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Jul,y 15, 1~~7 

I called Butterworth on the telephone; told him it 
he d1d not understand the cable of laat night and wanted 
t o see the letter from Switzerland, he could call up Ooobran 
on t he telephone and tell h1m to read 1t to h1m and I wished 
h1m to tell the Engl1eh and t old Occbran t o t ell the French 
that I wanted an answer on ~ desk 1t possible not later 
than Llonday morning. 

.. 

. 1 
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JR 

Secretary of State, 

Washington, 

985. July 15, 6 p .m. 

SECTION ONE , 

PROIJ CO.CHRAN, 

GRAY 

Paris 

Dated July 15, 1937 

Rec 1d 9 : 25 p .m. 

. 2~ 
, 

This afternoon I delivered to Rueff the draft 

communication set forth i n the Department's 339, July 14, 

9 p ,m,, and also the introduction contained in the 

Department 's 340, July 14, ll p .m. I l et Rueff have a 

copy of the letter of June 17 from the Swiss monetary 

authorities and gave h1m orally other pertinent background 

information, Rueff said t ha t he would bring this matter 

t o t he attention of the Minister of Finance as soon as 

t he latter ret~rned from a Cabinet meeting and that he 

would discuss it also with t he Bank of FrancP , Rueff 

promised to have an answer for me on Saturday . 

French control this morning offered 127, 97 for 

ste rl i ng but got very little at that figure since the 

market of fered a higher price and turned to such an extent 

that the contr ol later yielded aterling at 128 , 06 , French 

rentea were down from 1 , 30 to 2, 75 francs , Bank of Prance 

atat eme.nt as of July 8 showed no change 1n gold holdings 

or 
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J R #985 0 .r.uy ~ iS p.m.. rrc:a Parla . 

or 1n advan.ce:r m !tlbe ..:t;a1:e. 'Depoa1.ba wore down 

1
0
458

0
000 ~- ~e 48. 2~ versus 47. 53. Japwneae 

continued to se~ do]]•TW. Exchange traders or two loading 

Parh Al:ie!."l.cs::! l:a::!b ~ned tbe op1n1on that 1t t s 

th1s Japaz:ese ,.,..,.,~ ~ llo1lara ratber than return or 

French c:1p!.tal ~ lEw York. 

SMS :El::B 

. 3 

Regraded Uclassified



P.ARTU.L PAIUPIIR.t.SJ:, BIO'fiO. 'fWO OJ' •o. 985 of 
July 115, 193'7, troa pari a. 

to Paria ar LondOD that io aoet i~~por'-nUy reapOD-

4 

eible tor the weableae 111 tile dollar. One ot th• remarkecl 

that eoae apeoulation had perh&pa U.eloped ae tar 1netanoe 

on the part ot a lea41ng J'reaoh bank with ottioea in LOndOD 

and •• York whioh was selling dollara but that the 1ntu­

vent1on today ot the British oontrol to buy dollaro ha4 

probably oheokecl th1e. The general ataoepbere on the Paris 

III&Z'ket 1e not good c onsidering the 41eaaneiOD that waa re­

Yeale4 in the Socialist ranks at Kareeille with respect to 

supporting the Obau.haps Gorer1111ent, the lateat speech of 

Jcmbaux against capital, continuing etrikea in tba hotel and 

restaurant inc!uatry, and the IIIU'ket l'Wior that BOIUISt llipt 

ree1gn if he oaud not &hartly ... ke aore progreaa toward 

illproYing the French :tinanoial a1 tuati on. 

Th1a a:tternocc while I tal.ked w1 th Rueff he adla1 Ue4 

that the ... rket was not good, but he said the GoYern~~ot 

would no:t 1ntt~rYene toward i~~pro'fing t he et tuation until 

Bonnet had taken action which i e cont.-plated for the 

near fUture toward illproYiDg the situation of the Treawry. 

My contaot ezplatned that oo tar the deoreee had been 

toward balanotng tile ar41nary budget. Re4uoing the eztra­

orcliJiary ezpenditurea wou14 be the ned etep abcwe eDYhapcl. 

~ef:t thinka that after thia ia ctooe the market will be aore 

reapeoUYe 
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re1peo1i1Ye 1iwu4 •hp• CYhace4 far illtenenUoa thceill 

by the GoYe~t 1f thh •:r proTe 1180"-.r:r to •tut 

a p1oll::lap in the •eouri Ue• of the GoY•ra.et. 

IHD or liiSSA(m, 

BOLLI!!. 

IA:Lft 
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DDH 

SEcrtt~ry of StatE 

Washine;ton 

~7~, J~ly 15, l p.m. 

F0."'1 T:ll!l.liSURY F"lOU BUT'.i'ilil'-IORTH, 

GRAY 

LONDON 

DatEd July 151 1937 

Rttc'd 9:50 a , m, 

-6 

I :w.vE ot:-t:lintd a c opy of t!l£ notE uhicb BonnEt etnt to 

Simon on Jul y G·.;!l in l'Eply to S:ll'lon 1 s notE of July lst ( t~xt; 

of \'lbic!.! ~.3 to '!>£ found in th£ lattEr half of my 421.., JunE :;o, 

11 p .1a,) . Simon ' o notE of yEstErdo.r containEd i n rnr 173, 

July l~ , .:; 1> ·'-'·. 1.s 1n rEs•1onet to BonnEt ' 3 not~ of J~tly Gt:'l, 

a tr:~nsl.a t~. on or whi::h is o.s follows: 11 ThE !linistEr ot Fin'\a.-E 

tilnnke tb£ Chc~ctllor of thE ~chEqu:r for thE tuo mtsncat~ 

~>h-i.ch hE nas good Enough to sEnd, o.nd for thE dEolnration 

lliQdE by him in thE HousE of Commons on J unE 30, 

!iE is fully prEparEd to proo£ Ed 1'11 th thE conaulto.t ion11 

11lllch S5.r John Simon s~Ests o.nd hop£8 that thE Britiah 

GovErlllilEnt nill t!lllkE knotm to llil:1 thE dotE which thEy con­

sidEr opportun£ , ( BND SEt::TI ON OllB) , 

G'!l 

ltLP 

BING!JAH 
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JR 

Secretary of State , 

Was hi!'~t,:-,. 

PLAIN 

London 

Da~ed July 151 1937 

Roc 1 d 10:05 a .m. 

474 , Jul? ~5, 1 p .m, (SECTION TWO) , 

The Chancellor of the Exchequer has noted (A D ores 

et deju ryu obser ver) that the equ~lizati~n fund intended 

to tJaintain its regnlating i nl'luer.ca on the movements of 

the franc ; it ~ill do tho o~~e in the future, this action 

will be f~cilitated by the healthy financial measures which 

the French Government has in view and which have as a 

result the practically complete re-establi shment of the 

budgetary position, this situation should thus permi 

maintenance of the greatest possible equilibrium in the 

movements of the franc, the French Government considers 

that in this way it will have done all it possibl~ could 

in order to prevent the decisions which the Government has 

been compelled to take from having an adverse effect on 

foreign exchange in international markets , 

However the Minister of Finance is not in a position to 

reply in a precise manner to the ~uestion put in the last 

sentence of the CCIIII!Un1cat1on from the Chancellor of the 

Exchequer. French monetary policy is entirely directed 

towards maintaining the greatest possible stability of the 

franc 

7 
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JR #474, July 15, 1 p .m. (S~CTION TWO) from London. 

franc but it is not possible to make R commitment in 

this matter which would impose upon that policy restrictions 

analogous to those which the French Government has just 

abolished. The l:inister or Finance cannot foresee the 

factors which will 1ntluence the exchange market in the 

future nor i n what sense these factors will make themselves 

felt and he doe s not reel justi~ied in exposing the 

French Government to the rick of finding itself one day 

in the position or having again to modify the limits imposed 

on the fluctuations of ita currency takinn particularly 

into account the needs or its economy and the international 

situati on . 

The French Government is convinced that these 

assurances will constitute a more sound and practical 

basis or cooperation tban· ·woul.d arise out or a preche 

engagement . M. Georges Bonnet proposes however as soon 

as his financ i al decrees shall have been promulgated to 

come and salute Sir John Simon in order to be able to 

diacuss with him the problems which ariae out or the 

tripartite declaration" . 

BINGHAM 

HPD 
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H.M.Jr: 

Mr. Knoke: 

H . Ill. Jr: 

It: 

H.M. Jr: 

K: 

H.M.Jr: 

K: 

H.». Jr: 

li:M.Jr: 

K: 

H.ll . Jr: 

K: 

H,M.Jr: 

K: 

H.II.Jr: 

K: 

H.K.Jr: 

1: 

- -

July 10' 1937. 9 
9:49 a ••• 

• 
Yea 

Good morning. I Juet spoke to Parle. There 
wasn't much ea1d but I thought 1t might interest 
you. They told me they had been able since 
reopening to sell a tota1 or 3 billion trance. 

Just a minute . 3 -

3 billion trance and about one hundred end 
!!!teen million dollars. 

One hundred and !!!teen m1111on. 

Yea. 

Dollars, that they had sold , 

They had sold or they had accumulated that 
many 1n the foreign exchange to that extent. 

Well, that's wonderful 1en't 1t? 

Yee , - I ' m eat1e!1ed. 

lee. 

Today there 1e nothing - eo rar nothing 
doing. 

Uh- huh. 

I thought you'd be interested 1n the following: 
That 1t wae generally believed 1n Parle, 
Car1geul said that the market - thnt all markets 
would be very quiet dur i ng the summer. 

Good. 

Yee, I thought you would like that. 

Yes. 

That wae about all he had to BaT, tba oonneot1on 
was very poor eo I thought I'd let 1t go at that. 

That ' s right. 

The 1eoond wae the point that you raised the 
other day, - the reaeon tor the 1trength or 
1ter11ng. 
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H.li. Jr: 

K: 

H.loi.Jr: 

K: 

H.ll . Jr: 

K: 

H.li.Jr: 

K: 

H.li.Jr: 

K: 

H.li. Jr: 

K: 

H.li.Jr: 

K: 

H.li . Jr: 

K: 

H.li . Jr: 

10 
-2-

Yea. 

I've asked - I've told Loohead what I have 
been able to find out here, there's been 
nothing new, nobody has furnished anything 
more satisfactory in the way ot an explanation, 
but the market haa acted more quietly, eo 
maybe those were flurri es that had no particular 
significance. 

Yee. Nothing doing today? 

Nothing doing today, eo tar. 

Well, you .people are working on this Brazilian 
thing, aren't you? 

Oh, yes. I Just turned it over- t he lawyers 
are working on it at the moment . 

.ill right. 

But tbere'e one more thing I want to mention, 
an editorial in the Sun. 

Yes . 

You asked me at the time to get in touch with 
thea. Well - so I took it upon myself to talk 
to the Sun and the following day I talked to -
at the Pres s conference here , explained to them 
that the editorial was baaed on entirely m1a­
lead1ng intoraation. 

Yea. 

It was m1eleed1ng in ita whole meaning and I 
think everybody agreed that it was. 

I see. 

But that doesn't mean that the Sun will oome out 
w1 th another editorial. 

No, but they stopped it. 

Yea, but - they haven't referred to it all since. 

Well, that'• all right. Thank you - no that ' s 
all right. That's tor instance like the ed1 tor ial 
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K: 

H.lo!.Jr: 

K: 

H.K.Jr: 

K: 

R.K. Jr: 

K: 

H.II .Jr: 

K: 

11 
-3-

in to~'• Tribune, I don't aek JOU to try to 
get that correoted, 

We11, I haven 't read it yet. The7 haven't 
mentioned it to ae. 

Well, that's Juet polit1ca1 but th1e other 
thing they are technioelly wrong. 

Yee. 

And there's quite e difference between asking 
and trying t o - all I want you to do 1e to give 
them the right information, and then the7 oando 
ae they p1eaee. 

Well, we d1ecueeed it at great length at the 
meeting and I think everybody agreed. 

We11, thank you very much. 

O.K. 

Goodbye. 

Goodbye, eir. 
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RE YUGOSLAVIAN GOLL ~lALINGS July 15, 1937 

11:35 a .m. 
Present: 

Opper: 

H.U.Jr : 

Opper: 

H. ll.Jr: 

Opper: 

Riefler: 

Opper: 

H. ll.Jr: 

Opper: 

H.M.Jr: 

Opper: 

H. ll. Jr: 

Opper: 

H.ll.Jr: 

lolr . Lochhead 
llr. ••hi te 
Ur . Riefler 
Mr . Williams 
Dr . Viner 
Mr . Opper 

The letter (to the Brazilians) is to be signed by 
you. 

Now? 

You can either sign it in advance or hand it to them, 
or have the thing sent. 

••e 1ll sign it here at three o 1 clock when they come in. 

i see. Now, I haven1 t prepared any letter in reply 
fOr them, because the whole thing is set up on the 
basis of your making an offer to them and delivering 
this lette:.• . We could prepare just an acknowledgment 
on their part of having received the letter, which •••• 

Nhich would give them something to sign. 

••• would give them something to sign. It would have 
no •••• 

That's all right. 

I ' ll give them something to sign. 

Well, who's this boy Carneira? 

Let him prepare something like that? 

Sure. 

I just signed a document to send you to England 1n 
October . 

I have it r ight here, but I ' • still not counting on 
going . 

Wily? 
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Opper: 

Viner : 

Opper: 

H.U.Jr: 

Viner: 

H. !J .Jr: 

Vi ner: 

Opper: 

H.M.Jr: 

Viner: 

B. li.Jr: 

H.il.Jr: 

' 
Lochhead: 

a . Lt .Jr: 

Lochhead: 

-2-

*ell, t hey c an't a pparently agree on a date. 

I'll go with you. 

You' ll go - oh, With me? Oh, I want t o have some 
fun over t here. 

(Laughs) That ' s strike one. 

Want t o keep an eye on you. 

1bat 1 s strike one for Cl arence . 

1 •11 show you bow to have fun over there . 

Your kind of fun and mine aren 1 t the same . 

13 

You ready to do the Slavs? hOd don't suggest any 
:!!ore countries around here . Vlho pulled that brilliant 
one la~t night - "Bow many countries are there left?" 

Opper ; be would. 1'/e ought to be doing the pr epare tory 
work on Nicaragua; you know they' re under way. 

It•s too l ate; they missed the boat . 

(Group reads proposed letter to Knoke re 
Yugoslavian inquiry a bout gold purchases, 
copy attached) 

Vid anybody ever see their diplomatic representatives 
here? 

Never came in on the Yugoslavs . 

Well, I don't want t o argue with them; it's all right 
with me. 

1'he only thing I would say is that Number Two is a 
little bit incomplete. You say "the purchase of gold 
in this country, whether for export or earmark, is 
regularly permitted only to treasuries or central 
banks of those countries that have stated their 
adherence to the tripartite declarati on." I ' d say 
their adherence to the tripartite declaration, and to 
have signified their readiness to furnish gold to ua on 
terms satisfactory to us . They could.n 1 t Just say th«r 
adhere to the declaration and then purchase gol d auto­
matically. They also •••• 
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H.M.Jr: 

Opper: 

Lochhead: 

Viner: 

Opper : 

H. li.Jr: 

Lochhead: 

Viner : 

H. loi . Jr: 

Viner : 

H.U.Jr: 

Opper: 

- 3-

Don' t tell me Harry ' s slipping. 

lYell , I really don 1 t think it' s - while what Arcllie 
says is true, you - if you don't do that, it doesn't 
make any difference if you do Number Two. 

But supposing tlley just came a l ong and said they sub­
scribed to tile tripartite. 

If tlley offer to subscribe, we tell them wllat tile 
conditions are . 

Then I sllould tllink you might very well want to 
make tllat arrangement 1'ith them. 

What do you come in here and figllt for? This isn' t 
tile place to fight. Well , get tllat any way you want 
it. That 's all right; I ' ll sign it. 

The main thing - go through diplomatic channels. 

And conform to supplementary arrangements. How about 
that, Opper? 

Well , bring it back here at 2 :30 and I ' ll sign it. 
But get it right . 

Was that necessary? 

No, but I just ~ant to fool you; I'd like to have you 
bring in some tiling wllere I don 1 t make any suggesti ons . 

How ere you coming, Clarence? Going to be r eed,y at 
three? · 

Well, that's up to the Br azilians now; we•re all set. 
We don ' t !lave anything else . 
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coP X 

Jiil7 15, lG:57. 

Dear llr. ICnoke: 

I reter to your lett er ot June :50, lG37, encloeing a 

letter to you trom the National 8-.nJt ot Yugoelavia dated 

June 18, lG3?, requesting information with reepect to the 

privilege ot purchasing gold in the United Statee. 

You might appropriately call their attention to the 

tact that: (l) the privilege ot depoeiting gold with the 

Pederal Reeerve Bank ot New York tor retention bJ it under 

earmark ie alread3 available to the Bank ot Yugoelavia; 

(2) the purchaee ot gold 1n th11 countey, whether tor export 

or earmark, is regularly permitted only to treaeur1u or 

central banke ot those countriee that have etated their 

adherence to the tripartite declaration and who have made 

acceptable reciprocal arrangement• with th1e countr,r. 

With respect to any epecial arrangement• which they might 

wieh to eeelt, you have alread3 et ated in your cable to Belgrade 

ot Noveaber 1:5 that: • ••• we are advieed tv the Trea1111r,r that 

it would be neceela%7 tor the matter to be taken up tv the 

Treaeur1ee ot the reepecti ve government• through d1plo-tio 

channele•. 

Jolr. L. w. ICnoke, Vioe Preeident, 
Pederal Reeerve Bank ot New York, 
New York, New Yorlt. 

JV:.AL:OO: WR:JW:HDW: ta 

81ncereJ.T, 
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I'EDERAL RESERVJ: BAliK 

or liD YOU 
June :so, ~~7. 

I enoloee oop1 or a letter dated June 18, lQ~7, receiTed 

troa the National Bank of YU&Qalavia, requeating that we obtain a 

license tor that bank to purchaae gold in the United Statea tor 

subsequent aale hera or tree export t:roa here. 

A a1a1lar requut wu made or ua lo' the baDit lo' cable 

20 

ot Nov•'ber 13, lQM, reading 1 No. 18 Pleaae bu;r gold bare t or about 

Charge our account and depoa1t with 10u gold bare', in 

we cabled to Belgrade on Ncnaber ~. 1 Reterr1DS 

your cable No. 18 we are adviaed bJ the Treasury that it would 'be 

neceeeary tor the 1118.tter to be taken up bJ the Treaauriu ot the 

respective government• through diploaatio channel&' • 

There ie encloaed herewith a brief m .. orandua prepared 

our Reaearoh Department, eetting torth aome data regarding the 

and detalla or roreip exchange ref31l­

lat1one now in toroe in Yugoalav1a. 

It the requeat ot the National Ban.lt or Yugoalav1a 11 -

plied with, the gold would be earaarked 1.n 1ta naae in our· vaulta. 

It 1a requeatad that 1our deciaion be coaaunioated to ua at 10ur 

early convenience. 

The Honorable, 
The Secretary of the Treasury, 
Waahington, D. c. 

Reapecttull.J', 

(Signed) t :: ~t. 
Vice Preaident. 
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OOPI 

ftWlSU.TIOW 
Banque lfational.e du Roya1111e de Xo116odade 

Federal ReaerYe Bank of lfew York 

lfo. 1150ell4 

Belgrade. 
.T1.111e 18, lll~7. 

We beS to lntona you that we expect to have oooaaion t.o 

and aell ln America froa time to tlae sold aaainat dollara, with 

the prlv1lese of beina able to diapoae of and export it freel.7. 

Aa we are aware that apeoial lesialation ooncernina sold 

traneact1ona exlata 1n America, we take the l1bert.J of aakina that 

you obtain for ua froa the competent authorltiel the neceuU')' autb­

orlr.atlon perta1nln6 to the piU'Ohaae and aale of sold, with the 

prlvilase of freely d1epoUn6 and e:r;port1na each paroal purohaaed. 

We hope that you will obtain thla authorlr.ation without 

t rouble, eapecially ainoe the tranaaotiona which we mi6ht have to 

carry out in Amerloa would not be oonaiderable in oomparlaon 'IJ'ith 

'he sold tranaaotiona of other oountrlea in your aarket. 

If, however, you ahould not be in a poait.ion to obtain 

author1r.ation for ue, we ahould appreciate ·your letttna ua know 

we ahould turn in thle utter. 

ror your guidance, traneaotiona ln foreip n:oh&D&e and 

our co1.111t17 are not free , bu.t are eubJect to the raetrlct1ona 

laid dow by resulatione of the J'lnanoe IU.niet17. 

Will you k1ndl7 let ue know ae aoon ae poasible the reaulta 

of auoh etepa aa you take in t hia matter. 
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HATIO.IW. lWfi Of XUOOSLAVIA 

T!le Hational Bank ot Yugoeluia ie the central ba.nk ot 

Yugoslavia and haa had an account on our books since lQ27. Up 

to the time when exchange control was eataollabed in Yugoslavia 

in Ootober lQ~l, the Bank was on the gold eJrobange standard. 

The oover t or ite eight liabilities (notes and depoeite) ie etill 

held in gold metal and in convertible toraign exchange, subJect 

to a present minimum required reserve ot 25 per oent in theee 

eesete. At laet report (June 8, 1Q~7) ita actual reserve ratio 

wae 28. 1 per cent. Aa againet a fUrther requirement that 50 per 

cent must be held in gold metal, nearl.)' the whole ot the ral8rve 

wae 10 held at laet report. 

Por several years past the National Bank ot Yugcelavia 

hae been paying a premium ot 28.5 per oent 1n d1nare tor gold and 

gold exchange, the latter including United States dollare. Al­

though the gold oontent ot the dinar hae not been redefined eince 

the eetabllabment ot exchange o;,nt.rol, a decree dated Janual'7 15, 

lQ~5 permitted the Bank to write up ite etook ot raee.rve ael8te 

in accordance with th1e premiua tor purpoeee ct calculating the 

ratio ot reserves to liabilitiee. 

During the 7aar 1Q~5 the National Bank ot Yugoelavia 

loet tlo million ot gold aet.al. It regained ts aillion ot gold 

1n the cour" ot the year lQM, and acquii'ed an additional t a 

million ot gold in the tirat tour 110ntha ot lQ~? • 

22 

The exch•nge control law requires that all export t.raneao­

t1ona be wbJect to governmental licenl8, and that certain i~~port.a 

troa countr181 with wbioll Yugoslavia baa no clearins or c08penaation 

asreeaenta be also subJect to license. (~he United States has no 
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exchange 8gree11ant W'1 th lCugoalaYia. ) ElQ:Iort.are are required 

t o offer to the National Bank one-third of the axob•ns• prooaada 

of their export.e, the other two-thiN. to be eold in the open 

~~arltet. It ie understood that the open aarltat rata olo .. q ~ 

proximate• the official rata, whloh i1 no.inall7 quoted in ••• 

Yorlt at 2.~~ oenta. Parit7 ia 2.G88 oante ainoa Janua%7 1Q3•. 

June l50, lG37. 
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uneea 
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•• all w fu ......-, u ••· !'lao MftM -. a 1Utlo p.n.n.4 ewer 
tho enemal. ,.Utieal attuau.. I Uke4 •~ u -. .. uan .. 
with Uao -• of a.U a.4 ll»n&p .,. 1• Uat~r W .._ dl.o -. 

' ' ' 1a 11aoo Jli!T 1. Cutpel "fll .. tu• Uao 'hi'M M.Ut. tnaoa 
t h.,. ba4 ._.,eel u •all lAMo4 M la1a '"'"' ..... Aa ,.._.,.. Uao 
tutuo, bo na'eel Uad it .. amw 117 tt • .,., cw• -. .. that 

their •••• WR14 M ..,- .-1-' -.s.., tale -•· 

I• .. •""•-•~-u.e~a-••fl .. ~ 
tonut 4oll..,-. eutc-lll .. _. .. Uaa* -., ... eot a 7 t rl cww 
tba' al*bnp utlanll7 ~. -. •• ,.U.-lul7 pl ..... 111~ 1• 

t1Uau. le••••• u ~· •• a11"17 ... Je••od,tlu'lallr .u ,,.,.._ 
•••• of Uao -• aak.a, 111 1 1~, lilr "-a,._. t:lt.d..., W ... .,. 
. .... \0 tate "'-* .._. • ._ rt4H1a f.- op .. Uoaa u W t.-oa 

_ .. ll"llllllal ...,. .... *!til a.......U,. •-• \baa 
tell•• of tw m tl oa t I U 41111l•U M ftM .., ....... 

,,..,,,.. •• l'onu« l'do. n •••• • M.a tbat ~· n.-. ol' attain 
........... -"-· .. 1-. ..... u h tlaU'M • • 5 ••• ...,. 

aeoaa of S.,Ona ..., •q II'•· 
1 __ , .. "-' .................. u .-••• , ,.u ... .. 

u ••-...,. =• 1''11· catplll • au .. .,.. tiM tNt et .. •"•• 
. ael7 .utltal' • • ,.uSa 'w! , tM -.Pl7 

then 11ftSaa 1ia:tSoel17 at .. •· 
a. r1tlw ....., ..,. ,._, 1 _ ..... that • W 

._.._ td ..._. ... .. 2 I I I 1• ..U Ida I "e la a'- .... 

Regraded Uclassified



JR 

Secretary of State, 

Washington . 

475. July 15, 6 p .m. 

CONFIDENTIAL. 

FOR Tlr.ASURX" FR>M BU~RWORTH. 

GRAY 

London 

Dated July 15, 1937 

Rec ' d 1:40 p.m. 

25 

I delivered this morning tho message to the Chancellor 

of the Exchequer contained in your 300 July 14, 9 p.m., 

and 301 July 14, 11 p .m. 

At a meeting this afternoon which had been previously 

arranged with Ph111pps and Waley I found occasion to 

mention that you would appreciate i t if an answer could 

conveniently be made by lionday. (In accordance wi th your 

telephonlO • instruction I also telephoned Cochran 1n order 

that a slm1lar request be made. of Bonnet) . 

Philipps stated that with the French Parliament out 

of the way and given the decree making powers which would 

be 1ll force until th8 end of August 1n hls opinion the 

Chautempa Go\~rnment should with any luck be safe until 

October . He said that from what they aaw of French exchang• 

operations they estimated that the French fund had only 

obtained between 20 and 25 m1111on pounds or gold; that in 

their opinion this did not represent returned capital but 

was 
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JR #4751 July 151 6 p.m., from London . 

was almost entirely the result of covering operations . 

Philipps' plans are still somewhat 1ndef1n1te but 

hi s general intention is to l eave England the latter 

part of August and go straight to Lake Louise where he 

exp~cts to meet his sister who is returning to England 

from the Far East via Canada. She is to sail from New 

York on September 22 and therefore Philipps assumes that 

he will make his way from Lake Louise to Chicago and thence 

direct to Vlashington arriving there during the week-end 

before the 20th of September, the date of your meeting with 

him. 

BWJHAI.t 

CSB 

26 
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Ap?roved by tho ?resident 

JulJ 15 ' 1937 
2.7 
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HE BRAZILIAN AGREEMENT July 15, 1937 
2:45 p.m. 

Pr esent: 

H.U.Jr: 

Opper : 

B.M. Jr: 

Opper : 

l! . li . Jr : 

White: 

Viner: 

H.:.l.Jr : 

Viner : 

l! .!i.Jr : 

Riefler : 

I! .M.Jr: 

Mr. Lochhead 
Mr. White 
lllr. Opper 
lllr . Willi8liiS 
Dr . Viner 
Mr . Rietler 
14r . Gaston 

Bav~ they seen t his (letter t o Brazilians)? 

~hey bave a copy of it, yes, sir. That is, lllr . 
Carneira nas . I think by this time he 1s probably 
shown it to the 1111n1s ter . 

Did you find out which Carneira? 

I d on't think it's Primo . 

As a matter of fact, you t ake - (on phone) tell Mr . 
Gas t on we 're waiting f or him - as a matter of fact , 
their i dea was quite di ffer ent. They expected to 
take gold and give us o note for it, something like 
that . This i s t he Wi lliams plan - not l:larvard, but 
V.illi ams . 

It's the plan consisting that when they buy something 
you expect t hem t o pay for it . 

If t he pr ess start asking you questions about it, 
don ' t expand on it . 

You mean don' t laugh? 

That fOuld be all right . But I s t ill think we 
haven t had our tnntngs with Feis yet, wbo still says 
this 1s an important agreement . 

lie thi nks this is an important agreement . 

We sa 1d so in the statement, d1dn 1 t we? 

Well , I ' ll tell you this; it didn ' t take Sumner 
Welles very l ong to catch on . They think it 1s very 
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\Villi 8JilS : 

Rie!'ler: 

a . ii. Jr: 

Gaston: 

H. M,Jr : 

Nhi te: 

H . ~ . Jr: 

Viner: 

Will i ams : 

White: 

Opper: 

B.loi.Jr: 

-2-

important - enough tha t he called me up and sa id 
he got their agreement through based on this one. 
I mean, you know, they expected all this troublf, 
and I spoke to him and suggested, nsa¥, now, we re 
going t o do this" - or rather, wouldn t do it • 
unless they came through on the other one; and 
they're all finished , cleaned up. 

Well , I think the central bank part is important, 
and I think it i s very important for us to have a 
connection with t he creation of that bank. I think 
that is important for our standing i n Latin America. 

Wore than the t. 

Do you fellows want t o go over with me, just tor 
fun? kould you enjoy i t? 

olould you care to have either Nester or Frank King 

31 

go over there, or do you think t hey would make a ••••• 

Oh, absolutely. And my personal photographer, a la 
Kung , 

Now, what ' s this? 

That Yugoslavian l e tter . 

Oh . ( Sign.s letter) 

What would we do if the Brazilians asked for tech­
nical assistance? 

I'd send Wil l i ams down, and somebody else from the 
Mew York Bank, and somebody from the Board . 

Getting good all right. 

They did say that t hey ~~uld leave some economi sts. 
here. 

"hat, no lawyer? 

Did you hear what Clarence said? Clarence said they 
want to get something done. 
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Viner : 

H. loi .Jr: 

Lochhead : 

Opper: 

Lochhead: 

H. M.Jr: 

Lochhead: 

H. II .Jr: 

-3-

I don't see what we have against the Brazilians . 

I ' ll say this, you came through- kidding the lawyers -
you ' re on time t oday, 

You don't reali ze how he had t o get other l awyers 
to come through. 

They gave us some swell cooperation. 

They d id . 

Who ' s going to l et t hese f ellows know abroad what 
t nis amounts to? Anything we can tell t hem? Taylor 
usually lets them lmow. They get the press release. 

You s till haven' t done any business , Archie? 

Not n thing . 

Marvelous, isn't it? 

(Br azilians arrive; rest of 
transcript written up separately) 
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MEETING ~ITH BRAZILIANS July 15, 19J7 
J:OO p.m. 

Present: 

B • .I. Jr: 

Cost a : 

I!. IJ.Jr: 

Costa : 

I! . M.Jr: 

Costa : 

H. !.I .Jr: 

Carneira : 

Opper: 

B.M.Jr: 

Opper: 

H. r.I . Jr: 

Cost a : 

ll . lJ.Jr: 

Dr. Arthur de Sousa 
Ambassador Caffrey 
!.lr . Carneira 
Mr. Lochhead 
ldr. Whl te 
llr. Opper 
llr . Williams 
Dr . Viner 
llr . Riefler 
Mr . Gaston 
Dr . Feis 

Costa 

das the Minister had a chance to see this? 

Yes, I have. 

Is it acceptable? 

Yes. 

\Secretary signs letter and hands to Costa) 

Well , I hope it brings both of our countries prosperity. 

Thank you, with all the kindness I have. 

Now, who' s going to read this {Brazilians ' acknowledg­
ment)? 

As a matter of fact, it i s t he English translation •••. 

I have what should be the translation of the reply . 

Well now, this is in force now, isn' t it, the 11inute 
I sign it. 

Yes . Ne 1re communicating it to the Federal Reserve 
Bank today. 

Now the only other thing we'll· have to do is have 
our pictures t aken. 

All right. 

Bow long will the Minister be in the United States? 
How long will you stay? 
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Cos to : 

Carneira: 

Costa: 

ll. M. Jr: 

Costa : 

B.ll.Jr: 

Costa : 

H.K.Jr : 

Costa : 

H. M.Jr: 

Cost a : 

Carneira: 

H. ?.I .Jr: 

Caffrey: 

B.W.Jr: 

Caffrey: 

H. AI. Jr : 

Carneira : 

B.M.Jr : 

-2-

I think a week more, or ten days more. 

The Mi nister will go tonight to Dall as. 

Next Tuesday I think we go to New York . 

I leave here Monday. 

Ye s? 

34 

This is my last business now for a month. No more 
business for a month. 

When are you going out? 

I leave here Monday. 

llonday . 

I think the l awyers did very well to get this through. 

Yes. 

Much quicker than • • •• 

We have to have lawyers here and lawyers in New York 
to do it. 

Well , wnen do you report down there, llr . Caffrey? 

I •m leaving here tomorrow, but I ' m s ailing - next boat 
is the 31st; it gets there the 12th. I'm going to try 
to catch two or three days of cool weather before I 
move into - I like the tropics , but I like a few days 
of this too. 

Rio isn' t really the tropics, is it? 

Oh yes, I would say so. 

I ' ve never been in the tropics; I 1 ve got tha t yet to do . 

We ' re looking forward to next year . 

I hope so. 
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Caffrey : 

H. r.I .Jr: 

Caffrey : 

Carnetra : 

H. t.I .Jr: 

Costa : 

H. !.!.Jr: 

Cost a : 

1/illtams: 

Costa: 

Williams : 

Costa: 

Williams: 

Costa: 

Williams : 

Costa : 

Will iams: 

H.IJ.Jr: 

35 
-)-

Gl ad to nave you come down, Mr. Secretary. 

II ell, I told them I 1 d like to come down in J anuary, 
February. 

That's tne wor st time of the year; that ' s mid-summer. 

~bis time •ould be pr eferable. I t ' s our time - it's 
our good season. 

You see, tnere•s five in my family and it ' s quite a 
big family to move, and t hey don't all fly; thet •s 
t he trouble. 

I want to ask you another favor, to express for 
myself to ~11 the tecbnicians and all t he lawyers 
my appr eci ation for the ki ndness wbich t hey have 
shown. But I do not l eave until the technicians -
I ought to talk with them . 

You want to talk w1. th them ; you mean this afternoon? 

No, not this afternoon; but next week in New York, 
I think, I can meet with t hat Williams. You (Williams) 
are in New York next week. 

What day will you be getting there? 

I'll be getting there next Tuesday . 

I have to give a lecture at Wellesley Institute 
Tuesday morning and be there Wednesday morning . 

Vl ednesday morning. 

That be all r i ght? 

What time? 

J.ny time . 

In the Bank? 

In the Bank. 

\1e csn go to Kr. Hull 1 s, but I thought it was cool 
here and we have SDother f ive or ten minutes . He said 
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to be there at ) : )0. And I don't think the State 
Department 1s air -cooled, is it? 

No, it's not air-cooled . 

Two offi ces - one office, the Secretary's office . 

.Ve have another five minutes; we might as well sit 
here . 
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Press SorT1co 
llo. 10..?8 

The following joint statement 1a mnde b;v the Secreier;v of the Trenaur:v 

end tho Winiater ef 71nonce of Brnzill 

'l'he SecretBJ7 of the 'l'reasur:v of the United Stt>tes of .berica And the 

IUniator of F1nanc:e of the United Sbtoe of Brasil ..re entering into an 

ecroea~ent under which: 

l. 'l'he United States undertllltee to eoll geld to BrAzil at ouch Umoe 

and in auch lllDOUllts as the Brazilian Government ~ request, up to a total of 

$60,000, QOO: 

2 , 'l'he Uili ted Sietoa will IIIO.Ice dollar exchAnge available to tho 

Oovernmont of Brazil er its fisenl agent, under conditions which anfesuard 

the intereata of both countries , for tho purpose of promoting exchange 

oqu111bri\lll, 

!he ecre .... ent 1s designed to promote the dovolopDant of condi tiona 

f<>vorable to the maintenance of aoneter;v equilibriw:a between the two countrioe 

And to faeili tate the eaiebllshz>ont b;v tho Unitod States of Bruil of a 
/ 

contrAl r eserve bank as a part of the prograo of tho Brazilian Government tor 

improving tho financial structure of tho Nution to "'oet the needs of ita .,.,_ 

pending oconom;v. 

In recent ;yellel'a there has occurred a notable 1nprov...,ent of tho tradAl 

and f1n&nciA1 position of llre.zil, a h a ootter cf gratification both to 

tho Seere tar;v of the '1're&aur;v and t he J'innnco Winhter that this f&Yor&l>le 

de.-eloJZient or the llraaili&n e()()ncQT calcea feasible at this tiDe thia i.apoJ'tom 

atop. 
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lloth the Secre~ of the Tr&&IUJ'7 and the Killieter of :ri11a110e N'e 

pleased to he•e had thh opportuni~ to extend the field of cooperatloD betwed 

their cOUIItrlea and, ill accordeDce with their connraationa, the Secr e t&JT of 

the Treaa1U7 atanda r~ to aupJ>lT well techll1cal aadatance •• llrasll .,., 

care to aYail i t aelf of in connection with the orSD~~iaation of the new bank, 

-oOo-
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TREASURY DEPARTMENT 

,...,. JUL1 5 1937 

•o Secratar7 Morgenthau 

••o11 Hel'liiiUl Oliphant 

Re: Neutrality Act of 1937. 

A question h&s arisen concernin£ the applicabilit, of section 3 

ot the lleutrullt)' Act of 1937 (Pub . Res . Ho. 27, 75th Congress) to 

the GoYerNOont of the United States. llore apaciticallf, does the 

phr:~sa •it shall thereafter be unlawt\ll. f or any person within the 

United Stat es to purchase, sell , or exchange bonds, s ecurities, or 

other obligations of tbe goYernmeot of any belligerent state or of 

any s tat e wherein ei..U strife exists, *** or to me.lce any loan or ex-

t end o.ny credit to any sucb goYernment, ***" epplf to this GoYartlllent 

whenever the President shall have issued e proclamation under the 

authority of section 1 of the Act? It la belie..ad that suc!:l probibition 

does not applf to the Governaant of the United States. 
\ 

It u;y be stated at the GUtset that the definltiYO interpretation 

or the !leutrull t7 Act, being a question of law which would necessarilT 

involve several Oepertllents, is a ~~~atte~ which would be appropriate tor 

the determination of the Attorney General. Sections 554, 556 and 581 

of ReYised Statutes of 1878, (U .s.c. , title 5, aection11 sos, 1104 aDd 806) • 

Tbe f ollowiDg diacuasion is intended for ~• wse ot tba Treasury 

Oepe.rtaent, pending such definitiY& interpretation. 
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The prohibition in section 5 of the Neutral!~ Act relating to the 

purchase, sale or exchange of securities of belligerent gOTernments and 

the l!lllk1ng of loena to such belligerents , h a prohibition upon "&117 per-

son within the lh11ted States. • The tara •person• i.a defined in section 

13 to include •e pertnerahip, coll!PM1, associAtion, or corporation, aa 

well as a natural person." There is nothing in the Act to indicate that 

Congress intended to include t he Government of the United States ll'ithin 

· thht definition. Indeed , the fact that Congreoa also apecificall:y aet 

forth in section 115 of tho Act a definition of the tel'll •state• as includ-

lng •nation, go'f'el'nliAint , end cauntey• , is a rather clear 1nd1cation that 

there 1R18 no intention to include a goverlll:lent w1 th1n the def'i.ni tlon of 

the word 11person." 

There is good authority for the principle of statutory construction 

that the sovorei&n is not bound by statutes that may tend to d1Ja1niah aQ1 

of ita ri.ghts and interests unless th" aoverfl«n is Dl!Jied in tha atntute 

by special and particular wor<is. The rule ws ell stated in Dollar SerlMa 

Bank v. United Stateo, (1875) Ill u.s. 227 , 2119, as tollowe: 

"It is a f&lldliar principle that the IC1ng is not bound by &117 
act of Parliament unlees he be !lllllled thora1n b:y special end 
particular words. The most general words that can be devised 
(for example . aqy person or persona, bodieo poli.tlc or corporate) 
affect not h1m in the least, if they -:r tend to restrain or 
di.lll1n1sh ar17 ot his ri.ghts and interest. He may even take the 
benefit of 811;f psrt.l.culer act , ~ not Dded. The rule thus 
settled respecti.ng the British Crown h equall:y appli.:able to 
this governaent, end it has been applied trequentl:y in the cli.t­
ferent states, end practicall:y 1n the Federal courts.• (Under­
scoring supplied. ) 

In United Stf;tl!o "'· Herron, (1873) 87 U.S. 251 , 263, it '11118 atnted• 

"* * * when e. statute ie general end t.ey prerogatiYe, ri.gbt, title, 
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or interest woW.4 be dbested or tak..s trOll the ld..Dg, in 1111Cib 
a ease he sb&ll not be 'bowld Ullless the etatut. is .de bJ a­
press words to extend to ha, * * *· 

•Sanctioned as that princ:J.ple 1a b7 tiiO expreea deeiaioaa 
ot this court, it would seM that turt.bar diacuaeion ot it 1e 
unnecessary, as it baa DeTer bee queatioaad bJ 8JQ' ..U.-couider-­
ed ease, Stete or Federal, aDd is fOIIAded in the presuaption that 
the legislature, it t.herT intended to dinat the sonreign power 
of &QY right, pr1Tilsge, title, or interest, would BaT 10 in ~ 
press wordSJ and where the act containa no words to express eucb 
an intent, thnt it will be presuaed tb&t the intent does not ex­
illt.• 

See also~ ... Pri!!ffle, (C.C • .l. 4th, li!U) 1 F. (2d) 860, 86&1 

attirMd, (1925) 268 u.s. Sl.S. 

To adopt a construction ot the general teras of the leutrali~ Act 

which would diYeet the soYereign power of a right or pr1Yilege which it 

otherwise possess, would be contrnry to the rule of statutory construe-

tion above 118lltioned. 

Bot onl7 ia the GoYern.ent not spec1ticall7 •entiooed in section S 

of the lleutra.ll~ .let, but, aa above pointed out, the word •person•, aa 

contrasted with •state•, bas been so defined ae to preclude the poasibUi~ 

that the prohibition was meant to appl)- to the Government of the United 

States. 

Section S of the lleutrallty Act as f~ enacted is couched in 

la.nguage somewhat dittarent from that in the Rowse bUl (B.J'. Rea. W, 75th 

Congress), but ·- the - th1Dg, and co.-are all of the Rowse bUl. 

(Conference Report lo. TU, 75th Caagreaa, pace 12.) 

Section 5 (tbat pert.e1n1ng to financial transactions) ot IJ. J' . Rea. 242 

is pract1call7 a restatement of section 2 of Public Ruolution lo. 74, 74th 
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Coagrau ( 49 Stat. ll52) , which extended &Dd .... Dded the Joint R .. olution, 

approved August Sl , 1955 (49 Stat. 1081) . The prohibition &gainet tinallc1a1 

tranlltlctions with belligerents first appeared in Public Resolution Jlo. 74. 

1'/hen that legislation as uDder consideration the Colllllit tee stated• 

•we feel that this will ea£egunrd and prohibit egv cr!dita 
or tranpactioll!! undertaken to bo carried on in this eountr;r by 
a belligerent country during 4111 nrfaro. * * *" (House Report 
No. 2001, 74th Congress, u!ldoraeoring supplied. ) 

Howeorer, it should be pointed out that the phr<tseology now under con­

sideration is clear and Wlallbiguows and reaort '""'¥ not be bed to cocaitteo 

reports and congressional debstea in en effort to iapert a different .aan­

i .ng to the words. Dupl..,.. Printin& Preas Co. v. Deari!!g (1920) 254 1J .S. t<U, 

474; Penn R. R. Co. v. International Co<ll Co. (1912) 2l50 1J .s. 18t, 199. Such 

aida .are only admissible to solve doubt and not to create it. J\!!ilrond Co!!!­

misaion v. Chicago B. & Q. R. Co. (1922) 257 U.S . 563, 589. The phrase·~ 

per 3on within the 1Jnited States• preiiWIItlbly wns used deliberately by the 

Congress in the statute, and al.so the word •person• was defined in eeetion ltl 

tbereot. NeYartbeless, the foregoing statement by the Co=-ittee on Foreign 

Affaire, wbile not admissible under etrict rulea or evidence in a court or 

law, 1a indicativa or the spirit ot the lecielation, and it might possibly 

bo contended that, wben Congresa enacted the lagielation, it bad in a1nd nn 

absolute prohibition ot financial. tr&nanctiona ot every character in the 

United States (except ordinary collll!lorcial. e.nd reliet transactions) 1ncl~ 

iDII those or the Govern111ent. 

The Johnson Act (48 Stat. 574) by its terms apecitically exeapte a 

public corporation creo.ted by or pursuant to special. autboriution ot Conaroee, 

or a corpora tion in which tbe Governeent ot the 1Jnited Stetaa baa or aercieoe 
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a controlling interest tbrough stoclc ownerehip or otherwise. The 

neutrality legislation contains no such epeoU'ie exaption and, aceord­

ingl,y, the contention !light be ose.de that a gonrnaent crested or eon­

trolled eorporntion would be subject to the prohibition contained in 

section 3. Such question, however , is not herein considered and no 

opinion is rendered thereon. 

S5 
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1fri'I"ER OPP'Ie& COMNUNICAT10N 

...... JULI S 1937. 

TO Secre'te.r7 llorgentlulu 

•oooo Hel"EI&Il Ollpbant 

I have before 1181 by reference troll 70ur ottice, the letter 

ot tha J. ttornq General. on .Tune 30, aaldng 7our aj)Jlt'<>VU of the pub­

llcation of hia opinion to 7ou ot .TWill 30, 1937, coneernillg the dut;:r 

of the DiNctor of tbe Procurement Diviaion ~tb respect to tbe re­

~ection of colluain bide. I re-nd that tha J.t.tol"ll87 General. 

be advised that there 1a no ob~eotion to the publication ot thia 

opinion, and a draft of a letter to tbe J.ttor1>e7 General. to thia ef­

fect and for 70ur aignature is attacbed hereto. 

The portion of the Attorne7 General'• opinion -tarial iD 

tbia connection reads aa tollowaa 

•I tb1DI< I ~ go ao t ar, boweTer, ea to N7 thAt it tbe 
DiNctor llhould be COII'rinoed that all bid a recei ftd iJa 
reepon• to an iJavitation therefor are tha result ot 
oolluaion on the part ot biddera and that tbe Gon....ant 
tberebJ baa been depriftd of benetita conferred upo11 it 
b7 Section 3709 ot the Reviled Statutes, .I!U!£!> and hie 
convictiooa are wpported b7 eddence eo clear and COD­
TiDoiDg aa to lead a _, of ordiJiar7 jl>dpent and prud­
ence detinitaq to the - concluaiona, it woul4 be b1e 
dut;:r to re~ect all of tbe bide.• 

It is to be ohaerved, parentbeticelq, that tha dut;r to re~ect 

all bide iapllee &leo, ot couree, t.!le abeeDOB of lepl. power iD the 

Dil'ector ot the Procn.~ruent Diviaion to biDd the United Stataa b7 -

tre.cte _.pt to be .,.,.,.._ted b7 &D acoepteDoe ot .uch 1cleDtical 
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It ill to be further noted that the Atton:JeT General, a.tter 

concluding that the Director of Procurement baa the r ight to re-

~ect bids when he is convinced that all bide received are the re­

oul t of collusion, eta tee 1 

"llbether 1 t ie hie ducy to reject all bide in every in­
stance in which he 11 eonvincect that tbe7 represent eol-
1uaive action betuen the biddera is a question diftieul.t 
to consider in the ebatract. It baa been the unifora 
practice or the Attornqs General to decline to render 
opinions on abstract questions end one of the reasons 
underqing it 1a the illpoaeibilicy of attempting to antici­
pate every apec:i.fic set or coabination of f acts which the 
future 1119" present . 'l'he dut;T of the Director of Procure­
ment in a part1eul.e.r ai tuetion in 1arge measure would 
depend upon the facta peculiar to it, and no de.finite 
rule should be 1eid down in advance binding him in al1 
possible future factual contingencies. • 

In view of t!'lis opinion of the Attorney General, i nstruot1ona 

to the Director of the Procure111ent Division are necessary 1 and, troa 

the foregoing review of the opinion, the inet ruetions eonsoD.tlnt with 

1 t should provide for the reference of eases to the Depert:Dent or 

Justice whenever evidence of collusion is present. 
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GROUP UEETI NG July 16, 1937 
9:30 a .m. 

Present: 

fi . L! . Jr : 

UcR: 

li. :J . Jr : 

Bell : 

H..~ . Jr: 

!.lr. McReynolds 
Mr . Bell 
IAr . Lochhead 
Mr . Upham 
.oir. Gaston 
lllr . Gibbons 
Ur . Baas 
Wiss Roche 
1.11 ss '-ha unc ey 

Mac? 

No t hing . 

I ' m just going to say again- I mean you people will 
hear tbout it - that no one should even think they ' re 
going to put anybody on the St abilization Fund without 
fir s t going to Mac and then having them come to me and 
the person come with them in person. I won't go any 
further than t hat - I ' ve had my morning blow-up - so 
Mac will see some of you later. And Archie watches 
that for me very carefully. All right . 

Dan, wnen you going to be ready to t alk to me? 

Right after this meeting if you want. 

Swell . You (Lochhead) and I have had our talk . 

Lochhead : You got the note; your bonds are moving along 
nicely this morning . 

fi .M. Jr : Yes . If. you a nd Bell will stay a minute afterword, 
1 111 t alk to you. 

Upham: 

fl . ll . Jr: 

Upham: 

R. Y.Jr: 

Nha t are you (Upham) doing in between the t ax tUngs? 

I believe you told me I wouldn' t have any spare time . 
I'm going to t he funeral this morning. 

I still s ay, what are you doing bet teen the tax things? 

Ob, a number of things. 

Catching up? 
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Uphrun: Yes . 

H.Y.Jr : 

Uphaa : 

H. M.Jr : 

Gast on: 

IJcR : 

G~sston: 

Uphrun: 

Gaston: 

H. r.I . Jr : 

tieR: 

B.!I .Jr : 

Gibbons : 

H. 'J. Jr : 

Gibbons : 

I want to tell you now, publicly , in this r oom, I 
think we got a very fine press, and I think a lot 
of credit goes to you for handling thetn on the Bill. 

llell, .~e h.ud a very fine press, but I don 1 t think 
it' s attributable to me . 

At least, you made t hem - you wer e nurse to them . 
After all that time , we ' ve got to credit that t o 
somebody, don' t we, Herbert? 

Yes, I think Cy is the victim . 

Cy says ne is always the victia. 

He's tne fellow t nat's been making all ~inds of 
trouble out in my snop, bossing my people, making 
t nem work overtime, so he ' s the fellorz to blame . 

oiithout authority 1 t oo . 

No, ample authority . 

Now, Mac, if after I •ve seen Bell and Locbhead l could 
b.~< ve a 11 ttle talk with you, maybe we could fix lliss 
Roche up by turning hor dO\Yn or approving, one way or 
the other . Right after I see tnese people . You want 
t o argue with me alone or before Kiss Roche? Or how 
do you want to do i t? 

No, I'm delighted to have L!iss Roche present . ile 
want Miss rloche present . 

We •ll give Bell wha t ever time he needs; then if you ' ll 
come back. 

You •re going to Honolulu. We haven't reappointed the 
Collector of ~ustoms out there yet - little t r ouble, 
but I think he ' s clear. 

Wouldn't that be a good excuse for me to charge my 
expenses to the Gover nment? 

That ' s perfect. 
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H.:.I .Jr: 

Gibbons : 

H.!i. Jr: 

Gibbons : 

H. IJ .Jr : 

Gibbons : 

H. !J .Jr : 

Gibbons : 

Gaston: 

Gibbons: 

H.M. Jr: 

Gibbons: 

!dcR: 

H • .I . Jr: 

llaa a: 

H.M.Jr: 

Gibbons: 

H.:.t. Jr : 

Gi bbons: 

H.M.Jr: 

-J-

Go out there to clear up t he situation. 

But you leave i t to Mac and Harol d Graves end myself . 
I haven't had a chance to di ssect the r eport . 

nny didn ' t we pay - I already pai d for my ticket . 
••bo am I leaving it to? 

Mac and Harold Graves and I . 

1/ell , for gosh sakes do it before I get ou~ ther e. 
Please settle it before I arrive. 

He ' s jus t & crazy fel low, but nothing on him, you Anow. 

Just crazy! (Laughs) 

Be' s absolutely - I ' m \Yarning you now. You•ve met 
him, haven't you, Herbert? 

No, I didn' t meet him. 

lie ' s a newspaperman, by the way . 

He ' s not one of these economists, hub? 

lie ' s no t an economist . lie 's not that crazy . 

(Hearty laught er) 

George (Haas) thought be w&s crawling out from under. 

You• re all right . 

I can take it; I •ve had a vaca tion. 

All right. 

Th&t relllinds me of .Vayne Taylor one night; the women 
were talking bridge and Wayne said , "They sound like 
economists, don ' t they? " · 

11e11, I' ll l eave it to you llnd Mac and who else? 

And Graves . 

All right . 
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Gibbons: 

H. li .Jr: 

Gibbons: 

H.Y. Jr : 

Gibbons: 

H . !J. Jr: 

Gibbons: 

!:I . I.! .Jr: 

Gibbons: 

H.M. Jr: 

Haas: 

H. loi . Jr: 

Gaston: 

!loche : 

H.U. Jr: 
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He gave out a lot of stuff. He Just likes to give 
out s t atements about tha t coordination out there -
supposed to be confidential. 

I s hould worryJ 

Nothing to .•• 

Any other big problems? 

Not o thing 

I see you lost - they 1ve got a candidate in New York. 

They picked him out apparently . 

All rignt . i•ell, in a pinch I 1m for Gibbons for 
..!ayor. 

hnybody taKe that Job is crazy . 

.1111 right. 

George? 

I have nothing this morning. 

Herbert? 

Can't think of anything . 

Oid ~r . Hopkins tell you about our conference yester­
day? He said he. would . It was very interesting. 
We had a conference with practically all the people -
all the representatives - that is , in the Federal 
Government - on health, and some of the outside 
people . It was really very g ratifying to find what 
a ch~ge had come about in the year since we had called 
a conference particularly for trying to work out a 
national nealth program on ~hich all these different 
factions could get into agreement, and we succeeded 
in doing so - practically the first time it 1 s eve.r 
happened. Everybody's had a different angle of 
approach. We felt quite cneerful. 

Uid Harry talk about more taxes? 
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Roche : 

!i. OI.Jr: 

ilocbe: 

Bell: 

Roche : 

H. U. Jr: 

iloche : 

li. 'LJr : 

Bell: 

MeR : 

ti .M.Jr: 

Roche: 

!:! . l.I . Jr: 

Roche : 

-5-

No, we aren' t going to have any more taxes . 

You ' d be interested that Harry Hopkins spends most 
of his time now telling us that we should balance 
our budget. 

Harry ' s got a perfect formula. He says not to run 
any more t axes and he thinks we•ve got to balance 
t he ••.• 

1hat 1 s the reason there is perfect agreement; all 
the tnoney came out of the Treasury . 

He was fine about it. 

71 

'lhe only part of Harry ' s program that I can' t under­
stand - in· one breath he talks about r aising about 
ten billion dollars for taxes, and in the next breath 
he says, "Of course, no matter how much you appro­
priate, they will always spend it . So you c an't 
economize as long as you appropri ate or raise the 
money . " The two things Just don ' t "gee." But, in 
the meantime •••• 

Barring out the economics of the situation, we were 
all in agreement. 

In the meantime, I think we might say that Bell and 
I feel more comfortable than we have at any time 
heretofore. Isn ' t that right? 

That's right. 

Harry ' s all right, if there wasn't any such thing as 
a rithmetic; that ' s the only thing that troubles Harry. 

You didn' t happen to read Wrs . Roosevelt ' s column 
last night? 

I did . 

llasn• t that nice? 

Lovely . There have been sever al very nice ones. I 
loved t he one the other evening about the children. 
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H. M.Jr: 

Bell: 

H. U. Jr: 

Gaston: 

rtoche : 

H.M.Jr: 

Roche : 

H.!.I. Jr : 
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tiure, she ' s partial to the family . 
New York Telegram didn' t run that; 
that . Too often. 

72 

Fun.ny thing, the 
they Just dropped 

You' ll get another chance a t me all Monday. 

You'll be here Monday? 

Oh yes . 

Vid you hear the funny message the President sent 
over? I wonted to know if there. would be a Cabinet 
meeting this a fternoon. They told Gaston - how did 
he put it? 

"ell, Usc (llc!ntyre) first told me he wasn 1 t sure, 
he thought there wouldn ' t be a~ ; then he talked to 
tae President and he sai d he was wrong, that the 
President wasn't tully certain, but he thought there 
would be, but so for as the Secretary was concerned 
that there would be one . 

Oh, lovely . 

As far as I was concerned, there was a Cabinet meeting . 

Preferential trea tment . 

All right. 
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H.Y. Jr: 

Operator: 

l! . lt.Jr : 

Hello. 

Mr. Burgess, 

Good morning. 

July 16 , 1937. 
9 : 55 a.m. 

vr.R.Burgess: Are you enjoying your last day? 

H.M. Jr : 

B: 

H. M. Jr: 

B: 

l! , ll,Jr: 

B: 

li .II..Jr : 

B: 

l! .!.t.Jr: 

B: 

l:l . r,f.Jr: 

B: 

B.ll. Jr : 

B: 

H. ll.Jr: 

What's t hat? 

Is this your last day? 

No, I •ll be in again Monday. 

I see . 

Now, Just geve me that schedule 
of yours . 

Xes. 

And - the first schedule sounds like the sensible 
one, and that is - barring some unforeseen 
incident that we try to make up our mind Saturday 
and Sunday. 

Xes . 

The 4th and the 5th and get on 

Well, I 1m very glad that you feel that way, 
because 1 1m very - I believe I can talk about 
it. 

Weil , - there• s no question in my mind barring 
something unroresen eventually we can have it. 

Well , we•ve always got a little leeway on 1t. 

I get back on the 2nd, I 1• going to have a plane 
there so I ought to get into Washington - I 
ought to get into Washington Saturday afternoon. 

Xes. 

Now, and I think the suggestion that Taylor go up 
to New Xork - spend a couple of days there -

• 
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R • .M.Jr: 

B: 

H.U.Jr: 

B: 

H. !A .Jr: 

B: 

I! .U.Jr: 

B: 

H.M .Jr: 

B: 

H.U.Jr: 

B: 

H.U.Jr: 

B: 

H .1.1. Jr: 

B: 

H .II. Jr: 

B: 

H.r.I.Jr: 

Ie good. 

Yee. 

- 2-

Now it it1 e an eaey one and everything looke 
in good order then I don't eee any eenee in 
bringing down any ot these Government bond fellows 
hello 

Any ot these so-called experts. 

So- called experts. Now I'm on the steamer and 
got a code and two or three days betore I land 
you can begin to send the etutt so I oan sort 
ot - ge t the teel ot it, you know. 

Yes, that ' s a good i dea. Yes. .· 
And it it looks a little tricky we might ask • 
some ot those Government bond dealers to come 
down here Saturday night, 

Sure, we can do that. 

If it doesn't look tricky, why you end Bell 
end Taylor and myeelt oan fi x it. 

Yes. 

See. 

Yes. But I can stay up here until they oloee 
the market on Saturday or nearly that, and then 
plan t o be in Washington Saturday night. 

That ' s right. 

Yea. 

And I ' • allowing myeelt an extra day's time 
on account ot not getting in here, you see. 

Yea. 

I mean I'm counting on trom Thursday to 
Friday and ot oouree if they can 1 t come through 
you know in titteen or sixteen hou.re it neoeeeatty. 

YBII. 

So, I think that that's the way to do it. 

Regraded Uclassified



B: 

H.U.Jr: 

B: 

R.li.Jr: 

B: 

H.U .Jr: 

B: 

H.M.Jr: 

B: 

H. II.Jr: 

B: 

H.li.Jr: , 

B: 

H.U .Jr: 

B: 

H.II .Jr: 

B: 

H.loi . Jr: 

B: 

'15 
-~-

Well, I agree and I'm very glad you feel that 
Waf. 

Right . 

And I think that's a good schedule and we can 
work it out very nicely. 

Yea. Now I want to give you an order to eell 
eome Government bonds. 

Yea. 

You know, we ' ve got in the Stabilization Fund 
twent7 million of t hose 2 and 7/Stha and I 'd 
l~ke to sell tive million. 

Yea. 

I want to get a net to us of one hundred and 
one , or better. 

Yes, a hundred one or better. 

I ' m in no particular burry. 

Yes. 

But wben there's a demand I Just k1nda- let 
them go out, see. 

That ' s a good idea. 

We ' ve got twenty ot those and ten of the two 
and a halt . 

Yea. 

And that ' s a little bit more than I need. 

Yea. 

So, ae the market ie hungry, see - ~ I ' d eell 
tive million, - so that it'll net ue a hundred 
one or better. 

Yu. Well - I think the t' e a very good thing 
to do - ae tar, in v1 ew ot the darket ae well 
a1 your organization. 

t 
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H.Ji.Jr: 

B: 

H.II.Jr: 

B: 

H.LI .Jr: 

B: 

H.IL.Jr: 

B: 

H.:i.Jr : 

B: 

ll . loi . Jr: 

B: 

H.ll. Jr: 

B: 

H. l.I.Jr: 

B: 

H.ll.Jr: 

B: 

H .U. Jr: 

B: 

Well - I'm gla~ t o be able. There ' s no 
particular- I mean, there's no excu8e t or us 
having that many, you eee . 

Yes . 

And t he - ae the market i8 hungry tor t hem, 
why I'd feed it out . 

The market has been much better the last tew 
day8. It looks a8 t hough it were getting on 
it s teet really. 

You wan t t o watch t hat ~.ally statement of 
merchant expenditure, if you sse it. It 1 8 
away ott, you know, compared to last year. 

Yea. 

Have you notice~ it. 

Yes, I have. 

You mlght draw attention of some people to it, 
because under the new s et up it etan~e up -
you see it ' s-

Yea. 

And it's running about fort y per cent less than 
last year at the same tlme. 

Yes. 

The merchant's expenditure . 

That's a good sign. 

What ? 

That's a good sign. 

And the f ellows haven' t caught on to i t 
particularly. 

No . Well I'll be taking 

Well, you get out the daily etatem~nt and 
you'll see it. 

Yes. 
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R.W.Jr: 

B: 

H.\I . Jr: 

B: 

R.!.I .Jr: 

B: 

H.\I.Jr: 

B: 

H.ll.Jr: 

B: 

H.ll.Jr: 

B: 

R.\I.Jr: 

B: 

H.l.I.Jr: 

B: 

H.ll.Jr: 

B: 

H.ll .Jr: 

B: 

I haven' t got it before ae. Wait a ainute -
let 111e show rou Juet exactl7 what I mean -
Just a second. Hold on a minute. 

Yes, I ' ll have one in front of me in Just 
!l second. 

17 

Sub-total of th'e emergenoy expenditure - see 
through the l:5th, 1e eighty tJ.ve million -Hello . 

Yee, I'm opening it up. 

And last year same thing was one hundred and 
thirty two million. - Hello. 

Yes. 

See . 

Yes. Recovery and relief. 

. P udon me. 

It's recovery and relief - eighty five and 
a hundred and thirty two . 

Yes. 

Yes . 

Shows a big drop. 

That's right. 

And there's no revolVing fUI'Id to speak of in 
that, you know. 

No
1 

and when you look at the total, of course 
it s revolving fund. 

It's depleting. 

That's Just like the revolving fund. 

But thie ie the thing, recovery and relief 
eighty five against a hundred and thirtr two. 

Tha~'s right, and the recovery in aocordance 
With t he revolving fund will - that's Just the 
war it happene to tall. 
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H.M.Jr: 

B: 

H.II.Jr: 

B: 

R.lt.Jr: 

B: 

B: 

R.M.Jr: 

B: 

R.H.Jr: 

B: 

H.!i.Jr: 

B: 

H.M.Jr: 

B: 

H.~I.Jr: 

B: 

R.ILJr: 

B: 

H.I.!.Jr: 

B: 

R.ll.Jr: 

(8 
-6-

It happens to tall. 

Ae 1t goee on during the year that will build up. 

Yea. 

Probably better than laet year, won't it. 

We hope eo, very auoh eo. 

I should think it would. 

But that thing, you might happen to oall their 
attention to it . 

Yea, well I will. I'll take it 1n. 

All right, thanlt you. It you've got anything 
Monday, give me a ring. 

O.Jt. 

And we'll leave it this way. Dan 18 e1tt1ng 
right here with me now. 

Yea. 

So we'll leave 1t on that baaie. 

Well, that's very n1ce. I'm very muoh pleased 
About 1t. 

And ae a llllltter or taot whether I waa 1n Re.wa1i 
or T1mbuctoo we couldn't handle lt any 
ditterently. 

That ' e right. 

What? 

That 1 e right. 

We couldn 1 t handle 1 t any dltterently. 

We could et111 tunction. 

What? 

We could et111 tunot1on. 

I hope eo . 
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B: 

H.!l.Jr: 

B: 

H.ll,Jr: 

B: 

H .!l . Jr: 

B: 

H.ta:.Jr: 

B: 

H.ll.Jr: 

B: 

H.ll .Jr: 

B: 

H.U.Jr: 

B: 

H.U . Jr: 

B: 

-7-

Even if 70u1 re in Hawaii. 

Yea. Well, it'e that th1nge are eo different 
than they were - I mean, after all from the 
15th of March until to date it'e three months, 
we've Juet been through hell down here. 

I ' ll say eo . 

And - I think everything is coming our wa1 
now and I think we could - we've earned a 
little of it. 

Well, that'o tine. Say, what does the 
Argentine attache want to see me about, do 
you· know? 

Be most l i kely wants to ask you about Brazil. 

I see. 

See. 

What ' ll I tell him. 

Why, you can toll him -

Tell him it's in the press. 

As Will Rogers says all you know 1a what you 
see in the papers. 

That's right, yes. 

All right. 

All right. 

Goodbye. 

Goodbye. 

19 
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July 16 1937 . SO 
Between 1:05 & i:JO p.m. 

H.Y.Jr: Good morning Knoke . 

Mr. Knoke: Yes, Mr. Secretary. 

ll . lol.Jr: The French seem to be having a little tough time or 
it. 

K: Yes , I understand the market has turned because or 
considerable opposition t o Blum at the recent 
Socialist Congress. 

H.M. Jr : Oppositi on by Blum? 

K: To Blum 

H.K.Jr: To Blum 

K: By the Socia11st Congress. 

H.lt. Jr : I see. 

K: That is given as the internal reason, externally 
the peak of the Spanish situation, -

H.M.Jr: The Spanish 

K: nervousness , yes - the Spanish. 
a 

H.K.Jr : Oh, we Just got a cable in here saying there's/lot 
Japanese selling or collars . 

K: Why that of course is a continuation. 

H.M.Jr: Yes. 

K: That has continued now for weeks already, I don't 
think that affects the sturdy franc rate. 

H.M.Jr: Uh- huh. 

K: I think that explains the str ength or sterling 
which again is up to 4- above 4 . 97 . 

li .M.Jr : Wnat would the Japs be doing, selling dollar s , buying 
sterling to settle 

K: Yes , - yes,they are converting the proceeds or their 
gold shi pments to us into sterling and used the 
sterling in connection with their foreign t rade 
requiroents. 
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tt .".Jr: 

t(: 

H.Y . Jr : 

K: 

h.M.Jr: 

K.: 

H.K.Jr: 

K: 

H.K. Jr: 

K: 

tt .M.Jr : 

t( : 

H.Jt . Jr: 

K: 

H. Y.Jr: 

K: 

H.W. Jr: 

81 

-2-

nell t he t' s all right for us, is it? 

Oh yes , there is nothing - it is perfectly proper -
employment of those f unds . ~e are Just giving an 
order to the market here to sell sterling at 7 - J/8 

Oh-huh. Can you sell any of that? 

Why it's a bit too earlY - I gave the order about 
five minutes ago - the market at 7-1/8 just now. 

I see. Tell me - any gossi p on our Brazilian deal. 

Hone at all - but -none at all - but I must say, 
I 1ve been terribly busy on our Hungarian troubles 
and -

Yes 

You've got Hungarian troubles. 

You've got Hungarian troubles. You will go into 
foreign field . 

Yes. Well, that is - no, that is s imply 
we are collecting at the rate of five 
percent per annum. 

Well, you are 
debt anyway. 
about t he War 

doing bet ter than we are 
The only difference is I 
Debt, I forgot about it . 

Yes , but we have stockholders you see . 

I see . 

and Board or Directors . 

O. K. 

Thank you, sir . 

Goodbye. 

on t he War 
don't worry 
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JULY 16, 1957 

!!ON . CHARLES F HURLEY 

GOVER!iOR 

BOS'l'Oll IU.SSACBUSETI'S 

COHFIRIU!IG OUR TELEPHONE COHVlillSATIOII THIS /.IOBliOO 

AS YOU REQUFST IT BEING I!.'VIDEHT TSAT THE STATE 

AUTHORITIES ARE NOT POnl:RL}.SS TO COPE WITS THE 

SITUATION THE UNITED STATES COAST GUARD IS WITHOUT 

AUTHORITY IN LAW TO TRANSPOP.T SUPPLIES TO NANTUCKET 

AND W.R1'11A 1S VINEYABD 

82 
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SOITOM MAll 1~A ~UL 16 19}7 

HON HENRY IIORQENTHAU ~· 

83 

BOSTON IIA I I AT THE ~RElENT TIME THE IILANOI OP' NANTUCKET AND MARTHAI 

VI NEYAIIO OP'P' THE MAIIACHUIETTI COAST ARC IERI OUIL'I HANDICA~~D 1'1 

A LABOR CONTIIOVERI 'I WHI CH HAl RESULTED IN THE DIICONTI.UANCE OF 

STEAIISHIP SERVICE P'ROM THE MAINLAND IT~ TRANSPORTATION AT TME 

PRESENT TIME I S 1'1 AI~LANE AND SMALL CRAP'T IT~ I AM ADVISED 1'1 

THE ATTORNEY GENERAL OP' THE COMMONWEALTH THAT OWIW8 TO THE P'ACT 

THE NV NH AND H RAILROAD COM~AN'I II IN PROCEll OP' REORQANIZATION 
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lk/2 "' ___ ... OI'PIC8 

IY Y I ~TUI or A ~ITITIOM riLED IN TMI DIITRIOT OOU~ Dr TMI UNITE. 

STATII ro~ TMI DIITRIOT or OONNIOTIOUT AND .IMCI TMI N~ IMeLAN. 

ST(AMIHI~ COM~ANY ~laATINI ITIAMINI~I IITWIIN THE MAINLAND AND THill 

ISLANDS II COMT~DLLID IY TNI lAID ~AILROAD IT IS IM~OISIILI roa Ill 

TO TAKE ADEQUATE MIAIURIS TO RILIIYI TNI IITUATION WITHOUT IMTIRriRINI 

WI TH THE ~~O~IRTY NOW UNDP OONTRDL or TNI P'IDIRAL COU~ IT~ IN 

ORDE~ TO AYERT A ~OIIIILI P'OOD IMORTAQI AND TO ~ROTICT THI ~ILIO 

THERE IIUIT II ~-~T RIIUII"TION or "UILIC T~AN.,.ORTATIOM rAOILITIII 

r oR THE I HI"IIENT OP' P'OOOITUrP'I MEDICINE AND OTHER EISINTIALI IT~ 

THEREP'O~E I WOULD ~II"ICTP'ULLY URII THAT COAST IUARD IOATI II 

ST ATIONED AT WOOOIHDLE NANTUCKET AND IIA~NAI VINEYARD P'OR 

.: 
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............ 65 

PUBL IC TIIANIPOilTATIOII AltO TMI TIANIPOITATIOII or P'OOOI ••101•1 AMI 

OTHEII EIIENTIALI YITAL TO TMI IXIITI.OI OP' THE PIOPLI 0P THill 

ISLANOI 

OHAI P' NUilLIY 

• 

IOYI .. OI or MAIIAOMUIITTI 

722A 
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PAIUPHBUI OJ' TELm!Wi UCIITn 
J'BOJl: J.Mriou Dlbapy, Puia, J'raDOa 

DlTJ:: Jul.)' 18, 1937, DO Oil 

10 .; 988 RUSH 

JtlOJl OOCHRAJ • 

This aorn1Ag d 10 o ' oloc'lt I called at the Bulk of 
l':r&DOa. J. atrcng praeaure agatnat the fr&DO dnelope4 
during the half hou.r I waa there. The French ocmtrol 

f:J7 

was obliged t o )'tel4 OYer ah: bun4re4 thouaan4 poun4a eter­
ling in ap1te of raie1J1i after the open1Ag rate far eterliAc 
to 128.38 f r om tbe pr~ioua 138.06. My oontaot told •• 
that e 1nce t he change i n Polio)' on the first of Jul)' the 
etabilha.tion fUD4 ha.e a.cqu.ire4 elightl)' aore than three 
billion French franoa of gold and foreip exchange OD 
bal anoe. The)' c ou.ld giYe no particul.ar reaecm for the 
frano • a weakDeoa toda)' be)'ODd thooe faotor a aent1one4 )'ee-

(eeotiont) terda)' in the f i ual eentBDOe, eecOIId p&raerapll of ., telegraa 
lo. 9115. 

MJ u.rll:et ccmtao't ta1epllone4 •e at llf40 to tell •e 
'l;hat t he ra.'te had taOYed t o 138. 80 a.nd that ( t) cOD'I;r ol 
una.ble to a'tip 'tbe frano deoline a.ppeued t o ha.Ye wi'thdrPD 
frOID the aa.rll:et far 'l;lle preec't a.i l eaa'l;. 

BULLm. 
U :Lft 
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H.U.Jr: 

ur. Knoke: 

H. II.Jr: 

K: 

H.M.Jr : 

K: 

R.loi.Jr : 

K: . 

H.ILJr: 

K: 

H.Y.Jr: 

K: 

H.ll.Jr: 

K: 

H.loi .Jr: 

K: 

H.II. Jr: 

K: 

H.W .Jr: 

K: 

Good morn1ng Knoke• 

Yea, l.lr. Secretary. 
~......... - ) .,.-... ~ """--..1.. 

Jul:y 16, 193? 
Between 1: 06 & 1: 30 p.c. 

The banks seem to be 
lt. 

having 8 little tough t ime or 

Yea, I understand the market has turned because of 
conalderable opposi t ion t o Blum at the recent 
soclallat Oongreea. 

Oppoeltlon by Blum? 

To Blum 

To BlWD 

By the Socialist Oongreee. 

I see. 

That is given as t he internal reason, externally 
the peak of the Spanish situation, -

The Spanl8h 

nervousness, yea - the Spanish . 

Oh, we Just a cable in pare ea:ying there's a lot ot 
Japanese selling of dollars. 

Wh:y that of course is a contlnustlon 

Yee, 

That has continued now tor weeks already, I don't 
t hink that affects the sturd:y franc r ate . 

Uh- huh. 

I think that explains the strength of sterling 
which l ga1n ie up to 4 - above 4.9?. 

What wollld the Jape be doing,eell1ng dollars, bu71ng 
sterl i ng to settle 

Yea, - :yee,they are converting the proceeds of their 
gold shipments to ue into sterling and used the 
sterling in connection With t heir foreign trade 
r"l\llremente. 
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H.loi.Jr: 

K: 

H. I.!.Jr: 

K: 

H.U.Jr: 

K: 

H.U.Jr: 

K: 

H.I.I.Jr: 

K: 

H.~.Jr: 

K: 

H.U.Jr: 

K': 

H.U.Jr: 

K: 

H.Jl. Jr: 

-2-

Well that's all right tor us, is it? 

Oh yea, there i s nothing -
employment or those tunde. 
order to the market here to 

it is perfectly proper -
We are ju&t giving an 
sell sterling at 7 - 3/8 

Uh-huh. Can you sell sny or that? 

Why it's a bit too early- I gave the order about 
five minutes ago - the market at 7-1/8 hit Just now. 

I see. Tell me - any goaa1p on our BraEllien deal. 

None at all - but - none at all - but I must sar, 
I ' ve been terribly buer on our Hungarian troublee 
and -

Yee 

You ' ve got Hu.ngsris.n troubles. 

You've got Hungarian troubles. You will go into 
the foreign field. 

Yes. Well, that ls - no, tha t is simply 
we are collecting at the rate or tlve 
percent per annum. 

Well , you are doing better then we are on the War 
debt anyway. The reason we did.n ' t because I 
don ' t worry about the War Debt, I forgot about it. 

Yea, but we have stockholders you see. 

I see. 

and Board or Directors. 

0 .x.. 
Thank you, s i r. 

Goodbye. 
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Cop, tor Seeretar.r 

PARTIAL PARJ.l'mtJ.SJ: 0 1 TELZGJI.UI RJ:CJ:IVED 

J'ROK: .American labaaay, Paria, ftance 

DATE: July 16, 1937, 6 p.a. 

10, : 991 J'RO)( COOHRJ.N 

Reference my 988, July 16, noon. 

30 

French control had not reentered exchange market by 

:5130 this afternoon. Franoe aetsed to be finding i t1 

011'11 level between 128.80 and 138.85 t o the pound. rorward 

franca offered at 6 l /3 for three a onths agains t s terling. 

Renho heaYily do1111 fr0111 3 .50 to 3 .90 francs . 

I .hav e had d1ecuooione about the movement today with 

the Bank of France, with Pennaoh1o, and with officers and 

trader• of t wo Paris-American banks. The movement is 

attributed by all t o be due to actual flight of rrench 

C&binet from political situation revealed by Karseillea 

Con...ention and !roe social situation revealed by renewed 

~breats of labor and growing strikes. In view of such 

fioancial conditions my contacts do not see that aeaauree 

which Bonnet baa undertaken eo far can acco~~pliah a&ch, 

There is practically an end to ohort ooTering of france. 

An official ot th~ Bank of rrnnoe estia&ted that 90 percent 

of French capital abroad 1e gaining no interest. Thia 

o.mount represent• t he r-.nte of TreDOh fortwlea which 

Oll'llers are not wi lling t o risk back in France while there 

ie tr~ble in the streets and threats of Left political 

41eturbancee • 

.t.t 5100 o'clock ay aarll:et oontaot nparted tllat 

eterlblc 
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eterl1DS had ~~414 11'011 138 S/4 to 139 1/3 wUhout a 

single offer. 'fhe l'reDOh oontrol entere4 t he aarltet at 

tbat point t o aell pounds. The lata .,..8D1DS thua nt­

neesad a Tery nenoua oODdi Uon on the Paris e:r:cbazlge 

11181' lte t • 

BULLift . 
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Secretary of State, 

Washington. 

480, J uly 16, 7 p , m. 

FOR TREASUP.Y FROY BUTTERWORTH. 

GRAY 

London 

Dated July 16, 1937 

Rec'd 2:02 p . m. 

32 

Gity ~~s ~~en somewhat perplexed con~grning the sudden 

outwat'1\ flow of funds from France t o "lay, which has been ac·· 

comp;:mied by a 1.)Cline in the spot rate o.n<i a rapid "'idening 

in tnt~ fO:''IIItrd ::->~.tes , The demand fr'lm Paris WRS foe <9 t e'I' :..mg 

not dolla'I's i thoJ great volume of tra.l1ng occurred i n the 

forenoon . 

Reliable eJ~imatos obtained f r om exchange brokers in 

a position to know indicate that Japanese sales of dollars 

for sterling in this market during ths past f ive weeks 

aggregat e between 30 and 35 million dollars . Incidentally, 

th~re is considerable discussion in the city of the causes 

of the recent weakness of the dollar, but in contrast to 

such previous periods of the weakness it has occasioned 

little unfavorable comment. ' 

Bill GRAll 

GW:CSB 
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DEPARTMENT OF STATE 

WASH INGTON 

Jlll.y 17' 1937 . 

~>' dear l!r. secretory: 

I enclo&e one oopy of par~hra1e of telegraa 

Jo . 990 of Jlll.y 18, 19:57, fro• t he Allerioan Allbaaeador, 

Paris , containing a •trictly oonfident1al report of 

a conversation which be bad with the Trench Kini1ter 

of Finance. 

Sincerely yours, 

Enoloaure: 
Io. 990 of July 18 
f roa P&ril. 

fbe Honorable 

Henry Mor gentbau, Jr., 

Secretary of tl» f reaeury. 
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PAR.U'HRABJ: OF . TJ:LJ:GIW( RJ:CJ:IVED 

JROJI: American l:llbe.fley, Paria, rrance 

DATE: July 16, 1937, 5 p.a. 

IO. : 990 

STRICTLY COIFIDJ:HTUL FOR THJ: SJ:CR!TART OF THJ: 

1'R&t.SURT. 

Today I asked Bonnet how he oould explain thia 

morning' a sudden fall. in the frano. Bonnet ' explained 

that he thought ita weaknesa waa oau1ed unquestioD&bly 

by the conclusion which people h&d reached regarding 

the Marseille Yota of the Sooial1at Congraas, whioh 

actually aeant that one-third of the Soo1al1at party 

faYored i-edi&te deposing of tho present GoYerDilentt the 

others fa•ored wa1 t1ng for three months before doing so, 

unlaa their progru should be accepted by the present 

GoYernaent . It wo.a 1lllpoaa1bla, under thaaa conditions, 

to axpaot J'ranchaen to b&Ye suff1o1ant confidence in 

the franc • fl future to repatriate large amountll of capital. 

Bonnet Mid that ao far as he was concerned he would 

neYer be a part of a GoverDilent which bacauee of Treasury 
• 

dif!icultiaa oO\lld be oYerthrown. It waa h1a intention to 

conU.uue incraa•ing taxes and reducing axpendi turea. If 

the soct~ata would not accept thia prograa ha would fall 

on the pol1t1oal • tr«•H' 2 iaiUB• 

He waa confident that the GoYerDilat could OOUDt Oll 

baing able t o continua until October or later, be~•• 

BYery one in rranca wanted their -.r !11 .. :.• hoUd&y. 

I 
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I questioned Bonnet as to what be &lPeoted direct 

and indirec t expelldi tures for 11111tary purpose would be 

this year aDd mentioned a figure of 30 billion france; 

Bonnet 1 e reply waa that it wou14 not be that much, but 

it would be well oYer 25 billion. 

Be cont1nue4 by saying that the French people today 

bad to recognise one fact, and that wae that the only 

way the preeent f i nancial elPendi tures could be kept up 

was by d1a1nieh1Ag the f r&DC' s Y&lue so tbat t here was 

no gain to anyon.. 

Bonnet elPreaeed the belief that the tO-hour law 

lad been premature aDd in its pr81lent form could not be 

applied to France without bringing ruin to the country, 

He uplained that owing to t he workings of tbh law it 

would not be possible i n France thia year to prodUce 

sufficient oa.J. for the nee4s of J'ranoe, and it would 

~5 

be n.ces.ary for the country to purchase approxi-tely 

3,000,000,000 franoe worth of coal abroad in spite of the 

much higher prices of foreign coal, 

Prom •Y con'f'eraa.tion with Bollll8t I gathere4 that he 
# intends to try t o make !Us elf the auccesoor of Poincare 

ae the frano ' e defender and perb.ap• auooee4 Obaute~~p• if 

eoae day the Sooia11ate ehould withdraw from the GoYernaent 

on the political ieaue of l ower expenditures &114 higher tu••· 
U:Lft BULLI'U. 
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DEPARTMENT OF STATE 

WASHINGTON 

.Tab 17, 1937 

S~RICTLY CONFIDE2lTIAL. 

K1 dear Ill'. 8ecret&r71 

With reterence to mT preYicua letters torwardlng 

to you certain intormation whlob haa been receiYed tro• 

the Eabaeay in •cacow concerning the 8oY1et gold indue­

try, I am enclcaing a copy ot a atrlctly oontldentlal 

deapat~torwarding a me•orandum ot statements made by 

an American m1n1ng engineer tormerly employed by the 

8oT1et Gold !rust 1n regard to conditions 1n the 8oY1et 

gold 1nduatJ7, , 

Enclosures: 

J'ro• Jloacow, lfo. olOl, 
June 23, 1937, 
with enclosure. 

!be Honorable 

HenJ')' •crgenthau, Jr., 

8ecretal'7 ot the !reaiiUl'f. 

Regraded Uclassified
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ua1ou. a. aaa .... , •• :rear• 111 Jayklt.•&u a& n. 

ol1tteraAC alaiJic -~rlaaa; O'fU a )'Mr u4 a baU a& 

Dar•- 1.o \h teatarA C1bar1u Olllaat , •• wall a a a -­

d .. n llla Uaa •• au.w, u4 o&Ur a1Jiaa aear &u s 1rl­

k1&A&~KOGiOl1au llor4er • 

.llr. 11118011, &ocethar witt~ ~a . 1. 0 . L1tt1a,..., oleo 

Ulllon t or a a.-or or :reara, ._.,. M.a tv Lll.e lea~ &wo 

:rear• su onl:r rwotp aaclaev• -.1a1 .. •r &M sorto& 

Ool4 "'•'-c -rr.a&. n 1a ta._.auac &o ao&a 1a tala 

•-U• ,._, 4v1ac SIIJ.a lad :rear .llr. J.1\Uapep, .,... 

no »rnlou.l:r __ ._. wl&tl pU wtatac ..-r-Uo.u, baa 

boaA baaatorra4 &o taa MM aa\al 4lY1a1oa or \ll.e snlo& 

a1Jilne 1a4u&r;r, tluaa latlo .. iac \be& \ll.e •t.Mr1Uoo an 

oo4ouor1rls \o ole &lie \lao cold lJicl wo&r:r 1a aUll tu't.llor 

..,.,..,. . 
.llr. •11- lau - llaoa \0 a --~~-~~ et &M ottl-

Mro at &h lilloltooa:r aiaM ltM, ... U 1o Mllo'facl &lie& 

Ilia JM•n• 1a roprc1 &o t.11o ..,._, ol\'OaUea .., lla 

cl'foa -uon111a •ltlta•· 

l:aol.o-: 

1. CtrloUJ c-tU..Ual ._,..,._ at &Mto­
-U-M~D. ~·· ...U.., -~­... LHa1 p• FAI:''sal', \0 Wr. Dlu'N'ow, Dllrt 
~•krT ot Dhoq, 1-. ll, 1U9. 

Regraded Uclassified
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tu ••• oq.lll~o ... otrtol•t •c•neen \!let I w -

eaoowa\ol'o4 1JI !IF ..._ :roan lD no SOYl•• aat.oa. 1a 

1o .. tlloa • ,_,. he l'eorgaalsei Ulo .-bU., •llet .. \lall.J' 

1Jierooeot1 tho pro«ueU• , ... lD ceaorel boat •ftrJ' etfwt 

t o Hk• tile pleat u ett1et•• •• po .. nle. I IDa• nat 

he or._ wortrot alnou lloure • 4a:r &114 pYa ner:r li\U-­

Uoa of aot 111111 'bolDI l "7d t o tile 0!11UitaUCIIl tor ~­

b ne wortiq, lnat of llle1Ac a:rUlDa nt • •-.u.r• . 

llllUlJ, attar tale -atille at Dslle'Jpra b&4 ban orpldae4 

proper1:r, tllie •1roetor wae tr....t.Pre4 to • alJUag - -

'l'llo 11011.the after be 

u4 hlr8a 19 )ale •- «utlee be ... UTeete4 ... -t-84 

t o tu :roor• • S..,rleo-•t •tor 'be1nr • ft'Ohk11et -•I'•. 
Hie broUler ne ureeto4 a ellort tt.e tlefere llta 1JI aaoUiall' 

p art or tile eOIUitr:r ... llllot t• tho - li'Meoa. ~1-

t houp 1t le liOealllle that 4U'1Jic tile alloll't tl.M lie •• 

ill llh uw .... lie _,. bllft - a4or the l..lltll&enoe ot 

eo-oel.lo4 ..U1Jia o,...haUoae, I 4o a et ltolt..Te tha t 

he wae --s.4 ill 1111.7 'a7 wUII IMIOII aa ol'tPllll•Ut~~~ , 

UICl I 11acnr r ..- a:1 owa oll;pU'leaoee wU h hia that he •• 

aot orU1 uv 17 • • JOIIlo bd • ~•tl1 l.o7al ooYlot 

oU1-. 

I ai'N ~· ~le •• oee *loll I lmow of ,.., _ _ 

aU7, '"'' rr.. ... , ..... uoae I laan laa4 w1t&...,. of !IF 

eoll.._.a eJJieo ~q !'liMn &o ..._,, 1 tl.aYe leane4 tlld 

\ bero liaYo 1.1~ llloeR IIIIA4ll'o4o of Oll'roet• Ulll'oupout 

tM alAi.a& 1JI4utrr e iHMat *1* a ota11l& hu wen ar.ODt1oa.d 

1a t1aa pr ... , Mi tbat aaay or tile perooao _...., • .,.,. 

ae"•ell7 'Deea _.'-4 .. al. '•i*" TroUkUeU. LtJ' f1'1 ... o 

lau-.. 1111'-· - tlaat \MM &li'NOh laaYO 4ofWkl7 at­

foetell &.be pl4 gronoUoa 4urll>a She 11aot au or olgbt 

J>Ont lw ; Regraded Uclassified
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IIIIOINI I aaa ...U ltellne Sllet llah h tne ll' ~ -­

C.IIorHlla llno uno .. oorte.la or U. por-• .._ ._ 

tr1oa4a allop ban _, wi\b eta. t a co, aiJloe aoa& of ~ 

por aoca wro acae or \be IIOa\ otZt l oloiU ns'••r• 1D & lh 

OOW rr.at • 

.U&boo•sb I l"OOU• &bat Iller. u:r bo maa;r -tr 1bllt1Jia 

taatora to &ba pro-• e.p1401111o of orreo••· I r .. l , on tlh 

baela or-., OQ~a Cbuia& .a. pan JMr, tlla& a ..... 

talD _, of \ba ao-oelt .. anoldq ao&h1Uaa hno ~>a.a 

chao , at l Mat lA lNIJ't, to tAo raalataaoo at tile 'IIOJ'IEora 

I ... 111 Dar.- 1n \lao tall or 11311 •• _.,...,. • 

"" flra& .,... to ~rl .. tba IIOft&Oa' \bon. .t.t 

tho rlra\ -·1q orpai ... at IU alna \0 lAOIIIWft.tO tAo 

Slaldi8AOY ao-• I •• ~rb .. to laara tbat ao& eaa 

or •b• worltara n1M4 hl.a haacl Wbo11 tba Party loa<!ar rlrat 

.... for Yolutaor 3hldl•odtoo . ps .. n,., liJ' •u-u,.. 
\o no aohal l'artJ' --.ore 111 \lie -•tac, 1lllo ....r. -. 

1101'0 or loa- foroecl to Yolu\oar, -. e~aau- of -. _._ 

11111 ... ula so ..Uat \lao __ , or a lawp ,.rt at lila 

wo.rlltan to Jo1A \lao ao.,._t. 

I na at D&lla\ygara 1n 1M oPrlas ot lt:l • ._ tAo 

t1Aal •"»• 1A the or guJ.zeUon or •Ill• Staktlun • t, 

tlaa .ra1a1A& or tho aona, nn p11\ ill&O attMt. n. 
tho\ tlM oo I na eoa.tlnuoualJ a.wro of Uoa feat tlllat 

~. It aot • la:rp .. Jo:rlty , or lila wortron WI"!! n­

•ruolJ' 4laNU.tlo& wltll lbo an-.t to ap ... 1lp po-

... u.. o. ~kala or llloM oliMnau .. I t'Ml .. , 

...., at tA. .. ad to& .. -. or Mbo .... oe ... part or 

--...... ~--- -tlaiala - rnUJ' ._ M lAo Iaten 

I'Nla*- ..... ltlaiiMaoY --··· 

Regraded Uclassified
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.. , eDl7 U'fo -.., .-• 1a \M n r l ... U..h 

\ a ouc)lout tho 00Ulltl'7 liMo anoa\ocl or clleal.uecl, wt 

I han ao• learna4, CODtrUT to tile lntonr.aUoa I o'b­

t o1Do4 elx -b ago, that Mr . S.ra'bro'fllkS. , tiM r-r 

head of tho OOltl ft'laa\ aD4 D01r Vl .. C~a .. r tor ... ...,. 

IA4ueU'7 lD CU!'go of tho ---farl'fto Mo\ale IaftaV,, 

1o •e•ln 'belcg a \taeke4, aacl 1\ la q•lto poaal~o .Ut 

... 1 

tlre t r atwnll4 to •o•••• •"-t al.lr: -lr• aao I 1...-

102 

or t ho auau. 1a *~~• pnaa acal.ll.at Ill'. s.r®ro'ftlrl , a114 

••o laqulzJ tUo;.ap 11aa7 of., aoqula\aa .. o ll.en aot~~u 

llooauo or ..all nau. 111'. !a'a'bi'O'falrl -u 'M nlloYM 

or lllo JPO•'· 1 -• ••~ at \lla\ \lM \hot nail -• 

aot \llo oaoo u4 t!Mt Ito IIU 'booa ablo to azplela .. u.­
faotorU:r tllo allon•at•p of wlllall llo 1184 'IIMII Mneo4. 

H ag_pooro, hownr, thot lD tu lu\ two or ~U.O woolra 

t ho Utaolra haTo been r<11-.& ... aftwta oro 'Mille .-o 

h roroo llr . Se.ro'broftlri h noip Ilia pooitl•. 

b tllh IM"'Htioa I bTO oloo learaeA \lid *- .. ., 

--· or \llo Oel.l !Nat ....... 4otac O'fW7tll.1a& 1a Ilia 

power to 41oobarp or llo'fo truatorr ool t o otur wrk all 

or t llo It~ oo llocl ..,_ .U uoh\aa\o to llr. Son­

llro'fokl. 

1a nPJ'cl to ., •• oooo, 1 no 1atoi'M4 • row hJO 

aco \ hat \ bo So'flot Mtllor1Uu ha4 40oitlo4 \bat \11., 
woul& no lotapr ... , rq IIOI'Tlooo ... . \horotoro. 4ooli'M 

to 'broall: \llo ••tnn wlllol'l. I M4 olpo4 1a Doelabar 

11:16 prior to ., cl-.par\lU"o for tu 011.1 \ocl saao. At 

t!Mt \lM I told tho ot'tlololo or 1iJao OoU ~· not U 

woo ,. .. ~le I ..u ao\ n\Ua w wrlr 1a tile r..not 
ua1•. Jlo-.r, ••U• U>.o Ol:;l)n&e101l ~ 1q cloalno 

lD Regraded Uclassified
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1a \Ilia ncan t.M efflelau -...• • k ru aller 

rq .. elaloo _. re-.ra ~- at laaat - .. ,. ,eu'. I 

tlaallJ .. ..,b .. t b• n et 1f tile)" .. •••lJo"' I ......u• 
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•1• • eutraot ftiea Wllld -tala ,,..u1eM k tile 

etted that I eelllU WMit tile -V.•t 1n the • .,., that 

1 4ee14 .. ao• to retua to U.b -try. 11lllA I •• la 

.a. 'lllllW s tat .. au aeu '!Nat ett lal.U • s ..... 

wlUI - ea MYeral He&aloaa ~ - te Drr)' llaek te 

.. ,_ ., .. u... I arrlYe4 la •- au run welt 

1a • ..,. ... alaN tllat tlM ~ ~ awltla& .,.. •• 

naau ,-, Q !'rext.ak17 tw we~ta .... 1 .. ..u u.at au 
QoU ft'Ut W ... u .. tut ~ -u ae '•.- ... _, 

HrYl•••· I llaft t:>are~era Mea uklAI ~t• te 

raian to •• hlW Stataa. 1JIIIar Ule atl.-J,atloaa fill 

rq -traet tile ntllorut .. are k ..,- ., ........ • 

llae J'atu'a trip t o tllle hlt .. stet .. , •• ...U aa ., Mlar,. 

uUl ., UTlYal at ., ._ plaa U Gth -tlll'a ~ 

ca , ... u ,. tor lleYla« v-.. tile -•nat. 

Alt lloup tllla otrbblA or t.M 08U '!Net elahs' 

t b t tile)" .. ,.. III'Mkla& na ••'"•' •ln•• tMT • 1...­

...... ., .. rn .... I • _na ... tllat till• ... 1u. •• 

..... la -MUon wltlll tile Ulft alea h aow Mt.c .... , 

apperaatl7 liT tile Peepla' • a-tuarlat tw hnl.- d• 

~elre, k ~-•• •n ~enliiMlf• k lAaft tile -•r,.. 
dtbovp tlla OeU '!Nat effblah 41• aot , ot uu•, -­

tin ., •8111111•• la tll.la ........ , till.,- n• *-lr "•' k 

lllat that tlllh • • ,.,. n.1 ,..._ ~- v•1rs.1 tile - ­

v.at. 

•• 
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•r. 111- U lle IILelll Olll' U• aa to Ule hkl .. u 
p l'o4110UOD lJl Ule w-ri.at 11al•• llr. 11~ 1'0~ .. 

1U4 

&Ut, aUiloap ho » 4 wol'lt .. 1a • • • or Uo pl4 prol!•alac 

41atr 1oU 1Jl no _.,., tre. llaaeldlakll to tM hl' lao,, 

he ba4 nonr 'ooea t ol4 aor 11La4 lt.o -•• allla M ooU••• 

1Jl UJ Q7 t bo • ot d &014 lii'M .. Uon . a. atatM l lld *1• 

lnf or MUon -a parbapa _,.. elooalJ' poMM troa lt.ia &llu 

rroa otllol! .ter-• aot 1ll tlt.a - .PMUl• •• Yor~ Olll' 

data llo ai&IILt o btala . h ... ... , IILow.or , \bat tr.. ~ 

Illata u ho lt.a4 llOU't u4 tr.. Ilia - p-al ••l'ft­
U oaa , llo bollnoa .._, Ule total «•14 pata .. 1• 1a 1911 

c-aU• IILo ata'" •u• 1t.a - u ... , ••• ut1AUal,7 

'lhatur wa tl&'IN w.a sroau~ ox • ...,.. , .. or aanauT 

repr oMDh 4 \lla ~• pi'OCI•elll · 

-
~ 

') 
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SEcrEtary of StatE 

Washington 

482, July 1?, 1 p . m. 

FOR 'n'CJI.Svi!Y FR011 BUTTER\.IORTII . 

GRAY 

London 

DatEd July 1? , 193? 

Rtc 1d 9 : 11 a . m. 

~h£ dzprEclation of thE f r anc continu~d today, thE 

ratE w:w i n5 d cwnward at timEs by 25 to 50 cEntimEs b£twe:En 

' d Eals . Th E FrEnch authoritiEII did not a t tEmpt to gl.ve: dE-

cid Ed 91.\ppvrt. 

• 

I had a word wi t !l WalEy uho s t a t Ed that thEy had b ££:-1 

informEd by t hE FrEnch Financial AttachE t hat a furt hEr se:t 

of dEcrEEs wouJ.d bE issuEd nExt wc Elt d EsignEd "to rEctify 

t hE cash position of thE Tre:aaury" and t hat it was hopEd 

that thEsE would tEnd to rEstor £ confidEncE . 

VlalEy also s tatEd that a r Eply in support or thE lEtter 

to Baclunann will bE rorthcol'ling by 1\!ond.ay. 

BINGHAM 

WWC :KLP 

Regraded Uclassified



PAJl.U>RRlSI Or TILmJWI RIOIIVID 

J'RO.Ih Allerioan lllbaaay, Parie, rrance 

DATI; July 17, 1937, 3 p,a, 

IO.: 998 

racK ooomwr. 

1U6 

I make reference to the firet paragraph of .,. tel ... 

gram Io, 985 of July 15, 6 P••• 

At noon today Rueff told ae that his offioe ha4 been 

drafting a aeaorandUa which entirely approved the monetary 

principles foraulated in the COIISUD1oat1one which Secre­

tary .llorgenthau oont•plated sending to the mcllBiary author­

ities of 8Witserl&D4. Today he ha4 plaRDed to sake thie 

reply available to ae. However, he explained that .llon1ok 

ha4 telephoned his fr0111 Loll4on this aorning to the effect 

tlat the Bl'iiiah were preparing their aeaor&D4a in this 

salle regard. It -• thoupt beat for the rrenoh and the 

British to ooa.!er 011 this poillt. Aooord1ng to .lloniok, 

Rueff tol4 ae, the British would hand their reply to .,. 

colleague in LOD4011 on .lloncS&y at one o 'olook. At the aaae 

hour, Rueff pre.! sed he would siva •• the rrenoh replJ' 

aa it say be finallJ' drafted after oonaulation with the 

British authorities. 

BOLLift. 

EA:Lft 

Regraded Uclassified



P.l!IAPBRASI OF TILIOR.t.K RIOIIVED 

J'ROil: Aaer loan lllbaasT, Par 1s, :rr anoe 

DA'rll:: JulT 17, 1937, 12 a1dn1ght. 

•o.: 997 

J'ROil OOOER.U. 

107 

Since July 14.1ih waa a h ol1daT Paris banlcs 

except ing Bank of .rranoe an4 other state inetUuUOD8 were 

open t his forenoon. There was no official exchange ll&l'ket 

but unofficial tra4ing showed a Yery nerYous and upset 

situation. J'l'ano declined to 132 to t he pound. 

I talked with the Bank of rranoe at 12 noon. llT oon­

taot told me that TesterdaT the pressure against t he franc 

had d~eloped ao strongly that 1 t would have cost the 

control too dearly to hold 1ihe rate at 39. The policT 

therefore has been to intervene at each half point t o 

purchase s011e f ranca a nd see 1f movement could be brought 

to a halt. The control lost nearlT two hundred million 

J'l'ench f ranca yeaterd&J'. SOllie four million francs were 

done(?) at •ew York yesterday evening. There waa no 

official 1nteM'ant1on 1n part. this morning, but the Bank 

of lngland waa acting f or 1ihe li'Zenoh in London. '!'he Br1 Uah 

reported puroh&aea of twent,-fiYe aillion franca by 12 noon. 

In London dollars were being offered against sterling. The 

BUdten weakening of the franc ahoelted the J'renoh f1D&D01al 

press. '!'hare h&Ye been giYen no tur1iher reasons for this 

weakening, other than those I haYe a1rea4J aubmitttd to you. 

BULLift. 
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fti:OCRAL R£SE:RVE BANK 

Of'" NEW YO RK 

DATE J!],z 11e 11.,, 

108 
CORRESPONDENCE 

cotn.-I:W. mw SUBJ~cn.....%' ••• I i*'mOI fttL_ 

••• or -nLg_a_ 

Ia h. a.l-.•a UIWM, b ...... all~- a\ 10110 

today to k"' •• 1lP w .. ,. w a lit\ ....,..,.._,. 1a hw" 11111a, 

be tha-I'~ -• 1-* • "u wt • to •• ~ IIIia Un•••• ., to 
l ut ftllar~ Uie ~~ W bela ..U. .,,..._., llnate ot lieu 

conrlq. ftl_. w, boaewu, .._ ao alp ot l'lel npeViaUw. 

On •••~• d a .... ,., at llaftltlll.l .. , ot uae loe1alJ.n C:..:r.aa, 

Blw reee1n4~ ---~ aeJod~ wM. fte ttnl ia,7"at.. • 

t he Pllblle~ ... · a tnoi'Ule we.. ca. 11 4 ... .,.,, uee1u, U.e ur-

ltet tunae4 lllldlll w4 waa .,_, walt w htCq aa4 lak~ _. -

t11lUa4 10 ~ al'h I Z" ;re~ U. 1ade\ef that Uae leeialJ.d 

party ... leiJII w 4lt Ue bllll w '" ......_. An.S.P\Iaef ••· ftde 

laU er au\wed U4 •• .._. -* eltM, ••••· !Jle h alia c.­
hol . ... to be U;rUc aow w •«eJ Ue ,.Uq • Ute btU* ,.Ue;r; 

t ha t h ra\hll' U.. w etwt .. U.. a ..U., a.nbaJl7 to 11" -.r 
befon pau .., tafwe:t.-. tld.t ·~ W lef to a ,._. 

deal or _,..at.. •• •117, 11e ttxp\ tlae ,.._. DW14 4lt Mh• 

1t t h., \.-let \lle J...-lW Dltla a Utltle •n w-.;r. U.Ul _.. 

tb1Dc -.u.au ... •• «we 'r ._ hwlla lo• ••· u ... JMia17 

coft"'ft to .., ~ • nte waa 61 .sp\ nM. fte ..,. .. W Mt 

b .. pii'Uwlar~ ...u .... ~· __. ....... u...c JUIUW .. 

due e\11'117 \a rYwt .. w ....... at ..... !tef ..U llailft W ht..,. rf leW 'IJ'• U tU U tlae ~- .. II I ef, I U•ef 

~".._. .. .___ ....... w ........... to .. 

,... ..... .,,._ .. - ........ , ..... 1a *• ..... naif""' .. 

&~ .. ,.- *• ••• I ' ... 
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I'"EDE.RAL RUR.ftVII: 8ANK 

OfF NEW YORK l U3 
CORRESPONDENCE 

coanoii!L&L m• 
L. W. -'Mitt_ __ _ 

DATE J;oly 18, lfi'F • 

SUGJE~B ~101 IIt8 

-I-
•••r or "'L••o. 

Ill tale .. 14 autt• \b .. •• M a.•...u... a& tale -•'­

t he 1014 wbiob oae Sato tale ..a• -. •.-17 eSaed cold. !Ja• (tbe 

BnUIIb) bd ... .,_..t.Sai1D a -.no. to lt.., 1014 pl'1 .. 1 n 
puU1 or IM'we •• ball hka a .... cleal ef •l&al otfencl ~ OO.• 

c•\ral b.-It•• ._, P2••Uac U t... I..U.. SaM tbe ..a• a4 

priou ~ &eilll to a Uu •'· " \be __ , ~ -. • ann 
cleal or onel'1111- 1D ~ .-,le 1M Wid tlllioft or 1014 *- tbe 111• 

aoare waa a& 1'• IL~. !Jae ..a.t -. clad~ llealt.IIT .., •• 

it •-e4 aate u ..., u.&\ feu of a ......sa Sa tbe pl't.._ lt U 

bad DO\ •UnJT a...., ...... _. ~ .. ZT ' fu tile •'-

O.Uen -u. .. u M ott_.. 'r -.. J..-.... b tide 

-eoUa, I ....U. .. ..._, we laaA ~· .._ ~ ... ot a fUt!s• 

lb1pa•' ot 'I'O.ooo.ooo 7•• Wll.l-. • 11111'1 UU. waa 'INd.lll eft-' .. 

for the -e ,..,. .. u IL.....,...._ -... 11 • \Me ...,. of J..-'• 
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GRJUP l.IEETI NG July 19, 1937 
9 : 30 a . m. 

?resent: 

u .. J. . Jr: 

Gibbons : 

H •. J. Jr: 

Gibbons : 

I! . :.I . Jr : 

Gibbons : 

H • .J . Jr : 

Gibbons: 

H. :J. Jr: 

Gibbons : 

Mr . McReynolds 
lolr. Bell 
.tr . Upham 
..tr . Lochhead 
Mr . C. ibbons 
Mis s rioche 
Mr . Haas 
JAr . Gast on 
Ur . Oliphant 

:.ell, 12 hours after Y/e sai d "No" to Governor 
Hurley of Massachusetts, the shipping strike was 
settled . ~ nd I want to say , Steve, while I 'm gone 
don ' t let t hP Coast Gua rd go into any s trike area, 
unless - it doesn ' t go unless it ' s over the Presi­
dent ' s s i s nature, and I don't care what anybody at 
the uhi te House t ells you . Do you get t hat? 

lie had to decide exactly - Herman was out ••• • 

Wnen you get Mcintyre end Jimmy Roosevelt and Steve 
Early ~<11 t t•ying •.•• 

I didn ' t pay t he slightes t attention . I got Bernard 
and ,·/aesche in and I said the only question in my 
mind was that 77-B - they 1 re in ba nkruptcy - I d i dn r t 
knoN, from a legal s t andpoi nt, wnether we had to go 
i n there, .:het ber they wer e under Federal jurisdic­
tion . Tha t was the only reason. 

I don ' t car e whether they ' re under 77-B or 101-A. 

'1/ell, Herman had said , of course, t hat we ' re legally 
respons ible . 

nel l, I don' t 1vant the Coast Gua rd to go into any 
strike s ection unless t he President personally orders 
it . 

It would be running di ametrically to his opinions . 

You beard what ne said '"'ben he put i t up to tnem. 
Be said , •Let them use ll rowboat. • And t hen 12 hours 
a fterward the thing was settled . 

Well, the St ate of lllassechusetts could hire their own 
e4uipment if they wanted to . I t wasn' t interstat e 
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!i. !J .Jr: 

JcR : 

f! .M.Jr: 

~AcR : 

f! . r.I . Jr : 

:.feR : 

B. ll .Jr: 

:JcR : 

H.J . Jr : 

Bell: 

H.M. Jr : 

Bell: 

H. I.! .Jr: 

Bell: •. 

H .:.1 . Jr: 

Bell: 

B.!.!.Jr : 

Bell: 

R • .!.Jr: 

Bell: 

-2-

com,merce; it was intrastate, you know . 

All r igbt . Mac? 

111 

Nothing but Stabilization Fund a ppointments whenever 
you ent to find time . Nothing pending tha t amounts 
to anything on t hat . 

Beve t hey cleared with t his fellow (Lochhead)? 

Vlell, he has got the ad jus tment on the two boys you 
agreed t o . He 1 s got the l e tters ready on those . 

11e11, bring them all in together . 

I've got the .vhole story wnenever you want them. 

10: 30 . 

l O: JJ . O. K. 

Bell? 

I don't believe I have anything , Mr. Secretary . 

If you will stay a minute behind, and if - do we get 
out a daily statement t oday? 

Uh- huh. 

'tlhat? 

Yes, sir. 

Have they s een - you haven ' t got one in your pocket? 

No, it won't be out until about one o ' clock . 

(On phone) Wil l Mr. Bell ' s office send down the 
latest daily statement for him, whatever the l atest 
one is, and send it into my room, please. 

Did you see the editorials in the VIall Street Journal? 

No . 

Can ' t find it. Here it is - "Li quidated Treasury 
Assets.• I think we ought to answer that. 

(Looks at editorial) 
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H. !J .Jr: 

Upham : 

H. :.l . Jr: 

Upham : 

a . !.! . Jr: 

Lochhead : 

H. li . Jr: 

Gib'bons : 

H. rA .Jr: 

Gibbons : 

H. J.! . Jr: 

Gibbons: 

H. 'i. Jr: 

Gibbons: 

El · :.l,Jr: 

Gibbons: 

H. !l. Jr: 

Gibbons: 

H. !.! . Jr: 

l •? J.._ 

-3-

Cy? 

I have no thing . 

How 's the corn crop in Iowa? 

Let's see, knee-high by the fourth - I expect it ' s 
just about beginning to have silk . 

Good . Going out and t ake a look a t it? 

t hought I would . 

Check wi t h llagill . 

Nothing neN. I have a man over at State Department. 
hll t hose cables a ren't in. Butterworth ' s final cable 
isn ' t i .n yet. But I•ve got the man stsying over there . 

Your (Gibbons) candidate i s having a little trouble. 

Yes, he is . 

I thought you had that all fixed up . 

1hey won' t let me fix it. 

•·hat? 

They won't l et me fix i t. About six months ago is 
the time it snould have been fi.xed . 

\Vho • s going to be the leader on the Hill in the Sene te? 

I think Barkley. 

Who? 

I think Barkley. I don't think they'll let • • •• 

Anything else? 

I've got to settle about Doyle. Something ' s come 
up. I•m going to order him here - the Collector at 
Honolulu. 

No you don •t , no you don•t. 
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Gibbons: 

Oliphant : 

Gibbons : 

Roche: 

Gibbons : 

H .~ . Jr : 

Gibbons : 

i! . wi . Jr: 

Gibbons ; 

£1 .U.Jr: 

Gibbons : 

H.J . Jr : 

Gibbons: 

B.M.Jr: 

-4-

•.Vell, I ' ve got to talk t o you before .... 

Write Mrs . Gibbons about it. Le t your d&ught er 
settle it. 

I •m ordering him on here . 

~eep him away While you're there . 

He ought to be given an opportunity to answer some 
charges against him . 

Li st en, have him come up. Let ' s talk it now . 

.~ell, he disclosed - we sent a .:ustoms agent out 
there, :3heehan - he t old a womnn that he • d been 
drinking with about this &nd she was very close 
friends - I don't Anow whether she 's an addict -
with one of the lar&est drug traffi ckers in the 
Islands; und sne told this fellow; and Doyle had an 
undercover man who was going to make a buy from this 
l arge drug trafficker. The drug trafficker went around 
to the undercover man ' s house , shot him, left him for 
dead, t hen went out and committed suicide . Now , tha t ' s 
a nice ... I 1d bear d about this but never knew that it 
was in writing . 

'o'iell, perfectly frankly, I do this t hing 18 hours 
a day and I• m not going to do it in Honolulu. 

Beg pardon? 

I mean I•m not going to do it. 
a quarter of six this morning. 
this thing in Honol ulu. 

Of course . 

I spoke to London at 
I 1m not going t~ do 

I aean I .vas on the transatlantic a t a quarter of s ix. 

.'/ell, it ' s not your problem until I make the recom­
mendations to you. 

Well, you fellows handle it. I 1 ve got the machinery 
here. 
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·. 

Gibbons : 

MeR : 

Gibbons: 

H. IJ.Jr: 

Gibbons : 

H. :.I . Jr : 

Gibbons : 

"ache : 

H.JJ .J r: 

Gibbons: 

i:I .W.Jr: 

Gibbons : 

H. M.Jr : 

Roche : 

H.W.Jr: 

rtoche: 

d. lJ . Jr : 

Haas : 

l:I .M.Jr: 

-5-
11 4 

The point I want to tell you - I 'm going to bring 
him . •.. 

He didn't want you to be disappointed when you got 
there . 

When you get tllere, you don ' t know any tiling about 
it; it hasn' t reaclled you. 

Well , I don ' t know. 

No, you don' t want to- i t ' s not your problem a t 
all up till I make a r ecommenda tion and you don ' t 
agree wi til me, one 11ay or t ile other . That ' s the 
organizati on of it. 

But you don' t want t o give me tile nace of t he woman 
that he went drinking w"l th? 

•el l , yes, I can . 

I wouldn 1 t be so s v1eeping in my statements, quite. 

All right . 

But when you get there you don ' t know a t hing about 
it. 

That ' s easy . All right, thank you . See tha t he sails 
s oon, will you please. 

I'll send a message right away, as soon as I get 
back. 

Madam Roche? 

Nothing . 

Sure? 

Nothing. 

1.11 right . 

I have nothing this morning. 

Georgie, going to give me a l ast shot on whetller 
we ' re going to have a business slump? 
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·. 

Haas : 

Oliphant: 

Haas : 

Haas : 

R. !.!.Jr: 

Caston: 

H.M. Jr: 

Gaston: 

H. II . Jr: 

Caston: 

H.!.!.Jr : 

Oliphant : 

H . ~.I..Jr: 

Gibbons: 

R.M. Jr : 

Caston: 

H.!l. Jr: 

-6-

Yes, sir , at 11 o ' clock. 

That is, a slump. 

That ' s when it ' s due. 

115 

All right, 1 111 take it personally . 
last chance if you 1 r e going to have 
11 o ' clock . 

Her e • s your 
a summer slump -

We 1 ve got the June index down to 115 . I t looks 
pretty good • 

.1.11 right . 

Herbert? 

I don ' t believe I ha ve anything . 

How' s your grandchild stanaing the heat? 

All right . 

All right . They ' re still here? 

No, no, they went back. 

They went back, huh? 

Well, let•s all root for Barkley, because otherwi se 
we get King as head of the Finance Commit t ee . 

So I read . 

I'm not sure I 1m going tonight . 
feeling well . I won' t go for an 
still have to go Wednesday . 

Wy oldest boy isn1 t 
hour or two. I may 

Are all the childr en going with you? 

Yes . 

Will you be able t o catch t hat same boat ? 

Yes , I just checked; i t doesn ' t leave until $aturday 
night . I can leave here Wednesday, catch a train 
Thursday out of Chicago, and be in Los Angeles 
Saturday noon. 

All r ight. 
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Gibbons: 

H. II .Jr: 

-7-

•lhat seems to be his trouble here? 

Wel~ , be took his typhoid inoculation; I don ' t 
&now whether it's t hat; running a 102 fever . 

' 

1J.6 
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J~ 19, 1937 

MY dear Mr, Secretary: 

I want to take this opportunity to tell 
you how extrer~ely usetul llr, Butterworth, o~ 
The American Embassy star~ at London, was to 
the Treasury du.ring the period immediately 
f ollowing the resignation o~ Mr. Blum. 

Mr. Butterworth's presentati on o~ the 
Treasury's instructions to the British 
Treasury were carried out with diligence and 
intelligence. 

Sincere~ yours, 

tSigned) B. Morgenthau, Jr. 

The Honorable 

The Secretary o~ State. 

1:!.7 
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July 19, 19.37 

My dear Mr. Butterworth: 

I am inclosing herewith a copy or~ 
letter to the Secretary or State which I 
thought you might like to see. 

There 1s nothing I can add to this 
letter other than to say that I was en­
t1re4' sat1sUed with the manner in which 
you represented the On1ted States Treasury 
berore the British Treasury . 

With kind regards, 

Sincerely yours, 

(Signed) B. Morgenthau, Jr . 

Bon. William W. Butterworth, Jr. , 
Seco.nd Secretary, 
On1ted States ESbassy, 
London, England. 

118 
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Operator : 

l:l . lil .Jr: 

u. Merle 
cochran: 

tl . M. Jr: 

c: 
H. W.Jr : 

C: 

ll .lt.J r: 

C: 

ri .M. Jr : 

C: 

H.M.Jr: 

C: 

n. ll . Jr: 

C: 

t:t .li.Jr : 

C: 

ll.ll.Jr a 

C: 

ll . lll.Jr a 

C: 

Go ahead. 

l:lello 

Hello 

liello, Cochran? 

Hello~ . Secretary . 

Can you hear me? 

Yes , very well. 

July 19, 1937 
3 : 27 P.M. 

All r i ght . Now we 1ve got your cable and we•ve 
got the Bri t ish, see. 

Yes . 

Now I'd l i ke you, tomorrow night , to go up to 
Swizterland, see. 

Yes, sir . 

And see the head of the Treasury and t he head of the 
Centr al Bank and read them my memorandum. 

Yes, sir . 

In other words give it to theo verbally , see. 

Yes . 

And tell them that i f that's acceptable to them, that 
we •re prepared to have them send any amount of gold 
that they want to send. 

Yes , and tell them •••• 

Tell them if our memorandum meet s with t hei r approval 

Yes 

we - we 'll stand r eady to accept any amount of gold 
that they wish to send us. 

I s ee , if their memorandua - it our memor andua aeeta 
with their approval . 
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II .J . Jr: 

C: 

C: 

!!. II . Jr: 

C: 

ll .U.Jr: 

C: 

R • ..I . Jr: 

C: 

ll . l.! . Jr : 

C: 

ll . &l . Jr: 

C: 

H. J . Jr : 

C: 

H . .. . Jr: 

C: 

!l. r.t . Jr: 

r.; ; 

- 2-
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Yes . We stand ready to a ccept any amount of gold 
they Wish to send us. 

Yes 

See 

Par don me? 

That holds true of conversion. 

Well, I woul dn't bring lt up . I mean- we don ' t -
we don't - a bill from the expense - the principle 
laid down i n my memor andum, see, why they can go 
ahead and send any amount, a t least - we don't ask 
a nything else, see. 

I see . 

See . 

Yes, sir . 

And if they can' t say here, t hey want to s ell some 
of lt or so f orth, and so on, wny t hat ' s up to them. 
As l ong as they adhere t o the principle in that 
memorandum. 

I see . 

See. 

~ui te . 

Now, do you think you con sell that? 

Beg pardon? 

Do you think you can g et tha t across? 

The onl y thing that's a little difficult wi th them -
I might beve- the f act that tbe memorandum •••• 

ill bat' s tbat? 

I am afraid I might bave to leave them a copy of 
the memor andum 
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H.M.Jr: 

C: 

H.Y. Jr: 

C: 

.II .M. Jr : 

C: 

H. J.I . Jr: 

C: 

H.M. Jr : 

C: 

H. ii.Jr: 

C: 

H. II .Jr: 

C: 

H. J.I . Jr : 

C: 

B. ll .Jr; 

C: 

H.r..Jr: 

C: 

-3-

Well, you decide tbat when you get there. I '11 
leave tha t to you . 

That ' s all right. 

121 

cannot advise t hem t ha t 
would r efer t he message to his 

•leH, 1f you c ould leave it to them verbally, 
you c ould l eave a copy of the memorandum or if they 
want it f ormally, you c ould leave i t formally. 

I think it would be best, if it' s agreeable that 
we r ead it to them and then leave them a copy of 
the memorandUI!I . 

olell, I 1 l l let you decide tha t. 

The only t bing they would have to approve the 
principles in that statement . 

That ' s right. 

Yes, sir . 

Then after you've done that I would like you to go 
on to Belgium and do the sue thing there, and do 
the sruae thing 1n Holland . 

Uo the sruae thing 1n e ach of the other countries? 

Yes, - and I'll ask the St at e Department t o send you 
ins tructions t o that effect tonight. 

All right, sir. 

See. 

rlight . 

And then leave - tell - inform - inform the French 
what our program is . 

Right , sir. 

Tell the French Treasury that this is the way we are 
going to proceed. 

All right, sir. 
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l!. ioi .Jr: 

C: 

a .... Jr: 

C: 

!I. !.!.Jr: 

C: 

H . .J. Jr: 

C: 

H. J.Jr: 

C: 

~ : 

H.J.Jr : 

C: 

C: 

H. loi .Jr: 

<- : 

B.li.Jr: 

C: 

H.M. Jr: 

-4-

And if you want t o tell them we •re taking their 
advice that ' s all right with me t oo • 

.1111 r ight . 

'.Vhat? 

1.11 right . 

And I ' m going to inform t he British that you are 
going t o go ahead and that 11e are taking t heir 
advice ! n t hi s mat t er • 

.lind then you want me to let t hem know that we 
with the British, or do you prefer 

tha t I did not mention that? 

Oh no, that's a~l right . They know it anYway . 

I see . 

122 

They should . Never anY harm to tell them what they 
know. 

All r ight . Fine . 

You s ee, I ' m a ll ready for my vacation . 

••ell, I• m a wfully glad l'OU 1re getting away . 

This thing I can put across all right. 

Well, I •think so . We had the best advice . I see 
your friend, the Columbia pr ofessor, passed out . 

Yes . :,Oht )reJ, ~es. 

l'hey ' 11 have a hard Job finding another one like hilA. 

I think they will. 

When they IIBde him, they threw the mold &WilY . 

As a matter of tact, you know, they were thinking 
ot 

What's that? 
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C: 

~ = 

H.M.Jr: 

C: 

a .~.Jr: 

C: 

C: 

C: 

H.!I.Jr: 

C: 

C: 

B.II.Jr: 

C: 

l:f.I.I.Jr: 

-5-
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I say, shouldn 't say it now when he ' s gone, but that 
paper was t hinking very seriously of naming their 
correspondent. 

Uh-huh. 

For one of their defendants 

Yes. Well , if you'll go ahead on this trip and then 
s end me, when you get back1 a cable giving me the 
results, and then also write me a personal letter 
about i t . 

All right, a cable and a personal~etter. 

Right. Al l right Cochran . 

nnd - then you'll be getting away t omorrow, will you? 

No, I am going 1D lea ve in about an hour. 

Wel 1 best of luck to you, I hope you have I aood 
holiday. 

Thank you. This i s the last piece of business that 
I do . 

All right. And now - you mentioned that thing about 
the trip, well arrange tha t at any time that ' s suitable 
t o you please . 

iihat trip? 

!.!y trip home . 

Oh - well , we communlcated that to the State Deport­
ment today and asked them to get off a cable at once 
on that. 

I see. 

Oh you've had - you've had a ca~le, have you? 

No, not yet - but what I wanted you to feel that no 
time is preferable to do thot, Just as good one t1ae 
as the other . 

Yes, well that is, as far a s I can tell now, that 
would be a good time for us. 
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C: 

H. !.f . Jr: 

C: 

I!. II. Jr : 

C: 

H.M. Jr: 
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All rigbt. 

All right, Cochran. 

Well, goodbye and good trip. 

Thank you. 

Goodbye. 

Goodbye. 
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July 19, 1937. 
3:49P.M. 125 

ll .M.Jr: Hello 

Operator : Butterwort h 

H • .! . Jr: rligbt. 

Operat or: Go ahead. 

ll . li.Jr: iiello 

Butterwor t h : Hello, Mr. Secretary 

H. w.tttlr: 

B: 

H.U.Jr : 

B: 

H.:.I.Jr: 

B: 

H. !!.Jr: 

H. r.I .Jr: 

H.!l. Jr: 

B: 

H.loi.Jr: 

8: 

Butterworth? 

Yes, sir. 

Now, I just got through talking to Cochran. 

Yes , sir. 

And I told him that we a.re going to ask the State 
Department to send him a cable and he is going to 
leave tomorrow night for Switzerland and present 
t his note of mine . Now, he can decide after he 
gets there whether he is going to give it to them 
verbally or gi ve them a copy or f ormally or informally, 
but anyway he ' s going to present them that note, see. 

Yes, sir. 

And then tell them that it they agree to the 
principles in that note ••• 

I beg your pardon, I didn't get that . 

If Switzerland agrees to tbe principle laid down in 
that note, why we stand r eady to take any umount of 
gold they care t o ship us. 

"igbt. 

See? 

I see. 

And t hen be • s going on to Belgium and Holland and 
give tllem each a copy also . 

Right. 
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H.li.Jr: 

8: 

H. M.Jr: 

B: 

H. II .Jr : 

.b: 

H·"'· Jr: 

B: 

H. ll . Jr: 

B: 

H.II. Jr : 

B: 

H.U. Jr : 

B: 

B. J.I .Jr: 

B: 

H. la! . Jr : 

B: 

H.ll Jr: 

Operator: 

H.li.Jr: 

Operator: 

-2-

Be is also, ot course, telling the French. 

Right. 

And you can t ell our English friends tha t we ' ve 
accepted their advice, we are going to do tt in 
this manner. 

I see . 

So that ought to please them. 

Belgium and Bolland? 

Belgium, Bolland and Switzer land. 

And Switzerland. 

Ot course, I take it t ha t we notified England through 
you. 

Right 

And we've notified France, you see . 

Right . 

tio that takes care of that. 

Unquestionably, but Cochran is to use his own dis­
cretion a s to whether be presents it f ormally or in­
formally? 

That ' s up t o him t o d ecide after be gets up there. 

Right . 

Be thinks that the Swiss will want at least a piece 
of paper even though it isn 't signed, see . 

Xes, sir, I -

I think that ' s unimportant but we worked on that a 
long time and every wor d in that was carefully 
weighed and 
his opinion 

Hello 

Hello 

•asbington? 
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Operntor: 

Operator: 

Operator: 

a . J.t .Jr: 

Opera tor: 

Opera tor: 

Operator: 

-3-

You have cut orr Secretary Morgenthau. 

You ere s till connected 

Hello - hello - Mr. Morgenthau 

Talking 

He's still on the line operator. 

Well operator you ere on a business circuit. 
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li . M.Jr: 

Operator : 

Operator: 

li . :A.Jr: 

Operator: 

H .~ . Jr : 

B: 

H.l!.Jr: 

B: 

H • ..! . Jr: 

1:1 ; 

H.M.Jr: 

8 : 

li . li . Jr: 

1:1 : 

b ; 

H.M.Jr: 

B: 

B: 

ll.li.Jr: 

Hello 

~r . Butterworth again. 

All right. Hello 

Go abead 

Go ahead 

Hello 

Hello, sir. 

July 19, 19J 7 1~8 
4:42 P. M. 

lJid you get that all, Butterworth? 

Not it all, I -

I 1ll repeat it. 

I got Belgium, Holland and Switzerland . 

Yes . 

Pardon me? 

~s there anyt blng else? 

No, except t nat you nave presented tne note to 
bngland, haven't you? 

Yes , I have , sir . 

What? 

Yes, I have and 

Well , I t ake it t bat after Cochran bas presented it, 
tnat tbe United States Government bas laid down a 
policy, as far as .tbe United States Government is 
concerned . 

.bxactly. 

~nd we consider as f ar as money belonging to tbe 
otber Governments in t be tripartite agreement, 
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B: 

a: 
H.li.Jr: 

B: 

H. t.I . Jr: 

B: 

ll . li.Jr: 

8 : 

ti. !II . Jr: 

B: 

d . !.I . Jr: 

B: 

H.!! .Jr: 

B: 

H. ll . Jr: 

H.lf.Jr: 

-2-

we have announced a new policy. 

t,~uite . 

You see. 

Yes 

And, of course, as far as the British are con­
cerned they have always foll owed that policy. 

lr:es 

~o, there ' s nothing new as fa r as they are con­
cerned because they are always f ollowed tha t and we 
have followed with them. 

l:.xactly. 

So, I mean, we ' d a~ways keep our money with the 
Bank of Engl and and we asked the Bank of England 
to invest i t ~or us . 

That ' s right. 

So , there ' s nothing new there. 

Nothing 

But lfe f eel that 1n e stablishing this policy that 
over a peri od of time it may be a very important 
one. 

lluite . 

And I lay a great deal of importance on it. 

Right. 

~ut as I say, as f ar as the Bri t i sb Treasury and 
oursel ves are concerned it is nothing new because 
all of our money is on deposi t witb the Bank of 
England. 

Right. 

And they follow the same policy With us . 

liight. 
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B: 

li .!l.Jr: 

B: 

a .!l. J r: 

B: 

130 

-3-

!low, I tb.ink you ' ll tind that atter a whlle tb.at 
they ' 11 be very glad to be able to say to the French, 
why don' t you do tile way United States Government 
does, but 1 1111 not going to worry about it. 

Right, sir . 

J.ll right . 

And I hope you have a very pleasant vacation. 

Thank you, 1 1 m leaving in an hour. 

1bat 1 s good. Goodbye. 

Goodbye. 
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PARUAL P.AJW>BRASI OJ' TJ:LIGIWl RECIIRD 
131. 

ntOMa 

DATI: 

J O. a 

Allerioan lll!>&eQ', Paria, France 

July 19, 1937, • p.a. 

1003 I'ROK COOBR.ll 

Parie exch&nge IIIU'keil •ery nenoue and thin. Bhrling 

rate bae fluotuatecl beween 130 1/ 3 and 133 7/ 8 w11;11 rrenoh 

ca:1trol intenening intend. UenUy t o lower pound but a ppar­

ently not willing to epencl enough to hold the rah. DOllar 

rate hae likewiee Yariecl ooneiderably. J'orwarcl franc etill 

disoOUDtecl 5 .85 trance ~or three a on1;he ap.inet eterliDC 

but DOt heaYilY of'ferecl . Rente• up 1.20 t o 3.90 trance . 

T OYer the week end BODDeil p.Ye an int eniew announcing 

on Tueaday the Oouncil o~ Ki Dietere will be a sked to appro'"' 

another eet o~ decrees. Theee will preeuaably ~~~eot re­

dllotion in extraordinary apeneee. Bonnet also 1nt1•tecl 

tbat he wOUld s hortly ghe hie attention to the Ocrurnaent 

eecurit y aarket. Thie etat•ent -• pr obably reepouible 

~or iaprCY•at iD r ente• t oday. Blua g&Ye 1peeoh etreee­

ing Booialiet eupport o~ Ohaut.-pe Gorernaent. 

Th11 noon at the K1D1etry ot J'inance there -• little 

opUaieJD about the lituauon. They plan to get 01.1t 1;he 

eeoa:1cl eat of decrees and t hen try to illprCYe the .artet 

~or rctee . J'ear -. eJpreeeecl by the o~f1o1al w11;h whoa 

I talked 1;hat before the lituaUon illprone e1gD1!1oanUy 

U Will &•t woree. Higher pay d.-aDele b)' GorerDaellt -

ployeee in the ~ace o~ the DeW iacreaee in coat o~ 11Y1&& 

are ~eoted to oauee -.rra .. ...,t. 
BJLLI'l'!. 
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London , J ul7 20, 1937 . 

My dear Mr. Secretary: 

As reque sted I am enclos ing, for your 

riles, a memorandum i ndicating m7 peregri na­

tions on behalf or the Trees~ i mmediat ely 

prior t o and during the last ~~enoh "crisis". 

Sincerely yours, 

The Honorable 

Henry Mor gent hau, Jr . , 

Secretary of the Treasury. 
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Joi.KMOR J. ND O M --- - -- --- -

Wednesday, June 23. Discussed with veveral British 

banking firms their a ttitude towards Chautempe Government, 

the resul t of Which mey be found in my No. 401, June 23, 

6 p. m. 

Thursday, June 24. Likewise discussed French situation 

11i th several Briti sh ani American banke and with exchall8e 

dealers and had a telephone conversation w1 th Waley; see 

my 45, June 24, 7 p .m. 

i'riday, June 25. Waley t elephoned to s ay t ha t Simon would 

make an i mportant s t a tement in t he Bouee of Commons this 

afternoon; that rta shill8ton bad been directly inf ormed, and 

he offered to gi ve me a copy of it in advance. I 

explained t hat I had already planned t o bear the debate i n 

the House of Commons; see my No. 4 06, June 25, 1 p .m. 

Saturday, June 26. City quiet. Reported press reaction 

to Ch&noellor ' e announcement incr easing Exchange Equaliza­

tion Fund by £200,000,000; see'my No. 411, June 26, 1 p . m. 

Monday, June 28. Attended House of Commons to hear Simon 

defend proposal t o increase the Exchange Equalization Fund, 

and later telephoned several British and American banka 

ani exchange dealers regarding excbenge movements ; see my 

No. 412, June 28, 7 p.m. 

'l'uesday, June 211 . Conferred ·Separately with Br1 tieh 

Treasury an.d i'rench Financial A.ttaoh6 regarding French 
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situa tion and reported results in No. 41:1 , J'une 29, 1 p .m. /3~ 

At 1:30 p .m. ,~. Morgenthau t elephoned r equesting 

that information be obtained from the British Treasury 

on two pointe: (l) Cochran bad reported from Paris that 

the French had to l d him that the British had agreed t o 

make a statement that they regarded the Fr ench as acting 

r1i thin the confines of the Tripartit e Agreement . 

Mr . Morgentbau was sceptical and wished coni' irma tio n. 

(2) Although he had obtained the cooperation of New York 

banks in foll owing the same procedure as they used last 

September , namely, only to handle legitimate commercial 

franc transactions , he had not been able to obtain any 

assurances from the Frenob regarding conversion of any 

francs thus acquired i n t o gold. He therefore wished to 

know what arrangements if any the Brit ish had made in 

this connection . Furthermore he wi shed to assure the 

British that he would not sot wi tbout prior consultation. 

Conferred with t he British Treasury and at about 

4 p .m. telephoned Mr. Morgenthau the answers to his 

queries, namely, first, that t he British Treasury had 

mede no co~tments to the }renob Financial Atta~b' or 

any one else to the efi'eot tba t Simon would make a 

statement that the French were acting within the Tri ­

partite Agreement ; furthermore , that the Brit ish bad 

stated t hey certainly would not ac t except aft er 

consult ation with us . SecondlY, reported that the Bank 

ot England bad suspended quotations and dealings in spot 

franc a and had arranged w1 tb the Bank or France that 

the 1a tter should pr ovide any franca required t o mee' 
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maturing contracts in London at ll0. 55 to the pound; / 3' 
tba t t he Bank of Rnglend would not on its o~ acoount 

buy francs until it received the same information tha t 

we desired. I likewise passed on t he information that 

the Br itish hed made clear t o the French t het while they 

were prepared to follow the above procedure on Tuesday 

and \1ednesday, they could not continue so to do beyond 

the t time. 

I also save Mr. Llorgenthau the two messages :frOm 

t he Chancellor of the Exchequer which are attached 

her e to as .i!l!{CLOSIJIE ~. 

At about 5 p . m. the British Treasury telephoned and 

informed me t hat Mr. Morgenthau hed telephoned Sir John 

Simon directly and recounted the conversation. 

At about 5:30 the Overseas Telephone Service informed 

me tha t Mr . Morgenthau intended to telephone at 9:15 p.m. 

About 6 o'clock British Treasury telephoned to ask 

whether I coul.d call at 8:30 p .m. ; that they felt that 

a clear understanding between lfaahington and London had 

no t yet been reached end thet another message was 

necsssary. In my No. 416, June 29, 8 p .m. I reported that 

such a message would be for thcoming. Called at the 

Treasury at 8:30 and discussed the position bristly wit h 

Phillips and Waley, and transmitted the message by 

telephone at g:l5 to Mr. Morgenthau and, at his r equest , 

telegraphed i t for purposes of confirmation (No. 417, 

.Tune 2g, ll p ••• ) • 

lledoeadar • .Tune 30. Reported in No . 420, JUDe 30, 2 p.a. 
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that London preae contained reports from Paris allegi~ I ~ 
the t Bonnet had eta ted Tu.eeday night before the French 

Finan ce Committee that both the British and American 

Treasuries had agreed that hie proposed measures tell 

within the confines of the Tripartite J.greeme nt . 

Conferred with British Treasury about this matter, wbo 

instructed Rowe-Dutton, British Financial Attach' at 

Paris, to investisate and later gave me a copy of his 

cabled reply, which I }:ilsaed on to Washington in No. 423, 

June 30, 6 p .m. Also contained in No . 420, June 30, 

2 p .m., is a summary of the French reply to the British 

communication to them (see Xlt:LOSURE !) Which I obtaiDIId 

from L!onick . 

British Treasury gave me t he proposed answer to a 

question wh ich Sir John Simon would have to make in the 

House of Commons before 4 o'clock, and asked tor ita 

immediate approval by Mr. Morgenthau, and also aeked that 

I explain to him why Si.Joon was under pressure to make a 

statement. Telephoned Mr. Morgenthau, gave him the 

st atement and explained the necessity, which was real, 

for Simon •e statement . Mr . Morgenthau approved and 

requested that statement likewise be telegraphed (No . 

422, June 30, 6 p .m. ). Informed Br itish treasury of 

~. ~rgenthau•s approval of statement, also conferred 

with British Treuury and w1 tl1 French Financial .Utach6 

as indi ceted in mY No . 421, Ju1111 30, 6 p . m. Incidentally 

this telegram also contains a warning to our Treaeury that 

the French have r eversed their poaition and that it may 

be 
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be expected that the British will do likewise shortly and 1 • 7 
therefore that we must be prepared to act quickly. 

At about 8 o'clock, called a t the British Treasury , at 

their request, and discussed the whole position and was 

given a statement to forward to Mr. Mor genthau. 

Incidentally this statement, which had not yet been typed , 

was in the handwriting or Phillips, Waley and ~ntagu 

Norman in about equal parts. In Llr. llorgen thau • s telllporary 

absence from Washington in Wilmington, I talked with 
• 

Assistant Secretary Taylor and confirmed the sta tement in 

telegram No . 424, June 30, 11 p.m., inasmuch as the con-

nection was very poor. Explained to British Treasury 

tha t Mr. t.!orgenthau could not return to 1'1ash1ngton before 

9 p . m. their tiD, which is 3 p .m. London time . 11b1le 

I waited, Simon , Montagu Norman, Phillips and Waley con­

ferred and decided the t in view or the ~·ranch representa­

tions and the precarious character of the position, it was 

necessary to have our decision , regardless or the tact 

that it could not arrive before the early hours or the 

morning. At the request of t he British Treasury I 

accompanied Waley to the residence or the Fr ench Financial 

Attach~. and was present when Waley made a statement to 

him which I bad previously approved. 

be round as JINCLOSURK !!. . 

This statement IDaJ' 

Telephoned Taylor about midnight and explained the 

desirability of havi ng a decision that morning, and arranged 

that the reply be telephoned to my bouse . 

Mr. Mor gentbau telephoned at about ~:30 a.m. and gave 
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me a mesaage tor Si mon. Briefly discuaaed this message 

with him and obtained discretionary powers to arrange 

about publicity shquld the British accept it as the basia 

of tbeir reply. As instr ucted by Mr . Morgenthau 

Cochran telephoned trom Paris at & a.m. to give me tbe 

benefit of sucb information as be bad. 

As previously arranged, I telephoned Waley shortly 

after 6 o ' clock and r ead him the message; his only comment 

was: My goodnesa! my Guineas! He called shortly there -

after for the message. ITe discussed the matter then 

and again about 10 o ' cl ock, when I called at the British 

Treasury a t his req1111 at. On both occasions I reiterated 

to him his arguments regarding the desirability or quick 

action, and suggested as the most practical means of 

meeting the situation that Mr . Morgenthau's suggested text 

be accepted as the public statement a nd tbat the Bri t ish 

text be sent as a personal communica t i on trom Simon to 

Bonnet. I pointed out how much more i.mpor t ant the franc 

rate was to the Bri tisb than to WI, a ll! that tberafore 

it was in their interest to bear importantly the burden 

or representations in tbe matter of tbe French exchange and 

budgetary position . At about 12:30 a .m. tbe British 

Treasury sent tor me and handed ma a message from Simon 

to llr . l.!orgenthau ('!NCLOSURB £). At about 1 o ' clock I 

telephoned this to Wr. Morgenthau, wbo authorized me to 

request Cochr an, by telephone, to send the note in his 

name to Bonnet. This I immediately did and after two 

other telephone converea t1 ons w1 th tbe Bri t1sh Trealll.lry 

and 

I JY'' 
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and with !Jr. Lforganthau a compromise was reached on the 

question ot when the two notes would be published, 

namely, at 3:15 London time. 

Thursday, .July 1. In the afternoon called on the Guaranty 

Trust Company, wh i ch usually a ota t or the French Govern­

ment in such ori eea periods t o i nquire about their 

operations . Also had a word o?er the tel e phone 'lfith 

the British Treasury . The resul t s or both inquiries 

are embodied in~ No . 42'7 , .July 1 , 6 p . m. 

w. w. Butte rworth. 

11WB/W.TK 

133 
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ment . 

I am 

Meeeage from t he Cbanoel 
Kxobequer t o ~. Morl 

ENCLOSURB A 

sending the following rep ,..-.o -cne .l!'renon uovern-

I have adopted this attitude in view of the serious 

140 

s itu~J. t ion in France a nd the uncertainty bow f a r they can 

enforce that decision when gold bas been abandoned. I 

should be very glad t o learn your general feel ings on the 

mat ter as soon as poss ible. 

The Interim Reply. 

I am eagerly awai ting informa tion a s t o the steps which 

the J.<renoh Government are taking to liquidate the budget 

deficit which our own past experience has proved to be of 

importance in restoring confidence. 

I un~erstand the intention of t h e French Government 

to be to abandon their present gold l i mite and no t merely to 

suspend them, subject to an applicati on to r eturn to them 

later . I note also their statement tha t the communica tion 

was made under Paragraph 3 of t he •rripartite Agreament but 

I do not see bow there can be any effective consultation 

at this stage when a decision baa been reached and ie about 

to be ooonunioated to the Fr&nob Parli ament. Nevertheleea, 

I f eel bound to ~cord my regrets t hat the deci sion has taken 

this form. Whatever grounds may exist i n present 

conditions for temporarily suspending the gold limite, I 

consider that t heir permanent euperoeasion may have serious 

co!lllequenoea 
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consequences and I need time to consider the repercussions 

of the decision on the Tripartite Agreement in consulta­

tion with the United St a tes Government before saying in 

1\ilat form and under what conditions it will be poaai ble tor 

1t to remain 1n being. 

Personal Message rrom the Chancellor of the 
Exchequer to Mr . Morgenthau. 

I may be asked in Parliament t his evening Whether 

I regard the decision or the French Government to suppreae 

the upper a nd lower gold limits a s a depart ure from the 

•rripartite l>lonetary Agreement . In that case I shall r eply 

that event s have shown that the readjustment of the franc 

in September , 1936 was not entirely succeutul in 

reestablishing a lasting equilibrium between the economic 

eye tams of France a nd those of the United St ates and Great 

Britai n . I hove not been informed at what limits the 

~ranch Government hope to establish the franc a nd naturally 

decisions of this importance require time for t hought and 

consultation. For the moc ent I limit myself to saying 

that I have been assured by the .... ranch GOYernment that it 

is not their intention to seek any exchange advantage and 

that they are anxious to continue close cooperation with the 

Governments or t he United St ates and Unit ed Kingdom, a s 

called tor by the ).lone t ary Agre ement . 

Parli81118n tary reply ends . 

The Chancellor will be gratet'IU tor an ear ly reply. 

J'f / 
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The Chancellor or the Exchequer baa made Tery special 

efforts to send a reply today to M. Bonnet, despite tbe 

fact that he bas been on t he Fr ont Bench in the House of 

Comcons almost continuously since be receiTed W. Bonnet. 

·•e bas tried t o get in touch with r.h- . Morgen tbau, ..Oom 

he wished to consult, but f i nds that Mr. Morgenthau will 

be absent from .7asbington until 9 p.m. , that is, 3 a.m. 

London time . 

The Chancellor hopes, through the agency of Mr. 

Butterworth , to get in touch with Mr. ~organthau during 

the night and to send a r eply to M. Bonnet as soon as be 

has done so. 
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IU>CWS OHJI: Q. 

Uee sage for Mr . Morgen thau from 
the Chancellor of the Rxchequer . 

I am most grateful for your message. I tully agree 

with you as to the importance of preserving the beneficial 

eff ects of the Tripartite Declaration. 

I am sending to Monsieur Bonnet a message in the 

terms which you suggested and am telling him that I 

understand that you are sending a similar message, and 

that I suggest that, if Monsieur Bonnet desires and if 

you agree, the two messages should be released simul­

taneously at 5 p.m. (our tilllB ) for publication . I 

should also like to have your consent to state in the 

House of Commons at any time after 3 p.m. this a f ter­

noon that I have sent this message and you have sent a 

similar message. 

At the same time I am sending to L.onsieur Bonnet 

a confidential, personal message on the lines ~r the 

draf t communicated to you yesterday, with the substance 

of which, I ga.ther, that you are in geperal agreement. 

r he possibility of maintaining with the ~rench authori­

ties t he full measure of cooperat ion envisaged in the 

Tripartite Declaration and the prestige of that 

Declaration in the eyes of t he world must , I feel, depend 

on the franc being kept relatively stable a t a reasonable 

rate, and I feel that you would agree for me to tell 

Monsieur Bonnet frankly of my conviction on this point . 
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Secretary of State, 

Woshingto'l . 

1014 . July 20, 5 p.m. 

PRO!! COCHRAN . 

GRAY 

Paris 

Dlted July 20, 1937 

R.:~c ' d 3:15 p .m. 

Paris exchange market continued agitated today. 

144 

Fren~h cont rol is said to have lost aterling holding franc 

arou'ld 13?.- 7/a . Dollar continues quito weak against 

sterling. French rentes are up around 1 . 50 francs on 

r eport that Government is constituting a fund of some 

three billion francs to use for boosting Government 

security prices through official purchase and on prospect 

of new economy decrees being published tomorrow. 

Announcement was made this noon that Labeyrie is 
• 

named honorary governor of the Bank of Prance , first 

Undcrgovornor· Fournier is promoted to governor, second 

Undergovernor Guiraud becomes first Undergove~or and 

Boisanger who has been serving a~ chief of staff for 

Donnet becomes second Undergovernor . Fournier has served 

the Bank of France long and faithfully and is known aa a 

good technical central banker (n:o sr:CTION ONE) . 

BULLITT 

CSB 
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PARAPIIRAU Or BIOTIOIIS TI'O, THRJ:I, .UID rom or lfO. 1014 
of July 20, 19:57, fro• Part.. 

!~h • orning K&urice rrere called on •e. He bad 

145 

lef~ wt~~ leading French official•, 1nc lu41Dg Rueff, 

.UphaDd. and Bolme~, a copy of an i D.for.al ae-cr~ whi ch 

Premier Van Zeeland had i nstructed rrare to suba1 t ~o 

the French and. to the Bri Ueb. He told 118 tnat laet week 

while he waa in London he had .. cured the apprc1'al of the 

Bri Ueh Treaeu.ry, Board of Trade, J:c<moaic J.d1'her , and 

nen of the Priae 111n1eter t o the aemorancbla he had gil'en 

t h•. The rrench official• are eo buq t hia week, he aaid, 

with all their f inancial work, that he will ha1'a to ooae 

back to Paria to get the rrench reply aoae day next week. 

The following explanatiOil of the aemcr andua waa 

of fered by rrere. J.fter returning froa t he Unit ed Btatea 

Van Zealand th011gllt t he appropriate procedllre wO\lld be 

to ob~ain the eppr01'al of rranoe and Great Bri~ain, which 

countries requee~ed Ilia to undertake hiB praaent ta8k in 

international eoonoaioa, t o a plan for initiating definite 
international 

&tepa toward aol1'ing the/probl•• of an econoaic D&ture. 

I waa pri1'ile&84 to fiance at the -orudaa, which in ita 

introduc~ory paragrapb referred t o t~e firat paragraph 

of the Tripartite Monetary J.greeaent of laat Sept•bar. 

1'1th thi a text aa inspiration, the aeaorandna auggeated 

that official repreaentati1'ea of Great Britain and rranoe, 

which ~wo couatriea are partiea ~o the Tripartite J.greeaent 

and 
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aD4 alao they noata&te4 vaA Zeel&D4 to bie present taak, 

ehOIIld be ~o1lle4 by a eiailar United. States repreaentathe to 

work out together after due consul taU oa t he a tepa toward 

a world program which can be taken IDD now. In the ae­

oranctn• there waa a reference to the tra4e policies of the 

Unite4 States, particularly reduction of barriers to inter­

mtioD&l co- er ce ae an eaeential part of the plan. '!lle 

present plan 1e t o eubai t the ••ar-ndua to the thlite4 

States for approYal if the French agree to it. 

Jly ooDtact 1Dfoned ae that t here did not eeea t o 

be any hope of gettinc Italy and Ge!'II&DJ to enter defini telr 

ae fOUild.era of tm plan. Howner, they do not want to put 

Italy and Geraan.r iu a poai t1ou of oppoei tiou tbrOilgh creat­

ing any sort of a closed organhatiou between d•ocraciea. 

The original parties would be t he tbree tripartite oouutriea 

and they would keep Italy aud Geraanr 1Dforae4 of d..,el op­

aent.. They do not t hiuk t here will be IIIUoh diffi culty 

in proeuriug t.be adherence of t.be Oslo oouut riea. I.u order 

to go further it would be neoeeearr f or certain countries 

to el1sinate exchange oontrol or liberate their eooncaio 

• rat••• in other war•· .u first p erhaps progre .. 00111.4 

be aade with Jllstria, ~twapry, Plaud and Oa~oeloYakia. 

There would be particular diff1cult1ee 1u Ital.7, aud the 

last to be .. ... brought iuto the acr•e-t would be 

Geraany. 
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Geran)'. In order ~o hold out ooae offer of assia~anoe 

toward oount riee wi~h closed eoonaay en~er1ug ~he a ore 

liberal oirole, Frere is rev1Y1ug hie idea of eoae years 

ago of euggeatiug ~ha~ a s-11 peroen~ (say one or two) 

of ~be gold hold1:&ge of oeu~ral banks or treasuriee be 

depooUed w1 ~ eaae oentral institution, preferably t he 

BIB. Buoh a fUnd could then be utilised in helping 

oountriea t o reduce t heir artioial barrier• to aOYe-.nta 

of trade and uchange. I aenUoned to Frere t he faot 

tl:at in ~e Uni ted Statee ~here waa a be.d press reaction 

to the idea attributed to van Zeeland of haYing the ooun­

triea whioh hold plenty of gold, particularly Great Britain 

and the Uni~ed S~a~e•, aake such gold aYailable ~o euoh 

oountriee aa Gerll&ny and Italy through ~he BIS. He replied 

~~ hie plan i s antirely different, as it il on a broad 

aoale and inoludee all t.portan~ treasuriee or oen~ral 

banke. 

I refer to telegraa Jo. 350 of July 19, 6 p.a. , froa 

t he Dep&rtaen~. Tonight I le&Ye for SWitserlalld, ~he 

le~herlaDde and Belii-. I h&Ye aade appoinueute wi ~ 

appropriate offioiala 1D ~ese ooQDtriee. on Saturday 

aorniDg I shall oable a report of ay trip. 

PD USMQI . 

BULLITT. 

U.:Lft 
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Scc1-e~nr: of State 

\"lnshing:Oon, D.c . 

490, July 20, 9pm. 

PLAIN 

London 

Dated July 20, 1937 

Rec 1d . 3 : 55pm. 

COi'!'ID:NTIAL FOR TREASUP.Y FRO~! BUTTERWORTH. 
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!Ionic'< called to show ::.o n copy of the French reply 

r espectl.l'l{, t~:l Bachmann l ettor and at the same time gave 

his per~ot;nl nnd confidential vie11 of the situation in 

France . Ho f e lt that the new decrees would, for the time 

being, bring bnck a measure of confidence but that the 

budgetary position was such tha t another period of un­

certainty was bound to come especially in view of the 

auturn r efinancing to amel1o~nto which Bonnet would be 

incrons inGlY compelled to t ako steps thnt would run 

counter to tho Socialist progrc.m nnd this in t urn would 

cront e political uncert ai nty nnd ronct on t he franc . 

Monick stntod that he still stood by his previous r emarks 

r eported i n llo . 380, June 14, 6pm, and that a definitive 

crisi s wns inevitnble and he bcliovod that the battle 

against exchange control had not yot been completel y won . 

In his or inion when the next crisis occurred another and 

yet more for:nidable attempt l'tould be made t o impose an 

exchange 
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llllll 490, July 20, 9pm. from London . - 2-

exchange control system in Prance , He said that unfortunately 

exchange control as an inevitable event uality was gaining 

ndherents 1n Frnnce , I had a word with Waley 'llho said that 

they kne11 nothing of t ho new gove1'110r of the Bank of Prnnoe 

but that nny change was for the batter; 1n any case th.1s 

appo1nt~ent together with the n~w decrees should insure a 

period of calm for the holidays , 

IV\'IC 
CSB 

BINGHAM 
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JR GRAY 

Tokyo 

Dated July 21, 1937 

Rec 1 d 9 a . m, 
Secretary of St~te , 

Washington, 

215, July 21, 4 p . m. 

FOR 'i'fi':l SF.CRETARY OF THE TR';ASURY, 

Llo;nc', ::-enc.rts that t he Governr.tent proposes to tntroduce 
the 

in the ses sion o(/ Di ct opentng July 23 l egislative measures 

to suthori:;e the Gove rnment to reva:i.uo the specie reserve 

or the :l= k or Japan and to set up a special account with 

the f~id3 resulting f rom a revaluation of the specie 

reserve . While compl e te details have not been published, 

it i s understood that the special account is to finance the 

Government purchase of gold bullion and export shipments or 

specie and will also be used to stabilize the yen. 

Assuming that the Bonk or Japan ' s specie reserve 
• amounts to 5001 000, 000 yen under the statutory valuation . 

of fi ve yen per momme the r eserve will probably be revalued 

at thirteen y~n per momme which "111 bring the total value 

of the s~ecie reserve up to 1 , 300, 000, 000 resulting 1n a 

book profit or yen aoo, ooo, ooo. or this amount 21o, ooo, ooo 

yon loaned by the Bonk of Japan to the Government will be 

deducted from the profit or aoo, ooo, ooo and the net amount 

of 59o, ooo, ooo will be transferred to the Treasury. With 

this 
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JR #21S, July 21 , 4 p. m., from Tokyo . 

this latter fund the Government Will set up the special 
account . 

Financial observers pointed out that the proposed 

revaluat i on is merely a formal arrangement since the 

Govornlllent virtually revalued the specie when it raised 

151 

the gold purchnse price in line with the free gold bullion 

marY.et 1n Lon1on some time ago and consequently the plan 

will r.~v~ no i nfluence on the e~change law. Regarding the 

special acco~mt the same observers are of the opinion that 

there exi~t other bas ic factors affectinG adversely the 

tntcrr.ational position of the yen and proposed establishment 

of the special fund cannot be expected to operate to improve 

the fundao~ntal situation . 

Further details will be reported when the proposed laws 

are published. 

GfreW 

KLP : CSB 
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Secret ar y of State 

\lashi.ngton . 

1020, July 21, 6 p . m. 

POR TflEASURY. 

GRAY 

Paris 

Dated July 21, 1937 

Roc 1d 3 p . m. 

152 

!!1 a <;~.atemont made t o the press last evening Bonnet 

brie fly refurred to the second series of financial mdasures 

envisn;;ed \lhich earlier in t he day nad been examined by a 

Counc i J. of Uintsters and later on by different membe1•s of 

the Government and Fournier , the new Governor of the Bank 

of France . The decisions taken wil l probably be published 

in the Journal Offi cial of tomorrow or Friday. 

Bonnet recalled that the first series of measures 

creating eight billion francs of new resources had covered 

tho deficit on the current ordinary budget . However, he 

explained this was not enough and that it was necessary 

to lighten the heavy burden which the Treasury had bad to 

support during the past tew years . Therefor e a plan to 

this end covering the period up to the end of 1938 had been 

drawn up to which all members of t he Government had agreed. 

Under 

Regraded Uclassified



J 53 

RB -2-#1020 , July 21 , 6 p . m. from Paris 

Under this plan Bonnet sai d thP special budget appropriations 

for 1938 covering national defense , public works , et cetera , 

would amount t o fifteen one half billi on francs . Re pointed 

out that this plan reflected the Government's desire to 

proceed wit h caution as concerns the public finances and 

at tho same time to avoid slowing up economic activity. 

Boa~~t continued, and tho results already achieved 

coulJ no~ 1a1: to have favorable results 

{";;i'D SECTION ONE) 

BULL ITT 

HPD 

.. 
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Secretary of State, 

l7.13hington , 

GRAY 

Paris 

Dated July 21, 1937 

Rec 1d 2:50 p. m. 

1020, July 21 1 6 p.m , (Jr.;CTio~· T'VO) , 
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on the credit of the state and announced that with the view 

of hastenJ ns the moment when this improvement should be 

reflected in higher quotations for Ooverrment securities 

the adrninLstratton has decided to constitute a fund "to 

support ar.d l'e&ula te 11 rentes , He said that the act ~on of 

the rentes fund clonely coordinat od with t he stabl11 zation 

fu:ld , 'IIOuld mi :'ll.nlize speculative movements and favor the 

policy of cheap ~oney essential to economie revival . 

In conclusion Bonnet insisted that the measures already 

taken would have an immediate effect , The Charges of the 

Treasury would be reduced by 6 billion francs for the 

last months of the year 1937 and by 25 billions for the 

year 1938 , He predicted thst Lf the country would show 

its confi dence in the Government and would continue to 

work orderly and peacefully i t would overcome prevailing 

difficulties , 

Accordtns to s t atements in the press the fund envisaged 

for the support of rentes will bo t'lnanced by prof! ts of 

about eisht billior francs arising from r eval uation of the 

gold 
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JR #1020, July 21 1 6 p.m. (S':CTION T'.'IO) from Parts . 

gold reserves of the Bank of Prance on the basi s of 43 

mlll!.grs.ms of gold pe<· franc but no ot flc lal statement 

has been noted ln this respect . 

The exchange market was very nervous and jumpy today 

awaiting more precise information r egarding the Government's 

lntent1on3 . Sterling opened at 132. 75 and closed around 

this fig~re artor touching 131 . 60 . the dollar closed at 

26. 63 afiqr 2€ , 40. 

~rter gains ranging frore 1 . 50 francs to 2 francs 

rentee finally closed at about the aame l evel as yesterday, 

(J!:lo'D i1E .SAG~ ). 

CSB 

BULL ITT 
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l 
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TELEGRAM SENT 

RB GRAY 

July 21, 1937 

8 p , m. 

A' .EJ'BASSY 

PARIS (FRANCE) 

359 . 

FOn COCHRAN, 

The Secr o t nry of the Treasury reques t s that you 

o.rrc.,.,.ge to return to Vlash1ngton to be present shortly 

before or on October 4 . This is satisfactor y t o t he 

Dopc.r t ment if agroo11.bl e to the Ambo.ssador , 

;:: •. · nP: L :.1 FA 

HlJLL 
WJC 
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TELEGRAtl SENT 

RB 

Al~llt.SSY 

LO!WON (ENGU.ND) 

311 . 

For lluttorworth. 

GRAY 

July 21, 1937 

a p . m. 

At th6 roquost of Tr easury, and provided it is 

sati , fact~ry to tho Ambassador , you arc instructed to 

proceed to Vlaoh!.ngton, D. c. , for consultation with tho 

Troa~ury Cooartmont not later than September 20, 1937 . 

Transportation expenses and per diem to Washington, D. C., 

and r e turn London authorized subject Travel Regulations, 

char geable to Treasury Department . Report datos and 

in!'orm DADO . 

EA : HF 
FA· Hl! FP BA EU 

HULL 

WJC 
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C.lliJ.J 

Par1• 

Dated hl7 23. 193'7. 

ldract trc. f1036 

t o socr•kz7 of Steh 

It rill be acr•eabh to •• to ban Cochr&ll,who 1e 

- 111. .t.aat•Aia, return to lfaahi.Dgton bet or• or on October 4. 

ll0.111tt . 
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'E'DERAL RES'ERVE BANK 

CW NEW YORK 

CE CORRESPONDENCE OAT!' bJ7 a 1117 . • 
SUB.JECT> f& U!JM Jm 

L. I. 's,he •t• QlJUia. 

I ..UeA a.-. Cvipel a U a. a. t!a~~T ..,, h.artJII a 

tlirl.7 be&YJ 4a:.r ~.he Mit. 11a1'on.aatel7, tho prel8 waa 

aot coo4J tho haeh Jrea& h.- tho JOUUeal po1D' of nw eel 

the BriUQ preu "-tho - tc 't'iaupSa•. Bo •••et to n••• 

\ho ooa'1DaeA 41-..S.• Sa tho BrU11b pro,., we 1D •* ,_,., 
u tho ~111M, of a ~~ n*e of 110 to tho JCMa4. la'-"117, tho 

rMctioa of tha' • tho ,.~. waa 110ft aatnonbloJ \alko of ••• 

tid ottared 110 1adllla••• tor tho pUUo lo '-7 hcoh trcoo. 

!od*''' oporaU•• waGl.cl JI'ObUlT roaU 1D a lou of uon &11 0001000 

or foretp ..... ,, •4 1.U. bla' WS.th 'hill. tb~~T WIR14, u be pn n, 

loD.1.T '-*' 1a1a1 no•t.lT ..... Bo apl •1•ocl t.bal 'h• l.aR tw .._,, 

prior to to...,, Uli!T W ,..__ awor 111th ,,u,., YU7 U\Uo of tllo1r 

rile"'• With tho ~- uaa • '"' 4Ml of .. w pl'Oir1.ollll.7 be• 

\Me 1a waa lUll I'M'1•ot. 

1 raterrecl .. ar. hal'llier' • .,poSa ... , -· " tho pocl n­

cepUoa U ... _. u bwo l'OMl,.. WWJ'*-· I ••U•ocl tbd tllo 

PUll hen loueA apoa U U I ... 1D thl 41noU• of -llii&U-. 

llhicb Cutpel ...... ld n -e.M.a:r -·· ..... gen,., bo ....... 

be won J1••et 111\h Ill'. rwat•'• ..,oSa•u•. 
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111 deer llr. Secfttuyt 

In tlw ab- ot SeeretaJT ... ,_u.a, I aa 

aela!ood..tgina Witl:l u-lal receipt ot 7WI' ~tter ot 

J lll7 17th witl:l wtd.cll :rw U.U...tt t..t 001'7' ot a ccm-

t1c!ent1al cle8p&t.ch ~ a ..._ ot .tat.-

-ta -· liT &II &al'ica II1II1Dc • g:Snur r-rlT 

&IC'lO)'Wd b7 thl son.at OolAl Tnwt 1D repnt to ooo-

41 tiCIUI 111 t1:1a llclrtet aold 1Dd1a8t.17. 

ai~rel.T 7WI'•• 
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s~crotary of Sta t e , 

;7;;;sh!ll(; ton , 

102G, July 22, 5 p. m. 

~R '!' l~ASURlC , 

GRAY 

Pnris 

D~tod J uly 22, 1937 

Roc ' d 2:10 p , m, 
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.Tr<:~na:-.ctions Oil tho oxchnngo market todoy were ngoin 

corri>;d on under hectic condition9 :md 111th wi de fluctuations 

C3JCCl~lly · s concorno sterling which ~t one time ro~ohod 

135 , Tho f und 1a non holding it : t 133. 60 ~nd '~ aro told 

by oul• :r..ar!cot contact th'1t t ho fund h<:~s yielded very largo 

~mount~ of otorl1ng i n on effort t o bolster tho market , 

Tho dollar now otr.nd:J a t 26 ,82 nfto >:' 27 .10. 

Thor o nas aomo improvement i~ tho rontes market and 

gains r:.naina from 60 ccntimco to 1 . 50 fr '1nca nero recorded. 

Th~ B· nk of France statement doted July 15 published 

t oday i s f a1rly oct1ofoctory. Gold holdi ngo oro unchanged, 

Commercial advances do'm 1, 193 1 000, 000 . No increaoo in 

i tem under cdvancoo to th~ Oovornmont . Note circulat ion 

dor.n 229, 000, 000. Deposits ~91 10001000 . Tro11oury ncoount 

increased by about 7301 000, 000. R<l tio ot gold cover 48 , 58% 

compared with 48 , 23%. (E!"'l> S":CTIOti orv.) . 

BULL ITT 

CSB 
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RB GRAY 

Paria 

Dated July 22, 1937 

Rec 1 d 4:25 p , m, 

Secretar y of State 

Washingt on. 

1026 , July 22, 5 p , m, SECTION TWO , 

In a communi que i ssued last evening Bonnet announced 

that the Governmont had decided to cr eate a fund to support 

Government securities which would be financed by the pro­

ceeds of the r evaluation of the gold r eserves of the Bank 

of France on the bas is of the lower limit provided for by 

t he monet ary law of October 1 last, namely, 43 mil l i grams 

gold per franc , Henceforth he said 1n addition to the 

S11bstantial amounts which the amortization fund applied 

to t he purchase of state s ecurities tho rent es fund would 

also oper ate and would have at its disposal mor e than six 

billion francs , Uo insisted that tho measure was pe;o;-fectly 

sound and that it corresponded to tho spiri t of tho con­

vention concluded with the Bank of Prance on Septe111!:>or 25 

last which laid down t hat profits from revaluation would 

be applied t o tho amortization of tho public debt . 

He procoodod to expl ain that in ordor to make ol oar 

i t a 
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RB - 2-#1026, July 22, 5 p . m. from 
Paris SECTION TWO 

its desire to clear up the statement of the Bank of France , 

the Government had agreed t o pay over to the bank the un­

used portion of the rentes fund at the end of operations 

to cover advances of the bank to the state and furthermore 

that upon its liquidation the proceeds of the stabiliza­

tion fund would be devoted to the same object to the extent 

of the rentes holdi ngs of the rentes fund . 

BULL ITT 

CSB 
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RB 

Secretary of State 

Y/a sh1ngton. 

GRAY 

Paris 

Dated July 22, 1937 

Reo 1d 3:20 p. m. 

1026, July 22, 5 p . m. (SECTION THREE) 

Bonnet further announced that amortization of the 

perpetual loans and reimbursement of advances made to 

the state were the two essential aspects of the convention 

which were oxc.lo1nec1 yesterday by the general council of 

tho Bank of :;>ranee . The Minister continued t hat the 

measures which he had outlined were analogous to those 

already ap~ied in several countries of Americ~ and 

~ope , notably in Belgium, and that they had contributed 

to tho 1mprovement of the public credit . 

loS 

Tho ~inister concluded by announcing that at its 

mooting yesterday tho Bank of France had authorized tho 

Governor to sign the convention whoso terms will be embodied 

in a dooreo law to bo published on Friday morning 1n the 

Official . 
Tho nov1 Governor of tho Bank of Franco , !d. FourniCJr, 

took office yest er day. Rumors ar o denied that JoUhaux, 

?r esident of t he Labor Confodoration, intended to resign 

tram tho 
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Paris SECTION THREE 

from tho Board of the Bank, 

loS 

~he new economy decrees may not as expected be i ssued 

inr.lediately, The i .mpression is gained from the press that 

while agreement in principle has been reached upon the new 

measures , divergence exists between members of the Oovorn-

Jl'ont on se·1eral noints. 

In poccess~on of indications ot the main lines of 

tho aocond sorios of financial moasuros envisaged by t he 

Oovornmont most financial shoot& agroo that the Hinistor 

of F1nanco has shown courago in his docisions and that 

tho plan r oprosonts an appreciable 

IPJI.LITT 

CSB . 
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secretary of State 

Washington . 

GRAY 

Paris 

Dated July 22, 1937 

Reo 1d 3:30 p . m. 

1026, July 22, 5 p . m. (SECTION POUR) 

effort . Furthermore the belief apparently prevails 1n 

many quarters that a fair measure of success may be looked 

tor as a result of their application orovided that the 

Hniater of Finance will not be hampered by extreme Left 

exiGencies and influence of a nature to compromise the 

11:>7 

return of confidence . In this respect the lack of a system 

as evi denced for instance by the action of the exchange 

marke t is evidently causing preoccupation and it is especial­

ly stressed by financial obsorvore t hat financial tochniqus 

alone will not suffice . 

11ri ting in AGENCE :BCONO:UQUE of today Paul Reynaud 

warns that the rentos fund muot bo operated wlth prudence 

in viow of actual conditions of inflation . He points out 

that restoration of confidence is essential and that French 

economy mus t bo put on its f oLt . Othorwiso ho roars that 

tho rontos fund might sutfor tho anmo fat e as tho oxchango 

stabilization 
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Paris SECTION FOUR 

stabilization fund which lost 10 billion francs gold 1n 

trying to hold the franc above tho lowor point fixed by 

law. 

END HESSAGE 

BULL ITT 

CSB 
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LDJ 

Storr:tary of StatE 

Washington, D. C. 

1000 , July 23 , Spra. 

FOR TllBJ.B"JRY. 

GRAY 

Pari a 

DatEd July 23, 1937 

REo ' d . 1:35pm. 

ThE frena has bEEn sootuhat stEadi Er in todays 

E:tohant;e: oorltEt \lhich has not beEn VEry activE . StErling 

hss bEEn up to 133. 35 but thE fund is now hol ding thJ: 

ratE at 13:3. 20 without too much dU'fioulty. ThE dollar io 

at 26. 75 aftEr 26 . 82 and io rathEr bid. ThE forward ratE 

for stEr~ing baa strEngthEnEd to 2 . 50 francs for onE nonth 

and to e. so francs for thrEE n1ontho . 

LittlE or no cl:ul~E io rr:cordr:d in rEntts . 

ThE dr:crEE Eatabliahin3 thE rEntEa fUnd, thE tEAt of 

t hE convEntion bEtwEEn thE UiniotEr of FinnncE and· thE 

lo3 

Bank or ~ana£ and dEcision rr:lating to opEration of th£ 

rEntEs fund ~ErE publiohtd in thE JournEl Official of today. 

Raison d ' EtrE of thE rtntEo tund io briEfly ExplainEd 

1n t:l£ prtanbl£ 11bioh atrtooto tho.t thE otcurtty narltEt has 

btcccr: u;trEDEly vulntro.blE to spEculativE covEn£nto on 

account of oark£d abstncE of noroal invtatntnt buy~~ and 

it ia pointEd out tbnt tbio 1o pnrticul=ly truE as 
cone uno 
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ll1tl 1030
1 

July 231 5po. fron Po.r1G . -2-

oonoErno govEr ru:JEnt aEouritieo1 
11 thE prEsEnt lor1 pricEs 

of which arE in no way juot1fi£d by thE actual financio.l 

diffioulti.eo of thE Govtrnntnt 11
• ThE hopE is E;:prtsoEd 

that thE r£Coval of this oEnO.C£ uill grEatly contributE 

to t:1E rEEotc.blishDEnt of thE cre:di t o'f thE otl;!tE . 

ThE prtc.oblE oonfiroo tlnt thE rtoourcEs of thE fUnd 

uill bE pr.,Yid<=d by thE rEvo.luation of tl'.E gold holdingo 

and t.•:r.il n.' ~ E u:-l.dingo of forEir,n c•.:rrEnCiEo of thE Bt'.nlt 

of Fr:·.nce on t hE baoio of 43 r.1ill1gr:-.r.1o gold pEr franc 1 

11 an O;JEr at· on r::":".ch will conot:J. tutE '.;)'E f i ro t ot Ep tonardo 

thE r ·_:r;at:t.cn ol' -ct.£ ntw gold contEnt ,·,f t'1: Nat::.<•"'lu.l 

currEncy". Thr. prEo.nblE c onoludEo t -:xtually ao foll0\10: 

11Purt!1El'Do:':'~ 
1 

tl1io r evaluati on \ lill bE rodE undEr thr: 

oonditiono lnid do= i n articlE one "f thE convEntion of 

SeptcotEr 25
1 

1 936, approvEd by thE uonEt~ry law of 

October 1 , 1C36 . ThE utilization of thE ~rofito of 

rtvcluc.t5.on rlill al:Jo conforo to (End Section Ont) . 

1'/\'/C 
CSB 

BULLITT 
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SecJ·etary of State 

Washington. 

GRAY 

Paris 

Dated July 231 1937 

Roc'd 3:50 p . m. 

1030 , July 23, 5 p , m. (SECTION TWO) 

171 

the spir~t of the convention in question because under the 

terms of Article 3 of this convention these proceeds may 

only be utilized for the amortization of the public debt , 

Nevertheless the Bank of Franco could ha\e rig~tfully 

insist ed at the time of the discussion of the conver.tion 

which will follow the fixation of the new gold content 

of the franc provided for by the same article, that the 

advances gra.nted by it to the Treasury should be reim­

bursed by priority; thus it appears logical to grant a 

right to tho bank of i ssue on the proceeds of liquidation 

of the exchange stabilization fund to the extent that the 

init ial appropriation of the rentea fund at the termination 

of its operations will not have boen devoted to the reim­

bursement of tho said advances , " 

The essential provisions of the six articles of the 

docroe establishing the rentes fund may be summarized as 

follows 
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follows : 

- 2-#1030 , July 23, 5 p . m. from 
Paris SECTION TWO 

Hith the view of re0ulating tho rentes market a fund 

172 

is created which is authorized to buy and to sell perpetual 

or l'edeemable rentes and long medium term treasury securities 

(Article 1) • 

'!'!'lo fund will be operated by the ll!nortization fund for 

tho acco~t of and tmder the responsibility of the public 

troesur1 (Arti cl e 2) . 

rhe oper ations of the fund may be tol'minated by a 

docroe issued upon the proposal of t he ll!!'liste't' of Finance 

and a'proved by a council of mi~istors . 

RR 

CSil 

BULI.ITT 

' 
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StorEtcry of St~tE 

l'l~oh~.nston , D. C. 

GRAY 

Pari a 

D~tEd July 23, 1937 

REc 1d . 2pn. 

1030, July 23 , 5pn. (SECTIOJI T:lREB) . 

at tllllt ti::!E t!lE rEntE:J hEld by thE fund nill bE irnEdi~tEly 

cancElEd. Any oaoh bclanCE rEnaininB nill bE utilizEd to 

rt1t1burOE ~dvo.ncEo rodE to thE TrE~.oury by thE &nl' of Fr=cr: 

undEr thE convEntiono dctEd Ju:1E lC, 1936 ~nd JunE 30, 1937 

( o.rtiolE 3) . 

UndEr thE convEnt ion bEtHtEn thE IliniotEr of Finc.ncE 

and thE B~nl' of FrancE (rthich io d~tEd July 21 , 1937) it i o 

~grEEd t lY'.t thE b:lnk l"lill procEEd to thE rEvcluation of ita 

gold hold .nco nnd of ito availablE holdingo of forEign 

t:tCh:ln!;EO undtr thE conditiona l~id donn in ArticlE OnE 

of thE ConvEntion o f StptQnbtr 25, 1936, but upon thE b:lo~o 
of thE UEi G!1t of 43 oilli~;ro.uo :;old pEr franc . . It ia n lao 

o.grtEd t hat thE cddit i onnl profi t rEoultinG fron thio 

rtvaluC'.tion ttill bE utilizEd for thE EndotnlEnt of thE rtntEo 

fund . Fi nally t hE c onvEntion lnyo donn thE oonditiono upon 

rthich thE p:.•ocEEdo of thE rEntta ~nd otcbilizat ion fundo 

obo.ll b E diopooEd of at tllE tr:r:uno.tion of thEir r EopEct ivt 

opr:rc.t:l.ono-. (KiD OP iJBSSAOE) . 

BULLITT 

\'I\7C/CSB 
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PARAPBIWI:& OJ' TJ:LICJR.Ul UOZITID 

JROih .t.aer1ou :Dtbauy, Pa.rh, J'ruoe 

DlT:&: July 24, 1937, 10 a.a. 

110. ; 10:54 JROM OOCHlWI. 

1 !6 

In acoord&D.oe w1 th Departoaent• a inatruoUon, tele­

graa lfo. 350 of July 19, 6 p ·••, the night of Ju.ly 30 

I left Paria an4 the next; aornin& arriYed in Bern. There 

I called at; the Bwiaa lfational Bank at 10 o ' olook, by 

appointaent; . The President; of the Bank, BaohaaDD, na 

on hi• annual Yaoation. The officer in charge, Weber, 

reoe1Yed a e. Sohnyder retired at; the end of J\ID.e. 

I read the draft ooamanioation troa Secretary Korgen­

thau contained in tielegraa lfo . 339 of July 14 to Weber 

and asked hi• to 118l:e IUOh not;ea as he wanted to cn the 

firet t wo paragrephe of the draft. I p.Ye Weber an un­

headed ancl \ID.siped ••orandull oonta1n1~~g the r.ai.ncler 

of the aeuage beg1DD1D.& •we who haYe joined 1n the ir1-

pari1ie accord• and ending •share ihie 1nierpretiaiion of 

ita implications •. I told Weber ihati I had &1Yen ihe 

drati ooa.v.atoai1011. io the J'renoh autboriiiea, an4 that 

BoDD.ei had· upreeaecl hi a agreement wiih ihe general prin­

ciple• oonoerniD& &ald policy which ihia drafi propoaecl, 

and ihai Bollllei Baid iheae were i ncleed ibe pol1ci .. wbioh 

1Pl1cled th• 1n their relaiione wUh the u1part1h ooiiD.­

ir1ee. 

I &leo told Weber ihati ay oollearue 1n London had 

P"• 
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give ihe dran 'l;o 'l;hs BriUah, and 'l;hat the Ohanoellor 

of ihe lxohequer ha4 &aid he did not d1a&gree with ihe 

general pr1uo1plea ee'l; forih iu the draft which oorrea­

pOllded 'l;o the prooecture or41UL~1ly follwe4 by 'l;ha Br1 Uah 

theaeel•••· 

I e.xpla1Ae4 tha'l; I had coae peraonally io deliver ihe 

aeeeage to Weber beoauee it aighi be aoet eat1afaotory 

to have 1uforaal 41aouae1ou. Jurtheraore, I added, the 

Br1 t18h preferred tha'l; we should not eudeavo:r to oo41f)' 

too p:reoiaely and f oraally at ih1a early daie the t:r1-

pa:r1;1te priuo1plee. 

I rea111de4 Weber that Baohaanu had ou &1i leaat two 

occaeioua suggeaied io ae that it would be deairable io 

have the olub oouut:riee arrange a aeetiug of exper'l;a with 

a view to arriviu& ai a a o~Oil ullderaiaudiug alld to 

draw up a aei of :.::,ulea fo:r ihe aeabar couui:riee to follow. 

The UDi'l;ed Siaiea ihoughi 11; aiill uuueceeaa:ry or a'l; leaai 

preaatura to haY& suoh a aeeuus, bui we did ihilllt ihai 

now thai the eud of ihe fi:ra'l; year of ihe TriparU'I;e 

.t.gre•au'l; 18 alaosi hare, enoU&h Uae had elapeed io 

parait i he foraulaUou alld .. tuug down of aoae gceral 

pr1uc1plea; thia 1u11;1a1iive waa i&kell ioward ih1a «Dd. 

Jly couiact was oo¢sani of ihe 1nst1no1;1ve reluo­

tanoe of the Briiiah to pui auy'l;h1ug ou paper; he ihougbi 

tha'l; ihia begiuD.1ug of ihe Uuiied Siaiea w&a a uaefu.l 

acrvioe. 
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serTioa. Weber fel~ tha~ i~ was .uoh • ore satisfao~orr 

for JDe to ooae aD4 tallt t o hill abou~ it thaD to write 

1 t8 

foraal. l e t ters to hie people. Ha aaked ae oo• e i 111port ant 

quas~iona regarding t he exchange of notes under the 

Aaeri can propo..:La whioh I shall aa~ forth lder in this 

telegraa. 

Weber aaid that peracmally he fowa4 the general 

l inea of policy as enunciated acceptable. I said tha~ 

i f the Swiss could apprcwe the .taerioan ••orandwl, the 

Aaerican authorities w~ld atand ready to aooept any amount 

of gold t hey wanhd to send to our o~try. After ay 

first oonYer aation with Weber, and before we aet again 

for lunch, Weber consulted with hie colleague Rossy 

who took ( .. lsa~~ Bobnyder' s place a few days ago. 

When we met again Weber said that he found Ro11y shared 

hi a Y1awa on ~hi queaiion diacu88a4. Meyer, the Swi11 

Minister of N.nanoe, wa1 away :f'roa Bern for a f n days, 

' bu.~ Weber pro.! sad ~o oonaul t wi t h hia aa well as wi th 

Bachmann and hie other oolle&iUe8 a8 soon aa he ooulcl.. 

Slloul.d they agree to aooap~ t he Aaer1oan intarpratatioo 

of prinoiplaa of the Triparti~e .lgra .. ent as eat forth 

i n Seora~ary lllorianthau' a drat~, the Swiaa will wr1 ta ae 

an inforaal letter ~o thia effaot; it will ba approxiaate l y 

15 cl.a7• before auoh a oC~~EDioaUon oould be aant. In 

oona14G"1Di Weber' a obaenaUona U ahOillcl. ba r••bvad 

tha~ he oanDot biD4 hie bank by h i s own 1tataaan~a. 

lily 
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Ky oontaot expreeeed hie gratification at eeeillg 

the two arr~nte which the AaerioaD Trea.II\U'y has recently 

aade with Ohilla &114 Bruu. !heee operations were ideal, 

he thO\Ig.ht, b~ee they etfeoted distribution ot gol1 

troa aD oYeretook84 center tor the purpose of atrengt~-

ing currencies and helping central ballke. A oloee watch 

18 being kept by the Swhe 0111 .uaerican atudiee and deois1CIIs 

regarding the forcing out and keeping out of exoeasiYe 

foreign capital siDOe the ll&lle probl• to nen a greater 

degree faoee thea in view of the fact that tb.e per capita 

holding of gold in Sw1 herlaDd ill auch higher than 1 t 1e 

in our country. 

In Weber'• opinion the main 80\U'Ce of present unreet 

for ourreno1ea and floating capital 11 Jranoe, which ie 

the eource of a great pazt of t he Swin glut of capital. 

The London gold aarket wae recently upeet aore by the 

French aoor ••t of gold to London than by e1 th!r dab oar d­

ing or influx of new gold, and it led to the necessity of 

illoreaei.ng the equalisatiOD fUDd of the Br1 tieh. Sllould 

there be repatriaUOD by t he JTenoh ot a good parl of their 

holding& froa the Alllerioan aarJcet, the •hot a011ey• e1tuat1011 

would be ~ortanUy leuened and perhape oeaee to exiat • 

.t.e to the J"renoh outlook, bow&Yer, Weber ie not opt1a1et1o. 

Unt11 oonfideuce 1e reetor84 he thilllte there w11\ be further 

depreoia tiOD, 
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depreciation. aD4 aa yet he eeee no 41Y14eDCe of thh. 

Weber bel141Yee that in Tin of the FreDell danger 1 t b 

coDtilulally and inoreadnalJ uc .. N.r)' that the other 

club countriee lteep in oloee contaot aD4 cooperate w1 th 

each other. 

Personally Weber eaid he 1a IJ'IIP&theUo t o the 14M 

liJO 

of concentrating 1nveetMnh by a central bank in a fore1p 

IIB.1'ltet w1 t h the central baJik of that aerltet; 441Y1aticoe 
on the Swiss .arltet 

1%~ that policy/ had ellbarraeeed hh b&Dlt, encl he 1&14 

we could co\Ult OD hh bank t o cooperate with ue 1n thie 

regard. 

I was aelted by Weber whether I t hought hie baJik should 

c11eoont1nue hol41n& balance• with the Chase end other •ew 
Tort banta of t hie type. J'or repl)' I referred hia t o the 

pllraae of II)' -r&Ddua •such balance• eboulcl 1n the ll&in 

be ltept w1 th the central banlt •. He ea1d thia foralla had 

been f ollowed b)' hie benlt beoauee 1te c1epoaite in •• 

Yorlt oute1cle the J'ederal Reeerve Banlt were 1na1gn1f1o&Dt 

oaaparecl with thoH with the Federal Reeerve. He a elted it 

it would be peraieeable for the Swieo b&J:llt to buy Unit84 

State• Treasury billa through •n Tort pr1Tate banlte with 

which 1 t has depoeite. I ea1cl that 1t waa the HllBe of 

the Treasury o~1cat10D that 8Uoh puroha••• eb.Oillcl be 

llade tbroup the Federal Reeerva Banlt after apJK'opr1ate OOD-

eultaUCD 
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sul.tation aa thh Bank h the Treasury'• fhoal agent. 

I wae r.-1D4e4 by Weber that whuner the .Aaerioan 

Treaaury gete out a new eeourity ieeue the terae t hereof 

are cabled by the • ., York Federal Resene Ba.Dl: to the 

SW1sa •at1onal Bank aa well aa to other central banlce; 

he accepted thie aa an •inYitation• to aubsoriba to the 

securitiee. I did not make uae of this interpretation 

but emphaaised the need for oonoultation. 

lly contact told. ae that for the present at leut 

t he uraenoy for hh bank to oollYert gol4 into foreip 

exchange has lee1enad. The SWiae in reoant daye haYe aade 

a dollar loan to Argentina for the International Telephone 

and Telegraph. ror this operation they sol4 gold for 

dollara, juat aa t hey dicl for earlier Ozeoh and Italtu 

cre411ill whioh I prnioualy raport84. fhe d••nd for &Old 

coins for hoarcling purpoeee outeicla of Switzerlancl haa, 

furtheraore, bee 1ncreas1na raoutly. nlring tba paet 

flw daya the SWies ~Dd has dieposed of aoas <l,OOO,OOO 

Swiss franoe of •apoleone and other gold coina for hoard­

ing by Far lallternare and by rranoh people. Such aold 

Will definitely no' ba Mltecl into bare eoon and reappear 

on the aarket. Therefore at preaent beoauae of the fore­

coing and othllll' raaaona the hhe bank haa no neecl to eend 

gold. to the Un1t84 Stataa uor to OOII.YIIII't into dollere 

~ aore of tha sold held i .n • ., York Wll1811' aaraark. 

Weber 
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Weber eaid. he hopea auch early naoeeaUy oan be aToid.ed.. 

Howner he aaked. in thia oCJDneoUOil whether, 1n 

caee S1r1 t&erl&Dd. aToid.ecl( T) a ored.it to oen•rk for i nstance 

where dollar• are required. we woul.d prefer ~at gold be 

eold on the London ll&rket for dollar&, or whether we would 

want them to sell gold on our market against dollare. 

Confidentially, he said, the Br1t1eh had let tbe Bwiea 

Bank know that it ooul.d get dollare in LoDdon againat gold 

if they wanted. thea. The Slrha franc 1e a.ctually beinc 

held etable againetthe dollar rather than againet aterling 

because of th1e fact. Weber thought that the Un11:ed. 

Btatea might prefer the operation& on ita own market. 

He doea not think auoh a caae will arise in the near future, 

and if the queetion did coae up he would diecuaa it with 

ue. 

The need. of the swiee Bank t o haTe a rather large 

working balance of foreign exchange was atreaeed. by Weber, 

in view of the degree to which Swi t&erland i e dependent 

upon foreip aarlteta for foodetuffa and for raw -teriale. 

It 1e conaidered. that the dollar 1e the eafeet and aoet 

uaetul. ourre110y to hold. !be SW1ee atab1liaat1on fuDd., 

it ahould be r•elllbered., doea not haTe an ouUet like the 

'-erioan aDd Britiah tunda by •aterilh1ng1 gold throup 

'l'reaaury bill operation&. Tbua the Bwtae haTe greater need. 

for 1naur1ng 1aaed.1ate l1quid.1ty. 

I -• 
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I waa asked whether it would be too IIUOh far 40 

percent of the Sw1aa dollar hol41Dga ill •ew York to be 

inuaied in United State• f:reaeu:ry billa. I said that 

if he put too large a part of hh dollara into aecu:r1 Uea 

he waa ob~iou.aly work1Dg agaiut 1;he principle of l1qu14-

ity which he had g1Ten as the reaaons for conTertin& 1;he 

gold of the Swha tulld into dollars; he agreed 1;hat there 

a1;1st be ea.e percentage &boTe which 1;hey should not 10 

aiiil -ld if and when any new operations are considered 

he rlll consul.t ue. 

ln su.aary, 'Ieber personally f1nda the general 

lilles of Secretary Korgenthau'a aeaorandua acceptable 

183 

but - aus1; awaU 1;he decision of hla colleagues. The 

Sw1as in practice how eYer, ha~e •ore dollars on 1;he Aller l­

ean arket thcl would generally be accepted to conoU tute 

"Work1Dg balances • alone. They actually aDd confidentially 

look upon these dollar reserTea as their •war cheat • and 

do not want to 41•1n1sh the aaount. 

I Tiel ted the Aaerioan Legation at Bern, and re-

couated •7 Tiait to Bigelow. 

on July aa at noon I -• rece1Ted at 1;he Bank of the 

•etherl&D4• ill .lltaterdu by pr .. idem Trip aDd hie 41r­

tora (om .. ion) aDd Beaufort. I a:pla11le4 1;he r•aon for 

.,. 
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ay v1aU ahowe4 ~be (t) tl)• ~he aworyytu• guo~ation 

(~hia par~ 1e badly garbled) froa the telegraa • o . 339 

of July H froa ~he Departaen~. 

l d4 

I was spoken ~o very frantly by Trip, and lUa oolluguu 

auppor~ed hia OR every poi&~. The Dll~oh officials were 

bi~ter over ~he III&RDer iR which ~he French again lowered 

~heir currenoy wi~hou~ giving any advance information to 

t hem abou~ i ~. "''IP'DJZ••n«xpx These officials were 

peeaimis~io about ~he Jrench outlook. Oonaequen~ly they 

aee uncer~a1n~y oontiuuing iR the 1n~ernational aonetary 

sphere. 

The fac~ tl:a ~ he ha4 been consulted. abou~ ~he memor­

&Ddwl -• appreciated by Trip, par~ioularly my paying 

h i a a visi ~, even though he had r eservations concerning 

i~ . Trip said tha~ t he united Sta~es and Grea~ Bri~ain, 

the t wo 1-t~or~an~ aambers i n the club , oould, aa France 

h&d, tate deoiaiona independenUy and then notify ( o.hsion) • 

However, he feli tha~ before reaching such de<:iliona U.e 

int eres~e of ~he minor aeabers should be considered if 

the idea of a oopera~ive club 1a ~o be oont1uued. Should 

the larger powers conceive plana ~o fi ~ oDJ.y ~heir own 

situa~ions and t heir own ooaren1ence, ~hen the Du~oh would 

ai11ply have ~o reaerve freedo. of action for theaaalvea. 

Trip beiaJl analydq ~he aeaonndn• by eaying ~1; 

Ilia fund all4 bank were oer1ia1nly do1q t heir pari> iR ab­

aorbi~Jl 
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sorbiDg a nd holdiJig gold, ae 11 clearly indicated by 

the sta'iiatioe. Howner he does 110'i consider that 1'i 

is fair to ask the aone'iary authori'iiee of the ainor 

countries which adhered to 'ibe Triparti'ie AgreeaeD'i to 

refraiJL fro. transferring their gold into foreign ourren­

ciea so long as the two ma3or power& are not wi lling 'io 

giYe a defini'ie oo.mitaent as to aaintaiDing the price 

of gold. If we were all back on the gold standard, Trip 

said, it would be a different s ituation. He realhes 

that under the present circuastanoes the Aaerican gold 

price can be changed quickly w1 thout any aseufanoe that 

the Dutch would be warned or consulted. 

I was reminded by Trip that as a result of his bank 

listening to the Bank of England's entreaties t o cooperate 

through holdiDg 1terling in Septeaber, 1931., 30,000,000 

norina were lost by the Dutch Central Bank. It before 

the Aaerioan currency oruabled the Dutch bank bad not die­

posed of its dollars, he said the losses therefroa would 

haYe been around 40,000,000 florins. He does not l ook 

for any early oh&Dge 1JI the price of gold but at the sue 

time he •••• how quickly situations ohana•• Gold waa 1JI 

dem•nd a f., aontka ago but l i DCe April both priYate and 

official hoarders haYe been outing out gold. If in Yi., 

of 
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of thia oituation h1a GoYernaent and hie Bank offioia.la 

1118.Y haTe oauae to donbt the future price of gold, Trip 

1a not Willi~ t o subecribe to any UDdertalting wh1ob would 

restrain hill fl"oa spreading hie riate. He added that 

gold has not been • old by hie Bank, and ineistacl that he 

will not resort to caaounap. He wae thinking, I tn01r, 

of the a&le by the Swiss central bank of gold t o the BIS 

to get dollar& for one or more of the foreip credit 

operations of the Swiu, t he gold e·rentually goi~~g t o 

Iew Tort. He fl"antly told .. that recently he baa not 

been conTerti~ aa much of the dollar• and ster ling which 

he aoquirea in holding the fiorin ateady into gol d ae 

he foraerly bad done. Koat of the gold which Dutch hoar ders 

had has now been disposed of by th.. . The dollar wealcneaa 

at t he saae tiae results in Trip taking large aaOUDta in 

spite of hia prosreaaiTely loweri~ the price which he 

paya t herefor. PreaUII&bly the weakness of the dollar coaea 

largely f roa gold sales by the (?) outaiders who cannot 

be controlled by t he oluh. 

JJJ.y foreign balances, Trip agreea, should in the a&in 

be kept with the c entral bank of the country in which they 

are. He aaid that he doea ta.p aoaa clollara with t he Ollaraaty 

Trust which acta for hia in asa•bling clollara, but when 

the aaouat thereof beocaes ooneid.rable he pa11ea tn. on to 

the 
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the Federal Reserve Bank. 

Trip has resena.tions on the point • essentiall:r 

as working balances• since he has no definition of this 

phrase. Ord1D&l'ily he would understand working bal ances 

to mean the ra1nillua funds which should be kapt free and 

on hand to meet normal market requirements of the ourrenoy 

in which the:r are held. In the aotua.l circumstances de­

scribed above he does not pretend to be e&tisfied with 

keeping s o small a BUill in dollars . He trankl:r stated he 

considers the dollars a deposit of reserves beyond a work­

ing fund. To t his extent hie operations are on tho •gold 

exchange" standard. 

Therefore, if the American Treasury's message aeana 

that ouch oountriee as the Hetherlaude will be obliged to 

bold gold to t he exclusion of all but •working balances• 

of foreign exchange, Trip wonders if the J.meriof.n Govern­

men~& invitation to invest fUndi in the United State• may 

not become more reserved. It is Trip ' s idea ~hat a central 

bank has to earn some mone:r; if it holds everything in gold 

it deprivee ihelf of the opportunity to purohaee aecurUies 

which bear interest. He wou.ld like to blu" .U:erioan Treaaur:r 

bills if the:r are attractive t o hie bank. He las aad.e such 

purchases through the Federal Reaene Bank of J ew York so 

far and has aet with no objeotiona to auob purcba.es. He 

tears however that the aesaage UDder reference •:r aean tlat 

objeotiona 
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ob~eoUona •1 be i11poaed bf the (7) &D4 tbat ell.ould he 

aubaoribe t o the ••oranc!n• he would then be precluded fro• 

i nvesting in auoh bills through the oha.nDel aa 1et WJUs ed 

by hia of private banks in the United Statea. 

Those who are faailiar w1 th '!'rip' a opera tions w1 th 

central banks in the BIS , in the •gold bloc • and now in 

our club .uat know that he plaTs the sa- according to the 

principles laid down. However , he is accustomed t o par­

ticipating in the making of th.oee rules. I u convi110ed, 

knowing his honesty and bill stubbornness, that if rulea 

were dictated whioh he could not coneoientiou&lJ' &boulder 

be would drop out of a game. Trip expressed the hope that 

we a.igbt al l go ahead cooperating and consulting together 

without atteapting t oo much ondification of pri nciples 

while there ia so much shift ing in the monetary field. 

Trip pr omised t bd be would d1scusa t he eatter wi th 

the Kini ater of Finance. I called at the Xil11 atry of 
a t the Hague 

r1na110e/on the afternoon of JulJ' 23, and left 1111 card and 

a copy of the a8111orandwl with xr. de Wilde, t he a aaiatant 

of the new K1111ater . I waa unable to keep tile peraona.l 

appointaent which '!'rip had arranged with the Kin1ater for 

ae beoauae of a traiA del.q. 

I went t o the Aaerican Lepticm at The Hasue aD4 ez­

pl&iJled to wuaon and cabot the aiaaion I waa on. 

on July as I called on Governor lranok of the lational 

Bank 
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Ba.llk of Belg1ua, at Brueaele. I told h!.JI the purpooe 

of ay 't'1 s1t aDd g&'t'e h1a a oop)' of the ••orandlla. H1e 

Bank, he aa1d, waa still holcl1ng a largo aaount of gold, 

but he rsaartecl that recently the influx had cl1.ai.n1ehecl. 

SS't'er&l i11portent Belgian corporationa had, on the other 

hand, taken aoae gold and foreign exohange froa h.io bank 

recently to pa)' di"Yidende or loans abroad. 

A part of the aeaorandua 11 not directly pertiaent 

l d9 

t o the situation in Belg1ua. •o Treaaury b1ll iDY .. t.ents 

on the lew Tort aartet ba't'e been made by the Belgian 

•ational Bank. Only amall balance• in dollars are main­

tained by t he Bank. This Bank is quite agreeable that a o 

a t present the Federal Reaene Bank ehould hold auoh 

balancee. JT&Dck would not be wi lling, ho1NI't'er, to b1D4 

hiaself to deal excluai't'ely thr ougb the Ba.llk of Jngl end 

eo f*.r as Londcm was concerned. ror generation• big bant­

ing an4 coaaero1al firms in Antwerp with which the central 
\ 

bank bas cloee dealings ha"Ye had pr1't'ate correaponclenta 

in London, an4 the Bank BoTernor would not think 1t reaaon­

&ble that ba should be called. upon to cease his bueineae 

with thoBI London inetitutione, eepecially ainoe no ob­

leotion thereto ie offered. b)' the Bank of England. 

The reaenea t1 the Belgian J&tiollll. Bank are i~~portantl)' 

gold reeer...ea. Be 11 of the opinion that the world aol4 

price 
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price baa not yet been per.&nently aettle4. JraDOk 

18 cppoaed to any club aaber att.-pting to ebift ita 

gold load onto the abou1dera of another aeaber. Bowner, 

be ie n ot wi lling, so lolli aa there ie no general return 

to the gold e1ii!Adu4 and in part1cu1ar aince t here ia 

no aaeured fixity of the gold price - wi t h a a• hour 

baeia for aonetary policy - to undertalte not t o ooDYert 

part of hie gold into foreign exchange and bold the latter 

ae reaerTee if it 1e indicated fr018 cirCWiataDOea and de­

Telopaente that the int erests of tbe Kational B&Dit of 

Belgi~a woUld be eensd thereby. 

The Belgian B&Dit GoTernor expreseed pleasure at baTing 

the good worltilli r elatione whi ch be m joye with the autbori­

t iee of the Un1te4 States , and particularly the arrang-nte 

~ by which be purobaeae dollars f or the federal Reaene. 

Be wanta contiJU&Uon of the epirit of cordial cooperation 

within the fr-ewark of the Tripartite A&~:eeaant, but be 

belill'f'ee that during the preaent dietur'bed per i od thia oan 

'be achined better 'by peraitting t he olu'b aitabera as aucb 

freedoa of action judged aDd required by their owa situa­

tions aa possible, rather than 'by tryiq pr-turely to 

lay dOWD ruJ.ee which as yet haTe not been generally accepted 

i n practice or on paper, aDd wbiob a ight aalte it difficult 

for the leaaer ... 'bera in particular to adhere fa1tb-

Ml)' to their olllb 1Dldfttalt1qa and cbl1pt1oaa. 

fte 
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1 g· 
- l. 

The Minister of ~iDAnoe, de Man, was away on •aoa­
tion but ~&DOlt proaised. 1io dieouss 1ihs aat1iar with h i a. 

I went t o 1ihe h erioan Dlbas sy a1i Brussel s an4 er­

pla1ne4 ay Belgian Yisit t o Buesdorff and Kiee 1Jill1a. 

I had a talk 'too wi 'l;h Mauric e ~ere, bu1i learned no1ih1q 

t o add t o a y 'loelegr- Jo. lOU of July ao. Last night 

I got back t o P&rie. 

DD DBS.lOJ:. 

BOLLI'I'T. 

U:Lft 

• 
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Secretr.ry of State 

l•ashington. 

1050, July 26, 5 p . m. 

I'RCI' COC!IRAN. 

GRAY 

PARIS 

Doted July 26, 19~7 

Rec ' d ~:10 p . m. 

192 

Faris exchange market r a ther slow. French was nble 

to buy some st~rl1ng at from 133 . 05 to 132. 97 . Dollar 

market thir. with furthe r weakness of thid currency againAt 

sterling following Japanese snlos and recrudescence of 

press story tha t Un1tod States is o~anning program tor 

intcrnnt1onal reciprocity on tax information. Paris 

observers remark upon heavy load of doll~s being placed 

upon Dutch market while neither Br1tish nor American 

control appears to be pr eventing fluctuntions . British 

finr~cial prose is stressing cdvnntnge to Dutch of tying 

flor1n pound. Prench rentos crpor ontly had to bo supported 

officially to hold Friday' s lovols. Forward franc bettor . 

ron.:.y very tight . 

1/C 

HPD 

BULLITT 
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PA.RJ.PBRABI OF TELIGJWl REOIIVED 

:niOK: Aaer i oan Dtba88y, P&rh , France 

DATI : July 27 , 1937, ll a.a. 

10 .: 1053 

:niOK OOOBIU.B. 

At 10 o 1oloot thie morning I called at the Bank of 

France. Yeeterday , I wae told, the French contr ol ex­

p erienced a good day , gaining in foreign exchange about 

160,000 ,000 t ranc e. This gain tor yesterday reYereee the 

t rend ot last week when it experienced heaTy loeeee. At 

the end ot last week the balance of foreign exchange on 

band in the fund was approxiaately t wo and three-quarter 

billion f rance. The control had purchased around 250,000 

pounds by 10:30 this morning, and fro• appearances it 

promised to be a quite faTor able day. 

Confidentially I was inforaed that last week t~ 

British were annoyed when the French control permitted 

1 ~ 3 

the f r anc-sterling rate to drop. .on Friday Cobbold of the 

Bank of lngland oaae t o parte. Officials of the Bank of 

France, supported by the French Ministry of Finaooe, explained 

to the Br1t1eh that 

ElfD s.aTIOI OBI. 
BULLITT. 

EA:LWI 
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PJRAPHRASI Or SIOTIOR TWO, telegram •o. 1053 of 
Jul.y 37 troa Paria . 

the French contr ol waa merely f ollowing the ezaaple aet 

by the British contr ol. In other worde, the French control 

had not tried t o etop a 11a.j or capital moveaent but had 

aeaumed the duty of trying to keep the currency troa fluc­

tuating aba.rply. The Bri tilh a eked the French whether 

t hey had i n mind any definite point at which they would 

make a f ira atand. The rrenoh then r eminded t he British 

again that the Priae W1n1ater of Great Britain had alwaya 

refused to set a definite point for eterling depreciation. 

Official• of the Bank of rranoe insiat that French psy­

chology demands a fixed gold parity, but that at present 

there must be no move to eatablish this until expBeience 

baa shown what the proper rate sboul.d be. 

I f ound a better spirit at t he Bank, f ollowing Four­

nier ' a replacing Labeyrie. Officials of the Bank think 

that Bonnet is moving as boldly and correctly as coul.d 

be expected in the circ~astancea. •eYertheleea, they 

feel that there may be a tendency to overestiaate con­

crete reeul.ts that can be aohieYed through the progrP 

which new legislation and decree• are now setting forth. 

These offioiala realize that sharp diffioul. ties aay be 

witneeee4 in the au~, when tile t ouriet aeaeon is ende4 

and when heavy t reaeury maturitiee fall dUe. The Bank 

ia particularly .. worried about the very unfavorable 

'be.l&DOe of trade. HoweYar, it ie belieYe4 that fr~ aow 

until 
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unUl October dur1Jli the hol14&J per1o4 there II&J be 

oocaa1onal fluotu&Uone 111 the nano but no eer1ou.a d1ff1-

cu1Uee. 'l'hh would, how.,.er, depend upon the aailltell&lloe 

of aoo1al order and pol1t1cal reoouree. 

EliD MISBAGE. 
BULLI'l"l'. 

U:Lft 
• 
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JR 

SccrEcnry of Sto.tE , 

'hahll~gton . 

1057. July 27, 4 p . m. 

"'RO,: COCHRt\'.- , 

GR.'.Y 

Po. ria 

DatEd July 27, 1937 

Rcc 1 d 1 : 10 p . m. 

REfErC~CE my 1053, ZulJ 27, ll r .m. TrE:--.d of Pa rio 

cxch':'.llSE markEt tur~lE1 3h?rtly bEforE noon ~ud PrErch 

c ontrol bEC:tr.JE "· .lEllEr of otr.rli· {', a t 132. 96 to 99 . 

196 

l!':l rkEt 1~ ;, uot blr, but obc r.rvF.ro thirk control lo3t cxchr.ngE 

on br.l~.ace for t hE ehy , Dollar Erl'".tic 1~ ith .\ma t Erd:-.m 

h:IVit:S to r.boorb f ".ir qu:mtity r.·:d nppo.rE~tly 11ith oomc 

import ~:-.t oElling therEof from SI'IEdcn . FrErrch rr.:ltE:: o.'bout 

EVe!:. . ·~r.a of m.or:th mcnEy vEry t1aht . i'conomy dEcrEEO 

• •. 'I d E fin i t E pl=3 for rtorg:miz ·t iol' of French R" ilr.: ya 

3till " ~1". itEd . 

BOLLITT 

Hl'D 
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Secretary of StatE , 

"lashington. 

1064 . July 28, 5 p . m. 

i'RO: _ COCB.RAF. 

GRAY 

Paris 

DatEd July 28 , 193! 

Rtc ' d 1 :05 p .m. 

~rtnch control had fairly aucce:1sful day on a calm 

markEt acquiring ste rling at t ron1 132.89 to 86. ThErt 

has been a Ge:mand fo r spot franca l'or End of se:ttltmEnt 

1~7 

and for\?ard ratr. is also bEttEr . Since: Yolcol:!lJtla Spc:cit 

l3onl: ir. Lonc:1.on off ErEd no dollar s today marke: t :tas roll<'VIEd 

its lt:c1 and dollar has strEngthEj£d . 

Pre:ss a rticlE from Brussels in Today 1 s AO~J'CF. 

:~COllOlliOW. dtnie:s rEport from L"ln<lon that Be:lgi\llll is 

alre:ady f EElin6 tradE comp~t1t1o~ from FrancE follow1Dg 

rEce:~t f~~nc deprEciation i~siatln& that Be:l&ian Economy 

is i n 
0

oCld shape: while: r rFnch outlook is still uncErta in 

and vr1ce:s rising . IncidEntallY ."re:nch authoritiE s art 

alrt~dy we:ake:ning i n thEir fiGht against El Evation of 

pricEs and pe:rmitting certain E:;cEptions . 

Bank of Italy rEprcse:ntativ~ te:lls me: Italtnn hottlo 

and tourist r~sorts art alrEady packEd to capacity so thErE 

ia no norry ovEr any pa 1sinG advantagE that Fre:nch currcncJ 

dEprEciation 
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JR #1064, Ju,ly 28, 5 p ,m, , t'rom Parts , 

dE prEciat i on may givE local t ourist tradE, 

'uropEan f inancial prEss lauds mot ivEs bEhind lEtt Er 

of BEl gian King but inclinEd to doubt practicability of 

its suggEstion s . 

BULLITT 

RPD 

188 
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f'EDC"AL RES&IItVE BANK 

0~ NEW YORK 

CORRESPONDENCE 

SUBJEC"r: 

/ 

OATT hl• ... Uft. 

ta.....J ODit _ "'l• ml 

lUI~ or •uu ..... 

I alll .. lr. •••• •• tall M4q, 

Dlaeu.-.. tho Mllar aann, lila nahd Ula' Uta 1.,..." 
bad reo•UJ- oblqecl \belr 'eotal•• ••• •• leaa' '•poral'1.17, 

a\opped their accn•n•• ..Uiaa ot dollara, u e. nal.\ ot *!all 

t be dollar n\a bM tap..,. .. • UUle r,.. 4.11 1/1 t. '-" 1/1. 

I 1Dq1lirecl *-' lai.a opt••• waa •• t. Ula n&tan ot Ula 4ellar aalll• 

aad be r.,U .. .U\ U111 P1'1.autl7 dope ... • , .. t.laiqat (1) 0.1' 

dU\ade WWU'4a ...,. ... , •• (I) tlaa aftift'F at Ule l.,.e .. ill 

the dol!'lar ..n•. I aplaia .. .U\, aeeordiac w oUr infoMtio.n 

\be Jap•aaa ._. .. \1-a••• Ulelr ntaaer banJ' lblJIII•\• or 1ald 

'o au hwtet .. •4. Ula' bel.lll eo, ~ WMJ.d pNballq al• ooa•tae 

to be ba7era ot nerU., ........ ,e417 Uldr narlilll ~ ..... ,. 

••re luse ........ ot Ulell' .-lla'-Ual punba1aa 1D the nai'UIII 

area. OII'Uaart.l7, ot ooarae, Ba•v .. u. .. , 411r1Jic •b• •• tw 

MO'h• than llaoald lila a --al •-• tor dellara 1a -eft!• 
w1 tb Ule tla•elal ot .. r oftMa ID4 1n1D lblJIII•••· tbe17 eaq 

i.D'enn taad b.- w lc.ap arb1V.Cean •1181' •• t. aftld bm.ac a 

c:o.plneq dleo...Serl7 aalll ... Apart r.... \be\, Ul• .-14 ... ._. •G7 

lttUe dltt-aalllft..- ._80 _.._.torUla,..... 

I iii.Uret •'-' Ula hwatll al\aaU• •4 &a•ar •••w .. 
'h'' ,_._•WlT n •• .......... !tie appoill.._, ot lwna1• u 

G~tJIIOI' W Maa 1•en11T ___ .. b ..... lao _. a lood ... 111• 
.u.., n ... _. a 1net Mil at •• ' l.al a.wl..... It ..... to 

~h appoillta•t -.. tale ,._ ... atW d ot op....tial ill tba rt 171'1 

•aJtr.a w ••••taT -.. ........ , _. ._..., tor •a..... .. 

Regraded Uclassified



-~ '-*•-

,..OI.RAL. RESE RVE BANK 

OF H IW YORK 

DATI! .llllJ' ..... _1Im' 

SU..,£Cn .. I • maw •• -

-I-
........ ._ 

fr•tll r.4 W llllaecl _.to: 211' I • ae. I•&Mael .... 1ae _. 

a U\UI ~ 11 .. Mle fttW... puU-.1~ ........ Mal ne.\ 

111pf0'1_, 1a •• t .... .......... ...,. Mftlli'-l7 "- ... to Mu 

~·rUe ...... to ..... Ul..... • ...... , ...... .u .... ... 

200 

... ,.,, 80\ .,u.t.Ue da.. lelia., _. ....., Ia 1'1"1 It II to bl'Uc -.s.a 

_., llellr •tU ...... Uld • tenalh ...,. ........ lapi'ftlal •• 

ac:n te I tl\S..I of Uaa -\:7 _. .... -.4 p~ ••n•~· . 
~•l'fUWII• u b...toto"- ........ ,_ u.. ,.UUeel lllwaU• Ia 

Fr.tll ... -• p•ple II& .. a 111\ ~ &a to 'llbllbe Mae I&IPI 

hka _. ..__. Will• • •• Ui*-

LKaac 
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f'I:DERAL R..ESER\11[ SANK 

0~ NEW YORk 

__ ,,..., CORRESPONDENCE 

COin~ IlLII 

1.. •· a 1 

SUBJECT 

-·-
coa••-· 01• Sa a. .fa..._ 

2tJ2 
0ATF My •• lift. 

-.-.J1aie•m• IDIL 
t•• or •• ,. 

I ~- ...... , .. tlaat u 1 .... U... a .-n ot t1ae ~aal 

Ott1o1el ot a., a. lN'P • ~ lawa _. • ...._ ot tala ..... 

de h••• ua al4 ••• ..,._-.~ ""'""~~'• lla1•• lao ••• ll.a -.14 

let ae U... •• ~-...... 

I .... lefa •• te 1111• .-J.olo. 100 e1 ~ u. u•. 
r•dtlla •••411' 1 ••• Sato a-t• *tell ,_ wl1l keep 1B .., •• ,._ .. 

r ol4 •• t I all tal.lan 111a1• ,_ ..., tor .., 1111 ' a• _. Sa­

qu1n4 ._..._. ...... Saatnet.t.ea wwe lUll Sll l'ei'M. I e leSe .. 

tlwt tale ,... 1 f'e• . .., '*'Ill wu ._, ,....Ul'. Sa •• or •• ...... 

be b .. •'• eaotraoo te 1111a a..al Pftt!U•• atw.e aa ., • no Sllaka> 

U•a to ••'- ~a cU .. tllat a.. ... -.. of tllla _. 

tb•' lao W ll',.....,, .. t... •N''II ._ .. tala t u..t ... wu 

eo ...u. At till' nto. a.a -~-• 
b1t ..a.lo lo. 100 Wft lUll Sat-. 

l eatl• ....... I ............. • IV ....U0. ._...., 

1111bt ............... , ... ..u aw .... 1 u. "till' t!.ea -..s.r 

the aoa ftllr ••••• a.._._. • , .. Sll •••• •• aa _.tel st •· 

I 
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SecrBtary of State, 

Washington, 

107~, July 29, 4 p .m. 

FRo! · COCHRAN 

GRAY 

Paris 

Det od July 29, 19~7 . 

Rec 1d 1:~2 p.m. 

Franc ste~ling rate has varied from 132, 83 to 

132 , 905 with control acquiring a small anount of sterling 

on b~lance after being obliged to ~ell at 90 , French 

rontos end securities practically unchanged . Thor o 

appears to have boon official Freno~ control intorvnntion 

in forward f r anc ench day this wook, mar ket observers 

r eport ing that a different ba.nk was used each day~ namely, 

Ban ClUe Bolgc , Monday; Comptoir , Tuosdny; Lazard, Wednesday 

and Society General today. 

Rank of Prance statement as of July 22 showed no now 

cdvancos to tho s t ate . Coverage 48 .90 versus 48 . 58, 

Arbitration on ·bank clerks wages has boon svttlod but 

situation not yet sati sfactory, 

Foaturo of today' s trading is further weakness of 

bolgn, Rumor continuos that bolga will hnvo to follow 

French franc bccnuso of cl ose competition botwcon the two 

countries 
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I' G Page 2 #1073 from Paris 

countries , Sales of belgas so f nr apparently originate 

with Bolginns who nro selling their currency short or 

buying securities . 

Bolga hns not boon holpod by criticism of Pr emier 

Von Zoolo.nd nnd of Nat ionnl Bank of Bolgium arising out 

of Premier' s post being loft vacant in tho bonk aft er he 

quit tho undcr-eovernorship for tho Cabinet , Governor 

Frnnck yos t ord::.t 6·· ''~ at n special r.haroholdors mooting 

nn expl anation of tho dol ny and of tho allogod division 

of Van Zeel and ' s sal ary among tho othe r directors aft er 

ho no l onger rece ived it . 

KLP 

\'fNC 

BULL ITT 
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JR 

SEcrEtary of StatE , 

1Vaa hington. 

1085 , July 30 , 6 p .m. 

FRO: I COCHRAN. 

GRAY 

Paris 

DatEd July 30, 1937 

REc ' d 4 : 35 p. m. 

Paris Exch~ngE markEt fairly activE today with FrEnch 

control acquirinb stErling at 132 ,80 and for a whilE 

YiElding a lESSEr amount at 85 , Control appar Ently ngain 

optrnting in forward francs through Comptoir. Parle 

AmErican Bank today purchasEd 0900, 000 for thE r.ontr~l . 

Rmt ES practically unchangEd . Whil~ control is acquirinG 

a littlE fo rEign EXChangE and pEriod of sEasonal quiEt is 

hErE , bnois sEntimEnt of markEt i s not good . Council of 

!linlstE rs mEt today to pass on Economy- dtcrEEs which may bE 

issuEd to~orrow , BElga continuEs to wEakEn to gold Export 

point with rEspEct to most countri Es , Swiss franc a littlE 

more of fEr Ed, Bank of FrancE is confidEntiall y approaching 

i ndivi dually thosE Par i s banks which havE optEd rEpaymEnt 

on 19~4 Tr Easury bonds which maturE OctobEr 5 SEEking thEir 

agrt~cnt t o accEpt in paymEnt TrEasury bills runni ng 

from pErhaps onE to onE and onE -half yEars , ThEsE bonds 

arE mostly in thE hands of banks and r EpaymEnt was optEd 

for 
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JR #1085, July 30, 6 p .m., from Ports . 

tor approximatEly 6. 4 billion francs thErEof . 

FRAl'UCFURTER ZEITUJ.TG attr1butr:s to Wall StrEEt n rumor 

that ~~Er1can TrEasury 1s nEgot1at1ng with PEru, ChilE 

and Colombia gold arrangEmEnts and crEdits s1m1l or to thosE 

consum.1at Ed. 

BULLITT 

S<JS t RGC 
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JR 

Secretory of Stott , 

•·l;;.~hington, 

GRAY 

Paris 

DatEd July 31 1 1937 

Rtc 1d 10: 12 a . m. 

1091. July 31 , noon ( SECTrot· Ol'E ) , 

FRO!i COCHRAN, 

ThE sEcor.d JErico of rtnancicl mF.aaurts dEcidEd upon 

by thE ChnutEmp~ GovE rnmEnt wE rE embodiEd in ElEven dEcrcEo 

publishEd in thE JOURI'TAL OF;"ICIEL of today'! datE , 

207 

ThE ExtEnt and oubotancE of thEa~ dEcrees were r:;;ploincd 

t o thE prcae loo t evening by Boru.' Et in thr- follov•ing 

tErms: 

·'ThE mEasurEs just dEcidEd upon complEtE thE pl ?.ll to 

rccst~blish thE f i nanci al situation. ThE first sEriE' of 

mE:l3Ul.'Es h;;.d providtd for :: sincErE bal ancE of thE ordln:u•y 

budget , 

ThE prEoEnt d£cioiona rEl atEd to thE optcial budget ,. 

and f ixEd EXptnditurEo undEr t his heading for 1939 a t 

11 1100 francs for thE ~ilitcry progr~, 3, 590, 000, 000 for 

public worko , and 2, 300, 000, 000 for thE pEnoion fund , 

Thus , next yEa r , thE GovErnmEnt would h::vE to ( :n'D 

sr.cTicr o:e: ) 

BULL ITT 

KLP 
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Secretary of State 

Vlashington 

GRAY 

Paris 

Dated July 31, 1937 

Rec 1 d 11:10 a . m. 

1091 , July 31, noon. (section two) 

208 

borrow about sovenvt\l!lion francs for its own requireD!ents 

and one m:d one half billions for advances which it would 

have to make but which were reimbur~able . 

F r thermore during 1938 the railways , the City of Paris, 

the Departt"ent of the Seine , AlGerie and t he c ,:;!. c:1ie s would 

have to borrow about seven one-half bi l l i on frP.ncs . 

This total was :tubstantially l c.ss t han that claimed by 

certain newspapers and also put forward i n Parliament as 

concer ns r equirements over and above budgetary revenue f or 

1938. I t was even l ess than he had himself put for this 

object d1wing the Parliamentary debate on full financial 

powors . " (see page nino of Embassy's despatch number 781 

of July 2 , 1937 . ) 

Turning to tho local budget s Bonnet expl ained that 

meas11ros had boon taken to provide additional resources and 

t hat tho authorities had boon r equested to balance their 
budgets . 
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bnue:ots . A committee would be sot up to coordinate tho 

trcmsport sorvicos of tho City or Pnris and the Dopnrtmont 

of tho Soino . 

As concerns tho railways , rato or intor ost incronsos 

tnc:l r oorganizntion would r oduco operating deficit by nbout 
\ 

s~ hundred ~llion frnncs . Details of r eorganization 

still under consideration , (ond section two) , 

BULL ITT 

HPD 
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JR 

SecrEtary of StatE , 

"laahington. 

GRAY 

Ports 

DatEd July 31, 1937 

R£c 1 d 11 a .m. 

1091 . July 31, noon (SECT! Or- TH.'Io!o • ) • 

In conclusion BonnEt strEss£~ thE Effort madE r£gardtng 

thE spEcial armnr· mt or-d public "ork= budgEt for 1938 . 

~l£vEn anJ ~ h~lf billions woulu bE appliEd to military 

E~utpr.IEn~ which w::. s onE and a half btllion s mor~ t h:m 1937. 

Furth ·: rmorr-: , pu?::.ic worlca in hand would b= carriEd ~n': and 

no un<\Erta'ting uoul d bE haltEd . 

210 

::'l.nally Boru:Et invitEd ottcntio!l to thE fact t hot thr 

progr:ll:l o~ the: ChnutEmps GovErnmEnt '•I"' S b; 1ng carriEd out 

n Ethodically 17it h thE unontmous c p!)roval of thE EntirE 

C:\b i nEt clol'.g thE linEs Envisng~G by hims e:lf and by CbnutEnu~ 

ThE orCi nary budgEt wa s bolancF.d a-d thE spEcial budgEt 

brought down to o rEasonablE lEv£1 . Dur ing thE last fEW 

days thE fell in thE forrtartl r at£o of for Eign currEnciEs 

th~ morltud improVEl11Ent tn rr.nte:a , th£ rEsumption of 

subscriptions to TrEasury bonds ind icatEd ~hot thE country 

undErs tood end nos prEparEd to makE thE Effort nEcEssary to 

rEstor£ thE fi;lo.ncic l situation. 

( "t"D 0::" : ::JSSAG<S) 

BULL I TT 

KLP Regraded Uclassified



TREASURY DEPARTMENT 

lfrCT&JII OP"Y~Ca 00M N U NICA110N 

DATO Jul.,y JO, 1937. 

To Tho Secretary 

.- llr. Ta;ylor 

Shortl7 a!ter I returned to llashington I called Yarriner Ecclu 

and discussed rlth him .mat shoul.d be done 1n view of the preaent 

situntion 'lltlich exl.sted 1n Coogreea, end particularly 1n relation 

to tru. Tax Bill, regarding the SIIIOndment to the Banldng Act providing 

apacial treatment for reserves ajplinst foreign deposits. In turn, 

wa had a loog diacuuioo with Ronoll llagill in which t he preeent 

statue and possibUitiea of altsrlng the treat1111nt a!forded aliena 

r.ere covered in detai.l . It was agreed that anything repre,.ntiDg a 

comprehensive treat.nt covering capital gains was bpossiblo at 

this Seuion and would 1110rel;y interfere with the poaaibilltha o! 

treating loopholes . 

It was .rurther established that the Canadian Tax Treat;y was 

beins held up pending a discussion ot the withbold1J!8 rate in the 

proposed Tax Bill. .L ratitication of the Cenl!l!ian treaty baa taken 

on n- iaportaoee i n conneetim with the negotiation ot the Britieh 

trade .LgreU8nt and in addition affords a possible IIO<Iel tor the 

exchange ot inforation between govermants as to t.be holdsnga of the 

respeethe eit.isens o! tbeee countries. 1barefore, t.be position of 

the treaiNJ7 in agre-nt with the State Depart.nt and llr. Eccles 

is that the Canadian Treaty should be ratified 1t poaa1b1e at this 
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Session and Semt<r llarr1soo has been so notified by 11r. llagill, 

and in turn, this morning by llr. Kent on llfY instructioo. 

Ckl l!a'lday of this week I again d1 scussed the situation 11:1. th 

l1r . Eccles and relllinded him that he and I had tho duty to intona 

the President of tha exist.ing situation and to ask him if under the 

circumstances he still wishsd to proceed nth tho Banld.ng amendments 

and lihatever Taxation Progrm was possible to affoct ths llltReDOnt 

of funds to t bis arket. He eventually was eucceesflll. in mldng a 

brief nppointment 'Ill. th the President yesterday , TI-e previous evening 

l!ag1111 Eccles and I had dined together and a.gain reviewed tho 

situation. Eccles oo that evening took the poaitioa t hat he woul.d 

support t ho Banking legislati oo if the withholding rate on foreisn 

individualo n s increased to say 25%, or to t he equivalent of tho 

British rate , sncl if tho ox!.sting discrepancies f avoring f orei sn 

corporations were elild.nated. The following morning I inton:>ed Feis 

that this was apparently the schedule , dependin8 1 of course, on 

Congl'Oso ' actions . Fois objected violently sncl ~eid that tho State 

Department could not agree to a nat inc rea sa of the n thholding 

rate oo indiv1dWll5 on accwnt of the injustice which i t -.ould 

impose oo small holders of Amarican aocuritios, and that be 

o!'ticial.ly requested a rediscuasioo of tha sitution before an:r­

thing was suggested to the Joint C~ttee oo tax eneioo • 

.lt 12130 p, 11., llr, Eccles and I called to till our appoin~t 

with the Presideat a Dd it was apparent that a bitch had developed 

and ..., were origlnelly asked to put oft tha appoint..nt until tbe 

schedule cle&Md up. After a.- discussion 1dth »cintyre durinC 
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l'lhich !Jr, !!:ccles expl.D.ined the fact that our request for :m appoint­

C"Cnt ;ms to receive irult.ruct1ons a s to the President's nshes in 

vin of the nn situation, we saw ths President !or a few mnutes, 

li<:Int;yre bavin8 mde 1t plain that the St4te De;nrt!mnt had interposed 

an object ion. Arter a brief out.line or the old. sting circumstancos, 

~he President stated t.hat he wished to proce&d with the Banking Bill 

ard a moderate aesture in the f orm o! an increase 1n the withholding 

r4te at this Sess1a:~, ~d that the foll0101ns 4ction ~hould be to.l<an 1 

That JJr, Scoles and I ahoulcl arrange with l.looara . :Jarrisan and 

Dougbtcn to appear before tbe ·Joint Cocaittee and to describe t.he 

relstionship between the loophole t.ax:l tion end the taxatia:~ or aliena 

llrd the proposoo bclnkina amerd=t; that if the COiliDitteo agreed 

arrangements should then be made wit h \facner ond Steagall t o introduce 

f rom the noor the Bankine Bill as a com)lOnion to the tax loophole 

bill 11hen the tax bill was bein.!; voted on; that Harrison and Daughton 

should indicate that they were f acUiar nth the 9Ul and are in favor 

of it as a compnnion pieco of legislation. At this point Mcintyre 

indicated that the State Dopart:mnt had objections to thG withholding 

r4to . The President then instructed Eccles and J111Sel.t' to rE>disouos 

the s1tuat1o:l 1111 th the Stste Dopartaent 1n order to explain to then 

t..'la t the now or !unde and gold into this country represented a special 

situation nth which the President wiohed to deal s t this SesaiCil, 

I expressed the opin1Cil t.hat 1 t would be 11a1ch bet ter to obt41n 

the general 3greo11181\t of the State Departlllent, but i n case 11'11 nre 

not able to obtain 1 t , than we would report back tbe s1 ~ tian. We 

then arranged an appointlmnt with Secretary llllll and Dr, Faia tor 
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throe o 1 clock for liaS ill , Eccles ard ~eli. This 1118oting lasted 

untU appraxillately five o'clock. The point of vin of the state 

Deportl:llnt and of llr. Eccles was flll1,y developed. llr. llagill had to 

catch a train before the conversation concluded. The Treasury point 

of view was expressed as follows: That the Trea3U17 would cooperate 

i n every way and endeavor to get the Canad.l.an Treaty ratified at thio 

Session; that the technique of exchange of information was probab~ 

uaei'Ul :md c011l.d act as an additional deterrent to capital coming to 

this GBrk9 t; that the banldng legislation was in i tseli desir3bla and 

that a gesture in the fora of an &ltaration o! the withholding rate 

~ms also deeirable , but that inasmch as the question of capital gai.na , 

etc. , would not be considered at this Session, that the increase in 

the withholding rate in i tealf was not particularly- illlport8Jlt other 

than an indieation o! the fact t hat n had not for5'0tton the subject . 

'!'he conference cloaecl with the Seoretsry ot State stating that 

apparent~ there was disagreement between tbe ~te Dep<lrbent and 

the financial people as to the significance and effect or an increoM 

in the withhol.dinB rate 1 regardless of the amount, and tbat he wished 

to disclaim a.ny responsibill t;r for any ditticulties Which II!Lgbt davelop 

in connection with our negotiations with Groat Britain and other 

countries it anT increaees wre enacted, but that naturally 1! the 

President wished to proeoed attar this situ.tion bad beeo knoom to 

hill that he 110uld make no turt.ber atterq~ts to block the • tter . Ftda 

had expressed an even stronger point of vl.ew, but bad l ett the • •t!Jii 
before its conclusion. 
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Arter the 1110eting I walked back I'll. th Kent and Eccles and Wll agreed 

t hat Kent should inform Senator Harrison that we liQro in favor of the 

Canadian Trea t:r Ol'ld that aey rates which would be proposed would not 

be a t such great VCLrianco with the Treaty rates as to emphasize the 

d1scrilll1na tion in favor of Canadian c1 tizons; and that I would axplore 

the situation turther with Feis before wa reported back to the 

President 1 but that meanwhile Eccles should attempt to make nn 

3ppoint.ent with llclnt;rre so that we could report the meeting in tbe 

State Department o.nd ask tor turther instructions , 

Last evenins I bad n long conversati on with Feis and be tent.ativel:r 

agreed to ratification ot the Canadian Treat:r and an increase in the 

individual withholding rnte to sa::~ 15~ and the re:ooval. of the 

discrepancies in the foreiB)' corporation provisions. This morning 

I told !tent of this develop::.ent , but that be should not tall Senator 

Hnrrison of this exact dovol opmnt until I bad rediscussed it with 

Eccles and the \'lhite House . I 1.mmadiatoly called Eccl es and he stated 

i n £8neral th3 t unless the '111 tbbol.d.il!C rate were increased to se.:r 

25~ he WllUld not feel. that he could support the be.nking a!llendoent as 

a cocpanion measure , and that the banking mnsure would not bo effective 

if onJ.:r a aoderate increase in the nthholding rate em foreign 

individuals ware passed at this Session, aJXi that in view of all 

the circUIIStanCes it was probabl;r batter to let thl a tter go oval' 

until the next Session. I than suggested that be l'$lieou.os the 

situatiCil with his board and steff inaSJIIIlcb as circwutancea bed 

cla.nged •teriall:r s1.nee his boal'd bad taken the positiCil that it 
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could onl:r support the banking legblation it efrective tax 

l egislation, ?&rticularl,y :Nbjectillg foreigners to capital ~a tax, 

could be ?&ssed at this Session a that whereas I realized his own 

position that I wculd appreciate 1t it he reviewed the situation before 

'119 at;ain discussed the lll4tter with l.lclnt:1l"e or the President, He said 

that he would do so and later informed m t!Bt lfS had a meeting nth 

!!clntyre for 3:45 this a1'ternoan , 

Wbile I was dictating this JDOmor3lldum Kent callod me 1'raa the 

Capitol to sa:r thet whereas Harrison biasell' was tdlling to recocaend 

t hat the Canadian Treaty be passed that oembers of the Joint CO!IDittee 

would not in l:d.s opinion do so until the questim of the nn rates had 

been clearod up; that the Committee had adjourned wttil 9a30 Tuesdey 

morning, and that it would be veey desireble to have t!le entire pron:ran 

ready at that tbe, 

After the cabinet meet.lng I met Eccles in llclntyre•s office and 

w reported the situation t o biA brie!l,y. Be then went in to see t he 

President and on his remrn askod me to write a memorandum to tha 

President outlining the situ.atim and the positim of the 'l'reasur7, 

State De?&rtmnt end Federel Reserve Board, ani to get it in his hands 

in tinle for the President to be able to read it over the wok-end, 

J!arriner Eccles said that this ns agreeable to bia. That evening 

I wrote the memorandum, a copy of which I attach with the e.xceptim 

or the seotim described as the position of tbe State Deparbent . I 

called Feis t bat aw ning to infora hiA of the situa tion &Dd he stated 

that he felt the Secretsr;r biluelt should express the opi.nion of the 
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State Depart.ment and that be wou.ld arrange to bave me meet the 

Secreta.ry the following morning ill tim to illcorporate tbe s tate 

Dep3rbent1 s Views. 

I completed the memorandWD the following mornina and read the 

section outlining tbe Federal. RaaerTe aoard•s position to J.larr1nar 

Eccles on the telephone. I al so reViewod !or b1a the Treaaury' a 

po31t1on am tbat of the State Department. He agreed to the atate­

l:IBnt 'IIllich I illcorporated but decided that he wisbod to 38nd an 

ampli!'ying memorandum to the President . I told h1Jn that that ne 

entirel.T auaeable to mo. He later read me the atatemont and for-

wardod mo a copy of it on l!anday IIIOMiiJ:la• I attach a copy of bh 

memorandum am the signod copies of the post tion of the Stato Depart­

ment. At approxiaately 12a30 I was able to send the completed memo­

randWil to tho mall plane which ""' lesrlng at 1 o'clock to dellnr 

i.JIIportan t mail to the President on the Potomc. 

On l.tooday we heard notbillg fr~ the Wbita HOWle during the 110nrlng, 

and 1.nasm1ch as i't was necoasary to state tho Treasury's rec._rl•time 
' 

to the Joillt CODIIIittee at 9a30 on Tue!lday momillg, I finally c.Uad 

Uclntyre at about 4130 and aslced him 1! be had any illstructions. He 

asked me to hold the wire and on his return said that tbe Presideot 

had said that i.nasmueh as we nre apparently ill almost co:aplete 

agreoaent that n should proceed with tho prograa. I told llclntpe 

that I did not teal that tbis was exaetl.T tho caao as ba would .tiD4 

if ba -.ouJ.d look up the mel80rsndua or which he bad a copy. He eaid 

he wou.ld do so and that be would call • back later. At about tift 
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minutes of 6 0 1 clock he called me ani told mo that tbe President 

did not fe el. tltat he could take tlte matter up porsone.ll;y at t his 

J.a.te step am asked oe to obtain an agreecent betwt.eo the t'ederal 

Resorve Board and tho State Depnrtmnt. I told h1l!l tlat on account 

of tlte time ele..,nt, I did not believe tltat this was possible and 

that I would roc0111ll8nd to llagill on his roturn in the morning, that 

the Treast117 should atte:=pt to obt&l.n tlte rati ficaticon of the C&nadiaD 

AJreeal!nt end as 111ch of the program 'lfllich I had indicated thst the 

Treasury !light be pro pared to recommend as appe.n'ed practicable, but 

that we would make no effort to force tho issue or do an;ything which 

would interfere 'llith obta1.ning domestic loophole l egi:slation at tltis 

Sesaion, or with the rot ,ification of the Tax Treaty. He t.ben told 110 

that if he were doing it hiJ:188lf he would approach the question in 

exac tl;y this wa;y. I called Yllrrinor Eccles and described the situati on 

to him and he ns a greeable to this approach but emphasized the 

desirability of a steteo:>Bnt boiJ!8 mde that the Adninistration bad 

certa1.nl7 not forgotten the question of "hot mone;y11 and tlte taxation 

ot foreigners, but that a more c(ll!)!)rehensive program would bo 

embodied on general rec(III!Bldationa to bo mde in the r&u. . 

I finnlly called Fe1 s a bout a quarta r of eleven lest night ani 

told bia tbe latest devol~nta. This J:OOTn1n& I brought llagill 

up to date as meh as possible . Be then called me from the Clopitol 

l!hortly before one o• clock ani told • tbat the C~t.tee was 

aw-rently willing to reeCWMr•l the eo-called Vins<lll propoeel wbieh 

milltained tbe existing withholdillg rate or l<Y.C on individuals hilt 

required all non- resident aliena with inca. of tltlY a21 ,000 to fils 

2..!.8 
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r eturns and to be aubjeoted to taxation on their Allariean inc._ 

at the - rate a a a illpoeed 011 .t.Mricaoa 1 but tba t thi.s rec-dat1on 

was contingent en tba agJ'eeant of tile Stete Department, and a1ao U.t 

tbe conditions and treatant represented b)" thia rec.-ndat10D and 

the provisiooa of the Canadian Tax Agrn111811t should be reccmcUed and 

explailled before eithor 1111tter could be acted an by the Committee, 

I ca:Ll.ed Fail and he inf ormed m thot he would hove a written 

lllllJ:IOrandwa describing the positi<m o! the State Department on theM 

two questions in rq hands not later tiBn five o'clock so that 1lbon 

llaglll presented the uttar again t a.>rrow morning, the position ot 

the State Depert•nt would be. a matter of record. 

!:'.!. 9 
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DEPARTMENT OF STATE 

ADVISER ON 

INTERNATIONAL ECONOMIC AFFAIRS 

July :n, 1937 • 

/ . 
226 

A aubstantia.l increase in the present withholding tax 

on the i nveataents of non-resident &liens would fall moat 

directly on the inrestaents of the ~eople of those countries 

~ith whoa we have been developing the most close relation­

ships in the eoonoaic &nd monetary sphere , and with whoa 

we are most oloaely cooparative - e.g. , Great Britain, 

Caned•, Trance, Switzerland, Hol land aDd Belgium. It would 

affeot the interestl of JII&DY thoueanda of illveetors in 

these countries whose individual holdings are small and of 

an investment character. 

Consequently 

(1) It aight well affect adversely the future of the 

t ripartite aaDetary agreeaent. This ia not only becauae 

of the potential coaplainta by those affected, not only 

because such aotiaD would be taken a e a sign of the inten­

tiaD to pur IUS an wmeoessarily draatio policy, but &lao 

beoause it would be deemed as new interference with ordi­

nary capital a oveaenta. In short, it wOUld weaken the 

s ense on the part of other countries of obligation toward 

the tripartite agreement. 

(2) It might adversely affect the attempts to extend 

the 
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t.he ba~ aare•••ntl prograa - p&rt.loul.&rly ourrent neso­

UaUonl Wit.h the United 11ngto.. 

(a) It woul.d ~ uaed to Jult1f1 aoUon Oil t.he part of 

other oountr111 to liYf unJustly hi&Yf taxation aga1A1t 

Aaer1oan 1nYeetaente abroad wb1oh totaled aaJl1 b1111onl. 

!he pol1t1oll of th11 1AYIItaent 1ll Mn1 oountrlee 11 a1rea41 

moh JeoparcUz.ed. 

<•> It would aake aaoh 1eee or ooap1etely end the 

poee1b111t1ee of gett1ag oooperat1on With the treaeur1ee 

of other oountr1ee 1A d.lal1ng with t ile problea of tu 

eY&e1on, both b7 Aaer1oane and b7 non-ree1dent a11ene. 

Oil the ot.her band, dr&et1o aot1on, atfeottDg adYereelf 

laportant and dee1rab1e Aaer1oan 1ntereete, 11 not now llto-

111&1'1 to oope with the prob1eal of foreign depoette and 

euent1all7 epeoul.&UYe foreigll operat.tone 1n tll1a oountrr. 

luoh probl•1 oan be handled b7 aore 41reot aeane, wb1oh 

ll&n the adYant-ae of aYo141Jl6 h1glll1 undel1r&b1e oollateral 

S~o.c:'\-..-.. 
effeot1. -. 11 11ot 11eoeeaarr to aake rea1onably effeot1u 

btllk'ng 11&11lat1on 1Aoreae1Jl6 rtltrYe requirement• on 

fore1aa depoe1tl. 

A ••rr -11 1Aoreaae 1A the w1 thho1d1DS rate woQ],d 

1Ad1oate t.he oonoera of the Aaer1oan GoYtl'DIIent. !lle 10 

peroe11t rate ('l'h1oh 11 1A addition to other Aaerloan tuee 

&pp111d at the IOUI'OI) I ~lJ.IYI alrea41 oorreepon~ to 

an 1AOOM Of IUbtt&DUal 1111:1. 

'l•'sh'"& t.hlll oo11.11derat1ou, oDlr aoUon of a YIJT 

•oderate obaraoter ~d ~ Jlltt.1f114; &114 aot.1on ot another 

obaraoter 
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obara.oter aight. througb ita d1:reot aDd 1n41:rect effects, 

greatly 1~~~pa1:r the whole effort of international eoonOIDiO 

and a onetary cooperation in which we ha'\'e been elli&ied. 

Lastly • the line of polio)' in4ioate4 by our 41e­

ouaa1one with the Canadians would appear to oifer a IIIUOh 

aore aatiafaotory solution in all reapeota. 

EA: HJ':L111 
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DEPARTMENT OF STATE 

ADVISER ON 

INTERNATIONAL ECONOMIC AFFAIRS 

July 31, 1937 . 

The poeiUon in regard to the tax treaty With Cnnada 

ie ae f ollows: 

The tax treaty with Canada would lower the wi th­

holding rate from the present 10 p ercent to 5 percent. 

The Canadian Government has now assured us officially 

that i-ediately upon the passage of the treaty it would be 

willing t o enter into continuous dieoussion with tbe Ameri­

can Government deaigned to work out the revision and sup­

plementation of the treaty along the following lines: 

(a) The fullest possible cooperation between the t wo 

t reasuries designed to oheolc evasion, not only by non­

resident aliena, but by Americans using private boldine 

companies, eto. , on a reciprocal baeia. 

(b) The revision of the rate whereby the low r ate would 

be r etained f or the many t housands of Canadian investors 

who receive a small sua tr011 American i nvestors, and the 

application of the same tax schedules to the larger Canadian 

inooae receivers aa t hough they were .uaericans - thie to 

be aade effectiVe tbzougb Treasury cooperatiou. 

The benefits of such an arrange .. nt would be many: 

(l) Publio opinion would be favorable. The thousands 

of ....u 1nvest ore would pay a suitable rate, while if tbey 

were 
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were taxed Yery heaY1ly they would haYs a sense of injus­

tice. On the other hand, the large investors would pay the 

.American scale. 

(2) GoYern•ent reYenues woUld be increased by the 

checking of eYaeion. 

(3) A baeis will be created by which we coUld treat 

with other gOYera.ents, thereby ending the risks of die­

crimination and controversy in this field. 

The opportunity exiah to work along the general linea 

t1 the canadian tax treaty to build up with other countriea 

a series of tax agreements which would suppl8111ent the 

tripartite monetary agreement and our trade program, and 

at the same tiae probably produce aore reYeDUe. 

The contrary course - an abrupt and BUbetant1al in­

crease in the withholding tax - would hue opposite oon­

cequenoea. 

EA:HJ':Lft 
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BOARO OF GOVERNORS 
OI"TiotC 

FEDERAL RESERVE SYSTEM 
WAe"INO TON 

J uly 31, 19~7 . 

Des.r "II8Ji ne: 

Attached is a copy of the Qemo! 

rwndum for the Pres ident t.hicb I read to you 

over the telephone . 

llonorable r.eyne Taylor , 
Treasury Depart!!lent, 
V'oshJ.n1:tcn, D. C, 

22~ 

-... 
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July Jl, 19)7. 

l'eJ:Orandum for 

THE .PRESIDEllT 

In colllj)lianee with the request t ran=t ted to m yesterday 

by Secretary )(C!ntyn I shall SUIID'1rl~e brlefl¥ the situation 

3Itect1ng t he tax loophole le£islat1on, the taxation or non­

reeident aliens and the •companion" legislation which would 

grMt t o the r'ederal Reserve lloerd power to inc1-oaso reserve 

requirements on deposit balances mintained in this country by 

non-resident aliens. 

I shall al3o :;w:mari11e tlle positions of the ':'reasury 

Department 1 the Secretary of Ste te and the Federal Reserve Board , 

The hearings of the Joint Comoi t tee on Tnx Avoidance have 

been concl uded oxc:ept ! or a final meeting to be held on Tuesday,'· 

Aucust Jrd, at 9 : 30 A. ll. At this meeti~~~J the Ccm:d.ttee •s Repo:'t 

will be approved and the ClUJ• unf'inished business 1 m~ 1 t.be 

clanges to be rec-nded 1n tlle tax treat.nt of nQn-resident 

aliena, will be agreed upon. '!'he Caal.ttee has been 1n!or.ed by 

representatives ot t he TreaiJUI')' t hat the changes to be recOII!IIIellded 

by the Treasury at thia Session will he s iaple and tbat tbe r ate 

or withholding and other provisions will ll81ther represent too 
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great a variance f r om tho existing 10% withholding rate for 

individuals nor f roc the provisims of the Canadian tax treat y, 

in particular the 5% withholding rote ror i rill.Viduals , Senate 

action on the Canadian tax trea ty bas been withheld pending an 

ualdnation of the tax avoi<!ance aituation, The Treasury believes 

that the exchange ot information 3nd the close coopcratim betlleen 

the tax authorities or tho countries envisaged by t oo canadian 

Treaty i tselt 81'¥1 the sumested SU!>Ple~Mntal working agreenent s 

offer a use.f'Ul. 11111 thod or deal ing with alien capital which ca:es to 

tbis count ry in order to bide !roc t he tax authorities, aDi that 

2t9 

when , as 8Dd if silllilar reciprocal arrangements ean be negotit>ted with 

other countries the oovemnt or £uei tive capital of this charact er 

to this country will be di scouraged, The Treasury believes thllt 

every etrort should be m do to obtain ratification or the canadian 

Tax Treaty at this session. 

'!'be Treasury is confident that a reasonably sath!actory 

t hou&)\ lildted tax loophole bill con be panced at this Session, 

but thet toore is littl e chance for basic revision or the l egisla­

tion dealing with tho taxation or non-resident aliens. In fact an 

exhaustive study of this subject by the J oint Coaoit t<le on Tax 

Avoidance or the full Ways and )loans and Senate Finance Ca::zd. t t<le 

ed.gbt nlJ. .uit<lte a~ the success of the dca u tic tax loophole 

lee;isletion. 

The Treasury believes that it should be possible t o obtain 

rati fication of the Canadian Tax Treaty, and a lloderat e increase in 

the withholding rate t or individuals froa 10% to 15%. 
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The Treasury i:s also prepared to recolllftCI\d to the Joint 

Cc:ali ttee an increase in the rate of tax on non-resident !orei£n 

corporations on fixed and deterlllinable inco• !roa United StAtes 

sources troa t he preeent rate of 10 per cont on d1 vidends and 

15 per cent on interest, rents , roya1tiec , annuities, canpensstion, 

etc. , to a nat rate of 22! per cent. Thoee taxes are collRcted 

by w1thho1d1ng at the source . l'his rate would be tbe sam ac 

the nonaal tax rate W>der uisting law on incCCII from United 

Stetos sources or t oroitn corporations carrying on a trade or 

business or having an o!tico or place or business in this 

country. In order to prevent attempts by fOI'8i6D corporations 

to quality a s resi dent corporations arxl thoreby obtain the 

benefit of the 85 per cent credit !or inter-corporate dividends 

ID8rely by establishing an office in this country, it will be 

necessary to include i .n tbe above reca::=JOndation an a.cend!:lent 

to limit the classification of resident fore ian corporations to 

those actually enl!)lt ed in trade or business hore . 

The Treasury is also prepared to ruggeot. tbe el imination 

ot the provision of existing law whieb exempts f rom tamtion 

interest paid on roreisn benk deposits . 
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Whi.le the Treasury dou not feel thnt these proposals deal 

with the situaticn adequately, it is prepand t.o rec..:end thtm 

to tho Joint COI!:III!.tteo with the n~ae•-..ation that .:>re coa:prehensive 

tl"ff&tmnt .nl be el:lbodied in the &eneral tax revisions which .nl 

be presented to the next Sessi on. The present proposals obvio~ly 

do not differentiate botwoen lnrge and small alien holciel."s of 

At>erican investments, ool." do they take into con icleration the 

existing exe~tion of non- resident aliens from capittll &&ins taxes, 

but the;y will doubtJ.eos serve as a sipU.ticant £Oatu.re to non­

resident aliens , inJicntill8 th:l t this countr;y i.: not a permnent 

hepp;y hunting gl."CWld for itinernnt international spoculatore. 

I shill not attempt to discus s the dotnils of the proposed 

• cclll!lBnion11 l egitllation 'IIIlich would grnnt to tho l'eclertll Reserve 

Board power to increase n~serve requiremonts on depollit balances 

mBintained in this countr;y b;y non- resident aliens . Tue TTeasury 

believes that this legislation is desirable in itself and represenh 

~31 

a definite forward step in the international u well as the dOI!leatic 

cn~di t and monetary fields. It believe a tint the principle of treating 

foreii;n balances on what J:d.&ht be cles'cribed u a eegregated basis 

should be established as soon as possible . 

\fhlle the Treasury clearly recoi!Jiizes the relationship between 

foreign balances and foreign 1nve5taents, it ill prepared to recommend 

the banldng legislation on 1 ta own meri ta whenever the opportunit;y 11 

off8l"ed. 
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On June 24 , 1937, the Federal llllsene Boaro adopted tho 

followiJlB cmtidential resolution: 

In view ot the tact tbat tbe gold inflow in recent 110ntha 

has been exceptional~ large and ~ cont.in,.. , and in view ot the 

£\lrther tact that the 1nact 1 ve gold acc011nt or the Treasury is now 

in excess of a billion dollars and the public debt has increased 

accordingly, tba Board feels that the situntioo i.Jipels it to favor 

legisl.a~ioo grantiot. the Board additional poner to absorb excess 

reserves resulting from additions to the stock or gold by increas-

ing reserve requireaents on deposit balances rointained 1n this 

country by non- resident aliens , 

The Boal'd is of the opinion that tho injurious effects 

upon t he doaeatie eeoooDI)" that would result fran an unchecked in­

now of gold would be rueh that the Board and t he Treasury should 

seek a solution of the aspects of tha problem which affect the 

domestic situation. 

The Board fully realizes, however , the d ifficulty of 

accomplishing the desired ends and considers it easential it the 

Board is to employ efrectivel;y this additional power that : 

(a ) The Treasury 1118intain in ita inactive 
gold account approxiatel;y the present &I>OWlt; 
and 

(b) Eff ec tive tax legislation be enacted 
to discourage foreign investaent in Allerican 
securities either through tbo inn ow of nn 
ceoi tal or through the use of balances alre~ 
in· this country, 

£32 
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Cbairmn Eccles and the Federal Reoerve Board have 

ravie'lled all the factor s i nvolved in the existing tax situation 

ani the possibilitioa for COQPrehensive legi.elatioo at this 

Session. Chairman Eccles while not oppos1JI4: tho tex rec<W!Ienc!•tiooa 

1fhich the Treasury is prepared to lllllke, believes that they will not 

be of e character to meet the requircmen ts of t he Board a s outlined 

in the tinoJ. paragraph o:: t he confidenti.el resolution and there ­

fore he is opposed to tho i ntroduction of the proposed "companion" 

banking le!;isletion at this Sessioo. Chninr.an Scoles feels that 

the relatian between t he tax treeti:Wint o£ alien investors and 

tho treatment of t oreiOl balances is so close that 1 t is undesirabl e 

to alter the treetllent. or fore18n balances if comprohcsin and 

effective tax l egi.alation cannot be enacted simultaneously. 

The !>Osition ot the Secretary of State is ao follows : 

A substlll'lt.ial increase in t ho present withholding tax on 

the investments of non-resident aliens would fall most directlT 

on the inVestments of the people or those countries 'ldth 'lfhom we 

have been deve.lopi.ng the 1110st close rel ationships in tho econolli.c 

233 

and monetary s9hero , and 'ldth whom we are most closely cooperative -

e . c . , Great Britain, Canada, France, Switzerland, Holland and Bel t;ium. 

It would affect the interests or mmy thouaMds or investors in these 

countries whose individual hol dings ere emall and or an inves'.-nt 

character. 

Consequently 

(l) It might well affoct adversely the !\lture ot the 

t ripartite ,.onetery agreo1:10nt. This ia not anl;r because of t be 
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potential CQl1Plainte by those affected, not only because such 

action would be taken as e siBJI of the i ntention t.o pursue an 

unnecessarily dreet.ic policy, wt. also becau.,. it would be deeiOtld 

as new "interference 'ld. th ordinary capital 11011emnts. In short, 

it would weaken the sense on the part of other countries of 

obligation towsrd the tripartite agreement . 

(2) It might adver sely affect the attempts to extend tho 

trade agreer.ents ?ro.;ram - particularly curn'lt n~got.lation~ ''lith 

the United Ki.n~OII o 

(J) It would be used t.o justi.fy action on the part or 

other countries to levy unjustly heavy t.ructlon a.,ainst Amoriclln 

invostmnts abroad which totaled mny billlono , 'rhe position of 

this invcst:mnt in maey coun·tries is alr11ady muoh jeopardized. 

(4) It wolll.d mlce much less or com!)let~l;r ond the 

j)OSsibillties of t;ettin& coo:;>eration with thB treasuries o! 

other countries 1n deallno; w1 th the problen of tax evasim, both 

by AJmricans and by non-Nsidcnt aliens , 

On the othor Jt11ni, drastic action, orrocting adversely 

' 
important and desirable Amorl.can intereots , is not nO'If necessary 

to cope with the problems of foreign depo:sits 11nd ossontially 

speculative forei$n operations in thi s countl"J• Such 9robleas 

CIID be handled by 1110re direct oeans, ..U.ch b.we the advanta;:e of 

avoiding highly undesirable collateral effects. Such action is 

not necessary to roke roasonably effective bankinc legislation 

increasing reser ve requirements on i'oreiBJI deposits. 
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A very small increase i n the I'd thholding rnto wolilil in­

dicate the c oncern o! the Aloorican Coverr.mnt. Til! 10 per cent 

nte (11bich is in ad:!'tion to other Amrican toxes applied at tho 

source) I believe :IJ.rcaJy correspon:!R to an L"\C oae of subRt:lntial 

size . 

\ieighine thooo considerations, only o.ction of a very 

molerate charo.ctor would ba Justified; an:! not ion of another 

character 'llight, throuG~ it!l dir ect :>nd indirect effects , greatly 

impt.ir the llhole effort of international eccr.ocdc :md monetary 

cooperat ion in 11!\icb we have been etlCl;;ed• 

The position in rogard tc the tax troaty with canada 15 Gs 

follO'KS ; 

The tax tronty w1 th Ca.nn.da ·no\ilil lo-;rot· til! withhol ding rate 

rron the pre:l<lnt 10 per cent to 5 per cont . 

l'be Cruudian uovern.:>ent bas now as:JUred us officially that 

i....:Miiatel y upon the j)assaze of tho treaty it IIO'.Il.d be willing to 

en tor into continuous J.iscusai on with the Ar..orica.n :Jovernrmnt 

do signed to work out the revision and su 'Pl <!mentati on of the treaty 

alone tho following lines: 

(a) Tho rulleat possible cooperotion betvreen the t-wo 

trellsuries designed tc check evnsioo, not only by non-resident 

aliens, but by A~Dericans using ;>rivato holdin& cOIIIpllnies, etc. , 

on a reciprocBl basis . 

(b) The revision of the rate ·.•her eby the law rate would 

be retsined !or the m.ny thousa.I¥is of canadian invostors who 
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rece ive a smll sum from American inveGtamts, an:i the application 

of the - ta:.< schedules to the l.arser C&Mdian ineom receivers 

as thou,::h they were Amoricans - this to be rode effective throu,::h 

Treasury cooperation. 

The banefi t s of such a n arratnamant would be many: 

(1) Public o;>inion would be i'avor<~ble . The thou..ands of 

.!:11811 investors WO'-U.d pay a sui table rate , while if they were 

taxed very heavily they would Juve a sense of 1njust.l.ce. On the 

other band, the large in\•estor s would 'JC.Y the A.aerlean sc'ib. 

(2) Govemmant revenues would be increBIIOd by the ehecldng 

or evasion. 

(J) A basis will be created oy Tthich \YO could treat w1 t h 

other ~;ovenll:lents , t hereby ending the risks or discril:dnation and 

controversy in this field . 

Tho opportan1ty exists to work o.l ona the general lines or 

the Canadian tax treaty t o build up ~<ith othor countries a series 

or ta..x agreements which would supplemnt tho tripartite monetary 

agree!lDnt am rur trade program, and at the so.oe time probably 

produce more revenue . 

'!he contrary cow-ee - an abrupt and substantial incressa in 

t he w1 thholding t&x - would have oppo:d. to can~Mquences. 

Faithfully yours, 
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