueff whoa he 

&ccuaee in their capacitiee of ~eobnio&l &4Yilere of 

collaboration With ~he c&pit&liet inter••~• 1n .akiQI 

fiDanoi&l diff1oult1ee for the GCYernaent of J'r&DOe. 

BULLIT'l. 

IJ.:Lft 
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PARAPBRASJ: OJ' BICTIOW TWO, TELIO!Ull WO, 783 of J\llla 10, 
1937, troa tbe Aaerioan llt~ey, Pari a. 

The toraer Britiah reaident manager of the BIB, Por­

tera, bad lUDOh wi1lh ae today. He 1a now the LOndOII rep­

reeentaUTa of Standard 011, and ba4 cc.e to Parie to 

loolt into J"renc!l oondi tiOIIa. He aaid the J"renoh 81 tv.a­

tion waa worrying 1lhe Oi ty tr•andoualy beoauee of the 

threat of a political oriaia on top of a break down finan­

oial~y, with as yet no outstanding opposition foroea to 

atep in and correct conditione. 

The gold aoare had not yet been aliaiD&ted tn London, 

he aaid, ainoe eTen tho article by Caaaell which !&Tore 

a lowering hn the price of gold of twenty percent had caused 

a t•porary flare-up with duaping of gold abarea, and eo 

on, yeUer~. .t.coording to Portera tho Britiah ahere 

-.rltet baa been hit eo aeYorely by tho recent gold ori•i• 

that he doaa not loolt for a real pic~ before the auaaer 

is OTero 

Portera referred to tho diainution in houaing oon­

atruotion, which if it were not tor the armament prograa, 

would bo aerioualy felt • 

.t.t nooll t~ PeDn&chio talked with Rowe Dutt011, the 

Financial Oounaallcr cl the Sri t1 ab J:abaaay. Pe-hio 

told ae b.e !01&114 Dutton quite peuiaiaUo OTar the fiD&Il­

cial outlook tor J"raDDa. Ha did 110t thtnlt that anyooe 

knew what to do to a&Ta tho aituation, yet ha did DOt 

upeot a ohallp in acwer_.t. !o4ay oot~t~old of the Bullt 

of Dll•"" 1a ill P&ria cOilBUl ting with BaD1t of J'ralloa 
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oft1o1ala ad wUia Dllttea aDrou~a ~o BaHl for the waet-8114 

••Uq of BIB off1o1ala. 

J:lll OJ' USBAGI. 

BULLI!!. 

o vr 1111 

' ' I ,. 
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CORRESPONDENCE DAft .lm!t ll0 lJI'I', 

s u ... cn !JLPBOU COW'f~~Ua%101 1mB 

OJ IWDIBT.AWDBCBI BAH 

llr. de Joac oel.le4 ae at l0188 to4q. Ill rel)l7 t o ~ 

Question, he ltate4 that nerrbo4.r waa Terr IIUob worr1e4 about 

Paris and 110bo4T lmn what waa aotng to happe. There were all 

killds ot rwaora, the latest ODe to the etteot that the Frech 

Cabillet Jlillatera could 11ot -cree -c th•aelTea. The trano 

being the eater ot attetiOD t odq ne1')"11here, the &old probl• 

bas c01lpletel7 bee toraottllll. In Jasterdaa, all aarkets, illol'llll­

i ng the -o41ty aarlteta, were oala and uuchmge4. 

• 

• • 
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PARAPHRAB:I OP TJ:L:IO!Wl RIO:IIV:ID 

J'ROII.; Aaer1oan :lllba&BJ, par11, .rranoe 

DATI: June U, l9S'7, 11 a. a. 

Jo ., ?&e 

RUSH 

PRO II. OOO!IRU. 

STRICTLY COBFIOERTIAL. 

28.L 

Thie morning at 10 o 1olook I vieited the Bank of 

.rranoe. The French control on Thureda)' loet 835 million 

france in f oreign exchange; it loet 398 aillion on 

Wednesday, and 307 aillion on Tueada)'. I bad given the 

f igure ae 280 million up t o 5; 30 p.m. on Tueeday in 

sy telegram 1110 . 758 of June 8, 8 p.m. The gold and 

foreign exchange balance of the .rrenob stabilisation 

fund wae therefore a pproxi-tely one a.D4 one-half billion 

france thie aorning. 

EBD 810'1'101 ON:I. 
BULLI'1'T. 
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PJJW>lltABI Or g()'l'IOIS '1'10 AND 'l'Hilll or 'l'ILIOIUlt 10. 
788 of June 11, 19 37, froa the .... erioan IDIIba .. y, Pm-ie. 

'l'he Bank of rranoe etate11ent to be issued nex" 

'l'hureday ae or J\me 10 '11'111 not ehcnr any nn drawinc 

by the Treaeury on ite r-1n1ng oredU of 3,300,000 

franoe with the Bank of F.ranoe. The Tre&II\U'Y during 

the p&et few days baa been able to set the Caisse dee 

Depots et Oone1pat1ons to purohaee 'l'reasury notes by 

uaing the Oaieee• 8 ready oaeh r .. ouroea. This praotioe 

cannot so on auoh 1o113er, bu.t eo far 1t baa obY1ate4 

the neoeae1 ty of the Treaeury calling directly upon the 

B&Dk of rranoe for aid. 

'l'oday the deba~es on fi scal and financial polioie8 

whioh besan yesterday will continue in the Chaaber and 

Senate. Therefore the 8i tuation h unoertain and tbe 

B&Dk of rranoe expects that hea ... y pressure on the franc 

will haTe to be •t. There baa bean no e111phasis in the 

preea on the serious financial eitua~ion of the OoYern­

aent, and there haTe been no ill!portant repercussions on 

the public fro• the 8peeohes aade in the debate• yester­

day. These speeches will be eUIIUII&rized in a separate 

telep-aa . 

I -• inforaed at the Banlt that eo tar there 18 no 

plan to take any new aonetary aot1on ewer the week.ct. 
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The Basel .. eting of the BIS off1oiale will not be attended 

by the Bank of rrance Qo't'ernor. loYernor L&beyria ie, 

how..,.er, 

•. 
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bowwer, DO~ wUbdratrlDC 1DY1~Uoraa to a cUJmer ira Baael 

whloh ha ba4 laauecl to BI8 oolle&euaa, len ~- Y&l'iov.a 

central banlta beooaa ll.erYOlU an4 auapioiov.a tha~ ac:ae 

oball.ce la aeu~ by hla r•ahlll.a ia Par1a. Olll.y Oft ~aAay 

will they leam o~ hla aba111.0e. 

:a::m o:r usuo:a:. 
BULLI'f. 

U;Lft 
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CORRESPONDENCE 

COIFIOIITIAM liLII 

DAft JUlia 11, ltlrr • 

SuLJacn TILJPHOI'I COUDSATICW 

WJTR BtU QJ DAWCW 

Jlr. Cartcual called •• at llal7 todq. They ware ha't'i.Dc 

a bad tae in the uchanca •arlcet. Yallterdq had bean haa'fT; todq 

was haarter sti.ll. So tar they ha4 todq lollt &5,1500,000. Thera 

were lots ot new reports out but he billsalt 1m .. abeolutalT nothlnc 

detinita. The gOYam.tot bond aarlcat waa Ter,. &ood but that did 

not •ean auch. The other aecur1tT merltata ware idle. People in 

Paris Jullt now did not trullt llll7th1.ng except currency and hoarcl1n& 

was Ter,. datin1te1T noticabla. Last n1&ht ner,.body had felt cer­

tain that a cabinet chanCe was innitable. Thia •omi.ng, he na 

told, there was no lODger the aue measure ot certaint,.. Thera 

would be no cabinet chanl• OTer the waaltand; ot that there waa 

abeolute!T no quast1GD tor the tiae bei.ng. The Expert COIIIIittaa, 

whose res.1pat1GD had beto naored ,.esterdq, was atill t'llllctiODinc. 

He billaalt ha4 sean th• this aorni.ng. 
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CE CORRESPON DENC E 

COtiF.IDEI'U AI, J!'TI.IS ----- SUBJECT! TBI.BPRQIE COI~lOral _ _ _ 

L , •~boll:._ __ _ WITH BAH OJ' DOL.UIIUOt...--~ 

I called llr. Bolton at 12:10 toda;y. Thel" were still sort 

ot pull1ng hard OTer there, he said. The position in llar1s was, 

in his opinion, it &ll)'tbing, a tritle W!Qrse than Teaterdq. llner­

the1ess, according to his information, no cabinet cr isis was expected 

in Paris over the weekand. At the moment, things looked perfectll" 

quiet on the surface (atter a rather bad t wo hours between 12 and 

2:30 o ' cl.ocll:) but to him it l.ooked l.ike a sur.t'ace quietneu which 

might be broken at 8Dl" moment. Some people in Paris seemed to 

think that thel" coul.d pul.l through tor t he 8\lllllller; he himself did 

not see bow the French could get through i.t, as he understood, the 

Government ' s sol uti on ot its troubl es was to bor row more monel" from 

the Bank of Fr anca bl" discounting Treasury bills. Once such borrow­

ing became gener alll" known in France, the.r e would b e a m olesale tlight 

from the currency and that would be too much for the Government to 

handl.e. There was a very bad feeling there no• and t he present .rranc 

market was just a one-way market. 

I referr ed to yesterday' s ruaor that the Treasury bad bor­

r owed 2,000,000, 000 trancs rrom the Bank of France but that the 

latter ' s s t stcent bad not shown this it c . Bol.ton t hought that that 

could not be cor rect because he was sure that the Govemor of t he Bank 

ot France was not the sort of man who would remain in office and all.OII' 

report to go out inaccurately. 
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Secr et ary of State, 

17ashington. . 

371, June 11, 4 p . m. 

GRAY 

London 

Dat ed June 11 , 1937 . 

Rec 1d . 1 :15 p . m. 

FOR TREA~URY FROM BUTTERWORTH. 

At a meeting at the Britiah Treasury today with 

Phillips and Bewl ey the latter stated that the Imperi al 

oonferenca woul d probably issue a monetary statement in 

essence :o.•eaffirming the 1933 declaration; it woul d not 

deal with the gold situation. 

Phillips said that no sooner had one thing begun to 

end than another thing began to h~ppen--that once agGin 

a crisis was hovering over France . While we were dis­

cuesinb t ile French position in general terms Phi llips 

received a telephone report from the Bank of England' s 

equalization fund department to the effect that pressure 

on the franc had been unusually heavy yester day--"it wae 

one of the uorst days they have had" , and that t he f orward 

rates on the franc are again widening. Phillips was 

obviousl y disturbed at the prospoct of recei ving sub­

stantial amount s of French gold. I asked about how much 

gold 
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gold the ~renoh fUnd still had and he said that he was 

attempting to obtain accurate information about it but 

that he kne11 that although in the spring the fUnd had 

been low he understood t hat the dishoarding of gold in 

Fr ance hnd been persistent and ccntinwus and the total 

figure misht be substant ial , A reference to his statement 

made at "- previous meeting tbo.t thus fa.r no one could be 

found who would be willing to take Blum's place occasioned 

the reply that i f the crisis broke i t now would not 

matter whether any one was anxious to take Blum's place 

or not; that the financial situation might well compel 

action. In the course of the discussion it appeared 

evident tho.t Phillips was anxious to believe--though I 

did not feel ~e was really c~nvinced--that t~ scare 

aspect of _ the gold dehoarding crisi s was past . Be that 

as it may, ~e did say that in' his opinion no great change 

in Indian dehoarding was to be expected (see in•oontraat 

Tower ' s view which probably r efleota Bank of England 

opinion, paraaraph s , my 3&4, June 9 , 7 p. m. ) . Philli~a 

took the line that gold would continue to come out ot 

India because ot India's bad trading position, and par­

ticul arly because the product s Ylhioh India imported ho.d 
' all risen in price while India ' s exports such as jute 

remained at a comparatively very low level. On the othor 

hand 
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hand Phillips said he did not expect India even if her 

foreign trade s i tuation should rapidly change to become 

an importer of gold; ahe might absorb her own production 

but her honrding would certainly in the first instance 

be directed to silver at the present price . 

The position in the gold market remains about the 

same; 300 bars were offered at fixing today the major 

portion of wh ich was officially tQken by the authorities 

at a 3~ ponce discount . 

The flight from the franc continues unabated with 

288 

lcte dealinGs particularly heavy. It is probable that 

todny t s losses will be found to be as large as yesterdny 1 s . 

London is once again visited by Frenchmen desirous of 

removing their funds from that country. 

' 
BINGHAM 

~D 

• 
t~ · .. 

' • 
\ 

,. 
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RB 

Secreta.ry of State 

Washington. 

768, June 11, 4 p . m. 

FRO!J COCHRAN. 

GRAY 

Paris 

Dated June 11, 1937 

Rec 1d 5:20 p . m. 

Chaober debate yesterday on the request of the 

Government for full customs powers once more provided 

Reynaud uith the occasion to outline his views on the 

general policy of the Government and Flandin with the 

opportun~.tr to present a close annl;sis of the bill under 

discussi on . 

tieynaud pointed out that in spite of devaluation 

French prices exceeded norld prices which had led to 

an invasion by foreign merchandise . He illustrated the 

resultinG drunage to French industry by announcing that 

orders passed in the te;:tile tr:1de during April 1937 

did not even amount to one fourth of orders taken in 

April 1936. He especially emphasized that the Govern­

ment in envisaging increased tariffs had apparently 

forgotten the tripartite monetary arrangement which 

ealled for ?rogressive reduction of quotas and of 

exchange 
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exchange control, At the moment when the entire world 

was re- 11\laltening economically France was proposing to 

isolate itself, he said, and in this respect he referred 

ironically to Bonnet ' s reported statement at San Francisco 

that the principles of the policy of the French Government 

as concerns improvement of economic relations conform with 

the ~rinciples of the policy of the United States Govern­

ment , 

Turning to the financial problem Reynaud foresaw 

consider~ble difficulties for the Government in raising 

the neceDsary funds to pay its way, He referred in some 

detail to st~tement attributed to ~aux last Sunday to 

the effect thnt labor would maintain the pre sent Govern­

ment in office by force if necessary and condemned the 

dictatorship of the masses in the Government , 

SMS 

NPL 

E!ID OF SECTION ONE. 

BULL ITT 
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Secretary of State 

Washington. 

GRAY 

Paris 

Dated cune 11, 1937 

Rec 1d 3:05 p . m. 

768, June ll , 4 p . m. (SECTION TVIO ) 

he urge the g~vernment to tell the workers the truth 

abot:t the situation and to make them understand that 

continuation of the present policy would lead all to 

disaster. 

After a l engthy criticism of the Governmentt3 

poli cy and change of front relating to tariffs Flandin 

insisted that full customs powers were not necessary, 

that the protecti on required could be found in the 

quota system and clatmed that in reality the powers 

demanded by the Government would undoubtedly be used 

for combinations and bargaining to which he would refuse 

to be a party. !Us reference to the decrees of October 2 

last reducing tariffs and quotas led the Minister of 

National Rconomy to protest that the gesture of customs 

demobilization by ?ranee bad not been followed by foreign 

countries and therefore the government had to change its 

policy 

RR 

CSB 

BULL ITT 
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RB GRAY 

Parle 

Dated June 11, 1937 

Rec 1d 5:25p. m. 

Secretary of State 

.. 1ashint;ton. 

768, June 11, 4 p . m. (SECTIOtl THREE) 

Before Senate yesterday &?proved bill providing 

for adjustment of the 1936 budget the reporter of the 

Senate ~in~nce Committee , Gardey, and the President of 

that Cornmitt .lo, Caillawc, took t he opportunity of review­

i ng the fin~ncial problem which ia evident ly rapid~y 

comin~ tu n head . 

Staternen';a an'i explare.t~.::m f\~rn1shed by Gardey 

present considerable interest providing a picture of the 

financit\1 o.n,, economi c situation 'llhich may be accepted 

as bei~, com 1lete and accurate (?) the limited and there­

fore o:.Jscuro oxpl anat ions and sto.tistics coming from other 

offici&l oou~cea . 

aardey surveyed budgetary situation and declar ed 

that for the current year probable defici t of the ordinary 

budget 1;ill t•each 9, 000, 000,000 fr:mce . He recalled the 

Government ' s attem, t to solve the financial and economic 

problem 
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Paris (SECTIOII THREE) 

problem throUGh vast publi c ex, enditures and summarized 

results to date . Quoting fiscal revenue returns which 

he considered the most cert ain of economic barometers 

he found that indirect taxes were only 85,000, 000 in 

excess or estimates for the firot rour months of the 

year and that receipt s from the business tum-over tax 

were 12 ::-crcent less than estioates in s:;>ite of bi:;her 

prioes . Ee quoted statistics sho~ting t hat the decrease 

in unemployment during the paet two months was not 

appreciably more than during the same period of 1936 . 

The im;r~vemeut noted early in 1937 in cars loaded had 

not bocn r.!s i u.tained and the srune 11:1s true r egardinG 

rnaritirn~ transport . Production hod slightl y increased 

but tDpr~vement was chiefly confined to metallurgy . 

Textil e , : .a?er, automobile , and rubber indus tries showed 

substantial 

SMS 

NPL 

BULL ITT 
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Secretary of State 

\'lashin.:;ton. 

GRAY 

Paris 

Dated June 11, 1937 

Rec 1d 5:14 p . m. 

768, ~une 11, 4 p . m. (SECTION FOUR) 

diminuti<n . Export trade was at a stand still . l'lhile 

producti!>n i !' toreign countrie s !l:ld recovered to the 

1929 l evel i f not better in France , production was about 

one third l ess than prior to t he crisis . 

Talt :..n~ ' "·:' t he problem of the Treasury, Garde; · 

recalle~ Aur:..~ l • s recent statemen~ t hat 10,144,000,000 

francs t1er e r ec;.uired for the first q ~arter of 1937 and 

2Q, l33, 000, 000 for the rest of the year . Gardey could 

not agree t7ith this estimat e and insisted that the budget 

would be double that estimated by the Government and that 

in his calculations Auriol had overlooked several payments 

not to mention the railway deficit . 

~ds available to the Treasury to meet its require­

ments were low . The respite af forded by the recent national 

defense loxn was exhausted. Regardin3 ways and means of 

raisinG neooosary fUnds , Gardey could not believe the 

Government could possibly think of having r ecourse to the 

Bank 

Regraded Uclassified



295 

RB - 2- #768 , June 11, 4 p . m. from 
Paris (SE~~ION FOUR) 

Bank of ~'Nmce . The only way out was through borrowing 

but the state was tindine dil'ficulty in this respect . 

It could nvt issue the remainder ot the national defense 

loan ::.nd it \7as not ensy to find takers tor ordinary 

Treasury oills • 

0nrdey briefly surveyed the eff ect of the policies 

of tho administration, the r e sult to budgetary eqvilibrium 

and to production and the failure of devaluation . The 

result vf the experiment of the Popular Front Government 

was that tr.e social structure of the oountry had been 

endanuered, increased costs of production would S<•On 

undei'I:lino the social benefits :1cc;uired, nnd from the 

financial ~~1nt ot view the state of the public finances 

had become serious . The Government evidently realized 

this situation and appeared inclined to return to 

SMS 

E'.AB 

BULL ITT 
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Secretary ot State 

Y/ashinoton . 

GRAY 

Pari s 

Dated June 11, 1937 

Rec •d 5:35p. m. 

766, June 11, 4 p . m. (SECTION FIVE) 

orthodo:11 J:lrinciples . However, unless this return was 

accompanied by appropriate acts and the administration ' 

remained its o\'lll master success would not be realized. 

The pre3ent aituation was abnormal and the country must 

recover its .;ood sense, tranquillity or mind, and must 

return to 110rlc . 

296 

Any attempt to create neYI resources through any 

fiscal or technical measure nould 1n the op1nioo ot 

Gardey ~l~vide a brief respite . ~verytbing had to be 

recommenced - - tho budget must be balanced and production 

must be br~anized under the authority ot an independent 

s overn@ent . There must be a return to soci a l peace with 

reciprocal respect tor the riSht of labor and capital. 

Auriol explained at some length budgetary receipts 

and ex9cnditures durino 1936 and ways and means adopted 

to procure tunda tor the Treasury. With respect to 1937 

the Mi nister indicated that , contrary to the exper ience 

of previous 

Regraded Uclassified
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RB - 2-/1768( June 11, 4 c . m. f 'rom Paris 
SECTION PIVE) 

or pr·evious .;overnments, the present administr ation 

found ~roat difficulty in plac1nc short term Treasury 

bills . On the other hand during the first five months 

of 1937 the Treasury had issued lS, ooo, ooo, ooo francs 

of long or medium term loans, not including the British 

credit of 401 0001 000 pounds . However, the Government 

realized the necessity to put an end to continued borrow­

ing and 1:. Auriol declared to the Senate that "it was 

by successive steps firmly decided upon and courageously 

followed up that the financial and economic situation 

could roclly be restored. 

SMS 

EMB 

oULLITT 
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Pfris 

Dated June 11, 1937 

Reo'd 5:41 p , m. 

Secretary of State 

'1 ashin.:;ton. 

7681 June 11, 4 p , m, (SECTIOII SIX) 

The Minister then proceeded to quote a series of 

statistics nith the view of demonstrating that present 

high price$ did not risk defeatins recovery and that 

the index of wholesale prices in many instances in 1929 

was hi;:;her than today, 

He continued that notwithstanding claims to the 

contrary revenue from taxation was satisfactory and 

announced that tor the first five months of 1937 revenue 

from indirect taxes amounted to 11, 996,000,000 compared 

with estllnates of 12, 045, 000, 000, 

Finally the Minister recognized that the situation 

of the Treasury was a difficult one but in this respect 

298 

he once more invited attention to the burden of the rail­

ways and the necessity to maintain advances to the Depa.rt­

ments and the Communists , He also bitterly complained of 

efforts made in oertain quarters and by certain newspapers 

to destroy confidence in t he Government and he patheticalLY 

appealed 
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appealed to the Senate and to public opinion to believe 

that unde r such circumstances it would have been impossibl~ 

for any Finance Minister (~) and to halt export of capital, 

Ho11ever, M, Auriol did no t take the Senate ~nto his 

conf1dence regarding his plans for raising necessary 

funds for the Treaaury but confined himself 1n concluding 

hia stateoent to the indication ~at the Government 

intended to continue 1n ita efforts to restore the situa-

tion . Ho said that in a tew days plans would be placed 

before l'al•liament (?) added that this would not be 

sufficien'.; unless expatriated and hoarded capital was 

brought out fo r investment and that he believed this 

possibl e if campPi gns agains t the Government ceased. 

Sr.IS 

NPL 

(4) Apparent omission 

\ 

BUU..ITT 

' 
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Secreta.ry of State 

Vlas:1ington. 

GRAY 

Paris 

Dated June 11, 1937 

Rec 1d 5:06 p . m. 

7681 June 11, 4 p • . m. (SECTION SEVEN) 

300 

The debate concluded by a few observations from 

Cailla~ ~ho suggested that Auriol had obviously attempted 

to make 

evident 

the best 
1 .• 

that all 

or a bad case; 
1 

was not well . 

that nvertheless it was 

He sternly took the 

Minister to ' te.$k (cJr his ruinous policy . He awaited 

in vain, he' sa1dJ' for lin indicntion of ways and means 
•• 

envisaged to raise the ~5 to 30 billion francs required 

by the Treasury and warned the Minister of Finance tbat 

if the plan now under preparation was to receive the 

approval of the Senate it would have to be complete and 

far. reaching . Caillaux i nsisted that the situation was 

se,•ious and that the public was obviously aware of it . · 

The so- called consultations and attacks were the lot of 

all governnenta and ministers and were not confined to 

the Popular Front Government as Auriol appeared to believe . 

SMS 

NPL 

END OF MESSAGE . 
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PAJUPHRASJ: OF TJ:LJ:(IUK RJOI:InD 

J'ROih Allerioan Jabe.eey, Parh, l'ranoe 

DATI: June 11, 1937, 8 p.a. 

N0.1 789 

RUSH 

JROK COCHRAI. 

STRIOTLY COBFIDEITIAL, 

Th1s eYen1ng at 5: 45 I ba4 a talk 'ri th the Bank ot 

France. Jl.y contact int orae4 me tb&t the pressure on 

301 

the franc t oday had been even heavier than it wae yester­

day. It appeared fro. prelilllinary caloulatione that 

the French control loaaea tor t he day would be appror­

imately 100,000,000 trance greater t han yesterday; 

the f igure -a 835 ailliOD trance yesterday. Deducti ng 

tod&y'e loaaea would leave the Stabi lization Fundt 
between 

balance ot gold and f oreign exchange ~/tbree-

t ourthe and oae billion trance. 

BUl.LITT, 
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London , June ll, 19J7. 

miORA!!DU. FOR TJ!E SECRETARY• 

S11bject1 !!motic S• ngglW - &~ro!?!. 

RAm burs. 

I beve j uat come frolll Hamrurg where I bava been making a eurvey or 
the present situation . There is no question that Baaburg ia ono ot t he 
~oat dangerous port a trolll the smuggling angle, for several reaaons . 
These are chiefly• 

(a) I t ia a tre~andous transshipaent por t at which vessela troo 
the l'ar !!ast call frequently, said nssels carryi.ng Chinese 1n their 
crews. These Chinese book up w1 tb the local Chinese 1n the nnggllng 
rosiness such ea the ootorious Choy Loy. 

(b) It ia the tarainue (lay-over) point of the United States Linea 
and certain Ger111an ahipa in the trona-Atlantic trade. The lay-oYer 
period is of seYeral daye d~tration, this period giVing the narcotic 
carrier e 1n the crewe ti,!De to make the neceuary arrengemen t a uhcre. 

(c) It is a pert or egress, to BODe extent for opium fro• I~oelsYia. 

(d) It, lilul Antwerp, bas a large to.._b floating poplla tion of 
crooks, uong whoa are the seagoing aeabere (beach coabers) of thia 
fraternity. I ncidentally, Baaburg ie a city a pproximately fo11r tiMe ea 
large as Antwerp , w1 tb a correspondingly larger lloderwor ld section. 

I put Beers (he is now covering Bubur&) to ~-ork on an. angle which 
I think is illportenta The pert, 1n the treo-harbor war ehouses, 1e a 
storage point tor stocks of opiua, principally Tllrlto-Yugoslav monopoly 
stocks, Russian stocks to 80JIIe extent it appears, and some Afghan stoci<J 
in addition there is some T~tgoslav non-monopoly opium stored there (pre­
monopoly) I n Hambllrg there is an opium Mrket which deals legiti.Utel;y 
( supposedly) w1 th these stocks. I • sicked" Beers on to the opiua IIUlrket 
brokers and the atocka in the free-harbor warehouse. I bave a strong 
bunch that we ban JDiaaed a bet hera. I feel that something tunny ia 
going on This 18 boru out by the fact that two different independent 
infomers tell us that euch is a fact. One of t~ states natly that 
she knows opiua is collins 011t ot one ot the warehouses on the qlliet aDd 

going to the United States. 

I went around with Beers, drank with h1a and his informera, and in 
general watched h1a work . Be ia 0. lt., end an able ally to Scharff • I 
consider Scbartt and Bears 1n a class by themnelvea as being .uch superior 
to 011r other European narcotic personnel. This aorning, before I took 

the plane, Beare and I cooked up a ac~e to take ad'fiiDta&e ot a brMk 
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wbich came our w.y laat night. We found that a oooliguent of opiua tr011 
l!aaburg was landed o. lt. iD Raw York but baa not yat been diapoeed of there. 
We had ODe of our iof'oraera tell the owner who ia here OD Ilia ahip about 
a aura caatoMr iD lew York. This cuatoller, if' our plana work out, will 
be ODe of Jobo Roberta' sao. I will ll4lca the &rr&DilllleDt with the In York 
boya as 8000 aa I arrin there on the li.LSBIIIG'!OI, J 1me 24. (The W.LSHIIIGTOII 
will beat the other ahip to the Statea.) 

I have dropped iD here (London) on rq wq to Antwerp to look lrfer the 
personnel of the London office, looking for material suitable for traoafer 
to the narcotic aida abould it bec011e adviaable. Our European peraonnal 
on the valuation aide in general ia not a very prolific field in thia r~ 
opect ae regards the Vieooa office and not auch better 1D the Berlin office. 
There seBIIS to be a dearth to SOlie extent of "tough gu;ya.• .t.fter a abort 
atop at Antwerp to consult WU-:r alii D7ar, I will go to Paris where I aaU 
f or hoae on the 17th. 

Respecttull;r, 

TBOIIPSOII. 
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Actin« Secretar:r of the Treasury Ta,rlor toda,r &Jlnounced the aubacription 

figures and the basis of allotmetlt for the offer in« of l,-3/8 percent Treaa1>f7 

lfotes of Seriea ~1939 and of l-3/4 percent Trea1111J7 lfotea of Seriee .A.-1942. 

Reports recoived from the 7edoral Roaerve banks ahow that subocr iptioliB 

for tho notea of Soriea ~1939 nggreg&to $2, 499, 000, 000, and subacriptions 

for the noteo of Seriea .A.-1942 nggrog&te $2,496, 000, 000. Subacr1pt1ona for 

both soriea of notes voro allotted on the aoae basta, Subacriptlona 1n amount• 

up to and including $1,000 wore allotted in full and those in amounta over 

• 

$1,000 vera allotted 17 percont , but no t l eaa than $1,000 on 8117 ono aubseription, 

Further detaila aa to wbscriptiona and allo~U w~ll be GIUIOunCed wban 

final report& are rece1Yod frcm the Federal Reserve banka. 

ooOoo 
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Secretary of State, 

l"lashinGton , 

GRAY 

Paris 

Dated June 121 1937 

Rec ' d 9 a ,m, 

772 , June 12, noon (SECTION ONE) , 

FROL! COCHRAN , 

305 

Penturoc of the debate on full customs powers which 

wes res~oa in the Chamber yesterday related to (one) 

declarat ion Jf spokesman for tho Radical Socialists that 

his collcaguolo vtould refuse to vote the project of full 

pov1o.rs ur.loon 1.t were embbdi ed in Cl general plnn of 

revnlor~zntivn of agricultural products and (two) statem.)nt 

by Pnul Bnsti~, Minister of Commerce, that Franco intendc~ 

to remain fc.l.thful to the tripartite l!!Onetary arrangement . 

""lith respect to the latter he said that the French Govern­

ment remninod convinced that the success of the policy 

embodied in tha common declaration wns linked flith the 

development of international commerce but imnediatoly 

proceeded to emphasize that "it was evident that tlhia 

development did not depend upon France alone" . 

It ia also noted from tho official report that 

Bl1LLITT 

CSB 
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SEc~Etcry of StatE , 

·:ash.'l.n3ton . 

GRAY 

PGr111 

Datrd JunE 12, 1937 . 

REo'd . ll a . m. 

7?2, JunE 12, noon. (Section Two) 

., ::1 :.·t~lly to a quEstion as to whEthEr h E or Profe:oaor 

R~.s·;; nao r~ally hEad of t ' !E llinistry of CommErce: 

:J:ts i;id wnu lEd to E;;:plain t!' E position of thE Profu­

sor nnd thE rtlntions of the: lUot CommittEE witl! the: 

!1:\.d.o•;ry of CoranErcE. ':L'hE ifini::;tt:.• said that t!1E 
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::-ole: of iH.at and his committEE "was r>urEly adr.liniatrc­

tivc•' . r;:'h£ rolE of thE oa;un!tt~E was to propose: 

sol~!tions which (Bastid wEnt on to so.y) tlu: m.nbtt:r 

d!d not always c.ccEpt "but in nost casts h£ did 

o.ccEp t 11 • In o.ny EVEnt Bo.atid o.aourEd thE Cho.mbtr lu: 

inoistEd upon taldn0 upon himsElf all rtnponaibility 

tor dEcisions rEachEd anr, protEstEd that clnima madE 

tilct t h E Rist committEE did nothing for prote:ct~on or 

tor French production hnd no foundation 1n tact. 

ThE d t:bo.tt on t he: full ouotoms powe:rs projEct 

\'lil). bE rr:swnEd in thE Cham!JEr of De:putits on Tl.•.udcy 

L40:.'n~.nn nExt. 

E.:.rly yuttrd:ly thE dr:ba::E on rr:solntion 

propoacd 

Regraded Uclassified



I 

:!JD - - 2-- No. 772, Junr: 12, noon tro:u Po.:::-is 
(SEction 'l'uo) 
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~ro~oaEd by 3Egnir:r (Radical Socialist and fo~nr:r 

:.;ini atEr of Fi nancr: l ptrforor: of thE ll'Oolication of 

t:~r: forty !1our l aw to thr: bot r:l industry dEvr:lopr:d 

tnto ~ vEritablE intr:rpr:llntion on thr: govr:rnmr:nt 1 a 

social pol icy and nidr: noticr: is givEn in todny 1 o 

prEss to dEfEat of Oovr:rnnr:nt 's d£mand by 159 votr:a 

to 129 fo:::- 'Oatponr:n r:nt ot considEration of Rr:gnir:r 's 

,.roj r:ct c.nt! to 1 ts f innl uncnir.toua cdo'ltion by 

Sr:n~tE . O?inion appr:ars to c~cach c onsidErablE 

signific:mcr: to tbl.o dEvr:lo~>mtnt fro!:! thr: point of 

v5.r:·.: of t~r: stab111t~· of thE Gonrnt<.nt . 

to ·•1· r:ss dr:nyi~ rt1nor t hAt r:;:c!mn.gc con';rol wo~tld br: 

L'lsti tutEd. (Rnd i.it08CI3£) 

DliLLI '.:'T 

CSB 

0 3 , I 'J ,1 

• • ... 
...... 

• 
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SEcrEtary of StatE, 

rtash1ngton. 

376, JunE 12, 1 P• m. 

ORt.Y 

London 

DatEd JunE 12, 1937. 

R£c 1 d . 9:30 a . m. 

Jl'OR T:tEJ.SU:lY FRO:: ;:;:·•'"'?ER''IO!tTH. 
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:.s l.nstructE<! I discussEd thE substancE of rrq 

375, June: 12, 11 a . m., with IInlEy and BEwlEy of thE 

British T~Easury. ~hEy ExprEssEd a~prEciation thnt 

t his information hnd bEEn convEyEd to thEm and said 

tbat thEir initial rEaction wa9 t~~t 1n principlE 

tll£y quitE agrEEd that thE adhErEnts to thE tripart1 ; ~ 

monEtary agrEEmEnt ought not to takE "difficult 

ind~.vidual or sElfish coursEs of action" . ThEy stat E 

that tl'.E British TrEasury hnd no spEci fic information 

rE3arding Swiss opErations in London; that thEy would 

loo~ into thE mattEr and it would bE discussEd with 

l>lontagu Norman and his assistants u:9on thEir rEturn 

from Baed whErE thEy night WEll havE alrEady touchEd 

on thE mattEr with Bachmann and othEr s . llalEy and 

BEwlEy addEd that as soon as thE British authoritiES 

bAd bad an oppor t unit y to discus s t hE position thEy 

'I'IOuld 
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MJD -a-- llo. S761 JUne 12, 1 p. m., 1"rC111 Londoa 

would communicate with me again. 

OnE hundrEd thirty bare wErE offErEd at f1x1ng 

at a widEr discount, four one half pEncE somE of 

which rEprEsEntEd o~ficia1 purchasEs . 

BING!Wl 

HPD 

309 
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JR GRAY K 
London 

Dated June 12, 1937 

Rec 1d 9:40 a ,m. 

Secretary cf State, 

l"l&:::l;incton. 

37 5 . 
June 12, 11 a .m. 

PO!'! 'l'ltEASURY, MONGEJITHAU F::O!! BUTTERWORTH , 

Th3 ~ollo11ing summary of tho information which you 

com::~uni,;:.·.;cd -;o me by telephone yesterday afternoon 1S 

cabLed t o yo~ herewith for your r ecords in accordance 

with yo\\!' in3tl'uctions . 

C uc~.ro.n had been ordered t o v:tsit Dr . Bachmann on 

Sunday to give him the following m:1ssage from you "I am 

displeo.s od with the manner in whiph the Swiss have been 

conductinG their exchange operations in the United States 

and I do not feel that the Swi s3 are living up to t he 

spirit of the tripartite agr eement" . 

You instructed me to seek an appointment at the 

British Treasury and communicnte the above to them and 

you gave me the following backsround information: 

Cochran had seen Bachmann about a week ago. 

Bachmann ho.d no t dealt with hio in the open and above 

board faohion; but he had referred to his dollar balances 

and impli ed that in the absence of a prot est he could 

continue ausaenting them. 

The 
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JR /1375, June 12, ll a , rn., from London. 

The Swiss have been deearm4rking their American 

Gol d and increasing their dollar cash balances by 

substantial amounts ; for example , Thursday they sold 

$5, 000, 000 ~t gold, 

This recent practice had disturbed the Dutch, You 

inquired nhether I had read Cochran • s telegraphic report 

of ~s rece~t conversation with Trio and I replied that 

a copy of this report had not been sent to l ondon , You 

t hen e~'lainGd Trip ' s expressed reaction was that the 

Swiss \7ero 11ot playin!l the game and that he mentioned 

that hi::: !)o s ition "if somethins shoulr.l happen" wonld bo 

made di~i'1.cult if Bachmann were allowed to take this 

pr ecauti ona:;y attitude and he, Trip, did not follow the 

came cour$e . 

Coch:'an is to communicate 111th the Dutch and the 

Bel sians, <~ht- se b(!haviour in this and kindred matters 

311 

has been e xen?lary, the message trcm you quoted above in 

order that t;tey should if they see fit take similc.r action, 

In this connection you referred to the Banl< of 

England's query of Knoke: "What luck are you h aving with 

the s111s::11 • I said that I understo <>d the situation and 

that I thoujnt the above remark would give me just the 

openinG I needed . 

You mentioned that i f Bac~ann should ask Cochra n 

what 
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JR #375, June 12, 11 a .m., trom London . 

what you suggested he do with his dollar balances, 

Cochro.n was instructed to say that he should use these 

funds to buy gold i n the British market and bring the 

gold 1t. ho l'lished to the United States and ll!::'n it on 

earmark. 

BING HAJJ 

CSB 

.. . . .. 

312 
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PARAPBRASI Or TILIGIWI UOIIVD 

J'ROK; Aller1ou Dab& .. y, Part., :trance 

DATI: June 12, 1957, 10 a.a. 

10.1 771 

J'ROK OOOHJWf, 

I transmit the following in confirmation of the 

telephone converaat1on With Secretary Korgenth&u, who 

telephoned ae free lrn Yorlt at S P••• on June 11. 

The Secretary inquired about the French interD&l 

ai tuat1on, In answer I B\maaril:ed my telegr&IIIB lro, 788 

of June 11, 11 a.m. and Jo. 789 of June 11 , 8 p.m. 

The GoTernment I added could not baTe 1 ts financial and 

fiaoal program ready for consideration before the firot 

of the weelt, and there waa little chanoe that a political 

cr1aia would result before the aeaauree were turned down 

1n oClallitteea or debated in Parli&lllent, which at the 

earl1eat could not be before the middle of the weelt. 

The r.recoh atab111&at1on fUn4 in the aeantiae 1a losing 

gold at such a rate that by Tuesday it will probably be 

obliged to purobaae gold froa the B&nlt of rranoe. 

Elf]) SIOTIOlr 0111:. 

BULLITT. 
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PAJU.PRIUJII OJ' SIOTIO. ftO, 110. 77l of June 13, 19S'I', 
fro. t he Aller lou lllbaoey, Pula. 

The public atat•ent of the Bulk would not ahow INCh 

a tranaaotion until !bill'~ of the f ollonac (o.haion) . 
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I waa alked by Seoratuy Korgenthau whether I could 
t elephone a aeee~e froa bia to the Swi .. •atio~l Bank 

Preaident, Baohaana. I told the Secretary I -• pr oce..­

ing to Baeel on saturday ni ght and would be s eei ng B&oh­

a&nD on Bun4ay, eo he 1netruoted ae t o deliTer the f ollowing 
aeaaage to Baoha•nn orallY! 

1 !he Saoretuy of the Treasury is diepleaeed at the 

-Y Baohaann hae been condUcting foreign exchange operaticme 
in the United Statee. The Secretary doea not feel that 

Baoh••nn ia lhing up to the spirit of the tripartite 

acreement. The Secr etary aincerely hopea that he will d1e­

cont1JIIle tbe praotioea which he baa been foll01JiDC reccUyl 

The Secretary told ae, i n explanatiOil of the abou, 

that the SW1ae •attonal. Bank had Oil balance t~.ooo,ooo 
with the J'ederal R .. erTe Bank of •ew York. It &lao .ba4 

enother 115,000,000 in United Stat .. GoYernaenh, thue a!tiJic 

their earaark aooOWlt they haYe tu,ooo,ooo &old, &D4 oa 

the water 1ihey baTe apprOll:i-tely tu,ooo,ooo. They 

w11ih4rew another 1&,000,000 froa earaark on fbul'eday wen-
ing. 

BULLift'. 
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Once I baYe g1Yen the above-quoted aeaeage to Bach­

mann I aa t o tell the Belgian and Du.toh off1o1ala thereof, 
w1 th t he SWiee 

and suggest that if the eue d.1ffioult1ee/ are being e:r-

periancad by thea, they might let B&oh•• nn know that they 

concur with the mes sage traa Secretary Korgenthau. I 

told the Secretary that while I was at Basel I would giYe 

thi s word to ~ernor Franck of the lational Bank of 

Belgiua. The Jetherland.a Bank GoYarnor , Trip, will not 

be at Basel, eo either while I nr. at Basel or after ay 

arrbal back in Paris on Tuesday morning, I am to t ele­

phone hi• at Amsterdam. 

At nine o•olook on Konday morning I am to telephone 

Kr. Korgentbau at t he Trea.ury, t r oa the Sohweitzerhof 

Hotel in Baeel, to report the deli•ery of the •eeeagea 

to Baohllann of Swiherland and Franck of Bel giua. Through 

Butterworth the Secr e tary 1e informing the British, who 

baYe asked bow we are gett1n& on wi t h the 8111•• authorit1ee ' 

Se¢retary Korgantbau f elt tbat the Sw1sa would mate 

the n&toh, Belgians aDd other s nenoua if they ocat1nu84 

their pree811t practice. He would baYe no objaotion, ha 

inti-ted, to tha Swiee f ollowing tha praotioa of t ha 

letherlands of selling gold against dollars in Jew York 

and purobaeing LoDdon gol4. I was reainded by Saoratary 

Korgantbau t hat bot h the Oeotral Banke giYe ua full a:r-

pl&nat1cae 
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plua.i1 oaa of traneaoUona wh1oh are UJidertakea on the 

aarll:at 1a our OOWlUJ. 
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I 11&4a refereDce to the trip I reoe~atly aad.a to Bera, 

eayillg that it had been ada to aeell: the Yifta of the Bwiaa 

w1 th ias t r uouona to 111d1oate no .laerican UDe&eiae .. rep.rd­

iDg their praot1cea , aDd that I had .ade a 11i11pla reoUal 

of IIY oonvereat1ona in ay telap'u •o. 713 of June 1, 

10 a.ll!. Secretary Korgenth&u aa1d :that after he had 

receiYed the Slriaa explanation which I had cabled, he 

expected to &be Baohwenn his answer 1a the worde quoted 

abcYe, and added t hat thie att 1 tude waa waraly i lld.oraacl 

by the federal Reaene Banll: of •ew Torll:. 

At 10 o 'olooll: on saturday night I le&Ye Parh 

and on Tuea4ay morning I arr1Ye baoll: at 7 o 1 olooll:. 

EJD or us840I. 
BULL IT'!', 

l.l:LII 
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Cochran: 

H. L! . Jr: 

C: 

H. !.l .Jr: 

C: 

ll . II .Jr: 

C: 

B • .:i.Jr: 

... , 
H. r.! .Jr: 

C: 

H •. .!.Jr : 

C: 

H. r.t . Jr: 

C: 

B. II .Jr: 

C: 

H.M.Jr: 

C: 

H. M. Jr: 

C: 

H.ll . Jr l 

C: 

Hello Ur . llorgenthau 

Hello Cochran. 

Yes . 

Ah - go abead. 

June 14, 1937. 
9 :02 a . m. 

I ' m in a hotel here in Basel . 

Well all right . 

ihe French are bavlug another bad tneory. 

nbat ' s tbat? 

I say t be French are b&ving a ver y b ad day • 

Yes. 

The French are r eady tor a discount r ate to 6% . 

Yes, we got that. 
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And t hey l ost pr etty heavily in the trading her e . 

Yes . 

And on this other matter I saw Bachman yesterday 
morning at 10:)0 ..... 

Yes . 

•••••• and gave him orally your message . 

Yes . 

He said he ' d tel~ his associate di r ectors. 

Yes . 

" nd t hen Is sw hlm again this noon a t 12 o'clock. 

Yes . 

lie ga ve me thelr message. 

( 
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II . :.I . Jr: 

C: 

II . LI.Jr: 

C: 

II.!! .Jr: 

C: 

li. II . Jr : 

C: 

il . !l.Jr: 

'-: 

H. M.Jr: 

C: 

II . II.Jr: 

C: 

II.M.Jr: 

C: 

II . II.Jr: 

C: 

H. !.! . Jr : 

C: 

l:l . l.I .Jr: 
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- 2 -

les. 

lie outlined the pro3ram which they have been f ollowing. 

Xes . 

They have a certain amount of gold . 

Yes. 

Two billion six hundreCl thirty-one mi llion Swiss fr~<nca 
of gold ........ .. 

Xes . 

••••• • in the bank •••••• 

:tes . 

• • •• • • and they bad decided some days ago on A policy 
of not incre~sing the bank ' s holdings above that amount 

:tes . 

And t hey say on the o ther hand, t bey assure us tba t 
they will not sell any of that and the 
amount •..• • . 

Xes • 

•••••• which appears in the bank statement. 

Xes . 

And they s ay that t bat fisures out at 493 Swiss 
Banks a t present i n Switzerland ••• • •• 

Yes • 

• •••• •• a s against 286 ln our country. 

I see . 

And he says tha t t hey don ' t want to change the gold 
price and - but they say that they cannot to 
hold any more gold than that on account of it being 

prices - pri ce of gold and of war a nd 
t hen they g a ve me a statement a s to the amount in 
Uleir stabilization fund , 

Yes. 

-. 
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C: 

H • ..! . Jrs 

C: 

C: 

li .li.Jr: 

C: 

li . !L.Jr: 

C: 

ti .IA.Jr: 

C: 

li. ld .Jr: 

C: 

C: 

H.M.Jr : 

C: 

- ) -
That's five hundred thirty-eight million. 

Xes. 
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Ah- that's the total of the fUnd and of that they 
have f our hundred and e ight million Swiss francs -
foreign exchange. 

Xes. 

It's mostly dollars and a f ew pounds •• •• •• 

Xes . 

•••• • and they have fourteen million 1n Swiss francs ••• ~J 

Xes. 

•.•••• and they have one hundred and sixteen mill i on 
francs of gold ••••••• 

Xes. 

•• ••• and their plan- sh- they ' r e thinking of sending . 
the remainder of this to us. 

To whom? 

About one hundred and sixteen million Swiss francs -
that's a little over twent~-five mil lion dollars . 

Xes . 

They - t hey propose sending this on over to us and 
converting it into dollars over tbe next two or three 
cont hs . 

Xes. 

nod tbey said that ony gold that comes to the banks 
from hoarding ••••• 

Xes • 

•••••• • ah- ah- would go through the fund, of course, 
but would be sold in London. 

Xes . 
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C: 

H.M.Jr: 

C: 

f!..!I! .Jr: 

C: 

B.li.Jr: 

C: 

a . :.! . Jr: 

C: 

a . M.Jr: 

C: 

a .w.Jr: 

C· 

B.ll.Jr: 

C: 

H.ll.Jr: 

C: 

H.U.Jr: 

C: 

, 
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They 1 re sending gold in bars !rom Swiss - have i t 
already in London. 

Xes . 

•hey will dispose of it t here a.nd not send any more 
of that to us. 

Now r epeat tha t - what they're going t o do with this 
this last thought I don•t get that . 

Ah - as their bank has to take in gold offered to them 
by hoarder s , some of which is already i n London, •••••• 

Xes . 
• ..., 

••••• • • and some ot which- coins and so on- is here •••• 

Xes . 

l'hey - they will dispose of that on the London market. 

Xes . 

And they pr omised not to - t o - to use our market 
for the purpose . 

I see. 

They - they just wanted to Uije our market to dispose 
of the remainlng one hundr ed and sixteen million francs 
of gold over t~o or t hree months . 

~ell why don't t hey leave it in gold here? 

Well they illsist that they don• t want t o bold any 
. more gold tban that figure . 

Yes , well how about us? 

Vlell that ' s the point. 

4b- ba , well a nyway I won•t argue over the t elephone­
I ' ll just take the r eport. 

I'll confirm it by wire ••••• 

Yes . 

• 

Regraded Uclassified



C: 

H. !i. Jr: 

C: 

H.:i.Jr: 

C: 

C: 

H. !.I.Jr: 

\.: 

11 . /oi .Jr: 

C: 

H • .A .Jr: 

C: 

H. M. Jr: 

Ct 

11 . !.1 . Jr: 

• 
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•••• and he says tlult he was Wl"iting explaining 
their whole position and to get his colleagues 
to sign a letter with him this week to George 
Hal"rison and give me a copy. 

Hell why send it to George ~arrison. He ' s got 
nothing to do with it. 

I mean that's what he told me. 
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~ell if you could get word t o him - the letter should 
come to me - not to George Harrison. 

Yes sil", thnt•s why I wanted to call you and explain 
it this afternoon; I - I d idn' t want to tell him not 
to do it .... . . . 

No, to me he should send the letter . George Harrison 
has nothing to do wi tb 1t. It 1 s to come through the 
Swiss Government to me . 

Fine, I 'll have him address it - want it addressed 
to you or to me? 

No, it ' s to be addressed to me and let it come 
through dipl omatic channels. 

Oiplomatic channels. 

Yes, this is between governments - it ' s not between 
Central Banks . 

.o.ll right. 

I mean i t's to follow the same - the same procedure 
as the tripartite agreement. 

All right. 

Hello. 

Hello - yes . 

I mean i t's - it's - be can deliver it to you but 
it's - it ' s - it ' s from the Swiss Government to­
from the Swiss Treasury to me. 
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All r ight, I'll get him to- to send it-over t he 
signature of his Uinister of Finance. 

I f you please . 

All right, sir. 

I mean I'm very definite on that. 

Yes, well I 'll - I' ll get - ah- these last 
that Bewley just sent - ah -

Yes, well I'm very definite on that . 

I' 11 - l' 11 - l' 11 get mold of him as soon as he 
gets to Zurich. I'll call him from here, you see. 
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Yew, well bow did he - how did be receive QY message? 

l!e 1 11 write it for the signature of - fine - tbe 
Minister of Finance addressed to you ••• •• •••• 

Yes • 

• • ••• and I 'll send it to the diplomatic pouch. 

Yes, but - ah - but - sh - when you get it cable me 
the contents. 

tiurely , I ' ll - I'll cable a summary of it. 

Now how did he receive my message? 

lie insists t hat he •ants to ah - to 

But he did.n ' t t ake any objection to your delivering 
that message? 

Oh no - no. Be said, •It's awkward not having more 
frequent and more direct contacts" and I told him 
that much misunderstanding would be obviated but let 
us :mow what he pl ans to do • •••••• 

"!:hat ' s right. 

• • ••• and tben go ahead and I told him how the Belgians 
and the Japanese and so on outlined their programs 
to us ••••••• 

That's right. 
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•.••• and that we put ourselves out to hel p the 
ilelglans and we had the French and the Dutch ••••• 

That ' s right. 

• •• • . •• when they bed a problem. 

Now - ah 

He said that after be t alked with his colleagues 
to-day - if they had an;y change in their program 
they ' d let me know. 

That's right. 

So I haven ' t told him yet the feeling from here, you 
see? 

Yes, when will you be back i n Paris? 

I 1 11 be back there at 6:45 i .n the morning . 

Tomorrow morning? 

Yes, I leave here at 10 o ' clock t onight. 

Yes, now just hold the wire a minute pleas~. 

All r ight. 

(Pause while short conversation is carried on in 
H.li.Jr•s office) 

Ah - tb.e boys here say the letter should come ove.r 
llyers' sigoa ture. 

Over Myers' s ignature? 

Tb.e ~inister of Finance . 

Right. 

Tbat•s right. Are -are the people there disturbed 
over the French situation? 

They 're very nervous over it. 

Ab.-b.a - ah-ha. 
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The di scount '•idens their 

Yes . 

you know. 

And hove come down; tha t makes n bad 
impr ession in itself . 

Ab-ba. 
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Then this word that they had t o r a ise the discount. 

Yes. 

And the - the I - I can't confirm it 
that they will vote increased taxes •.•••• •• • 

Yes. 

• ••• • aDd then ask the Baok or France to discount 
t reasury paper • . • •. . •• . 

Yes . 

. . . . . . . . . of the taxes • 

H.K. Jr: Yes . 

C: 

H.U.Jr: 

C: 

B . ~.Jr: 

C: 

They say five billion t hey ma,y seek in t axes and get 
authorizati on to take tbat much cash from t he bank 
while t he taxes a re c oming in. 

O.K. 

And t hey s a i d down here they don ' t know whether the 
goverDJilent will s t God or whether 1t will be thrown 
out. 

J.h - in talking to you from ray farm I instructed you 
to - after you r eturned to let the Belgians aod Dutch 
know of your conversa t i on with Bachman. L over looked 
t he f act t hat I - also, of course, you can tell t he 
French . 

I - I haven ' t t old the French. 
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Well you - you - well I overlooked that fact. 

Wnat•s that? 

Xou should tell them when you get back. 

All right , I t old this noon - the Belgian -
he says they have had no difficulty . 
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Xes, 'Nell ·•hen you get back you can t ell the French. 

lie told his 
Knoke and 
taken a bout 
all. 

Ah-ha . 

assistant - the ~n that talks with 
said that they b.ad 

ten million dollars from t bem - that was 

J.nd he said he wuld give azy message to 
and they would decide whether tney should speak t o 
or not. 

All r i ght, · Cochran. 

And they ' re talking this gold business down here 
strong 1y though. 

All right. 

I ' ll give you a wire on it - get it off the first 
thing in the morning . 

Tha.nlt you. 

And I'll attend to the l etter business this after noon. 

Thank you. 

All right, sir, goodbye. 

Goodbye. 

- • 
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ll fl 8ra t or: 

tl • ..i . Jr : 

... noke : 

i! . ..I . Jr : 
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d. :.I . Jr: 

ll . lf.Jr: 
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H. li .Jr: 
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Go ahead . 

Bello 

Good morning, Mr . Secretary • 

June 14, 1937. 
9:16 a.m. 

/,h - good morning - Knoke, I just tall:ed with 
Cochran. lle bad a t alk with Bachman ••••••• • 

Yes. 
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.••.•.•• • and what Bachman has worked out- bow much 
gold we have per capita and how much gold the Swiss 
have per capit a . 

Yes. 

And they have more gold tha n we have so they don' t 
see wby they can' t send us another twenty-five million 
dollars . Ah - and which they have now in excess of 
their p~r capita needs in their stabilization fund. 
Anythi ng over and above that comes out of deboarding 
they a re going to send to England but t hey 1 re not 
going t o t ake any more gold . 

Yes. 

Well we •ra going to pass it on to the British r ight 
away. 

I see. 

And he's writing me a long letter and he ' ll give 
me a lot of figures and aft er we get them why - ab -
ab - Archie will pass them al ong to you. 

Yes, I'd like to - ab - t o - ab- check into it here. 

Yes , well he ' ll pass them a l ong to you. He ' ll get 
thea to you by noon to-day; they ' re typing thea out 
now- it gives a lot of stutf. 

Yes . 

but •• ••• • • • 
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Are you satisfied with it all? 

Not at all. 

"'es. 
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It' s a new way of solving the gold problem taking it 
on a per capita basis . 

Yes. 

That ' s a beauty. 

I ' d just as soon get prepared for all these various 
arguments and be ready t o answer them. 

Yes, now what about the French situation right now? 

~here ' s - the only thing - I - I Just saw rrom the 
London cable that the demands tor dollars, particularly 
from Paris continues . 

Yes. 

Ah - the British - the French fund evidently is 
supporting a t the old rate 110 .90 - ah - on - by Friday 
night gold holdings, if the information that bas come 
1n and this is correct, the gold holdings must have 
down to seven to eight hundred million francs, .•••• 

That• s right. 

• • ••••• • which would be Just one more good- one more 
day and they are out . 

Yes. Ah - we~l now - ah - let me ask you a question. 
Can you work from here as well as you can from New 
York for a day or so? I mean - what I'm thinking of 
is I ' d like to have you here t omorrow. 

Well - ah - yes, all right I•ll be there tomorrow. I -
ah - I can't work quite as well but I think it's 
worthwhile. 

Yes, well I •ve got some things tbst - that I•ve got 
on the hopper and I want you to sit in on them. 

All right, sir . 
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And wil l you tell - will you tell the governor? 

Yes . 

Ab - wlla t do you do come down on the 1111dn1ght? 

Ah. • • • • • 

Or will you come down this af ternoon? 

Well I 1ll probably. Well I - I would prefer to 
come down in the afternoon if I get away here. 

All right, well the point is I'm going t o start 
at the offi ce at 8 : )0 t omorrow morning. 

Yes. 

I'll sta rt 1n at d:)O. 

That is 8 :)0 your time? 

Ab - Washington time. 

Washington time - all right, I 111 be ther e at 8:)0 . 

I'll start at 8 :)0 , 

Yes s i r. 
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!low - ah - the thing that 1 want you on parti cularly 
is what will we do in case France puts 1n excllange 
control or - ab - or - ah - devalues further , see? 

Yes. 

And - an - ah - one of the things that I llave in mind, 
aDd I wish you ' d be thinking over it - ab - 1s that 
if they do that I•m considering as one of the plans -
ab - that we •11 on1y b~ gold t brougb Central Banks. 

Yes. 

See? 

Yes. 

I mean then - then we can sit down each day and we 
can say to England, "How much would you take," when 
they offer it to us. 

Regraded Uclassified



' 

J(; 

l! .li.Jr: 

K: 

K: 

K: 

ll .!i. Jr: 

K: 

H.M.Jr: 

K: 

B. ll. Jr: 

329 
- 4 -

Yes, tnat is another question you want t or me to do. 

Yes - yes, but I mean it they do this thing I tllink 
tbat will be the time to - to announce tbat we'll only 
buy gold tro111 Central Banks . 

Yes . 

Because it the crisis comes these private banks won' t 
take it anyway . 

No, I think that is better tban definitely demonstrat­
ing it . 

I know. Well - and tllis thing is coming to o bead and 
I think - I think that that' s the way t o handle it. 
Whether the banks take it or not all - all - S~ ot 
these rUIIIors come from the banks talk.ing with their 
Directors - "Should we or shouldn't we buy gold?" 

Yes. 

Well than it gets down to the 4uestion that we will 
decide bow much gold we ' ll buy each day !rom England 
and France and then if Switzerland starts doing 
anything then I ' ll say, "Well hell, Re won't take it 
that ' s all you keep it. " 

Yes. ~ow that's if the Swiss ship t o you- if the 
Swiss Jlational Bank sllips to us here tbat wouldn' t 
cbange the situation any you would take that gold .... . 

Nell we - I don't know. 

But I mean according to wbat you - ah •• ••••• 

Oh now - yes- yes but ••• •• 

You' d still b e buying - ab - the Swiss gold - that 
problem wouldn't be solved that way because you'd 
still b e buying from a Central Bank. 

But i t takes out all these people sitting around 1n 
the banks and board rooms - of bank board roo•s dil­
cussing, "Should or shouldn' t we buy this gold?" 
Think it over. 
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All right, sir. 

Th1Dk 1 t over. 

Yes . 

• 
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June 14, 19:57 

The Secretary spoke t o the Pres i dent over the phone 
this morning a t 9 :20. He said, •Good morning , Sir. How 
do you know about Joan? She's getting a long nicely. She 
'"ont to bed with a 102 !ever. The !ever went down, but 
the blood count didn't l ook rigbt so we took her over and 
they t ook out her appendix at vaaaar Hospital ." When the 
?reGident inquired who the surgeon was, HM,Jr. replied, 
"!.!oftett. He evidently enjoys a very good reputation. • 

The President then a sked it there was any more news 
from ? aria. The Secretary sai d , "I have been trying to 
get Bill Bull1tt since 7::50. Herbert Feia called me i n 
the middle ot the night and reed tho ceeecge to ce. It 
looks as though Sullitt was under great pressure when he 
sent it. Tney read it to me. 
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All that happened this morning is that the French i n­
creased t heir discount rate from ~ t o &f, and t here is not hing 
showed up in f or eign exchMge t o show that there will be a 
collapse today. I talked to Cochran, in Switzerland, and 
he had nothing new there and I did not bot her you because 
I had nothing t o contribute and everybody a ssured me Friday 
that it would be all right until Uonday , eo I said, 'WhY 
bot her the President?' Well, La Bolle France still has her 
virtue , but not much gol d ! 

I talked to Robert J ackson Friday ni ght after Uagill 
had talked to him and he·1e in Phi ladelphia today , and he 
md :.:&gill and Oliphant and I were scheduled to go out ther e 
t onight to see him, to try to work on h im, but he didn ' t say 
yes and he dldn ' t say no . But I will tell L!agill t o be at 
your ott i ce at ten mihutee ot two. • ' 

The Secretary, after the conclusion ot the conver sation 
said, "The President wants t o know, in case t he Consreesi onal 
Investigati on Committee should make a ' flub-dub' of t he f i rst 
?ne or two cases , could we go Abead on our own and how would 
we do i t and I should ask Oli phant. • 
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H.M.Jr: 

Operator: 

H. !J.Jr: 

Hello 

Congr essman Doughton. 

Hello 

June 14, 1937. 
9 : 37 a.a. 

Go ahead. 

332 

Doughton: Hello Mr. Secretary, how are you? 

R. W. Jr : 

D: 

H. I.I.Jr: 

D: 

H. IJ.Jr: 

D: 

H. M.J r : 

D: 

H . !~.Jr: 

D: 

H.M.Jr: 

D: 

B .~ .Jr : 

Ob fine, how is nerything down in Nor th Carolina? 

I haven ' t been down there lately. I sat here l ast 
week trying to get your excise bi ll through the house . 

Well I see you did. 

What say? 

I see you did. 

Yes, we had a mean fight and that ' s what I wanted 
t o call you up about . 

Well I congratulate you on winning a mean f ight . 

Well beret s the situation; if we have to fight the 
Chairman of Committee on Rules and then on some 
aaendaents we have to crack the whip on the whole 
organization I don ' t know how long we can be able 
to get this bill through. 

Well- ah- how much •• • •• •• • 

Darned old Carter aade a mean bitter speech against 
the whole bill you know •••• ••• 

Yes • 

• • , , • , •. and at tacked it eYery way he could end then 
tlotecl against i t and - ah - I had to aaend t hat Col e 
aaendaent - that fel low with the whi p you know he 
led and worked against it and Yoted against i t and 
voted his whole del egation against it and I don ' t 
know what we're going to do if we don't get better 
l ineup down here with the leaders. 

Well if you bad i t easy it wouldn' t show how good 
you are. 
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How's that? 

That just shows how good you are . 

Well I know but :you can•t keep that up :you know 
because a lot of dissention will be down here 
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now - everybod:y that - so many people with 
their names all and I just don't know. 

I just thought I 1d tell you so that if anything can 
be done at that end of the line to get our organization 
straightened I tho~ht you might take it up with Sam 
Ra:yburn - he wouldn t have any influence with Boake 
Carter but he ought to have some with the whip because 
he puts them in. 

Well i s there an:r complaint against me personall:y? 

Against who? 

lle. 

What? 

Is there any complaint against me persona.ll:y? 

Oh no not against :you personall:y but the:y 1re are 
some just don 1t want to agree with something that 
I don 't know; the situation down here is not good. 

Shall I build them a couple more Post Offices? 
them 

We only beat/three votes down here you know on that 
Cole amendment and that was a more desperate fight 
than you ever saw. 

Well .•.•.•• 

You see when :your whip ' s agai .nst :you and Chairma.\) ' s 
Rules Committee against you and even trying to get 
them to change their vote but it shows you how close 
i t is; someone voted against them there trying to get 
them to change their vote. 

Well all I can say again I congratulate :you on the 
way - the masterful way in which you handled it. 

Well I thank you and I appreciate that but we're going 
to run into - I ' m fearful it" we don't get things lined 
up a little better down here that some of these da:ya 
we're goi.ng to get into - going to get some or our 
measures defeated; it looks mean to me. 
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Ah- ha - well •• •• • 

Just thought I 1d tell you. 

I - well I appreciate you' re calling and I appreciate 
what you•ve done. 

Well thank you very much. I think we can get 
started on this tax evasion business, won•t we 
tomorrow - day or two? 

Ah - I understand Wednesday - somebody told me. 

Well I thougbt - we have a birthday of the House 
Members to-day • . . . • • .. 

Yes • 

••• •• •• and Itm goi.ng to have a conference wit h 
Pat now at 10:30 about procedure . 

Yes . 

And we ought to get started not later than Wednesday 
I t hink. 

Well we're ready. 

You're r eady at that end of the line, are you? 

Oh, we•re always ready. 

Well that•s - I believe you are . That ' s fine . 
.Well I'll call you again. 

Thank you. 

Goodbye. 
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RE RESERVES ON FOREIGN DEPOSITS June 14, 19.37 
9 :40 A. ll . 

Present: 

a.:.: . Jr : 

Oliphant: 

H. '; . Jr: 

Mr . !lagill 
Llr . Oliphant 
Mr . Taylor 
Mr . IYhi te 
Mr. Lochhead 
Mr. Upham 
Dr. Viner 
lair . McReynol ds 
Miss Chauncey 

I 'm crazy to get off this blankety- blankety tax 
business and get on my regular job, which is this 
international thing, so I 1 l l give you what - I just 
talked to the Pres ident - lfhat I got . You people -
no, you sit here; a little t axes won ' t hurt - won't 
sour your d~aposition . 

In t he first place, he wants you (Magill) there at 
ten minutes of two, see? And he a sked me a legal 
question, Herman, so I thir~ you bett er be there 
also . The point thnt he wants us to di scuss at 
that time is - I 1m to call up Tommy Corcoran and 
tell hi m to be there, and what the President said 
is this. He expects to see Harrison and Doughten 
at f ive o ' clock t his afternoon and go over the pro­
cedure, because it starts Wednesday morning . He 
said, "I want you f elloll's to have all the lists ready 
to go over . " The r ecson he wants Corcoran there -
he knows the background of lot of these people, see? 

(On phone) Hello . nsk the ;•bite House how to get 
nold of Ur . Tom Corcoran. 

R. F. C. 

(On phone) I think he ' s with the R.F .C. , but ask the 
White House operator and t hen put him on this phone . 

Then he said, "Ask Oliphant toll! s t udYing the fact 
that if they flub-dub - is the word to use - and 
don't give us what we want , what would be the normal 
procedure if we didn ' t have any coamittee for t he 
Tr easury to go khead on its own, sec? 'Nhat could we 
do? Supposing we didn ' t have any Congressional 
Committee; what would the Treasury do? Have Oliphant 
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study t lwt . If we had no committee, how would we 
go ahead and conduct this investiga tion, just us 
though 1 t 1 s a r egular Tr easury operation?" See? 

So the r esponsibility i s on you f ellows. I mean 
have your names, why you ~:ant this person, see, and 
have tne - I think the best t hing i s to give it to 
him verbally, and then a little memo - "Person -
so- and-so , so- and- so . " And then have something , 
Herman, r eady on that . 

Then he said, 11Tne thing is to start Wednesday end 
t hen you be thinking ...•. 11 - I suppose I •ve got t o 
open t his t hing - what am 1 going to say when I go 
up there liednesda)? i<nd then t he thing is an e xecu­
tive session, but whatever I say, I ' d like to s ay it 
as though it was a public heGring . 

How much do you want to say? 

//here ' s Herber t Gaston? · 

He has lumbago this morning . He 1 s not in. 

Ho1·; much do you want to say - v ery much? 

Very little . 

uell , I ' ll give you something • 

Yes . 

So I then told the Pr esident that Magill and Oliphant 
and I l'ler e scheduled to have supper l'li t h Robert 
J ackson tonight, and going to try t o give him the 
works . Be invited us to (words no t under standable) 

Is this out at Robert ' s? 

~o if you people nave nothing better to do and if 
ne does get back from Philadelphia, we'll go out 
there. 

What time? 

'Nell, he • s going to phone me from Plliladelphio when 
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he leaves; but I suppose it will be 7:)0. So 
there ' s that. 
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Mow, I ' ll have to take this thing cold when we go 
in to see the President, because I won ' t have a 
chance to . .... . 

(On phone) Hello. 

Mr. Corcoran is on his way to the office . 

(On phone) Well , leave word I want to talk to hi.m. 

All right. 

llow, i s there aeything you (Magill) want to ask me 
on this tax thing? 

No, I don't think so. You•ve answered what I was 
going to ask you. And the other thing is to get in 
contact with the Senator right away on these excise 
taxes. 

They don ' t dare not to .••...• • 

Aeything else? - because I want t o get on gold . 
Anybody got anything? 

~here's that letter. 

What's that? 

(Explains in under tones) 

Herman, I don't know vthy we should write any letters. 
Look, if we go out there •••• 

Leave it over until tomorrow. 

If we go out there we can t alk a bout it. I have 
something in the back of my head. 

.7ell, we ' ll bold it. 

I mean I ' d be much more apt to write a letter like 
this l "I ' m delighted to know that Igoe can wi n a case 
if he puta the same amount of zeal into i t that • ••• • 
What's his name, thst ~acketeer that they gave &1200 

or &1800? 
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!Ial one . 

I mean it shows that if Ur. Igoe can put the same 
amount of zeal into the r ocketeer c a s e, t hat man 
would be in jail t oday ins tead of getting off on 
a fine of $1800 . "I ' m gl ad to know that Mr. I goe 
can do it when he wants to." That's the kind of 
letter I 1d write ins tead of one of these "bread­
and-but ter" letters. I'd just •• • • 

1here ' s another angle I want to ••• 

ihere i s another angle too • 

• • • • tba t I ... ant to t alk over. 

In view of what ' s comi ng, I want to s ay, "Yr . Igoe•s 
a swell guy ." Or the other thing - "I •m gl ad to see 
that !lr . Igoe can see the hand~riting on t he wal l . 

• 

I hope he can continue to read 1 t . n I mean something 
along that line . 

Well, l •d say there ' s another s ide . 

'Nell , you fellows can ' t get me all worked up and 
righteous one moment and t hen say suddenly - to 
congratula te somebody like I goe . 

I wouldn't congratulate him. 

Now wait a minute, Uac . 

Not on your life . 

It all depends on whether or not this is the beginn1118 
of coopera tion. 

"I'm gl ad to see I goe can see the handwri t i ng on the 
wall. I hope this is the beginning of a new life . 
Yours sincerely, •• Henry !lorgenthau, Jr.• 

Be will c ooperate only if you make it worth his 
while. Where will you get the cash? 

ilell, he ' s afraid of losing his job. Just think 
that over , will you? 
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Yes, we ' ll talk it over tonight . We ' l l talk about 
the other side of it . 

Well. • •• 

I'm open-minded about i t. 

Good . So am I . But not t oo open-minded . 

All right. Now, you (Magill) are invited to sit in 
on gold if you want t o . 

Better go out and look up lawyers, I should say. 

You're invited to sit in i f you want to. 

Do you want me in on it? 

Yes, I do . 

I 1o like to s end for Cla rence Op~er . 

(On phone) Ha ve Clarence Opper come in, please . 

You' l l want this statement, I suppose, by tomorrow, 
won't you, or today? 

If I can t ake it home - if I don ' t sleep any better 
t han I did last night, I 111 have plenty of time to 
read it. 

uo you want the lett er naming names, or •••••• 

I haven' t got - I don't know what the thing •.• • 

(On phone) Hello . Hello . Yes . 
Corcoran, I talked a little while ago to the 
President and he ' s asked Magill and Oliphant t o 
be over at his office ten minutes of t wo to go 
over names of possible counsel for the tax com­
mittee on the Hi~l, and he ' d like you there a t 
ten minutes of two also. Thank you. 

Herman was Just suggesting whether you wanted 1n 
your letter names of individuals who resorted to 
these devices, etc . You meant names of lawyers, 
f r om wha t you said earlier . 

• 

339 
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''ell , you•ve got two meetings . One of us is talking 
about the Wednesday meeting on the Hill and the 
other person is talking about the meeting with the 
President; f or the President we want lawyers. For 
Wednesday 1 s meeting I think you meant t he names. 

~ut a ll I want to s ay i s , wha tever is in the letter 
is what I am perfectly wil l ing to have made public. 
I mean I don't want to s ay anythi~ there that I know 
tha t they - 1f they r epeat, I wont be willing to say 
publicly . 

\Vell , from the way the President has talked to me, 
I don ' t think you want names on Wednesday. 

I don' t know. But we can a sk him that . 

Yes. ( Goes out.) 

(Hands s ome papers to Secret ary) ..•. ••• •• The 
President asked whether you got that proposed legis­
lation. That is a memorandum merely showing what it 
does . I don ' t know any need for you to sign it. 
The draft of the l egislation tha t is there would do 
what Ucintyre told me that the President wanted to do. 
I don't think they ought to do anything, but I ' ve 
merely carried •••• 

All right • 

••• merely carried out orders. 

Your high school children were here . 

Are they? 

They came in Friday. 

I'll see them right after press conference . 

What time is your press conference? 

About 3:30, tell them. 

All right. 

(McReynolds goes out) 

' 
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(Barris comes in) 

Have Ne a bond market? 

Yes, sir . It ' s generall y unchanged . The new 
issues • ••• 

!low are the new notes? 

Same a s closing - 8-10 and 7- 8 . 

Yes, all right. 

(Barris goes out ) 

(Opper comes in) 

I hope you (Viner) are here for a few days . 

As long a s you want me . 

Tha t may be too l ong . 

Perhaps a little longer. 

There a re two problems which we have today, and one 
of them is, wnat could we do if the French either 
put on exchange control or devalue further - now, 
do one of t hose two things . Incidentally, Bullitt 
sai d in his cable tha t Blum made up his Qirtd he 's 
going to r esign. 

Who? 

Blum. And the French cabinet meets at three today. 
He said 1n this cable t hat • • •• • 

~eems to me I spotted this pretty well, didn't I? 

If you can get a ny s at.Lsfaction out of t his, you 1re 
good . 

You said it was going to be in August, Jake. 

l nen I was at Waikiki . They f ixed it so I could 
take care of the French before going to Wa1k1ki. 

Go t o Waik1k1 after t he deluge .instead of before it. 
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li. ll. Jr: Yes . 

Viner : 

H. r.t . Jr: 

~nd incidental1y, before I get st arted on this 
thing, Win Riefler was her e and he 's going to come 
as adviser to the St abilization Fund, and I think 
we ' ll all be very much delighted . Be handled him­
self abr oad beautifu1ly - beautifu1l y - and I think 
he ' s goicg to be a real additi on. 

I think that ' s gr and . 

Be handled himself beautifull y . Be cou1dn 1 t come 
today because he sa i d he had to be t here so his wife 
cou1d cry on his shou14er when she heard that the 
house she wanted costs t wice as much a s they cou1d 
afford . 

«ell, t here ' s one or two things; a fter all, we ought 
to get busy today and decide what shou1d we do . One 
of the things I think we ought to do is to cancel all 
orders on buying gold and only buy gold through central 
banks . Then thi~ questi on gets - I mean i t ' s much 
easier to handle it, because one of the great troubles 
is, the Guaranty Trust calls a meeting of its directors 
"Shall we buy gold?" They s i t t her e for a day, discuss 
t he thing - will they buy gold. They have twenty 
directors and t hey go out and t hey can talk to a 
hundred people, and at the end of the day the Guarant y 
Trust decide they won 't buy gold . 

Incidentally, you (Kiss Chauncey) don't have to sit in 
on this . I mean there ' s no use doubling up on you. 
I'm glad you•re back. ' 

(Miss Chauncey goes out) 

And I can't s ee - every t i me there ' s a cri sis we have 
the same thing - will t he banks buy or won 1 t they buy? 
And I don ' t see what usefu1 purpose they serve in the 
present sit uation. And it i s s omething that I have 
wanted to do and I haven't bad a good excuse to do. 
But the thing I'd like to di scuss is, i s that the move 
we want to make? 

Then, for instance, it gets down - when England calls 
up, they'll say, nwell , we had to take so much gold 
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today; we hlld to take ten million dollars. We 'd 
like to sell you so much." "All right." •How much 
are you going to take?" 

'lie had this conversation with Bachman today. Bachman 
says he's going to send us 25 million dollars more gold 
because he ' s figured out the per capita gold that 
Switzerland has got and the United States has got, and 
they've got more gold per capita than we have; so on 
that basis he ' s going to send us 25 million dollars 
more gold a nd all the gold that they get out of hoard­
ing he ' s going to send to Ensland . And his excuse 
i s tha t they ' ve got more gold per capita than we have. 

llhat 1s be going to take, dollar balances or sterling 
balances? 

He ' s putting it a ll into dollars. 

Oh, doller balances . 

"o we've got the immediate thing and I don ' t see much 
else what we can do , b ecause it gets down to a question 
of really - of England and ourselves, and the little 
that Holland and Switzerland do doesn ' t ma.ke much 
difference . 

Now, after all , we 1re here end you 're meeting and I 
want you people to think about it, and if that's 
right I want the papers drawn up and ready for which­
ever way they move. Now, other people may have better 
i deas than I got, which i s perfectly possible, see? 
~>nd Wayne, if you think wise of it, there is no reason 
as these meetings go on why we shouldn't pull in ' 
Goldenweiser and Gardner, see, and as we know where 
we're at - see - I mean let them move along with us; 
there's no use trying to educate them twice. But talk 
to l>larriner; be may .. ,ant to sit in . But 1f he doesn ' t, 
tell tnem that maybe beginning tomorrow I'd like to 
have them sit in. But tell them what we're doing, will 
you - what we ' re working on - a nd if he wants to send 
GoldenNeiser and Gardner over here, O.it. \Vill you 
take care of that? 

(Nods yes) 

Want anybody from the State Department? 

Regraded Uclassified



H.M.Jr: 

lay lor : 

Tuylor: 

B. M. Jr : 

Viner : 

B . .:.I . Jr : 

Viner : 

H. l! . Jr: 

Viner : 

-10 -

When we me~t again . It ' s too ear l y. 

That would be more or less true of today•s meeting 
for the Federal Reserve people . 

Yes, I think so . Maybe we ' ll call a meeting for 
ten tomorrow. See? But I wanted you - when do you 
think you want them? I don ' t think today - it ' s too 
early . 

I t hink today 's a little early . See, you've got 
Ri efler comi ng down, anybody else you want to come, 
end . •.. 

Now, I had a couple good days with White and these 
a r e the things that I•m interested in doing, exploring . 
In conjunction with the Federal Reserve, I want the 
legislation drawn up so that Ke can have them put up 
a hundred percent reserve against foreign deposits 
in member banks , but giving the Feder al Reserve the 
option that they c an exempt accounts up to a certain 
amount . And by that I mean to say 1 for instance, 
they - befor e this all happened, 400 million dol l ars 
was an average total amount that they kept for 
working . . . . 

Reasonable working balance . 

• •••• n working b alance. Now, I understand- this i s 
Archie's idea ; he thought five to ten thousand dollars -
a merchant might perfectl y well have to keep up to 
$25 , 000 as a working balance to conduct his business. 
· .. ell, i t wouldn't be very hard to have a quick s urvey 
made, and let ' s say we exempt up to $25, 000 . 

Can't work that way . 

Wey not? 

In this country the balances of foreign individuals 
are ~ot listed as individual balances, but as bank 
balances, and they are not listed as to s epara te 
individual balances except in the accounts of the 
bank abr oad . See? If a Dutchman wants $50, 000 bank 
balances in New York, the normal way in which he gets 
it is to go to an Amsterdam bank and say, •I want a 
$50 , 000 balance in New York. " That bank says, "All 
right," and arranges it, and adds $50,000 to its 
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deposits in the New York bank. 

Well, first of all, my question was ••• • 

Uo you mind not arguing here? .t.ither right or wrong -
one of you is right and one of you •••• 

We probably - t here is probably some other element 
in it - in what Archie suggests, and - which would 
bring us closer together . 

But there is a thought there, and if you could exempt 
these smaller merchants, these legitimate fellows, 
it would ease the pressure. See what I mean? Ease 
the pressure tremendously - the objection to it. Uow, 
there is something which you can get together on. 
I 1m pretty well sold on the i dea. 

I am pretty well sold on the idea that we should have 
some kind of legislation so that in case these fellows 
transfer their funds into short-term securities there 
is a method of - have a transfer tax. 

And then, 'the third thing wha t •s-his-name is taking 
care of - the 35 percent withholding tnx on dividends . 
So as far a s I can see - I mean I'm not committed to 
anything but those two things, and lilagil~ ' s taking 
care of the withholding tax. They sound very interest­
ing to me, see? 

In this thing comes another factor which will have to 
be decided at t he same time: What kind of short- term 
money are we going to borrow? Selt zer is working on 
that . Some of the people felt that if we began from 
now to sell 90-day bills, which the banks need very 
badly - there ' s a great short age - that it would make 
i t too easy for the foreigners to take their accounts 
out of the foreign balances and put i t into 90-day 
bills. 

And of course, in increasing this rate from 26 to 
a hundred percent, we want to make that permissive . 
I mean that we can do it •••• 

Up t o -

Yes, in easy stages. Now - I mean •• ••• 
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I'd go further than that. I ' d also 8!t the right 
to levy an excise t ax on t hose fore i gn deposits, 
because a hundred percent may not be enough to 
s top t hem . 

Well , those a re all points . As to the principles, 
after a couple days ' study on the thing I am suf­
ficiently interested so that I want to explore it to 
its limit, get the legislation drawn, and I want to 
go full steam on this thing, see? 

I have invited Knoke to come down tomorrow morning 
to s it in, because be ' s a good man, I •ve discovered . 

• 

But there ' s the two things, und I don' t see why they 
won' t go along simultaneously: 1/hat will we do if the 
French do tnis tning? -this is a s much a s I've got 
to contribute - and tnen, t his .. uestion of handling this 
gold. 

Now, do you (Oliphant) see a~ l egal a1ff1oulties to 
this? 

(Nods no) 

Huh? Of course, this question of increasing excess 
reserves would be a bill to be introduced - I th1nk 
should be introduced jointl y by the Fed and ourselves . 
I think it ought to go t o Bank1ng and Currency and I 
think ~e ought to make a Joint statement. 

It always takes t1me in order for these things to clear 
in my brain, and we had nice June weather up there, and 
I had Harry White for two hours over at the f arm while 
he talked at me. And - now, we've got those lis ts of 
those banks , and taking the nati onal banks - is it 
about down t o 15 banks? 

13, I t~ink - 13 or 15. 

*hich? 

The f oreign deposits . 

13 member banks and 13 non-memher banks - about 26 
banks t ake care of about one billion 500 mill ion 
out of one billion 600 million. 

But t he 13 banks •••• 
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Viner : That makes it harder r a ther than e asier to deal 
with. 

H. !.I .Jr: Whlf? 

Viner : It means t hat those banks are specializing in those 
accounts and for them it ' s going to be - it may be 
their disaster; they ' d have t o adjust their whole 
affairs . 

H.U. Jr : Well, they're the biggest banks in the country. 

Viner : Neverthel ess, i f it is as big a s t hat , it may be 
something t hat • •• • 

H.U. Jr : Well, we ' l l do i t very slowly . Barry and I figured 
that we ' d do it a hundred million dollars a t a time, 
we ' d do it in stages of a hundred million. 

Lochhead: After all this excess money . • . • 

Viner : But there isn' t much excess money in New York now . 

Lochhead : There are excess foreign deposits if t hey 've been 
specializing . 

H .. J . Jr: Now, don ' t forget, that ' s the r eason the ques tion of 
bills is very important - so t hat they won' t sell their 
.Governments . Tney 1d have t he 90-day bill to go into. 
uo you get it? I mean i f they've got enough 90-day 
money, 90-day bi lls, they won ' t ~orry so much about 
.their excess reserves . I sa•" a lot of bankers, 11nd 

Viner : 

Oliphant: 

the thing that keeps them on Uneasy Street is that 
there is a - suco ~ shortage of bills; if they had 
90-day bills they ' d ~uit worrying . 

And then - now, J . P . Morgan - he ~;ould either have 
to go out of business or become a national bank . 

That ' s Just what I had in mind . 

I don't see why . We ' d r equire J . P. Morgan to put 
up a special deposit with the Federal Reserve equal 
to the amount of foreign business he wants to do, and 
keep making the deposit good . 

Well, if you don't mind, I di sagree . I thought that 
J . p. Morgan would come into the Federa l Reserve and 
become a nati onal bank. 
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•lhy not? 

I disagree with you (Oliphant) entirely. 

I ' m t alking about the least t ha t can be done . 
But I do t hink the solution i s r elatively simple . 

But it's a very great surprise t o me - this thing 
will get down to about 15 banks, and it's a g reat 
t hing for tue Fed, because we 've been all over this 
thing, how we ' d handle t his thing , a nd - now, some­
body had an idea, which I disagree with c ompletely, 
that t hey ' d try to some day use t his as a lever age 
on t he state banks . I wouldn' t do it. We ' d sa'i , 
"These foreign d eposits can only be made with nati onal 
banks in the Federal Reserve System.• 

!>le::sber banks . 

11ell, ar en 1 t all national bonks ••.• 

But if you had a member who wasn ' t a na tional, you 
see . . . . 

You mean member banks, not national . 

kll national b&DKS are members, but you1 ve got some 
members t ha t ar en't nati onal . 

There aren't as many national banks as there are 
banks in the System. 

All right, then, member banks . 

A noti onal bank mus t be a member b.ank . 

I•m t alki ng about member banks . 

It ' s a great thing t o get away from t his place for 
a little while . 

I c an ' t see anything the matter with this thing . I 
can't see - it seems to me it ' s a m.ove t o uke .. .. . 

I think it ' s a good program. 

There ' s one further point which I don ' t know whether 
you want t o have us consi der. 

Go ahead . 
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"nd the t is \'layne Taylor' s proposal with respect to 
this validating tax, which is part of t hi s same 
problem. 

But you haven ' t thought that thing through. 

~ell , we •ve thought it tnrough so t hat this group 
could push it a little if you want to . 

Vlhat you gave me over the weekend was predigested, 
ruminated on; this other thing, you s a i d, wasn ' t 
ready. 

But this would be one of the ways of getting ••••• 

O.K. What do you mean by va lidating? 

I ' l l expl a i n it to you . 

I think the program is the right program; you have 
to go to it befor e l ong . But I s till am worr i ed 
about the general situation, its jittery m~ture now . 

I was too before I got my SOu mill ion. 

lYell, I wa sn• t thinking OnlY of the Treasury immed­
i ately - perhaps the Trea sury next year ••• . •• 

Listen, old man , if this thing - i f we can all agree, 
or 90 percent of us can agree , s ee; I want a 90 percent 
agreement on this thing. This is my responsibility; 
this will or wil l not help the s trikes, but it will 
remove one less source of worry in the financial 
picture . Now, the thing right now - I never made such 
an exhaustive study of business a s I did prior to this 
financing , and the only thing I could find tha t was 
wrong in t ne horizon was the s trikes . Now, I made an 
exhaus tive check all over the country; take the strikes 
away and this thl.ng i s a ll right . But take tne strike 
thing away and t hen you ' re right back on the gold thing 
wWhat ' s ¥orgenthau going t o do wi t h this bi llion 
dollars?" !low, under the smoke screen of the strikes 
and everything, let ' s get our house in order. I mean 
i f we didn't have the strikes , thi s whole thing would 
be concentrated on this t hing . 

That ' s right. 
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Now, I ' ve sat here - you ' ve seen me 'Nork before -
until I could s&tisty myself . Now I ' m satisfied 
tha t tbis is all right. Fortunately, the Pr esi dent 
bas enough confidence in me t ha t he ' d be wil l ing to 
wait and put no pressure on me, wouldn• t let anybody 
put any pressure on me, and we'll take - wha tever 
ne •s done - ne must have told Wallacr. and the rest 
of t hem to lay off. But it looks pretty good, this 
does - this prog r am that I'm t alki ng about . 

When would you - have you got in mind about what 
time that would be - the proposal would b e submitted 
to Congress? 

At once. 

Thinking or this month? 

I 1d like to get it through j us t as fast as we can 
work - just as fast a s we can work. The bill 
drafting on this t hing is not a very difficult 
thi ng . 

No , a good deal of work has been done on it. 

The bill drafting isn't difficult . 

The hundred percent thing, I don ' t know how far 
Eccles bas gone, and in talking about it, if you 
(Oliphant) will agree to t alk to his counsel •• .• . 

If the English adopted the same thing, that any 
outside bank tha t keeps r eserves in sterling has 
to have a hundred percent r eserve - I· mean that the 
English bank has t o have a hundred percent reserve 
in gold, the problem would be l argely solved. 

You're not talking about hundred percent reserve in 
gold. In gold? 

~ell, ours would be nundred percent reserve at the 
Federal Reserve. 

It would be really in gold, because we ' d really 
release that amount of gold to match off the 
reserves . 
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J ake, while we ' re talking, plus our own crowd that 
I 've got down, who do you think - any other brains 
we should have? 

Williams . 

You want Williams here? 

I don't know anybody else that would be important, 
if Riefler 1 s going to be here . 

(On phone) Professor Williams of Harvar d , please. 
But I'll take that right after Bulli tt. When •:; 
Bullitt coming on? All right. Well , right 
after that, Pr ofessor Williams of Harvard. 

And I 1d ask Feis. 

Sure, when we get •• • • 

I mean at any stage. But I'd get his judgment on 
it. 

.Vhen we get going . 

Now, what I ' d like to do, if it' s - is it agreeable 
to you that - I don't sleep very late - I mean we 
can do this t hing in bits in - to start, say, 8: 30 
tomorrow morning . Anybody it isn' t agreeable to? 
What? Then we 'll run through till ~e get tired, 
then stop . I mean aren ' t you all awake and around 
by 8: 30? 

Oh sure. 

What? 

We can be. 

Pretty hot a t 8:30. 

I couldn't 
say 8:30 . 

(Nods yes) 

sleep after five this morning. But letb 
Huh? Is 1t all right with you, Wayne? 

We might go on daylight saving while we ' re doing this 
job. 
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·~ell , of course, t hat will - I ' ll s ay that I'll -
I'm going to stop at four , see? So if I start at 
8 : 30 - I mean I•l.l stop at four. Tha t gets me 
while I 1m the freshest. So we 'll go from 8: JO to 
ten, an hour and a half - no interruptions . 
The reason I ' m sorry - I don ' t want t he boys hang­
ing around IllY door while I ' m doing this t bing - i sn' t 
Gaston coming down today? 

I ' m afraid not . 

I •ll talk to Marriner and t ell him tomorrow morning, 
or do you want him to be held off a little longer? 

I think let Marriner be here at 8 : 30 tomorrow 
morning - Just as well . I mean I• ve done in IllY 
own brain - I've done enough work on this thing, 
see? Don 1 t you t.hink you' d have him 1n here? 

I'd have him participate as much as he wants to . 
I •d l et him know what the schedule is . 

Say tha t the schedule is to star t at 8: JO tomorrow 
mor ning . 

and t hey 're invited for as much as they want to be 
in on the discussion. Remember - par t icularly if 
out of this emerges a bill t ha t both of you are 
going to sponsor . 

Well, there's two s eparate things . 

I know, but one of t hem is a bi~l that both would 
sponsor. 

Right, the hundred percent thing. 

Part of the same picture . But the transfer thing -
t hat would go to :aanking a nd Currency . 

lmat about your va lidati on of securities? Tha t 
would go to Banking and Currency. 

Well, I don ' t think so. 
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They have some special circumstances, and the 
transfer t ax would go to Finance. 

Banking and Currency - does that mean Steagall? 

Yes 

Is be easy to handle on this thing? 

Ylell , that ' s the reason, you see, this thing - I 
don ' t think i t will get mixed up into the business 
of state banks versus national banks. Somebody had 
the bright idea of trying to bring pressure to beer 
on it, but that clears it out, you see. Steagall -
the only thing the matter with Steagall is, he ' s 
got nothing to do . 

Of course, there will be this thing. It a~ll be 
the first bill - Federal statute, I t hink, that 
i mposes any sort of r eserve requirements on non­
member banks . 

This won't be on non- member banks . 

It won ' t be on non-members? 

The non-member banks wi ll noL be able to have 
foreign deposits . 

They have to become member banks if they want to 
bold foreign ~eposits. 

That ' s where you'll get Steagall up . 

Only lJ banks - this isn't his baby . 

I think it' s the best- well , the mos t difficult 
angle of the problem i s the f oreign balances; t he 
ot her three angles •••• - I think it 's the best bite 
at that cherry t hat anybody ' s thought of t aking yet. 

Don't think it's mine. I 1ve been listening t o tbia 
thing now for months, but i t ' s just a question of 
so much fog I couldn ' t see. You (Upham) got anything 
you want t o s ay? 

No, I agree with that (Oliphant). I think it sounds 
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fine. I would think there might be some 
unconstitutionality about prohibiting non-member 
banks from hol ding foreign balances, but maybe 
not . 

Not in v iew of the attituae of the Supreme Court 
towards foreign rela tions . 

roreign commerce . That is if there ever was any . 

If it can be done, I should think it would be a 
good thing . 

I ' d also tell Herbert Feis we're starting at 8:30 
tomorrow morning, see? So they can come or not, 
as they choose. 

I 1d be r ather inclined to insist on it, because of 
the foreign angle, because you know how it is when 
we work things up and .••• 

Well , I'm going to be different this time. If I 
think it is right , the hell with the god damn 
foreigners . Now, I told Herbert Feis that if he 
pushed me into a corner on this thing and then he ' d 
be angry when I did do it- be wouldn ' t like it ••• • . 
Now, I can' t sit here and always think about the 
foreigner and Mr . Hull 's trade treaties; god, we ' ve 
tied ourselves up in a double knot wi t h these god 
damn trade treaties . .l.nd so whet? I told them, 
"Now, if I sell this to the President and Congress, 
Mr . Hull and the rest of them can like it,"and that's 
just the way I feel. 

I think they ' ll probably go along with you on it. 

I can' t a lways worry about what the man abroad thinks 
about the American policy. 

They ' ll think you've suddenly stopped being a sucker, 
that ' s what they' ll think. 

Now, for the first time Eccles hos changed; he ' s 
keeping his mouth shut, and he ' s locked the trap 
of tha t fellow over there -what ' s his name? 

Thurston. 
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Thurston isn't t alking any more . 

I haven ' t heard of him or seen b1m for months. 

tlo one else has either . 

This isn't the same thing . 

I mean Ur . Eccles - you don ' t hear Elliot Thurston 
any more sli pping the stories out of the side of 
his mout h. 
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Bad a special issue of •muzzles• two months ago . 

Vlho was he talking to, press representatives or ••••• 

Yes . And if a person wants t o be gen erous, Yr . 
Eccles doesn ' t know about it . 

Well , be generous . 

I have been . And I' ll soy this : I t hi nk this 
count ry is bett#x, off. And when these phases 
pass and we•veft~ls sol ution, we will tnen look 
back and if we are successful in handling this 
thing , there ' s enough credit to go around for 
everybody . 

Oh, lots of it. 

I don ' t see any use 1n prolonging this thing. I•m 
waiting f or Bullitt • 

Now Wayne, you want to hold the meetings in your 
office? I don ' t know of anything more important, 
and Il:lkeep pushing t hi s t hing ; - I don ' t see why 
I have to hit it again before 8: 30 tomorrow morning, 
unless there are questions to be answered. I ' l l 
be ava ilable after lunch. What? 

That's all right. 

WtJ4t do you ('Nhite) think? 

I think we ' d like to see you once before you meet 
the large group . 
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Well, why not say depending on what time I come back 
from t he ~bite House . Other than t he White House, 
I have only two meetings this afternoon. I •ve got 
the press conference and I've got to see three 
children. And wha t &bout Mr. St amp? 

Can't come tomorrow; leaves town. 

Sailing "ednesday . 

What? 

Sailing Wednesday, I think. 

I•ll call him a t noon. 

I made tbis appointment •••• Tell him 3:20. 

He 1 s a nice person. 

Is be? I don't like him. 

Don• t you? 

But I ' ll see him . 

Tells better stories than American after-dinner 
speakers . 

He isn't the type of English I like. I like lot of 
Englishmen, but I don 't like him; but I'll see him. 
o\111 you be here, Wayne? 

At 3 : - what? 

3 :20, when Josiah comes . 

All right, gents . I f eel awful good about it. 

Did you say you were going to see us before you meet 
the large group? 

Yes, I wi.ll, sure. 
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Bello . 

Ambassador Bullitt. 

Hello. 

Go ahead, 

Hello 

Hello Henry. 

Bow are you? 

Fine, how are you boy? 

June 14, 1937. 
10 :29 a.m. 

Oh I 1m pretty well . How is grandpa? 

Everything turned out very nicely. 

It did. 

Henry. 

Yes. 
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nhen you call me f or heaven's sakes tell your 
people to call me over the direct French telephone. 

Over the French? 

You cal1ed again to-day over the English and that's 
wby it faded away - you couldn' t get any good 
connections at all and I 1 ve got this call through 
the French phone. 

Is this on the French phone? 

This is on the French phone and there's tbe ease 
on this as there is on the British and the difference 
is that in this case the French hear it and in the 
other the British do 1 

I get you. All right . 

Don' t let the British tell you there• s no 
Itts just that they want to bear it. 

I see. 

• 
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Mow - ab • • • • •• • • 

I saw - ab - your cables of Saturday. 

Good . 

So - ab - I - is there - is the situation the 
same as you described it? 

•b - it is precisely tbe same - ab - With several 
changes which I can give you at once. 

Tbank you. 

Ah - tbe - ah ~ at noon to-day tbe Bank or France 
suddenly raised its discount rates rrom rour to 
six per eent •.• ••••• 

Yes, we got tbat . 

A.b - you have that already? 

Yes . 

•• • •••• in an effort to stop flight of capital and 
has also raised its present day rate from four to 
six per cent. 

Yes. 

Ab - on tbe security market rentes were up from 
but tbe general feel~ was 

tbat the improvement was due to official support. 

Ab-ba . 
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Ab - tbey exchange market was pretty uneasy and 
this and - our information is tbat the 
yielded very large amounts of below 
the rate of 110 . 90. 

Ah-118. . 

Ab - the dollar is firm at .22.47 . 

Ah-ba . 

Ah - the forward rate on a terling is up two points 
ror one aontb and five points tor three aonths • 

• 
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Yes. 

Ah - our information is that there's been no 

ot funds . 
surface; it ' s all on the flight 

The - ah - ah - l saw an extremely important gentleman 
at luncheon ~o-day whom I shall see again this evening . 

You're having supper with him tonight? 

Yes . 

I know. 

And be was - be was extremely cheerful. 

Ob fine. 

Ah - full of smiles and so on. 

Ah-ha. 

Whether that means - ah - ab a prospect of laying 
down a burden of responsibility or not I do not yet 
know. 

.kb-ha. 

I will let you know this evening . 

I see . 

In any case the single interesting development 
is that might succeed . Our 
not to succeed. 

I see. 

Ah - tb~ ' d much rather have present encumbents 
take responsibility for granted . 

Ah-ha . 

And, t herefore, you h ave a comic situation in wbicb 
the best friends of the present encuabents are sayinc 
•It be can't get out for God ' s sake stay 1Jl.• 
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Well that doesn't help much, does it? 

What? 

I say that doesn 't help much, does it? 

No that ' s exactly - but that ' s exactly the situation. 

An-ba. Well I suppose you' ll let us know that 
through cables. 

Yes I will . I ' ll let you know t onight whet is 
developi.ng . 

Well- ah- t he your •••••••• 

In the meanwhile the general publi c is entirely 
unaware t ha t things on the wbole are as unpleasant 
as they are . 

"h- ha. 

And - ab - tha t is the pr esent status . 

Well that's just what I wanted to know. 

Yes, t here ' s nothing - there ' s nothing particularly 
startling beyond the things that I 1 ve told you. 
There's a cabinet meeting on now a t which the matter 
is being debated . 

Well thank you very very much. 

Not at all. llow are you? 

Oh I'm rine. 

l ow is the President, in good shape? 

Yes I talked t o him this morning and I'm see1na 
him' at lunch and he sounded full of pep . 

All right, give him a little embrace for me . 

I'll do that. Thank you. 

Good luck, Henry. 

Goodbye. 

Goodbye. 
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•· ell I just talked to Bill Bull! tt on the telephone •• • • 

Yes . 

• •••• and he said, ~bout mentioning his name, that 
he had set~~ BlUJD and that BlUID seemed much more 
cheerful . 

Oh. 

And that the great trouble was that Blum's eneMies 
wanted him to stay in; his friends wonted him t o 
get out but tha t they can' t find anybody to succeed 
hi.m. 

I see . 

And that . ..... 

Ab - Bill you know telegraphed us Saturday night 
that he had decided tog et out . 

I know and Feis telephoned that to me. lat e 
Saturday night •• ••• 

Yes sir, and I telegraphed it - I wired the 
rresident on a little matter and I put that in ••••• 

Yes • 

•••• • Without quoting Bill- I 1ll quote Bill 
hereafter . 

Yes, that was a funny cable an)'way . 

Yes. 

Because he gives that long cable and then at the 
end he says the fellow' s going to get out . 
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~es , I suppose tbat came - that sounded like it 
came to him Just e he was closing his telegram . 

Yes, aDd it sounded as though he was under great 
pressure when he wrote it. 

Yes - yes, ',hat's true. 

But - ah . •. ... 

You tell the President that we - ah - ah - we were 
Just quoting Bill without saying so on that. 

Well I - I. .... 

• 

362 

It would be inter esting to see - I don't know what's 
ahead over ther e- I •••••• • 

Well we•re watching it and - ah - I wanted to tell 
you that we - we ' re - we 1 re - very very confidential ly 
we're working very har d on this gold thing and we•re 
beginning to see light and I 1m going to ask Fe is to 
sit in with us beginning tomorrow. 

Yes. 

And- ab- I think it's important and he ••••• • • 

You're going to talk t o - you1 re going to talk to -
I guess he'l l be ar ound as ne generally does - Stamp. 

Who? 

Sir Josiah Stamp. 

yes, he's coming in a t ):20 • • • •• • 

Yes . 

• •• •• but I ' m going to keep my mouth shut and just 
listen. 

Ah - you might a sk some questions on that . 

~o you think so? 

Ah - you want to get their viewpoint; he's pretty 
close in, you know. 
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.<re you - are you seeing him? 

~es, he ' s at my door now. 

• 
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Ah-ha . Well if there's anything that you want me to 
ask bim ••. • • • 

No , nothing- I have nothing •• • • 

No, I mean a fter you ' ve seen him • • • • 

Yes. 

if there's something that you think • • ••• 

"-xactly. 

••••• • would be helpful . 

I 1m not going to dis cuss monetary things . . .... 

No . 

••• •• you understand so I won't know. 

But - ah - I f eel much more cheerful on this questi on 
of gold because I think we ' ve got an answer . 

I see . Well that's very interesting . 

And I'm starting a t 8:.30 tomorrow and, incidentally, 
Win Riefler got permission to act a s Consultant 
to the Treasury •••••• 

Yes . 

•••••• from his Ins titute . 

You begin to make some more headway? 

I say we - I say Riefler - you know Win Riefler? 

Yes sir, I know him. 

Well be's got permission to act as Consultant to the 
Treasury . 

Oh I see . Tbat1 s fine . 
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So he• s going to a1 t in tram now on. 

Xes, tbat•s tine. 
0 o - but I t eel muon more cneertul and I tl:link 
maybe w1tl:11n a week I 1ll bave something. 

All rigbt, tbank you Henry so much. 

Goodbye. 

• 
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June 14, 1937. 
10:38 a.m. 

H . ~.Jr: Wr. Williams, 

Professor 
Williams : Yes. 

H.U.Jr: Morgenthau. 

'N: Oh yes, Mr. Morgenthllu. 

a . W.Jr: Where are you? 

N: I ' m in Cambridge to-day. 

H .~ . Jr: Oh. Now look I 1d like very much to have your 
~dVice and services for the next couple of days . 

W: Yes. 

H.M.Jr Do you suppose you could get down here tomorrow 
morning? 

W: Well I could except that a- ah - I ' m - I'm dated 
f or a Canadian-American Conference a t Kingston, 
Ontario, and I would need to call New York. 
Mr . Young is Chairman of it. 

H.M.Jr: Well I t hink this is pretty • • •• 

•I: It d have t o c&ll him and clear it with him but 

H. loi .Jr: 

W: 

H. !.t . Jr: 

W: 

H.M. Jr: 

W: 

B.K. Jr: 

I tb.ink the ansier would be, •Yes,• I c ould come, 

Well I consider this important. I 1 ve got Knoke 
coming down. 

Yes . 

So if you don't mind. 

ies , wel l I ' ll tell you what I ' ll do . 

Yes . 

I ' ll call New York this morning . 

Yes, I ' ll - suppose I call Harrison and tell him 
that I 'd like you and Knoke. 
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I wish you would because I think that would - be 
knows about ~ plans. 

Rigbt o. 

And then I 1ll get !n touch w1. tb you later in the day . 

Ah- will you- well we're going ••••• • 

~aybe I can come down all right. 

Pardon me? 

All right, in the morning. 

Yes, I 1m starting at S: JO at the Treasury. 

Yes. 

S: JO. 

And I ' ll come straight from the t rain. 

Righto . 

All right . 

I'll call Harrison. 

Yes . 

Thank you. 

11oodbye. 

Bello. 

(The above Bello sounded like an afterthought but 
i t was too l ate as Williams had already hung up) 
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DEPARTMENT OF STATE 

WASHINGTON 

.J'wae u., 19!7. 

II)' cleu Xr. Secre,ar:n 

I enoloee a paraplrrue of oablee • oe. 774, 

775, &D4 778 reoei'fecl fro. P&ril on June 12 . 

Tb.eee, I UDclerd&Dcl, were o~oa'ec1 to you by 

teleph<llle SaturclaT ..-eniq. 

Sinoerely youre, 

IDOlOW1'8l 
Paraphraee of •o•. 
774, 775 aa4 778 
frc. Par1a. JUDe 12. 

Tile BOGorable 

-'o 

Henry Mcir1enthau, .rr. , 

Seoret&rT of the Treaaury. 
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J'ROM1 

DATI!: 

110.; 

RUBB 

Allerioan l!llb&aay, Pnria, J'ranoe 

June 12 , 1937, 5 p. a . 

774 

roR Till SJ:CRrl'.&RY. 

STRICTLY CONFIDEITIAL. 

In ll&llf teleil'&all for t h e paat aontba we hue pre­

diohcl the demarche; th111 baa now arriTed, and at the 

~aa.ent 1t appeara that Blua will prefer to fall dur1DC 

the weak t o oa.e. 

The probabil1tr 111 that on MoDdar the J'ranch equal­

isation fund will be drained of ita laat franc. Alaoat 

no one in Paria knowe this, aDd no panic exiate. The 

beat intoraed bankera and politioane do not eYen know 

that OILly abou.t 750 •1111011 franoe rBII&in in the equal­

isation twa4 toda:y. The GoYernaent aareat"er baa been 

able to ccnoeal t.be fact that the lcee reaterd.ay wae 

approxi•tely 750 aU lion franoe, and that it waa 838 

~aillion france the daY before . 
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Laet night I eaw Blua tor a brief u... Blua na 

nenoua and exbauated., ret ba recardllcl the financial 

eitu&Uoll ae Gtr•ely critical at the pr .. at -•t. 

Fr0111 Bl- ae W811 ae troa .luriol and Delboa I rot the 

iapreaeioD that the GoYernaent bad not ret daoidlld. whether 

it would. tr:r to aurYiYe ar would obooee a fayorable 
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ieeue on which to go down. 

Blua praotioally dared the Senate t o Shrow hill ou.t 

on the ieeue of the forty-hour law yeeterd&y atiernoOD 

but he receded froa hie poet Uon after an &dj ou.r1111eni 

of one hou.r . 

I &aid to Blua today that I oona1dered t he f1naooial 

situation extremely critical. Hie reply waa that •1t ie 

aore than critical; the en4 •Y ooae -oh aore quietly 

than anyone bel1nea1 • Then he a&id with a geeture of 

wearinee• and dieguet; 'I ba•u had enough! Et"arythlng 

that I ha~e atte~ted to do hae been blooted•. 

I queet1oned Blua ae to whether a definite course 

of action had been decided upon, that ia, on what ieeue 

he would ohooee t o fall, and he e&id that a decieion bad 

not yet been reached, but toaorrow it algbt be. Then 

ap.in he alght walt until Monday nening to do eo. 

There ie to be a a eeting of the Oabinet on Monday afternoon 

at 3 o'oloot at B1ua'• requeet. I waa iar1ted by Bl~ 

to hue diDDer with hi• on Monday nening. Be e&id he 

wou.ld let ae mow definitely what he decided to do at 

tbat d.ae. 

DD SEOTIO. on:. 
BULLift. 
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OODUAUiJIC ay 774. 

It ie etill barely poeeible that Blua .. Y oontiDUe 

in office for eo.e Uae, in epUe of hie atUtude today. 

Ii would be preterre4 by the Radio&l. Sooialieh and tM 

Center partie• that Blua inaur the onue of a ree0Wid1q 

finanoial oraal:l rather than ha·re 111• i'O d~~~m 3uet before 

that ~ened. The Pri .. Kiniehr bae nwerthele .. loet 

hie reeilienoe and vigor to euoh an extent that I con­

aider it probeble that before the end of next feek be 

will be out of office. 

Who will euoceed Blua 11 by DO aeana certai n . The 

le&dere of the Radical Sooialiet party who hope to euoceed 

him are enpged in a 11111 U tude of i ntri gue• j uet now. 

For in1tance Herriot i1 leader of a group which 11&1 

the following pro3eot under oonaideration -

Should Blua turn in hie reaignation Lebrun Would 

firat iaYUe tbe Preaident of tbe Senate, Jean Ieney, to 

fora a gOYeraact; thia would be refuaed by Jean Ieney. 

Then Herriot would be iiiYiied to do eo, aDd he would &'0 

through the aotionl. Finally Herriot would make a deal 

which would eetabliah Cbauteape ae Pri•e Kinieter and the 

Kinieter for Foreign Affaire would be Berriot hiaeelf. 

There 1e equally Yi&Oroue intripe on the part of 

Dala41er. Dal&dier would be preferred by (T) Cllaat.-pa. 

Daladier hae wen MDBged to keep on b'11D41Y terae 

with de la Roq~aa, who 1e leader of the Cru de reu. Be 

.bae eaid tb&t M w011l.d uee the aray to eboot do- rutb-
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leealr .. , (?) no au-.-.. to proao. 't'1olat (?). 

8laoul4 the 118 Pr1 .. K1ahhr be Dala41er, Dalboe atpt 

r-.tn ae K1a1eter for Foreip Affaire; far K1D1ner of 

rtaaaoe both rl&D41D &D4 ReJD&U4 ha't'e been n&ae4(t). 

liD BIO!IOI TWO. 

BULLift. 
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Oont1Du1Di ay 7715. 

Poaaibly a night•a aleep will put Blua into a acre 

bel ligerent frue of aiDd. He aa:r t hen acquire a few 

&dditioll&l billion franoa for t he !reuury by clr~ 

on the Bank of rranoe f or gold, and by &tripping Tarioua 

&&Tinge orpnhationa. of the OoYernaent. Be uy thua be 

able •to wrigle through•, aa he haa aaid t o a e ao often. 

I:Yen the great oapitaliah aDd t he Y&ry banker& who 

are now eending their aoney atroad and .baTe .an intenee 

dialike for Bl- are loath t o faoe the couequenoea of 

haTiDI hi• far oe4 out of office. I wae for inatanoe told 

by Mauric e de Rothaohild the night before laat that he 

was conTinoed t hat Blua would not go out beoauae the. bank­

ing ooaaunity did not want to face the diaor ders which 

the fall would bring about • 

.t. policy of retrenchaent will haTe to be 1nauaurate4 

by any goTernaent which follow& 81118 1 a. For a gouruent 

of the Oenter t o out the intereet rate . on the lational 

debt would be a1aoet iaposeible, and to (t) the huge auaa 

now being apant f or uttonal defenae would be equally 

difficult. ( t) public woru and alteration of the new 

•aooial lawe• would be the only field (t) reduot1on of 

ggyernaent aJq»endi turea. Jation wide etrUea and blooel­

ahed will alaoat certainly be proYoked by an att.-pt to 

abolieh or alter greatly the •aooial lawe•. The realha-

372 

Regraded Uclassified



.. 373 

-a-

Uoa tilai io be ( t) of J'ruoe ioclar 1e an n:iraorcl1D&1'111 

ibantleee iaat iherefore ~~~ene ihe cleaire of the Rishi 

allcl Oenter to el1111Date Blua. 

The OoYenuaeDt of J'ruce 1e 11Yins far beroDcl ite 

1DCoae, &Del DO Mar war oui of the aituaUoD 1e preeentecl. 

I peredli&Ur bel1ne thai Blua aUU holcle ihe power for 

aak1ae t he ultiaate cleo1e1oD ae t o ihe oant1DUat1on or fall 

of the Gcwern~~ent . He hacl t h1e attarnoClll cleoiclecl to 

ree1sn froa hie poei u oD. 

liD OF DBSAGI. 

BULLI'TT. 

u.:Ln 
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TREASURY DEPARTMENT _, __ _ 
0 

EXPEDITE 
6/11/37 

4:35 p. m. 
TO : llRS. l'ORBUSB 

Mr. McHugh asked 
me to ask you i f an acknow­
ledgment is necessary to the 
attached letter • 

.... ____ ....,;pas 
(Be is holding rest of f1l 

for Miss Chauncey) 

' 
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ltr. lldup 1117 • tbat the Secy. said 
o. k. to tile tb~a. 
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MR&. FORBUSH 
"'OM 4 70 
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0EPARTM£NT OF STATE 

WASHINGTON 

Juni 4 , 19$7 

Xy dear lllr. Seontarr: 

I traneaU herew11oh a oopr of *he 

•••.age giYen t o Sir Roll&ld L1114ear for 

hie OoYernaent in replr to t he aemorandua 

whi oh the Chanoell 

addressed to rou, 

!he Honorable 

Benrr xorgenthau, Jr., 

seoretarr of tbe !reaeurr. 
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George 
Harrison: 

H. U.Jr: 

H: 

H: 

B.M.Jr: 

H: 

H. M.J r : 

H: 

H.M.Jr: 

H: 

B.» .Jr: 

H: 

B. II.Jr: 

a: 
H. LI .Jr : 

R: 

H.M.Jr: 

B: 

H. M. Jr: 

Hello 

Hello George. 

Good morning, Henry. 

How are you? 

June 14, 1937. 
10:43 a .m. 

Well I •m first r ate, thank you. 

George, I would like to borrow the services of 
Professor Williams and Knoke - ab - ror tomorrow, 
see? 

Yes . 

387 

And then when you come down Wednesday maybe by that 
time - ab - I• ll have somet hing that we mar be able 
to t alk about something that we can get your advice on. 

Yes, well Knoke will come then. I ~ld him, of course, 
to go ahead. 

Well we'd like Williams alos. 

Well now I don't know where I can get Williams. 

I called him up . 

Ob you did get him. 

He said be bad something but 1111 arrangements is - are 
with him that I could use him as Professor of Harvard 
if it doesn't interfere with the bank ••• ••••• 

Yes . 

d h Said he had something in Canada • ••••• • • ••••• an e 

Yes. 

•••• • ••• but he said he'd like to come down as long 
aa I asked him •••• •• •• 

Yes . 
said he'd call the bank, so I said I'd 

••• . . and he 
call you. 
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H: 

H. M.Jr: 

H: 

H. M.Jr: 

B: 

H. W.Jr : 

H: 

B . ?J .Jr : 

H: 

H. AI .Jr: 

H: 

H. U.Jr: 

H: 

H. li. Jr: 

H: 

H. M.Jr: 

H: 

H. M.Jr: 

H: 

388 
- 2 -

Well I was afraid he hadn ' t left - afraid he might 
have left but i f he hasn•t that•s all right . 

He has not , 

Yes . 

And t he.n I - I - I - When would you come down? 

\Yell I •ve got t o come down - I•m coming down tonight 
anyway • •. • • • • • • 

You are . 

• •• • • because Eccles has got a meeting for us tomorrow 
afternoon right after lunch. 

I see . Well - ah - if you wer e here would you like 
to sit in? 

Yes, I' d like it very much . 

Well we st ar t at 8 : 30 tomorrow morning . 

Well I may be there. (laughs) 

My office. 

All right , sir, first r ate. 

Well that's - I mean we would be more t han plea sed 
to have you. 

Well i f you would I' d like very much to be there . 

Ri ghto . 

All right. 

Thank you. 

Goodbye. 
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H.U.Jr: 

Oper ator: 

R. ll .Jr : 

B: 

U. hi. Jr: 

B: 

B.ll .Jr: 

B: 

fl . H. Jr : 

B: 

H.W.Jr: 

B: 

H.U:.Jr: 

B: 

H. Y. Jr : 

... : 

Bello 

Senator Byrnes. 

Hello 

Bello llr. Uorgenthau . 

Bow are you, sir? 

June 14, 1937. 
11:~0 a . m. 

389 

Oh very fine . Say I - in view of the fact that 
t he - at least my understanding - I badn 1 t checked 
up on it that the Commission of llr. Baas who was 
Collector of Customs in your - I think it was the 
30th District expires around July 31st ••••••• 

Yes. 

••• •• ah - if there ' s to be a reappointment there 
I imagine his name ought to come down before long. 

Yes, it should. There•s no reason why it wouldn't 
eithtr. 

Is there any reason why it shouldn' t come down? 

No - ah - I don ' t know why - they - they seem to 
wait unti~ the last week or two but - ah - I•ll -
I•ll see that it 1 s sent up right away. 

Oh well that ' s fine . 

I'll see that i t 1 s sent up right away. 

Oh well that's fine Kr . Morgenthau. We ' r e in a 
snarl down here and God only knows what 's going to 
happen; I - I wish we could get this program out 
of the ~ and get out or here but 1f they were all 
of my f r ame of mind we ' d have immediate action on 
all t hese bills. 

Right . There ' s no -I mean sitting at this end or 
the avenue I don•t - I think everybody' s pretty well 
aade ~p thei r mind how they•re going to vote • 
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B: 

R. M.Jr: 

'B: 

R. JA.Jr: 

B: 

R. !.I . J r: 

B: 

R. M. Jr: 

n: 
H. I.I . J r: 

- 2-

I don ' t know why it i s that we can•t sit down 
at the table With someone in the Executive 
Department and know exactly what this is and 
then go ahead and put 1t through and be done 
With it. 

Right . 

After all, there ' s nothi ng- no finality- if 
we make an error we can ·change it next year. 

And we're sure - we'll mako errors. 

Why obTiously and I •m not one who wants to hold 
up his hands and say, "The world is going to the 
dogs because we ' ve made some error" . We can cer-
tainly correct it if we do. · 

Right. 

But they­
of stuff. 
to you. 

we just drag along here so on a lot 
IV ell I didn T t mean to tal k politics 
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I know, well I'm always glad to hear from you 
and I r11 give word to have Haas ' name go r ight up. 

Oh al l right, fine . 

Thank you. 
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JR 

Secretary of State , 

'.'l~&hint;ton . 

781 . Juno 14, 5 p .m. 

FO::\ TK!:: 'r:a3ASURY . 

GRAY 

Paris 

Dated June 14 , 1937 

neo 1d 2 :25 p.m. 

'the o:-:chan~ market today 11as norvoua and uneasy 

end tho runG cznin yiel ded large amounts of sterling in 

order to hol d t~o rata at 110. 90 . The dollar is firm 

391 

at 22 .17 . Tho f orward rate for sterling moved up 2 f rancs 

for on~ tr~nth n~d to 5 fronon tor throe months . 

t.t Dtidday the Bank of Pro.nca suddenly raised its 

discount rete from 4 to 6 per cont. in an effort to stop 

fligbt of capital and also ro.iaed its 30 day rate from 4 to 

6 per cont . 
On t ho se curity market r ent on wero up from 50 to eo 

contimoo but o.ccording to our marltet contact the genero.l 

f ooling is that tho improvement '10.0 due to the official 

supporters . Other securities also showed slight gains 

o.ltbou&h dealings wer e agitated . 
·~ilc nc official announcement has been noted in this 

connection it appears likoly tho.t tbe !!inister or Fino.nce 

will present his financial projects to a Council of tho 
Cabinet 
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JR #781 , June 14, 5 p .m., from r o.ris . 

Cnbinet lnte this afternoon, o.nd to a Council of Ministers 

tomorrow . If o.pproved by the lnttor it is said thBt the 

Government intends to lay ita drBft bill before the 

Chamber tomorrow afternoon and to BSk tho Cho.mber Finance . . 
Committee to examine it without dolo.y. As the 6ommitteo 

\"Jill ~robubly desire to boor tho Uinister of Finance it is 

t hought t~t ita r eport will not be avail able before 

392 

Friday and that under those circuosto.nces the Chamber may bo 

able to conplet3 its first r eading of the bill on Sunday 

next. As tho N!)ort of tho SenBto Fino.nce Committee will 

probably not r each tho Senate boforo Thursday, June 24 

final action by Po.rliament 1s not looked for befo re end of 

the month. 

BULL ITT 

KLP 

r 

r 
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UIS ORAY 

London 

Dated June 14, 1937 

Rec 1d 2:30 P• m. 

Secretary of State, 

\'lashing ton. 

380, June 14, 6 p . m. 

FOR TREASURY FROM BUTTERWORTH. 

Pressure on the franc was not as great today as · 

during the latter part of last webk. This was not s o much 

due to any easement effected through the increase in the 

Banl< of France rediscount rate but to the awa1 ting of the 

French Government's proposals. 

In the course of a conversation which be particularly 

emphasized was private and strictly confident ial Moni ck, 

French Financial Attache, said that he could not but admit 

that the position in France was becoming increasingly 

precarious; that it was indeed sad to see the result of 

fruitful labor dissipated and the contrast was dishearten­

ingly vivid between the recovery going on in Swit~erland 

and Holland and the financial deterioration taking place 

in France . Monick obviously felt that the Blum Government 

in general and Blum in particular was losing authority 

and control of the situation and he seemed to believe that 

a definite crisis waa inevitable . He was not at all sure 

that this current movement would be the begtnn1ng of the 
real 
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!J:S 2 - lio , 380, June 14, 6 p . 111 , , from London . 

real crlsis and he rather expected that various palliative 

.usurea would be undertaken includinS perhaps the tak i ns 

of the sold profit up t o 11 francs whlch would amoun t to 

abo·tt 4t milllards , He e xpressed the further conviction 

llat Blum could not depart from the principles l aid down 

in the tripart ite agreement; that exchanse control was 

~.lltlcoll:r out of the question and that therefore the 

£ c t~ tic ~ud rtnancial policy of both this Gove r nment and 

the - ·\1 'loverr~~ent which must follow on any crisis was 

to all intents and purposes fi xed . On the other hand the 

rat3 o f exchanze wo u ld have to be modified, for France 

110'tl d no doubt have "to dive deep" and hold t he franc at 

a fur ther depreciated level in order to attract baclt the 

capital that had fled abroad and then sradually appreciate 

t!:e currency as conditions at h0111e illlproved . 

Yonick part icularly stressed the personal and con­

! ldential character of the above. 

BINGHAM 

F.R :•:me 
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Cow ror- SIC!tJuRr 

PARAPHIUSJ: OF TELEGlWI SD'l' 

TO; Aaerioan Embassy, London, England 

DATE; June 14, 1937, 4 P•• • 

BO.; 343 

J'ROW SECRETARY OF THE TREASURY. 

J'OR BUT!J:R1fORTB. 

395 

By telephone Ooohran reported that he saw Bachmann 

yesterday and again tOday. The Swiss told Cochran that 

some days ago they decided ~ a program of not increas­

ing the holdings of gol d of the Swiss National Bank, and 

that they will sell in the London aarket any further 

gold acquired by the Bank from hoardings. It is also 

the plan of the Swiss Bank to diapoee of the remainder 

of the gold in their Stabilization Fund (amounting to 

about $35,000,000) in the United States. We haTe made 

no coament on thi s plan, pending receipt of confirmat ion 

of tb.iB call. 

HULL 

EA:LD 
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STRICTLY OONFIDENTUL 

PAR.t.PHRASE OJ' TELEG!Wi IUXlEIVED 

lfO.: 780 

J'ROK: American :tmbaaey, Paris 

DATE: June l~, 1937, ~ p. m. 

I lunched 11'1 th Bl\111 today but there were eo many 

others present that I had no opportunity to ascertain 

hie decision. This evening I expect to dine with him 

alone and be able to telegraph definitely. Ria aapeot 

o! today waa free o! oars and eo greatly different from 

that of Friday and Saturday tha.t I em certain that he 

baa arrived at some decision but I em unable to say aa 

396 

to whether it is a deoiaion to fall on s ome politically 

a.dvantageoua issue or to carry on with hie fight . Bl\lllsl 

and Koch, who are hie two moat intimate a.dviBera, are 

counseling him to act before the ora.ab comee and abandon 

the premiership. On the other hand, t he Radical Social­

ists are eo terrified o! assuming reeponeibility !or t he 

Government of France at the present time that they are 

doing everything possible to retain Bl\111 in hie present 

o!!ioe. Advice is being given by Hsrriot, Ohautemps and 

Daladier to their followers to vote !or any new taxee 

that may be proposed by Bl\111, in the belief that such 

measures will not be sufficient to stave ott the finan-

cial 
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oial oollapee and that B~um can be forced to take the 

on1111 of t he oraeh. Any etatemente which B~wa may llllllte 

I ehal.~ telegraph to the Department tonight. 

BULLIT'l' 

l..l:B.F:D 
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!! . '! .Jr : 

Opt rator : 

H . '! . ~Tr : 

'lclverlng: 

R: 

:t .. ·• . Jr : 

n: 
r~ . " . Jt' : 

II : 

H: 

'l . 't .Jr : 

H: 

H.M.J r : 

f.! : 

H. u .Jr: 

H: 

R. \l •. Tr : 

Hello 

June 14, 1937 . 
4 : 46 p .m. 

tAr . Helvering . Go ahead . 

Hello 

Hello 

Guy. 

Yes. 

Henry t aJ.:dng • 

Yes . 

398 

Ah - when Mrs. Roosevel~ brought up the question 
a bout the broad - the money that the Broadcnstlng 
Compuny paid - ah - who did I ask over in the 
Bureau? The question 1'/0.S raised whether the money 
would be paid directly t o the Fr iends society, 
you see, it didn ' t co to her at all. I got a 
rul i ng on that from somebody over there . 

Well I -I don•t get just what ••• • •..• 

Wel l l.!rs . Roosevelt goes on the ai r. 

Yes . 

Let's say they pay her - they - they pay her a 
thousand dollars a nieht , l et 1 s say. 

Yes . 

The money goes t o the Society of Friends- the 
Quakers . 

I see . 

I t does not go to her . 

Yes. 
The Associat ed Press i s asking about i t . I remember 
t hat we asked somebody to s i ve me a ruling on i t and 
we s aid if the money was pai d direct ly to the Soci ety 
of the Fri ends that - llh - ah - that she wouldn ' t have 
to pay any tax. nave you any recollection of it? 
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H: 

P: 

r : 

'! . • • Jr : 

R: 

Hglver1ng : 

H .H .J~ : 

II : 

II : 

P. . J . .. Tr : 

H: 

!L I!, Jr: 

n: 
H. I.\ , Jr : 

H. :.l . Jr : 

H: 

II . !I , Jr : 
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llell i t seems to me I have the Rules and Reguldtlons -
gave a ruling on that i f I ' m not mistaken but I don't 
recall right off-hand about 1t . 

Well the - the AP is waiting for an ansVIer . 

What? 

The Associated Press i s waiting for an answer. 

(Laughs) 

Uagill asked Charlie Russell and he can' t remember 
but I - I know that we got a ruling on it. 

J.b-ba . 

VI el l let me - It 11 try and get l.!l' . Saunders from the 
head of Rules and Regulat ions . I think that ' s where 
i t was but I don ' t recall definitely about i t. It 
seems to me I remember something about that . 

\/ell will you look it up and - and will you let - ah -
ah - Magill know? 

Yes. 

Please . 

Al.l right . 

\'!ill you l et ' ).lagill kno\f, 

Yes, I'll find out i~ we can right anay. I don ' t 
kn0\7 whether they ' ve left down there or not but ••••• 

Well. pl ease • 

•••••• I'll try and get it right away . 

Thank you. 
4: 57 Jl . m. 

HelJ.o - hello 

Hello 

Tbis is Henry t aJ.kinr , Guy. 
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H: 

H. ·· .Sr : 

'i : 

'l . '! .J r : 

'l : 

R. I.! . J r : 

H: 

H . ~, . ,T:o : 

1! : 

R. H .. Tr : 

H: 

!L '1 •• T:- : 

!! : 

H. :l. J r : 

H: 

!l . U.Jr: 

!-! : 

H. :! .J r : 

!! : 
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Henry Uorgenthau. 

Oh, yes . 

Magill' s here l'ti th me . 

Yes . 

Go ahead . 

I checked do~m t here and ther e ' s nobody in the 
file room no!lt . 

Yes. 

Those are what I call our subj ect cases . 

Yes . 

And we - I t old the - I got ahold of Mr . Briggs 
who is the head of it but (laughs) he don ' t lmow 
anything about the file . He don 1 t recall any 
specif ic ruling on that •••••.• 

Ah-ha . 
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• • ••• Out he said t hat the fir~t t hi ng in the morn1nc 
he 'd have that file checked. 

l'' f>ll I can' t remember and !irs . Roosevelt is out of 
town for a couol e of hours but I have a sort of 
vagu e noti~n that they did t alk to us - I know what 
she does . 

Yes . 

hh - the broadcasting company let ' s say pays a 
thousand dollars - the sponsor does , you see, to 
have her go on the air •••••••.. 

Yes • 
•• ••. • and they pay that directl y to the Society of 
Friends. 
Well, of course, i t '1ouldn ' t be income to her anyhow. 
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fi . JJ.Jr: 

H: 

n. n.Jr : 

H: 

JI . 14.Jr : 

!I: 

n . rJ .Jr: 

H: 

H . ... . Jr : 

II: 

!! . U.Jr: 
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Well - ah - she earns 
we gave her a ruling. 
on 1t •••..• .. 

Ah-ha . 

it but as I understand it 
lfow this is just my memory 

401 

••••• that- ah- there have been other cases l ike 
that and that she was told as long as the money was 
pai d directly to the Society of Fri~n~ that she would 
pay no tax. 

Yes. 

&t t hey • ... . . . 

Of course, they 1 re trying to - I suppose somebody 
is trying to put i t under the heading that she should 
receive that ~~d then pay it out to t hem and only be 
entitled to 15%. 

Yes , well when he comes in in the morning if they 'll 
look it up, will you. 

I • 11 - I •11 checlt the whole f ile . 

Thank you. 

You bet . 

Thank you. Good night. 
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PARTIAL P.A!W'HIUBZ OF T!LIGR.Ut REOIIV!!D. 

J'JIOK; .lllerioan llaba"Y, Tokyo, Japan 

DATZ; June 14, 1937, 6 p.s. 

I O.; 158 

J'OR BIORJ:TARY KORGENTHAU. 

According to Doaei report appearing t oday in local 

presa, financial and buaineae cirolea gen~ally fear 

that Finance Yiniatry •must eventually enfor c e • eo• e 

&yet .. of drastic financial control together with 

managed econo.y t o meet t he budget problem caueed by 

t he inoreaee in military appropriations and t he neceeeity 

of raising a large amount for increased industrial pro­

duction. 

It 1B the opinion of the Embassy that any attempt 

at present to describe t he measures which are probably 

under contemplat ion would be conjectural; theee meaeuree 

were aet f orth 1n our telegram wo. 138 of May as. 

It m&y be, howeYer, that the appearance a1i thia time of 

the presa report referred to above from a semi-official 

source aay have been initiated by the Government 1n order 

to place upon the military the reepone1b111ty for conta.­

plated inability of the Government to i mplement meaaurea 

tor illlprOYemtnt in nationAl economy because of the heaYy 

military budget. 
GRft. 

U : LW'f 
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Juno 14. 1937 

1!7 dear 'tr . ltinc:bolla 

Thank& tor your n1c:e letter ot 
June 9 t h. 

I r I hnd :mown ln a.dn.nce ot 
your Sunday n1cht broadcoat tb~t you 
.. ere go1nt: t o nent ion our f i nancing, 
1 would tu.Ye buen encouraged t o l ower 
toe 1nt ereat rato. 

To b o oerloua for a ~L~t. 1n 
t hese dif fi cult t i mes it i s ni ce t o 
know t hat t he 'l'r e r aury can count on 
ftnlte r " 1ncn ell aa a t'riend . 

L' ,.!"'' ... ~· """"' ''""'I Jr 
l lvl ;ay '' ....,.. •-..Z J ' 

Nr . ~alter ~tnchall0 
T" ent1eth Cent ury-i'oA Film Cor pont.1on, 
Beverly U1l l a, California. 

40.3 
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