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Appoitl~tf &lid S.aiplatiooa 
Wolle, Joea 

_,_ 
Book Pace 

S..ppoitlt.ct ot Joe Bolte aa Collector ot Internal 
S.,..oue, St. Paul, llinneaotat P'DR ael<e Attorne7 
General, Poet.aetar General., &lid llll1r to cooter 
onoe aore - 6/18/37••• • •••••••••••• •• •••• ••••••• •• • LXXIII 310 

- B-

Bank tor Intaraatiooal. Settla.enta 
Cochr&D reporta oc ... tine - 6/lS/37 • • ••• ••• • • • ••••• •• • 

a) llaitl buaitleea that ot at~iDC requeate ot 
ktiooal. Bank ot HUDpl')' for tbree-7ear 
axtceioo ot Bank for Internatiooal Settlnents 
aDd Central Bank credita with lJ itltereat and 
$re~t 

b) GeDu.inel7 peaeilliatio poitlt of Yiew oo cooditiooe 
1tl h&Doe 

o) Swils eituatioo dieouaaed with Bacbii&DD; 
Cochran three tiaee repeats llii.Tr'e aeesace , 
aakitlg it clear thil ia otticial. 

d) Prior to aa111Dg of Paul Van Zeeland tor United 
States, llarcel Van Zeelud asked Jaoobaeon to 
prepare aemorandua <m aold aituatiODJ attar 
reYisioo, lieDeyer will circulate to Central 
Bank co-remora and Cochran 1a prcaieed cow 

1) LonriDg price ot cold 1a ta-rored 1D 
tbie -...orand\111 

2) Cochran Wldaratuds llaroal Van Zeeland 
doe a not. fayor tbia J fa Tore rather 
1Dcreas1Da cash requir-ta ot o.-arclal 
b&Dka and 1Do...aa1Dc coT&rage requi..-nta 
ot Central. Banke 

e) Cocbr&D learna fro. within Bank of Internatiooal. 
Settl-ta that. Cctral Bank of Fiol•M baa b­
larceat aeller ot &old apiDat dol.lara t.hrouah 
Bank tor Int.ernatiooal. Sattl•eota 

f) GoTernor Rooth, of Sndiab Rlkabank, eeee no need 
tor Sweden' a takiD& &D7 ta.ediate acoetary aotioo 

&) Governor loru.o feela t.hat creat care should be 
exercised iD accept1Dc arpeota put forward b7 
cert.aln fiDucial jouraala and writers, .!!l London 
particularlz, ap.i:Det. ch&D&iDg price of &old , 
aiDoe direct 1Dt.ereat. 1t1 cold alnln& 1a held by 
theM Jouraala; etrorta to cootrol productioo of 
cold al.ao oppoaed by lorMA 

h) Go-ren>or lorMA'• ueiat.ant, Cobbold, partlcularq 
oO!II'aw!• Paul 11D.a1&1 ot Loodoo FiD&Dolal lewa, 
aa be1Dg IDlfair 1D c-t 

1 
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Cb!Jia 
For N.,... ot CCDYeraati<llla betw-.n BlUr and ChiDeH 

delept.1CD1 aM Book LIXV1II1 pap 190 
Aaeriaan lilbaur, LoDdCD1 raporta CD CbiDeH loen 

Book Pap 

neaotiAU<llla with Great Br itaiD - 6/ZJ./37. . ..... . .... Lmii 347 
Cocoanut OU 

See PhUippiDe Islands 

-E-

EiDai&, Paul (London Financial llewa) 
See B&Dit tor InternatiOII&l S.ttl-te 

- F -

Finland 
See Bank tor International Settlements 

Foreip Capital.1 Reetriction ot Intlow 
See Gold 

l'l'anae 
See aleo Bank tor International Settlement• 

" w StabilisatiCD 
Blua Governaent talla- 6/21/37•••••••••• •• ••••• •••• •• • 
Ambaaeador BCDDet calla to say &oodbye - leaYing tor 

Praaoe- 6/22/37• •••• •• •• ••••••••••• •• •••••••• ·• ••• •• 

-G-

Gold 
See al.ao Bank tor Interuat1011al S.ttl-nta 

329 

.369 

ConteNDce between Treaaury and Fed.eral. ReaerYel preHDtl 
BlUr, Taylor, Olipbant, Loahhe&d, 1lh1h, Viner, Qpper, 
BallJ !lcclea, Goldenweiaer, Willi.aaa, Gardner, HarrieCD, 
lnokeJ Feia- 6/15/37•••••••••••• •••• • • •••• • •••• • •••••·~ 85 

a) Mattera to be diaauaaed iD.:lude aterWKtiCD1 

b&Ddling or toreign deposit a, qu.eatiOD or tax1ni 
al.i ena who inYeat in Onited Statee, et cetera1 
reeerYea against toreip deposita to be diacnaaed 
this aorning 

(Ten questions to be diaouaaed on pap 115) 
b) IIWJr al.oo tell a croup about rtait ot Sir Josiah stup 

-R-
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Italy 
Annual report or Balllt of It~ preeented oa 3/31/37 

a) Cochran oalle attent1011 to coooaent oa Tripartite 
Agre_..t aa •f'!rat boneat attMpt toward• wide 
illtern~tiOil&l cooparatioa ude since Septser, 

Book Pap 

l9Jl• - 6/22/37•• ••••••••••••••• • ••••••• • • •• • • ••••• LXIIII )88 

-I-

l orun, llonteau (Oonr~~or , Bank ot England) 
See Bank tor InternAtional Set tla.enta 

-P-

Phllippille Ialande 
IIJI.Jr eska liar Department whether or not it baa advised 

Quezoa in &ll7 118}' oa excise tax on cocoenut oil 
wbicb tbe courta hue decreed ehould be turned beck 
to the Ielanda- 6/lS/)7 ••••••••••••• •••••••••• .••••• 

e) lloodring out or t 01111; Craig answers wno• -
liar Department feels thiu ia a utter tor 
State and Treasury Departs•enta to handle 

Conference witb Quezon, preaenta IIJI.Jr, Taylor, Feia, 
and Opper- 6/lS/37• • • • •••• ••••••••• • • ••••• • • ••• • • •• • 

a) IIJI.Jr reports to Hull. on confer~nca; Faie present •• 
Poland 

AlllbasS&dor and Counselor ot Polish Leaatioo call oa 
IIJI.Jr to introduce Sokolowski, bare to arrana• possible 
cc.ercial agreMent with United Statla - 6/15/37 ••• •• 

- R-

Riener, 111nfield 
To be Spacial Consultant w1 tb 1'rees11J7 - 6/15/37 ..... ... • 

- s-

Sbatroth, llorriaoa 
Resignation diacuaaad by HIIJr and Olipbant - 6/22/37•• •• 

Slai tb Coapan;r, E. 11 . 
E. 11. Slaitb '• offer to plead &Uilt7 to all counta ill tba 

two illd1ctmenta now pendin&, ude an ooadition tbat 
illdiotunte acaillat other defendant• be diaaiaaad, 
approved by FDR and BIIJr; Departlilent or Juat1ce ao 
noti fied - 6/16/37•••• •• ••••• ••• ••••• • ••• • •••• • • • •••• • 

Olipban t report• on aentence to HIIJr 1 ai&bteen 110ntba 
ill penitentiary and t 25,000 tina- 6/22/37 •• •••• • ••••• 

3S 

20 

7S 
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Book Pa&• 

Stab1lhat1oc 
S.. also Bank for International SettlueAta 
Truce a 

See Cochrao reSUIItl 6/13/37--J~, 1937 - Book LXXVI 
Doergency bi.ll authorizio& GoYernment up to 7/31/37 

to take menslll'ea neeeeeaey for reooostructioo oo 
public finance~ laid before Cbaaber- 6/15/37 •••••• LXXIII 

a) .American Dlbasay, Paris, reports oc 
CCIDversatioc with Blllll concerning tbeae 
powers- 6/14/37 •• .••••.••• •••.•••••• ••• •••• •• 

b) Bullitt. reports on dnuoetic apeoul session 
of Chruober of De_Putiee and pusage of bill 
346-247- 6/16/)7 • • •••••••• ••.•• •• • ••••••••• • 

e) For text of ....,r&ency bill , see page 175 
d) Crisis arises duri.Dg coosiderntion of bill 

in Senate- 6/18/37 •• •• • •• •• •••••• ••• •••••• •.• 

e) Blua Governaent falla- 6/21/37 •••• •• ••••••••• 
Cochran reports continued heavy pressure on trenc -

6/lS/37 •••••• •• •••••• •••••• •••• ••• ••••••• •••• •••••• 
Meeti.Dg with regard to Trench oriai&J present: HMJr, 

Taylor, Bell , Oliphant , Lochhead, Opper, Uplwo, 
Viner, end Riefler- 8a45 A.M., 6/16/37•• •• •••••••• 

a) Conversatiocs with Cochran 
HIIJr tells Bull of llontagu Norman ' a desire that Cochran 

visit England without American Embassy in Paris 
knowing of it- 6/16/37 ••• • •••• •• ••• ••••• ••• •• •• ••• •• 

a) Bull advises eleari.Dg with FDR 
b) FDR advises that British Allbasaador be told 

aod Sir John Siaon asked his wishes; BlUr so 
informs Hull- 6/16/37•• • ••••• • • • ••• • • •• ••• • •••• 

c) Conference with British Aabaaaador and Treotbaa; 
Feia and Taylor present- 6/16/)7 ••• •• ••••• •••• 

d) Montagu •or-LB'& answer - 6/17/37 •••• ••• •• ••• ••• 
e) Bull ' e instructiooa to Cochran tbrouch Aaerieu 

Ed>aaay, Pari a, to proceed to Locdon - 6/18/37 •• 
f) Cocbr&D•s report f~ LOildoo - 6/21/37 •••• • •• •• • 

1) fall of Blua Govanu~ent diecllBsed 
American Dlbassy, Londoc, a aka tor intorution coocerning 

repO'tt under 11aabi.Dgton date-line tbat Frenee 01ay be 
forced to wi tbdraw troe Tr1parti te Aereeiii!Dt pre81111&bly 
due to institution of a oODtFOl r,ret .. - 6/16/37 • •• •••• 

a) Bull told United Statal bas bad oo intia&tioo of 
such intention • • • • • • •••••••••••••••• • ••• • •• • • • •••• 

Second .. sting on Trench erieieJ preaeot& IIMJr, Taylor, 
Opper, Viner, Rietler, 'llohite, Lochhead, Baaa, &Dd 
Oliphant- 9 A.M., 6/18/37••• • • • • •• ••••••• • •• ••••• • •••• 

(Poeaible actioce b7 I'Naeh Qoq......,t on page 284) 
a) CODTeraatiOD with Cochran ••••••••••••• •••• •• • ••••• 
b~~ • • Butt·erwortb • • • •••••••••• • • • • • • • • 

• • bole: e .• ••• • • . . • • • • • • • • • • • • • • • • • • 
• • BUll. • ••• •••••• • • •• •••• •• •• •••••• 
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30 

154 

304,308,321, 
332, 337 
329 

67 

117 

139 

146 

158 
168 

300 
343 
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165 

224 

237 
250 
269,279 
271 
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Book Pace 
St.abUhat.ioa (Collt.illucd) 

l'r&Dca ( Ccat.l.Dued) 1 

.&llbaandor BCGDet. calle t.o ~ &oodbJa - l • 'rl.ll& for 
lraace - 6/22/37••••• •• ••••••• • • ••• •• •• •••• •••• •• •• LXXIII )69 

Cocbr&D raport.e 011 axcb&qa urltet. --t.. -6/22/37.. . .. .. .... ... .. .. .... . .. ...... .... . ........ . 372 
Forut.iCD or Cabl.Det lllli'avorU.q iapreu .. toreip 

embanp u.rket - 6/22/37 •••• •• ••• •• •• •••••••• •••• , • 386 
SwitcarlADd& 

But tarwortb reports oo Swiea truaactio118 in LondOD -
6/l~/)7....... .. ...... . .... . . . . . .... . . . . ... ......... 64 

Sir Jolm SiaCD intoraa IDIJr be 1a in coaplete a,.pe.~ 
wit.h stand ce Switserla.Dd - 6/18/)7.... . . . .. ...... . . )01 

Text or letter signed b7 BacbMJm ADd Schnyder , ot 
Swiaa latiODal Bank, and b7 M&Jar, Cbiat or Sdaa 
l>apartaent or l"1JJenca and Culttoooa, tr&Daitted b)' 
Cochran to HMJr- 6/19/37... . . . . . .... . .. . . . . ...... . . )17 

Staap, Sir .J oai&h 
Sea Gold 

Stat-ta by IDIJr 
Before Jol.Dt C~ttee on Tax EYaaica and AToidance -6/17/37............ .............................. ... .. 179 

Swaden 
Sea Bank for InternationAl Settlements 

Switaerland 
See Bank tor International Sattl .. enta 

• Stu.WcatiOD 

-T-

Tax !TaaiDD 
011pbant1a -orandua in reapa~aa t.o I'M'• requaat as t.o 

poaaibU1t7 ot 1'rea81117 Departaent condiiCtin& tax 
innatipt1on 1n diareprd of Joint Resolution lo. 155, 
&1Tini t wo poaaib111tiea- 6/ 16/37••• ••••• ••••••••• ••·• 

- 0 -

u.s.s.R. 
For ~··~ ot cQntereno•• on &old, 4/11/37--7/17/37, 

sea Book LXIV, p&&e 79 
Conference; preaent& IDIJr, TroyanOYalq, T&Jlor, &Dd Fah -

6/15/J? •• ••• •••••• •••• •••••••• ••••••••• ••••••• ••••••••• • 
a) Ruui&D Gon.-.nt wiahaa to lr::nolr wllatller it' a """ 

a queatica ot a apaoi&l -.z-•1 rnt bet- two 
countriaa w1 tb recard to aold -.rkltt or -ral7 
one U.out intoraatico tor produotico of ,old 

1) IDIJr repliae - rel.J uobaAga of intoraatica 
n011 poaaibb ~cl.lq t.o ap 11 r ont l&tar oa 

state l>apartaeal -~ cca.carniJI& Sonat pe.rtic1pe.t1oa 
in intaroaticaal &rr&n&•aata d-.lJ.Dc witb aale ot Sonat 
tirbar and sugar in world aarltat- 6/lS/37. . . ............ 76 
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vu Zeel&D4 
See Buk tor Iat-tiCDal. S.tU-te 

-·-
Wolte, .roe 

See Appo1Dtaente and Reatcnatic.e 
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ntOil; -'-rioan ma'b& • .,., Paris, J'ral:loe 

DlTE: June 15, 1937, 9 a.a. 

10.; 788 

nlOK OOOHRAll. 

Thh aornins I returne4 troa Basel where on SatiiJ'­

day(l) and llollday ~e BIB direotore aet. 

The routine businees tor the aost part con sisted. 

of studyiug requests of ~e JatioD&l BaDl:: ot a&zaguy tor 

enas1Cil tar thr" years troa the eighteenth of July 

of BIB and Central Bank orecli te w1 th one percent 1D-

t er .. t and toll!' and three-q\l&l'tera percent repa,aent. 

The GoTernar of the BaDl:: of J'ranoe, Labeyrie was 

not in Basel, and ( l) Under Go•ernar Fournier all4 J'renoh 

direotor Brino&rd left B&aal. Thus inclireotly the French 

bankers contributed to the uneasiness at Basel rap;rd1Di 

the situation 1D J'ranoe. nu"ing Kond&y this uneasiness 

was aupente4 by nws ~at rranoe had w1dene4 the clie­

count on the f orward trano, aa well aa tha nws that 

a •er:r hea•y day waa hll4 by the ~~:;;;!;t!!'~. all4 that 

at no011 the Council of tile Bank of France had deoidecl 

to raiBe the cliaoow:at rate to aix pero.ut (troa the 

pr~ioua • percent rate). 

J. 

The Oetr&l 'b&Dkera at Basel oontimle t o be san­

uinely pesaimiatio oYer t he outlook tor rranoe, .,en should 

Parl1uent pYe the GoYerza•t a respite thrOQib apprOY&l 

of a uew tax progru &114 arrans•ant in aoae •:r tor 

a4dition&l 

Regraded Uclassified



-a-

add1U..-l 1\mde to be •de ayailable h011 tbe Bank of 

J'rance. ror eeYeral months these bankers hue been oon­

Yincecl that a BlUil Oo'fernaent with 0• mist wpport cannot 

i nspire the confidence neoesnry for reoO'f'ary 1n :rranoe. 

It ie their belief that a continuation of this Oo'fernaent 

in office will only aake a more eerioue crash 8'fentually. 

The Oentral Bankers are particularly skeptical O'f'er 

tbe e! forta of Vincent Auriol to punish fiight capital. 

They think that fears of oapitalhta will only be agra­

Y&te4 by hil end••ors. 

Yesterday QUesnay, who ie General Manager of the 

BIB and who uBUAlly has soae plan in mind, could lll&ke no 

suggestion for a definite program which would all8'fiate 

the present ei tuation in J'ranoa. The b1i necessity, he 

real.1ses, is to get capital to returA to J'ranoa. HoweYer, 

he said, it - s under the Dowler111e and La'fal Go'ferzaenta 

that much of t he capital left J'ranoe and capital would not 

itself start back merely because of reforaation or re­

plao8111ent of the present governaent. 

At this meeting at Basel the gold question -• un­

officially dieoueeecl nen 110re seriously than at aeetinga 

held before. On SUnday morning at 10 o'clock I I&"• 
orally to the Slfi&B :raUODal Bank Preaident, B&chaalm, 

in 

, 
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in the presence of Pferainger, hie a .. 1e~t, the 't'erbatt. 

aea~ fr011 Secretary Korgenthau (aD.4 which -• quote4 
ay 

in/telesraa J'o. 771 of JUDe 13). I -• told by B&ohetaa 

that he would get in t oWlh with hh two joint ~~&~~&pre 

BohD.yder &lld Weber, alld that on noon JIQ:Iday he would &i't'e 

ae their reply. 

I saw Baohw•nn alld Pf era inser at 12 o ' oloot on llollday, 

aDd had a telephone oon't'eri&UOD w1 th Bachaenn late 1a 

the &'t'elliDC (Baoha•na had retu.rnecl to his ba.nlt 1a ZUrich 

in ~the a1ddle of the afternoon) in order that one point 

aight be cleared up. I .-arise below the explanat1011l 

gi't'ft by Bach•nn of their position. B&ohw•nD will pre­

pare i-ediately for tbe appro't'al of hie aaaooiatea at 

a aeeting thh ooaing 'l'burad&y, a letter to be addreaaecl 

to the Secretary of the Treasury of the Un1 ted Statea and 

to be eijpl.ed by Jleyer, Jlilliater of J'inance, conf1ra1DC 

&Ad up&nd1ns the explanat1one which were p't'en w ae. 

I u to recei't'e the letter by aail for forwardiDC in 

the d1ploa&t1o pomoh. 

The SW1aa J'ational Bank, B&oh•DD l&id, had reoently 

definitely decided that 

DD 8ECI'l'IOJ'8 OD '1'0 J'OUR, IIICLUS~. 

BULLit!, 
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PARAPHRA81 OF SIOTIO. Frrl OF TELIORAM •o. 788 of June 15, 1937, 10 a.a., troa parte. 

the gold oert1f1oah holding• of the Bank ehould not 

4 

exceed 3,631,000 ,000 811he franoe, which t1cure now appeare 
1n 1te etateaent. They had fixed a price for purohae1ng 
gold, he ea1d, attar the 8111u frano ha4 aotuallr lett 
the gold etand.ard laet J'al.l. He doee not want t o cbanp 
th1e price. The Bank turtheraore doee not intend to ••11 
any of t h e &Old in the total 1 D41oahd aboYe. Therefore 
it will not giTe anr oauee for uneaeineee thrOUih allowing 
ita etateaent to ehow a decline in the uOilllt of gol4 held. 
The Bank bel1nee that the uount aent1oned abOYe 1e 
t he aax1aua that 1 t should hold becauee of the cl.anger of 
a European war, &114 the danger of the world price of gold 
being lowered • 

.&.e of June 11, Baohaun 8&14, the holdinge of the 
538 aillion 8111ee franc etabil1sation fund werea Gold, 
118 ai11ion trance; 

KID 810!10. FITI. 

BULLITT. 

U:Lft 
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P~BRASZ OF SIOTIOI SIX OF TILIGRAM 10. 788 of 
June 15 , 1937, fro. P&r18. 

forai&D exoh&Die, 408 •illion franca; 

5 

Swiss trance , l~~ Decl elon P8s r eached th4t l t woul d 
be this b&nlt' e pol.icr to ocmvert thla fUnd whlob waa oris-

inallJ' in gold entirely into foreign exchange, prinoipallf 

dollars, and sterling to a alight extent. Buoh iOld aa , 

might be reoeivecl fro• the pu'blio would paae through thia 

fund for oouveraion into foreign exchange without the 

bank' a atate~~e~~t ahow1Dg the tranaaotion. The Bank, with 

thla poll or in •illd, haa been shipping gold t o t~ UDi ted 

States and that gold haa been converted into dollars. 

The progr&ll Bachmenn had envisaged would be to send the 

r•aining 116,000,000 franoa gold ( a01ae 30,000 kilograms) 

to the ••• York Federal Reserve f or conversion into dollars 

over a two or three months period. 

Reoentlr an attempt baa been -.de by Bachmann to 

influence the Bwlaa banlta to sell cUreotly on the London 

market for their own account auoh gold aa thef or their 

clients deeire to dehoard without the Ceotral Bank A&ndling 

it. 

lfi th regard to the gold bei.ng purchaaad by the Central 

Banlt, Baoh••nn Aid th18 oo.ea in the for. of bare held 

in London by SWiea, or from da.aatio hoardiJli in ooina. 

In the future be will trt to diepote of all of thit gold 

em this tide of t he ocean, at London for the aott pert. 

H.e could not -.:t bow IIUCh iOld t~ Striae are 1t11l hoardiJli. 
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AD aUe111pt 1a bei~ IIIUle by Baoheenn t o get acae of 
the exc ess of f oreicn capital out of SWitserland, and 

to thie eDd he ha4 encouraged two f oreign c redi ts, one 
to the Boatal Syetee of OzeohoslOYakia in t he eue of 
50 lli l l ion SWiu francs, aDd another in t he eaae aaount 
to Italy by t .be Ored1t SUisse and the SWiss Banlti~ Cor-
porat1cm. 

Duri~ •:r ocmYersations wi th Baoh•enn I repeated 

6 

t hree t iees the eeseage froa Sec retary Kor genthau, aDd eade 
1 t dsfini tely clear to hia that this. waa an official 
eessase whi c h I had been a sked to oo..unioate to hiP. 
B&oh•enn pressed 1118 for my personal op1n1cm. I t old hie 

that he had been quite wro~ in undertak~ operations on 
our f r i eDdly market wi thout giY1ng u s an 1DdioatiOR of 

of 
what he had 1n 1111nd and w1 t hout a preYious basia /ullderstand-
1~ and poss i ble exchange of Yiews. I • entiODed tbat after 
t he ali~ent of last autu.n hi s GoYerueent bad been the 
110s t i nshtent f or a definite return t o the gold standard, 
aDd that in fix~ a buyi~ and selli~ pric e for gold h ia 
G«erneent bad taken scaewhat of an i niUPUYe. I said 
that I bel1end they were working defi nitely against the 
i d• of preserYing the gold staDderd if tt.y as a o:Wb 
••bee, took at..,a which ooW.d be interpre ted ae eean1ng 

tbat 
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'ha' faith on their part in 'h• fUture of cold waa l&otinc. 
The federal Reeena•a oftioial atat-nt, I •nUoned., 

ehowe tbe decline of earmarked. gold depoai'a held ~T 
central banta with ua, and. the alrea¢1 nen~ aituatioa 
wOill.d be aggr&Yated if obnnere in IIU'ope and the Ol11ted 
Staha abould learn that a c lub bank 1a bea't'ily d1apoainc 
of gold. I &lao r•iaded b1a that t he procraa which he 
1e following einoa Kay aeana tb&' the ateri11zat1on of 
Swiaa gold 1a being financed by the United Statee Treaeury. 
The anner aade by Bachaann t o thh • a tb&t according t o 
their figurea the aaount of gold per capita of p opulation ODl.y in tla United Statea -a/288 SWiea tranoa, wher .. e the 
amount per o~ita in SWiherland -a 4.9S SWiaa franca. 

Official• told ae a t Baeel - and they knew noth1n& 
of ay errand wi t h Baohaenn - that Baoha•nn bad laet weak 
through &e't'en aeparate ob&Dnela been end.M't'Oring to diapoae 
of gold. Jo one dou.bte tbat the SWha central bet, aa 
well ae pri't'ate banke, 11 nenoua O't'd the fUture gold 
prioe. 

During the f orenoon on llondf' I inforaed. OoYernor J'l'anot 
of tla Jatiollal ~ of Balpua of the aeaaace which I 
had delhered to Bach~ J'l'anot Kid that 10 ta.r hia 
Balik bad not been aated to take cold fr- SW1taerl.aD4, 
ao he W no ground for proteat t o Baoh•nn along tbe 

line 
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11ae we •ook. 

The letlletlAiade Buk Predden•, '!'rip, waa ao\ 1a 

Baaal, eo I talked wUh Dejoq hia aabaUW.h. Dajcmc 1a 

tha oft1o1al of tba letherl&Zlda Balik who aotu&llJ .b&Ddlea 

de&liqa ill exohnge. I waa 1nforae4 bJ Dejoag tba1i hie 

Balik had •ate OJllJ abOV.t teD a1ll10D dollara ill SOld 

froa the Swiaa JaUon&l. Balik when the lat'lier had 111d1oahd 

that dollar a were what 1 t uedect. 

DD 8J:OTIOI8 SII TO :nna, IHOLUSIVJ:. 

BULLI'l!. 

\ 

.u:Ln 
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In -.y dhcualll. on with Delong I IJlOke Yary tr&Ditl)' re&ard1~ 

the SWiea situation. I intimated that there had been no 

preasl.ng need tor dollars on the part of the Swiaa, con­

s idering that they had ample reaouroea in the United States. 

Dejong proaiaad that he would give Trip a 0011plete picture 

ot the matter. 

I should add that when Baoh•enn waa expla1ni~ to M 

hie polio)' of granting credits to CzeohoalOYaltia and Italy 

he ll&id tbat t)eee tranaaotions ill'YOlYed haYing dollare. 

The loans themselYea ware 1n 811'1as franca, but dollars were 

needed by both borrowers and he preferred to provide the 

dollars rather than let the borrowers dump on capital 

markets large amo\Ult e of Swiea franca. I checked up on 

the dates of the credits to Italy and Czeohoaloraltia, aDd 

I u oonYiuced that auoh dollar• aa Baoh•enn had needed tor 

this purpose had alread7 bean proYidecl before the raoent 

111p0rtant conYaraion took plaoa of gold into dollars 

lef! hie(?) Federal Reserve Bank of •ew York. 

Shortly before the aeeting on SUnday, Sohaoht arriYad 

by plane. He went back to Berlin b)' air i .. ediatel)' attar 

the aeeti.ag on Monday morning ao aa to be preeent at the 

dinner &!Yen tar Ohine .. lliniater of Finance Jtung, I had 

no pr1Yate COil'Yeraation with him, merely exchanging greet­

inC•· Schacht did not haYa 1111ch to say to anyone at B&eel 

thia tiae. I bad a tallt with Hechler, hia ase1s1ant, who 

told 
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told me that u to the GerMn doaeaUo e1 tuaUon tbere wae 

nothing new but that recent develoi)aenh 1n So't'iet Rlluia 

naturally were Of IIIUCh oonccn to the Ge:ra.n people. He 

told ae that the reports bad been entirely pr .... ture wbiob were to tbe effect 
aill that Sobaoht will come to Paris apin toward t be and of 

t he montb to •ign a rranoo-GerMn o~eroial treaty. 

Prior to tbe ea111Dg of Paul 't'&D Zeeland for tba United 

States hie brotber Karo .. !, wbo ia still 1n tbe BI8, asked 

that Jaoobaeon preparfl a ••orand\111 011 the gold eituation 

for tbo Pr1lll8 Kiniater. .l fourtec-paga aeaorandla wae 

prepared by Jaoobaeon wbiob Marcel gaTe to PaulJ Jaoobaeon 

permitted • to read tbie u moranc1wa. After Jaoobuon 

finiabea r eTi&1ng it, it will be oiroulateli confidentially 

by Ii•eyer t o • •bar central banlt gOYernora. The pr omha 

was lla4e that I should confidentially rece1Te a copy. 

Jaoobseon alone takes reepon1ibility f or tbe docuaent, wbi ob 

give• arguments in favor of firet maintaining gold at 1t1 

p: eaent price, 1econd controlling tbe procmotion of sold, 

end tbird, lDiferiDC the price of gold. The third &lterna­

ti't'e 1a definitely fayore4 in the aemor&ndua. The arcu­

mente ad't'anoe4 are that the price f or gold e atabl11he4 

dur1JIC the orili1 1hould be oonlidara4 only an emereenoy 

step, and that DOif aa prosperity raturJ1.1 the Yarioul tao­

tore should be 1tul1ied and a revilion downward be made i .11. 

the price 1f tbe balance of 8't'idenoa waijtha in faTor of 

lowcing the prioa. It would be aD't'iaaged that the ori&inal 

parties t o the tripartite acr••ent and other iaportant 
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mo11.etary statee • aake an &llllouno•at of re4uoUon 

ai..U.taneoualy. Marcel 't'an Zeel&Dd. hiaaelf, fr011 what I 

heard at Baael, 1e not in !a't'or of changing the price for 

gold. He thinks there are uuaeroua atepa which could be 

taken toward all.viating the eituation, auoh ae i noreaaina 

t he oaab requirement• of oo .. aroial b&Dka and inoreaatnc 

the oo.,.erage requir•ent. ot c entral b&Dka. 

It waa alec QUeenay' e opinion t hat bet ore taking IIUOh 

a draatio atep ae l owering the gold price or oontrollina 

produoUon varioue aeaauree should be tried out. QUeanay 

beli.ved that the rile in prioee would .ventually narrow 

t he profit margin between the coat of production &114 the 

market prioe ot gold to auob an extent that production 

would l.vel off or might .van etart t o tall off. We should 

i n the aeantt.e work for a better dietribution of gol4 

etooke. Reference waa •de by queen., to t he plan whiob 

be attribute4 t o British origin of the United States and 

po11ibly Great Britain aating &'t'a1lU>le by loan through 

the BIS to J'rance and other needy oounulee gold which 

now baa to be ater1lhe4 by t he United states aDd Great 

Britain. I questioned Queanay ae to whether euoh a 

euggeetion wae being aoti't'ely presented by anyone j\llt 

now, and he eaid that it was not. 

I wae told by President Beyen of tbe BIB that 1n the 

paet t he beet opinion of the world bad alaoet in't'ariably 

been wrong on gold. He did not think we should at the 

present tiae hasten t o any deoieion that we ha't'e t oo auoh 
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gold on hand. In hie aiD4 i1i woUld not 'be fe&aible 110 haYe 

i n11erzaUonal oont:rol of pro41lo11ion. If our e itv.aUon 1a 

juet ar t if1oial., he aaicl, it woUld 01117 be aada aore 10 

by r eeort to produo1iion o011tro1. He inaiatecl tha1i 11here 1a 

still an aoute B1 tua1iion a r 1ai ng trOll 1ihe gold eoare. 

He 11old ae that w111h the exception of the •etherlande ••­

t1onal Bank, all of the aaall oen11ral bank ol1enta of the 

BIS had bean through the BIS eealting dollara. I .. nuoned 

11ha1; I \mdentood gold had been a hipped 1io 11he Uni tH 

Statea b)' the BI S. These had been arbitrary t r anaaot i ons, 

he aaicl. 

Beyen oOUlcl n ot 1Dd1oate t o ae wh1oh oountriea had 

been selling SOld aaatnet dollars through tha BI S. How­

eYer, I l earnecl tr011 w1 thin t he Bank, in a1iri oteet oon­

f1denoe , that t he largee11 aeller hacl been tbl Central Bank 

of !P1nlancl aD4 that ealee had alao been -cle b)' the 

Re1ohebanlt. C.otea I learned thia aorning at the BaJII: 

of r:ranoa that a old had ben aold aga1Det dollara b)' 11ha 

Reiohabanlt t o t he Bank of P'ranoe yeaterda7·] 

Oona1ian11 e11u47 of the iold e1 tuaUOD 1a faYOUcl b)' 

Beyc, bu t he oouneela ·ap1aa1; haa11e in ct.oUiOD. 

Du.ring 011e of the oonYeraatione I had w11lla Dejoac he 

remarked tha11 while dollare bacl 'been e:~:teneiYely bCJUC)l11 

by the •etherlanda Bank, whioh ueually were quiokly ooa­

Yar11ed into cold, reoent17 they had held acae clollara 

w11ihou.1i 
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without oonTerting them into gold, 

A weelt aao wha I wae in Aaeterdaa, Teraeulen, a 

priTate b&Diter, oo11plained t o ae tb&t n&toh hoardere of 

gold ha4 to eell4 their gold to London tor eale or releue 

it on the (f) aarltet at Aaeterd&a, einoe Trip did not feel 

obliged to absorb gold directly but preferred to worlt into 

gold through the dollar. 

I had a tult with Gor einor Rooth of the SWedi eh Rilte­

banlt. He said that he coul.d lee no need for SWeden taking 

any i•ecUate 110netary action. Should there be an i111portant 

r1se in Allerioan and world prices before autuan, SWeden 

would then haTe to take up the question of upward reYuua­

tion of its crOWD, but before autumn no aot1on will be taken. 

By tbat tiae Rooth hopes that he will mow whether any 

action is to be t aken by the Aaerio&DB and the British. 

He expressed the sincere hope that independent action upon 

the gold price will not be taken by anyone. I11partant 

amounta of dollars aDd sterling are coratantly carried by 

GoYernor Rooth. 

Gournor Ro~b told ae tbat GoTernor Ryti o! the 

B&Dl: ot 1'1nlnd bad aaid tlat for another year and a bUt 

J'inland could continue withOilt upward reYuuatiClll of ita 

curranoy, UDder present tadenoiu, Ro~b said, be d14 

not belieTe SWeden could go that lone. When e1 ther SWeda 

or J'inl&Dd aoie, be thiJllte eiaul 'l:aneoue aoti 011. will be taken 

by ~he other oOUII.try. He .-pbai1Se4 that he belteY .. 1t 
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is more important to maintain permanent the international 

exchange relati~ between ourrenoiea than tbe gold price. 

Fro• hie oonYer•tiona rith GoYernor Fl'&nclt Rooth pine4 

the t.preuion that l'ranolt was trying to purchase ae 

little gold as he possibly oould. 

At the ti11e I had a direct oonYeraation with GOYernor 

Franck, he asked whether I bad seen f1 t to can•m' oats to 

our Secretary of the Treasury hie Yiewe upon gold prodllO­

tion control, and wheller any reaot1011 thereto ha4 coae 

back to ae. Franck remarke4 upon the d1Yersi ty of opinion 

a~~ong goYernoro of central b&nke and staff aembere of the 

BIB on the question of gold. 

I had lunch today 1n Paris with Yangita, the Balik 

of Japan repreaentat1Ye at the BIB. He was en route to 

lieadon froa Basel. Tangita told ae that France and Japan 

were .baYing a11111ar financial eXperiences. The •1n diff­

erence in their problems •• tbat ia. rranoe it was the 

workers who are deaanding exoesaiYe eXpenditures by the 

Govern.ent, and in Japan it •• the Army. Lowering the 

gold price 1e fayored by Tangita prOY1de4 siaul.taneou. 

action ie taken by all 1111portant nations. 

Thia aorning at the Bank of France I told Oarisuel 

of the aeeea&e which I had del1Yered to Bachaann froa 

Secretary Morgenthau. 

I 
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I ha4 e"U&l talle 111. tb OoYemor JorMZ~.. He told •• 
in the firet conversation that ae yet •e bad not found 
oocaaion to diecuu the gold pr obl .. w1 tb the nn Ob8Doellca­
of the Exchequer 81110n, eo that it would be bia purely 

pereonal vine be expressed, and not accepted Britieb 

poli cy. He t old •e that be was aore worried tb&n eYer over 
the c old queetion. He doee not see that there will be an 
early l et-up 1n the now of gold towards the Un1 t ed 

Statee and t o t he London .arket. He bad aade attaepte to 

paee on so•e gold to central banks which needed. it, aDd 

$50 could not be got rid of. lfoet all central 'balllte, he 

said, are passing on cold, and as a r esult t he two aarkete 
which are equipped and feel obliged to take it auet face 
the probl .. of absorbing gold in large amounts. It is 
his belief that the eatiaatea 1n tbe press a e to tbe pro­
portion of gold that has coee out of hoarding to date baTe 
been exaggeratecl. In London aDd. EUropean centers, ho said, 
there is etill a large quant ity to be r eleased, and of the 
total amount of gold which India baa absorbed during the 
past 35 yeare, only on.-thir4 baa co•• baok out. 

Joraan to),d M tbat we should be very cautious about 
accepting arguaenta wh i ob oertain finallClial j our~la aDd 

wri t ara haTe put forward, in London particularl y, ap.inet 
changinc the price of gold, einoe a Cl.ireot interest 1n 

gold aininc ie held. by the .. journale and indiTiduale. 

GoY em or 
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Qoyernor Jorll&n oouJ.d not eee an~h!Dg further that 

the Allerioan &114 Bri tiab oouJ.c1 do iu the -Y of .U:iq 

stat•euta to oal.a the preaect Wleaeiueas OYer the price 

16 

of gold. Of oourae, be a&id, the a1t UJLt1on would be qu2tt ec1 

if the United States and Great BrUa111 would -te a joint 

statement that they would guarantee to accept durin& 

the next fiYe yeara at the prioea now obtained all gold 

that .. y be offered to t hea, but be, aa GoYernor of the 

Bank of lnglan4, certainly had no appetite for llllOh more 

gold, p&rtioul&rly at the price now prSYailing. Wi\hout 

any euggeation on my part he eaid that some people were 

oondemni~ Bachmann for dispelling of his gold where he 

could get rid of it. lorll&n aaid 1ihat 1f anyone felt 

nenous about any gold they bad, it was much better to 

permit him to go ahead and set rid of it rather than try 

to keep him fro- doing that. He e:xpreesed the op111ion that 

there must be a lim t to the extent to which our country 

will be willi~, at tbe present price, to absorb gold. 

He made fayorable reJD&rts about the degree to which 1ihe 

American &nd British 81iabilisation Funds haYe cooperated 

during t hia difficult period in their day to day opera­

tiona. He rep.rded aa particularly Yaluable the exchange 

of information 011 public atateaenta. He feela at the aaae 

time that oooperat1Ye atud7 of longer term probl_. ia 

ueedecl. 
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I aado an incidental r•ark t o 1or111111 on the i~~porta.noe 

of the influence on .Allerioan scwernaental opinion, u well 
as l)Ublic, that aight result troa our efforts t o achiwe 

a trade treaty with the British. He said that at the 
present tiM be did not think there was the elipteet chance 
that a treaty could be obtained.. 

Efforts to control production of sold are opposed 

by J oraan. It ie hie belief that a threat in the direction 
of demonetiaation of sold 1s already denlopins throuah 
the biS acwe.ent of gold t o the United. State s. He tbinka 
that the tendency toward deaonetisation would be inoreaaed 
rather than lessened by artificial steps to control gol~. 
The world eooncaic ayet•, in hie opinion , ia eo out of 

balance that Pen if the United States ahould 1 tself land 
a half billion dollar& gold to each of a dosen needy central 
banta, it would not help importantly to effeoti~ely die­
tribute gold. The aetal would be so distrusted by aoae 

that they would sell it 1 .. ediately. Buoh an unstable 
situation pr~a1ls in other countries that they could not 
hold the gold end it would IIOYe back towards our country. 

I aade aention t o Jorll&ll of the crt tioi• in t he 

p.reaa of the eJ:tent to which a discount bad dweloped on 
the price of gold in LondOD. He 1n.e18te4 that auoh coaaent 
was entirely foolish . There e ould certainly be no mcwe­

aant out of LODdon if there were diaoouat. He &aid that 

u 
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1 t would not be fair to ellpeot hie 'baDit to co11pete w1 th 

arbi trag~~W~s to the extent of reduoing the 41eoount below 

a figure which the arbitrageurs might consider ae rep­

resentatiYe of the profit aargi:o whioh in the oircuaetanoee 

could be ellpeoted by th•· 

When the arbi trageure did not want to take the gold, 

he was willing that the Bank of England should take it, 

but he did not faYor 0011peting with th .. for it. 

I also had a conYereation With BOraan' e assistant, 

Cobbold. He talked about this point , and partiou.J.&rlf 

cond8111Ded J:inzig of the LONDON FINANCIAL lfEli'S ae be1na 

Yery unfair and uaminclfUl. of the fact that at one time 

a 41eoount of more than one shilling existed sinoe both 

our ourrenoies haTe been depreciated without attraotina 

any o011111ent oritica.l of the aanag .. ent of the British 

Stabi lisation FUnd. 

I bad a conYereation with Sir Edward Ooolt, who is 

OoTernor of the Bank of ~aJpt. Be was at Basel aa a viet­

tor. 

July 12 had been set as the date for the ne•t •eat­

ing of the BIB. 

ElfD or MPBAGJ:. 

BULL ITT. 

EA: Lft 
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T:'..i.S aftErnoon thE GovErnL!En t laid an EmErgEncy b~.11 

br:fo:•c t ' •£ Ch:lnbEr whic!l r Eads in t~·anslo.tion as follous: 

;.Sol£ articl£ . 'i'i E "--ovErnnEnt is ~ut;~or1zEd up to 

~utt ~l , 1937, to t akE by dEcrEES authorizEd by thE Council 

of '"ll'.b l.i.c fina:1cEs na w£11 a a thE protect•.on of s~v·l.n::;a of 

t h E cUl•:,•Ency an<'\ of !>Ublic crEd1 t . 

~·EsE d ECrEES wi:U be s~br>ittEd for tilE ratification 

of t·~ C~bEr:J \'lithin t h E t~EE I'IOntha foll ouing t:l£ prom­

\•.lgat~.on of t~ prE3£nt law or in any casE illllllEdtatEly 

foll.o,.,:i.n:; t:1E fir -.t :nEEtin:::; of thE Extl•aordi nary sEsaton of 

1937. 11 

T..E 'rEI'!P3 of thiD af t Er:oo,cln· frorl which thE abovE tExt 

is ta':En !)Ublish Ed a co1uw'liquE isnuEd 'by thE l"lovErnmEnt 

dEny:~_,: t·~ t it ~ad '"llarlnEC to dEccn~ nuthori~ation t o 

bor::-on 10, 000, 000, 000 francs fron t'!E !lank ot: FrancE; tu:.•th-

ErmorE dEnyi~ that th£ GovErnQEnt int EndEd to inpOSE nE n 

tru;Es · n s\\Cll pl'oducto a s pEtrol , susar , c offEE , and cllicory, 

Th1o n Ewn:>opEr alllo confi rms thE rumor of th.ts r.1ornin::; 

Ba\ldo-'.!11 and 'l i "t hoc\ rEsisnE.i fro1~ thE E.;;cllangE l."und 
Co.-nittEE 
s. .s El13 

tha t 
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J une 15, 10~7 

10 a.m. 

Present: 

Ambassador Potocki, of Poland 
Ur. Wankowi cz, Counselor 
!Jr. Sokolowski 

Ambassador: · We Just came to eee you to introduce 
Ur . Sokolowski, who 1s here f or a short vie1t and he has 
had very successf ul t alks wi t h t he State Department, pre­
l1.m1nary t al ks , f or a possi ble commercial agreement be­
t ween Poland and t~c Un ited States, and he's Just leaving 
today and he 1 s s ailing on Saturday , and he w111 express for 
h1~self how satisf ied he is with hi s visit t o Washington 
and his meet i nge ~ith Secretary P.ull and ot hers. 

llr. Sokol owski; I should l i ke t o say there was also 
one of the Treseury men, llr. J ohnson, because we are very 
interested in t he methods of application of duties on 1m­
ported goode and then t o certain addi tional duties. Those 
are rather complicated, which have been very carefully 
s t udied by us because it is, I thi nk, in a very large part, 
t he worki ng of the agreement. So we have t hought t hat 
' er llaps i t would be good t~t we enould have an offici al 
here and to have here some of our representatives of Chamber 
of Commer c e , so t hat it may wor k ea s i er and smoothly. 

HU, Jr: It would be most acceptable. 

l.!r. Sokol olfski; I think i t would be very practica l, 
because 1n our country there is certain ebynees about t he 
l egi sla tion. In Europe we have no t such. We have other 
met hods , and those regulat i ons might repres ent some diffi­
culties. Say here he wil l pay $10.00 and then it's $15 . 00 
or $12.00 , t he duties , eo it i s i mportan t t o have here such 
an understanding eo the t hing may wor k out s o far es i t can 
&moot llly. 

RL! , J r: 
treaty, but 
ln on 1t. 

I am not f amiliar w1tn the details of the trade 
I t ake 1t we are t alki ng about where Cust oms come 
Is it l.!r . Johnson of Customs? 

Ur. Wankowic z: Yes . 

2Q 
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HU Jr: Of course , we will do everything we can t o 
hel p ~e t he agreement work successf ullY. 

Ambas sador: Tnank you very much. 

HI! , Jr : I know when I was in Farm Credit, four yenrs 
ago, I started in with Polish r.~ and we have had Polish 
rye ever since , one way or the other. 

Ur . Wankowicz : I had the pleasure to talk with you 
t nen. 

HU,Jr: So whatever we can do to make the agreement 
wor k well, we will be most pleased t o do so. 

Ambassador: Thank you very much. 

HU,Jr: That has not been r atified as yet? 

Ambassador: No . t!o . It was onlY preUminnry talk 
and t.ney were every day. Tnere wer e sort of graphs made . 
Ur. Sokolowski i s l eaving tor Warsaw and he 1s very pleased 
ot having t he meeting here and having a broader vtew ot tne 
oitunt1on . He's coming back and t h i s is his first v1eit 
t :> t he St ates. 

HU .Jr: Have you nad a chance to travel? 

21 

1.1r. Sokolowski : lio . I have been here onlY about ten 
dAys so we have had much to do. We have t wice a day sessi ons. 

HU.Jr: All I can say i s when t he agreement 1s accom­
pli shed, we w~ll t ry not to make it difficult. 

Ambassador: Thank you very much. 

~: We will g ive it the fr iendliest i nterpretation 
poss iore=-

Ambassador: It. I may tell you, VIS have had long talks 
1n New York on our private debts and l.!r. 11'11llkowi oz, it you 
••·ould allow him, mi ght explain in f ew words how matters stand 
J ust now. 

ijU.Jr: If you please. 

Ur. Wankowioz : I should not t ake too much time. I sq 
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onlY tha t you remember, l!r. Secretary , I came here last 
yesr when I told you that we were forced to stop our trans­
f er tor many rea sons which were out ot our power. We were 
very sorry . And we went and we started, a tew weeks l ater, 
to tal~ with our agents, which was quite successful, and we 
tlniohed our talks in February, t he 21st, this year, and we 
publi shed notice and we have now, tor one year and a halt, 
provisional arrangemet 1n which we propose to look tor a so­
luti on ot s oce percentage in ca sh or tundtug bonds tor this 
amount or 411- new loan. Anyhow we had this arrangement t or 
one year and a halt, and even now I go to Poland and we in­
t end to work further and I hope we accomplish the new com­
mia&ion and we start j ust to talk further about someth ing 
det1nitive. 

K~ . Jr: Who do you ta~ to in New York? 

Ur. Wankowicz: We talk to the fiscal agent ot our loans , 
Lw. Cl ark and Ur. White, very fine , both gentlemen, and they 
know very well the Job that we hove and we have very nice re­
l ationship. And of course some day we will finish our ar­
r angements. But anyhow I am very pleased to tell you that 
today we have in spite ot settlement ot the thi ng, because 
even all our coupons were paid then -- you wil l excuse me 
i f I stri ke this point , but we are quite proud. Two loans 
were not defaulted when we signed. Now we hope that this 
year we will go as smoot h as last year and maybe we will do 
something which will be permanent, which I should like very 
much. 

Ambassador: I Just came back from Poland and I saw 
economic conditions were much improved. Ur. Kwiatkowski, 
who is Finance Uinister of Poland , advised me he is t rying 
to arrange settlement of possi bly all these debts whi ch are 
due, private and public as well, and I think 1n due t i me i f 
oondit1ons still i .mprove we will be able to come to a final 
agreement . 

H¥. Jr: What happened to Mr. Hitler's speech on Saturday? 

&mbassador: I did not see it. 

HU,Jr: He did not make it, did he7 All our papers were 
full ot it. 

Ambassador: Well, I did not see it at all. 
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Ur. Wankowi oz: No. No, I think that was postponed. 

HU,Jr: That ' s much less excitement. 

Ambassador: There is always the Danzig question which 
i s difficult to han~le on account of our situati~n an~ on 
account of the League of l'at i ons which is involved in that 
m~tter becauoe of the great Nazi population on t he Danzig, so 
1t has to be handled very carefully , but I don 't t hink on the 
whole there is any reason for any war there; surely not in 
Europe. 

HM,Jr: You don't think so? 

Ambassador: No , I don't think so. Cert ainly big a.rma­
ments go i ng on, but I don't see any war now for quite a long 
time. 

P.U,Jr: An~ t he Spanish situati on? 

Ambassador: It's sort of localized. Germany at the 
same time iD very caref ul not to provoke world war now be­
caus e she knows that that would not help her certainly. 
She is in a bad economic situation and she lacks a lot of 
t hings and I don' t think she can go t o war for a long time. 

Hll,Jr: But you come back reeling th~t war ls not im­
minent? 

Ambassador: l~o ; certainly not. 

HU,Jr: Let's nope so. 

Ambassador: Very kind of you, L!r. Secretary, that you 
r eceive us. 

HM.Jr: Tnank you for coming in. 

ooo-ooo 
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?resent: 

June 15, 1937 

10:30 a.m. 

Ambaesador Troyenovsky 
Ur. Taylor 
Dr. F'e is 

Ambassador: I have answer from Uosccw about our con­
ver sations. They wa nted t o know whether it talks about 
special agreement or onlY about info rmat i on. Wy Govern­
ment wanted t o know whet her now it's a question of special 
agreement between our countr,y and your countr,y about the 
gold market or onlY about i nforL1Rti on about production or 
gold . 

HU ,Jr: At tnis stage I onlY had 1n mind the ques~ion 
or exchange of informa tion. 

Ambassador: Uh-huh. 

24 

HU,Jr: Possibly leading up to some agreement later on. 

Ambassador: The opinion or ~oacow i s that the moat 
important side of t his gold pr oblem ie gold market, no t eo 
much production. In our country we can r egula te rigidly 
all exportati on and we are ready t o t a l k about t nla aide ot 
t his problem - - I mean about gol d market and our BA~ortation 
o f gold and anything connected with it, but they think that 
gold production i& completelY a domes tic problem in our sys­
t em of rela tione . 

HU, Jr: Now l et me see if I understand thi s, Your 
Government ! eel t hat the question of marketing of gold in 
t he world ' s market . • . . 

Ambassador: Yeo. 

BU.Jr: • .• • is a matter which you are ready to diseuse. 

Ambassador: Yes. 

HU ,Jr: But tne quest i on of production of gold 11 an 
an internal matter? 

Ambassador: Yes. 
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m.!,Jr: Is that what I am to understand? 

Ambassador: Yee , because we have already many agree­
ment e s i milar, not completely t he same, about different 
carltet s -- sugar and timber -- whe.n t he question or our ex­
portation i s cert ain, but our internal domesti c production 
i s completely outside or this . 

HM, Jr: Well, I would say that that's someth ing that I 
would like t o think over. 

Ambassador: All r ight. 

HU,Jr: And talk about. 

Ambassador: Uh- nun . 

HM,Jr: With ot her people ot the Government. 

Ambassador: Uh-nuh. 

HU ,Jr: I might say that the message you bring is an 
encouraging one. 

Affibassndor: I think so. 

HM,Jr: Yes , I think it 1s an encouraging one. 

A!!!bassador: And we are ready to sell t o your Government 
it you want the dollars . We are interested in the price or 
gold -- t he better the price, t he higher t he price, t he better 
for us, or course , and we are ready to discuss any possible 
agreement in tn1s way, 1n this line , but we are ready to sell 
t o your Government the gold tor dollars even it you don 't want 
t o have gold exported rrom our countr,y. We are ready to die ­
cuss the pos a1b1lity or deposit or gold in some place without 
exportation. AnY agreeme.nt. 

HU, J r: Let 1 s see 1t I understand. What you are eug­
gest1ng is that you are ready to diecuss t he questi on ot 
selling t he gold t o us direct tor dollars? 
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Ambassador: Yes. And we are ready to discuss the poo­
s 1b111ty not t o export gold, but to make deposit ot gold in 
certain place, 1n our bank, in your name, and to get the dollars 
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if you want, of course ,without s ending t he gold t o the 
world market. 

Hl.!,Jr: I see. In other words , earmark the gold 1n 
Russia? 

Ambassador: Yes, in Russia. 
name or any agreement that you want 
t he movement of the gold. 

we can put it in your 
in order t o regulate 

HM.Jr: The movement or t he gold. 

Anything you want t o ask, Dr. Feia? 

Dr . Fe1s: no, sir. 

Yr . Taylor: I au~pose t hat would apply to some third 
country . It would be a transfer of earmarks to some place 
else . This question of earmark either 1n Russia itself or 
in, let's say , Switzer land. 

Hll,Jr : You mean Russ ian gold? 

Ur . Taylor: Yes . 
confine that .•.. 

I did not mean t hat you meant t o 

Ambassador: It i s not necessary. 
can transfer it t o any place you want. 

I understand you 

HU,Jr: Would that also include bringing the Russian 
gold -- depositing 1t here and ear marking it here? 

Ambassador: Yes ; yes; Of course. 

HM,Jr: Brine1ng i t here, also? 

Ambassador: Uh- hub. 

Dr . Feis: I have one questi on. Did I understand the 
Ambas sador t o say h is Government regards the question of gold 
production -- presumablY of gold stocks -- as a domest1o 
ques tion but is disposed t o diseuse the question of movement 
to the wor ld market? 

Affibaasador: Yes. 

26 
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Dr. Eels : Is t hat only 1n connection with an agree­
ment or i s the Government disposed to discuss movement of 
R•tssian gold, or Soviet gold, into the world market now? 

HU ,Jr: I don 't get it. Do you mind doing it again? 

Dr. Eel s : There i s the matter of exchange of lnforroa­
tlon , and tnen the matter or possible agr eement rc~ording 
told . Well, short or an agreement, t hi nking only of ex­
change of lnfonletlon, if I understand the Ambeseedor'e r eply 
correct ly, hle Government does no t feel d i sposed t o exchange 
lnformetlon r egarding gold pr oduct ion or stocks. 

Hll ,Jr: That 's all r~ht. 

Dr. Eels: Is it ready t o discuss movecent of gol d on 
t o tbe world mar ket ? 

Ambassador: Yes. I thi nk we ere ready t o diseuse the 
question of infornation and even the question of en agr eement. 

Dr. Feis : I d1d not !mow whether you were prepared t o 
diecuoe exchange of information. 

Ambassador: Of course; I t hink eo. 

H~ . Jr : Information on gold leaving Russia. In other 
wor ds , the Russian Government i s ready t o diseuse anything 
tbat has to do with go~ once i t l eaves your b order s , but 
what gold stocks you lui.ve i nside of Russia is an internal 
matter. 

Ambnsssador: The same as ot her agreements we have on 
suc;~~r , t imber mainly. 'lie are ready t o diseuse t his side of 
t he movenent , outside of the border o. I tbink it i s most 
i mporta.nt for you. 

HL! ,Jr: Yes. I think your message i s ver y enccuraging , 
but you have moved a little bit too quickly for me. 

Ambassador: (Laughi ng.) 

HH.Jr: So I am not ready t o glve you en answer, because 
I did not know how you would answer us. 

Ambassador: All r1gnt. It'o a serious problem and 
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cnnnot be settled in two minutes. 

HU , J r: It ' s very serious . 

Ambas~ador: If you are ready t o have any Q£reement, 
! want t o have sooe suggest!cns, ln general lines; maybe 
not in de t ail - - but lf you can v1ork out s ooe foundation, 
mel n lines of t he suggesti ons of the agreement tor our dis­
cussion, if you want t o ge t an agreement. 

Hll ,Jr: You might be thi nking t h is over. I! we dis­
cues ed S?l~ , we might also want t o include silver. 

Ambassador: I d on 't Jr.now; pr obably yes . 
opinion, it i s probably yes. 

IJy pereonal 

Hl!, Jr: ! am jus t rais ing lt now. 
might want t o include s ilver. 

Ambassador: Yes . Why not? Yes. 

If we took gold, we 

All right. 

HU,Jr: Because , t ake in the t wo metals, we mi gnt just 
as well discuss the two, I think. 
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Ambassador: Wnat do you t hi nk about the French s ituation? 

HU,Jr: Tne i n!orQStion t h is morning that came over t he 
news t i cker i s t hat they are goi ng to propose to their Parli a­
ment a new tax p lan. 

you? 
Ambassador: But they will not abolish the agreement with 

HM, Jr: We have r eceived no such information. Their 
Uinister of Commerce was supposed to have made some statement 
yest erday , but I don 't thi nk tha t their ~inieter ot Commerce 
would be authorized t o speak. But we have no 1ntormat1on as 
t o anyt n lng, and the news ticker carry the story that they 
have a new tax p rogram which t h ey w111 put up to Parliament 
to raise enousn money t o meet their deficit, but it ' e a situa­
tion t~~t has t o be watched hourly. 

Ambassador: All right. 

HM,Jr: Thank you ver y much, Mr. Ambassador. 

oOo-oOo 
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nc..can-••• orn-•n .. ..._,..,_, .... 

DEPARTMENT OF STATE 

WASHINGTON 

June 15, 1937. 

Ky dear Mr. secretary: 

I enclose for your inforaatioo a copy of 

paraphrase of strictly confidential telegraa 

Jo. 785, 786, 787 (in three aeot1ona) of June 14 , 

1937 , troa the herican lllbaeay, Paris . 

Sincerely yours, 

Enoloaure: 
Jo. 785 , 786, 787 
fl'oa Paris, June 14, 
1937. 

The Honorable 

Henry Kor&enthau, Jr., 

Secretary of the Treasury. 
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P.AJUPBIWII OJ' !ILKQIWl RJ:OIITID 

J'ROK: gcioan laba .. y, Paris, Franca 

DATI: June 14, 1937, 11 p.a. 

Jo., 7115, 78&, ?87. 

RUSH. 

STRIOTLT COJriDIHUL r<J\ Till: S~J:TARY. 

I refer ~o a.y telegraa of June 14, J o. 780. 

I was iutoraa4 by Blua this e't'aning tha~ unau1aoua 
decision was reaohe4 by ~he Cabins~ ~is afhrnoon ~o 

deaand fUll powers to regulate all financial aatters 

by decree laws toeorrow in the Chaabc of Depu~ies, aDd 
la~er in t he weelt in ~he Senate. 

Blua ~old ae tha~ when he had left ae at luncheon 

he had not known how his Oabinet would react and ther ... 

fore had not mown wha~ ~o eay to ae. This afternoon 

when he aade hie proposal to the Oabinet, aao~~& certain 

Radical Booialht llinietera there was a s entiment t o 

retuae t o go along with h1a on thia aeaaure. !Ilia dter­

noon he had nearly fallen. 

30 

Blua ha4 suggested dter a diaouas1on that the Rad­

ical. Socialia~ K1n1 atera Ohaut.-pe, Daladier and Delboa 

should have a conference aDd should aeat hia, Auriol, aDd 

Paul Faure for a definite deoieion on the u.tter. J'ollow-

1~:~& ~h .. a couterencaa dao1a1on wu raache4 by the Cab1u~ 

for uuani aoua support of Bla in h1a d-= for tlal.l powers. 

Blua 
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Blua wae confident th&t tu.ll pcwere would be liYen to 

hia by the Chuber of DepllUu, but abetenUone of Ra4-

ical Booi&li&t deputies would re4uoe hia ... 3cr1ty. 

It wae hie hope that at a night eeeeion toaarraw, 

tuesdAy, full powere would be Yoted hi• by the Chulber 

of DepuUee, and by Thurlday or Fridq of tbil week be 

bel1evl4 the bill would reach the Senate. It 11 higbl.y 

probable, he eaid, that tu.ll powere would not be Yote4 

by the Senate, and that hie GoYernment would no lcmger 
be able to etand. 

• o one except the inU ... te circle of the Cabinet, 

Blua aaaerted, !mews abOilt the decieion taken, aiid he 

aalted •• to keep eecret except froa ay OoYem~~ent what 

he had t old ae. 

He went to eee Jean Neney, Preeident of the Senate, 

to tell bia about the decilion after I ·leU hia tbia 

nenine. 

I questioned the Priae Miniater as to what use he 

wOUld aalte of the full powere should they be ciYen to 

31 

hia. Ria reply wae that he would publiah two decree• at 
once. Fir at the franc would be atab111al4 and the announoe­
aent aade that no ... tter what the coat it would be •1nta1nld 
at a fixed rate. I aalte4 whether that aeant he would 

approach the Br1t1ah aDd Aaer1can OoYernaute with a Yin 

to 
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to obtainin( et&bilisation agreemtDte; he had no int~­

t1on of doinc this, he 8&14. 

32 

Hie eeoond deoree woul.4 forbid tile export of capital 

trc:a rranoe. U wae hie feeling that thie wae not oon­

trary to the proTiaione of the tripartite Agre•~t. 

Be could eee DO other wa;r of pr..-enting the flight of 

oapi tal fro• J'l'anoe, &Dc1 it wae absolutely eeeent1al to 

atop it. 

I aeke4 the Prime Minieter what elee he had planne4 

to 40. Auriol, he said, would propoee an inoreaee in 

railroad ratee, poetoffice ratee, inoreaee in tobaooo 

aonopoly ratee, and many minor tax inoreasee. 

The only other pereon present at c11nner wae K&daae 

BlWI who 8&14 that ella bel181'e4 the Ollly motto for the 

Prime Mi n1eter *od&y wa.e 'l'aud&ce, l'aucSaDe, toujoure 

1 1 aud&oe•. Blwl ooucurre4 1n thie. 

D&rin( the eYening BlWI wae entirely at eaee and 
' 

happy on the whole. My i~eeeion wae that lie wae oa.poeed 

due to hie expeotation that the Senate would rejeot hie 

propoeale &D4 eoon he would be rid of the reepoueib111ty 

of Qo1'el'DIIent, rather than c1u to a hope that the full 

powere for wbioh he will uk would be granted. 

J:ID or MJ:SSAIU. 

BULLIT!. 

E.t.;LD 

Regraded Uclassified



R.M.J r: 

Operator : 

R.M.Jrt 

Hnrlee 
Branch : 

R. !l.Jr : 

B: 

!l . lf .Jr: 

B: 

B: 

R. I.I . Jr: 

B: 

R. IJ .Jr : 

B: 

H.14.Jr: 

B: 

a. r6 •. Tr: 

B: 

Hello 

Mr . Branch . 

Hello 

June 15, 1937 . 
11120 a .m. 

Hello Henry, ~ow ar e you? 

I tm all right for an old man. 

Well you ' re not getting old are you? 

Very f ast. 

1:/ell I hope you' 11 do something to block progress 
in that direction. 

Yes . 

Henry. 

Yes . 
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I ' ve got a matter here and one that Mr. Farley and 
all of us are interes ted in. Ab - we've got a young 
lady that we're interested in who is in your service 
over t here . 

Yes . 

A Miss hails! She 1 s w1 th your Accounts and Deposits 
Service. 

Yes. 

And you 're letting a number of people out because 
your work has fallen off, as i s the case in other 
government departments. We hope that if t here is 
anything you can do to retain her that you ' ll do it. 

Will you mind talking to Danny Bell; I don't inter­
fere in that at all . 

Bas Bell - has Bell got th.is? 
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B . I{.J r: 

B: 

H. IJ.Jr: 

8: 

H. M. Jr: 

B: 

n.W.Jr: 

B: 

B.!.I.Jr: 

B: 

- I! -

Yes. 

There's a man named Bartelt seems to be the head 
of it but I didn ' t know him at all. 

Well Bell's the boy. 

Well I•11 be glad to do that and I thank you for 
referring me to him. 

I - I - I mean that ' s happening every day and Itm 
not . ........ . 

I know it is. 

••••••• and I tm not interfering. 

I know. Well thank you, Henry. 

Not at all . 

Thank you. 

34 
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B.M.Jr: 

Operator: 

n. u . Jr : 

0 : 

H . :~ . Jr : 

o: 
R. li.Jr: 

Craig: 

n.M.Jr: 

C: 

R. ?d. J r : 

C: 

R. I.I. Jr: 

C: 

R. !J. J r: 

C: 

R.I4.Jr: 

C: 

Hello 

June 15, 1937 . 
11:22 a.m. 

Secretary Woodring is in Kansas for about ten days . 
General Craig i s acting . 

Well let me t alk to Crai g . 

All right. 

(Short pause) 

Bello 

General Cra ig . Go ahead. 

Hello General? 

General Crai g speaking . Good morning Mr . Secretary. 

Bow a re you? 

Fine, sir . 
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General, the Army has asked me to see President Quezon 
at ll : 30. 

1'/ho - who asked you to sir? 

Ah - just a minute . General Burnett. 

Oh yes, he ' s the intra-bureau man. 

Ab - do you !mow anything about this - ah- ah 
cocoanut oil money? 

I ' m reall y - I ' m reall y, yes sir, I !mow 1n general 
what it is and it' s - t he Courts have said it shall 
be turned back - excise taxes to the Philippinos. 

\'/ell has the Army taken any position offi cially 
1n advising the Pr esident on this? 

No sir . No si r . 
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R.M .. Tr: 

C: 

H. ld.Jr : 

C: 

H. II .Jr: 

C: 

R.M.Jr : 

C: 

B. II .Jr : 

C: 

H . J~ •• Tr : 

C: 

H. ll. Jr: 

C: 

- 2-
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Wel l , of course, 11m in an embarrassing position, 
I don ' t know just what - ah - President Quezon is 
going to ask and I understand that General Burnett 
did not wish to accompany him, 

Well General - they were heref Mr . ~ecretary, 
and he asked me about it and told him that that 
was a matter which - ah - which was one to arrange 
betwee.n his government and probably the State or 
the Tr easury Department or both. It is something 
that we haven' t a thing to do With and he wants t he 
money, of course, and I told him that it was my 
opinion that the matter was one of arrangement 
between his government and ours . 

Wel l did you indicate to him, in any way1 a s to 
whet her the United States Government shoUld or should 
not pay it to him? 

llone the slightest. 

I see. 

No sir. 

Well that helps. 

Uone the slight est. 

All -

I just merely indicated to him that the matter 
was one which - with which the War Department 
had nothing to do and it might not even be asked 
its opi nion. 

I ·see . \'/ell - ah - thank you very much. 

Yes sir, I - I intimated to him that it might be 
the State Department . It i s a matter of something 
that 1s not military at all". 

Ah- ha. 

And might be the State Department but it might be 
also the Treasury or both . 

Well I have a representat i ve of the State De­
partment here and he ' s going to be here at llt30 
with me. 
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C: 

R. M.J r : 

C: 

R.M.J r : 

C: 

- ~ -

Yes sir, well Quezon 1s on the way over to you n~w. 

Thank you very much. 

Yes sir. 

Goodbye. 

Goodbye. 
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!I. IJ.Jr: 

Hull: 

H. L! . ,Tr: 

H: 

R. !.I . J r: 

H: 

H. I.! •• Tr: 

R: 

H: 

R. IJ.Jr : 

H: 

H. lJ. J r: 

R: 

H. M.Jr : 

H: 

Hello . 

Henry, what ' s going on? 

June 15, 1937. 
11:~ a . m. 

l'lell Irve had Herbert Feis over here most of the 
morning • • • .... • 

Yes. 

••• •• and we just have finished a very exciting 
conversation with the President of the Philippines . 

Oh I see. 

And he's terribly excited because we ' re holding 
up his cocoanut money ••••• •• 

Ah-ha • 

•• • • •• and he claims that it isn' t fair; that it was 
object ions on the part of the Treasury which is 
hol di ng it up . 

Oh I see . I hadn ' t heard anything about it . 

Well I didn ' t either until he walked in here. 

Yes. 

Now I rm glad Feis wa s here and he could tell you 
because I told Kr . Quezon that the State De­
partment and the Treasury would try and make up 
its mind in a day or two and give hi.m whatever the 
opinion of the United St ates government was • •• • •• • 

Ah-ha • 

38 

.. .. • and t hat we , the Tr easury, was simply a depository 
for his money . 

Yes. 

But I t hink i t i s fair to tell him and give him all 
the legal reasons whY the thing i s held up. I think 
i t - it certainly puts me personall y on the spot. 
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8: 

a .:t .. Tr: 

f(: 

R. M.Jr : 

H: 

H. M. Jr: 

R: 

H. !.I . Jr : 

H: 

f! . M .. Jr: 

R: 

B.M.Jr: 

H: 

B • . • . Jr: 

.El : 

H. M •. Tr : 

H: 

B. ll. Jr: 

- 2 -

I see - I see. I didn ' t lmow anything a bout lt. 

Well I didn ' t either and Herbert Feis is here and 
he s ays its all news to him. 

Yes . 

But I - I do think - ah - I 'm ready to cooperate 
and I want to cooper ate but I think we ' ve got to 
give the man an answer. 

Yes -·yes, of course . 

I mean we ' ve got 55 million dollars of that cocoanut 
money on deposit. 

Yes, well t hat - ah • •• • • 

And I called up General Cr aig because Woodri ng was 
away and the Army t akes the attitude this i s none 
of their tiusiness . 

That i s t he business of the ••••••• 

The State and Treasury. 

The State and the - well the Treasury is just a 
depository, isn't it? 

That ' s all . 

Well I didn't - I don ' t know - 1 111 - 11 11 see 
whether its our business - whatever function we ' ve 
eot we ' ll function . 

You mean it isn' t up to us to think of reasons 
why we shouldn' t tell him. 

Yes, I 111 look into it • 

I ' d appreciate it and then we had a very inter esting 
talk with a Russian ~mbassador and Herbert Feis sat 
1n on that and he sat in on our t alks on gold. 

Yes . 

So l ' m gl ad you let him come,over and he ' ll give it 
to you. 
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8: \Yell thank you. 

B. I!I .Jr: It1 s very helptu.l to have him here. 

H: Well he's- he's a capable fellow. 

B. !.I .Jr: Be' s all right. 

B: Well thank you, Henry. 

ll . M. Jr : Thank you. 

Regraded Uclassified



Preoent: 

June 15, 19:57 

11:30 a. m. 

President ~uezon 
l!r. Taylor 
Dr . Fe1s 
Ur. Opper 

Ur. Quezon: Oood morn ing, l.!r. Secretary 

ffM .Jr: Well, how was your stay abroad? 

Ur. Quezon: Very n i ce. I t was quiet . I think the 
most • saintly" visi t that I ever made to Europe was this 
t i me! 

HU,Jr: Where were you in Europe that 1t wee quiet? 

Ur. ;;uezon: I was Just in PIU'is. 

If I may , I would like to apeak to you of the purpose 
of thts vis it. As you know, the Courts decided that that 
Act wh ich provided the return to the Philippine Gover nment 
ot the excise tax on oil is constitutional. And t here 18 
money now in the Treasury De~artruent and I should like to 
have t ha t :noney 1n the Philippine Tl"easury wher e , i n IllY opin­
i on, it belongs . I was told by l.!r . Sayre that t here seems 
to be some difficulty offered in the Treasury Department and 
I Just would like to know what , and why? 

H:· .Jr: No. our poe1t1on i s th18. Bef ore you sailed, 
you wrote me a letter on April 26th , and pending your return 
I have been really waiting to hear f rom you. Now, the posi ­
tion t hat you take today , I take it, i s you would like to 
hav~ the coney . 

Mr. Quezon: Yes , sir. I was told by some officials 
of the State Department that the thought is 1n the mi.nd of 
you people t hat t his money has been granted to the Phi l i p­
pines on one conditi on, nnmely, that it should not be spent 
tor t he benefit of the cocoanut plant ers , eitner direct ly 
or i ncl irectly , and t hat t.hey are a fraid t hat if t.his money 

• 
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waG t urned over to the Philippine Government tnat we would 
vi ol at e , t hat we might vi olat e , t hat condition imposed by 
Congress, an<\ while l f we had done that at the t l me when t he 
;>ayment of t his money t o the Philippine Government could have 
been stopped by Congress enact ing a law prohibiting the full 
ret urn to t he Government of that excise tax, now that tee money 
has been accumulated we would be pleased t o have that $50 ,000,000. 
I ·.<as t old tlult i e the reeson t her e wa s some doubt 1n the Tr eas­
ury Dep~tment and that you were contemplating, before deliver­
ing t his ~oney t o t he Philippi ne Treasury , submitting t he case 
t o Consrcss agatn. 

'"'.!.: , Jr: llo . I don 't know Just who gave you t his , but my 

?J~ ttlon has been t hat I have been waiting for your r eturn. Now 
y.>u have come bac't , but wlult I would like t o ask l s , g ive me a 
day or tYIO t o talk t o t he State Depr.rtuent r.nd f' ind out wha t 
t hey have in m1nn , and tho tnlng for us to do 1s to give you 
nn answer f roo the Government , not from one Department . I 
t .dnk, that ' a rrh,y I asked t hat Dr . Fe is be here, so t hat we would 
oqae it as easy as posei~le f or you and nnt say one Department 
says t h l a and snot.ner Department snys t n1a . 

L!r. ;.uez.on : Ur . Secretary, I want t o put my cards on the 
t &ble. I can understa~d that ther e may be some !ear of the 
r~~,onslble officials of this Government t hat we mi ght spend 
t t 1s coney contrary to tna t restriction 1mpoeed by Congress. 
I want to say t hat in the first place there 1e not the slight­
est ground for thnt feeling , because I do not pr opose to r ecoro­
r.~nd to the Legislature, and under our conetltutlon tte Legis­
t t;~e cannot ap,roprlate fund s except upon t ne r ecomoendat1on 
of t he Chief' EXecutive , and if' they do and I vetoed lt, it re­
~ulres three- fourths of the vote of the Legitlature to over­
ride my veto , Vlheree.s i n ordi nary oases two-th irds is eflough 
t J override . 

I do not pr opose to recommend that that money be s,ent, 
directly or indirectly , for the benefit of the cocoanut pr o­
ducer s . I want to spend it for the benefit of the Phili ppine 
people as a whole, but lf' I wanted to do it I would not because 
we have so many t hlngs that r equ i re to be done that teat money 
can be spent 1n the i nterests Of t he country much core advan­
tageous lY than spending lt for t he benefit of a particul ar 
group , so that there 1s not the sli ghtest f ear of that, and 
! hope my word i s good enough t o g i ve you thet assurance, but 
if lt wasn ' t, I am willing to ent er into t hi s understanding 
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with you people, although t ho law - - ! want to say in the 
first place , I Y:an t to say that in ~ opinion this money 
should go t o the Philippine Treasury and the Philippine Leg­
i r l a ture ought to have the right to spend it in any w~y it 
pl~asued provided it does not cpend it in the interest of 
t he cocoanut planters directly or indirectly, but I am will­
ing to go further and agree witn you that I will submit the 
plan of how I intend to spend that money t o this Government 
so thnt the Gover nment moy be a esured before the Legis l ature 
act that ~e are not spending it, ind irectly or di rectly, for 
t he benefi t or those people. I ac willing to do that. 

Hll , J r: Well , frankly; I nave no t 
;toU!' letter which you were kind enough 
~~ney i o her e . I haven ' t Gpend it. 
r et urn. 

stud1ec it. I had 
t~ wl'i te oe. Y~ur 
And I wa s awaiting your 

Ur . Q.uez?n; But, ur. Secr et ary, t here is one point I 
would l1•t e to ca ll to yol.ll' a ttention. This, to me , i s of 
,-.;r tiot i mportance , because it moAAo more than that money. It 
means the future , the maintenance of the present very friendly 
a t ti t ude of the Filipinos to the Governrnent of the United 
Stotea . For the last two :renrc there has been a gro¥11ng 
fear in t he mind of my people that t he Congress of t he United 
States i s not very fri endly, enactlng legislation at the behest 
or private industry that was inJurious to the Philippines. So 
~ar , t his feellr~ bas not affected the mental attitude of ~ 
peo?le t owards the United Stntes, because they knew t hat the 
?resident hac alr.a:ra fought every attempt on t he part of some 
CoQmittee of congress t o enact such ki~d or legi slation. There­
r , r e , their faith is in the Government . 

After we secured from Congresa , with the help of the Trean­
ury Depart ment -- I am soing to be very frank with you, ur. 
Secretary because there i s no use of talking with ment al reser­
vAtions ; i!'! the first pUtce, I don't know hort t o do that -­
with tile help of t he Trea sury we scour ed enactment of law for 
pnyrnt~nt of funds which we lost. Then, l ater on, Congress 
l'efused to appropriate t he money and we found that the Trens ­
lll'Y Department was no longer interested in helpi ng us to get 
toot money . tlor., if obJection is offered to the payment of 
t n1e money or 1f the payment of the money ls delayed, my good­
ness gracious ! our people ¥1111 think that we are dealing with 
sn enemy Government i nstead of a friendly Government and I am 
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beg1nr.ing t.o feel tho.t wey c,yselt. I am s peaking the c1nd 
~! oy ~eople as I om spe~t1ng QY own mind. I ao Just be-

inning t o feel we have no friends 1n the United States. 
Let's quit and let ' s se~arate at l east ns long as we are fr iends and not separa t e after we are no longer fri ends. 
Aoer 1ca has been a friend to the Philipp lne I slands for 
t lrty- flve years , very wonderful work r ecognized and ack­
n~•·led.ged by t.he ? n111pp1nes and 1t has crea t.ed a feeling 
~: grat~tude . They ought t o be 1ntcr ije ted 1n preserving tha t . Even if we part company in the political fie l d , we 1van t to pr eserve that sentimental a ttachment. 

~.Jr : I think t here is every w1ah here .... . 

J:r. ;:.uezon: IVe llre rellllY thinking you a re t.rying to find cv~ry opi)ortunity t~ k i ck us about. '.7e are just hurnan. Yolt cr eated th1e feeling of gr nti tude because you v:ere kind nnd t h-:>ughtful and helpful. Well , the minute you began to be the c~~os 1te , t he human reaction is noticeable . 

J-JJ, ,Jr : \fell, as far as ! know, there hns been nobody who has talked t -:> me and certainly I ho.ve t alked to nobody wno has any t hi ng but the kindliest feeling and appreci ate what t he friendshi p of the ?nilip~1nes means t o us and we nave every desire t o keep lt end I wouldn'" Jump t~ any con­
clu~1-:>na ab~u" t hi s cocoanut money until I nave the time -­i t' s Governnen"al; it's not Treasury . IVe are aimpl.y a bonk. And if the Government will s i mply make up their mind what t.h ~y want to do, t he money l s here and it isn 't f or us t o put any ul es or regulations around t his m~ney . It's her e t :> your credi t and Just a s soon as t he Government. seys t h is is whs t ~e want. t.c do, we will sign a check i n five seconds , but. as fer llB I know -- you seo, you come 1n today at a quarter of twelve , oo.y, it' s June 15th, and t he last I had from you was "pr11 26th. !low I have simpl.y been v:nitlng for an expres61on 
nn~ou have been ver y frank, and if y~~ will g i ve me a r eason­abl e uc~unt. ot t.ime, I will t.ry to be equally as frank and to the poi nt, but t his 1B the firs t 1ndicl< tion that I have had th&t you were r eady for the money . So if you wi ll be J us t a Httlt' patient and g ive us a f e•.v deye to turn about . .. 

Ur . guezon : Yes, Ur. Secretary . 
posal any t.ime. 

! ~111 be at your dis-

Hll ,Jr: I assure you tnere will bo n~ t i me l ost. I will 
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bring 1t to the President's attention at once and Feia will 
orlng 1t to the attention of Secretary Hull at once and I will 
urge t hem that tne Government make up i t s mind what they want 
t o do . VIe are simply a bank and the money is t here. 

Mr . Quezon: All right , Mr. Secretary. Thank you very 
much . And as I said, I am willing to cooperate in the senoe 
tha t the Government ot the United States has some suggestion& 
as to how 1n their opinion t his money could be spent to the 
greatest advantage ot t he Philippines themselves, I will be 
very happy to cooperate in t hat. 

Ill.!. J r: Tnank you very much. 

oOo- oOo 
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MALACANAN PALACE 
NAN ILA 

THE AIIBASSAOOR HOTEL 
IIDI' YORK CITY 

loiY dear llr. Secret&rya 

A;>ril :<6th 
1 9 3 7 

Refereoae is made t o r rio r corresrocdence on be­
halt ot the GoYern.ent ot the Co..onwea1th of the Phil i o­
pines, the latest l etter being addressed to you on Oece~ber 
19, 1936, by the Honorable Quintin Paredes in connection 
witb cocoanut oil tax p~nts to the Pbill,...,in" tr .... sury 
ucder Section 602t ot tbe Ren111a Act of 19)4. 

I aa at tbe present ti•e conteii,Jleting action 
looldD& toward t he deposit i n the nuoe of the Treasury of 
the Philippine Co11110nwealtb of a.ny such p&fMnts with the 
Secretary of the Treasury of tbe United States pursuant to 
the Act of JUne 11, 1934, 48 Stat. 929 (U.s.c . Title 48, 
Sec , 1157), a ..:I Act 4128 of the Tenth Ph1ll,>.•1ne Legisla­
ture a.ppro.,.d Oct ober 15, 1934. Ioas a.tch a.s I aa going to 
Europe i n a. taw day a and will not r e turn to the United Sta ­
tes until the aiXI or ~ I request that any funds toot • Y 
be due a.ad a.Y&ilab1e tor pay.ent to tbe Pbill,:>yine Govern­
ment pureu&Dt to tba aboYe- aentioned Act be bald '!ta I,U'! q'Aq 
until ~ return. You m&y consider tbis letter to be in l ieu 
of ; rior corres~ondence above referred to . 

Very truly yours, 

!M Bononllle 
'lbe 8aoretVJ ot Ule bea&l ry 
(fhro9 tu BoiiDnllle 
!he Seoret&JJ ot liar 
Wa& lliiW•. llO I 

PI\ESlDENT Of THE P!ULI?i'IN::S 
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VNlBAI!T'Qf 07 !Ill DAY'S AC!'mfBS 

J'1111e 15, 1937 

fo: Secretary Korc.ntb8n 

J'roa: Kr. lla&ill 

1. !Xciee tax extenaion 

Senator Barriaon wccee4ed 1n obtaininc a fa"n~rable report on \he 

resolution to extend the excise taxes , without aaen!.ent except a 

change in the period ot extenaion from two yeare to one year. Senator 

Tandenberc'e .otion proYiding tor hearince waa defeated 6 to 7: a eartea 

ot aaendMnh by Senator La J'olletta to increaae the eurtax ratee and 

lower \he exa.ptlone were detaate4 on a tle Yote7 to 7: and Seaator 

!ulkleJ'• amendMnt to increase the exche ta.x on paper-book: aatchee 

wu defeated. 

At the aaae aeetinc the Senate J'inanoa Ooaaittee reported taYorablT 

B.ll.6215, repealinc eecti on 14s(d) ot the llennue Act prorld11>4 tor 

publicity of corporate ealariee in exceee ot $15,000: and 8.247) eliat­

natinc the oath on incoM tax returne. 

Senator Harrieon hopes to put the exciee tax exteneion thraacb the 

Senate within a week. 

2. fax i nYeetie&tion 

I had two lone conterencee wt\h Senator Barrhon and llr. Daacbton 

reprd1114: the procedllre , the eecon4 oonterenca being attended 'T 

llobart B. Jack:aon. fba two chainlen iadicated that their idea .,.. that 

the coal ttee ehould han no CO'QIIeel and that the freaaurT ahould pra­

eent ih intonMtlon b7 ....... ot etat-h ot freaaurT ottioiale coc­

niu.nt ot the tach. fhe7 talt that tupqera ehould be inrlted to elt'­

plain their caaea 1t \hAT wtahed , but that w1 tneeaee eboul.4 not be called 

or .ubpoenud. 
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We told U1• that we nre qui h wre that thh plan 41ttere4 coa­

pletel;r !roa the Preeldent '• aDd that he 4 .. ire4 that w1 benet 'be 

called aDd the mdence pretnted 1D that QT• SeDater ll'arritoD ta14 

that the Preeldent hed nenr ae4e uq tueh eu&& .. Uon 1D bit n.merout 

coD!ereDCet w1U1 thea. !be two chai .... D teH that 1! the aaterial ns 

preaented u the;y he4 in a1n4 there ,... DO Deed !or counael UC-'Pt to 

ftdrt .. the 'treaeury ill the organisation o! the aaterial. 

We agreed that I ahould adrtte the Preetdent of their Wlderatandinc 

an4 that we should &tk the Preaident to tee ua in order thet the pro­

cedure atgbt 'be !Ull;r screed 1lpOD• 

I he4 luncheon w1 th Bobert Jackson 1D the Departaent of Juaiice &Dd 

t here met the .l.itorne;r General. lie told •• that he could DOt po .. i 'bl;r 

eparo Jackson ! or & Jo'b o! tbie k1Dd, tiDCt hie work in the Department 

waa too important. !he .l.ttorne;r General euggeeted that Tbura&D .l.rnold 

wo11ld pn ue all bit u ... and llr. Jackeon taid that J.rnold 11011ld 'be 

&lad to 4o ao. I, therefore, &rrllll&ed tor J.rnold to coae 'back to \he 

! reuur;r n ih ae aDd etari to work u chairaan of a direcil~~& ..-!the 

coneitti~~& of Ke .. ra. J.rnold, cheiraan; I r e;r, farlean, Ient an4 Kechea. 

!hie eoCIIll. itee it to prepare etateaenh t or ;rou and ae; to co onr the 

ertdeDCe aDd pr-'P&rl etateanh nth reepeot to each o! the Tarioue 

it- which rill 'be del1Tere4 'b;r Tarloua otflcialt 1D the Jh>r-, euch 

at w. ...... l!el TariDC, Jlu. .. ell , Sha!roth, Irq, etc. 

lA., coDTertaiion with the Pr81ideat OTer the tehphone ai 3•115 P.ll. , 

attar I 1n!o""4 hia that the Coaatttee did DOt nth to eall nille .... 

an4 tab teeUaoD;r at he ha4 pllllllled, he eucg .. ttd that the 'treaeur;r 

a1cbt proceed with hn 4&7• o! htarlnce , uldDC the atat-h 1ll the 
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ton~ 4 .. lre4 '117 Ule c-iUM, 'fe alp\ Ulea laton~ the Oo..tUee \hat 

there were a aaa~r of other CDell with 41tferent AD&l•• which the 

Coal Ute lhoal4 han b order to pre .. nt a falr picture. 'fe lli&ht 

then take a week or two of lld,sour-nt u4 pr .. ent the" other cuee. 

lie thou&bt we could probabl7 pereuade the Co..t \tee to hei!IJ' w1 tn ..... 

l n eo•• ca .. • eTeD thou&~> 110t 1D all. Be feU \hat we ehcul4 beh\ 

that when wl tne .. ee appei!IJ'ed the fri&WZ'7 net ban co1m11el \o cro .. -

queetlon . 
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TREASURY DEPARTMENT 

INTCJit O P'I'ICR COM MUNICATION 

...... 

~ Secretar,y Morgenthau 

...- Bersan Oliphant 

Reapond.illg to the President' s request for the law as to the 

possibility of the Treasury Department conducting a tax investigation 

in disregard of the Joint Resolution No. 155, there are, from a legal 

standpoint, two poaaibilltiea as follows & 

l. The President, 1n discharge of his Constitutional clut,:r to 

reeoi:D8nd to the consideration of the Congress suoh B18&sures aa be 

~~ 
shall ~udge necessary and expedient," direct the Treesur,y Depart:aent 

to make whatever investigation he deems necessary to provide himself 

with the information needed or appropriate for formulating such reeo~ 

caendations. He can direct the Treaswy Department to hold public 

hearings and to gather intonoation and suggestions troc people geDertl.-

13. He would be authorized to illpl-nt such an investigation 'tv an 

Executive Order under Section 257{a) of the Revenue Act of 1926, ~cf -open for inspection such tax returns as-.required 'tv such investigation, 

l!.nd to use the returns thus opened for inspection in the exaaination 

of a witness ca)led in such investigation. The lila1tation on the 

President's power thus to lll8ke tax returns open for inspection 11 thet 

he may not permit inspection of returns for &rbitrary and triwial pur­

poses, but for appropriate official purposes in particular classes of 

osses when deelled in the public interest. SUch investigation as ia 
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outlined above for the liMited purposes stated in the President ' • 

message to the Congrecs would constitute such an appropriate otficial 

puroose. In such an investigati on t here would be no power to s~n 

•1. tnessea or doc111enta. 

2. The Cotllllieeioner of -Internal Rennue could conduct thie 

tax investigation bT calling a properly selected list of taxpayers 

"for tbe purpose of ascertaining the correctness of any ret urn or tor 

the purpose of malcing a return where none has been made. • He could 

~ 
•ph~ them to produce books and papers, and be could emine thea 

1n open hearings . He could req.:ire the a ttendance of any eaplo,.. ot 

a taxpayer and any third person having knowledge in the premises . 

lle would heve power to admlnister oath and could go into the appro­

priate Federal district court to enforce hie subpoena, 

51 

Such examination of taxpayers and third persons by the Commissioner 

have heretofore been conducted 1n secret, but there is nothing in the 

law to requino this . An investigation so planned ond conducted would 

be subject to certain 11inor limitations which need not be detailed 

here since none of them would constitute any insuperable obstacle. 

;L ... ¥/te;r!, ~ ... 1 

Regraded Uclassified



ll!l;!!l~fl~j~~ i:l 
I i • ( ~~ 1 • i ~ . f f • 1 ( r ~ i E r r 

... i§'~l· ~J:'r • 'i 4 j (2 
( ! l j ! ; 1 f r r r i I I f ~ i ~ ~ £ e § 

1 .. [ I f I = ' I f i J I ~ 1 f f ' ~ 
f l J ! i r 1 r I ~ ! l f i f J ~ ~ J f l i 
l ~ ~ ~ 1 1 ; ~ • l , • f i r ~~ f r i ~ 
onaE l~f·J~ri~ ~~lf 

~ ~! 1(!f ~8 
~,,. & ~ ir 

• I • )} f i t • I if{ ~ : ~ l l 

l f i ! ~ ~ ! ~ f ! ! ! l i 6 i 

.. . __ iiJ;•~i- g ~ct . 
L" " ' f f ~ j . I 1 f £: ~ • r i f 

<.rt 
N 

Regraded Uclassified



-2-

ouUlaecl a'IKift tu tb~ Ua1 ted pvpoiN 1tated l a t.be Pr .. l cleat.'• 

•••a&e t.o \be O.,..reu would • .,.. t.1 tut.e 1\Uih aa a.ppropria ta otrh1al 

purpoee. I a .,..b aa la•c•UraU oa t.be• e wooal4 be ao .,., .. r t.o 1 ' a 

tax lu u t.i pt.l'>a tv oalHq a properl.T lalect.ed Uat. or t.upqen 

•tor t be purpo .. ot aecert.a!Dlq the torr<!Ct.oea• or uq re t.ura or t or 

l n opea beariql. Be oo W! req ti re the a ttooduce ot uq ..,Uor- ot 

a t.axpe7er and uq t.!Urd pereoso llarl.._ lmowledr• ln t '>e preahN. 

Ill wotl1d. haft ro• • r t o adaiahtar oath aDd could ro lat.o the appro­

pri•to rederal. dhtrlct eou.rt. t.o •atorce ble nbpoeoa. 

~uoh exa.iaatloa or t&xpa7er l and tblrd p• reolll by the Co.aieeloaer 

ha•e beretotore been oondueted in eeont., but tbere 1a not blq 1A tile 

law t.o req\dre t.hla. b 1nnet.1pt.l, a eo plaaaed &.Dd conducted woul4 

be eW>Ject t.o oenala a1aor Ua1tat1ou whlah IIIMd aot be detai l .. 

here eboe - ot t~ would eotllt.it.ute uq lu-..perable obetaall. 

Ill 'f'necl 6/16/37 
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Operator: 

H.U.Jr: 

L!acill : 

H. M.Jr: 

L\ : 

H. U.J r : 

1.1: 

H. M •. Tr : 

!.1: 

H.U.~Jr : 

10 : 

H.M.Jr : 

"': 

H, loi ,Jr: 

!A: 

R. M.Jr : 

H. M.J r : 

Go ahead. 

Hello 

Bello - Roswell? 

June 15, 1937. 
11: 48 p. m. 

I tm up here at the Capitol, Henry, I just got 
through and I •m talking to the two men. 

Yes . 

54 

I couldn't get Jackson to come up; he wouldn ' t do it. 

Yes. 

~h-it ' s perfectly clear t hat they were not thinking 
in t erms of having any counsel.; what they wore thinking 
1n terms of is - was for me to do all the presenting 
on the part of the Treasury ••• • •••• •• 

Yes. 

•••• , so I went all over that 1'11 th them and told them 
that we - ah - I thought 1ve had t o have somebody from 
outside; it was very important t o start it off right 
and so on and they all agreed to that. 

Yes. 

Ah - then I said we ought to have a further conference 
and I thought you and the big chief ought to be in. 

Yes. 

Ah - they said no they di dn ' t want to get him in; 
they wanted to get their own ideas straight first 
and they finally met with the idea that I could get 
Jackson up here at 12:30 ••••••• • •• 

Yes • 

••• • • and go over it with him at that time. 

Yes. 

Now i f we•re goi ng to sell them the compromise here 
why that ' s the time at which you ' ve got to do it. 

Yes. 
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!.!: 

n. tJ • . rr: 

M: 

R. Lt .Jr : 

JJ: 

H . :~ . Jr : 

Ll: 

B. :.! . Jr: 

,, . .. 
H. M.Jr: 

!.I: 

- 2 -

So I thought I ' d go on down from here to Justice 
and get ahold of Jackson and bring him back. 

Yes , you better phone him you ' re coming. 

Yes , well I - he ' s expecting me to come. 

Oh. 

At some such time as this. 

I see. 

Now do you think of anything else we should do? 

Not another thine . 

All right, well I ' ll get ahold of him and try to 
get him up here . 

Thank you . 

Goodbye. 
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DATI: 

10.: 

RUSH. 

.bier loan Jaba .. y, Paris, France 

June 15, 1937, noon. 

791 

J'ROK COC1:11U.ll. 

62 

This forenoon I TiBUed the Bank of France. The 

Frenoh stabilisation tuD4 in KoD4ay 1 e exchan&e trading 

loet 685 lllillion f ranoe foreign exchange and gold. This 

forenoon, up to ten-fiftr-fiTe o'clock, the losses ha4 

been 110 aillion French france, with Tery heaTy preeeure . 

The t raneactione thie aorni.Dg wiped. cut the last of tbe 

gold and foreign exchange in the Stabilisation fund, which 

has ha4 therefore to begin taking gold against franoe fr011 

the Bank of France. 

Ky contact told ae that financial circles are con­

vinced that before t he eD4 of the week the Blua Governaent 

will fall no aatter what aeasuree -Y be i n t r oduced in 

the French Parliament. 

Exchange control for rrance bae consistently been 

favored by Governor Labeyrie, but during the past ffiW days 

he ie not known to have aade any new recOIIIBendatione with 

regard thereto. It is said that yesterday he eubmitte4 

to Priae Kinieter Blua a long ••orandua in whioh he 

accueed. the •aJO families• of underaining the J'renoh ao.-

ernaent. 

Up 

Regraded Uclassified



63 

-a-

Up to t.he pruent t.he Balik of n-uoa has DOt reoe1Ta4 

oonf1r•t1on of the ruaor tbat R1at and. Bau4o1n had. re­

s1gae4 froa the teohll1oal oa.aittaa of the Stabilisation 

Plul4. 

The Balik of Franca 3uat telephoned. ae (at 13:30 

DOOD.) that at noon both Riat uc1 Bauc1o1n failed to appear 

for t he c1a1ly aeating of the exchange experta, which 

atrengthana the belief that they rea1;nec1 troa their 

poata. 
BULLIU. 
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Secretary of State , 

Washington. 

382, June 15, 7 p . m. 

GRAY 

London 

Dated June 15, 1937 

Rec 'd 3: 02p . m. 

!<'OR "REASURY FROM BUTTERWORTH . 

Vi it refe~·ence to your 243, June 14 , 4 p . m. , I have 

me.do :~.ndi.·ectly some inquiries in the bullion market and 

find that the Swiss have recently rl<lsumed gold sales here 

in substantial amounts and were today seller s of gold. 

The uity cs receiving very confused reports from Parls 

and although dealings in franc futures have stopped in 

Paris, in London one month's francs are at a 3 point dis­

count while 3 months are at a 6 point discount , The gen­

eral attitude of the city and the British press towards 

the French situation is well expressed in an article in 

today ' s FINANCIAL TD.!ES which after enumerating the 

palliatives which might at the moment be indul ged in con-

cludes : 

"They can only straighten out the difficulties of the 

Treasury for the time being . t/hat the Government requires 

moat of all to restore fin.ancial stability is the return 

of the 
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of the hundreds or milliards of francs which have found 

voluntary exile in New York, London, Amsterdam and else­

where . ~o do this it must restore confidence in the 

currency . f.nd this is largely a question of internal 

economic policy. So long as the program of social reform 

stifles enterprise and burdens trade and industry with 

such liab~litios as to put them out of effective competi­

tion . t r • ':' I·c~:J'lry returns will continue to fall below 

est)•. ·~te• ...nd ~l1e foreign exchange neaken . The effects 

even of a furt '1er devaluation of tl'.H franc would not avail 

aga:L;~st t::o r,o~aistence of the Unit ;,d States factc.:r. The 

danger o.:' "' I·O'lewed flight of capital is s reatsr tr.:1n it 

was in vi3W of the fact that French investors , distrustfu: 

of the price of gold and the fall in commodities are 

seeking liquidity mainly through the medium of United 

States dollars . From the international as well as !'rom 

the domestic standpoint therefore M. Blum is carrying a 

heavy r esponsibility for reasonable economics and sound 

financei' . 

The Chancellor of the Exchequer wa3 asked in the 

House of Commonc this nfternoon \7hether he wa3 aware that 

the surfeit of £:Old coming to Lonclon could be redistributed 

throughout tho world and British export trade greatly 

increased by allowing the public issue in London of loans 

to 
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to forei sn borro~ers, provided that British investors 

were prepared to l ose their savings by uncreditworthy 

fore i gn borrowers defaulting again on their obligations 

as shorm i n the annual reports of the Council of Foreign 

Bondholders ; and whether he would consider that aspect 

of the re::~edy for unwanted gold as a reply to the demand 

for r aisins the embargo on fore i gn lending . 

Sir John Simon replied that fore ign lending on a 

large scal e may no doubt tend to reduce the movement of 

gold towards t his country but the possibl e field of such 

l ending •:lll.s much llestricted , He agreed that the making 

of loans t o uncreditworthy borrowers was not a process 

from whic:1 good could r esult ; it was the business of the 

lender to dist i nguish between creditworthy and uncredit­

worthy ap?licants for loans and it was not the function 

of the for~ign t ransactions ~dvisory committee to settle 

that point , 

BDiGHAll 

RR:WWC 
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Secretary of State , 

Washj.ngton. 

795, June 15, 5 p . m. 

i?.lOJ: COCHRAN . 

GRAY 

Paris 

Dated June 15, 1937 

Rec 1d 5:27 p . m. 

Pressure on franc continues very heavy this afternoon 

with French control still yielding sterling at 110 .90. 

Discount on forward franc has widened to 5i francs for 

three months . Money is very difficult to find . Bank of 

France is scrutinizing rigidly all discount operations, 

Rentes down 65 centimes to 1 . 30 franca . All French share.: 

weak and internationals in s t rong demand , Suez being up 

1, 000 francs . 

Council of Ministers met this morning at 9 :00 o'clock 

and adopted the proposal which was approved by the Cabinet . 

After the meeting, Minister of Fin~nce Auriol made an 

answer to the press . According to the news ticker he 

said that whil e the Government had been endeavoring to 

work at extreme speed in the formulation of its policies, 

a speculative offensive had in the meantime developed . 

Now i t has become ao serious that the progr am cannot be 

held up pending a long parliamentary debate . The 

Government 
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Government desires to restore public finances and strangle 

speculation . With these two aims, Auriol said, it had 

been decided to seek authority to take by ministerial de­

crees all measures necessary for the improvement of public 

finances and fo r the protection of savings during a limited 

period , 'l'he decrees would be submitted for ratification 

within three weeks a t an e~traordinary session of Parlia­

ment , He said that this proposal would be submitted to 

the Bureau of the Chamber at 3 :00 o ' clock this afternoon 

with emphat ic recommendation that the speculative offen­

sive must be checked , Auriol pointed out certain indices 

showing rec0very, From the r eport which I have seen he 

said nothinr; about advances fror.l the Bank of France to t h( 

Gover nment . The definite terms of the bil l were not dis-

closed, 

Because of the significance which has been attached 

to it by cc~tain foreign press correspondents, there is 

provided herewith a translation of an item in AGENCE 

EC ONOMIQUE today which s\lllll!larize s what it considers the 

principal points of the speech which !.1 , Bastid, Minister 

of Commerce , made at the inauguration of the I nternational 

Congress of E~cbanges . 

"Following the measures taken with respect to quotas 

and the lo·.terin& of customs tariffs decided upon last 

october 
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Octobe r• "0 have had the impression in France that this 

liberal gcoture remain& without coho from abroad , We 

hnve hacl the impression that we are trading ' one way 

o11ly ', Opinion is disturbed by the increase of our im­

"orts and ~y the deficit of our co~ercial balance . This 

l.es give.: rise to a campaign which has been felt in the 

"!.a:-"o>r ~or n rP.turn to protection and the abandonment 

of 1 ·,er·l ooas·~rcs taken lnst a·.>tL--m , Thia is a stnte 

of .1d ,.·,1c:o 1c cannot disregard and it is necessary 

that tll13 sho\:ld bo understood beyond our frontiers 

espnc J.al' .. b:; o•>r frienclo \1ho SiGilc.d the tripar~ite o.r rnnao·· 

:.tent . 
It io oooentinl that the dote~1nation of the Oover n ­

nent no~ t.J e.1close itself in o.n aut ru:chic system, which 

t~e d1vc~sit; of our metropolitan and colonial proclucta 

wo1·ld •en~cr J>Orhapa less difficul t than for other ooun­

·ries, be ou,~ortcd by the active collaboration or other 

governr..nts ; o therwise French o,inion will no longer 

understnncl o.ncl no Covernment will be ab l e to resist re -

m'akeninG ) r .:.>tectionism11
• 

Ic connection \11th the declarations attributed to 

t>aatid , hc:;::CE ECONO!.~IQUE of todaY con tends that the policy 

by the Govo~ont haa been exactly contrary to the prin­

cipl e s or li~oraliam envisaged in the arrangement or 
Septelllber 
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September last and that it 1s not surprising that under 

such circumstances it 1s forced to turn to a policy of 

autarchy . 

Bank of France has invoiced to Federal Reserve Bank 

of New York for account of B I S 50,456, 000 francs gold, 

steamship ?A.'US . 

BULL ITT 

S! S:::.l'B 
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, ~t.rS~Rl! GROUP ON GO[J) l.tiO RJ:.LJ.TI:.D !.Ul:.STI JHS June 15, 1937 

4 : 20 P. l.l . 

•r estont : 

H . .-. J r: 

Taylor : 

~ . ... . Jr : 

H. A. Jr : 

.ucfler : 

H •• .t.Jr : 

Hiefler : 

H. 'J . Jr : 

Taylor : 

:.Irs ilotz 
:.ir . Tayl or 
rAr . Lochhead 
!lr . Opper 
Ar . White 
'Jr . Bell 
Dr. Viner 
1.1r . Riefler 

Now '/layne , :lh£· t do you want t o say? 

Notning . Remember you told me that you ' d like to 
see tne c r o.ld at l'ow·, after you got back, jus t to •• , • • 

•. ell, i f there are no other •••• 
u -to-date? 

Roughly , I t nink . 

Are you (Ri e f ler) 

~11 right . Have they kept you occupied? 

Uh-nuh . 

Roomed your f eet on some d esks? What? 

All over . 

All r ight . 

No t i n connection with ihat bi l l , but I t hink maybe 
you' d better tell th~ t stor y, Clarence, about ~r. 
Hester ' s session t oday . 

Nell, I get it second-h~nd , of course . On Friday 
we .vere notif'ied t na t tne Banki ng Co!lllllittee of the 
Hous e •anted to nola nearings on the joint r esolution 
sent doom to provide for payment to tne Federal Reserve 
banks of expenses in connecti on :ri th t he 1928 currency 
th~o t we asked t he banks to des troy . '.'/e decided t hat 
probabilities wer e t ht.t they ' d try to make c f ield day 
of that on asking questions on the Treasury ' s mone t ary 
and gold policy , and so for t h ; so Hester went down 
with ~:. s t atement which dealt only with tha t bill itself 
a nd the purposes of it, and he Nent t hrough, I think, 
a r ather J ifficult session t his ~orning staving off 
questions; but he di dn ' t- whenever he got a questi on 
t ha t got into monetary policy ~ nd had nothing to do 
with toe bill , he s ai d tha t of course he hedn 1 t prepared 
himself on t hat, because he was simPlY directi ng his 
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a ttention towaru tne t'our corners of trwt bill. 
t.nd apparently tht thing went off all right - but 
e good Cleal of fencing - Pc..tmlin and Luce pr.l.nci­
pally . 

'rha t ' s all r ight . 

72 

The only t hing - other r eason I r eally wanted to get 
you people together was this : tha t if it is &greeoble 
to you, moved '"nd seconded by Dr . Viner, we will meet 
a t 8 : 30 tomorrow morning, und I t hink we ought to . 

:.Irs J(lotz : 'l'ney e ll lo.lk so plet.sed . 

Vlner : I 1m sitting here so t hey won •t • ••• • 

Here ' s this l ast telegrc..m . Have you people seen 
t his one? 

Bell : ._uesti on in order? 

r! . 'LJr: This is June 14 , 11 P.M. 

Bell: t,;uestion i n order? 

H. J.Jr: No . 

Bell: I just .vondered now long you wer e going to live o. t 
the Hay- Adams . 

:.I rs .< l otz : At tne Carlton. 

H .~ . Jr : Oh, a t the Carlton. 

l3cll: 

H. :.I.Jr : 

(Hearty laughter) 

He just steps across the street and here ' s t he Treasury . 

"I was informed by Blum this evening uncnimous 
dec.l.sion wa s r eached by the Cabinet t his afternoon 
to demand • • ••• • n - I ' d just a s leave make it n 
quar t er of nine; I don' t care. nr was informed by 
Blum this evening unanimous decision wa s reached 
by the C&binet this afternoon to demand full powers 
to r egulate all firwncial matters by decree l llWS 
tooorrow in the Chllmber of Deputies, and later in t he 
.~eek in the Seru: te. n 

This is Cochran, this i s not Bullitt. 
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11D.LUlll t ol<.. me th&t nr.en he had l eft me & t luncheon 
he no.o not .mo1m ho.1 his Ct binet :.ould r enct end 
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tu .. r e fore ht:.d not .<no :m wh~ t to s ;.y to ce . This 
:.f t trnoon .meu 11e m~;oe his vropos~l to t he C~binet, 
EmOn& cert<.in :1r.dical Gociulist :.unister s tne r e :.t. s 
t senti ment to r crust- to g o along 1':1 th him on this meusur e. 
lhi s after noon he had net r ly f t~ llen . " 

J· . "lot, : .'.'110? 

. ! . , J,. : Inu:n . He . t.s out smilinf! - fullen , rise n ag<•in • 

"Bl= hed s~.:ggested after < d i scussion thPt t he Rttdico l 
~ocitlist :Jin lster s Ciu.uto::J,IS, ::l!. lt-.uier" - pl Cl •. e bef r 
.. itil t.,e on my Frencn - " >-n<l Delbos should hEve r con­
fer ence &no shoula :~eet lli , /urlol , end Pcul F1 ure 
f or : definite declsi:m o n the mt:. tter . Follov:ing these 
co nferences uccis i on :::.:; r c<.C•led by the C<.binet f or 
un:.nimous s up o rt o f Blum in his demand for full powers . 
b lwn 11>.s cont"ldent ttl~< t full po11er s ::ould be fl i ve n to 
nim by t he Cna.nber or De;>ut i e s , buts bstentions of 
Ht-.aicf l Soclt.lis t deputiLS .voulO. r educe his mil jori ty . 

11 I t ,:~. s hiS nope thu t ut u nibht sessi on tomorro1v , 
Tueso~oy , full po'11er s woul d be voted him by the Chamber 
o r lleputies , ~ no by l 'hursdvy or Friday of this we. k he 
believed the bill woul.J r et ci1 the Senvte . It is nighly 
~rob&ble, ne s~ia , t ru:t f ull po·.;ers would not. be voted 
by tne Sena te, ~o.nu tn~<t nis Govert1Clent ·N ould no lonser 
be r ble to s t end . 

" llo on., excep:, t.ne intic~ote circle of the Cabinet, 
Blum ~ssert..a , .<no.,s t. bout the decision taken, anu he 
~s.tea me to keep secret txcept from my Gove rnment 
1·;m. t he had tola me . 11 

I • ve seen t tus t hine . ·:;n~ t 1 s-h is-name g~: ve it to us 
this morning , di d n ' t he? 

'I/ ell , I don ' t .mow, but I tuink eve rybody mi ght be 
thi nking wnn t will happen if t hey devalue further 
o r put on e xchange control, v1ha tever they ... Looks 
vs t hough this i s goinc to be the week . Tha t ' s about 
a 11 I got to SLY . 

I ' m sorry you ( Ri ef ler) weren't nere tnis morning. 
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1\i(rler: 

H. . Jr : 

Vi m.r : 

.. . • • Jr : 

u • • . J r: 

:.n1 t t : 

H. · • Jr: 

.. h i t C; : 

P. . • Jr : 

:1n1 te: 

Viner : 
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I•m sorry too . 

But you ' ll 
Thursday . 
questions? 

have -
I have 

J&ke? 

I im~gtne they 'll be back &t us 
nothln£ ; anybody want to ask me any 

'uoulJ yuu care to t alk ubout the ctucs t ion of limiting 
purcn~ses lo central b~n~s? You hud it on your mind • 

·.vell - I meun I JU.u that move ln mi nd, in case of - i f 
France left tne t-ripartite, but I'm not in shape to 
60 any l ength in the discussion this afternoon or 
tlus evening . 

To ~eep you people posted , the Russi&n hmbnssador hes 
l nforGJeO us t w t nt: is rcudy to s t~ort e. discussion 
on the control of -export of gold outside of Russie . 
He reels th.:. t wnet tnelr a count of production of &old 
in Russi~:. - tm. t is £en interm.l c::> tter , but he is 
re.:.dy to di scuss gold once it leaves their borders . 
So that is something . 

It ' s not enough . 

That ' s ull you ' ll get . 

'lo begin with . 

You :;on ' t. get any more • 

I think so . 

1:o, you <ton ' t . 'Iha t ' s the Wb'/ they ' ve worked on 
sug&r, tn<-t ' s tue way toey 1 ve worked on lumber, tnat ' s 
their policy . .'iell, onyw~oy, that ' s wiu<t he said ; I 
thought it >\'as pretty good . 

Ought to be able to arranga 
as ~ special investi~Ltor . 
no· ... ~ . 

Shooting t oo many people . 

to s ena Harry over there 
It ' s a nlce place right 

:.laybe t hat's l'lhllt .. ayne had in mind. 

(Hearty laughter ) 
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,jni te : 

it·;rlor : 

H ••. • Jr : 

ooh11.e : 

d . J . Jr : 

Bell: 

H •• Jr : 

riiefler : 

H •.•. • Jr: 

0,> e r : 

-5-

~< ;)ublic denial i s in oraer . 

Harrywas sha King his head about i t- "That ' s not 
enough . " I mean i f h.; Nants to go over the re ll nd 
ge t some mor e • .••• 

"iou made nim a diploou:. t this mor ning . 

Now t hey \7 ant to shoot me . 

No, noN ;;e ;o;tnt to m~.te you ~ general. 

He ' d OLVe to be e gener al so a s to get shot . 

.. ell, I hope t h& t botn Viner bnd Riefler c ans tay 
a r ound f or a cou~le aays . Can you (Riefler )? 

"ies , sir . 

hnc mby I s ay I ' m delighted tnat you coulo come, 
a nd you will be mos t useful . 

75 

I wish I could hnve go tten here ; I wou l d ha ve been 
her e if I could have had the messa ge . 

rie • s going to be here for a couple years . Nha t 
1 
s 

the difference if we start half a day late? 

!low if it ' s agreeable to every body , I ' 11 be here 
a t o:30 tomorrow morning . 

1' 11 be here . 

Nobody ne s anY ob jec tions to t hat , Ur . Secret a ry . 
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__. ... - ... c. 

DEPARTMENT OF STATE 

WASHINGTON 

June 15, 1937. 

Ky dear Kr. Korgenthau: 

In co.pliance with your r equeet transmitted 

through Dr. f eia, I am attaching hereto a memorandum 

givi ng euch intoraation as ia available in the Depart-

ment concerning Soviet participation in international 

arrangements dealing with the eale of Soviet t imber 

and eugar in the world market . 

Sincerely yours, 

lncloeure : 
Keaor&lliua. 

The Honorable 

Senry Korgenthau, junior, 

Secretary of the Tr easury. 
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Soviet Participation in International Arrangement& 

Dealing witn the Sal e of Soviet Timber and Sugar 

in the World Market. 

TDI.BER 

The Soviet Government waa a signatory to a conven­

t ion known as the European Timber Expor ters Convention 

concluded e t Copenhagen, Denmark, i n November 1935, 

whi ch had for it s purpose t he voluntary limitation of 

s nwn sof t wood t o 'be expor t ed to European countries. 

This Convention entered int o eff ect December 11, 1935. 

Previous att empts to r each an agreement limiting European 

timber exports had met with no success due to the position 

of the Union of Sovie t Socialist Republics. Therefore 

the participation of the Soviet Union represented a change 

of policy on the part of the Soviet Gov~rnment considered 

t o hnve been motivated by purely commercial considerations 

'bas ed on the low price received t or timber exports. By 

this agreement the t otal quantity of s awn softwood to be 

exported 'by the participating countri es in 1936 was fixed 
The quotas fixed for t he partici-

at 3,850,000 standards . 

pating countries were as f ollowa: 
Sweden 
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Sweden 
Finland 
u.s.s.R. 
Poland 
Czechos lovakia 
Austria 
YI180Slavin 
Rumania 

- 2 -

Total 

820 , 000 
1,0015 , 000 

9110,000 
313,000 

96,000 
2711,000 
168, 000 
223 , 000 

3 ,850 , 000 

An Executive Committee consisting of six members was 

fot~ed of which Sweden , Finland and the U.S.S .R. each had 

one representative , t he oth er five countries having three 

Joint representatives . This Convention whi~h was concluded 

for one year was r enewed for a further period of one year 

at e g,eneral conference which took place at Stockholm on 

October 1, 1936 . The above quo~as remained unchanged, 

with the addi tion of a quota of 127 , 000 standards for 

Latvia, which had not participat ed in 1936 and an increase 

of 23,000 standards to the Rumanian quota. 

In addi t ion to the sawn lum~er convention , the U.S.S.R. 

concluded in October 1936 an agreement with Fi nland concern­

ing the exports of pitprops. By this agreement it is ex­

pected that t he pi t props exports of these countries, whioh 

together supply about Btl per oent of the entire European 

exports,will be reduoed in 1937 by about 20 per cent. 

SU<Wi 
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SUGAR 

!he Soviet Government was a signatory to the Inter­

national Agr eement Regarding the Product ion and J.lal·keting 

of Sugar si;ned in London on May 6 , 1937. Under this 

agreeoent the Soviet Governmen: agreed to limit its net 

expor ts of raw .ll!!l{a;: till quel: t o the so- oBJ.led fre e market 

to the amount of 230 ,000 metric t ons per annum for the 

five years of the agreement . Exports to Uongolia, Sinkiang 

and rana Tuva are specifically not included in thi s quota . 

In the agreement the Soviet Government s ave notice that 

during the quota year beginning September 1 , 1937, it 

will not mo.ke use o1' 11,500 tons of it s bo.sio quota. The 

agreement also contained general statements of intention 

on the part of the signatory governments in regard t o the 

advisability of preventill6 the aoownulat ion of excess 

stocks , the reduct ion of disproportionate f iscal charges 

on s user, encouragement of consumption , eto . With refer­

ence to t hese expressions of i nt ention, at the time of 

signing t he Soviet delegate wrote in above his signature 

the following statement: 

"It is unders tood that in view of the faot that 
t he U.S. S. R. i s a state governed on a planned principle , 
Chapter 5 of the Agreement dealing wit h stocks and all 
the other Art i cles in the various Chapt ers of this 
Agreement which i n any manner refer to int ernal produc­
tion, do not apply t o the U. s . s . R. ". 

On 
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On the general council which was set up to administer this 

agreement, the 3oviet Governoent has five votes out of a 

total of 100 .and1naddition will be represented for three 

out of the five years of the agreement on an Executive 

Committee of nine members which will exercise any powers 

delegated to i t by the Council. 

It would appear that while the Soviet Government 18 

willing to participate in agreements vtith other countries 

regarding the regulation and control of exports to the 

world merket , 1t v:ill not undertake as wee shown by the • 
statement of the Soviet delegate in s isning the SUgar 

Agreement, any commitment under such agreements which 

would affect or restrict the operation of its internal 

economy. 
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JoY1et Por\1o1pat1on ln Iot~roational Arrangement• 

'e~lin& with the Ja le o! JoY1ct Ti mber ond J~ar 

in t he Wo r ld Warket. 

th~ SoY1et GoYer~eot ~•• u1~nator1 to a aonvea-

t 1on known as the =~ro~e•~ :1Qb~r ~~o~te:s COLveot loD 

~~r~l ~~ ~~ r t r.openh~~er , Denmar~ , 1n Hovemher 193~ , 

Y'h!1h hat' f o1• i ts p<!r<)I03e the vol lnt,r; limitation of 

oCtwn $01'twootl t o t.e expo.·t ed to r:uro j.oC OD countri es. 

'his ~onyent1on rn~ercd i nto e!! out ~ooe~ber l l, 1935 • 

• r1nious att l'opt a to r r "loh on ft t;r eecent 111111 t 1ag r uropeun 

~ 1, ~r exporta hcd oet with no euooeuc ~Ae to the ~oo~t1on 

" r t he ·Inion o: Soviet Joaialht he publics . ?her e!ore 

t hr part1a1pnt 1on ot the Joviet Union repr cented o oban0e 

o• pol1cJ on t he ~r1 or the JoYit t Go•~r~~ent ~ona14ere4 

•c hrve ~een ~ot 1vstt4 bJ purely o~trotal oonllder at1oao 

~ "l u ~a o~ t he l ow prt~e r eceived t or timber exports. 1r 

th1a ogree~en t the t otal qwan t l\7 or aawn ot twood \o be 

•xpor ted b1 the part1o1pa t 1nr ooUDtr1~a 111 19a6 was t 1xe4 

nt ~ .en~ .ooo stan4arde. Tbe quotas f lxe4 ro r ~be part1o1-

p~t1n"' oountr1e• were aa rouen: 
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Jwe4eo 
F1n1eD4 
u • . • ~ . ::t . 
l'ol8nd 
(;~;eohoJlOV ak1a 
Auatr 1a 
Yu <;OUilY 1o 
'<\ln8J11& 

to~ol 

Bl v, C.OO 
1 ,0011 ,000 

9110,000 
3U,OOO 

116 ,000 
2111 ,000 
166 ,000 
22Z,OOO 

An r xtouti•e Comaittee conl1e tin~ of s ix o~mbera waa 

!orced o! whi ch Jweden, F1nl~nd and the ·. J , J . R. each had 

one repr tscntot1Ye , ~he oth t r five oountr1ca havinc three 

Joint reprP3e •t nt i•es . 1'h11 Convent ior. which wns oo. oluded 

!or one ye~r wns r enewed !or o t ur t hor period or one ;oor 

~ t ~ ~ene ro1 oonrerence which t ook p1 ooe at J t ookholm on 

Cot ol'n 1 , 111ZG. l'he n" ove quo~oa r cmo1ned uoollnoged, 

with tbe od4 1\ion or a quo t a of 1Z7,COC a tnndorda ! or 

LotY1n , whi ah had not parti cipa ted i n 19v6 ond ao 1noreoae 

ot 2~,000 etondards to t~ Ru.an1an quota . 
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In addit i on t o ~e eawn l~ber oo. vent 1on, t~ u . J . ~ .R. 

oono1uded i n october 1936 &D -sreement wit h Fi~ oonoern-

1~ t he exports o! p1t pr ope. !J tb1e agree~eot it 1a ex­

pect ed tb~~ the p1• pr ope expor t• ot theue a ount~1e;, wh!ch 

toge ther auppl3 about 811 per cent of the entire ~ropoon 

n r ort .. • 111 be reduaed i n 193' bJ about 20 per oent. 
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StroU 

fhe Sovi et Oovern.ent waa a s1gaator: to the Inter­

aat1ona l Agreement Rega r di ng t he Prod~ot1on and Marketing 

ot 3ugar s i ned in London on Kay 6 , 1937. Under thie 

a~reeaent the J oyict Government agreed to l1a1t its net 

exports or raw ~ar1 tel J!!! t o t he so- oalled tree 111arket 

t o t he aaou.nt ot 230, 000 aetr1o ~one per ena- t or the 

!he )"Ura at the a~reuent ,. Exports to lo!On(lolia, 31nlt iaug 

and ! ana !uva are speoi f i oall)" not i nol uded i n t hi s quota . 

In t he agrae~ent t ha 3ov1et Government ~ave not i oe that 

d~r1ng the q~ata y ear begi nning Jepteaber l , 1937, it 

wil l not onke uar o t 11,500 t one at i t o bast a q~ota. The 

ngreement al s o oontoined gene ral s t a tement• or l ntentlon 

on th~ part ot the s i gnAtor: govern:llent s l n 1·egard t o the 

advisabili t y at prcvent l no t he aooum~atloa ot exoeae 

atooks , the r eduotl on o r d1epropor t1onate. t ieaal ohargea 

on sugar, eaooursP. e~ent o f coneumptlon , eto . With reter­

enoe t o these expreeaions or int ention, at t he ti.a e or 

s1gnin0 the Soviet delegate wrote 1n above his e1gna ture 

the tollow1ng e tate~ent: 

~It ie uaderat ood t hat i n view of the taot tha t 

tha u.s.J.R. 1u a state governed on a planned pr inoiple, 

Chapter & or the !greeaent dealias with etooke and all 

t he other ! rtiol ee ia the Y&rioua Cbapter a ot thia 
Agre e~~:~ent wtUoh i n anr aeuner rater t o i nternal prollu.a­

tiou , do not appl7 to the u. j .J.n.•. 
On 
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. a the ceatrsl oGUDoil wbioh . .. ee t up to ad•tniater th1a 

a~reement , the JoYiet OoYer~ent baa flYt Yotea oat at a 

to\al ot l 00,and !lla441t1on 'rill be repr eaente4 tor throe 

out or the f 1Ye reara or t he ogreegent on an rxeout1Yt 

Coa.ltttt or n~n~ me•btra whioh will e~eroiae a~ po• tra 

4el t ( &ted to 1 t b7 the Coano11; 

l t ...-o .ld appeal' that whUe tbl Jodet Oournaent 1t 
. 

rlll 1D7 to psrt1o1pate i n oareeatnta w1th other oountri ee 

reae rd 1 ~r the regulation on4 oontrol o. expor t a to the 

world Qr rket , 1t will not undertnke, aa was ehown b7 the 

••attment Of t he 30V1tt dt le O~f lD - 1~nic~ the ~agar 

A~roemont, onr oomaitnent under uuoh ~ree~ent u wnioh 

•1o~lc! nr reot or reutr1Jt the opero t1on o.r ita i nt ·ern&l 

eoono~. 
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•rt-•·.,JRY -f i:.ll.t.iU L RE.SE RV".o. !Ar.t.TIIIG RB 
.;J ... ., I t.l.l .-ii:.L/.TED -,Ul:.&TIJ~S 

June 15, J.,9J7 
<l :4J P. :.l . 

. t•.,.sent : 

u ... . Jr : 

J:..:c les : 

d .. . Jr : 

Mr . Taylor • 
i.lr . Oliphant. 
r.! r . Lochhead • 
Mr . 'h'hi te• 
Dr . Viner · 
Mr . Gol denweiser• 
Mr . Opper • 
:.lr . Willia ms· 
Mr . Gar aner • 
llr . !Uloke' 
l.!r . Eccles• 
!lr . Harrison' 
wir . Bell• 
:.i r . Feis 

(~cclEs comes in) 

O. K. , v.e 1 ll star t now . ::e won ' t wait a minute 
longer . Sit ti011n , Mr . Chuir man . 

Gooa morning . 

.'.'ell, I uon1 t think •• e 1 ll .• a it a ny l onger . There 
a r e a f el'l missing people . 

'!he r e~ son t hi t I t.skeo f or t nis meeting was tha t 
I t niM ::11 of us nuve been uo ing a lot of t hinking 
rbout t nis gold c,uestion , Ln a -:e na ve had various 
convers.,tions, E.ccles bnd I, ~ nd I .-now he ' s oeen 
-.vor~ing l'.ith n.ls s t6.ff t.nd we •ve t een ";or king witn 
o urs; and over the r:ee.tend I sort of concentr a ted 
on t ne tning , got it clear in my head , ana I thought 
t n;,t l ' a seriously uiscuss it ~~>ith you people ana see 
if .ve can ' t .vork out c. successful pl an. 

Now, I j ust .Ia nt to t ell you ,•1ha t we have in our 
mind . 1'here i s the 4ues tion of tne handling of the 
gold , s t erili zat i on, a nd t he nandling of the for e ign 
ueposits, a nd the ~uestion o f t axing a lie ns who 
invest here . Now this morning , o;te c a n mE ke ll start, 
if it i s agr eeable to you, and t a lk about this 4uestion 
of reserves aga inst f or e i gn deposits , &nd I 111 just -
we nave jotted oown i n the agenas ten thinGs; maybe 
I better just reLd through the ten and then we can open 
the d iscussion. There will be a few more people coming . 
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hna o&y I say at tho st&rt , I am fully convinced 
thE t tois is a joint problem th&t we hs ve to htondle 
together , see? 

11 A. Should we try to get l~<gisla tion per mitting an 
incre{,Se in reserve r e<,uirements egainst deposits 
for fore i gn 1ccount? 

"1 . To wh~o t mvximum? 2 . Should there be any 
exem;>tions? For exatnvle, ~50Ji) to ~10 , 000 or 
~25 ,0JJ on in~iviautl tccounts, or more for bank 
• ccounts? 

n J . Shoulc such d e;>osi ts be held only by member 
b<otlks, or should any bank t>e permitted to c11 rry 
them as no ,t:'! 

"4 · ::>houlc deposits !'or foreign account be exempt 
from the F. D. I . G. fee? 
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"5 . Vlha t should be tne method of oper t.. tion? The 
sequence of steps? 

••6. If r eserve r e4uirements against for eign deposits 
are increased , ougnt the Tre1sury issue three-month 
bills, or uoesn 1 t it. OJt<tter mucn? 

"How soon shoulo 1·;e try to ret the legislation? 

"Should .:e consult other club members before seeking 
legislation? 

"Shoula 1;e attempt to get other club aembers to adopt 
somewha t simih.r meDsures?" 

Roughly, tnose art some of the questions 11e 1 d like to 
raise . I might sPY in passing that I •ve gone far 
enough with this i de£ of handling s te~ization of 
golo t nrough an increLse in reserve requirements 
against foreign deposits - interests me very much; 
otherwise I wouldn ' t usk you people to come down. 

I also thifu< 1t might be interesting for you people 
to <tnow in passing that Sir Josiah Stamp wns in - I 
think he saw Ur . Eccles yesterday - and he asked me 
if I had any message to ta~e back . It reminded me 
that last time, two years ago, I t old ni.m Just whnt I 
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n. "L Jr: 

t.ccles: 

H •• I . Jr : 

l. ccles : 

H. ::.! .Jr: 

-3-

thought of England , and I told him this time I only 
bud pleasant words . He a sited whether I thought •~te 
snoulo do anything together about gold, so I sai d 
I ' d r~-.ther not discuss it . So ne sai d, "i'lould you 
minu if I maJe 11 comment? " I said, "No . " 11 Viell , 
it s eems to me the sensible t hing for you to do i s 
to increase r eserve requirements against foreign 
deposits and in tht t wt<y di stribute the l oad ." And 
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I thought tha t .vas very interes ting, coming from him . 

(Harrison comes in) 

Ue rriner, I ' ve outlined - woula you like to s ay 
something? I ~ean is it agreeable to you that we 
concentrate on this 4uesti on of - or on tnese things 
first , or i s there somctnint else you ' d r a ther take 
up first ? 

No , I certainly tnink ttl:. t is a ver y important part 
of any program, lind or course there is the <, uestion 
of taxation ana •••• 

rJtty I - excuse me one minute - I want to say tha t !.fr. 
Hi efler is coming and from now on i s acting as a 
consultant to our stabili zation fund . 

It seems to me thc t this is an important par t, cer­
tai nly , of any program, end it would s eem in order 
to consider whether it is jus t as well to mention 
the tax aspects of the progr am along ;•;ith it; it 
seens to me it is a ll involved . It is as important 
to do sometning to discourage capital c oming here as 
it is to take care of t he sterilization of such capital 
if it aoes come, and t he i dea of increasing reserves 
against foreign deposits tends to of course meet t he 
pr oblem crea ted by capital coming her e to tne extent 
tntt t 1 t will be discoura(led from coming . And I think 
it should be oone . 

Well , may I just say this , t hat we see tha t right 
now - I mean as f ar as we have gone, there ar e three 
things. There i s the dis couragement of f oreign copitel 
tnrough a t ax program, ,,hich we can take up any... . . . -
tner e i s t his ~uestion of increasing r eserve r equire­
ments against foreign deposits; end there i s a third 
thing, toe ~uestion of if they should transf er t heir 
deposits •... 
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J:.ccles : 

H. • Jr : 

t.ccles : 

·•illiams : 

G11runer : 

Gc rQner : 

Viner : 

.. naams : 

Viner : 

.. h~te : 

.. 1111&ms: 

,',hite: 
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1o D Reserve bank? 

No , I me&n t r &nsfer their deposi t s into short- ter ms -
tue -,uestion of possibil i ty of c trLnsfer t~>x to 
discourbge thL t. AnJ tnLt ' s way we br ought up the 
<~Ucstion .vllat :.tina or bills . But in ordEtr to 11110ke 
sowe ne&away, if i t i s eereevble t o you, we tnought 
.. e ' d li.ce t o concentr a t e this morning on this ,.ues­
t!on of Nhether or no t it would be /lise to do one -
us one leg of the s tool , this c. ue st i on of excess 
reserves . I s t ru, t au r eeubl e t o you? 

lnat •s agreeable t o me . 

l ' d li.ce to ask one t,uestion ~bout it . I tnink your 
!:.st. rem~rk moy be contuinea in your ~ns11·cr . ~.bat 
nE ppens when ther e is f trc nsfer of ~" forei gn depos1 t , 
St•Y 1 tnnsfer fro:~< Bank •· to B&nk B? I s hould thi nk 
your excess reserve problem MOuld be recr eLled for you 
l'lght ther e , you :;e., , b .. ctuse it woul d no longer be a 
foreign deposit . It woula eo r r oc the b unk of ori gin 
to 1 second baM, a nd th.:re it has , it seems to me , 
the Sv1ne v Glue 1 s tho reserve . hm I wrong L bout t he t? 

From a fo r eign d eposit to L domestic deposit , not f r om 
" to B. 

r ro~ On€ bb~ to L ~CCOnQ bLnKj it becomes & domestic 
aeposit in the secona bcnk . 

I f it '" ere a for ei gn deposi t i n the second , it •ould 
be tne st.me, but tr~nsferred f r om fot;ei gn to Jomestic 
lt bcco~es ~~~e$tic . 

But how ccn i t be t r vnsferrea from f or eign to oomestic? 

For eigner· buying L sEJcur i ty , for eigner buying g oods 
f r om ~n hmer ican. 

· .• ell, if he buys goods it ' s ~:nother story . 

'•hen lt 1 s no l onge r t. foreign deposit • 

.. n t t n~ppens ther e , Ha r ry , is tnnt i t creutes a n 
excess r eser ve . 

1'h11 t i s part of t he pr oblem. 
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Vin~r : 

:.Hliums : 

<ccles: 

.. U.i GIDS : 

Viner: 

,,il l l u.Js: 

.. nite : 

.'t illiums: 

.. illioms : 

Viner: 

tohi te : 
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Any dnd of transfer , so long es 1t is from foreign 
account to domestic account, r ecr eates your whole 
problem . 

Except it isn' t a transfer; it is a change in the 
nature of the deposit. 

Change in the o.vnersnip of deposits . 

That ' s tne transfer •. 

Yes, but if the deposits • • •• • 

See, your ~roblem i s r ecr eated • 

.. au.t you are st.yil16, Jolin, is \\nt t h£ppens if we 
ac~uire E frvor~ble traae balance on trade &ccount. 

I f they pass from ih~ foreign deposi t to t he uomestic , 
you see, &nu taere is no incre~ se of reserve require­
mer.ts on uome,< tic deposits rieot b•laY, you ' ve rot your 
excess r eserve !)robleal . 

E.ut t his is a.esigned to work both l'lays . 

lhc t ' s why I sui J your l bs t rtlmark covers tha t moybe; 
I don ' t .<no"' - the tronsfer t ax . 

Or ~ven if the tronsl'er t .:x is insufficient, if you 
n~>ve toe f ord t:n aeposits b,.illb built dootn by virtue 
of expenaiture or by vir tue of ;>urchase of securities, 
thea there is another snift ~aich needs to be m~t by 
so:ne action • 

That ' s right . 

I a on • t t hink we ' ve tllougnt b bout this other one of e 
ff vorable tnde balbnce . 

No, .-;e aon •t worry about th~tt . 

No, but if you d i scourage them buying s ecurities by a 
t r ansfer t llX or some other form of t axation, tlult dis­
couragement s till le~~es them nith some income on the 
securities. They msy transfer from deposits int o 
securities nevertheless . Hcving done so, tne sterili­
zation problem is f ul l y recrea ted . 
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That ' s rignt; IU:l ving done so, you•ve got your problem 
all o ve r again. 

That ' s ~uite right . 

(~ eis comes in) 

Di a you have some propos al to s ubmit on it? Have 
you :.orked something out? 

t.ell , we simply f eel, as I &.y - you know whfl t our 
proposal i s on the taxes ; our pr oposal on the t~xes 
is a 35 per cent witnholoing tax on all ~iviaends of 
Lli ens, g iving t ne Ll i en ~ right to suboit an income 
t~o x report, end if nis income - and it i s subJected 
to exactl y the same t 1.x a s t hat o f ~ United S t a t es 
c itizen, ana i f his t nx is l ess then 35 percent, ,,e 
r efund him the o ifference . 

That ' s not on uivioends , th~ t 1 s on income . 

On income . 

All income in thls country . 

Yes . Ne treat nim Jus t ~xnctly the same as Ne do 
our oHn citizen. And on th&t ba sis the St a te DeJJart­
ment i s perfectly .1i llin,: to go t. long . ~ight? 

It 1rould be nappier "ith 25 percent, but I guess it 
nas no cnoi ce . 

,·,e •re a one- price house, Herbert . ,·. e had you &11 
fixed on the 35 percent . 

No . 

Oh yes , I got the Secretary on recoro; Ur . Hull • • •.•• 

I guess ne •s easier than I . 

·::ell, you too . 

But certaWy on the i oea - there is no trouble in 
the i dea ; just a <t Uesl. i on of the r a te . 

Does tha t apply to pre-existing o . .nership, !.1r . 

Secretary? 
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Vinor : 

H. j .Jr: 

Lccles : 

ti . .. . Jr: 

i.CCltls : 

,; . . Jr : 

.. ni te: 
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Bo•.v cio you mean? 

I mean it applies to ull income from capi t al here; 
it cioesn1 t apply to future movements of capit al . 

Is it all income, the proposal? 
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•'>ell , ·.~hen we ne ve it I ' d ntner have Magill nere 
and carry t hat; I meLn I ' m not prepared . Nol'l, is 
this oiscussion going to be so short on this ~uestion 
of increasing .. •. 

.. ell, tnis is t pretty involved .,:~estion . There ' s a 
great many aspect s to i t, and I was just wondering if 
you llllcl so:De memor~:ondum , i f arvbody had ~<orked out a 
proposal, or if tney ~ounteu us t o do taat . .. e lu- ve had 
no considera tion of . ... 

,,ell , her e 1 s tne tning . t:hit.e is ready to answer any 
questions on this thing . Let anybody as~ any ~uestions 
they Nant to . You (White) >'lant to state the position, 
tne e.r gument for it? Then let them go a f ter it . Is 
that all rignt, Marriner? 

Yes , sir . 

Can you get goint: on this? Tell why you think it' s a 
bood thing and blso voint out toe weak points • 

Setting a sioe t he possible uifferences. in the pro­
cadure or tne differences in amounts A~th respect t o 
exellpti ons , with r espect to · .. nether i t shall be all 
members - members only thE t shall be r-ermitted to have 
fore ign deposits or whether it shoulu be all bunks -
setting as1de e.ll t l\ose questions, merely treating the 
thing in the large, there appear to be tne follow ing 
advantages for some such measure . 

In the firs t place , 1t will place the burden of carry­
ing a l a rge portion of the in~ctive eccount, and 
~ossibly all - one cannot say for certain, because 
it depends on matter s tlhich will appear in the dis­
cussion - i t places \.hat burden on the banks, who i n 
turn may if tney wish pass it on "o some of tbe 
ueposi tors in the form of u small s ervice charge, 
i f ana 11hen thf; r eserve re~ouirement retcues e certain 
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poi nt . By so doi ng , by permi t ting t he Treusury 
to issue 60lu certif i cates agains t tne in:..ctive 
:.ccount , ~c rodually and in s uch , ropor t i ons t s wi ll 
not uis turb t:1e v:>ll,;Jl .. of e:~.ces:; r eservc:l .;hi ch 
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exiw ts :.. t :.n;, one t!Jle , "" r .. .llove one very i.ll,>ortcnt 
source of criticism E.ge in:~ t the "mi ni> t r:.. tion :none ­
t r. rr ~ol1c;; , · n... , l'urU1cr, tend to t:..ke awty solle of 
tu<. !lU),lOrt for tne ,;ro .. int; a ttitu-te of l'et.r r·nd con­
::ern over tb~: vmole gol ll problem. I \!On 1 t moe. n to 
s~y fo r u moment t h:..t t nLt solves i t; I me r ely sty 
thLt tau exi stence of t h6 t i nac tive accoW'l t, for .'lhich 
tne Gove rnment n&.s to bor row to mt·i n t a in, is r eceiving 
much mo r e ;. ttent i on, ~no tney j ump fr om t hc.t into t he 
.'.uolc -,uestio n of gol d ; Lnd iOU hive r epeE.ted 
criticism titn r espect to ~iggine up gol~ in one 
itole, ,>!.Lying f or it, p&ying t.o mnlntdn it, and 
s tic.< i r.,. it i n ~.no;;her hole . 

Tniruly , tne pr O?er conduc t of t h&t arrsnge~ent will 
to some extent, to s r Ethtr subs t anti al extent at L 

poin t , su;por t t he Covernm~nt 1 s obli ga tions , bill 
mHrk~t particula r l y . Tha t i s not ~ me tte r of prime 
il~,Jort~nct~ ; it i s merely onti of t he add i t i oncl fc.c tors . 

Four thly, it mey ~ct ~<s n t<~i ld d e terrent . Alone it 
\'loulon• t J>Ossibl y be- mor e tht n & very mi l d deterrent, 
but 1r e ccom~~nied by some other dev i ce, i t mty be ; 
1:' lll d e )art of a lerger ;"ro~ram , it could be made -
! t coulJ fil l out the i) i c t ure of becomin~ soete :iis­
courfge:nent t o f urther inflo<~s of capi ta l. 

Fiftnly , i t serves to insulr te to a consi der&blo e xtent 
be uomes t ic econo,ny t•gt inllt inflo.~s and outflo ·:s of 
~olu . 

Obv.i.ously, th i s NoulJ 11or.o< both .1<-YS, us J ol\n sug~,ested 
.vi1en he cr..:ne in; t hr t i s , .1e ur e oerely consi dering 
it f r om the point of vie" of .1hat h&p,,.,ns .1hen tile 
bahnct=s bre bein3 built up . >lhen the btlances a r e 
be1~ r ;oauced , ei tner because of move;nent int o 
securities or bec~use o!' .or.:; f:.vor &ble btl•nce or 
,>&ymentz, t:1cn yo;~ ;tr. ve to t..o:e s ;;eps ::hich will serve 
to tc .<e ctre or tn~; excess reserves titus creuted . 

I t ninK t nose &re prob~bly t he princ i pal 
princ i p&l ouvantages f or t he pr ocedure . 
~inor udvantrces . 

mc t noas - the 
The r e u re other 
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.... oes i t &pp1y t o ull ue;>osits? 

•·ell. , tnE. t is some t ni ll;l open to ~iscussion . 

You <.~on 1 t &ll ow t.. m:. n L norta:. l wor ki ng br.lance? 

I s ;Jo,;e oi' e xe:n;Jtions, tna .11;: wer e in ft vor of 
some exc:n,tions . NoK, lht t t hose exemptions shall 
be, ;hcther t ncy sha ll be ~lJ, J)J or t25 , 000, 
whether t hGY shall be cxe .p tions on 1nu1viaUPl 
;,ccounts or whether ve shall per mit ;_ bn:U depos i t to 
m ve 1. brger exe ... >t i on , is so:netning t;nLt l e t ' s hope 
.:e ' 11 .ievelop fro:n this d i scussion . 

lOU SLij 
:ao.rket . 
market ? 

so:aethi~ about tht tssist~nce to tne b i ll 
In ,.,h( t "'CM<'r \fOUla i t ~>SSist t he bill 

,,ell, d e penaln.:; u :>on •1h~ t point the reserve r e..,ui re­
mcnts r ene., , there .'lill bE. f , point at whicn i t will 
be essenti~ l - <. t ,otl.l.ca you .Jcy drive some of t t1e 
u e posi ts out into the bill mrrket, i r' you aon ' t h<. ve 
the t rbnsfcr t ~~ x . 

Oh yes . 

, .n:. i!' t h:.. t i s so, tnen tne dec<.nct for bi lls .~ 11 . be in 
C!xc ess of t.1e s rle for bills , which ~Y be necessita t ed 
by tne need of bt.n{s tog l:l. :::or e ca sh • 

~&Y I just int."' r ru, t one minute . T~t is one ot t h e 
!'~t.sons "ny I <.1!1 • ru. i i)Ull l.oJ Co.lnc .. n trc. t. .. oJn t..rl :t 4u .. s ­
tion, bGcouse , 11' ;, ou (l:.ccles) reoe::~ber , you ~:r..J I 
sai d 1;e •a t el.{ t bout bil ts ; tnen when he got into the 
bill ti1ir16 c.nJ .ncn "" got i nto t llis , ,;e S<" tnE. t you 
c oul<in ' t consi aer tne ont: .1i tho.l ut thb o tner . hn~ ·Ne 
t hought tn~o t b e!'o r e Ne d ecio ed wna t our next me tnod 
0 1 r a.i s ing money tnr ougn bills woulu be , .• ., •d ha ve t o 
u i scuss t h is . Who. t. we ' d like to do , if you peo pl e ure 
will ing - we ' d like to s i t e very day on t h i s t h i ng f o r 
" week, i t' poss i ble, a nd see if we c a n c ome to s ome 
conc l us i on . I tnlnk it woulu b e a mista ke to s ettle 
wha t our bill policy i s going to b e a nd not hhve th i s . 

Then the o t her t h i ng - cs y ou n otice, t hey arc getting 
Guite ac t i ve o n t he Hill a nd ~hen Ne pas s our bill i on 
do l lnr point - I ~e6n t hey 're goi ng t o ge t mor e nctive , 
or.! t he infln t ioncry crond i s getting busy, end c omcodity 
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prices are f&lling . ••nd Re ' 11 have Senator Gl&ss 
recommending goil'\!1 bl.clt to t he ola golu standrrd, 
1 ~6 ~nJ ' 27 . So I t hinK the time h~s come th~ t the 
h!lUlinis tra tion ht•S got t o mt..ttt u mo ve . And whit t 
.ve ' d li.te to do , H the Feueral Reser ve end if the 
iJCO,>le who a J vise us concur - -'~P. ' d like to sit r ight 
s tra ight tnrough this week Lnu see i f we can ' t comtJ to 
a .:onclusion . I mtJll ll '"' ' re ready to do it, u nd these 
,>SOJ>le th;, t ue •ve <.sked t o come do.-;n - J Ake Viner ' s 
rc!t>dy; no:: th; t nc • s ncre , no s<.id be uoesn• t c ore now 
l on£ he stays . • 

I u.On 1 t. now. 

l hf. S going t o Can•da • 

.knd Willi<ms .v~s - ne much prefe r s .:ashinzton to 
'-'b. nE.df: . 

On the bill mo. rke t , Harry , wouldn ' t there be mor e 
Sl.lp,>ort to the bill murk., t if these f unjs r emL ined 
on depos i t? lhen they ' d carry themselves; if t hey 
go out into the bill m .. r lwt , the Tr easury has to 
sell mor e bills to sterilize them • 

No , I think you ' ll finol , q;ain 11i to the given assump­
tions - I say a t t certbin point - e certa in point is 
rea c.1ed r t ilitich - ~ nd this presu;>poses an eppro.>riL te 
management of tn,; fund in sucn ~ ,,;:.y , l> S I ssy, not to 
disturb toe o the r e xcess r eserve s which .ill b e brought 
into play . 

Isn't it true, in so f t. r as they buy · ills or cnythine 
else , f or t hbt oatterL you' ve go t your excess reserve 
.>roblem, so tnen the ~reLsury h•s to sell mor e •••• 

I s a y the re is a certain ra nge , n certain point soce­
mtere , let us si•Y, ro~hly, f or the sake of ai~cussion, 
between 50 e nd 75 percent, in which you ' ve got the 
movement i ncre•.sine in one direct i on, in v.hich the 
u emand is in exce~s of flow . I1' they have 50 percent 
reserves , for exttmple , if' they drcow down their balances , 
tue) can use part of tha t 50 percent cas h , wnich is 
thus liber a ted, Nh ereus tne movewent out ut i lizes a 
hundr ed . I mean the r e is u - you reacn a range in 
11nich ::htot you s~y is true , and you retell < r &n)>e before 
that in which the s itu&tion i s d i fferent . Bu t I 
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.:ouldn' t soy thE. t is a ma Jor consider s tion . 

::ell , the pr oposul .vould be admit tedly incomplete 
1!' it di dn ' t have some transfer proposltion to deal 
'lith tne bills . 
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It woulu be if the purpo!:e .:ere to dl scouruge funds , 
but it' t ne ,>urpose were mer ely to elimina te a lar ge 
portion of the inactive fund , tha t need not be so , 
unless t her e ' 3 a grea t deal more gold thi t COIRIIS into 
the purchtse of long-term securities . 

l.!r . Wh i te , i sn ' t whut you ' r e trying to do r eally to 
J iscour~gc capital from comi ng over here for capital 
inves tment , and not money from collling over here for 
trude pur poses, and doesn ' t the hundred percent reserve -
1 1m Jus t a sking a ques t ion bcc~use I o~ven't thought it 
out - doesn 't the hundr ed percent reserve run the r i s.c 
or discour~ging foreigners from d oing business with us 
f or trude t;S :nuch tiS frau sendi ng i t over ncre for 
ultima t e capital investment? 

I;o t nt~cessarily , 

llo , no t necessarily , but doc:m • t it tend to muke tbis 
an un~ t.tractive ;>l~ c:e f or for ei gner s t o put money for 
tr~odc pur poses? Uo :~, 1-. t ' s s tic.c to t hat c; l one. J. nd 
especially i f , ~s a result of t oe l aR, you indica te, 
for ins t ance, th~ t banks might recompense the~selves 
b : service t~x or som~thing , it is just addi ng to 
the cos t of doing business in J.meric~ • 

Only in so f ar ss ther e i s ~ strvice charge appli ed 
does t ile maintenance of bank balances here for the 
put•poses of conduct of tr{•de become slightly diScour­
aged, - let ' s put it tnvt wsy - depending , of course, 
upon the size of the service char ge . 

But tnere are two tnins s to be sai d about t ho t . 
rirst, t no t is one reason ve were ta~ing fbout 
exemptions . If a suffi cient exempti on could be per ­
mitted so ~ s t o t cke c~ re of L reasonkbly substantial 
volume of aeposits here, t o t ake care of nor mal 
commerciul balances, thrt would be one wcy of helping 
to meet tha t . 
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~econdly , I thlr~ it mudt be mtde clear to tne 
staff t nr.t the re are t1vo obJectives . They m::.y be 
combined or they mcy r est i nd e pendently on aifferent 
b<~ses . One i s to ellmtnr.te so far as the United 
Stht es is concerned , or r e<.l uce r~o tner , t:1e problem 
creu t ed by the im ctive ~occount . Now, thr t can be 
uone without in any .Vhy - ,, i thout s i gnificantly , let ' s 
say , aiscourueing any lnflow of capita l. The second 
is a different problem ancl 11 more difficult problem 
to nandle, ~nd & more com~rehensive pr oblem, .vhich 
mignt a lso involve t ne fi~st ; namely , the discourage­
ment of further inflo.vs . Now thllt 1 s 1- separate 
problem . You see , you wouldn ' t get that except to 
the e xtent of the service chhr ge, £nd you ~oulan 1 t 
e ven get it then unless - I mean you " ou ldn1 t set 
it effectively unless you co~bin~ ith th' t some 
otner ~ortl~n ot the probr::.m which is being sug­
gested . But tnere are two s ep~rKte problems, e na 
even il' tne ~econu v.ere out of t.~e picture jus t for 
the moment as L basis of aiscusslon, the first itselt, 
I thin:: , would ju·;tify some sucn step, e ven tnough 
you mignt ne vttr reKCrL L l1Unur~J percent; in fac t, there 
is much to u e s>• ld 1 probubly , fo r not doing it . 

·:;h t.. t level of percenuge ~ re you c ontemplating? 

.. ell, let ' s say 1 t ent< tively 1 su~posing you &r&dULlly 
ap~ro&ch some;h&r" b'-t11een oJ &nd 75, for tne first 
pta" pose . !io.< , I •m not spe:u.ing or toe second ; for 
tne second purpose, toere ~ould be h d ifferent r~nge . 
For tne fir3t purpose, if you t..pproscb g r adu&lty 
bet:~een 6J a na 75 1 ami if you aidn ' t nr; ve t< tnnsfer 
tax - as you 11pprot en 75, &nd the opinions •• oulu 
~ iffer - you ~~Y feel th::. t you might &pproacn i t u t 
65 or 60 ; tnat •s a m~tter ol j i s cussl on s n d gr eater 
f~>u:.i~ icri ty iii th the psychology of the 1nve3tor -
&t t ha t point you ' d get e movement out of deposits . 

What do you meo n by g r adually approaching? 

',/hen I s ay g r adunlly approa ch, I me1> n tha t you mi ght 
pr eliminarily s e t wht. t fig ure you a re shooting at , b ut 
the e cbievernent of tm t f lgure would be a gradual 
nppr oacn, bec"use I t hink tha t we all f elt, i n dis­
cussing it, thll t cbove all 11e should not do anything 
to a1sturb tne volume of excess r eserves or tne money 
m~rket . I me&n t ne thlnt should be hnndlea in such 
~ ~ay t..s to crc&te LS little a i sturi ance as possi ble . 
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You menn you ' d give a period of time . 

!lot only t. pHiod of' time , but 1t coulo be in smell 
amount s ; 1t mlr ht be &. hundr ed million ~ t a time, 
;:~ossibly • 

.. e r.lso - if I ml'y interrupt 2 minu"e - tnought of 
1 t in terms of' a nunJred million b eceuse tht t 1vould 
J ive us [ cbunce to l et the blink:> &ujust tne.ir excess 
r eservus and a lso judge on the bill marke t more 
Cbrefully . Lr Ne Jid 1 t in hits of & hunuretl miLlion, 
t.S net r t.!l we could e stima t e , i t. would di sturb the 
pi c ture us little &.S possible; do a hundr ed mi llion 
&no tnen wui t , then ao unother nundred million. 

You coun thot. you would rel c&.se from the 1ncct1ve 
e.ccount t. hunar ed mi lli on Lt a time LS t he r eserves 
ugtinst those d eposits increased correspondingly. 

J.nd the cooperati on of' the Bo: rd would be nece ssar y, 
very d ei'initel y , at some point ln th;. t picture, .•.here 
tnLrO l s u niatus or &. lupse , or there i s apt to be, 
a t which they mi ght eng~;ge in minor open mPrket 
oper ut i ons to smooth over the transition~ l period 
f o1· &. bri ef period ol" time. 

B~t you would be thinkine in t erms of bei ng : ble t o 
increa se it to a nundred percent . In other Nords, 
your flex i bility ;;ould be that full. 

The legisla t i on would give us that, but t he sc tual 
o perat ion, I t hink, would aepend on which of these 
t wo ob jectives you a r e snooting r. t, ror t he moment . 

"''a t you Lre consider in& i s aiscretionury legi slation 
diving souebody authority to r a ise the re4uirements 
•gainst foreign deposits up tot hundred percent . 

No.v, t o r a i se toe reserve r equirements up beyond 75 
bOO d5 and 9J ;;ithout !lome restraint of t he move:nent 
from Je~osits into other forms of nigh-gr ade short­
t erm securities might be to d efea t the purpose which 
you are ' chieving . 

!.lay I a sk now yo<.~ arrive a t the , oi nt ~ t which it will 
defeat itself ? 
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I suy thu t i s a lllht t e r or d ifference of Oj)inion, a nd 
1 t l s .. nolly L m~< tt~<r or subJect! v.; eva luati on or 1. t 
.. n~;t point Hi ll toe bunks pl n ce c. service ch~ rge . 

1.fter r.ll , the aei)osltor ooesn ' t cove n!!l funds 
ou t unt il nv nr.s to ~"Y so~&tni~ for it. So it ' s 
6 ._;.~es tion of woen certr. in b· n><s Kill pl~.ce 1. service 
c ~1 r~e on c ertain a ccounts ; secondly, now much . 
'•he r . L. I. <..: . h-.s & chLrge of 1-12 of one percent on 
... CjJOJi tS , ,;u.ich inc lwes tllt;SC oeposi ts . No •. , L S the 
r ese rve re..,uirements incret·se , t ht: t charge becomes a 
e reu t e r burden o n the r emc ining portion, Ni t h the 
exce.lti on or the priva te bunks , non-ins ured ba nks , 
which don ' t p;~y t hat . Th<~t i s one of the r ector s to 
be c ;>nsi cter eod . 

~c.y I Jus t &t tais time give t nem toe informt tion taLt 
He n: ve as t o ~here t he money is . I t oiM t n: t wo uld 
be :1e lpful to t neo . I oec.n ho:. 'lLny banks . 

"" ~ o t H f r om t hE feae r al 1eserve Ban.t of !l e .-: York. 

l:iut the other tJeOJ>le may not i<:no.v it . 

f.. pr el l minery, r <>tht r rough, f i gure - a bout 26 banks 
nolo ubout 95 percent appr oxi ma tely of t he tota l , 
hi\U 01 tnose 26 b~06s I tnink th~ t tner e are ll: or lJ 
t llt t. ~ore non- member br nKs , includi ng the prive te bunks, 
~no so thost bar~s alon e htve very l ittle r eserves, 
less tnLn ~ nun~red - abouc ~ nunared million; a t 
leas t it >-as Lbout a hun<.ir ed mill i o n ;:bout t weeK ogo . 
But }'our j)roblem centers c rouna virtually those :<6 
bc06s . vf course, there ere ba nKs s ca tter ed t nroUgnou t 
the country wnich, 1\S /.rchie pointed out , hcve sm&ll 
occounLs f r om iilllllig r~; nts Ot' some :Juch,,:mo v.ould be 
inter ested in t his b S Nell <IS the bi!MS i n New York . 
out. tho bulk of t he vol ume is conta !ned !illlOD!: t hose £6 
b1' MS , 

•-oula it be sll right, t s t 11ese r eserve re<,.u i rements 
. ere 1ncre&sed, to des t ertlL-.e t o tha t exten t, t no the 
f~~a •ould continue to buy golo just as you ~re doing e t 
tne pres ent time - all rold c omin,; in - cna then ll"o uld 
a e s terili'e froz the inactive golc funJ to offset 
IIDL tever ac t i on I'IS S taken to increese the reser ve 
r e4uirement.s agains t. roreign bal&nces . 

Yes , so t m•t yo u woulan 1 t effec t the volume of ~;xcess 
reserves . 
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You 1VOul1.1n 1 t nt. ve t o do it exactl y, ~arriner . 

No, I mean approximate ly thnt would .... 

lhat •s the ob jective . 
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'' d iffer ence of o hundred •Billion or so wouldn ' t 
make much differ ence . Of course, the mechanics of 
the t h ing He pr e tty c omplex . 1be pr~> ctical ~,•pl1-
cbtion of it i s ~rut worries me " good deal . The 
iaenti fic;,tion of fore i gn ~occounts - fJ nd , of course , 
for ~;.1e l a r ger accounts it ••oula n ' t be b diff1cul t 
,.>roblec , .J"t"ticulurly thl. balhnces of for e i zn central 
bonks ona the bslnnces ot' J;or e ign coa~.nercbl banKS, 
~nrl I su~~osc certain bi& corporati on bal6nces . 

But tilis snoulun' t c.pply t o central bank deposits 
if t hey ~eep it .•.• . 

Of course, if t ney ore in the Feder c l Reserve t hey 
a re blr e ... dy s terili4ed . 

Eo ut wha t I h r> ve been wunderin!J i s whether ,•1e could 
a ccomplish tne s nmo pUl' ,Jose i n " more s imple nu nner 
by re:,uiring e ilher sll or such portion &s we mcy 
de t er mine or the b8lfnces of central b onks, nnd t.lso 
o~~er foreign btnks, t o be ca rr ied in the Reserve 
-'y s t eUJ anJ not t.listurb t he com:Jerc i a l br.lances . llow, 
1 tilink tnat. .vou ld - i t .vou ld Jepend, of course, to 
"'""t extent the t'or e i .,;n btl~nces &r e cr. rried in the 
accounts ol' bt>.rutS a nd. centr8i b a nks . II' those nc­
coun•s represent a subs t£ ntia 1 propor t ion of fore i gn 
bel&nces, 1 t "oulu gre•. tly s lcplllY toe pr oble:a b, 
sorJe sucn " re.., ulrement , because you woula be oe&ling 
.vl tn & com~r. ra tlvely re~: i nstitutions &nd you would 
not in tha t manno.:r u i s turb in a ny way tae - & lot of 
t he norm<l &ccounts , l·nd you w;,ul..n ' t ha ve tne job 
of d eter m1n1ng ,vru.l b1.lunce would be pe r mit ted to 
&tro/ &ccount , wb i ch in itself is ::. d ifr i cul t adnl in­
i s trative problem. 

I would like to s ee t ills . Wnat we wa nt to a ccomplish 
prima r ily i s to be uble to s l e rilize or to increo.se 
tnes e r eserves to c s u fficient amount t o enu.b l e the 
'l re~> sury to des ter111ze f uture s c.;uisitions of gold , 
nt leas t up to c ve ry substeati~l f i gure . It is 
certainl y to b e noped tn:. t within a year ' s period some 
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;nore pet·:n-.n ent soluti on wi ll b e met, r na in tt\e -
tnis is a n inte r ill p~rioa Lo r elie ve 1:ne Tr ea sury 
f r o:n borro Ning money ror t he purpose or s ter ilhin~,; . 

I 11ill be e ve n fr a n.<e r tue n t hHt, onu I um f r unker 
t nan you; but we •d like to r emove t he poli tic ~ l 
pr essure t. nd poss ible un .. t se l egi sla tion tog c t us 
by - 1el l , i r .. e coulo 6ot by for s i x months so 
tnh t .e c <.n s ec t ni s tning mor e c l ear l y . 

nn" ther e ~o.re otnt~r tnlncs , if you don ' t mind , .mi c u 
I ' 11 m.,ntion wnlch , r<: in the. of fing , ni1ich r11 1 ~ be 
nel pful. •he Fin& nce IHnis t e r of Bnzil is on h i s 
v;ay up . 01 course ttlil' .m ol " t llln& i s very , v e ry 
confi <.lentia l. .. nen tne Pr esi d ent H I' S a o 1m tht:r e , 
ne t &l.ted a bout t ne possibi lity o f sel line t hem sooe 
~ola on t he lnst&ll mtn t pl• n . tha t meets up with the 
4uestion of the r edi s t r ibu t i on of gol d . ·:e hr ve Or. 
:<um;: c oming ; don ' t Know ••ru. t he .v:mts . _ne Cubans 
a r e nere wunt1n., us t o ne l p tne::1 . ..e a r e m1•king some 
.le<>dway wi th tne rlussi ;.n s . 

tio - I met.n e vcr; tni ng l ooks t owa rd s some solut i on, 
so t ht t th i s tnine i s - t he thing tha t I am afrvi d 
of iz t m. t pe ople l i.te Thomt. s &nd lli e s i n the House 
:;i ll usE t nis .;ol o s teril i za t i on of the Tr eL Sllr y 
~; s a n e Acuse to m:· Ke us do some t h i ng infb t i onCt ry 
t o s t op the se~o.sonc. l drop in c o:n:>odi t i es ; a nd tn ey 
fi x it i.l,l in ' p:. c.tt&e unu t he Trec. so.:.ry mu~tn 1 t borrow 
a ny more m~ney , a nu t ney mu Ae us s t op s teri l i z i ng . 
;.nu or course, t ne cro d aoing i t i s the o l d infla ­
tiona r y c ro,1d , 1.na ~o. ll you •ve got t o do i s l oo.t a t 
t ao; pr i ce o f cot t on or :1he~o.t ~nd you c &n s ee .M6 t 1 s 
motiv~ ting them. 

I' m not ~ t t e c•ptint; t o d o anytai ng mor e tn~ n s ome t hing 
•;:n i ch t he e conomi s t s &no t ecimici ans will tell us i s 
sound , &nd somc t nin,o the t Ne won 1 t r egr e t, bu t 1 t l e~os t 
is u step fo r wt. r tl bnu a t tne same time ~;ill t ake th i s 
~res s ure off us to a o s ome th ing 11hi ch ••·oul d be ve ry 
unsound . I mea n I cvn 1 t be a ny more fra nk ttwn thu t . 
I uon • t want t o do tillS o r boY o the r t hi ng t hu t mny 
be suggested unless e ver ybody , or ~:t le~ st & ma jori ty 
or t wo- tilir Js o r t.he jleovle, <ogree i s .. sounu s tep, 
somet n ing th~t .1e wo n ' t nave to g o ba ck on, a nd •Nn i ch 
Ni l - a lso ..Us tur b the i'in~; nci&l c enters to ~> "1in1rnu.m. 
But I want to be r s f r a nK r s tha t . I be l i eve ~e hove 
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t ;> t ninK so,Jtt . .lne out . I tnlru :;" c~ n . 

I we nt to s r.y S\l~.oth' n~ f or tno~e ti'u. t .::sme n.;re 
la t e , cna tn~ t • s ~bout Sir Joshh S t er.t? 1 who w· s 
in to s ee me . He: 1 s.ceu if ruJ coulct t a ke bt-ck uny 
m<:sse ge from me us t o ~:ht t I v.Fnted to do on tho 
{Ola 'iues tion , ; na I St• i d I W!<S sorry , I ci l un • t ,·,Lnt 
to <.1scuss th~ t . 11 .iou ld you min~ if I u i scussed it?" 
I SLi d , "!lot a t t.l l." 'i'nen ne saiJ, " •:/el l , I t nink 
' 'llOVC::JEnt "" OUfO"t. t O ,nt.o<e 00 toth s i des o:: the oft tCrS 
ts t o .'1<- .te toe .::oml1lcrcill b ~ni<s sn· re thi~ r c pon~ i ll t lity 
!t.l t .,e •r"tSU.!"i< o!' Stt:rili ~in~ gol.i . " ,no h~ St. l U1 

• ... t:•:M .e Ou"'nt to <..O it. in "n.;l< nd ~nil I tn ink you 
,..._.1t to ao it in tlll, \..nit~ "' St~ tes . I tr.it .• ~ lt ' s the 
c.~S .. (..t' t.o £: i.Jt of ~,...iJ6J tions . n 

Ji ~ou.r.;e , tl .~ United st~ tes rtc_ s \oOor.c - I t.ola .11::; 
t.liS; ll" rt ise ... tr.c 31 .• e iJOint - I t,)l~ IIi • 1 

1'If 
Ln~l;,n.i .. ill <JO ./Ot. t tnt. United :.tr t es tlLS ..:one, t. nd 
1 lso tne ... 1ol <l stc rlln., t:.r co , t h e problem o1 tne extt. t­
in,; t:;;>lu supply woulJ u~; pretty Nell solved . 'J.'ue 
,,u<:stion of furtnbr vrouuctio n is another ,,uest i on . " 

I a i d n 1 t .• &nt t o interrupt you, but I wanted to soy 
v er y , v ery frank.l.y - I t•l wty s try t o - :th& t wha t we 
a re t a lking &bout - I ' ve got negotihtion~ whi ch we have 
on now; we hro ve our no.1oti 1 tions; I •m encourt ged - but 
I t hin.< 1n<t I 1 m tryt~ to t<l~ rbout is ~om~thlng to do 
no~ which i s sound economica lly nnd in every N~Y sound, 
but- ::nd then l t ter '"a rr1ne r 1 see, ~o. s . . .. /fter t; ll, 
i f i:!erb&rt Feis doesn 1 t :nind ,..y using h i m ~; s ~n e >.lmple , 
tOe vt ' te Loe ;t.rtocnt o i ll 't-e ::lOVinf he£ Vel ' Elld e&r t h 
trying to gP t £ tnde tre< ty .:i th L06lt nd , c na you c~>n 
on•) move t.1e-:1 .;o f1.st , i ':. Lm ' t t tnlng you ct.n do in 
,,e<::ks; silen •. e bee;ln t o tt lA .. ith En.r; l~nd on this t h ing, 
1 t i s £ rna t t.:r o!' mon\.ns . But in the meanticne it i s to 
b e uo,.•eti tnHt .vE: migktt go par t ,.;;.y - I met. n on our own, 
inue;>endent of ection of EO'/ other country . r:o.: I •11 

s t op . 

Ce n I u i r ect remorks to his ( Lccle s) lb s t su{~estton? 
I don ' t «no .... h<. tncr you ( Lcclcs) .vere tnrouJ;h or not . 

.. ere you? 

ell, :1hct - thia action, lt sf.~ms to ~e , is dc"i gncd 
t.o :>~eet .. t .. m ... onry p:-oblem, ;,no ir it. cf..n be s1npl1.'icd 
t o meet tne t n ind f or tne next six or e l rht mont.hs , then 
.e c &n cross "'m.tevsr bricge t nt. t confront s us a t t !.r. t 
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t i."e . .. e :u \ "n 1 t h1.0 1. n,y cnt nee to s 1;uay this 
-.ltncr , on tnc possibility or ae& lil".£ ni tn c er to in 
u.l.bsses ol' ~ccounts , lt.rge t ccounts , by re..,uiring 
titner E> ll o r :.. jJOrt.lon t o be c r. rried i n the 
Reserve ;,ys t e:n; ,,hethc1· t hut woula be pr l.ct.iCill 
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or r.ot I uon • t lmov., but if i t is .:nd i t' it involvus 
1 sul'r'i cient. 1-:r.ount, s t y r poss1b111 ty of t. b i llion 
<.loll, rs of f urtu._ ,. t.t..rili .:u t i on, i t woulJ r elieve 
t •• e 1r etsury of t.ht.. nteu of tr.Y harrowing , cer t :inl;r, 
Ul t il e ~et ~ en· r.ce to£ E- t other lec i s1P t1or· , if 
need be, next J tnw.ry . nt: !otbrmry . .. h~otevcr •. c ccn 
-.o t~< t il. !..~.- t.nc etsi t.st of c.o::lir.i ~ trttion ~ono :111.1. 
CtU~t tfib l~t.St ~1 ~turbt nce to tne norotl ~!GAin • func­
tia r. by :·orei~;ners, c el"tt. 1ru.y I tnir-< e ougnt - snould 
try to co it . 

J.lone ta~ t Sl•g;;es t.ion , I t.g rec .vi th ;;ou th1- t s; nything 
tll< t .:oulo. <:~> .<., !'or s 1 plici ty shoto.lc. ue sought for . 
I 1m not s ure t h< t t tl~: sugeest ion t htt t you t e n i t. t i vely 
offer .. oulJ mtl<e for· sim,•llc ity or for ~omplexity . I n 
tne firs t piece, y .:>u r t inc tn~ a ifficulty oi' seeroeut1ng 
tue t y pe of ue;>osi is . I t m .:on-tering ·1:nether - if these 
l~r,;e o e posi t s 1. e r e by c entrr.l br nrl:s , tue prohlt:m .v auld 
be ve ry s irnple, but t.n~o re < re very smEll 1•mounts f r om 
cer.tr1-l b< n.<s iu t.lt: !teser·v., l.Jcni.: . (;oust.,ue,.tl.y 1 1t 
,.o .. :c. become t . ues tion o. s .. ., r esE tine oman bt nk 
ci e ,}asits r nc inuivluu~ ls . t;ow, in t he first plt.ce -
J t ctt (Vi ner) n i sea t.11s !·v1nt, t .1:: t < crea t mn.y of 
t •. e 1n.>1vitlu< ls t.br o&u CLrry accounts wh!cn t re 1n 
e ffect bEruc Jepo::;it.s net·e; tnat is , t ney are cc.rr1ed 
here in th~: n~>me o: 3om.- fore1.;n b:onk; so th~< t you 
m ul- he vc tne ,..roblcm 01 ~ t t.e~;>ting to unscr•Loble 
a banA ' S particult r ue.,os it.s into wn~ot -::er e inutviuu;. l s ' 
c nd 'l. ht. t ""r e 1 t s o1·.n ae.,osi ts . 

• ;oul un't o. ttemp t tho t . I th1ruc t hE t 1 s only thP CLSe 
in Fr~once , 1sn 1 t. it , .. he r e t hey mao:e ao l l a r deposi t s . 
'l he l:.nglish - t h!o t 1s n 1 t true i n t;.ngland . And I 
\\esn 1 t onl y thirut1nc of centra l bt.nrl:s; I WES t h i nking 
of al l t he comwt.rclto l b :>nk b&lunces ~:hich a re carried 
icy the b&nks here . llo:: , .. e ougllt to be a bl e to get -
h~:ve you i ot an i oe<, Geor~,e , of ;vllat t hose ~alances 
~~ount to ln totc l ? 

T.,ey •re in tne hunu.rt!d millions, s nd tney 're j)rabt>bly 
ebout ~ bi llion . ue know tnEy ' r e 7JJ o! ll1on " t le11st 
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~ocu .. e .-.no .. titey 1 n. probd:. l} more thc.n :.. b illion, 
beet use .~e don ' t ge t the r~ por ts of tne non-mLmber s 1 

the ~rlvvte banhs . 

X.tt : ?nosE. bt nk b&l: nct: s :.re c ..>::J,.>OUt.dca , ~s I ~;.ntl t!rStt. ::tl 

it, •. Lae up of 1na1viC.ULl tccount s ~bro: J . 

tcc:-.s : .. e c ould :.. ns10er thut . It .. oulc. be r..:r ely t nr t the 
bl,lfnces rre c~rricu nere , for i m;t<•HCt- 1 in t ne m me 
of the f orei gn bun k , c nc. t nt- t .. aerica n bull{S 1 t.S t o 
.~uo tm t ::~o::ey lt:lo~s to, u:1e ••.•. 

Vin~r : r or y->ur exe ,.;>ti ::m, if yo u StLt"i. s egr t:p tin( tne:n ll!d 
sty thtt t cert~1n p~.:rcenuee mu1< t be r:e1t hi tn the 
Fetler•c l Reserve , thun they ·:.ill u o the une~cr~uabl!ng 

'" &nu scnu t hew ov ... r LS inJ iviuutl a eposits . 

_c.: • .,s : 'lnbt 1 .. trt;.t to su,ut: e xter t , but you s&;r - 1 s I und&r­
JLC.na it, 1..1e onty ,.lt c e .·:.~;t· t: t h:..t :;it~(.t.ion exists 
.:. s ln I· r&n.:t! , "·'"' t.•tr e 1 s no bt ruts outsiue or Fr <.nce 
th&t r re t <. ltinc aollar d e ;.osits ~to ll. tno ttu t , t s 
I unuer :~ tt.nd 1 t 1 involves ,. c o .lp& r E t i vel~ smt· ll 'mount . 
.. nu l f ,1e did tnis ~; nd the Fr<~ncrt uej.lositors wno are 
J11-.t in1 uollr r JtJJOSit.s in trt nce - the bt~nk, of course­
<;ne r r .. ncn bf.r.A .. oul .. Eitner u• ve to absorb cny cos t 
tn~t xes ?Ut o n, ' nd I 1mt~1ne the Reserve Systeo ~oulc 
'\'tn t to , ut so::te cos t on, bccr use tnere .-.oulc te some 
expEnse involvea . 

VinE: I' : I thinlt bl1);lisn b~anlts 1 Swiss bm'lltS, t r.ke uollE r deposits . 
I 1 ve ht.d ooll£ r s .11th Lnglbh bunks . 

· R:::-:·1son: Tney d o it in..,irectly . If I 1 m t. .:ri t i s ne r ;.no I ' ve 
got ~ aoll~r Qbl1&< tion c ooin•· a ue in 90 a1 ys , I buy 
I UtW'e dollr rs < nd t he b>nK sells t hem b y ... olhrs . 

[ccles : There •:.oulo be some loss to the banhS of' tHose funds , 
"no t:teY .vould o;>cn up inn i vioua l ~ ccount.s here . I 
thin.< tru t f.ny lee1slbtion mi ('llt g ive tnc: po .1er to the 
Booro to re<uire the trE.nsf~r of these btlances to the 
Reserve ~ystew ot• also t o r&•.uire "" incr~l se in 
reserves on ell foreign br. lt nces . The l ,:et .mula be 
tna t you woulo thbn ..••• 

:.ccles : 

'J.hc inui vio ual t hat shifts woula t l ways kno.1 ••• • 

.. ell , if too ouch of th&t is done, .my , we can re<tu1re 
t n., r€~erve , tne propos! tion tnr t .:e hr. ve a 1s cussed · 
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I think thE t the h « s houl d b~ suf"ficiently br otd 
anti flexi ble so tnu t the problem can be u e:; lt ·• ith, 
no me t t er 'NhL t s hiftilll! t r a nspires . 

"ould you l'lhnt to JJOln ~ out " herein it m kes it 
s i mpler? So fllr L S issue of gol d c ert i f icates i s 
concerned ono its effect on the mLrke t , e tc ., it 
E>ppear s to me iht. t t h11 t problem ••ould be ioentical; 
b i'\Y s i :nplicity which e xi s t s woulu exi st by virtue 
o:· s egr egc tion of a ccounts . I Em not sure 1 t is in 
t ne o irec tion ol" simp11ci"ty . It mEy be in the oirection 
o 1 f Evor i ng c ol!l!llerci a l accounts , but I am o<onoering 
11heu1er i t i s n 1 t in t he oirection ol coo?lexi ty e nd 
no t s :L::!plicity; I •m no t s ure . · 

•> e ll , ttl e o t ner o/OUl ll be terrific 0 Yo u • ve got a l ot 
o :· f oreign t. ccounts , v~rious m oes, ~ nc t he po ssi­
bility of evE s i on ••aula be very s reE. t • 

11 oul;:.n ' t .ve h::. ve to r un L forei~, n exchan;;e com<nl:! rCi&l 
d e P" r tmen1;? 

You' d na ve to oper ate t nose a c<:ounts . 

Be ' tre~1enoou~ thi ng . You ' a t &ke over th .. whole 
foreign e xcne nge mt. r KI! t i f you t ake over t hose 
bala nces . 

'!hen your bLM would becoce < n i mporta nt bli nk . 

You coul.1 r e.,ui re t: i vl fl£ t ue bo:..:-d t ne po ,.er t.o not 
only inc r et.se r eserve r e~uiremects on for e i gn bLl cnces -
a ll f oreign be l a nces , b;~t to al so - t he r i eh t to clt s s ­
ifY tne:t t na inc r erJse t ht reserve E ccount or certt.in 
bElance s :nore tuon other b~> lCc nces . In otht r .1oros , 
you coulc t ake fore i gn b&nks , bo t h centra l bc;nl<s und 
coalll)ercial. b a rucs , and you c ould r e-,uire thc. t the 
reserve r eGuirement aga ins t tnose balE.nces be, s ay , 
a hundred per cent, 11he r ec. s th" r eserve r e-. uirement 
aga ins t othe r be lances you may do notili.ng (l bout . 
In other words , jus t H requirement to make e blB nket 
increase covering a ll bulances, I d on ' t t hi nlt it 
.'t'Ould • ••••• 

But t hat ' s not - as I under stand it, you a r e now d is­
cussing the a l terna t ive; tha t is Wbite 1s propos11l. 
l:.ither you incretse the r eserve re'<uirements or 
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r e·.t:.ire th~o t inc ball ncLJ l e; •• elc in the Feden l. 
!:.;> .. , thl! objection ~o hold lne them in the Fed en 1 
is tnE t you r O!olly h! vo to tc Ke over the .•1hole 
l'orei cn e xcllt nge. sol-up unless you c oni' in~ 1 t lo 
centr!< l l•an.<s , l n which C ( se there • s not.nint.. to i t . 

out t.heu, ;ou coulu r b ... uire th&t reserves ~ol)t. ins t. 
lortign ll~ruc: accounts coula be incre .. sed U,J to o 
nunc red percent - tm t i s , t11e other proposfl -
r itnout n ecessarily lncre.; s ing the restrve re-. t.:oirc­
me.nts o6b ln~t otn._ r bt.hnce3 &t &11, m.vi n,; til e r i !'ht 
tO iDCl't.;LSe tntm i!' t.11. vitULtiOO .• :;.rrr.nttu . 'Znt t , 
o . c.Jurse, .. oulu b .. ueblln._ .. 1 t u only 1. p&rt of the 
fore ibn b<-l~ncE:s, bu t. 11. •oul~ he <ieElin,: ,,i t.h tho t 
,'l!rt tn:. t r eprE:Sl:nt.:l ful.y hulf 01 ~11 tne. foreign 
b<lences tnLt ~re ncre 1-t tne present time, ~;.nd tney 
.. oulc. be cot:~pt. rt tively f e;v in nu:nb&r sna ve ry lt.rge 
in L;nount, so tnL l tne probl~m of poliCi!li tnem ,;ould 
be very muon simpll r tm n if you made 1 t cov;,r every 
b~lance . xn immigrt nt 1 s got r smfll b•l• nee in sonu 
ball!{ turo ugnout the. count ry he re . :.ell, lechnicully , 
L reserve h~s ;;ot to be Cfrried <grinst thot . 

.. e 1<i figure out exeoptions t o t -.lce c: r c of thc t . 

•• r . Secret~ry , mr y I r"k P •• uestion? 

Tru. t ' s whet 11e ' re nere for . 

Let ' s assuoe , for in~tLnce, t~t there ere ~ billion 
->Oll!:crs oi forcl ;;n deposits ln t nis country . 

uon • t you w;, n~ LO use tne a ccur& te figure? 

b illion eight . 

r orei gn b~<lut deposits - you me&n de~osi t s bj• foreign 
bLnks , 1J S d istinc t from >oreigne r s in~1viuw.lly . 

! 1<ant to get 8 IDlltlleffiiJ t.iC!ll e<! UB tion her e , !<lid it 
s t< r ts e esl er witn t. billi on . Or 1E<t 1 s put it a i f­
l'er e nt ly ; sup ,JoSe tner e Ner e b bil lion dollars of 
fore i gn -.eposits in New Yor K City; t h: t mcs ns tney 
a re cerrying , I .... 111 no.v say , ~5 per cent r eserve 
Lgb ins t th< t billi on. 
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Only if t~ey a r e in m~~bcr bo~s . 

nll rign t, I •ll sim;~llfy it by going tcu, t fbr , then . 
Supvosing tat.N• IJ I'e " billion o.lolhrs of foreil! n 
b&lances in member b unks in New York City , a nd they 
lil'e cc.rryin~ 250 millions o1 res~;rv<=s :~itn us now . 
tl' you s . .Lap a ttundrcd percent r userve r e 4 u1rement on, 
the t -~eans tney 1 vo !JOt to put 7 50 mil Uons more in the 
Federal Reserve B~<M out of the New York mc rk&t , which 
ll~ s now only 60t to hunured to t :.o nun<lreu o il lions . 
::o .. t:t<= ;J l !.n, liS I 'N OUld unuerst&na it, would be to 
oesterilize ~roportionLtel~ so as to bulla up those 
excess reserves . 

Collhr for uollar . 

Dollar for <J.Ollr.r , but you coulon• t , s ec , deterainc it 
in such a :.r f u; to ,.ut 75J r.~illions back in New York . 

Or b< c>< to tttt same bt nks . 

Or br ck to the s~me bon"'s . It "ould go ell over the 
country . And tncre is your bill mc rln.t runninz , and 
l'lht t a r e you goinc to do to your Tr e;.sury bill m1 r•ke t 
if you t ake excess r eserves out of Ne·~ Yor k , m~tko t.hem 
deficient; even though you t.ry to put i t b ack oollc.r 
for dollar, you don ' t put it bt.ck into the loc<l1 ty 
o r into t:1e b11nKS t' r oru 11nlcn you t ake it . Don ' t you 
ruin tne bill ooorket? 

nell , th~:>t ' s jus t w!ly I f1&ured tne t I dian ' t. .&nt 
to o iscuss Nith t ne Feder&l Reserve tne question of 
t.tt<= future bill mt rk.:t until this was settled, if 
possible. 

I should tnink if you uia this , you1 o neve to do 
something v ery drastic a bout bills . Is the r e some 
fallacy in that? 

75J •,1ould be used e1 ther to purchase bills or in 
lieu of floe ting new b111.s . 

But who woula pur cltuse tnem? 

Treasury . 
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.t>ut not if you r e..,uir e t he hund r ed percent r eserve, 
t,,ey won 1 t . 

lhe process of uesterilizing would be one by which 
you either re ,w·cntJsed bills in the m .. rket in or der 
to r eJlace tht funds in t he banks , or f~iled to float 
nt>.l issues ~>nd insteud used this 750 as Tr easury c a sh . 

~ven then you d o not restore the r eserve position 
of t ne New York bbnkS . 

'!he regionE.l oistribution of r eserves c.nd the 
regionc.l c istribution o1 bbl .. nces ao not go togetner. 
In~ r eal 11roblec1 to 'lie , i s t hct ot' tne inuividual 
b<tv.s . Tile funds ::u.y no .. b~ ck to tne same region, 
but a r e t nere uny b&n.<s wnich -..ould be mace vulner­
r:ble by tnis arrungement becr:use tn~operate lcrgely 
on foreign brlcnces? 

:.! r . White , now mucn or th~<.t - you say the :.6 bt.n:ts, 
< nc 13 CJre .ncmbcr s onu 1.3 non-members - h0\1 much of 
the ~ercentr-ge o f t•re depos1 t.s 11ere in t he 1.3 non­
member b: nks, <!O ~·ou remember ? 

I couldn' t soy . I ' d liKe to get thrn f i gure, in 
r:ny cr.se . 

dave .7e r:ny r ight to r et,uire & hundr ed percent 
reserve of non-mcmb~r bLnks? 

Hot under existing lcr, i slllti on . 

You r.er en 1 t 11ere :, nen I r eaJ off ~· 
thing ' e oade it one or the other . 
been s t udying this , tnd .•• • . 

lis t . In tnis 
Nol'l , Opper ' s 

·:, ell, the legal i) roblcms involved t here would not 
be ins uper able . Thn t i s , you ' d be dealing there with 
the Government • s right to control forei gn commerce . 
It would be ll little more u ifficult problem 1f you 
tried to ror bi d non-member ba nks from nold ing foreien 
balances at a ll . 

That ' s the other . And then the thing , Eccles, that 
you and I have got to deci de on that purticult.r 
phase is ~bout our f riend Steag&ll end the ~uestion 
of the stt.te ba.nks ·tnd non-member hanks - .mien is 
easier, see? 
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./ha t? 

.'Ihlen ls t.neasier .:ay to nPncile it? 

hell , you•ve got to co ver tue non - member b&nks . 
Of course, :,:ou defea t tne program completely if 
you uon ' t . "nd the <,ues tion of getting - incre<sing 
reserve re<,uirements , getting po.ver to increase 
r eserve r e.1uire:nents o r t he domestic ba nks would be 
inc...tvis:.ble with t he present banking set-up without 
unil'iCll tion; they ' d slip o ut or the System. \tr . 
Po t mt•n, ln his bil l , mo kes the suggesti on thu t the 
Reserve Boor<.i be g iven ,:.ower to desi gnate the 
r eserve r e<,uirement ol' non-m~mbers t.s <~ell os member 
b:>r..<s . . I doubt th.st ••.• 

•. t t.ne o.otion of t ne btru;s, tnou;;h, ~r . ChFirman • 

.Vha t? 

His .., ropos~>l i s to ma ke it :· t the option of th~ b1.nks; 
tuet 11' tne:v w ~nt t o n&vt t ne privilege of borrowing 
!'rom t ne r ~ er ~o. l Reserve blinks , t hen t ney ' v e co t to 
keep their :·eserves . Ot.hc r .vise , t hey don 1 t . 

I understooa tna. t t n.:y 1d lwve the r ight t o ao thn t • 
.. ell, in Lny cc.se , tht t field isn • t open to us , bect u se 
t.m t ,,oula be t. n endless legi slhtive job, to get unifi ­
cation . ~o tbbt a ll we've go t no.,. i s t rlis fi eld ; t na t 
is o ne tnin~ tha t s eems to me i s pr e tty c erta in -
u enling ~>1 th ~ oreign balE nces - ana I t nink wili t. e t 
& gooa oell l of s ympt. tny on t n e Hill. There would be no 
politica l pr oblem in connect i on with this . It is 
purely l • <,Uest i on ot' wh><t we think i s the right t hing 
to do und the practica l way t o ha ndle t he situati on . 

If you d on ' t dr ~o.g in t ne question of members nnd non­
member bunks a na mt.ke t nrt a n i ssue . 

~r . Secret a ry, toe f act is t hat unaer existing low 
the Federal Reserve Board nas authority t o i mpose 
margiru:.l r e,,uirements on non-member banks . Tho t 
right has been contested , but it i s exi s ting l aw. 

Th~ t ' s a good point . 
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Thure 1 s & few 11 ttle fur t he r f rills tha t t hey put 
on tha t , t·nd t tlli t was the use of the mails a nd 
uny instrument a l! t y of inlerst~o t e commerce, :1hich 
is the Aay t ney got by that . or course, you might 
uo tne s~o~e t hing i n connection wi tn t his . 

But tn~ t hinQ would be futile , I snoula tnin&, 
~nless you coula m~o~e tnis. applicuble to non-m~mber 
baru<s ln some II&.Y or other . 

>.nd ta lklng for myself , t he Tl'evsury , .ve 1 a be ver·y 
6l~o to odd to another pr ecedent giving the Bou ra 
edaitionul control ove r ~ll b11 nks . I mean we ' d be 
.,lud to be :; party to t hat . 

1here is ulso the pr oblem of insured a nd unins ured . 
Some of these ba~v.s Lr e uninsured . 

:,oo~ of t ho;; non -m.;mbt:.rs; nonl! of the members . 

1'inich ones ~> re they? 

TheM for•dgn ba nks - t•ll those fore i gn be nks ~>re 
uninsured . 

You tl~O t his l ist her e . The Cnase Ba nk, for instunce , 
z.c. :; ubout ::so ::illions ol' f o reign d e posits no·N. Some 
of thl't is probbbly time, : £L i ns t which t ney c a rry 
6 :,><.rcent, ;.nd so:1e o!' it i s demsnd, e gll inst .1nich 
they carry 25 percent; so t hf t if you made u hunJred 
;~e rcent r eserve r e<.uiremen t it would incrcuse u 
minimum of 7 5 percent of tns t tota l . No.1, t' or the 
cm.se Bunk tn!.! t woulu mal<e u ver~ , >e ry difficul t 
position, t11king t hat ba nk as ~ n i ntl iviuual b~nk . 

llo.v many bills have t ney got? They •a lot tho bil ls 
r un off a nd o ther b& nAS 1.ould buy b i lls . It 
AOuld n 1 t chenile t hE tota 1 r eserve pi cture . It 
r esolves itself, Georse, in t he proble~ of rnLki n& 
effective t he exis ting excess reserves , ~nJ to t ne 
extent that :,ou - .. e can ' t ~reat t ile excess r eserve 
;>rob lem purely by takin.; into account tn~ posHion 
of the inaividu&l b~nk . 

You c a n it l\e is one of your principal buyers of bills. 
Look wha t you 1 re go in& io ,,o to ni m. 
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~ccles : 

Viner : 

C:. r "ner : 

\ lnH : 
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Lccles : 

•.tli t c : 
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lle 1 ll quit buying bills t o t he extent th~o t his 
r eser ve re .u iremen t is incrt~ sed , but somebody 
else will get t hl.t t excess t• nd l':i ll ha ve e ither 
idle money ot· t h (;y •ll buy bills with i t . It i s 
me r ely a shiftine of posi t.ton ~ nd the t i s htlppe n­
ing all t oe t ime • 

.. ell, b ut £s you sta rt you d on ' t crea t e ;. ny add i ­
tional excesses; it ' s ull minus t nen, o:nd you go <lo:m 
tha t ;mount , sr y 75) mi l lion. 

.. e ::li~nt c r eo t e • c ~o~snion befor~;h;:nd , just to s r. fe ­
gun j t hst . 

You coul~ s t ert aesterili- inb &ny ti~e . 

I t nink t h e t t\in, to oo .1oulo be to sta r t des t e r 1li- -
1n¥ a few d ays before tnls .l.ncrt.;..se in reserve 
r e-.ui r ements becume effective , so toa t t oe t h i ng 
coul ..t be cus.ti oned . 

uut t ha t J oes n 1 t .,uite meet toe Gove r nor ' s 4uest1on 
//holly . 11is problcul i s t u;. t un i nu iviJ u ul b~onk m.lgh t 
b e conf r o nt etl wi th t ne neces s ity of ~:etting r i d of so 
m< ny asse ts th~ t i t woulu b e conf r onted Ni th L s e r i ous 
,Jro ble:n, '"ven t no u, n t h e excess r eser v e s itu~ t i on , us 
c. .uol.o , reo~oins ~o s i s . 

J. nu ;;ne •. uestion o f sec·:>nd~ r:• ais t r i buti on of t r.ose 
:. sset.s . 

Lu t I tni ll--< .. nt t mi 0 n t be s;. i d i s thti t ~o.l l tne s e bt ruts 
tm t a<. ve t:wse h .r g e f or-ei gn ue. o~1 ~s hL ve to ve ry 
la r ge por t i on o l' v~;ry 11 .uiu a s sets , "ru i f tnis 
pr o posa l i s cr rr.l.ed out - s ee , yo u s ;>etik of 1: hunc r ed 
"" rcent r eserve ; the rt 1:; no intent to suddenly Jlll:l p 
to tnr.. t . I t ;;oul ... bt: aonc 1:1th s uff i cient g r 8dllblnes s 
so th~> t - of course , t hey ' rE: g oi ng t o - they ' l l hove 
t og e t r i d of some of t heir e &r ning assets . 

They ' ll be hurt i n pr o fit e nd loss mo r e t n&. n t heir 
r ese rves. 

Yo u c &. n i ncr ease t his f t the r e t e o f s hundr ed 
~illions a t a time . 

Yes . 
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.. nd y ou wouldn ' t lncr~;nse t ile res~rve r equire!llen ts 
firs t; you ' d do t hu t - you ' d delay t ha t; t h11 t would 
come second . 

'I ht t 1 s t he cushion . 

'lhat 1 s t ne c usn.ion . 

If th i s c ame E t a flm ncine cia te , the '!'reusury 
Just wouldn ' t flou t t. ny bills on t be first occtsion. 

I ,,~ s trying to see what bill s • •.•. 

e • r e tryi~ to ,;et t nt- ex· ct s t r; tus of some of 
those l a r ge banks - .;IK t those holtiin,;s a r e . "" •11 
''' ve tne:n t . is :nornine . Unless you hE. ve tneo 1 lret dy 
taere . ... 

I n: ven• t eot these broKen Jown into b i lls . The 
Ci11 se .lcS t;o t o<.o mill t on of t;ovtsr run.,nts . 

E>ut y:.u .JOn ' t .<now Wh~ t bre~JKuO>m . 

'lhEoy hav e & ver)' substt.nti~ol amouut of b ill s . 

•neir probltm wouL.1 b .. VEory s itn;.>le . 

rio . latny tH vf; L.ot \.:'- 11 lo~ ns? The) ' ve got tuosc: . .. .. 

I •o not tniMin:. o t' t he in~lvil..:s.l b .. r...rs fro::l t !1c point 
or vie:; of ~.l~ bt.r-'t , but r• ther •.. .. 

Its r eoercussions o n tn~.: btL. ·n;~ r.<et 6 nd 1 L!uiua tion 
or Lssets to t t.<e c~ re of thE incre:ose in r eser ves . 

On tne b i ll mr rket , I t n l nk th·, t woulu be <,uite ade­
,,uately t tken c t re of bectuse the tssurnvt i on i s t hv t 
tnt. f uod would b~o l pprovrh tely toe.naged, ;.nJ the 
< ppropr hteness depends on t nt cusni o ning effect und 
the proper time , so thl" t ther e wi l l not be t hf ~ r esul t 
tb~o t your et r t.<n<l tht t ~e bll fee l N:>u.id be unucs irt ble • 

.'.ell , may I soy this - 11ho t I ' d like to <lo , 1r i t ' s 
&gr ee!.ble .••. I ' ve dOt, unfortknf tely - I ' ve LOt b 
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t.ccles : 

!urrtson : 

utrrison : 
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:ln1·r tson: 

Eccles : 
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;,;ort of tout;h s caeuule . I ntve tae Poli sh 
Amb·ss:.uor- t. n.> wno 1 s tai~ .at.n f r om tneir 
!Jcpr.rtment of Commerce? 

Und er Secr e t ary . 

112 

J nd t he Russi l'n i min sst dor. J.nd Presi dent (,!u ezon 
1.t ll : JO ; befo~e I seP 1., uezon~ I ' v e eo t t o fin" out 
,m:; t the Ar my wa nts . l.lo you ~ r eis) want to s it 
tn on r.ny of those or not? 

lne Russia n , I NoulJ like to. 

~ne ~ussian - a ll r 1&ht • 

·:o. , ::lEt I thini< w~ • ve got to be c t. r eful a bout is 
c;oin; out -:>f ner e . I nc. ve this r ool!l belo'lf her e , t nC! 
.. n;.. t r ' d li.{e to .10 - I :net.n I don ' t .tn0'7 hOW you 
feel , Eccles , :,n;.~ some or the r es t of these people, 
no-• muc n more ~i:ne y ou c on g ive it this morning . 
.. h;. t I •a like - jus t ••01. ::oulu you sugges t ' '" con­
tinue tne u i scussion tod~y , 1iluuin6 Ut> to t nothor 
meeting tomorrow morn ing - whL t Nould you sugges t? 

;;en, I ' d like t o sugges t t h~o t y ou l et us - t h i s is 
<,uite a j ob ,., .• 

night • 

••.• sonetaifl6 t::1t t - I thi~~ I •m in f bvor of br inging 
it to ~ conclusion jus t t:s <.uic;tJ.y as i t can be uone , 

but .... 

I t::tink ~hat you s houlo ~o i s get a memortnd~ of 
t tte ••...•• 

Go into a lot of unne cessori a etail i n t nE t . 

But you c&n ' t decide on .vhich altern~< tive you wa nt 
to ado pt .vithout deta ils . You mi ght have t o do tha t 
vith e a ch on e of the ulternutives . 

I we s going to Sl'Y thf t I ' d like - I wish you ' d le t 
us see i f we cE.n ' t develop s o:ne t hing . 

All right . 
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No1: , Dr . Currie, .. ho l s n 1 t here because I didn't 
,-;no-;; just 11hc t pnt!le of t his ~~~s going t o be d is­
cussed tnis morning , h{ s possibly " i ven more thought 
uld s t udy t o t hi s po rticulL r phase of tne problem, 
: s ue hfve E.ss i ened ni m t his Job . I ' d like to g e t 
one of our 1:. t torney s to 1 l so work fl long :·11th some 
of t he people on our s t a ff witb ~he i d ea of seeing 
wll~t 11e c~n develop . tlo.v, I believe t hat i.i' ::e could 
~>ae some of our g roup t nd Nhite ~:.nd Opper , somebody 
.at.re, t. n~ l e t ' s - · fte r •.1e •ve u~<d t ime to spend a day 
or t110 on it, 1M t.aen l ot t.1ec1 .... I t h1M .:e con 
sit h r ound li.te this &nd A~ r eally won' t ~;et very l':.r . 

You oon1 t t nirv; y ou 1 ;l be r eady to::~orrow morning? 

I aon ' t t nin.l< so . I 1 11 H.<e to SEY d& :,· after t ornorro,. , 
.; ive tne::~ tnis ~fternoon r. nJ tomorrow t o give t he t hing 
a l ittle -nore ... Then tney ought t o aave somet h ing 
t ent &tlve in vie .. of tnis a i scussi o n . I thin~ ,;e ' ve 
~ot ~ sort of - I' ve got t sor t of bette r suggestion. 

.. ell , wil l you l e t Tty ! o r ltn0\1 whom you •a llke to ha ve 
from t he Tr eas.Jry t o si t !non tnis , ;, r,d a nybody here 
is ~> v~ ihble . 

hnd :;hen . 

J;o,• , .met do you t.liM of tnnt ide&, Dr . Go l d en.vei ser, 
t.a~ sus~estion .1. ' ve made; :n~ t d o you t hink of tnG t? 

You a ean or ge t tint to& .. tlh.r :;na s tuaying .•. ... 

UL vii16 our people s;>end tnis afte r noon &nd to11orrow 
so ~s to just t'or mulcte :~o:ne t entLtive pl an 11ith 
so:te &lte rtUl tives, o n.:~ t n"n t;t t togetne r .vlth such 
.,eo!)l e here as t.re 1 v to llt.b le tn the Trea sury - jus t 
a small group, S l.Y Lnree or four peo 9le from our 
snop a nd tnree or f our here, to b rin.;; in b efor e our 
g r oup this pr ogr 1m c.nci tuc l' lte rnatives , 11ith the 
ar guments for ~nd E8b 1nRt . Le t ' s see ··1h t1 t t hey , 
unde r the c lrcumstances, .-ould feel woulu bes t mee t 
tne situation, ! t' they c~>.n get together on tt, llnd 
tnen .,1 th sucn mou1f1ca \.lons or a ltern< ti ves us seem 
to be possible . 1'nen, it seems to -ne , .ve 1 d nA ve a 
basis upon wolcn wo could possi blT make a d ecision. 

I .1on' t tn1n.t tncre 13 " cn:.nce of getting llllY•'here 
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<cclos : 
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until you t ake up e acn a lternative and go right 
s tra i ght on down by steps and see ;mer e you come 
out, from the point of view of the banks , the 
money market, a nd the Tr easury bill market. 

'rha t is why I held u p - there ' s no use settling 
this bill ma rke t ~uestion until . . . • . 
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11ell then, we don ' t Nant th~<t meeting t omorrow, do 
we? 

I don't think so . 
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Agenda 

1.n r oeorve 

1. To what mc.ximun? 

2. Should thnre ~ any exempti ons? 
(:or e xanple: $5000 r o ~lO,COO, or ~25, 000 on i ndividual 
accounts, or ~oro for bank account$? ) 

5 . Jhould such do~osita be held onl) by m~~or bnnko? 

or 

Should arr.t bank be ponr.\ ttod to car ry t'l<l:: as now? 

1 , Shoul d deposits for forei;,~ 1\CCOUn~ be exem;:+ !'ran the 
F. D. I . C. reo? 

5. \',nat should bo tho method of o trotion? Tho sequence of 
ntopo? 

G. If r eccrve r~quirorento a~ainot for elcn deposito are in­
e,·ensed , ought the ! r enaury loeue t bree-, onth billo, or 
doesn 't it matter much? 

7. ·no shoulC be ~ranted t~ necoscary ~~~rs to raise rcaorve 
requir~ents - the f ederal ~oserve 3oard or the Treasury? 

q • HO\T soon should we t r y to ~et the le ~isletion? 

9 . Shoul d we consult other "club o«nbora" before ~eekin,!S 

l egislation? 

10 . Shoulc we attempt to .;c t other " club 1:1e<1be r s" to odopt 
somewhat si.'llile.r mon=ureo? 

n. ~houl d 't'o'8 

3nnlc:n tu1d 
onl:· frof!'l Treasuri e s , Centr&l 

1.:5 
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1.1.6 

TRUSURY DEPARI't!E:~lT 

FOR D.I!!EDIJ.TE RELEASE, 
T>Wsday , June 15 , 1S37, 

llaohin&ton 

Proca se .... ico 
!lo, 10- GO 

Secretar; or tho Treasury !Jorgenthau today Mnounccd thu l'!.nal oubacrlption 

n.!ul allotment ficures wi tlt respect to th<> curro11t offering of 1-3/6 percent 

Trouury llotos of Scrl<>a D-1939 and 1- 3/4 ;>or cont Tro ... ury !lotos of Se rioa A- 1942, 

Subscriptions o.nd nllotl:lenta vrore dl vided o.t.10ng the sevornl Federal Rc-

servo distr icts and the Tronsury ao i'ollom" 

Fodorc.1 Re se rve 1- 3/fJf. liOTES , SElU::S D- 1939 1- 3A% I!OTES, SERIES A-1942 

District Totul ou~~otn1 otili- Tott\1 s ub- Tohl sub-

scriptiona aoriptiona scriptions script i on• 

rocoivcd allotted r ocoivcd allotted 

Boston $ 213 , 693 , 700 $ 41, 492 ,000 $ 221, 147, 200 $ 37, 726 , 500 

New York 1,225, 023, 700 208,394 , 700 1, 252 ,004, 900 213, 044 , 700 

N1o.do1phio. 119, 060 , 500 20 , 3<*, 200 159, 076 , 500 27, 126, 200 

C1ovolc.nd 156, 0Z1 , 900 26, 616, 000 145, 593 , 100 24 , 996 , 700 

Richmond 75, 511 , 900 12, 890, 000 83 , 870 ,000 1'0 , 369, 300 

At1c.nto. 63 , 640, 200 10 , 893, 000 67, 950 , 700 11, 673 ,100 

Chic a co 252 , 194, 100 43 , 260, 800 253 , 158, 800 43 , 444,100 

St . Louia 64 , 465, 700 11, 427, 400 67 , 016, 100 11, 807, 000 

llinnocpolis 18 , 269, 900 3 , 196, 500 20, 536, 200 ~ ~ SSO,OCX> 

Ko.nsu City 50, 117, 500 8, 631 ,000 37, 376, 400 6 ,428,000 

Do.11cu 42 , 164 , 500 7, 243 , 700 40 , 268, 300 6 , 925 , 700 

San Fl.'o.ncisco 188,135, 500 32, 013 , 500 147, 511 , 500 25, 110,000 

Trcc.sury 750, 000 127 , 500 . . 516, 700 89! 700 

TOTAL tz. 499,349, 100 $4Z6,19{,SCIO $2,496,326,400 $426,290,600 

--ooo--

; 
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i.! r . 
' tr . 
""~' · 
.Jr . 
'lr . 
Dr . 
'Jr . 

Taylor 
Bell 
Oliphant 
Lochhead 
Opper 
Upham 
Viner 
Riefler 

June 16 , 1937 
d : 45 J. . 'I , 

(Sec r e o&l'l ot l~1n8 on phone t o Mr . Cochr~n as 
cjnf er ees ent er eo ; ~onvtrSL oion f olloris: ) 
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Cochr an : 

H. :.\ . Jr: 

C: 

P. . U.Jr : 

c: 
H. " .Jr : 

c: 

H. M.Jr : 

C: 

H. t.! . Jr : 

C: 

H. t.! . Jr: 

C: 

H. l' . Jr : 

C: 

H. tt .Jr: 

C: 

B. !&,Jr: 

C: 

H. li. Jr : 

June 16, 1937. 
8 :40 a . m. 

Good morning Mr . Mor genthau . 

Row are you? 

All right, thank you. I ' m call ing from my home 
because I have one special thing to take up with 
you . 

Go ahead. 

I can tell you first about the French situation . 

Well that1 s what I tm calling up about. 

Ah - this a:orning at 6 o ' clock the Chamber passed 
the bi ll giving special powers to the government: 

Yes . 

And they amended it to r ive him such powers onl y 
during the present period of parliament . 

Well how long does that last? 

Officially until July 14th . 

Until when? 

Jul y 14th. 

July 14th. 

118 

And they have also specified that the 
be controlled between t he limits fixed by 
law last October. 

must 
the monetary 

Say that agai n . 

That no exchange control is to be a code . 

Say that again wi ll you please . 

They must maintain the Frnnc within the parity - within 
the limits fixed by the Fr ench monetary law of 
October 1st. 

I see . 
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C: 

R . '~ . Jr : 

c: 
IL'l. Jr: 

c: 
F. • • , . Jr: 

C: 

P. '' . Jr : 

C: 

H . '.~ . Jr : 

C: 

II .M.Jr : 

c: 
II . " .Jr : 

c : 

R.!I.Jr : 

C: 

E! . II .Jr: 

C: 

H.M.Jr : 

C: 

R . !~ . Jr : 

C: 

!!.U.Jr: 

- 2 -

And they must not r esort to exchange control. 

They must not. 

They must not. 

I see . 

So that may upset some of his plans a little. 

Ah-ha . 

But I sent you a t elegr am on t ha t. 

You sent me a telegram. 

Yes, i t left this noon. 

ilh-ha. 

And the bill goes t o the Senat e tomorrow. 

Vlhat ' s that? 

The bill goes to the Senate tomorrow •••••••• 

Yes • 

••••• • 3nd the chances are a little better t han 50-50 
that i t will be passed. 

It will. 
' 
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Not because they have faith in it solving the problem •• •••• 

Yes • 

• •• • • •• but on the contrary t hey ' re afraid to turn 
the government out under any ci rcumstances. 

Say that again plea se . 

They are afraid to turn the government out . 

I see. 

They would r ather l et him use this special power, 
which he has requested ••••• •• ••.• 

Yes. 
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C: 

H. U.Jr: 

C: 

P. t· .Jr: 

C: 

R. l! .Jr : 

C: 

R.!!.Jr: 

C: 

H . ~J . Jr : 

C: 

f! . I• .Jr: 

C: 

R. II.Jr: 

C: 

I! . LI.Jr: 

c: 
II . " .Jr : 

C: 

R. L'. Jr: 

C: 

R. M.Jr : 

- 3 -

• •• .• • •• .• they - t hat will probably cause more 
t rouble . 

I see . 

And then see what comes. 

I see . flell - ah - ah - do you see anythi-ng that 
nw.y happen within the next 24-48 hours? 
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I do not because the Senate will get the bill tomorrow 
so there mi~;ht be a discussion of it tomorrow night. 

Yes . 

But there - nothint can happen befor e then. 

That ' s before Thursday ni &ht . 

Thursday night, yes. 

I see. 

And on the other matters which I wanted to t ell you 
i s this . 

Yes . 

If you have r eceived ~ l ast cablegr am describing 
my Basel trip you may have seen that I had a number 
of conversations with Governor Horman. 

Well I had not seen it. 

Well i t should all be this morni ng . 

\'/ell there ' s only one section i n . 

Oh I se e, well it - i t was al l cabl ed yesterday. 

What? 

It was all cabled from her e yesterday. 

Well I ' ll get •• •• • •. • 

Anyway in thls I gave a lot of views which he expressed 
very frankly to me. 

Good. 

Regraded Uclassified



c: 

H . •~ . Jr : 

c: 

fi . !I .Jr: 

C: 

P . :.t .Jr: 

C: 

R.M.Jr: 

C: 

C: 

u. •! . Jr: 

C: 

H. ·' .Jr: 

C: 

ll . ll.Jr: 

c: 

- 4-

But he insisted that they were just his personal 
views . 

That's all right. 
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And in one place he said that he thought the two 
governments had been cooperating together very well 
on the , that is, the two • • ••.•• 

Vlait a minute. I - I didn 1 t get this thought. 
Repeat it. 

He thought that during this troubled period of the 
scare that the Americans and 

British •••••.•• 

Yes . 

•••.••.. had been cooperat ing very well as f ar as 
the day to day operat1ons, Wh1ch are handled by 
telephone, are concerned. 

Yes. 

so that the need for cooperative study 
of longer t e rm problems . 

I see. 

continue to 
that this - our country i s go1n8 to 

He what? 

That this gold question i s going to 
both or us. 

Yes. 

the 

And he said that - he asked me if you could send some 
technical person over to discuss matters with them 

Ah-ha. 

And I said well I was quite sure you would not send 
anyone unless you had some indication as t o what they 
were thinking about and that, considering the nervous 
atmosphere, you wouldn't risk the publicity until you 
found that there might be some chance 
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And I said well we don ' t want any publicity to this •• ••• • 

Yes • 

• • •• • • and he saidf "That ' s why I have approached you 
"· And t old him- I sai d, I have my 

colleagues in London that I can t alk to at any time . 
And he sai d, well I tm jus t speaking for mysel f now 
but, he sai d , I 1m going back to London and, he said, 
I want to get in touch ~~th you sometime lat er 

, that is, the Treasuries are 
interested but, he said , i f I do get in touch wit h 
you, he said, it will a preliminary 
i dea With the i dea t hat 

Ah-ha . tiow Cochran. 

l'lhat? 

I s this in your cable? 

No , I ' ll - I 1ll tell you just why • • • • • • 

Oh • 

• • • • • • because he said v1e do not want this to get 
to your Ambassador but t o me . 

Oh. 

Be sai d - he said I - be said I don't want to em­
barrass you by speaking too frankly • • • • •• • • 

Yes • 

• • • •• ~t, he said, he talks too much. 

Ah-ha. 

And that' s why I called you from my home ••• • • • •• • 

I get you • 

•• • • ••• • • because it would put me in an embarrassing 
position and I really believe t hey actually have 
something they want to say. 

• 
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,,ell 1- I 1ll ..... 

He v:uulu rath~:r Keep it out of tnis Embassy and out 
or t.ll tue wnbassies . 

·•ell I unuersLa nu nnJ wnen I - Lnd when I •••••• 

dt! .vo. nts to Keep 1 t t.nt1rtly out of h i s Embassi es . 

Yes, well ..;ocnrc.n -n,;llo - hello 

" e ... l o 

J.n - :.!i ss ::>,» ngler. 

Yes sir . 

. J r : de ' s ~isconnected . Hello . 

l : Yes; I'll get him right b1c~ . 
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(Following cut-off conversll tion wi t h ~r . Cochran) 
tie sai d he didn ' t nunt Bullitt t o !mow it, thst 
bullit t t a l ks t oo much . 

I f you Cl.n1 t get it, th:. t 1 s going t o be good - I 
me11n ·,;noever 1 s l•&.tin.; " r ecora of t h i s f o r ttl em ••• • • 

It. woulan 1 l.. be e1.sy . rluve t o str&in . 

(To O;>tr<tor) 1-:e •e t t.ldll6 on t he French jJhone 
o r lnglish phone? 

~ou• re t blKine on tne hnglish phone . He c~lled you 
ana ne re~uested it . 

·:.ho? 

~r . ~ochr&n - vi~ Londo n . 

Uh-huh, I see . 

ne called you u t 7 : JJ l nd I told him to cal l you o t 
the office bt eight . 

Yes, I .u~ow • 

• ell , I <.bays srr tn~t t hese t hings neve r cooe out 
of L clear s~ . I'm not golnc to answer righ t a way . 
I mean I 've go t r fellow on t he .:11ter -:i ght no.v . · 

I ' u pr efer t ha t you start t a lking with the TreLsury 
r &tl.er t h!.n .•• • 

Yes, wel l th~> t ' s jus t tne llbY these centr nl bunks •••. 
I mean Cochran wanted to write a letter tne oth~r day 
to George rlarrison anu to Governor Fr anck ; ne ~.anted to 
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write a l e tter. 7/e ·sent ull t tu-ough this business 
and had ~11 this trouble of es t ablishing this thing 
between governoents, a na I ' m going to keep t hose 
e~UJ.nnels open. :.e got t he t afte r days <.nd dt.ys and 
ueys . '<'ne l &st t ime Norm&n NE. s nere, he fi shed 
a rouna £bout cooing aown. Tney ,)noned from t h e 
British .t.mbt.ssy a na said, •Governor Norm!in i s asking 
to b e 1nvi t eo t o luncneon, E. s;.;ing no;; he can g et an 
invltt. tion. '.'/h& t do you recommend t hat :te do?" ':/ell , 
if Governor Nor ma n comes to {.'Lshington, he knows how 
t o ge t a n invita t i on; he doesn ' t have to worr y about 
t nP t . •lhen he go t b~ock to Engl a nd, he s a i d he ct.me 
o ve r especi a l l y t o s e e m" 'nd :.as unabl e to arr ange 
it . The British Embassy S'Bid 1 "!lor man wants to see 
j'OU . 11 

Heve v.e passed the d_ e pth of our depression on r evenue? 

Prob~bly not . Lo'lks like today mi~;ht be a little 
shor t . 

Renlly short? Hovt short? 

on, 15 million . 

You meun minus? 

Uh- huh . 

Re~:lly . 

I t htnk we ' ll pick it up tnough; s t ill have hopes . 
'!hey neve r come in t wi ce a like . 

H1.s onybody go t a pr ogr a m worked out r or me - the 
ste,)s, the lega l ;n.pers necessary , hlte r native pl ans , 
in case France shoulu put on a n excnange control or 
aevblue furtner? Has anybody worKed that out? 

.. orking on it. 

But you have nothing for me tnis morning. 

It isn' t fini s hed yet . 

.. b a t? 

It i s n't finished . 

(On phone) Hello, Mr . ~ochran . (Conversa tion follo~s) 
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June 16, 1937 
d : SJ ~s . u . 

I los t you in tile oidole of t he oceen. 

Yes . 
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.. ell I unders tt I'll.; about t •liS ;;entle:na n s eeing you 
t nd saying ue ' d li.te ..•.••. 

I told you a bout the 1nv1tc.t1on to cooe o ver ? 

No . 
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He telephoned me this noon and sai d t hat he wanted 

t o refer to our conversation at Basel and to tell 

me that he would be very gl ad if I c oul d have lunch 

~Vith him at the Bank in London on next Sunday . 
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He said that i r I would tell him that I was coming 

over he would make certain appointments for me with 

peoole whom he thought I should see both in the 

f orenoon nnd afternoon on Monday . f told him that 

I would have to speak to my chief before I could say 

anythi ng and that if I did come it would just be for 

l ecture and for anyone to t alk t o me whom he suggested 

but t hat I could say nothing until I talked r;ith )"OU . 

Yes. 

And I think you understood that they said they did not 

want this thing to go through the Embassies . 

I understand. 

I mean there- they 're are matters, he said, that there 

are certain t hings t here whi ch they would have difficulty 

in agreeing on among themselves and, be said, they 

didn't want any suspicion of conversations ari sing 

whatever . 

Ah-hn . \'/ell I ' ve got to think this over - I can't 

give you a snap answer . 

I underst and but I didn't know how else to get it to 

you. 

Well this i s the proper way • 

Yes . 

This i s the proper way . 

In my telegram I just made 

Yes, this is the proper way to do it. 

Cooperative study on longer term problems . 

Yes . 
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I didn't mention anything about your sending someone 
from Washington or letting me go over. The Governor 
wanted to talk to his own people i n the Treasury 
before he went any ,further . 

Ah-ha . 

Fle1ll t alk to them now and phone me this noon. 

Ah-ha, well let me think this thing over and you- I •11 -
I 1ll gi ve you an answer one way or the other within 
24 hours. 

All right, fine . 

Thank you. 

I should tell you thut my Chief is away right now. 
He went on this morning. 

He went where? 

On a tour of southern France . 

Ah-ha. 

to , Ma1•seille, and so on. 

ah - what •s the idea of that? 

Inspecting Consulates for some rea son. 

Wel l it' s a good time to do that, isn't it? 

~/ell anyway he ' s not here. 

All right. 

But this other I ' ll have to leave from here and call 
you. I - I'm up in the air as to how you 1 d want 
to handle it. 

Well I•ll say this - I - I certainly won' t give you 
any instructions without talking , in confi dence, to 
Mr . Bull fir st - hello . 
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It should be to hi m personally. 

I understand. 

That ' s right . 
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So whatever order you ge t from me , i t will have been 
cleared with Mr. Hull. 

Sur ely - surely. 

So you ' ll be protected on that . 

Fine . 

Do you understand? 

All right, then you can send me one, if you do send me, 
a cable or a l et ter or t el ephone or ••• •• • 

Tel ephone. 

Tel ephone. 

Yex, but I won't - I will di scuss it vli th Mr . Hull. 

Surely - surely . 

Yes . 

All right, I'll be here al l the t ime. 
• 

Do they feel the same way ubout the Embassy in London? 

Well be said we - I said you can take it 
but I have a colleague who does t he same thing and he 
s aid, well you see more of your Chief than he docs and 
he said we ' d r ather keep this out of the Embassies. 

I see . 

I don ' t think they feel quite as strongly about the one 
there as they do about this one . 

Ab- ba. 

fut 
i f I couldn't 

to put i t t h r ough that Embassy 
it thr ough this one. 
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\'/ell it's safe to use the telephones because the 
only persons that can listen in are governments. 

That ' s right. 

So - ah - ah - so I would say it wa s perfectly 
safe. 

I think so, yes . 

u~ right. 

Goodbye . 

Goodby. 
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I •>t.nt t -:> l e t t u l s tnin& ki ne.! of p<.ss further 
th r ough my o.m brEln . You &et the tning ; I mes n 
1t 1 s a - I mea n Norma n l s in j ecting h.imse lf into 
thls tning . hfter ~oll , n~o J oe s n ' t s et t he policy . 
l'r etty difficult decision i'or us t o m6 ke . 

It wus ver y d ifficult t o hea r tne telephone con­
ve rsr t1on . Could you e tve u s t he e t s t of it? 

The .vn;>le iJ01n t i s t h i s . Nor:m n s e es Cochran -
tnis i s wu;; t I ge t out of it - 'nd h e s f yS , "!low, 
o lot of ,.robl cos" - s ee i n:! rllm i n Bf sle - "we 1 ve 
;;ot r lot of oroble1s t nd I ..tsh t h&t the vn.i t ed 
5 t.-tes c ;>ulJ s .,nJ so::~eboo.ly ov~:r to t;;Lt tni n;:s ove r 
ita us ~> nu see .here .. e CLn get . " Cochran srys, 

n,,e C< n ' t send cnyloJy ove r; too mu cn ,>utlicity . n 
ne suy s, " '."iell , :.e <i~Jn 1 t .. c.nt ,>Ublh:it:: over it, 
Lu t I wi sn ;ou 1 c tnlno< i t ove r . :.!uybe you could 
COtle , or so:1ebo"y . 11 

No11, ne .;o .. s t.:.c.<- r.o .. I ' m j u~i t,Ltint for :r.ys~:~lf ­
e;oes be .::.t tol Lont.lon, i t:.lks t . lt. tnlnb ov;; r .vi tn nls 
o•;;n ,.eople ;,nd •1 tn Ln~ 'I r "vsur•y , anu ega in HSi<S 

,,oulu ne co:Je ov~o r lnt.r <. ~onu nc. ve l ur,c•1 .• i tn the 
b r itish , ~;nu \.hft t h : 1ll rn~ .< e <>Ptlointments for nim 
t.ol see peopl e . :>o he no.; t tlls ilim ne• s tc l.d ng 
t nin;;s ov er furt11er, una so ne (Cochnn ) says , 
" Sny don ' t you sec Butter Nor th? He ' s all r ight . " 
nc slys, " l:o , ·'"' i'm' t tufriciently c lose t o 
~or~;entlu.u . ..e .. tnt to see you . n 

I s tm. t <bolut t :rc '"" y ;;ou people ,;ot i t ? 

1nLt' s toe pi c ture. 

No'' we ' ve go t t ne s i tuttlon of -Nell, i t :ouldn ' t 
be ve ry much " iffe r e nt t !ll n it woulu be over nere , 
~xce j) t t nf t !:c c l es doesn ' t •ork t m. t N;,y on th i s 
f or eign t hi ng ; he l~;t vcs h !.mstlf entirely ou t of 
t11e ,>i c ture ; or 11' no ge t s ;; l e t ter , ne uoe s n ' t 11nswer 
it .. lthout ~;encing it ove r . ;:e &et full c oop l;jr o tion 
ove r her e . but if 11e 1 d st.l.rt seeing peopl e from 
C r e~o t Brit:.in witn:>ut t. ttint: oe kno-,; or l~tting tho 
Elbt•ssies .<no .. , :.nCJ t.lt lUte tu~. t, I ' d be pr e tty 
Qc...cn sore . 

You ~no .. ;.nt t "Y r eaction i s ? I t nink I •m ~oinf' to 
:.s.< ~he E:-1 tish t-:~bt ss11~or t o c o:re ~nd I' ll t~ .. { to 

Regraded Uclassified



V~ncr : 

p . ·• . Jr : 

. • • Jr: 

Vin.:r : 

.. . . Jr : 

Taylor : 

VinLr : 

" · . Jr : 

Oli.>nt nt : 

hi~€- : 

Jll;>nant : 

.:11ite : 

Vlner : 

ri • . : . Jr : 

~·~y lor : 

-4-

ni.a about this ; t.nen !111 CGn St:nu o\ONI t.o Sir John 
Simon tnat, does Sir John Simon l'lcnt this? 

Yo u ' re not u isclos ing to nitn th&t yo u ' ve r eceived 
tnis •..• 

Oh no , tell nim no facts . 

You ' ve go t to tell him. 

Nor man s t e t es he 1 s •.•.• 

::or".l<.n1 s tEi<en it \OJ' .ttn nis Tre~sury people . 

ilo , tne ~:.mo.- ssy ' s toe ...•• 

It ' s & r espectt ble t.•lnt ~hen . 
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'rne E.'llbas:;y ne • s objecting to is our £mb;,ssy . He ' s 
objecting to Bullitt . 

No , Norme n d i u wnu t nt: should hHve done - absolutely . 

'IMt ' s v:ll;..t I .vr.s ... o rrying a bout ; lt seen.s so str~r.ge . 

I ::ou ldn' t t &.te .U.s 'oru for it . I mez n I wouldn' t 
st:nd ..:ocnrau ov,_,. thl ru l.lllless Sir John Simon invites 
nim to come over . 

Particul~rly sinct~ you s ent u message to him; other­
.. ise you might le&ve nim up Ln the Lir . 

Absolutely . 

r.e 1d say , " \;h6t is this? You •..• · " 

Tney c .. n eAtend the invita tion . 

..:ouldn ' t you opc.rE te this Hey? You ' d tell Normt•n 
t na t you ' l l s end him ove r a fter infor •ning Chancellor 
tlu; t ne is coming u t his re<;uest . 

;;o, I w oulun ' t .;en<.! :~im over there - I w ouldn 1 t send 
klim over there unless ::.ir John Sicon f sked for him . 

Tnis time you ct n have it confirmed . 
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"Is it a.: recr.ble t o "ir J ohn to hnve .. . . . n 

I •:oulJn' t tcs:< i'or :: u ircct lnvlt~> tion . 

.lo • 

133 

.. oy s nould thty object to 61v1ng a direct 1nV1tl tion 
i f t ney want to s ee hi1o? 

,J&kes it too import~ nt . 

Cer t~ inly a sk f or confiruw tion . 

1.fto;1' you have unuertu.<en to collllJuniC <- tt with Sir 
J ohn ~.t irectly , I ... on 1 t see 110 ~ you c '-n l eave ni'll 
out of t ni s ··•i thout ::11 .<10£ hi::~ feel foo lish . 

(On ;hone) LeLve word , tne ninute AT. Hull comes in 
r •a l i .<e to tal . .< to ni~ pleLse • 

.• .:11 no.1 , listen, coild r en , hLS Pnybouy got t nytning 
fo r me on 11i'11 t we ' re goint to do in ca se FrLncc moves? 

(NoJ~ yes) Hsve to see thu move firs t . 

Oh no . 

.• ell, .. e •ve ~.o t "11 th~.ose ':Ill lfftrent tnines . 

ell, 1Eot 1 s put i t t.ti s .. 1y : ~ove One - if tlle r r ench 
.Jo :Jove One, cne United Stc tes c~n co A, B, C; if tne 
rrcnch me Ke 'Jove o;:,.o , the Unit~d St 6t es c Ln uo 1, ;( , J . 
1m. t 1 s tne ·''-Y I 1 d lil!e 1 t . /, na tnere 1 s only a bout 
tnrec moves the ~rench c t n m&ke , and if the French 
do ono ol' t he11 , then I wunt you fellows to c o1ne l n 
a nJ s <y , 11 1!11 r i ght , l e t ' ll t1 l k over tne t hings Ne 
c~n do LS counter- mov.,s to t his . " I don ' t .. ant to 
wait; we ' ve got :.. notner ::1, hours to do this t hing . 
I ' d ll.<e very much to ha ve the t lter~tive things 
t hl. t tnt Frtnch might do , &nu t nen the &lt,;rm:Li ve 
t.tlin!lS th6t we r.ti ght do to offset tha t . !io>?, tht t 1 s 
not ts.<inb f or too much . 

;,ell, thu t's been do ne for some time . 

Ne l l , <~hore i s it? 
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.• ell , we s t o rt.ea out &no t ne r e 11ere four t h ing s 
ttl&. t .:e thought they mlght reasollbbl y cio . Then 
.. e dis cussed tnose; I d on ' t lu\011 ·::hether :1e all 
ccme t o & f ormal conclus i on , b ut t he g i s t of the 
convers~tion • ••. 

I don ' t •.:ant a for mul conclus i on . I s i mply wa n t 
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to put aoll'n on one .ticce of pr per l~ov e One on the 
por t of Fr<nce llnd tnt:n t he ~olt.,rmtives ; don • t hove 
to o.gr ee on the eltern:otives, Jus t &gr ee t her e &re 
tltl r m. tives . Then :.!ovt> Two - rlt.ermtives . I mccn 
I ' d li~e to ftoilitri-e 'yself. Then, fS you stw the 
otner a;..y , once I f~t tne techni(.ue of t oe thing , toen 
I c~en lEg in t o ,..ut .ny br&in on it . But until I see 
it thet .:<.y - se~.; , I • r..n t it so I c-.n study i t . 

Give us & littlt time to ~u~ it. in t htt for m. 

I .. Hnt it in ta, t fo rlll . •-no on e <-c n «lter~U< tive 
t.ti nr; I 6 nt t. o hLvu tn~: le&<.l p&iJt.;rs re&ay tnd 
finish~>d . 

:t~>aay for tne Pres i dent 1 s :J1gm .. t.ure , i f you uon ' t 
minJ , Ho;rm.::.n . 

~v~rybo~y ' s initil l s Lxce~t the President . 

J..Very ooc.> ' s 1n1 tiLls ~,.cept tne Presiden t . 

,.11 right . 

,:h~:n ~o ) ou .. &nt it? 

;.s soon , s tnc hu.nL n b n i n c:.n pre;>a r ., 1 t ; c. s soon 
t.s tne num~n br~in c Ln prep~re i t . 

o~ell , 1;h1>r e i s one f unutmen tt.l -. .. uestion i n volved 
ther e , and t nf t is , you ct.n str etch t h i s t hing 
tJr <: tty f t. r . Thut •s r~y Ojlinion, t na t you c~n . 
Ctn ' t you, Cl vrence? 

You menn our e ction in connection ,; ! th the tri pa r­
tite? 

Yes, dependi ng on .vhcthEr r ou .mnt to i<eep t he:J in 
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l.ne club or .mctrtc r , ou >lt.nt them out . 

Tnt t 1 s tnot.h ~ r rlt.u·m t ive . 

•it~t • s tlw only one . 
' 
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No . ilo .. li~ten, don ' t. - 11" you uon 1 t mina , u on ' t 
't•r ue ith me . You ' ve eot tnis - argue . ith th~se 
I't-llo"s 'n3 g._t lt ao,;n to t he V< rious possible 
.lt~;..!"n· tives tn;J tnen . .-en you t. r e r et:C.y t o t :lt! .... 
.t•t c1a v .. rr 'oucn ll.kl to iuve it t:wt "LY · 1-0 you 

.< r.t t:> • s.;: - d " yuu un.:~e r st~ rw 'N<l>. t I want? 

l.o, I ~on 1 t . 

You ... on' 't? 

•. o , I t .• irut tn t I ' 11 follo. th£ t ( 'Ic;ylor ' :; point) , 
t.m. t se cun lu v~ tner, in l nd S< y , "Your action i s n ' t 
in c 1nflict .• . . · '' 

'-O it both . ole 1 rc no t t 1 kin;r a r.y a ction; they ' re 
,;oing to t " ri:e 1..nt~ L· c tion . 

'l'ne <, uestio n i s sirn:>.lt. , J~l<e : ••he t are tne Lit .. r­
n~otives "nu "Ul t " ~'" tnt ::Jt:rits of e•ch Lltt.rru.tive 
Sttp? 

;;o, listen, you're P:-otessor rlis t , 2nd .... 

I don ' t see toe leg~l side . 
• 

•h~ot •ws t.o b" brougnt in. 

Simply ·•h~ t I don ' t undt:r s t anci is no .. these &1 t er m. ­
:;ives woulci l evd to ~ny hg~l action. 

lney c ert• lnl y would, if :rou r escinded the r i ght of 
,>ri vat6 bt MS to bring in go l d . 

Or if 11e embar goed the movement ol' gold . 

Listen, you 're Professor Kist just sitt ing on t ha t 
committee . 

Pr o f essor kist is off lht colll'll ittee now. 
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I .:..s ~til yesterJ:..y . 

1 ., ~ 
-oJb 

uell , tnei' ve put ni'll ot'f <.nu tne) •ve just employed 
ur . Vint<r t <J t>.ttl his phce , 'nu you ' re sittlnr. tht-re , 
l n~ .h~ t ere the tnin~ s toe• t you woul u advise t hem to 
uo? TtHc t 1 S tue !I~'/ I 1 c. l,.>pro~ch this thing . '!nen­
first 1'ro.J th£ s t~ru.liJolnt ol' tooa e conomi cs , ~n ... t hen, 
.. he t "re. tile tllint:H t.n-.y .n~ ht -.o beca-use tht:Y ore 
rut·eed by p;,lit.i.:~l , ressure . 

Jr bcc~use t .ttlY ulun ' t n~ve J t'!<e . 

Or in s~ite oC niru . 

~nti u>-vin.; ueciut:d wnr t t he Fr encn ::lit.ht co in these 
circu:nc t:.. nces , tnen .. n, t co..U ..... e <.O to t:..l<e cere of 
;,ur,"lves? ;;o. , I .-on ' t. sec ho.l :.. j)crson c: n stt t e 
tae prohlc::~ rr.y clHrer th: n tnt.t .. lthout -:.y :.itttnc 
ao:'IJ': n~rc ar.a doin1_ the thing :ny"elf . J:o . , ~JY ,;ro­
i)O:;ition .i.~ - :;o J': r I n:.vl.' !>O er.;;:...;ement t oniGht. Lno 
I •ll ~eep it. opt:n ; you (T~ylor) ~;ot ~ny en&• Lement 
toni~;nt? 

(Nous no) Do you w: nt tnem in or do you Vlbnt t hem 
out? ~h~ t • s ~he •..• 

1..0 I :.&nt theo in or .n nt tnem out? I .n nt them in 
ju:t 's lon!' t ~ tncy ern keep in it. 

You cen s trEtcn thf rultts a aile . 

But ce n t ney live up to tn e.11 wi t.hout •.•.. 

Yes 

... x,>lore it, .. ill y , u? i:.x,;lort: it. Of cvurse I .u.nt 
tnt:.~ in. ..e ,:~Jot t o .<cejl 11. goin& < s lon~ BS pos­
sible . 

1/t:ll t 11en ••.• 

1 mean tnu t ' s been t ne whole ob jective . 

'Ihe.t ans.-.e !'s lt . Tnc t s implil i es our t -.sk a gr eat 
c ea l . 

In t a lkin>: witn the Pr esiaent here t .•o ,r; ee~s ero, 
ne «e.s seyinc; ti'l~<t ne i s v~:ry much d iscounged 
&b;:>ut this - ·,m:..t you c!Jll tl'&de tre~ot.H- s , and the 
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rtsul 1.s, c.na £.11 tnis thin, , ~onu t.ll oe coula see 
•'•'-S t ru. t the :;orlu 'N &Il moving , uue t o t r1e expense 
ol' <r mtmen ts - mo vin£ g r (oually t o .:tl'U one forr:1 of 
excn~nge contr o l &fttr another , bnu it would only 
bt a <,ues t ion at' tlme before tney ··1oulu &11 b e o n 
tnt t b~sis , ana .r:.nglc.nu und ourselves wauL bo left 
to uo b us iness 1'11 tn e 1 ell otner on on e ~inti 01 £ 

b~sis , tnu t n<.. r tst 01 tilt worla , .•ito tnei r lntcrm•l 
econo11ies, left on : ht sis to uo business •·1th1n 
ttt<:.m!"~:;lves ~;nd 6 little bit dth eacn other . lie 
sa i u , 11 Thut 1 s t.1e w1y we 1re urifting . o~na t .. e <;olng 
to .. o about it? " .:.y 1 n!..ft:r is , if ir<nce fO~< S - it 
.,ot>s to.nr ... t.1e Ccn~cnt r.lctnod , thc.t i s - &no JrpGn 
aoo::s - ju; t totterinf on tnt EUt.t of it - .. ny , I '" 
:ny it. '·f s bE.a "'-uicine . ..rter ::11, tae lancer se 
c~n &<eer> rnnce 1 oin,;, I tnink i t ' s better for our 
system o!' doin.; trhae . 

It 11ill be on .:rutcnes . 

It wlll b.,. un (.;L'ut-=rles . 

u he ' s been on crut~ncs . 

Y~s , i:'u t on tne fourtn l'oot, in add i t ion to t.l'le hind 
lq;;s . 

'io ans:.-er y.:>ur uirect ..,uc.stior., i f tht decision WfS 

wine, l •c s"y I •d littE to c.o ev.,rytiiing ·;;e ct n .. ithin 
t.le spiri t of toe 1&1., t.m I ' c e ven fO so fer - I ' d 
beno i t a little bi t to tteep it going . l ' c b~na i t 
a litLle b it to .teElp tut::n going . ,:nat? nic.!'l~;r? · 

I agr~e • i tn tutt . 

I ~gree . 

Anybody want t o s~y ~ n)'thing? Nell , gent l emen, .. nen 
you ' re r eady - I ' ll kElep "on ight .. .. 

I t ' s probcbly tonight , tnen, is it? 

I d on ' t ttnov .... m.t tnese fellows cc:n be t ble to Mve . 
r kno~ I ' m crtzy to ao it tonieht , but 1' 11 nolu it 
o;>en uld .... 
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I tnin.t we can co::te to ~ conclusion before tonight, 
bec~use ~.e h::ve covered L gr e' t de& l of tne ground 
c lready . 

f.re our two a uvisers comrortt ble? IJi a you (Riofler) 
see t he s tL temt~nt Ln ttlt~ Tribune tod~ooy? 

1\o • 

l>ee .mcther t n:; t 1 s :..grecable to you. 
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Hello 

All right. 

Yes . 

Hello - Cor dell. 

JWle l G, 1937. 
9 : 20 a .m. 

Oh just a moment please, Mr. Secretary . 

Hello 

He'll be on in just a second. 

Hello 

Hello, Henry . 

Cordell . 

What ' s going on? 

Well I•d like to talk to you - ah - as between us 
officially but privately, see? 

Yes. 
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And, as I say, if I may t alk t o you confiden - ah -
ah- Cochran called me a little while ago ••• •••• • • 

Who did? 

Merle Cochran. 

Oh yes • 

•• ••••• and said that he had had a talk with !lorman in 
Switzerland. 

Yes. 

Montague Norman. 

Yes. 
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And Montague Norman wanted to know whether he, 
Cochran, could come over to London •••••• • 

Yes . 

••• •• •• and t alk things over with them so Cochran 
s aid, well you ' ve got Butterworth over there why 
don ' t you t alk to him so he sai d , no we feel that 
you ' re cl oser to Uor,enthau and we ' d like t o talk 
to you but he sai d I m only talking for myself. 
He said I haven' t discussed thi s matter wi th other 
people. 

Ah-ha. 
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But he said I ' ll let you know. So this morning be 
called him up on the telephone. He said, ~'ve talked 
1t over and we 1 d like you to come over Monday and have 
lunch at t he Bank of Engl and but he said we ' re very 
anxious to keep this out of the channels of the American 
Embassy i n Paris. 

Ah-ha . 

He said we want to keep it very quiet and we don 1 t want 
Bullitt to know about it . 

Ab- ba. 

And he said - ah - but if you can come over we'd l i ke it 
and we 1 d have appointments for you 1n the morning and 
in the afternoon so Cochran sai-d untler t hose ci rcum­
stances he ' d call me up and wanted to know what ' s what 
so I said that I would t alk i t over with you and see 
how you feel ••• •. . .. . 

Yes • 

•••• ••• and then after that I thought I 1 d ask- get 
the President ' s advice. 

Vlell now we ' ve got this situation, Henry. We have to 
talk you lmow, in our o1·m ci rcles sometimes ,very frankly . 

Yes . 

nh - Bi ll - ah - ah - I suppose i s closer to the 
President t han any of us in the State Department by 
far. I don't mean by that that there's any friction 
in any way but you understand what I mean. 

Yes. 
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~h -he ' s - ah - so he spr eads out over Europe some 
littl e . •• •..• 

Yes. 
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•••••.• and f eel s , I t hink, that he ' s got t hat side­
ah - that right. 

Yes . 

Now - ah - i f he should ever f ind this out why I -
of course, the British think that be ' s not fri endly 
to them. 

I see . 

That• s what t hey think and that is Fr ench-German 

Yes . 

Now I oru not pr essinr, on those thi ngs but that 1 s what 
they t hink. 

Ah-ha . 

The only thing is i f - ah - i f he finds that - that 
we ' re keeping t hings f rom him there around his offi ce -
I don ' t kno\7 - I think you ' 11 have to l et the Presi dent 
pass on that. If the President s~ould give instructions 
but even then my - my vi ew i s that it' s always best jus t 
to let one of our fell0\7S know where he ' s at the head 
of things 1n a given place. · 

Yes . 

And especially if he ' s liable to find i t out . 

Yas (l aughs). 

Now that ' s the point. 

(Hearty l aughter) 

Yes . 

In other 11ords (still l auchin&) proceed with t he best 
polict 1f you !mow you're going t o get caught. 
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Yes s ir, that ' s the point I'm making . 

(Liore hearty laughter) 

Yes. 

(Still mor e hearty laught er) 

Yes. 

'.'Jell I found that to be true also . 

Yes . 

hh -well I•ll tell you. I•~ seeing the President in 
a littl e nhile and before I saw him I wanted to t alk 
to you because I never would do anything like that 
Iii t hout first talking to you. 

\':ell this is - I - It m just trying 
understand, I ' m - I •m a lOo% 
r elati ons all along the line. 

to be helpful , you 
in my 

Because, as I told Feis yest erday, when Mallett left ••.•.• 

Yes . 

.... .. . I sent a message to Sir John Simon ••••.• 

Yes . 

- • ••••• • • -I don't know whether he told you. 

Yes, he told me about it . 

So I feel this way that - ah - maybe Norman "ants to 
horn in on this thing and I •d better keep my channels 
open with Sir John Simon on that other angle, you see? 

Yes - yes . 

But the thing that came to my mind was that I - if you 
thought wel l of it - that l td ask the British Ambassador 
to come down here and tell htm this i s what ' s happened. 
!low my contact over there is lrlth Sir John Si mon and I •d 
like them to adviee me what they- how t hey ' d like to •• •••• 
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Well now that ' s another point - that ' s another poi nt . 
I think if - ah - i f Morman should meet up - up in 
Swit~erl~,d or any of those pl aces wher e they often 
meet • ••.••• 

Yes • 

• ••..•• -should meet Cochran and they have any kind 
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of a conversation - t hat ' s one proposition or if- i f 
Cochran just unof ficially and indivi dually should meet 
ond t al k ;1ith this f ellow, llorm:m, that ' s another -
that ' s all right but i f he ' s to have - if we are to 
authorize him to go over • •••.• 

Yes. 

••••• • • q~d make him a part of the government s ituation 
to t alk rrlth Norman 1rlthout the British - the regular 
British officials kno·.,in" about it you get into trouble. 

Yes , and then, of course, the other t hine - ah - the 
ltlst coupl e of months Dutterworth has been doinl! very 
well. 

Yes, of course . 

Butterworth ' s been doing Vt;ry well. 

Ye s , I ' d be- I woul d want - I think it' s better - I 
believe, the ~ore I think, that cochrru1 could say now 
we nant - we• re glad to t alk wit h any of you anytime 
1n a way but we have to have r egard for this broader 
s ituation - t his gold metal s ituation . · •• • •• • 

That ' s right . I don ' t particularl y like it . 

•••••. ~11 thout getting wires crossed. 

I don•t like it - I don ' t l i ke it ver y much. 

I think that Norman probably just wanted to go over 
a lot of odds and ends in the gener al financial 
situation. 

No, he has the gold thing in m.ind. 

Well that's what I - I meant t hat as the 
the conversation. 

in 

R. , . • J:-: Yes. 
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To talk it over perhaps with a view of - ah - spadework 
in advance of some possible suggestion relating to the 
governments - j ust some inf ormal general talk, you know. 

Yes . 

He - he probably had that in mind. Vlell if he has 
there ' s no reason why it should be concealed f rom 
the governments. 

no . 
That ' s the ~ay I see it. 

I - I - I - I - I don't - I just don't react kindly 
to it . 

•::ell it 1 s best to have - ah - just to let the impression 
~et out that - whether this is intended for governmental 
purposes.!aen the governments will have to - i f it ' s 
if it 1 s pr eliminary spadework - expl oratory -.vork-

Yes • 

•••. • • • - ah - then there ' s no reason why the government 
shouldn 1 t kn0\1 a bout it . 

That ' s right. 

Yes . 

·.ven -
And then we ' ll be glad to talk, you understand, and 
then Cochran will be glad to t alk with him. 

Yes . 

Yes. 

Well I - I - I won •t do anything without t alking to you 
further . 

Wel l that 's- ah - that ' s my i mpression about i t ri&ht 
now. 

And - an don •t forget that I •m still on the Philippi ne 
hot spot . 
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Yes, I•m t al king that out this morning . 

I •m cooking in cocoanut oil . 

Yes sir, t¥ell I ' ve done that ; had that myself and 
I •m gl ad f or somebody else to have t he same 
experience. 

Thank you very much. 

(Lauehs) 

(Laughs) 

Goodbye . 

' 
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Bello 

He ' ll be right on. 

Hello - hello 

(Long pause) 

June 16, 1937. 
11:53 a.m. 

Do you want me to ring you when he comes on? 

No, I ' ll wait. 
wire . 

Tell 

All right, I 1ll tell him. 

Hello - hello 

Al l right, Henry . 

Cordell. 

Yes. 

I 1 m talking on t hi s 

I talked to the President about t his request of 
Montague Norman .•• ..... 

Yes. 
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•••••• , a.'ld we t hought that the thing to do i s to just 
tell the British Ambas s ador t he 'Whole story and ask 
him to ask Sir John Simon what he 'd like us to do, see? 

Well that's the other way around- I- it just occurred 
to me- here ' s -berets what I had in mind-

Yes . 

Ah - Montague Norman has changed his attitude Wld 
got more 
economic - ah - ah - understanding - arrangements 
between the two countri es and here ' s another thing 
that we might on and he ' • bef"r doing 
some valuable work, of course, from what ve heard. 
Itve bad no communication with hi m at all except 
people who and tell me what he sai d . Ah -
it just occurred to me t hat he might, in the future, 
go i £ we keep him feeling all right . 
It we should taik up to tell him that we ' ve had to 
consult the government ••• • •••• 
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The what? 

This is the Briti sh government - that the British 
government would have to be consulted and know about 
t hi s - ah - and t hen he ' d go strai ght to the British 
government and .we could tell the British government . 
Then - ah - matters tho. t he wouldn' t feel that we had 
i gnored him and gone straight to the government . 

Well he acted so peculiarly when he was over here 
before and my relationship with the Briti sh Treasury 
i s so good t hat I ~tant to keep t hat . 

\'/ell I wouldn't - we "'uldn ' t think about t alking to 
him, of course, ~thout the British Treasury knowing 
it . 

Well I don• t - and then this idea of not letting 
Bullitt know and al l that - ah ••• • • 

Well that - you !mow I suggested tha t Bullitt should. 

Yes, I know you did . No, I don' t - ah •• • •. 

I •m not - I was just suggesting t his because if 
:lorman, who ha s been wor'<i ng for our program the 
lust few weeks, should suddenly wake up and f ind 
that we have gone t o t he gover noents - London, 
Paris and around on his individual - for an 
individual confer ence with this fellow he mi&ht 
feel that - ah - ah out of sorts or he might not 
but it was just to avoid t hat. 

"ell t!lis isn' t - I •m - I'm sorry. I ' ve asked for 
it and if you don ' t mi nd • ••.• 

'1/ell it ' s all right . I ' m just givi:1g you my reason 
for the other thing. 

Well, of course, I suppose you t hink I 1 ve t alked to 
Feis. I haven ' t t alked to Feis . 

Yes . 

So I mean I ' m get ting it from you first-hand . 
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Well t his is what I - yes - anyhow this i s - this i s -
I 1m giving you the reason for what I said at fir s t 
blush this morning when you called. 

Yes, 1vell the point i s this . I reverse it . Supposing 
Eccles asked to see somebody here in connection with 
this Great Britain and didn ' t l et me know about it 
and wouldn' t l et it go through the State Department 
or anything else - how woul d we feel? 

Well if we - i f the fellow he spoke to s aid, no I 
can ' t come to you without my government !mowing it • ••• ••• 

Yes . 

••..••• you go to your government - ah - you go to the 
government and that would be - and then we can t alk. 

Yes. 

Ah - that 's what I wa s trying to get . 

Well : -

When he comes t o him and says - I mean - I put it up 
we 've got to collaborate with governments and Central 
Banks and to t alk up - I ' m not in a position to a ccept 
your invitati on "ithout your government !mowing about 
it . Now what do you say about t hat? And he says, well 
I'll take it up with my government or he'll say, tha• t s 
all right and then 1ve •11 - and t hen we 1 ve made our 
record . 

'.'lell, frankly, it gets down t o I don•t want to t alk 
t o Norman. 

I see . 

And the Pr esident doesn' t either . 

Yes . 

Now that - that gets right down. We want to keep our 
lines open to the Br itish Treasury. 

Wel l , of course , this '®uld mean - this would mean the 
British Treasurer would come - the only thi.ng - you 
!mow the Treasury and t he Bank over there don ' t work 
well toget her on some t hings. 
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!!. '! . Jr: Yes, that ' s just it . 

~ : And - ah - that - this would keep us - we ' d say, we 
can't . talk. through the bank unless the government first 

knows all about it and t ells us what it ' s pleasure is 
in that respect . 

[[ : 

H: .Jr: 

H: 

H •• • •• J r: 

H: 

!l. " ,Jr: 

E: 

H: 

1\ , to! .. Tr: 

H: 

H. I& .. Tr : 

" : 

Yes . 

Now, of course, if you want to take it up first with 
the government why that ' s all right . 

Well I went over and talked to the President and that•s 
the way he felt . 

Yes , well then - then that 1 s their side of it, of course. 

And - ah - I - I feel that way too. 

Yes, well then that ' s sti ll thfir side • 
I was just - the only thing I ve had so much trouble 
trying to get help over there on our Trade Agr eement 
and to get the Bank of England i n behind it . I'm 
just watching to avoid - to avoid getting that •••• • • 

Well then • •••.•• 

- That ' s a minor matter . 

No it ' s not a minor matter but on the other hand I 
don't want to - knowing that the last couple of 
months that the British - that the Bank of England 
has made several suggestions • • •••.• 

Yes • 

• • • • • vri t h which the British Treasury didn 1 t agree 
wi t b ••• •• •• 

Yes • 

• • • •• I don't- I feel I can serve my government best 
by keeping my relations with the British Treasury as 
friendly as they are now. 

Well t hat's -of course, I would- my feeling hasn't 
been entirely wrong but I had exactly that thing in 
mind just as much as you do. 
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t! : 

H.U .. Tr: 

II: 

P , >i.Jr: 

B: 

R.U.Jr: 

f! : 

n.u . Jr: 

H: 

ll . ~~ . Jr: 

R: 

H. 'J , Jr: 

!1 : 

H.M.Jr: 

H: 

F. U •. Tr : 

l:JO 
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Yes, and I don ' t want to offend them. 

Yes, and the only reason I tm - I•m giving this comment 
i s so you ' ll have the whole picture. 

Well I asked for it Cordell and I told you I wouldn't 
do anything without calling back. 

Yes, well I tm l~ in on anything you and the President 
decide on • 

And, if you don •t mind, I - I - I •d like to do it this 
way unless you say •••• •••• 

Oh I•m not going to - of course, anything the Pr esi dent 
says why we 1 re 1~ behind him and •••.••• 

And the other thing that influences me is the fact 
that Mallet t carried this messate , which was delivered 
about three days ago . 

><h - ah - who carried it? 

IAallett, the Consul of the British Embassy. 

Oh. 

Carried this message to Sir John Simon that I 1 d like 
to talk to him. 

Yes . 

Now before I get an answer if I start talking to 
!lorman thro~h Cochran. ... • 

You see - well I don't mrute myself clear at all. 
My proposition is not to anymore think about talking 
to Norman than you ' re thinking about talking to him. 
The only difference is I would tell Cochran - I ' d 
have Cochran to tell that to Norman that we couldn't 
think about talking to him without his government 
knowing the whole t hing &.."1d expressing to us what 1 t 1 s 
pleasure is. 

I see . 

That ' s the point I 1m trying to put over. 

I see. 
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Then - and then we would have good f ai th with the 
government and Norman would have found it out 
directly instead of throu3h - instead of the other 
way around. 

I see . 

Now you get - of course, the President had to take 
t he other view of the mat ter - why that ' s lQ()jC all 
rieht . 

Well, listen - and may I di gest it? 

Yes sir . 

All right, thank you very much. 

151 
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FROM: Aaer1oan Eabasey, Pari a , France 

DATE: June 16, 1937, 1 p .a. 
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wo.: 003 

'PROM COOfiRU. 

At 10:30 thia morn ing I viai ted t he Bank of France. 

Yesterday the French stabilization Fund lost 670 ,000 ,000 

franca pegging against sterling at 110.90; this morning 

no heavy preeeure on the franc had yet developed. 

Better opening tor Rente& and French shares. 

The bill tor special tlnanoial powers tor t he Govern­

ment, quoted in my telegram No. 797 of June 15, ll p.m., 

was accepted by the Chaalber this morning atter amendments 

which state that the authority the Government i e to re­

ceive ie •to maintain the trano at its parity under the 

teras ot the monetary law of October l, 1936 and to rule 

out exchange oontroP. The bill 1B 111111ted to the dura­

tion of the present ordinary sesaion of Parliament. Th1a 

session usually terminates by the fourteenth of July, 

On June 17 the bill will go before the Senate. 

PreSUIII&bl)' the amendiMnta 1110uld ballper BlW111 a action 

if, ae reported, he bad planned to probibi t oapi tal ex­

pnrte and to effect definite atabilir:ation of the trano. 

Should the l atter be attempted against the warning& of 

leader• euob as Reynaud and Flandin, it will undoubtedl)' 
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be in order that the 8tabi11aat1on J'\m4 aay be teraina.hd 

by Blua, who woul.d utilize ita 10 ,000,000,000 tranoa and 

perbapa another 7,000 ,000,000 trance profit that would ooae 

fro• trano deYaluatiou to the lower 111111 t and then etab11-

Uat1on. !he BaDlt of Franoe would then baYe the 3ob of 

defending the new rate of the f rano with t he gold re-

aourc .. at its coaand. The Banlt of France etat•ent whi oh 

will on June U show heaYy gold l oBBee will undoubtedly 

lead to further worry by the publio. 

BULLITT. 
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SEcrEtory Of StatE, 

Washington. 

804 , JunE 16, 4 p. m. 

OEo.y. 

Paris . 

Dnttd JunE 16, 1937 . 

RECEiVEd 1 . 07 p . m. 

I n a dromotic spECial stooion of thE Chnm~Er 

of DEr>t•.t~.Eo wllicll OpEnEd r.t tniclnight and lo.stEd until 

6 0'cloc:: th1a morning thE PrimE ltiniot~r's bill o.old.ng 

for p:O. En:u•y poutro until .-JUly 3lat to dF.crtE all TJEO.o­

urto dE~~Ed ap~roprio.tE to rEstor£ public financEs nnd 

to p:•ovEn'; sp~~•llation o.nd o.ttacko agnino t thE cur':':ncy 

nnd publ5 . .; crr.u1 t vto.s passEd by thE ChambEr by 346 ·.rotr:d 

to 2'17 . 

During thE o.fttrnoon thE Communists mEt nnd 

issuEd o. r Esolution in uhich they dEclarEd thE intEntion 

not to vote for thE bill on thE grounds tho.t socE or thE 

rEve:nuE which thE govErnnEnt intEndEd to procurE (pnrtic­

ulnrly vti th rEspEct to incrEasEs in 1nd1rtct taxBt1on) 

would mEan a blow to thE laboring clnosEs nnd o.n 1nor£o.sE 

in thEir cost of living. ThE rEaolution closEd with thE 

statEmEnt tho.t thE Communists wErE rEady to assumE all 

t~tir rEsponsibi l itiEs in a "rEinforcEd" govErnmEnt thus 

clEarly implying thEir willingnr:so to accEpt co.bin~t po­

sitions in n rr:rctodEltd front populo.irE govErnmEnt. ThE 

Radical Socialists also rEgistErEd dEcidEd opposition to 

thE bill. 

B:JLLITT •. 
RR :miC 
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L, ... . _., 

Secreta ry of State , 

\'lnah inc ton. 

G!lAY 

Paris 

Dated June 16 , 1937 

Reo ' d 3:09p. m. 

804, June 16, 4 P • m, (SECTIOJI T\'10) 

l)uri.._c; the debate despi te novere attae~~ on the 

Gcvr.. ·mer:; oy ? land in and Reynaud , ·.1hieh under rnore nor­

mo.l ~irc ,~ .• sta.~ ~es might well have broUGh t about its 

dol':nr'nll , i t b a cnme evident that i:. lum ' s c.ppeals for con­

fiCo nco c<!dre s sed during tho e venir.3 to t he vario,.;~ 

groups i n ;ds :1a jority mi ght provo succeosful . AU de-

15-- 0 

l)C nded, h:movc r , on the Communist o .,.,;,o up to the l ast 

moment t:rrouc;.'l. their leaders Duclos and Thorez categorical­

ly refused to change the decision . It was tbe ' sudden and 

totnll¥ unex pected Conmunists' volte race at 4 . o •clook 

this oorni.1:; tilat enabled the Prime Minister to obtain 

his majority vote of confidence of 99 . Twenty Radical 

Sociali s ts voted against the bill . 

Political observers a ppear at a loss to explain the 

reasons \'lhich induced ( ?) ( ?) . 

Tho bill >1ith certain modifications par ticularly the 

introduction of t he clause statinG that the Government 

would maintain the franc at its pr e sent parity and wou l d 

avoid exchanse control now goes t o the Senate where it 

will 
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will be tabl ed t omorrow . Vlh1lo t he r e 1s strong opposi­

t i on t o the bill in the Senate wher e a bitter debate will 

tal1e pl ace either tomorr ow or Fri day, ther e are many who 

believ~ t hat t he Bl um Gover nment met i t s r eal t est i n t he 

Ch!llilber of De:;;>ut i es and that tho Senate in view o f the 

abovc - n:ontioned nlodifi cat ions a nd the desi re t o avo i d a 

poH~: cal cris :!.s at this pncture mar pass the b i ll by a 

narr~ ,, 1 . ..... "':_ i n . 

BULLr.:'T 

C3B 

1 5 ~ 
- 0 
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~ ~ecrot~ry of State 

''la~hington 

RUSH 

3S6 June 16, 8 p .m • 

Plain 

London 

Dated Juno 16! 1937 

Reo ' d 2 : 20p.m. 

157 

.... ov1l -Y, on behalf of Bri.tish Treasury, has ca lled my 

attention t o British United Proas report published lo.te 

thi :J :o.f t o:·noc n unde r Vfashina ton C'o.tolino to the effe ct tho.t 

Frono:1 he l'c~;;:'loative there has int i:no.t ed that Fr':i!'CC may 

be forccC: to ~Jithdraw f rom Tripartite Agracmen~ pre~ 

:J\~ably duo to incti~ution of n control system. 

l3riti::h Tr easury Ylould o.pprcciato receiving any 

it.forn::tion in this connection \1hl.ch American Treasury 

T.lAy have . 
DINGHAI! 

HPD 
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June 16, 193? 

3 p. o . 

British Ambassador 
L!r . Tren tho.m 
Or . Fe 1B 
!!r. Taylor 

153 

il" Jr· The reason that I asked you t o do me the 
courte;! of coming down was t hi s : I have, through the 
cnpcretlon o!' you..-eelf end your staff, established whe.t 
! conotc_r a very ~l.ne relAtionship with the 9r1ti eh Treas­
ury . ! think it has been most. important to ;rour Government 
~n t m1ne . I want to keep 1t . 

AmbPssador: Yee . 

r.'.! , Jr: Old you ltnow, when L:allc t left , I sent a message 
t.o 31r John Si mon? 

~bastador : Yea . 

H:.: , Jr: This '"orning I sot a messAge •:nl.ch , frar.J:y , I 
don ' t. know J ust. now to httndle. And that ' s what I wMt t o 
tell. y·~u about. 

As you kno-. , every mont h they heve this meeting of the 
~ank ~t 3aslc, the 9ank of Intern~tionsl Settlements , and 
3ir :.:onu.gue ::orcan goes over there and we have our ur. Cochran, 
wno ia i n ?!lr1 s , and he o;oes there as a very unofficial observer. 

:ft'l l., he me t Sir Uontasue !IOI'llllll and t hey always t alk things 
>ver and he said t hat he wl.ohed the United States Government 
would sen:l. G~ .. ,ebody to L'>ndon t.o t.sllt things over with him • 
Cochr An naturally did not know bow t o answer it and said he 
l't.>uld s impl y think it over. 

This mornl.ng, Sir !.!ontaguo Norman t elephoned Cochran i n­
viting him to come t o London ror lunch at t he Bank of England 
1n l!ond'l.y . 

Ambassador: Next Uonda.Y? 

'!:! , Jr: This corn1ng !!onday. 
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Ambrssador: Yes . 

'l!: ,Jr : I could not. set i t. very well over t he t elephone , 
but. ! ,_at ~.ered -- and t h is is what I waen' t sure of -- t.ho.t 
.~. had c )nault.ed with the Treasur y , but I could not. under stand 
Jver tne t-el ephone whet her he had or had no t , Cochran pointed 
out. t.h" t. we have Ur. But. t.erwortn in London who calla on t he 
T•·~· eur.v ever y Fl•ide,y and Sir l!ontague Norman said, No ; t hat 
n• w:mt ed to see Cochran and t hat he want ed t his kept entirel y 
Jut of r ll embr s s ies and ell diplomatic channels and t hat he 
felt CoonrP~ was closer t o me ; t hPrefore, he would like to 
st'e n1o . 

Wel l , i n the fir st. place, in my m1nd, l s ~v relat ionshi p 
r tt.n 5lr Jonn Stco~ , also cy relat. i ona. i p with cr . c~mberla1n 
wr.en he was cnancellor of t.he Exchequer. 

Ambassador : YeG . 

ffiJ , J r: Tne fac t t.hat t he whol e Tri p?rtit.e Agreement i s 
based :>n relr.tionsh i p bet ween Governrnente and not between 
prlvat.e central banks ; t he f act that over the last couple 
of mont.hs we have had suggesti ons f r om the Benk of England, 
from : l ay , t.he1r economic advisor, which when it wee put. up 
l n!or•na l'l.Y to t.ne British Treasury they compl et ely diesgreed; 
t no t notning ~at I hPve done with your Government or ever 
wi l l do or anythi ng that they nave done has been enyt bi ng 
except Just. ecr os& t hi£ table, man to man. I thin~ it ' s 
cos t important we keep it ~hat way. 

Ambassador: Yes . 

WI. J r: You s aw the letter I r eceived from !Jr. ChDmper lain 
1\nd oy answer . . I don't. want t.o do any t ning to offend S1r 
Uor.to.gue !lorman , but. if anybody nad t o be offended I would 
r a tner o~fend hi m t hnn t he British Treasury . Further more, 
if I let Cochran go wi thout tell1r~ the British Treasury they 
wJuld eay '!Jr. !Jor genthau just sent us thi s message; he muet. 
be very impatient t hat he can ' t wa it unti l he Just get s an 
:mower . • on t he ot her hand, U' you coul d advlSe me that i t 
i s quite all right ae far ~e t he Britl sn Treasury goes t o have 
: ochran go , t hen I would have no obj ect i on. 

Aobaesador: I see. 
mJ ,Jr: But I c~ ' t 1~t htm no without. dlscloslng it t o 
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tnc Bri tten Treasury a n d ftrct f i nd i ng out wnetner it' s 
a.;recable t o the~ . even if I of fend Str !.!ontpg ue !lorman 
t~rougn do i ng 1t. 

Ncbassador: Above ell th!ng~ , you don 't want to cross 
tn~ "ir es . 

H:! , J r; Not let me t el. l you whnt happen ed two y ears 
ngo . S1r l!on t ngue Nor man was he r e 1n ~!ew York. He t al ke1 
t o !lr . !:c ol es en .I sa i d , Ho"' do I go about to see !!r . !.!orgen-
t hau' ( I may b e a little r ough 111 rzy memory.) He said, 
lf you wen t t o sec h l m, Just aek. Well , he d1dn 1 t w11nt to 
nak , so "hen Bewley came t o see me, up t o Cape Cod, I asked 
h l o , ! said , HOil 10o uld )IOU ha ndle a s itua tio n like t h i s ? a nd 
t.h~ a.'lswer I go t was , Wel l, if Sir 1:ontague :l~rcan wnnts t o 
~ce yo~ , he r~ows how t o do i t. He can cell up the Emba s sy 
an· ask them t o llrrAnge lt. Then rhen Sir !.:ont e.gue !lorman 
S't back, he t oJk t he o ccasion t o tell fri end s eo it came 
hack t ha t t he onl!' reacon h e cAme t o Americ!l: was t o ace m" 
r 'li he had been unable t o see me . Row, I am t clllng it to 
jou j us t t he wf'<:; I fee l and, f r ankly, I wan t some advice . 

Ambas sador: I oee . Yes . I soc . 

lou 

~r . Trent ham: :.:ay I o f fl'r S?Mc . I f e c:l perfectly con-
v lr.ce:l t h:tt t he relll t1ons bet~1een :.:r . ::or ma.'1 and any Chancellor 
' 1' "h~ ~xchequer are so c lose - - he goes to t he Treas ury severa l 
t.lces a day t o &ee t he Chance l l or -- that t here c :>•.l!d be no 
posc. l b l e obj ect1on t o a ceetl ng betveen !ir. !loman ar.d L:r. 
:ochran . The t le my vlew . 

.t.mbasssdor; Thnt woul d be my own view too. 

l.ir . Tren t ha m: I am per fe ctly certa 1n of 1t. 

'Cl , J r: IVell, l t' t only Wednesday . 
to find out . 

I thin~ co. 

You would hav e t1me 

!a , Jr; You ::;ee , S1r !.lont.P-gue ::orman , I nn sure , does 
n:>t ~ow t hat tir . !.!~ llet t ook a message . 

Ambassador : !!o . !1o; pr obltbly not . !!eonly landed 
yes t er day . He only got to Lond on yes t er day . 
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~:: ,Jr : And sm~ng otncr t.nings , I t old t.:r. Ue.l let that 
1f t~ere wa s going to be any conver sation, I wanted it right 
o11t and not -- you see , there hAvl' been dtt'ferent hintc the 
l ao t two or three months , eo much so t hnt I am conf used . 

Amb~ssador : Yee. Yes . 

'll.l,Jr: And what Clay thinks at t he BP.nk of England 1B 
J'\O t. r.h" t tne Br1t1sh Trea sury thinks . And wnat ClaY has 
bPrn s~ lng f or tne lest couple of month£ is not t he snoe as 
~~~ British ~reasury . 

AOb3o~ador: Yes . Yes. 

H!l ,J r : And !.f you will reueobcr, nt the time of -- let 
me g~t t nl e stra ignt -- cheCK my memory, Wayne -- i f I remem­
ber r ignt.ly, when the French wen ted to do that so- celled 
~ollar-oound l oan and tney war.ted a depository here, ae I 
r t'Oe"ll'ler it th ere was t hllt crosoing between Uontague t!oroan 
anrl Si r Frederick Lei t n-Roes, wasn't ther e? 

!!r Tavlor: I don 't remember. 

HI.! , Jr : A.s I remember it, I think :.tont ague Noroe.n dilln ' t 
"Pnt. it and S1r Frederick Le ith-Roes went to ?aria and tried 
cver ytn ing he could to get i t a crose . 

Ambassador: we didn 't near any t hing about that. 

:~r. Tr entham: News to ce . 

P~ 1 Jr : If you are right, it' s fine. All your Gover n­
ment cnn say i s th~t I ao -- I want them t o reel th~t I am 
l eani ng ~ver backwards t o make ~ure t hat t her e cen be no m1s-

•mcer otandlng. 
Ambassador: You want 1t etrn1ght !rom the horse's 

mout h. 
HU.Jr: As I say, I don 't wnnt to off end S1r Uontague 

Not•man . If he has some 1deas he car. contribute, !lne! But 
my r el ationshi p, af ter all, 10 with the British Treasury. 

A!!lba asa,\or: Yes . Tnat 'e quite plain . 

~r . Trentham: Yes. 

H!.! ,Jr : :low, we have t1me. 
If I could hear Fr1d&Y 
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:uor nine, if that i s not aeklng t oo much. 

Ambassador : We will send a telegram off t on1gnt and 
t.heY 11~11 get it the firet thing t omorrow morning. 

162 

H!.l ,J r: He v:11nted to surround it ~11th 
d1dn ' t wnnt it t o go through tht> Emb!lSBY. 
concerned , we can keep 1t secret here , but 
t'lcult. 

complete eecrecy ; 
As f a r as we are 

it' s a little dif-

Dr. Fe is : ~y I say on that point, as regards not go­
ing thro~h £mbe.ssies, I blow !tr . Hul.l. feelF that of cour se 
,•r . Bullitt. would have to ltnow about this. 

w.: ,Jr: I d!.d not want t.o BI\Y t :.at. All rigllt, I w1ll 
soy t.hE. t. In the message, Sir !.:ont :),Cue !!orman sal.d that he 
d i i not ~ant Ambassador Bulllt t to know anything about it . 

Ambassa<lor: I see . Oh, yes! 

1<H.Jr: And the posit1:m thnt Ur. Hull has t aken, whom 
I h~ve consulted about this , i s that llr . Cochr an hns the po­
s it.1:m of Counselor, and vth1lo he 1& det a iled just the way 
you (Trentham) are to wor k witn the Treasury , he is part of 
the State Department' s staff and he ' s under Ur. Bullitt and 
the point I think you {Feia) make (I overlooked it) is if 
Cochrnn does so t o London , Ambassador BullitL will have t o 
~n·l'll' abou t it . 

Aobas&ador: YPs . ClearlY. 

Dr. Feis: I don ' t know whether it's nPcessary to say 
t~is and I don't believe Ur. Hull meant that ur. 3ul litt 
wJuld have to be informed ab~ut the substance of the conver­
oation, but mer ely about the errand end its general purpose. 

Amb!l ssador: And it adds some point. 

HI.! , Jr : Cochran s llid I can 't even cllble you; I have 
t.o ~elephone you, because Sir Llont:\f:!Ue llorman says I must 
not even t ell ~v Ambassador. 

(At t hi s point tne Ambassador and ur. Trentham l eft, 
Dr. Feie re~aining.) 

~J .Jr : (To Dr. Fe i sl I know this is not what ~. Hull 
wanted me to do, but knowlr~ whot he d id want I w1ch you 
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w.)uld tell h im Jus t. what. I said and I don 't. t hink t he way 
r hnvc put 1t ought t.o make an eneroy of Sir !.lont.ague Norman. 

Dr. Fele : No . On my own obnerva tlon of Sir Llontogue 
!! Jl'W>n , I don't know who hue told l!r. Hull that Ur. Nor man 
ic an active and useful f actor f or trade agreeoent, but I 
Pm decided ly skeptical . Lx . Hull , as I understood 1t, sug-

oc t ed as a first st ep, .,,h1ch was t o say t o Cochran: t ell 
Sir ~on~ague t~~t you will have t o consult and i n t he oour&e 
Jf ~hr t. consultation you reol sur e that your Government will 
want to ascerta in whet her it 's se reenble t.o t he Treasury. 
: think ::r . :!ull was me r ely DU~:.>~ee t.lng t hat. 1nt.eroed1ate step. 

?!!! , J r : Do you t.hink I h:mdl ed it. e.ll r 1E;ht.? 

~r . Feis : Yes , I do . Tnat.' s because I per sona lly do 
not ~reatly esti oate ~. ~ont.a~ue ' s pert i n international 
r!'fairs , but. Secretary P.ull hae comewnat. d ivergent Jud(;ment 
or. t.ha t . 

!lay I say anot her t hing about Clay . It so happens 
t hat Henr y Clay 1e one of my very ol dest Eng l ish friends. 
Ther e i s no mor e simpl e , direct, well-wishing Englishman 
alive . He is an economist of a s ort of quiet gentilit.y and 
f t'e la hiosel:f qulte free in t a lk1ne •v.!.tb someone like myself 
vh~ go over ther e , t~lk1ng in ter ms or his per sonal J udgment ; 
no t necessarily the B~~k ' s J udgcent and so I think per haps 
when conetdcr ing anyta1ng ever w1rod regarding Clay's Judg­
::cnt., yo..: would want. t.~ t:H e 1 t as hi s own . 

~~ . Jr : ? ol 1cy, as far as stnbtlt~atlon 1s concer ned, 
i s eet 1n t.he 3r1 t.lsh Treasury and t hey undoubt edlY havo t heir 
o~e troubl es with t.he Sqnk of England, beh1nd the scene , as 
v1o do her e with the Federal Reserve, anc they always "111 hnve. 

Dr. Fe is : The only report on that. comes from t his very 
f ellov: Clay . A year ago he said , I can describe precioely 
what t he r ela tionship is. The Treasury glves us liberty 
wit hin des i gnated sums -- my memory of tne sum be mentioned 
was !~30 , 000 ,000 -- either way; beyond that we don't conoult; 
ap,Jroaohint; t hat po int. , we go t o the Treasur y f or ins truction. 

m: , J r: '.71th !U'.llet JuGt going t here, taking this me86age , 
why should we l et Slr :.ront ague l!or man stick h1s nose i nto th1e 
t~tng? I want. to do business wi th t he British Treasury . 

Dr. Fete : I have no qucl me because of ~v est1oation of 
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?f ht£ 0110 est1.roat1.on. 
rtcd. 
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The Secretary has qualms because 
In my personal Judgment, I am sat1s-

oOo-oOo 
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LDA TELEGRAM SE!lT GRAY 

AMEMBASSY 

LONDON (ENGLAND} 

Your 3861 June 161 8 p .m. 

FOrt DLT;::RWORTH F'ROLI SECRETARY I.!ORGEHTHAU. 

Pl ease inform Bewl ey thnt rre have had no i ntimnt ion 

16 -- :, 

from the Fr ench Goverruucnt of nny i ntention of wi t hdr o.rring 

from the Tripart ite t.gr ecnxmt ; nor a s a matter of fact 

has the subj e ct been discus sed with any Fr ench r epre senta" 

t 1ve . 

El.:llF: LIWI 

HULL 
HF 

lJ ECEI YED 

JiJI! 1 7 1!:37 
T~EASU~Y DEPAMTU~T 

Office " ' tt.~ ! t' ~ • J 
1_. ....... .. .... ..,. 
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Seor otcry of St ato 

''lashing ton 

Rt!SH 

3~6 June 16 , 8 9 .m. 

Plnin 

London 

Dated Juno 16, 1937 

Reo ' d 2 : 20p. m. 

""'0. ·~:::;g, HY FROU llUT'.rr.:RIIORTli 

166 

.:.ol'tl ~y, .) !1 b ehalf of Bl'l.t1sh Troasury , has c alled my 

attouticn t c. Erit i sh Uni ted rroGs repor t published late 

thi.' ~.r t o:-· noc n unde r Washinc t on fat~ line to the eff\:ct tha t 

?rc n-:;; i .· rc-~":'c"tive there has inti::lated t hat Fr"-l"co mt\y 

b o forc~e to •ithdrnw f r om Tripartit~ Agr3omen~ prc ­

~ur.nbly ··u_, to itist!tution of a control system. 

3~it~~h Treasury would np~rooiatc receivinG any 

l.t.rorr; .. ti<>n in this connection -.·1hJ.Ch American Treasury 

uny hnvc . 

BlNOHAU 

HPD 
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PARAPHR.t.Sl: OF TELIXHWl RlXlEIVED 

lfo.; 805 

From: American J:m'oassy, Paris 

Date: June 16, 1937, 5 p. m. 

FROM OOOHRAN 

167 

Paris exchange market nervous with prices varying 

considerably but more quiet than for past few days. Oon­

trol bad to yield fair amount of sterling. Rentes did 

t.Ot hold their opening gains. International s hares lost 

heavily. 

Aooording to our market oontaot, gold is still 'oeing 

sold at London 'oy the SWiss National Bank. There is 

again a rumor going around here that within a week the 

United States will reduce the price of gold to $32. 

However, today gold is generally 'oeing bid. Thirteen 

bare of gold were shipped by Paris American Bank to t he 

Belgium National Bank from the London market. The Paris 

• American Bank, however, found t hat the Belgium National 

Bank is also shipping gold from London, thus not leaving 

much opportunity for outside ar'oitrage arrangements. 

Operators of the market here are of the opinion that 

ohanoes are a'oout even for Blum'• financial measures to 

pass the Senate. 
BULLITT 

U:IB 
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PAR.APHRASJ: OF TZLJ:GRAK RECEIVED 

:ntoll: .AIIIerioan J'.abaesy , Paris, France 

DATE: June 17 , 1937, 1 p.m. 

IJO .: ~7 

P'ROK OOCHR.Ul. 

This ~torning at 11 o'cloolr:: I had a talk with the 

Bank of France. Yesterday about half the amount (of 

670 million francs) of what was yf elded the preceding 

day was lost by the Frenob Stabilisation tund. The 

three montho discount of the franc agains t sterl ing bad 

declined fro11 6 . 50 to 4.00 t his morning. Quiet but 

, .. 0 _, 

fairly s teady opening for sterling, with money very scarc e. 

I mentioned t o my Bank of France contact that this 

morning traders had a rumor that rrenoe would wi tbdraw 

from the Tripartite Agreement. He said he bad not heard 

any official ~estion in this regard. 

A>~ aoon as study of official text of debate pr ooeec!­
tOday 

ings in Chamber i o finiahecf, we will cable re Blum' e 

reference i n deba';e to :rrance and tripartite agreement. 

Today the Finance bill 18 to be conoidered by the 

Senate Finance Committee , and probably tomorr ow there will 

be discussion in the Senate in answer . It is expected that 

there Will be a tendency on the part of the Senate to 

modify the powers eougbt in the Obaaber bill. 

llost 
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Kost confidentially information bas COlle to ae tba.1i 

the Bank of l"ranoe ehipaant of gold on the PARIS to the 

Federal Reserve Bank of ... Tor lt repreeents a fUrther 

s tep of the BIS to liquidate its own holdinge of gold. 

so far I ba.ve not aade I.DY attempt to conf1ra this report 

w1 th any reeponai ble BIB official. 

Tho press here carries an it• from the London 

FUWICU.L NEWS of today which predicts that the third 

o.rtiole by Brand to appear in the London Tllo\ES tomo:rrow 

will strongly recommend that tho gold price b e reduced. 

BULLITT. 

U : Ln 

1 ,. 
- .L 
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Secretary of State, 

~·Ia s hing t on . 

390, June 17, 6 p . m, 

OR;.Y 

London 

Datod June 171 1937 

Rec ' d 2 : 40 p . m, 

"'0 k TR"'ASURY FROM DUTT:!::RWORTH , 

3ri t 1sh Treasury e;;pressed appt•ec1at ion for the 

inro~mat~on contained in your 216 of June 16, S p . m. 

c'lith rcl'eronce to the last sc:.tence of your 243, 

June g, 4 p. m. , I mi ght mention l have an appoin~!cnt 

1·1ith oritish 'rreaoury tomorrow noor . In this con::oct1o1: 

~xcha:Jac ':'elegraph ticker r eport moy be or i nteres t : 

"The l!etherlands Bank i n agreement with the Mi ni s ter of 

?inancc has decided to grant unilateral exemption from 

the e~bargo on tho export of gold, This measure does not 

effect the monetary policy in any way but will give pri­

'la t e holders of gold an opportunity to sel l \On the London 

market \1hich would t end t o el iminate tho exist i ng dis­

count relative to the Ams t er dam &old price . " 

The Chancellor or the F.xchequer was asked in the 

House of Commons this afternoon whether he was aware that 

Sweden during the war r efused to accept gold for payment 

of goods on the ground that Sweden was not sure that 

other 

172 I 
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L"!S 2-llo . 390, June 17, 6 p . m., from London. 

other countries after the •.1ar would accept gold in payment 

ror ror ei cn goods purchased by Sweden; if he would endeavor 

to obtain gui dance whether the United States Government 

would accept l arge volumes or gold or dollar exchange ob­

tained from gol d from Great Britain in payment for goods 

and services should Brit ain in time of war be able to offer 

only ;;old as the :neans or payment . Sir John Simon re­

plied "nccordinr, to my information it is not the case that 

Sl1f'CO:l rt ·rin,~ the 11ar r efused to ar.cept sold in paJr.Jent 

fo::- her ~oods . Swedish currency 17~s allowed to rise above 

its "l!Or ut.·l v:.: ue . I am not disponed to <t ccept t ho view 

that gold ap-,.Jars likely to lose its i m:)or tance as a 

medium o." interne tic-!lal exchange . .en any case I shoul d 

not con31der the action ~uggested in the last part of the 

question appropriate" . 

Asked whether in order to increase confidence i n t ho 

sterli ng exchange position t he Chancellor would give a 

rough estima t e of the total or Sr1tish short term obli ga ­

tiono to overseas creditors and tho amount in the hands 

of responsibl e British authoritie s of gold avai lable as 

a r eserve against these oblications , Simon replied "I am 

not in a position to give any formal estimate . It is 

very difficult to draw a l i ne between short ter m obliga ­

t i ons to overseas creditors such as deposit s and foreign 

holdings 
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L!·lS 3-?ro, 390, Juno 17, i3 p , m,, from London, 

holdings of British securiti es l'lhich might be realized 

and the procoedo withdrawn, putt i ng some strain on the 

oxchan&es as tho withdra11al of fore i gn deposits, but from 

auch informati on as i s available I L~ satisfied that any 

t~crease in our liabilities in t he loot six years includ­

in~ the increase in our liabilities t o other parts of 

the ;>:npire has been more than covered by the gr owth in 

our reserves" . 

::or <:i.e C'>l>dition six years a3o seo !lac!Hllan t:om­

mitt:e re ,>ort . 

1'14 

On t :c \'l'nle the new profits t.lx ar..:Jounced la~t night 

of s;~ on t x·adP. Md business prof! ts with exemptions to 

profossir·~: s , pu"!llic >ltilities and Si)Ocial area industries 

has been vtell received . In a full year the yiel d i s 

estloated at pounds 25, 000, 000 and the duration is limited 

t o t he five years of the armament borrowi ng procram. In 

t he new proposals British GoverllJIIent has met many of the 

objections raised against the ol d : by ta~ing absolute 

profits ins t ead of gross profits it clears itself of the 

charc;o of letting off the persistently prosperous whlle 

f leecing those who have brought their businesses through 

hard times to great expectations and those who have started 

ne11 businesses at a venture; i t is easily computed and 

collected . However, this has entailed dropping also any 

attempt to tax differentially those \'l hO have profited 

larc;el y out of the rearmament program . 

BUG HALl 
CSB 
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Secretary of State , 

\'lashlngton . 

eo~. June 17, 4 p . m. 

""'RO'! C'OCHRA:l. 

GRAY 

Paris 

Dated June 17, 1937 

Reo ' d 3 : 30 p . m. 

~he ~~xt of the emergency bill 51v1~ governmr~t 

ful ! fir· -~icl .lo\1ers has today boo·1 mail£> availabJ e tn 

t ho •'."f1cial r e!)ort of Chamber debate of June 15, it 

r oo.c.'r at 'ollr .. ~Js : 

"I" ""'d!'>: to rr.ainto.in the fra:t~ a t its p&rit:• "ndel 

the terr . . of t!<e nor~ tary law of Oc,;ober 1 , 1936, ond 

to avoid exchange contr ol the Gover~~ent is authorized 

durtns the ordinary session of 1937 and at t he latest up 

to July 31, 1937, to take by decrees approved by the 

Council cf Uinisters the measur es necessary for the 

rostoro. tion of public fil'i!l>lces as well as for the pro­

t ection of savings of the currency and of the public 

175 

credit without being able to proceed to forced convel'sions. 

These decrees will be submitted for ratificati on by 

:?arliament within three months of the promulgation or the 

p:•oscut law or in any ca se 

BULL ITT 

:lR : csa 
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SecrQtary of state 

Washington 

GRAY 

PARIS 

Dated June 17, ~9~7 

Recei ved 6: 45 p .m. 

809, June 17, 4 p .m. (SECTION T>VO ) 

1(6 

soon after the opening of the ~traordinary Session of 1937
11

• 

(The O.•lendr.lent proh1bit1I18 forced conversions did not appear 

ln first press r eports) . 

It is noted that s everal ref erences were made in 

the debate to the tripartite arrangement . The most 

important in thi s connection was the assurance of the 

~.Unister of Finance that the Government ""ould not take 

measures that would place the principl es of the arrange­

~ont in danger" . Much notice has been given in the press 

t o 3lum' s statement in this connection. Te~tually he said 

roforrino to the action to l oad e~patriated capital to re-

turn to France : 

"This has nothing to do with the t ripar t i te agreement. 

This arrangement i n fact concerns free dealings in and 

nogotlot1on of capital between countries and t his is a 

quootlon of French soverei gnty which no international 

agr.,cr.~ent can limi t f or tho reason that it 1s the French 

r 
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l:!O only whicl1 is sovereign as concerns the French, their 

persons, and their property wher ever in the world it has 

pleased th(ll!l to hide it" . 

1'17 

It does not appear from an examination of the official 

report that a reference was made to stabilization by the 

Gover::ment . l!o"evor 1 Pa~l Reynaud who is a member of the 

Cha:nber ~'ilia nco COI:Wi ttee revealed that the Minister of 

Finance hod stated to this body earlier in the day "that 

1t was ver:' probable that the Goverronent would stabilize" 

and in this J•eapect Reynaud waa at pains to recall to the 

Chmnber tlta t. on February 4 l ast, the Minister of Fi nance 

had defi~itely agreed that France was not ripe for such 

an operation as the pound was free and French economy \fad 

was not prepared . Reynaud warned tho Chamber that stabili­

zation would be "pure folly" in vie~t of tho present state 

of 1oorld conditions and e~pecially conditions in Prance . 

Sterling has oontinuod in fair demand throughout the 
' . . 

day \'li th control hol ding otcrl1nG rate at 110. 90 . Dollars 

were of fered from New :tori' pres=obly on account of American 

strike . Bank of Fneland took part of gold offered at 

London. Price was such that BaJtk of Belsium was not 

called upon t o toke gold. International shares lower; 

!"rench shares i rregular. Feature of Poria morl<et has 

been jump in French r entes from 2 . 25 to 3 . 40 francs . 

Investors 
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Inves tors believe Government will under proposed full 

financ ial powers forc e French banko , insurance companies 

ond certain other business concerns to invest port of 

their reserves in rentes and other Government securities . 

Hence the rise. Bank of France statement as of June 10, 

showed no si&eificant changes . Coverase 55. 64 versus 

55. 56. Bonki ng circles rear Government may devise scheme 

for forcinG those having foreign currency d~posits in 

banks in France to convert them into francs . 

END OF : ;:gSSAGE . 

BULL ITT 

!n>L :EMB 

na 
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STAT:ln:li'!' OP S::x:ll':TN\Y UOAGE!rnL\11 

BEPCAS 'I'll.!: JOI!a' CCIWITT~ ON TAX EV.\S ICN .Um AVOW.llCE 

TRURSn\Y, JUNE 17, 1937. 

'alo pr oblem or cloning lccphcles in tax l.nvs ia continuing 

and evor-preaont . It io nevor settled by or~ particular logio­

lntion. Tax ndminiotrnticn tc~ requires e. succeasicn of lowe tc 

prevent the uae c! ingenious dcvieoa which distort the original 

purpcso cf the act ~.,d ~>hich crc.:>to uhat to ~he avornge lllllll aooms 

uneth1Ml and unflo.rra.nted e.voidMco of taxes , 

This i s net the roault of activities en the part of any par­

ticular group cf persona. llcr is 1t the result of ccneortod t>eticn 

en the port cf taxpayers as o \7hole . It is enused by pressures 

nhich cooe frrm doop-soatod llttitudes in corto.in quorto··~ tc .;-:ud tn.'C­

e.ticn. These o tt itudos and these pressures must be rcalistico.lly 

considered as part of tho problCl:l of ta.'C edm1u1strntic:l . I flill 

doacr ibe them briefly bocouso they furnioh tho background agoinst 

l1hich tox odMinistrnticn must oporn tc . 

In the first place, ae hn·ro dovelcped in t!!is cou:1tr;r a 

grcup cf 1ngunioua la-..ycrs Al'ld ncccunta.nts oho :nako t heir living 

by shclTing to pe<.plc ohc con afford t o copl ey them "~s b;r nhich 

t hey mt1:f pa.y the l onst possible taxes. This ~ bo a l e(;itiMte 

budnese. N•wortholesa, by virtue cf its highly cecpeti tive 

chern~ter , it bri~ abcut ~~e fcllc~ing situeticn. ~e or dinary 

nee opted standard by .,hich !l!llllif \1eo.l th;; taxpa.;rors judge tho 

officienc;r tf tho tnx nttcrnoy is t he amo.Wlt ~'lat he con save 1n 

tnxos. The oost i!l(;enicus attcrne;; , therefor e , beccoos the ccat 

H9 
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auccoasful ond t ho mcot acuuht nftor . He fools that his aol e 

duty is t'~ord his client . If ho ia hcnost , ho vill not eondcne 

perjury but he feels littl e mcrol cr sceinl rooponoibility t c the 

Gtvornrnent . Thor cfcr o , i f ho can invent n no~ ·~~coo for eirCWD-

venting t.~o intent cf tu lc.~s , uhich vill be uphold by the ecurts, 

he 1a vell ·~1th1n tho ot hica ~f his profossicn, r ecnrdloos cf tho 

wlfortunc.t o offoct t hnt such n schoce 11ill hove upcn tho general 

application cf such lc.~a . Yo hnve nc7 a bnr cf r esio t erod at tor -

neya and t ox ncccuntanta nW!lbering appr cx!.natol;• 45,000. ~inat 

t hoc oro pitted ocme 2800 field a.::ont o nctivol.v enan,;cd in tnx 

invoatigaticns fer tho Gc'•ornoe:tt . Tho ccntost is , of course , 

unequal. 'l'he toes cf the t:u la71er exceed b;r thousands of per 

cent the ~ of h is cppo:tent employed by the Gcver ncont. In thi s 

tlal\l\er tho nest rescureeful brain• cf the l ojlt\1 \10rld. are CD&Ogod 

actively in tr:~ing to nvGid t <L"<Os fer their cliento, ADong those 

are non oho received their oorl;r t r nininB fr cm t ho Ocverncent , 

and "he use the okill the; acqui r ed in thnt service against t he 

younger con gho toke their plac eo . 'l'ho Ocverncont then becomea 

a training aehcol for oan:r of ita opponents. 

I no net a ttacHna 8l'.:/ blaco to anyone in particular for 

thia situation. I no only pointing out ~-at i t oxiats c.nd that it. 

is one of tho r easons requiring ccntinunl r evision cf tho tnx ln~s. 

l ~0 -0 
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A aecond fo.c tor <rhich crentea the problcn nhich ncu t:onfronta 

uo ln tho fnct thnt tax av~idnnco , na cppraod t o t nx evns i cn , ia 

conaidnrod by oanY n lcgitiaat o Olld honor able ain. 'lrnor o pr ivat e 

obligations are ccncerned, the anno people <rho ncv hir e i ngenious 

at\crno:rs to cut dc911 their t=es vould acorn t o use t.J:te sane 

aubtlo devices in avoiding payr.onts to their cre~~tcrs . Bore 

~in 1 OJ:l sinpl7 calling attention tc an existing a t titude. 'l.be 

ethica of tnx avo i dance have gro= up out of n vo.riet:r cf circur.>­

stnnceo and the prcbl ec is not solvod b:r blo..,ing o.n;rono. It 1a 

only inpcrtant tc rec~gni ze these ethics na nn existing fact 

becnune they a r e a very ioportnnt olo~ont i n tho pr~blen <rhieh 

faeoa the Treasury. 

1 hope t.ltnt in the tuture M atocspherO 00:1' be created in 

vhich non vill hesitate tc uao i~nicus dovicea tc avoid t.~o Pft$­

oont cf taxes . Jle..-ert.>teless, that happens to be t!lo present atti­

tude of scno persons to"ard pn:rncnt tc the Ccvernoent . 

A third fnctor in tho situntitn ia tho dlfficul t:r cf distin-

guishing, n t least before n cnao is tried, be~"ocn t ax nvcidance 

11:-.ieh is supposed to be proper, nnd ~nx evaaicn 17!\ich iB auppoaed 

to be ~~crnl . 1 <ri ll net attoopt tc dofino these t orn&· So 

hazy 1a tho Uno bet-oocn tax e,·nuion and tax nvcidanee t hat 1 t 

1a nl'17011• pcssibl n tc closaif"/ on11 ccnplicntod scheoe as tax 

avc1d.:>ncc , so loll6 as t!lor.> is nc abac lu.to corte~ty that 1 t vill 

bo ndJu.do;od invnl1d at thO end cf long litigatic:t. 
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1'r.ese ,. t titu~ua he.ve cra11 t ed · •111' t rui 'lilt be r.P llc~ the aportiup; 

t !toor;• <>! t~J< r.rlJUinhtrntion. S~ lo~~ PI t hese r tU k (lcs m:1st, 

t he llroeees of ~x le;;ifllptior. trlll be sonc-:ill't p a follO!Ca: ,\ l~.­

.-~111 ' Je w .seod: i~~e!'\10\\0 (\evices for c i rc•tc.vortt:::; its e:o ., icntion 

to i~<'ivi~Ullh rill o• tri<:•' Q11 t , T:!is - 111 t p::a time . 'Pi r.nll:· , 

... :,.en B\'!'ficift':'lt of t: t0!1e clevietts ~\Cva Oeeo.':l.e C\'r·:-ent so tbr t , 7cat 

loss ! · • ovorn.::er. t,,l reve~ue be ;ins to r p ~:>:- , le~nlrtior. ,~111 )\eve 

to bo <o refte~ G!'ec11'icr' \y r'iroeted p.t tlle ue' trx- nvoicl\nec i :wen­

tio~a. "'hic:l · · vc J\]'Merrft<i Sl:lCe t~1e 1p.!;t. ltur. 

TcoPy bec,c.sc o~ tlca vP.riety of devices to I'VoiC: tp,yoa , the 

a1 t\IC tio,, CPlls for remcdinl l •gi•l •• t1o>·. . Th.• .t this is e rocurri:~; 

el.tuethr. io illnetrnterl by t ;\e t o.x history or t ile lret re- yer rs . 

Prior t o 19~'-. t~c u~ovis1ona n~st1d tt1~~ dc~~ct ions !or loGaes r e­

oultJ.>.c from stock anle~ hP..<' bHCOMO one of tl>c lt•r ecst loonholes 1•> 

O\tr' tr~ e.C.'ilin ist rr tion . l "\ -:enio·~s 'l~e of t~ean. df'!ch l.Ctiel. 'l')rovialons 

pcroiltc~ 1:.~1vic!u..ls to cstabHslt losses by c::c'v ·t ~b~ stocks ~ith 

CPc:: ot:-.e!" ~J'd cal li~~; tl:e trr•.:s~cti.on n acle .. '{r:mover , it t''I" S t he 

kine of" sAl e t:hie:, ·. n .J.; , or Mvo tel~e:' pJrce.hnt' i t :-:.o i bee~ for 

t :>f. ~caire to nvo i~ tnxco. T.>Pt loolll·.olc "TS pl" <.~C<! 1-o l~:Y. . Si'lce 

t ill'.t clot c !leT" devices nf r v !t.l -ret:' tor co:r."1le;;:1 t y R:1t' 1:1 !e"rr' i ty 111\vc beon 

,-ovolopecl . i MitP.ted r-:td r.opiec! 1::1til t:-e:1 or £: :n··· 1, very ~!:crel 
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uoe . J.a is llllllll i n ll'tC:o ceses it t(-lceo ti:!Kl l)ef'oro sufficient 

intercet iG crP.ated t o rl<>mAnd rofon~ . r or c::eJ,ple , i n 1935 -

t <ro ycnrc nco - under rcy i notruct ione , llr. Robert B. J ac.'<:son 

cr·llctl to tlle a t tenti on of t he Cow•itt eo on P'inc.nce DW1J' o! t he 

methode of' t ax evesicn r:hic•• •r e now tho subjnct of t his inquiey, 

T:te nao of tilooe devices t:ns then n leas serious obst ruction t o 

the colleetio:> of rev~ue and nolhin,s was dono ebo••t tlun. !le­

aor t to U:ea hns Ma i ncr ease<! t o such an extent tltat sene refono 

it illTOeretive . 

Of course the ntt itudes wilich c~eate t ilio continuou• tc.ek of . 

eirounvcntin.; ne" te.x avoidance devices cr.nnot bn legislnt cd nney. 

The ior.1ediet 0 objective in the :>r esen t ""'er sency is practical t ax 

le61tlAt~o:t , lleverthel ess, I Ml hopef\\l that the cnntinued publicity 

which hnnri:t.;s of t his sor t r;!. ve 1ri th r oapect to the enme of t ax 

avoic!a_~co :nay llelp to cr e11te lll1 e.t:>oap.'>ore i:l 'lo'hich men t>ill hesitate 

to uao tbeoe artificiP.l dev ices to rvoi~ tho ~~ent of tc~a 

JWit na today tlley hes1 tate to uao r\Ch devices to esc6J>e the 

~;rn>ent of pr i vate debt s . T:1c ,o;rcet bo:!y of citizens already 

diaploy t;,o sace a ttitude to:>nrd their obl16'.tions t o t he Gover:voent 

that t:1cy displ ay to!rard t hei r pTivut e oblisnt ionn. A!1 exa:lli:tP.ti on of 

their ret urns yettr cfter year dincloooe :>n ettempto t o :push t he lat­

ter of the ln11 t o its lirni t , end no uoe of corp<>rato :forms or ot her 

elaborate trubter!'u.gea f or the sole )YJrpoae o! nvo1d1ne; t;leir nonl8l 
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t>ia (ev1co "1e ceescs to be r a in 1:: LuHvi(\v: \ f'n(! ".>f!crues f> "='hole 

!llr.O!'l>Orl'.t~ ;,ls :::r:oe'>olf :.Hcl"e."l · a r rootr>l""-"lt e.">cl ~ecl-.u:ted t.'ao 
e:-xnrr c: enc! loo; .. ee :f:-o;r. it!s t.i"XI"blc 1nooe~ b~terJac ?tc !u>-d so fe"J cuat ocer e. 
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185 Praetieally all of the devices which we wil l cit e lat er would look 

absurd lf applied to person• of small incomes whoee activities were neceasar­
Uy more restr ict ed. 1hey a ro imporhnt as tax-doclglng devices only for the 
vor,y rich. Not only do t hey l ook nbaurd when appli~d t o the smell taxpayer 
but they are alec too expena1ve to be useful unless large a\lllls aro i nvolved,. 

The analogies which nrc used to support theee devices aro found in 
the corPorete stl\lcturc by wh ich business in thie countey is conducted. 
7ho distinguishing fenture , however, botwoon the corPOration used for a 
business pUrPOso and the corPoration used for a ttu avoidance pUrPOse iG the 
fact that in the latter case ""re it not for the t&x la178 no such COrPOrations 
would have been fonnod. 

The use of the corporate device in order to oplit a single Qan into a 
nuober of po raor41itiee is often extrao~inarily intricat e. However , of l ate 
ecce tax attorneys have felt that it wae not necessary to co to eo much trouble. 
They have in effect split individual a up into different persons without bother­
il'\1; to incorporate . A rich man runs a racing stable aa a hobby , He ee.lls him-
•elf a horse-breeder end in this character loees money ver,y heavily indeed. 
l!e never makes a fiMDCial succeea as a horae-breeder becauae. rnoing demands 
too atUch luxuey on -hie fann. Tbio raisee hie expenses . He then chargee oft 
the loss on his racing stable asninst his income. 

tlo s=ll taxpayer l<OUld think of calline; himself a golf instructor and 
then chAr;:e the expcnac of his colf game aeainst his incoce becaWie he got 
no pupils , Howover, wo find an individual who in one cnpacity charter& a 
Pleasure yacht to himaolf at a loss nnd deducts 1t froo~ hie income because 
thouch as n busillAlss man be is successful , na n profoaaional yachtecan he ie 
a beavy loaor . These inst ances are not yet as frequent u the uso o! the 
Ca:>plicated corporate pornonality which is har der to see through. Neverthe­
less, UDleaa lec isla.tive action ia soon taken such pl easant methods of t~ 
ing vacat ions and getting rid of taxoa at the ~ timo will be imitated 

Regraded Uclassified



- 8 -

and constitute a oerious threat t o the revenue. 

Most of theoo people have talked thomoolvoe into believ1Q6 that the 

methods which tho1 ueo are socially legit~te. They profess complete 

persooal irresponsibllity, contend!~ thAt 1f their methods are 111'0ng i t 

h the duty of the to.x e.dl:linist ration to ferret them out and to conduct 

long and expensive 11tlgnt1on in order to detormine their validity. The 

individual boliovea that he i s morolly entitl ed to take the sporting 

186 

cho.nco and thet ho hoe nothing to looo and evecything to gain by taking it . 

·1he device of the multiple pcrsooalit y of t he s ingle taxpayer is of 

course not the only loophele which require• i.alr.ediate attention. The Unde r 

Secrotacy of the Treaeucy, Wr. Hoscoll Uogill , who will follow me, will 

undertake to olaaoi!y tho principal ones tor you in detail. 

I wlll only Bllll>:lllrize the principal ocllomoe which are beine deviaod, 

copied and imitated today . They ma.y be divided rouchl:; i"to three claeeee. 

First, thoro 1e the device which I bavo Just described of making the 

taxpayer a multiple personality "hose charnetore deal with eneh other. 

Second, there 1o a variation on that device by which the taxpayer deals 

with his family at a~s-length and crentee tnxable losses out of tho per­

fonnance of peroonal oblit;:ntions Tlhicb bo owoe to t hem. lie t akes his wife 

into partnership with him. !Ia spUta hia income between himself and hia 

children instoad of oaintnini~ t heo. 

The third dev ice 1s one -.here the individual doing busineaa in thie 

country cakes it appear by a series of corporate personal ities vblch he 

controls that he is notually doing buaines• abroad in some country where 

he cannot be tnxod. In other worde , tranofers of t itle which m1£ht roault 

in taxable income oro made to nppcnr to havo occurred out side of the 

United States. 
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wo do not knoiY how extenaively thie latter device 1a bcin& used. We 

do know that within the last two :rears, 585 fore!«n corporntions have been 

fonnod ~~icn probably represent business interests in America. Wo do not 

know hov: ~:~e.ny have been used for t rue o.voidance purposes , but we do kno" 

that somo have boon so used.. llo believe, however, that the. use of this de­

vice is sprending. It is most important that ita growth bo stopped before 

vested interests arise which cake it a still oore difficult problem to 

deal with in tho futuro. 

For these reasons I believe that the use of t he multiple personality 

by the t~~.Xpayer has now reached the otage where Conaress should cons ider 

correc tive legislation. The process of f ighting in t he courts nll the 

different schemea which may be woven o.round this concept ia too alow for 

efficient tax administration. We intend to give exampl es of a l a rge number 

of cases, not nll of which would be upheld b7 the courts but cany ot ..tlich 

nro sufficiently plausible so that thoy can delay and hinaer tax collect ion. 

It is the history of tax litigation that it takes years t o finally outlaw a 

tax avoidance device, once it gets a foot hol d amoll6 tax nttorneya. In the 

meanwhile , the Government revenue i s impaired in two ways; first , by the 

actuo.l looa of revenue 1n specific cases; and second, by tho expenditure 

of the time and energy of the tar-enforcin;; O&encios in litigation. 
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It is true that m&nlf of the device• which we have l"<!ferred to are 

being limited and reatricted by the courta. Nevertheless, the s i tuation 

ia sufficiently coc.fuecd ao that a groat 4aAl of litigation i a required 

because each eaae deale with only tho particular facts involved and dh-

Unctions in intricate aituutions can o.l"a,ya bo made. 

And what effect has the increasing uee of these devices on revonuoa? 

That , of course , cannot be exactly determined. Nevertheless , it ia a 

substantial factor w!Uch ia =lative in effect , jWlt as the intluonco of 

a continued courao of sharp practices in bankruptcy cases tends t o roduco 

the total dividonde to creditor s . The noareot enttoate r.hich r.e can make 

of the l oss in revenues caused by auch p ro.ctioos in the tax fiold hoe 

been a rrived at in tho following way: 

As you know, each llovember the Treasury Departoent is required to 

c.oke e.n esttoate ot the revewe of the Federal Goveranent for the balance 

ot the curr ant fbcal :rear ending on t he following June 30th. I noed 

hardly sa,y that the p roblem of eat l.m3.t1Jl6 the revewe ia an exceed1Jl6ly 

complicated one; and that some margin of error in the anwnl ostimatoe, 
' 

resting as t hey do upon forecasts of buoinoee conditione, p ricea , and a 

host of other factors, is inevitable. I take groat eatisfaction in tho 
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nccuracy of the revenue for.casts oado since 1 naaumed the reaponoibilitioa 

of the office of Secretary of the Treasury. The first estlmate of 

!ocoee tax receipt& IMde under oy supervioion we.o for the fiscal year 

1935. Actual receipts for that year proved t o be 4. 6 per cent greater 

than oy est imate . In the followi ng fiecal year, 1936, actual r eceipta 

were only 1 . 5 per cont under my eetlmate for that year. For t he fiscal 

yen.r 1937, t he Tr oaaury Depnrtment employed the ~e t:lethods 1\nd tho 

aaae per sonnel 1n making the r evenue eet1oatea aa had been employed in 

the two preceding years . llben, therefore , tho l!&.rch 15 inca:~e tax col­

lections indicate~ that total i ncome t ax receipts for t he f i scal year 

1937 might be as much aa 10. 4 per cent below the estimate made lnoi 

November , 1 become concerned. 1 realized fully , as 1 a~ sure you do , 

that all the care in the world could not alwa)'a p revent a subetantial 

error frc:m entorill(; i nto our revenue estimtlt ee , for, as I hove alreaey 

said, these estimntea depend upon forecaata of the future; a nd the 

capncity i a not given to mere human beinga to fore tell t he future with 

nccuracy. 1 wes av:nro also t hat my p rcdocesao r a in the Treasury De­

partment bed ovor-cntlmat ed the Government ' • income t ax receipts in 

the three yearn 1931 , 1932, and 1933, by 15.1 per cent, 7.3 per cant and 

13.3 per cent, respectively. 
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llovortholcss , I decided to invosti,;o.te tho dot:.ila , so 

far as poss ible , of .cur Unrch , 1937, inccoo tax collecticns. 

This invosticati on disclcsed the folloning vory sir,nificnnt 

fact : Collccticnu i n cortain arona 7hore thoro ia a con­

sidor ablo concentraticn cf "onlth !!!!d ince>ce hAd net incr el!.sod 

b'{ ..s lnrge a percentage as ha<\ tho t cbl i nccno tru: r ocoipta 

tor t he ccuntr-r oa a uhc lc. In connection 111th t.'>ia f ac t it is 

particularl :r inportant tc ncte thAt dividenc!a r epr esent a 

larger percentage of the net inccno of pooplo >1i th lares incocos 

than they do for poe>plo 111 th scall inccnos . ':Ia kno':7 t.'>at dividend 

diabursonents · b:r corporations during tho cnlendar year 1936 hod 

increased DOteriall:r cvor these of tho procodin& calendar 7ear. 

It secnod rooson.nble to suppose , thorofcre, thAt pnrt a t 

least cf the discrop:>ne;r betuoen our <'ri(linal ostir.>at o of incono 

to.x r eceipts and tho r ecei pts tr.nt ni,-~>t be eati cnted on tho basis 

ot our actual ccllocticna in ll.vch , 1937, night bo due tc a \71der 

uao of various nothcds cf tax evaaion nnd t ax avcidonco . And 

':7hon Mr. MaGill undertook a field investigation of this possibili ty 

at llY r equest , he found ouch to support t his conclusitn. 

130 
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Wr . Wagill ~ill describe to ycu in aone detail the ehoroctor of 

hia inveat icatioa. Necossori~, it vas a quick survey, and the 

further audit of ~~e 1936 ret urna ~ill undeubte~ disclose oddi­

ticnol data to enable us t o deteraine vi t h greater accuracy the 

nethodo of ovoide-~e enplo~ed by aene t~ers. I n this connection, 

it tiUst be berne in nind that the Bureau of Internal ReveDUe facea 

treneDdous ph;.rsicnl problens in the oudit of the r eturns and 1n 

ita effort to prevent tax evasion and avoidance . There were 

about 6 oillicn returns filed for the taxable year 1936, and i t 

haa been cur exper ience in the paat that o~ about 500 ,000 can 

be audited fli th the force of obcu t 3, 000 oon that ue ha·te avail­

able. 

I bel ieve that i t ~ be appropriate to ·~ a fe~ war da 

rocording the Bureau• a prccreaa in the lost fOfl years 1n connec-­

tion ~ith the oak i~ of theae detailod sudits . Prior to 1935, 

tho field inveati~tiona of returns vore not cocnenced unt il 

approxbate~ 1 year after filing and vo.re not conpletod until Abeut 

2 years after filing. At preaont , field inv~stigaticns are be~ 

3t oont hs aftor f iling and aro conpleted 1~ I:IC,;ths after filin& -

an advance i n the condvct of the York of fiel d invest~tiona of 

approxioate~ 9 ocntha . 

The collection ef additienal taxoe , a substantial portion of 

which represents recovoriea in instances vhon tax aveidenco or evasion 

haa been atte~:~pted, has constantly boon increasing. ()lr r eveDUe agents' 
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rocoonondD.ticna for tho assosanont cf nddi ticnal t nxoa iucroneod frcn 

$203 nillicn in 1934 to $355 nillicn in 1936. Expor lonco has ahc~ 

that, thrcueh liti'!Eiticn or a.;roaneut \71th the ta:.tpO¥cr , abeut 70 

per cent of these r oeon::endod a<'ldl. ticnal taxes are ultl.nnto~· eolloctod 

b:l the :rensur:~. J'Qr t.he first t on ccntlls of t.ho proso:>t fiscal ;·oar, 

BGrcenents \71th ta.~rera for the eclloetion of additional taxoa 

Mounting to about $130 nillion, have boon aoeurocl., and Cconhaionor 

Holvorlng has interned oo that ho is confident t hat the Bureau >rill 

collect by ocreononta core taxes durin.:; thia fiscal ;ear t.'u>n it 

ha~ ever cclloctod in t hat ~or at ~ tiao in its histcr;. 

Undeubtodl:/, prevention of tax av~i~~ce and evasion vruld be 

aided by w1 aXMinl>ticn ~f n grantor volWla of returns . I t.hink that 

fully 750 ,000 roturna , rathe r thnn U1o proaont 500,000, douorvo :~early 

audit . Ho.,ever , in ccnsi~.or"tion cf tho or.lll.ll perscnnel of the 

Departoont conpnrod uith tho ver' lnrp,o ~~bor of ncccu.qtn.~t• nnd 

nttcrnc:ta vho oro ecnstn.~tly on;;t.>.."•od in t.'le propN"nt icn cf return• and 

in tho defense of U1e ta.·<po;;crs' ccntont1cna, tho reccrd cf tho BuretiU 

1a ;;ccd. !11th our lioitcd frrco , r~o nuat cclloct the naxlD\lll of 

r ovonuc, and »o MUat do ac in <Noh o. uey thnt 110 ore net yenrs behind 

in cur "ork. 

These tax o.voidwlce devices tc uh1ch I have alluded have o.tfeeted 

revenues cf t.he Cov~rnnent in t.'le follcv1n,~ tta:~• : 

(l) Tho:~ cronte t he belief t.'lat rich non uith expensive ettcrnoyo 

do not havo t c pny toxoa. There is Just oncu~ truth in this t c have 

for r eachinil ccnaoquenceo on tho noralo of hundreds cf thcusande of 
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taxp811'ors. No cno can pcssibly cnlculato how nan;r pott:r evnsicno 

which can never bo dotectod =~ng 6 nillion returns are due tc the 

belief thAt clevorneaa rnt~or than !nirneaa ia a pr~per critoricn of 

the taxp81/'er. Thus , tax ethics ~:enerall;r to~·. are tr~ore busineae 

ethics and trade practices were in the ninetieo. 

193 

(2) In the hi,"ll!ly cccpetitive .eituati~n \7hich exish MOJI« oxpert 

tax attorneys, plauaiblo devicos spread rnpidl;r nnd tax ovnsion nnd 

avoidance increase tri thout anyone realizing the extent ct the topair­

nent of tax adl:liniatrnticn until the ond of tho taxable year • . Even than 

an exact eatic4te or the effect of tax avoidance is i~pcssible , 

(3) Vestod interests crow up in tax avoidance devicoe in the course 

of title sc that it bocc~es very difficult to ch~l?,e then after thoy 

receive a seci-rcapeetable stnnding. Thia !actor !!lakes quick action 

advisable to decapitate new sch83es befcre they achieve the force and 

respectability of lAw. 

(4) After tax avoidance devices have beccce an accepted part of 

tax law, any attecpt tc change thee is heralded as a persecution of tho 

rich. Toda;r, fer oxacpl c , '170 are net by tho charr,e r.>ape in B(ll:le Q.Wlr~ers 

that this attecpt on the part of tr.o Treoaur;r, !creed on ua by a ~adunl 

accunulaticn ot tax avoidance devices ai.nco tho passage of ~~o Revenue 

Act cf 1934, h an attack on "oalth. Actuallj, 8JIYODe vhc t:Ivea the 

ca.tter unbiased conaidoration "ill rMlize that 1t ie for tho benefit 

or the r ich to plu;. locpholes in tax la\78 , since this raises aoro ' 

revenues "ithout raisinG rates. The provalonce of the dovicos 
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110 are seine to doaoribe has cast a suspicion on aaey r ich con 

vho do not deaorvo auch suspicion. Ther e ia certa~ no pcsa1-

ble advantnce to the ecnseientious nan of largf inccne to allow 

fantastic schenea of tax avoidance to cont inue. 

(5) And finally there is the vory important question of tho 

r evenue. Those tu devices \lhich dof'eat t he intent of Congreaa 

cost the Government hut;e SW!IS which Congress never actual]Jr in­

tended to givo away. Woroover , th~ create continual and exponaive 

litig&tion. No ccllectine &&cncy can operate effectively 1£ it ia 

hncpered at every turn by law- suits. 

FOr these r oaaona, I eonsidor od it icperat ive to call theso 

cotter s to the a ttention of Ccngre~s a t this tiDe . 

--die--

Regraded Uclassified


	00791
	00792
	00793
	00794
	00795
	00796
	00797
	00798
	00799
	00800
	00801
	00802
	00803
	00804
	00805
	00806
	00807
	00808
	00809
	00810
	00811
	00812
	00813
	00814
	00815
	00816
	00817
	00818
	00819
	00820
	00821
	00822
	00823
	00824
	00825
	00826
	00827
	00828
	00829
	00830
	00831
	00832
	00833
	00834
	00835
	00836
	00837
	00838
	00839
	00840
	00841
	00842
	00843
	00844
	00845
	00846
	00847
	00848
	00849
	00850
	00851
	00852
	00853
	00854
	00855
	00856
	00857
	00858
	00859
	00860
	00861
	00862
	00863
	00864
	00865
	00866
	00867
	00868
	00869
	00870
	00871
	00872
	00873
	00874
	00875
	00876
	00877
	00878
	00879
	00880
	00881
	00882
	00883
	00884
	00885
	00886
	00887
	00888
	00889
	00890
	00891
	00892
	00893
	00894
	00895
	00896
	00897
	00898
	00899
	00900
	00901
	00902
	00903
	00904
	00905
	00906
	00907
	00908
	00909
	00910
	00911
	00912
	00913
	00914
	00915
	00916
	00917
	00918
	00919
	00920
	00921
	00922
	00923
	00924
	00925
	00926
	00927
	00928
	00929
	00930
	00931
	00932
	00933
	00934
	00935
	00936
	00937
	00938
	00939
	00940
	00941
	00942
	00943
	00944
	00945
	00946
	00947
	00948
	00949
	00950
	00951
	00952
	00953
	00954
	00955
	00956
	00957
	00958
	00959
	00960
	00961
	00962
	00963
	00964
	00965
	00966
	00967
	00968
	00969
	00970
	00971
	00972
	00973
	00974
	00975
	00976
	00977
	00978
	00979
	00980
	00981
	00982
	00983
	00984
	00985
	00986
	00987
	00988
	00989
	00990
	00991
	00992



