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J.ppointoenta and Reaignatione 
Moore, Onrl ! , (Collector of Internal Rlrre!D18, 

CleTeland, Ohio) : 
Resignation and appointment ot new man announced b7 
~~lda at 9 :30 meet1na - 9/7/37, , ••.•... ... •• LXXXVI I 262 

- ll -

Buaineas Conditione 
See !-Ioney ~!a.rket ( 1 Titlht 1 ) 

- c -
Chine • --..::.::.. -

Cb.ronolog of important eTenta, 7/1/37--9/7/37 •.. •..• 
IWIG thanks m.IJr and preoenta h1t1 v1th portraits of 

himself and Chiang 1&1- shek, tllld a oet of porcelain 

bcr•le • •. . ..•. ... ... .... . • ........ ........ ....... . . . • 

Ohineae-Japanese Si~tion 
See nlao 11eutral1 ty J.ct 
Haas meoorandum givin4 re~ ot entire cituat ion, 

past end tuture - 9/4/37 .. ..... ... . ............ . .. •• . . . . 

l!eaa cet:10rand11111 •ChinA'• and Jnpen ' a balancea in 

United Statea and J~'• gol d shipments to United 

Statoe• - 9/8/37 •.................. . ... . ...•.... . ... . . • • 

l!&aa mel:lorandwu • The war and our trade vi th China and 

Japan'- 9/8/37 •..••••..••.•••••••••• • •• ••• •• •. • ..••• •• • 

Ratts cetlorandUtll •Does the l1eutrcl1 t.y J.ct aff ect purwsea 

~is~~~.:~~~-~~~~-~~-~~~-~~~-~:.~~::~~-~~-~~~~:.: .. 
-E-

J:xceaa Reaenea 

393 

156 

381 

388 

Viner memorMd.um- 9/7/37. . • . . . . . .. . . . . . . . . . • . . . . .. . . . . . . • 270 

Conference; p r eaentl miJr, Ta,ylor, Lochhead, 1!84a, Riefler, 

upham, finer, Seltzer, and Vhite - 9/8/3?. . ......... .. . . . 310 

n) Viner memorMdWII (page 270) diacuaaed 

b) l!eaa moocrtullhll::l (page 334) diecuased 
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Farler , J OAea A. (Poatnnater Genernl) 
See Financing , Government 

Finc.ncin(;, Governnent 
See alao !~ney MArket ( 1 Tignt1 ) 

9/15/37 - Conferences: Bureeaa , Teolor , Matteaon, and 

:Sell \11th <hlarsntr Trust Compo.ey (Gnrner end Kraft); 

First l:ntioMl Corpora tion (Pope end Love); SavinG• 

:Snnka .Uaociat1on i n !lew York State ( Ihlfeldt and 

Johneon); Dime s~vinca :Snnk (:Benson) and !qui t able 

Life Insurance Co!:l1>n.ey- (Parkinson); :Se.nkera' Trust 

Co:::pnny (':?o:;>kins) ; J!.orgen- Steru.ey Cocpa:cy (Woro;an 

M d Y~) ; Chnae :lnti oMl llnnk (Aldrich and Green); 

l1nt1oMl City ll<Ulk (P.sn tschler Md :Blnir) ; Devine 

and Compnny ( Devine); C. F . Childs ColiJPnnr (Swihart) ; 

Bank of ~:anhnttan (linker and Gill) ; l:amu'acturers 1 

Trust Co"Po.ey (Park); :Sank o f l:ew York and Trus t 

Ool!lpn~ (Trephage.n); Trnvelere1 Ins\lrnnce Co"'l'anr 

(:Baker) ; Central Hanovor Truat Co~:~po.ey (Dnviaon and 

Collin;;svorth) ; Irvin.. 'i'ruat Co::pacy (!!utchi ns) ; 

Scloaon :Brothers and Hutzler (Levy) ; and Diacount 

llook Pa&e 

Corporation ( !tills and Repp) - 9/l/37 and 9/2/37 • • ••• LXXXVll 1 

n) Consensus of opinion: abort-term not e of 
be~een 1-3 yonra , the 1-year or 15-oonth not e 

nt lj% and the 3-yee.r nt 1-5/Bf,, and a 7- yee.r 
to 7t-year bond nt ~~~. preference leaning 
tova.""'d tbe 7- year bond. . . . . . . . . . . . . . . . . • • • • • . . . • 15 

b) Pr eferences of bnnkin& institutions liated.. ... . 16 

Harris mem~randum on •~eated Issues•- 9/2/37. ... .. . 41 

Conference ; p resent: ln!Jr , Tn,ylor , :Bell , Hans , Lochhend, 

and !!nrris - 9/4/37... . • • .. • .. • • • . . • • • . • . . • • • . . . . .. . .. • • 61 

e) Boll 1br1nb~ ln~r up to dnte1 

b) Conferences with l!c>t York bankera discuaaed 

c) Rcns memornndn rend (pnu~a 92, 101) 
O,cn !:Orket Cor::>i ttee confers vith ~rJ!881U7 - 9/4/37.... •• 115 

n) Bur6oss thinks d ivision between o 15-oonth note 

and a 5-yonr bond \lould be $350 and $450 million ; 

it a 15-oonth note nnd n 7-year bond, he Batimntea 

$300 cillion of tho l oDGe 
!ll>:Jr confers u ith Levy (Snlonon llrothero and l!utzler); 

Devino (C. J . Devino and Comp~); and l·iilla !llld Ropp 

(Discount Corporation) - 9/4/ 07 . .... ... .... .... . ........ 155 

( ro r Bell ceJJornnduo , a co pn<;e 220) 

>D~r 1 s l e tter to F.DR aaking for en appo int:ent to d i acuao 

next financing - 9/5/'37. ........ ... .. . . .. .. .. .. .. . .. . . .. 182 

a) J.ne\:er . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . • . . . . . . . • • • 185 

ln:Jr1 s l e tter t o Pllll NlliOUDCiDG propoaod note iasa.e and 

re~indi~ FDR that notes any be i saued only vith approval 

of tho President - 9/5/ 37 .. ........... .. . ..•• • • ·. • • • • • • • • 183 

a) An.al'er • .........•.. . ....... .. .•.. ... ........... . • .. • 186 
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Book P~ 

l'l.!WlCiag , Oonrntlel>t (Continued) 
Conference; present: m!Jr , !e;rlor , Bell , Lochhead, l!s&a , 

Gnaton, Seltzer, Murphy , Harria, Ranson, Harr ison, and 
Burllell - 9/5/37 ••.••• •. . ..•...•.•. .•..• .•.• •••.•.•.••• • LXXXVII 196 

a ) mt.rr reports that Levy (Salor.IOn Brothers and 
HUtzler ) feels if country had ita choice, it 
wouldn t t bey ~thing 

(See also Government Bond Uarke t) 
b) Decision r eached: 0 A five-year two ond a 15-montha• 

(page 206) 
7DR approves offer i ng two aeries of notea l one 15-gantha; 

the othor, f ive years - 9/6/37 . .. . ... ................ . .. . 
Authorization of issuance of notea aicnod by FDR - 9/6/37 •• 
Ano.ounce~nt of offering - 9/7/37 •••.••.•••.•.•••• . ••••.••• 

a) Burceee reports on progreaa - 9/7/37 and 9/8/37 ••••••• 

b) Closing of aubscri;>tion ~ka - 9/8/37 •••••• • .• . •••••• 
Conference concerning cloa1118 on ri.S)It to oxclulnge in 

Sept eober 15th financing - 9/7/37 ••••••• . •. •••••.. ••••••• 
SinkiD& lUnd: See p~ao Book LXXVIII , page 1 

Authorship of letter received by Trenaury di ecussed at 
9 :30 meeting - 9/7/37 .... . ......................... . . .. 

a) Signed by Aldrich but Bell thinks l e t ter ~s 
wri tton by O¢on ~!ills 

Farley told by m.!Jr he will not sign atnt oment sho>~ing that 
Government is goi.ng to spend $23 million at oxe.ctl;r tho 
tina of announcement of Septenber financing - 9/7/37 ••••• 

France 
See Stnbi li:ation 

- I) -

Gold 
See Chinese-Japanese Situation 
• u.s. s.R. · 

GoverMent Bond J.!a.rket 
Sco !toney twket ( • Tight•) 

- H-

211 
214 
215 

223. 224. 229. 
231,238, 301, 
339, 346, 374 

296 

241 

259 

288 

Hawnii 
Story of l~rgentbau visit from •Paradiae of the Pacific • ••• • 

18 

- J -

J aJ>I'D 
Seo Chinese-Japanese Situntion 

Regraded Unclassified



( 
- L-

:Doole Pt!.(le 

Locislnt i on Dooired ~J Troasur,r 
Ol1pbnnt roport - 9/3/37 . . ...•...• .... •• ......•• • ..... LX.'CtVII 43 , 49 

- II -

!:Oney l!arl:et ( 1 T101t") 
See also :E:>:cecs Reaervoa 

• • P1nr.nc1nlt, Oovo!"Jll't...en t 
El lJr ' s letter to FDR, i n connection vith Governnent financitl(l, 

refers t o t1ehtnou of ~1mr York noney tl:>rkot nnd desire of 
Eccles and Ranao1:1 thtl.t :Federal Government atop in -
9/5/37 ••..... 0 ••••••••• 0 ••••••• • ••••••• 0 0 0 •• • • • • 0 0 ••••••• • • 

a) Jii.:Jr ' s memornncluc - 9/5/37 . ............. . ... . .. . ... .. . 
m!Jr asks Viner to co:::o to 'la.shin~;ton - 9/5/37 ........ ...... . 

• 1 Riefler • 1 1 • - 9/5/37 •••••...•• • • •• • 
llnnao1:1 tells i!I:Jr ho thi!L'<s s i tuation justifies t l".orou;;h 

exploration b7 Don--d of Governors end alao possibly 
Open !:arket Co~ttee - 9/S/37 •• •••• ••...•... .....••.•. ..• • 

Conference; :?recent : E:Jr, TaYlor, Lochhend , Vbite , Hasa , 
Seltzer, Bienu·, Viner, Uphn:l, and Goa ton- 9/8/37 ........ 

a) m:.:rr reporta conversation vi t h Raneotl 
b ) Riefler t hinks there are only t wo nlternatives for 

putti~ funde in the m&rl:et in about the same pl eco: 
deoterili:inc on bill i on or buying opon market 

1) All !nvor deoterilizntion except Viner ••• • •.••••• 
c) Rerbert Swope cet:Orondun indicntinc his belief thnt 

Federal Reserve :Board should scale dom1 reserve 
require~nts ~ediately, considered ..•••.•••• ••••.••• 

d) Ransotl reports on cocverantion vith Eccles (in Utoh) • • 
Conference; preeont: S::Jr, 3ecles, l!anao::, ~o,ylor, q,"las. 

1\iener. ll..nd Vi nor - 9/9/57 ........•.••..... . ........... .•• 

- u -

lleutrality .A.et 

182 
209 
188 
191 

297 

350 

357 

355 
362 

421 

:Feiol and m:Jr dhcuas position of Tronaury ahoulcl. l;eutrality 
Act be 1nvol:ed. - 9/7/37 •••. • .•...... . • ••...•.... •• ..••.. •• • 235 

Conferenco concerninc '::reasu.-;,- position 1f !:cutrali ty .A.et 
h U:vo::ed in Sino..Jnpnnese var; preoent : i!I:Jr, Teylor, 
Oliphant , Viner , nnd Feis - 9/7/37.............. . .......... 274 

- 0 -

Open Huket Cot:ltli tteo 
See :Finnncinc, ~overnoent 
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:Book Pap 

Ph1liPJll.ne lalandA 
Stocy of .:Orcenthllll visit fro II 1Para4bo of tlle Pacific• .• LJXX'fll 18 

Ph1ll1pa, Sir l'rederielt 
See alao Stabiliza tion 
Br ief biogro.pey p r epared bJ Butterwort h ., •• ,,,, •••.•••• ,.. 179 

- R-

Revenue .t.ct of 1937 
l!o61ll meoorendum giving brief IUlMliU'Y of principal chengea 

effected. by ReveDUe .t.ct of 1937 , I!.J)'Droved. by :FDR on 
.Au(;u.at 26 , 1937 - 9/8/37 .......... , . , ..•••. , .......... , • 

lluui a 
See U.s.s.R. 

- s-

Stabilization 
Market movements re~- 9/2/37 •.. ~··· ···················• 

a) Situation in •tediterranean end. Fe.r East and. effect 
t hereof diecussed by Bolton and. Knoke; Butterworth; 

Oochran 
t~ket covenents reeucd - 9/7/37 -

a) Dol ton . ...... . ........... . . ..... .. . . ...... . ....... . .. . 
'b) Cochran • ........•..•.•.......• .... •.. ... .... . ........• 

hanee: 
Journal Officiel carries lnat aeri ea of about thirty 

decrees- 9/1/37 •• .•••••• • •••......•••....•.••......••• 
Phillipa (Sir Frederick) viaitl 

Poaaible publicity diacuased. by Butterworth - 9/2/37 •••• • 

To.x J.void.anee and. lvaaion 
See Revenue .let of 1937 

1 Tight• t.toney Market 
See !·Ioney •~ket ( •Tigbtl) 

- f-

- tJ-

u.s. s.li. 
:s'urthor report from .A::erieen EmbMay, Hoeeov, on Soviet 

&ald ind.uatry - 9/3/37 ........ . ................ .. . · . . •. · • 

292 , 307 

28 , 30, 32, 
34,36,38 

283 
285 , 287 

21 

27 
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TREASURY DEPA RTMENT 

WASHINGTON 

COIIJ'SIIEIICII BT Ill!. BUROISS, IIR. UTU).R, 
lUI. IU.HISOI AIID llll. BILL ll!E !HI JOLLOW-
1110 iliPUSIII'U.ti"RS or till 11ft rom: rili.U­
cu.t I lle'l'I!UfiONS OJ Till JOM'ECOIIIJJO f~IJRT 

7IIWICINO 

llr. Garner and llr. ~a!t , 
~ant:r Truat Coapan7 . 
Septeaber 1, 1937, 
10:10 a.a. 

-
l ooent1al that 1111 ba..., ho hwu. lndieatione are that 

tba !rea11W'7 will ban to hrJe ono t..trl7 abort .. t urH:r and can 
pouibl:r co into an intermediate bond tor tba eecond. ~7 prefer 
a t wo• :rear note but realize that Septeaber, 1939, 11 alread:r tilled 
up eo t he7 ""CC&It a t hree-year (Septeaber 15, 1940) a t a rate of 
1-6/8'!>. the:r ticure that thie would oell on about a 1.5$ bali• 
or 10/32. '1'he7 I&T that 1111 could allo .. n a tbe-:rear note 
(Septeaber 15, 1942) at 2{> but thet pou1bl7 tba frea1U17 would 
not 'ft.llt to co thil hi&h on a not e which h t'ull:r tax exeapt. '1'he7 
do not heeita te to reeoamend a 7-1/2 Tear bond (Warch 15, 1945) 
w1 th a coupon of 2-1/Zf.. '1'he7 bell eft that tba banll:l would bu:r 
tbe the-year ~ aote and the:r &leo bel1en t het tba banb would 
bu:r the 7-1/2 :rear bond. fhe:r are quite certain thet tba i neurance 
co~~paniu would bu:r tbe bond and that pouibl:r the countey 'baali:e 
would be interuted. '1'he7 do not feel that a ten-year 2-3/4f. would 
co a t all . 

Coaaentinc on pneral ~~t conditiont ,they feel that 
tbe .. rtet receeeion in the late aprinc went too tar and t hon on 
tbe reconey 1t went too tar the other 'fii.T eo thet t hil pruent 
aarbt h 110re of .., lldJuetaent. There hae been no extn. liquida­
tion ill the preeent ~bot but it 1t aore of a coaplet e liiCir: of 
1nterut wbich baa created a thin Ml'b t. '1'he7 thi.nlr there aicht 
be - pr·eparation at thh tiae tor tall tra4e; the7 are not oon­
cerned w1 tb the preeent Beeene o1 tuaUon. '1'here 11 no 1D41eaUon 
that t he preMnt BeeerYe e ituaUon 11 cauelnc an:r pruwre on the 
~bot. 
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t'bere wae ~~" qui~• a di cuaoion on ~~ praMnt 'lreUUf'T 
bill pollo:r of olx Ad nilla :~•· 'l'hh b llO~ eo lapor~&Dt ill 
~hh financiDC wt for the reco 4, ~he:r are IIUCh in faTOr of ad,juat-
ln& our pr .. ent Mturlt:r to :r Cl.a:ro A4 tu ~nt 4atu A4 
rid41D.C t~ -.rbt of the nllla-eonth billa. Tho:r foel that if ~ 
freawr:r WAh aecurtt:r of thh ldnd, 1t ahould reaort to o~~e-:rear 
treawr:r carti flcatao. 

Colonel Pope and llr, LoTe, 
Firat National Corporation, 
11:00 •••• 

!l'here wao a seneral diOC:UOiiOn of the Mrket oituation 
and the atti~ude of certain iDTeot.ent polioioo of i natitutiona 
with which the:r had ooae i .n contact . !he:r fool that tho -.rbt at 
~hla Uaa heo a IIUCh better toM Ad thet 1t will no doub~ iaprOTa, 
'!he:r h- been ill t ouch with eo .. !lew :l:n&land inatl tutlono and 
11&117 of t hea were followinc a pollo:r of 1nnat1nc 9~ of their 
aona:r in &OTOrnaento Ad after a aeetinc of the !card of Directora 
•• to w~t to do with the other 1~, 110uld wind up by in.,.oUnc 1t 
elao in ccTarnaento. 

!'he:r thoU&ht it no a ahteke for the 'l'reawr:r to conaldor 
puttinc out onl;r a two or ~hree-year note, !Ilia 'OOuld ha,. the 
tendency of foreiDC the loncor tara bolide up throU&h eearclt:r. 
!hey belieTO,t in the policy of axtondinc the debt onr ao lone a 
period ... pouible. While in Chicaco tliO weeka ace there -· -talk of a tan-:rear 2-1/2'/. bond, and at the~ u ... the!" thoucht 1t 
wae worth conaidaration; now, howaTer, the period of aaturit:r will 
han to be reduced, !'hey thoU£)1t that a 7-1/2 :rear 2-1/2'1> bond -• 
hi6hl:r daoirable and would help the market, There ahould bo a choice 
of two aecuritlee, one the bolld and the other a ahort-tara of two 
or throe :rearo, a would he TOrJ di ft1eult to put all of the retund­
inc into ona iaoua, It -• ~heir thought ~ha~ a three""78ar nota at 
1-<>/81> would co nll. 

They ha4 contacted one proainent bankar in ~he Woot who 
uouall7 1eano toward a ahort-tera oecurH:r, wt thh u .. aaid be 
would Uchal:ICO hlo 3-1/4 1 a for a 7-1/2 :rear 2-1/2'/. bond rather thall 
a three-year 1-<>/Bf. llOta, wt ~het he wonld Ollch prefer t o either 
of t he .. a f1Te"7o&r ~ note, Obrlouol:r he wao th1nldnc of hh 
oarniDC•• 
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In their inquiriea aa to tho preaent aari<Bt a1 tuation tbe;y 
haTe rec.iTed diYi4ed opiniona, Some baTe the opinion that tbe 
u.rbt 11 atill coiD« doWD and otbera t hat it will co up lOiter tbe 
SepteJiber tiiUUiciDf;. The COilCellWUa of opilliOD 11, bc),eftr, that 
there will not be Teey wch act1TH7 in the Mrloot tor eome montha, 
Colonel Po118 expreeaed a pereoDal opinion to the ettect that he 
thought the aerket 110uld be dull tor eome montha to co~~e, 

'l'he7 eatiJoatad that about $75,000,000 of the •turiq i .. ne 
ia held by corporationa, 'l'he7 kDo• that General Wotora holda 
$26,000, 000 and are aatiatiad that it •ill DOt ,o into AD¥ aacurit;y 
with a maturity longer than t•o yeara, but if thia corporation or 
othero do not like t he iaeue ottered the7 •ill , no doubt, oell their 
holdiD«• in the market and take adTanta,;e ot the pre~~iua on richho 
The7 feel that a the-year 2f, note would pull aore wubacriptiona 
thaD a 7-1/2 ,..ar 2-1/21> bond, but they belieft that troa the attu>d• 
point of the Treuur;y tho iao\liU>Ce ot a bond at thh time would look 
IN.ch better and that • • could expect aa lll8.ll;y aa $300,000,000 in wub­
ocriptiona tor th11 ae.curity. !he,- feel that tbe inauranca co~~paniee 
dll ~ tho bond, The7 aaid that there na a great deal of tallr: 
in tbe Street about a ona-,-aar 1~ aacuri t 7 but it • aa their opinion 
that thia •ould look •elk from the atandpoint of t he Treawur, and 
micht illtertere •1th the nina~onth billa, 

'l'hare na then eoae dhcuuion of Treaour,- billa, The,- aloo 
indicated that the Treawur, bill progr• lhou ld be chall«ed eome tiM 
in tho near future, They are of t he opinion that the Treawur, lhouJ.d 
put out a aecuri ty like a ona-T&ar certificate tor 11h1ch the countr, 
banka can wubocribe, 'l'baae banko ere not no• ta>iliar • ith the biddiq 
on diecount billa and the dhcount on the billo 11 eo amall that the 
ci t;y ~ will not so to the expenae and trouble of telephontnc the 
countr,- banlr:a about thio oecurit,-. 

llr. Ihl:teldt and llr. Johnaon , 
Sarlngo :Banko Aoeociation in N.- York State, 
12:00 o 'clock, 

The,- oaid tbet there no about $10, 000,000 ot the maturin& 
oecurit7 held by the SeTinga Banke of Ne• York Statal That there 
waa about $5,000,000 bald by the Central SeTinga and Truat Co~~pan;y, 
1'he7 aaid that the Sarl nga l!anlr:a ftre not at the preaent tbe buTiD« 
,onrDMnh and what :te• the;y are bu71DC are tor a teno anr&f:l. ng 

.3 

l eu t han ten ,-eara. 'l'he7 ea;y that their clepooita ban not increaaed 
during the paot year becauee the,- belien a lot of the Sarlnga llaDka' 
funda are going into buildiq tu>d loan aeaochtion GoTerDMnt guaranteed 
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aharu; ibat tbeH W&a fti!7 11\tla &OGa7 11011 beiJIC lo~ OG 
aortpeao. !be7 clo hlrre eo .. excen twlole for iGYU\aiGt but U..7 
ue u1l111ll1JIC lNiera of £0Y11'm11Dh. ~7 1n4ie&ted \bat 1t w&e 
tbe1r belief Ul&t all of tbe Sarloca !&alto 'lbich hold ~ utwiDC 
i .. ue would tan c;rth1DC offered 1D exch&p r&tber the eall tbe 
rtchto. '!'be7 Mea to be waitiac for c tGoreaee 1G iGterut r&tea. 
'!'be7 thoucht that prob&bl)' the SartDCa !&alto would prefer & IIYeG 
or eicht-;rear bond onr & fiYe"')'e&r nota. C.rt&lnl)' tbe7 would 
prefer thh onr & three"')'ear note . Sartoco !&alto of the State of 
New York now hold $1,100,000, 000 of Oo'fernaent Mauritlao , of whioh 
&pproxU.tel;y l~ h 111 the 'f&riouo Dote hwu. '!'be7 thouebt that 
it tbe banko would tala! m7 bond offered they would hold 1t &G4 1t 
would not find ita way back oG ~ aut.t iamadi&tely &!tar ito 
ioon&neo. ThAo;y thoncht the !reanrr could inua & thr""')'a&r 1-6/t!f. 
note &G4 tbet 1t would oell for abou t pu &G4 10/32. All a441 Uonal 
hcue of the noteo hwed l&ot Juoe would aloo co (1-3/" 'a of 1942 
or 1-3/S'o of 1939) , 

VPGG heine &eked what other factor o in the aituation 111re 
operatinc to reduoe oaYiDCt depooito, the;r 1111111d the SartDC• &Gd 
Loan gua.rant"d ehareo, 11Aite d Statu Sa•inco l!oGdo and the increua 
in the oale of life annuitieo, 

SpealdJIC for the Central Bart nco Truot Collp1117, tbe;y would 
prefer the thHe-;yeu 1-6/~ note for tbe $5,000,000 'llhtcb 1t boldo. 
'!'be7 were of the opiGion that the 1'reaONrT could cet no oaconduy 
aarte t fro• tha o&Yl JICI 1Got1tut1ono. 

lAmcbeon Conter.nce, 
l tOO P••• 
With Oo•ernor Barrioon, Wr, !enooG 
of the D1ae Sartnco llank, and 
llr. ParlduoG of the Jllui table Life 
IDIUI'&nee Coap&DT, 

Juot prior to luncheon &DO!. while we wen niUDC for 
Wr. ParldGIOG, 111 h&4 quite a cUocuaaioD with Wr. !euoD 6114 be Cl'fl 
&bout the - ol.ory ae Wr. Ihl.feldt &G4 Wr. JobnooG OD tha a&Yl"'C• 
hank aitn&tioD. S. hao $1,500,000 of tbe -turiDC DOtu col. would. 
prefe r a f1Ye-7ear no to or le ... Ill oqa that the oD17 iDYutaeat 
aou;y th&t bo 1o now 1att1ne: are the fundi co•i"'C iD troa tbe llquid&­
tlon of aortpe .. &G4, of eouroa, their e&rDl"'C•• ThA!ra &ra no iD­
erealll of depod te. Hh aort1e.e;e rate 11 DOW &1- 1M be 11 looin& 
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eoce of hh inYutaente to lite ineurance cocpaniee which are ofterill& 
a 4 t o t-1/21: rate, Be, of cour &e , would lib to co DYer\ eo•• ot 
hh cheap Gonrnaen t bon4e into ~ aot't.-c-e , but thh apparentlT 
h not .vrldDC out ••1'7 ftll. Be bat $14,000 ,000 in calh &n4 aqe 
that moet aaY1JI&I ~ are i n the - poe1t1on, !bey han lo te 
ot caah but will not co into lon& term - turi tie e. Be tho'<lcht that 
a unn or 7-1/2 year 2- 1/Zf. bond would co and that the aa•ince banke 
aight bu,y eoma of thea; but t hat a tin-year Zf, note or leu would be 
preferred - aore •• a t 81lporar,y 1nYettllent, 

J.t tho luncheon llr. Parltinoon oaid t hat he would not want 
note • t or hi e coapany, Be hat none of t he -turing iuua. It " 
were offer1n& a bond tor calh, he would eubocri'be t o the bond and 
he would probably buy a oenn•:rear 2-1/21> bond it it h heued. Be 
thought other Ute ineurance oompaniea •1&bt alao turnilh eeooDd&17 
urltete tor euch a eecurlty. lie e"J)lalned that while insurance 
ooapanies would co into a ucurity of thh ldn4 at this tille, H 
does no t meet t heir required earninc •int.ua; tbat hie OOilP&ft7 1s 
on a a int.ua aarninc requirement of a bout 3 . 08. lie thoU&)It otbar 
in.urance coapanias were on no lose and pr obabl;r a bi&her bae1s . 
It can be H en, therefore , that any investment. of 1Deurance ooapaniu 
i n a 2-1/21> security 1s more or l e u of a etop-cap aD4 ao ... tb1JI& to 
cive thas l1qu1d1ty and a •all return while aw&1 tiD& otber i nwatllent 
pouib!l1t1ee. There was no que e ticn but what tbe insurance oo11pan1u 
had plenty of cash as inaurance 'buaine11 had increaoed and 
they were getUQC large receipts from rep~nts of loans on pol1c1u. 
Be -s aalted what be thoU&bt of the preHnt s1 tuat1on in the llODI7 
u.rlte t , Be replied that tbe pre&ent dul.l.De11 of the boDd aarnt ,... 
due to bad news troa abroad, the continued unbalenced bwlget, aD4 
continued ru~~or concernin& t he poli cies of tbe J.dm1niatrat1on on 
reduc1n& the price of &Old. Be said t b io rwDor was still preYalent 
aD4 only tbh •orni ng he had beo.rd about it acaln troo St, Louts. 

Kr. fompkina, 
Banke r t Trust Compan;r, 
2:15 p . 11. 

llr. !ompldns started out by u.:rill& that the !'reaeul')' lhoul4 
haYe two hsuas. Be fee\ o that we ohould nnture into t be lOJI&er tera 
eq oenn or li&bt years, Jn·-•\: be thinka there 1o a pr .. ent 
de•and tor t h h kind o! .. curt ty. en we lhould han a abort-tera 
note which would be a sure tb1ng, Be would prefer a two-;rear l-3/Bfo 
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or poui'bl7 1-1/~· He thouc;ht that the coabiD&Uon wa .. te4 of 
• two-TeU 110t1 IUI4 a Mnn-7eu bond would ••our• wc.-u i n t hh 
ratun41JIC oper•Uon. He felt that the """" ai tuation •t the 
preaent tiae 1e • f a4tor i n thh -.rl<et IUI4 that the fall 4.-d h 
now beg1nninc to ehow up, In41utiona are that it will require • bout 
$500,000, 000 c•ah OTer preaant requir ... nta t o t ake care of it , 

/J ...£.. !her• h alao acae talk about the call rate be inc incr••••4 to ~. 
~ t.ctor in thh altuation 1e the worl d condition which aena t he 

aul<et nenous aa theT expect 'bad newa at an:r • .,....t, 

He beliana th•t there h • autticient 4eaan4 tor the anan­
yeu bond; that the 'baDka will held t~ •• an ill'feabent , and we 
need not e:r:pect ..,T ot thea to be t.hrc"" bad< on the aul<at. Be 
thouc;ht a three-year l-S/8fo note would co 'but would 110\ be u oura 
aa the t wo-7ear 1-1/'l$. Bh det1111 te raco•endation h • two-TeU 
1-1/af. and a aeven-.rear 2-1/2'{. bond, 

llr. More"" and Mr. Younc, 
Wcr&N>-Stanl•T Coapa11J, 
3100 p.a. 

!ha:r explaiDOd that thaT ware corpcr•tion McuritT 4ealara 
and th•t thaT 414 not know thAt theT could g1Ya ua !!!Uch inforqtioft 
•bout the Gcftr DDent bond aubt. !haT w ra willinc, hon,..r , t o 
co ... n t on the preaent ..-l<et u tbaT Ma i t h'oa the atandpoiftt of 
da•lara 111 corpor•t• aecur1tha, A.t the preM11t tiaa there h DO 
tone wbatenr to the urt:at. !here are no corporate i u uu of a117 
conaaquence peDdinc becauaa aoat people are waitinc tor the June 30 
A.u41 t ad Jerninca St•teaanta of corpontiona. !haT han t oW14 tbat 
the inouraACa CO-tM~Die a will buT corporate H ouri tie a 'but thaT ..,.t 
ba • ttr.cthalT priced before thaT will be ifthrutad, !he paculi.ar 
thlac • bout it h that the iftouraACa coapaniea will buT • loac-tara 
corpoution bond 'but •ppuantl7 would ftot co into Conrnaeftt bonda 
ot • aaturi tT loncar than ten )"e&ra. A.nother !actor in the ai tuaUo11 

. 6 

•t the praMnt tiae il t hat priY•te inYaatora are 'bu7111& &OOd preferred 
atocl<a inatea4 of bonda, !he7 re fer to couarcial bankero aa •acalparo" 
1n aoot any bondo •t thia t 1ao. I n other worda, ca.aercial 'benkara 
do not n.nt bond• t or ill'futaant purpoMa 'but theT aarelT buT theM 
McuriUea tor t he 1aaa41•t• profit and then the aecur1t1u aooa 
find their ..., 'b.a onto the aarbt, thuo haYill& a dapreaoiac afteot . 
!haT !1nd that the 4aUD4 tor loan a 1e iftcre•atnc al thouc;h there are 
no larp YOl-• of 11-e •t the preMnt under cone14ar•Uoll. !hera 
ue aoaa retun41 nc operatione coa tnc up before the tirat of tho TIIZ' 
which &&ere&ate OYer $100, 000,000, 
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111 thh torthcoalng GoTarnaent tlnanolng the;y han &toDd 
the ... lTes the queatlonl lbo would ~ the two aeeuritlea talt.d 
a'bout 1n tha Street - OAe a 5-;year zf. nota an4 the other a 7-;yaar 
~1/'Zf. bond, 'l'ho7 aq the banka will certallll;y tab the notaa and 
poaolbl7 1D4lrtduala baenuae of the t&X>ouaoapt feature. !h.q tbo~t 
that the insurance coa:paniao and ooae bella would take the bo11da 
baeauoe ot the rather attraetiTe coupon tor a abort-tara aecurlt;y. 
There 1e no doubt but what t here will be aubat1111tial bu)'in& in the 
ll&l'lalt of the bond. Tbe;y both aa:reed on thla. 

llr. JJ.4r1ch lllld llr. ~ .. n, 
Ohaae liational Bank, 
3130 P•"'• 

llr. JJ.drlch tho~t the !reasur;y llicbt try alidltional 
hsuea of the 1- 3/4/t ot laat June and, 887, the 2-3/4f. bonds ot 1945-4?. 
Be aald it had been auggeoted in the Street that we han a 15-:oonth 
lf. but he teela that thh would not go and 1t 1 t was tried ahould 
be 1-1/af.. Be alao aald that !roo the atondpobt of the treasury 
thil looks weak to lnue such a lhort-tars HOUri t;y. .b to a 5-;yaar 
'Zf, noh the banka would certall117 co.me ln rather haaT1l;y. If thara 
la to be a bond, ha would prefer the _period 194.3 to 1945, Be called 
attention t o the faot that the 3-3/4~ of 1943-45 are aellin& on .. 
'bout a 2,29f. haole: t hat &DJ securit;y put ln 1944 or 1945 would 
prohabl;y, attar a taw d&T•• sell on a haala of 2,40f. to 2.45f. at the 
present aarlcet, 

Ba baa f ound no tan4.enc;y l n hla bank to lnereaae loana and 
t here are aol!le indlcationa that loana are aetuall7 decreaain&. Ba 
la not al~ about the raaerTe poal tlon aa a reduction in the 
dlacount rate baa llada 1t a olmple lll&tter for the bank• to borrow 
troa the federal ReaerTe llanko. 

Be tlnall;y wound up bJ aql.ng t h4t he thou;p.t that a 3-Jal)l' 
1-5/Bf. note would go wellan4 the rreasur;y alght do the whole Job with 
that. 

Oonter1111ce between llr, fa;ylor an4 
llr. Bell and llr. Gordon Banacblar, 
Pr.aldent ot the Batlonal Olt;y Bank, 
and llr. Blair, Tica-Pr.aldent, at 
Kr. Ren.cbler1 • home. 
9100 P,W. 

llr. Renacbler waa 1111thuiaatio tor a ?- ;year 2-l/'zf. boD4. 
Be called attention to bia prartouo racoaen4atlone that the !raa8Ul7 
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ahoald t17 to p11t all of 1h loJI&'-tera fiqD01D& on a ll&ala of 10 
rear• at 3-1/:ift, conatutl1 rollinc OYer the JO&turlD& hauu tor a lo-;raar ~rlo4. Ill dew ot hh raoo ... Dd&Uon in thh connaouon, ,.­
he teela that a ~&ar 2- 1/'21> boDd 1a nan bethr"thall the one~~ :> had predoualr 811C&W•tacl. Be &lao 1a in t.,.or ot a ~T&ar 1-,.,..,. 
note 11111ch wouJ.d CiYe the holdera ot the ~>&turin& iatiUe a choice ot eecurl Uu. Be told ua that not onl.;y wouJ.d hh balllt wbecri be 
to the bonA tor the 1111011nt ot i h holdiD&e of the ~~a turing heua 
but that it would 'biQr rie;bta in t he aarket to emhaaft tor the bonAe, Be alao aald that the Bome _. Ineurance 0o&P&II1, ol wbl.ch he 1a director, would bol;y $10,000,000 ot theae boncla. Said that he 
thollgbt the bo!lda would be ideal tor the inwrance collpM!u. !here wa• .a•e dhcv.uion of the 1- ;raar 1-1/8'/o or l-l/4f. but he cUd. not 
haYe the t .. llng that lODe ot the othera had on the ne:n dq about 
the abort-term eecv.rlt;y. Be thoue;bt that it wae not neouaar;r tor the Treamey to co d.o.., aa low aa the one ;rear or 15 aontha. 

!11 bo!ld au, llr. Leo Xane, had aulaitted to hi& a -­
rallAnD in Which he atatacl that 7-;rear 3-1/'21> bond. anA the 3-;raar 
1-5/8'1> note would m1 t the requireaants ot the lfaUonal Ci t7 Bank. 

• • • • 
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Wr. DITine, 
Devine and Coll\l)&q, 
September 2 , 1937 , 
9:30 a.m. 
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llr , DeTIJie aaid that he would prefer two inuee ot NI:T one 
of the tollowi.%1& treawry notea: 

US 110ntha at 1- 1/Bf, 
2 ;yesra at 1- 1/2'1> 
3 :rear• at 1-5/Bf, 
• :r•sr• at 1- 3/4'/., qu.eat1on11)8 the latter and 

that this might have to be incre11aed to 1-7/8'/.. lie thcught that 
the one and four yesre sre the best; poea1 ~ you could do a two­
year and a fo~ear. Mter all, they are cloae together. Be 
atated that the ~nerol llotora Corporation hne approximately 
$27 ,000 ,000 of the mntu.ring no tea. Be 1a qu.1 te certain that it 
11111 want cash. The J'irat of BeJ.tiJDore hea about $30,000,000 and 
1t 11111 probably want an 1aaue of 1940 and not longer than 1941. 
Be naced certain blmlte 1n New York C1 t:r which hnd 110re than 
$100,000,000 and he doubts "Gr1 !!a1ch whether the,r would take a.n:r­
thing be;rond the +-;rea.r period, ('!he bllllka naced, ho-r, indicated 
that tht11 would be !Jitereated 1JI a 7-yea.r bond.) Be aqa he juat 
Cllll not eee a bond or a 1942 note . We have BOt to be caretul not 
to 1aaue a aecu.rit:r that 11111 hang heav,y on the market and then 
1 t 11111 be the unplenaant duty of the Federal Baeene :t"etBil or 
the Treaau.r:r to 1111pport the whole marlcet . He aeya he ha8 &hopped 
lU'OUlld 1n the l nst two or three dqa among aeveral of tbe bllllka 
and dealers and he gets a ver.r definite aentiment for the ahort 
note . He th1Dka the Treawry baa got to put out a lf>-month ae-
cu.ri t;y in order to be .ure that ita offering will be a succeas. 

llr. Swihart • 
0. F, Cbilda Got1!'M7• 
(\ ·.~ o. . ...... 

11r . Swih&rt aoya that he can not aee anything beyond three 
;rears. I n his talka oll over New York and throughout t he countr.r 
onl,y one has men. tioned a bond. Few have talked 1-7/B% and a at 
five-;rear note RDd he onl,y had one ~Gtion of a 1-7ear 'b-1/c.l' 
bond. '!here are no ~era of Government aecu.r1 ties in thAI present 
aarket. lie SU(Ze&ta the follo111ng Treawry notes for cona1derat1on: 

15 montha at l - 1/4'/. 
2 :resra at 1-1/2'1> 
3 yeara at 1- 5/af, 
5 ;yeare nt 1-7/Bf, 

Be feels thnt the bnllka would tllke a 7-;renr 'b-l/21- bond but that 
the bonds would aoon be back on thAI market and then we would aee 
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t\lr\her decli.Dea 1.11 Gonl'llllent MCNl'iUea. Be feell that ebor\ 
tena ratn - d.ef1111 tel7 •iac bieber 11114 qu .. Uo111 whether ,. oaa 
hol4 the h1&her rate Mcur1Un f'l'O• d.eol1111Dc when \he ebort tena 
rate ad....,cn. Be dol e DOt que atioD but what ,. caz> co~~nrt the 
whole •o=t of tbe -tUI'iDC iuu. into a 3-year Dote, Be tnowa 
of 0111 baDiaer who haa $50,000,000 of the .. turillc haue who will 
Dot CO OYer a 3-year note. Be haa tal ad with the lletropoli taa 
lnaura~~oe people a11d he aaid tha:r would not be 1Dtereated in Alt)'thiac 
oYer three r-ar•• 

e~ 
Wr. Jle•~•r aDd Mr. Gill, 
JaDk of llallhattaD, 
10100 a ••• 

!he7 aaid there are t wo thoucl>h at the preMDt u .. a The 
llew York atUtu4e h for a ebort tena Hcurit7 aD4 \he outeid.e !lew 
York attitude h for a loncer eecurH,-. Their feel1n& h that the 
'trea1U1'7 ebould et1ck to one iuu., eq a \hree-:rear 1-6/81- note, 
Thh h a p111roue rate and the:r tboucl>t that the whole •arat would 
co up with that hw.e, wberoae 1t • • offer two hw.ee the lonr pr•i­
will brin& the hi &her pre•i- don to it a11d thue haTe a telldeno,- to 
depreee the whole •arket. !beir bank baa a feeliDC that rate• are 
COiiiC up, Tbere 11 now a de filii te telldeney for co-rcial lOaDI to 
increan aDd their bank1 e loane are now up 31~ oTer laet year. 

llr, Park, 
llallufacturere \'ru.at 
l014tl a ••• 

Be feel• that \he 1'rea1U1'7 ebould ilw.e 0111 or two notea. 
lie don Dot \hillk that a bolld i11ue would be rece1Yed .,.,..., wll. Be 
thoucht that a l54on\h l~ note wou.l4 Hll 011 abou.t a 6/32 pr•1- all4 
\bet a l-6/~ 3-year note wou.ld eell on a 16/32 baae. 'lb.,. he ca. 
iDto thh confereDce he wae detinltel,- of the opiDion that ,. cou14 
not co o'ftr 1940, but whan he wae albd bh opiDloD ae to a ebort note 
all4 a ?"Tear 2- l/'4 bolld, chiDe the holden of the .. turinc ileu. a 
choice, he replied that he ha4 Dot looked at it fro. that etalldpoiDt 
but thoucl>t that that wae a cood eucceet1oD all4 had a lot of merit iD 
it, &e the collfereDee procreeeed be bec.-e •ore entbuHd abou.t the 
ebort Dote all4 1ntei'Md1ate bolld, lie thoucl>t we a1cht pt ae IIUdl 
ae $250,000,000 or $300,000,000 in boD4e . Be 4ou 110t foal that the 
bond would dopreos the urket all4 be 414 not feel that aD:T of tbl• 
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wov.ld take tbe boD4 •rel)' tor tbe profit lnTohed. a. thoU&~~ t the 
ineuranc:e coapani .. aD4 lucer banka wcv.ld eerta1nl7 tlllce the bond to 
a 11•1 ted extent aD4 the 1neurance co~~pa~~in, in rlew of U..ir lup 
caah balallen, •icbt enn tu:rniah aoae Meonduy aultet tor thea. Be 
concluded by aqing \hat he waa deftni tel)' of the opinion thet the 
'l'reaaury abo'Gld h.,. a l"')'eu 1~ or a 3..,..u 1-6/8'/o note and a 
?_,..u 2-1/21> bond, He \ho"a&ht the eoabination of either of theM 
abort notea aD4 the bond of tbh aaturity t.lld coupon would be ideal 
tor the aulcet. 

Kr. 'l'ra~, 
:s.nJc of llew York aD4 'l.'rlut ~. 
11130 a ••• 

l1 

So feel• \hat the !reaeury ia forced to do aoae\htnc abort 
t bh t111e. J. lOll« tera bond would eoapletel7 dhl'I1J)t the bond aultet, 
Be \hoUcht that a 3..,..,ar note at 1-6/8'/. would r;o aD4 that " abov.ld 
offer but one hsue. lie doea not feel that the aoney aarlcet h r;oina 
to pt ti&bt aa a&ZQ" in llew Torlc do. lie t1nd1 that the anrece btJilcer 
of t oday h trying to tiDd a n;r to ,.t out of lone bond1, eertainl)' 
thOM with a aaturity of beyond 10 year1. lie h afraid thet if we &in 
an option to take a a..,..,ar note or a '7-yeo.r bond and if the l>onda 4o 
not co .. u, it would hurt the whole auket, Be doe1 not heaitate to 
reo01111end one ioeue of 3"')'ear 'l'reaeury notu at l-5ffJ1,, 

I neidentall)', he h nry auoh in feTor of \he 9-eontb 
'l'reaeury billa and he baa found that 1011e out-of-town banlca like thea, 
Be feela that abort tera ratu aq co up aoae and aa acre !rreaeury billa 
are put out corporation• u;r eo .. int o the aarkat tor theM bUb. !hie 
wo'Gld .,.... a teaporary deflation in bank dapoaita but a1 the proceeb 
ot t h• billa are put out by the !rea8Ur7 t hi a a1tuat1on wov.ld be cor­
rected. 

Mr. Iaker, 
!ranler1 lnaurance Coa:pa117, 
12110 p.a, 

Be feela that the !reaeury 11 c011pelled to reoort to nry 
abort aatur1ti ea. Hi1 firat eugce1tion would be to i1aue additional 
aaounta of the aeeuritie1 offered in June with an option. Be laid the 
!rrae1ury aigbt r;o to a 5-year note at 1- 7/IJ'/.. l!a teela, howanr, that 
the inouranee eoapanio1 4o not ,....t any aore &OTernMnta and that they 
will not bu;r them only u a atop-pp. Be had 1011e t1gure1 which aho"d 
that the eaah balaneea in the Ute i .neuraDCa eoapanieo at tbe praMnt 
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tlme are about $500,000,000, down about $2150 ,000,000 !roe laat rear, 
eAd that th~ inTeatmenta in £0Yern.ent .. curitiel are Up about 
$800,000,000, '!'hit caoh balance 11 below ncr.al tor the peat 3 reara 
but prior to that time two to three hUDdred aillion dollar• waa about 
the aTOr&«e balanc.. 

Be t&Jt that there are other innat-nts eoain& alone DOW 
with aueh aore attri\Cthe yield than aon ....... nts aD4 that the inouranee 
cooapanioa are turnin& to thio field. 'l'h17 are not, therefore , wch 
intereated in ~~DJthin& that the 'l'reaourr dou on S.pteaber 15. Dr, 
Burg••• aoked hi• it he would be intereoted in the bond or 7 rear • at 
2-l/~ which had been ougceoted. He oaid that he might be 1ntereotod 
in thh and he thought it might attr~~et oomo of the 1nouraneo coapaniu' 
caoh, He oaid thet on the f1a:¥ to the bank he wao looking at the litt 
eAd thought that a l~ear 1-1/sf. or a 4~ar l-3/4'1> or 5~ar 1-7/S'f. 
would 10• In eoncluoion he ee.14 thet he thought the choice ot the bonda 
and a ahort note would repreaent a aood proar... He did net feel that 
the bond would be a depreotina factor and that we O!igbt •"!l•ct &a IIUch 
aa $300,000,000 in exchanae• on the bond alone, tho balanc. of the it­
we go in& to note •· 

llr. Davioon and Hollinaoworth 
Central H&lloTer Truot Comp&nT, 
12:15 p.m. 

The .. were the aoat peaaiahtlc repreHntatlna tbat we inter­
rlewed. !her were ••rr detin1te11 or the opinion that a bond would coa­
pletel1 upoet the aarltet . 'l'he:r thought we INit eontine our otferin& to 
two i&euee of a ohort-tera character, ou a l54onth note at l - l/4f., 
lie t aid that :reater~ thor wculd ha.e oaid l54ontha at l - 1/S'f. but the 
change overnight wculd aeke the rate 1-1/4'1> in order to inoura ito ouc­
eeot, 'l'her thou&ht that the 5-year note ot laat June wao a miltake, It 
hot elearlr been a epeoulative iuue from the nr:r otart, 'l'he:r thoucllt 
one •er:r aood oucceotion -· to put the whole i etua into & l54onth note 
at 1-1/4'1>. 'l'he corporatlone that hold the aaturint; Mcuritiee, euch ae 
Oeur&l llotore, would uebange it tor the 15-conth oocuri t:r and hold 
thea until aaturlt:r, but he did not feel that an:r of the corporatlona , 
p&rticul&rlT General llotora, ~d 10 Oftr 2 ;rtara, J.a far ao tbair 
bank h concerned t he:r have no particular choice aa betwan the 15-conth 
l-l/4'1> &l>d tbe 3~ar l-6/81- and that thaT probabl1 would co 150-60 on tho 
twc h nea. llr. DaThon wound up b;r aa:rin&o howenr, that it would be 
lou diaturbtng to the who.&.a bond and Mcuritr market if n wculd have 
Ju.t one itoua, 

1'> 
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llr, Huteb1na, 
l rTing True\ Oosp&ftT, 
2:30 P••• 

-13 -

He aa14 hie bank hsa noae of the aaturiDC inue 'but thq 
han abou.t $100,000,000 aaturiDC in 1939, lh1la he realiaaa thet 
for the fr••IIUI'T to 1nua a eeeur1t:r aroun4 t hia date would connic:t 
with their holdlfiCa, it ... ,.. clear that there Yill haYe to be \Yo 

houea put out, He prefera a 154onth l-l/4f. and ~ar l-3/4f., Be 
h qui te certain that a bond would deprua the pre .. nt aarlalt, 
probablJ aa 1111c:h aa a half a point. He eqa that the OonrDIIant 
.. c:uritie a which the bank hold a aftracea a a a tur1 t:r of about 2 :rear a , 
Ha ia quite atrong acunat a bond at thh u .. and h alao agai n at 
a 5 -:rear note , Ha t hoUiht that the 1naurance coapaniea, truat aatatu 
and eoae or the banka would take a bond and that 1t the frea1U1'7 h 
1naht ent s>OD an intenoediate bond he would .ucceat that it be a 
~ont~ note and a 7-,ear bond, lleceu .. or ita poliq, bia bank 

would nr:r det1n1 talJ not buJ theae bonda, but he would rac:ouand 
thea to hia cuatoaera. 

llr,Le., 

~~ In cona1der1ng the atat ... nt o! the repreaentati~a 
o! the lniDC Truat OompanJ we ahould not loee aicht ot 
the tact that the pol1c:r ot thia bank 1a t o hold co••rn­
ment .. curl t1ea ot an &ftract maturit:r o! not aore than 
2 ,. ..... and that it h de!initel:r acainat holdin,; &DJ 
bonda at all , 

Solomon Brothera aD4 BUt1ler 
3:00 p.m. 

ltr. Lew:r !eela it baa cot to be abort, • ebc1ce of the 
a-,ear 1-5/sf. or a 4-:rear 1-3/4'/. note. Be doea not Jr:now who would 
buJ a 7- :rear bond and 1t the Tree11UJ'7 wanta aomet hlfiC lonpr he would 
be aore in feTor ot a 15-,ear zf, note than a 7"'Jear bond. He would 
1aaua two aecur1t1ea, «i•ing the holdera a choice at the rate and 
term abowe indicated, 

llr , IUlla and llr, l!«pp, 
Diacount Corporat i on. 
3:30 P•"'• 

!hair oonnraationa with tha T&rioua b&Dka indicate that 
t he oppoa1tion t~ the ~ated bond 1aaua doaa not coaa ! r oa thoaa 
who h&Ta the u.tur1DC 1aaua, but coau troa thoaa wbo hold thoaa 
bonda that aatura around 1943 to 1945, !he l&at hour of the aarlaat 
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todq hao tuned acalnot t.heoe h~Ueo, 'llblcb lndlcateo tbat the 
aulcet 1o retlecUnc - ot the 41ocuoo1ono, Be t.ho'OCk>t tb&t 
there ne one ney 1aporte.ot factor ln thh whole o1tu\1on 'lblcb 
no one 1o t&llt1nc about 1u their 41ocuoo1ono or th1 o wbJect, &114 
tb&t 1o that the Trea1UJ7 1o pe,ylac ott $350,000,000 ~~&turlnc 
TTeaouey blllo aroUD4 Septeaber 15 ri th caoh, !bh certai.Dl7 
rill create a tr .. endouo neuua 1D the aarlcot e.od rill aa1te tb&t 
aone;r aTall&ble tor lDYeot.ent. 'l'hey ceo not oee 11h&t t.he b&Dir:o 
ue golD& to do wHb tbio e:reept to bu;r 'l'reaouey noteo &Dd the 
ohorter tel'll boll4o, &114 that an;r boll4 tbat we blUe at thio Uae 
would cou ln tor 1 to oh&J"& ot that lDYeotaent. 'l'he;r r .. l tbat 
the Treaouey will be ourprhed at the nuabor of b&Dka wblcb will 
take a aenn-reu 2- 1/zf. boll4 , 'l'he;r abo feel tb&t th& oawinco 
banka will COlli l n INCh hearler th&D indicated b;r the repreoentaUne 
ot !lew Torlt S&rlaco Be.Dka, &o t.he;r ue ll&ht on aaturl tie a uoUD4 
1944, 

J.not.her ney d&tlnlte tee tor ln the o1 tuaUon 1o tbat the 
maturlD& oecurlty bao & 3-l/4f, coupon &114 the 1nat1 tut1ono tb&t 
bav& that oecurlty rill we.ot to replace 1t with ao h1&h & coupon 
aa 1t lo poeolble to obtain. 'l'herefore, the 2-1/zf, bond rill be 
attractln to them troa an earnlns; otan4pc l nt , 

They fe&l ney definlt&l;r tb&t the houe baa got to be a 
double header, We &J'e now e.:rpooed to toreip newo , INCh of trhlcb 
1a bad, e.od the Stt-&et h ney blue , 'l'he;r feel, therefore, tb&t 
n han got to ban one abort tel'll note which will be certain of 
oucceao &114 to 'llb1cb ell t.he bCllto can run l n e&M we pt e:rtr-l;r 
bad newa Oftr Labor ~. In their opini on thh oboUld bo a 15....,ntb 
1-1/41- note. 'l'hey feel that no aat ter 11h&t happeno ln the world 
oltu&tlon while tblo 1ecurlty 11 open for eubl crlptlon, thl1 ioeue 
will be l&fe. 'l'hey feel that a 2"?'e&J' 1-1/2'/> note 11 bad boocauoe 
1t falla on the IMI date a1 the l-3/81- of Septuber, 1939, &114 aa;r 
han a tendency t o throw thh oecurlty below Pl'r • 'l'he other oecurlt;r 
to be offered would be t he 2-1/2'1> OeTII\"?'e&J' boll4, 'l'he;r r .. l tbat 
the ohorter ~~&tur1ty rill oell on about pu and nine to fourteen 
tbirt;r- oeconde, whereao the 2-1/af. IITin-;reu boll4 ..tll oell on 
about a 2.40 ba olo, or about 21/32. !her oa;r tb&t the -turlnc 
houe h fairl;r well oe&ttered onr the countey with ~ut oeTent;r 
aUUon doll&J'o in t he hall4a of inour&nce coapanleo, t.hirt;r allllon 
dolluo in Baltl.Jiore, three hWI4red ailllon doll&J'a ln !lew Torlt 
Clt;r b&Dir:o &114 a creat deal or 1t 1o ln the ha.nd a of ~l countey 
banlto, 'l'hey feel that tbe •all countey banlto will certainly want 
the 2-1/af, eunln&•• 'l'be corpore.Uone that bold the -turinc aecuri t;r 
will, o! couroe, want the l54 ontb note , 'l'be;r 111re enthuolaotlc 
for theoe two 1oeueo, tbat h, & l !54 onth 1- 1/41- note and a oenn­
;rear 2- 1/af, bond. 
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,,w•n 
J.t tho~ becl.nnill& of iliiiM coDfnenc .. I belleTe t.bat we 

bad a Te!')" definite fMlill& \hat a wrt note h- ot tittMn 
aontha ' 11a\ul"H7 waa objectionable az>4 \hat H woul4 be a TerT 
4etinite aiCB ot weakneaa on ihe part ot t.be !Tea.ur,r. In Yiew 
of the tact that ao• ot thoae intemewe4 atreaaa4 the toreiCB 
newa aa a factor in the MJ'Icet an4 for t.bh reaaon Mda a auu;eation 
that we haTe a l 5-41onth h- for aafety purpoaea az>4 that in &Mi­
tton ,.. offer a aenn-nar 2-l/2'/. bon4 w1 th the idea that 'llbatner 
coea into thia -turl ty will be Juat t.bat IIUeh adTantap to the 
'l'rea.ur,r, 1W17 of our fir at objection• were reaOTe4. 

!'he conceneua ot opinion Meae4 to be \hat tho~ '!reaoury 
COul4 h- a Wrt tel'll note of betWMn Olle 8114 three yeara, the 
one-year or l!!40nth note at l - l/4f. an4 the three-year at 1~/af.. 
aD4 a anen to ?i-Tear boll4 at 2- l/2'/., preference le..,111& towar4a 
the aeTen-year bon4. 'l'he firot 4q ot our coDfereneea broiiCht 
only one or two •UC88•t1one tor the 15-.onth l -l/4f. nota , but a t 
the aeeoll4 de¥'• eonterencea, probably beoauae ot the turn in 
the aarla>t o•arnilbt , 1t .. , the conoenaua ot thoae interrtewe4 
that a 15-onth 1-l/41- note woul4 haTe to be one ot the aeourH1 .. 
to be ottere4. 'l'here .. , a atronc teell~~& that 'llbataTer waa hau.cl 
ot the notea aD4 t he bon4a that tho~ larpr proportion ot t.be aub­
aertptiona woul4 co i .nto the note , but that we would pt &IIJ'Whare 
troa $200,000,000 to $350, 000, 000 in t he bon4. 
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1 Tro to 

115 -· 
37MZ •~c 15~ .,~ 

OllaraDt;r !run 0o. 1-r>/Bf. a-1/af. 

J'irat •at1onal Co~. 1-15/sf, a-1/2'/t 

SaTin&• :BIIDke Aam.ot IT 1-6/sf, a-1/af, 

Diae SaT1Jica :8aDit Pr.ter 
2ft a-1/af, 

lquHab1e Lite Ina, Oo . (lfo 110tea 4ee1re4) a-1/af, 

liMlt'era fruat Oo. Pret er 3-?'r 
1- 1/2: 3o7r 
1-5/8 will 10 .a-1/af, 

llorpn-st&lllq Oo. (!loDe abort DOte) 3-1/2'/t 

ChaN •atl, llmllc 1-5/sf. 

Drrine A Oo. 1-1/sf. 1-3/4 
to 

1-7/8 

"Child A Oo, 1-1/41. 1-5/sf, (0118 1~ 
IU) 

3ulc ot VubattaD 1-5/sf, 

llamltaoturera Trnat 1- 5/Bf. a-1/2'/t 

lilt, ot IT A !rv.at Oo, 1- 5/sf, 

!raTa1ara Ina. <». 
a-1/af. 

Central B8DOnr !r, 1- 1/flf> 

IrTiuc Truat Oo. 1-l/4/ft 1-3/4/ft 

So10IDOD llroa. A Blltsler 1-6/sf, 1- 3/4/{t 

Dl.eccnmt Oorp, 1--1/fll. 
a-1/af. 

bU. Oit;r :BeDit 1-r>/Bf. 3ol/af, 
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ln1lll or.-t o.. 
·~ ...... B.111ialer 

---··~ tor llep\.._.. 111 flllaDol .. 

0.. 1.1 I ...... .,_ 

I 

1-3/1/$ 

1-l/fllf> 1-l/af> 

1-1/41> 1-l/af> 
]$ 

1-l/fllf> 
1-l/-
l•l/41> 

l.-1/flf> 

s 
1'-

14/«ft I 
~--/sf> 
14 / sf> 

1~-

1-6/sf> 

6 I I 
T- ToC' 

aft 

aft 

1$ 

1-f>/ W/. 
1-6/W/. 1-3/ 41> to 

1-'1/ f1/t 
1-5/«ft 1-'1/1/$ 
1-!1/W/. 
1-5/W/. 
14/W/. 

l-3{415 1'1/ fllf> 
l -5/W/. 
l.-3/ 4$ 

14/ fllf> 1~-

' To ... 

2~1/1/lt 
l~l/1/lt 
1-l/1/lt 
1-l/af> 

1-l/af> 

1-1/af> 

1-l/1!/. 

... 1/1$ 

,. 
hiet-

T- .. .... 
2-l/af> 
2~1/af> 

, rr. 1~a,,. 1 ,. rr· -.vaf> • • • • 
~ 

a rr· "' ' Jlf• 1~1/af> - -
I Jl"• 1-l/af> • • -a rr• 1-a/O -. 

• • ' fl"• -..1/1$ 
1 J7f. l-1/ r$ ~ 
.. fl"• 1-'1/ fllf> 
s J7f. 1-11/W/. 
S fl"• 1·5/ eJ' I 

., rr. a-1/af> • • 
• • 

olU1er-
1 Jlf• 1-l/- .. 
a rr. 1-a/6~ -
a Jlf• ,.~.,. ~ 
.. Jlf• 1-a/41> 
1 rr. l-l/41> ' rr. a-v. 
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Story f r om •Paradise of the P&cif ic0 - Steptecber, 1937. 

•aenry llorgcntoou, Jr., Secretary of the Treafllll"Y, 

l.tra , IJo•·centoou and their three childron--Robert , Joan 

and Henry II I--arrived in Honolulu aboard the 'Lurline , ' 

July 29. ' I ' m here for a vecn t i n, and have nothing to 

eay , 1 erolained Wr. /Jorgen thau, Be kept hia promise . 

Seldom have s s affable and a t tracti ve vi aitore sojourned 

in Hawaii . Governor Poindexter honored Bawa11 1a die­

t1ngu1ahed gueeta en August 2 wltb a diuer-:>arty; 

l!ra . llor~;cnthau was lunchoon-guoat of !.Ira , 11 . P. Dil ltng­

hn=, Auguet 3; on August 4 the Secretary sent nationwide 

C)"<;ratulnt ions to the Conet Guard on ih l4?th Bi rthdAy; 

Ur . and Mrs . Alexander G. Budge entertained the Yorgentbaus 

with dinner and dance at llatalae Golf Club on Auguat 4 ; 

llr. lloreentbau and hie two eon a aailed Au,'>Ust 5 aboard the 

Cnast Gw>rd Cuot-er 1 '1'ane7, 1 for the Big leland of Hawaii, 

while !.Ira. Morgenthau and Joan avtated to the saoe destination. 

'l'be llorge.ntbaua wore gueata at Kona Inn for several days, 

h ik iru: , fiahi DF, and via i ttnt p) inte of interest f rom Auguot 6. 

Vi•ited Porbe ' s Kukaiau Ranch; on Aur,uat 7, a wi ld ~ig hunt ; 

next day they wore euosts at R nald X. von Holt'e Kahau Ranch; 

apont eleven hours f iahi111;t oft the Xona Coast and landed a 

smnll ono , l aughinly remkillll that be bad JM.de a. good a tiah-
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1ng record in Xona wa t ers as Preoident Rooaevelt; on the 

llth motored to !3Wftihae to view the cattle loadine of 

l'<l.rker Ranch 'beef; next day to Volcano Houoe and luncheon 

guest o! Georce Ioycurgus; while ill El\wa11 the Secretary 

sent hia heartiest good wishes to the American Leg i on 

assembled at Hilo; after about a week returned to Hon?l ulu ; 

on the lOth lira. !.!ot•t;enthau was honored with a luncheon by 

lira. 1l', 11'. Dillill6hru:t at 1e. Pietro; Paarl Ha.rbor Yacht Club 

had the Uorgentlv>ua ne guests at a luncheon , Coccodore C. 'f. 

Di ckey, !'&at Commodore Earl 'l'hAeker nnd V1ee 0o1%:1110dore R. 

Alexander Andsreon boine the hoots ; Alli:Utt 15 found them aa 

lu.'lcheon guoata of Mr. and Mrs . w. F. D1lllneham a t their 

Uokulei a homo where they moent the week-end ; on Fri~, 

Aucast 20 , Uaj or General Andrew Voaes held a ~ificent 

review ill h >nor of Secretary l.!orgenthau at Schofield. The 

• 
Uorgen thaua were cueeta of Shirley Te~le and her mother 

and father at the Royal Hawaiian Hotel and the Secretary 

danced with Shirley. Secretsry Uors enthnu and his family 

vinited the Pearl Harbor ('faimomi) Navy Yard and Ford leland 

(Uok.mmeume) on .Lu(;uat 18 as the gueat of Rear-Admiral Orill G. 

l!urf1n. .Ul the activities of the Yard, SUbmarille Base, and 

Fleet J.i r Baoe were illflj)ec ted, J.dmir&l and lire. llurfin were 

hosts to tho die tineuiahed guee t a &t luncheon the eame ~· 

Only n few of the many courteeiea, enterteiruoenta , Md other 

ceremonies held 1n honor of the welcome ~eata are liat ed above . 

Their schedule called for them to de~t on the ' Lurline ' on 
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Auguat 28, We enJoyed their Thit and m ow they did. 

Co~~~e aae ln llr. Secretary and your tiUIIily. • 

zo 
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Secretary of StatE 

\'lashing ton , 

1230 , SEptember 1 , 5 p , m. 

FR:)jd C'- ~tffiAN . 

CODAT 

Paris 

DatE~ SEptEmber 1 , 1937 

Rec•d 2 :15 p , m, 

Paris exchange market rather active , French Control 

acquired some sterling at 132 , 82 Md 81. Dollar very 

much bi d againJt sterling and F\;.•it1sh Control :nr.ld-;d 

dollar s , Due to political crisis cc~terinG around National 

Bank of Belgium with prospect of a s~ecial session of 

Parliament next Tuesday to hear Premier Van Zeeland ' s 

story, bclga has been further offered and gold export 

point to ~lew York reached . French ~ontrol has bE£n buyUg 

bclgas , r:cntcs irregular; Internationals upset by Far 

Ea.st situ.lti.on , Marke t expects reduction of Bank of France 

discount rate tomorrow from four to three and one-half per­

cent . 

21 

In the JOURNAL OF ~'ICIEL today Chautemps Government 

publishEd last seriEs of about thirty decrees under financial 

powers 
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22 

-2-#12~0 , September l, 5 p . m. f rom 
Faria 

powers grantEd by ParliamEnt JunE ~0 which o:pirEd 

August 31st , 

DDM 

PEG 

(END OF SECTION ONE) 

BULL ITT 

Regraded Unclassified



RB CODAT 

Paris 

Dated SEptember 1, 1937 

Rto 1 d 3 : 45 p . m. 

Secretary of State 

Washington. 

1230, Se;1 t11:n1ber l , 5 p . m. (SEC1'ION T\'10) 

Many 0f ~he n~w mtaSUl'ES arc of secondary ~nttrcst . 

Those of importiJ.ttce ;>rovid£ ~ cr tl. rtorcanization of the 

French railway ~on: t;.1 ics thl•c; , h tl.t creation of a nat ional 

company, for t hE ETCtnsi on of thE suppress1on of the ten 

percent levy on interest payments to such other pnblic 

s Ecurity issues as the postal adminiatrr.tion , Credit 

llational , railways , etc ., for thE approval of a convention 

w1th the 0rcdit ~ ational and for certain fiscal at t enuations . 

ThE cond1tiona relating to the creation of the 

no. t 1onal comptmy to ndminister the different railwny lints 

o.rc Embodied in o, convention between r~prcscnt~tivts of 

thc latter o.nd the Government dnted Aueust 31. Under ita 

terms thl national oompc.ny will oo!llllencc to administer thE 

diffErEnt lints doting from Jnnu~ry 1, 1938. ThE con­

ctasioncry companua will turn over all of their r.sstta to 

the nr.tionnl oompo.ny "except private domo.in11
• At tbt EX­

pira tion of the lift or the company in 1982 its nascts will 

bt 

~3 
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RB - 2- #1230, SEpttmbt r 1, 5 p . m. 
from Paril (SECTION TWO) 

bE turntd ovtr to tht statE without compensation. Tht 

conctssioncry compnnits will rtc tivt f rom thE national 

comp~ny annuitiES corrEsponding to tht statutory inttrtat, 

to gunrnntttd dividEnds and ~ortizntion nnd to shcrEe . 

FurthErmorE the conc&ss lon~~y companiEs will rEcEivE shorts 

of a nom1nnl vr. luE of about sU. hur.t'rtd nin--!.!$1-t'iYE million 

tra.ncs in rttt.rn f~;r a ssEts 1.rana i ; rtd by thEm. Tht StatE 

will rEcEivt arArEs ~d will oss r.~ s f i fty- on£ ptrctnt of 

thE capital . In thE board of dirtc tora thr StatE also will 

havE thE majority of votEs and thE mtrg£d railways will bE 

~mdEr t hE control of thE Ministry of Public Works . 

SMS 

ELm 

EllD SECTION T'lfO, 

BULLI'rT 

24 
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Stcrctary ot Stat£ 

Washington . 

CODAT 

Paris 

Dattd SEptembEr 1, 1937 

REC 1 d 3:15 p . m. 

1230, Stptr mbtr 1 , 5 p. m. SEOTION THREE . 

The corvEnt1on witt thE CrEdit National is !'If 

importancE a nL ~nt~rcst . It ~ill 1 ~ recallEd that this 

institution wr s or gfo.J. iztd un< lr the CEras of thE law 

promuleatEd on Oct~~er 10, 1919 to facilitatE paymEnts 

to thoSE who had suffer[d dama£,E from thE war (SE£ Embaesy•s 

dtspatch No . ?16 of JunE 9 , 193? ). UndEr thc tErms of 

prEsEnt arrangEmEnt CrEdit National will pay ovtl' to the 

'l r Easury from procEEds of loan issuEs onE billion franca 

in 19~7 and thrEE billion francs in 1938 to mtEt outlays 

for public works . 

ThE dEcrcc rElating to fiscal attEnuations is 

obviousl y intEndEd to cncouragE thE rtturn of FrEnCh capital 

from abroad in that as cooccros incrEasc in rEvEnuE from 

sccuritiES and movablE cap~tal thE Statc undErtakEs not to 

comparE gEneral incomE tax dtclarations madE in 1938 with 

thos E furnishcd for EarliEr yEars . FurthermorE th.at hold­

inca abroad repatria tcd bEforE Janu11ry 1 , 1938 will not bt 

subjEct 

LS 
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RB - 2-#1230, SeptembEr 1, 5 p . m. b'OIII 
Pari s SECTION THREE 

subjEct to any pEnalization or inquiry on thE part of thE 

adminis t ration . 

SMS 

NPL 

END OF MESSAGE , 

BIJLLITT 

t6 
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ldBo GRAY 

London 

DatEd SEptEmbEr 2 , 1937 

SEcrEtary of StatE , 

Hashington , 

REc'd 9:11 a ,m, 

571, SEptEmbEr 2, 1 p ,m, 

FOR SECRETARY MORGENTHAU FROV BUTTERWORTH , 

COJ\FU:El'TIAL. 

I had a word about possiblE publicity with Sir 

FrEdErick Phillips who sails as prEviously rEportEd on 

thE EIJ'RESS OF i3RITAIU SEptEmbEr 4 , Phillips hopEs 

succEssfully.to avoid any publicity but should he b£ 

callEd upon to makE somE Explanatory statEmEnt to thE 

prEss prior to his arrival 1n Washington hE intEnds to 

say somEthing to thE EffEct it is considErEd by both 

trEasuriEs dEsirablE that thErE should bE dirEct contacts 

from tim£ to timE bEtwEEn officials having no spE cific -- ..- -- ---- -
mission in ordEr to facilitatE thE work which wE havE in 

- --·- - ..... _ 
common. 

J OHNSOII 

KLP 

• 
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fFCO£RAL. RIE.SERV& BANK 

OF HEW YORK 

I 

FICE CORRESPON DEN CE 

CODIDiftUL PDoll 

0ATL.i_ep.-b• I, a.'J' • 

SUBJEC.Tr ~ ........ COI'fiiiA!I. 

. , L. •~ K8ako liD BJ.K OJ' •owiiD • 

I oall. .. Jlr. BelteD at taiO to4q. Br1efl.7 ren...s.a, oo 

put _th, be aa14 thd tb1Dc• ha4 b- ·~ .UK _ _,. tor taao 

bet f• clqa. ~. dol.lu ba4 b- etMq panJ.7 bM••• tb., hM 

take all. taao laal1• lel4 ott tho ..n:w 1a tho laet fortaiabt •• 

•ell •• the dollua ottu .. br the Ja.-••• .. alan 1old eb1,..,. 
fro~~ ~olr.J'o to laD ~oiaoe. ~041q, be -t.laa .. , the poe1U• loek .. 

qaJ.te un..t . ..... '-doD w •• to- lbo• na117 "H'T u~ 

ellZiRT o.,.r the lateJ'IlaUODal e1W.UOD, althoqh 1t ha4 b- Wlllni .. 

!1'011 tlae to tlae, TOROM&T •4 thia •l'lliDI 1t 10t a 1'-.1 tit of the 

bluoa duo to Oo •"•I* br a torpedo OD a BrtUib ~ lllld Oia 

.Ol'llial OD a Britillh t~e. hi' the \tao bdq tho eituatlOD 1D the 

IMihn•- •t11"el7 OYU'Iibado ... that 1J1 tho "u .._. •4 t b_. ... a·~ 4et11l1hl;r ~odiCetto •tloek 4•elofiac 1a ..,u... ~· 
WM14, 1a hb ·op1111•, •tua!tte4l;r •- • illen.H ill d-4 for 

~- eituU• ill PU'la, Jol- aa14, a• a Utue bU b-"•· 

DllJ'lDa \he _,h of.,._. Cu1pel •-.. to b.n'o loet p!'Mtleall.T 

DO fonlp erebPIO tla\,& the _.rUT, PNNIIl:r lala .. ...U &ta. 

!he Go••-•'' • 4H!'Ha ba4 boa '*• felrl;r ..U. tD4 1t •• lule17 

a tuenloc of wb.ther tbe ,.,_._, a.. .... .- 11QQ14 ~ tec-'h• Ol' -'• 

LOD._, eo fu, ba4 110 4MU .. fM' '•I aa M llbeth• .:t ProtnH W 

b- .... 1a 1naoe with :r ...... to poUU.eal naldli\To lo ..... , Unl.,.. 

••'• a"' be OQefted ill hun •W tale C>=b• •-' 1Cala1 llblob a 1• 

PPO'balll:f be tu tim -* 1a '"' ....... rr.c eleeU••• eebotlll .... 
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CWN~YOMC 
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DATI' I • e- .. J.Me 

SU8JKCT1 I I • all I FliP" 

- WID ,,. ••LJ-'IIM'IF•IJI!.,, __ _ 

-·-
\Me rhw \be .t411 e of •~-~ 11w •• • 1M1•U. u 

\o \be ,.U\ie.l a•&, rafti.-lulT • ,_ .. tlao m. .... ftl 

C.U11e WRld Ito U.. • ,nn!oa117 Ulo -• uao. tlo ••••' 

...., ~ U..'• •del'• rut7 WRl• ~1'1'11' .. .._ al.aea p 

th_. .... • 1at1wtha• u te Oo a.....u.. 1a wld.eb ..- .. ,.,. 

...- a 1• •· 
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FS 

Sr:crl!tary ?f StatE, 

Wast_ington. 

572, SEptEmbEr 2, 6 p .m. 

FOR TREASURY' FROM Btn'TBRWORTH, --. 

GRAY 

London 

DatEd SEptEmbEr 21 1937 

11::0\..._ ....... 

DuE to r~litical dEVElopments, rEal and ~aginEd! 

littlE businEss was transactEd in 1.l:>E fc.rEign E:xchang r: 

marlcr:t althouah thErE was a tEndEncy to sEl l s t trl;ng for 

dollars ovEr ~~d abovE thE usual sEasonal movEmEnt , 

In a convErsation with Clay at thE Bank of England 

1t was ironically EmphasizEd that thE- dEclinEs in thE 

AmErican sEcurity markEts today wErE occasionEd by nEr­

vousn£ss ovEr thE Far East s ituat i on whilE th.E London 

mark~ts WErE similarly movr:d by thE MEditErranEan situa­

tion. Clay strEssEd thE ract that thErE was littlE 

spEculation on EithEr sidE of thE Atlanti c , that conrnEr­

cial and industri al and El!lploymEnt rEports wErE uniformly 

a ood and that thE only major obstaclE lay in thE polit i cal 

fitld o WhilE not disturbEd at thE momEnt hE thought it 

possiblE that 1t a long pEriod of nErvOusnEs s was EngEn­

dErEd by EuropEan or Far EastErn political dEVElopmEnts 

thE coursE of rEcovEry might bE dEcidEdly arrEctEd; that 

"thE 

30 
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FS a-No. 572, SEptE!IlbEr 2, 6 p .m. from London 

"thE markEts probably coul<l. not stand a long pEriod of 

nErvousness or thE typ~, for ExamplE , fElt a fEW months 

ago during thE gold scarE" . 

I gathEr that thE pEsstmism of GovErnor Norman ovEr 

thE intErnational politi cal situation is duE not so much 

to EOY apprEhEnsion of ~ diate advErsE dEVElopn~Enta but 

by rEason of thE tact that 1n h1a opinion thErE arE blrdly 

any favorablE 9igns on thE political horizon to indicatE 

progrESS towrrds pacificatiOn in thE nEar or intErmEdiatE 

futur E. 

KLP :WWC JOHNSON 
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EDA 

SECrEtary of StatE 

Wash inaton 

CODAT 

PARIS 

DatEd SEptEmbEr 21 1937 

REO£iV£d 6:19 p~, 

12361 SEpt Em?Er 21 5 p ,m, 

FRO!! COC:l<AN, 

_Pari S E:-d·ang E mark Et nE:!"VOUS t odaj on nE I'IS C?f 

torpEdo att a~ks on British _s htfs t n MEdi tErrrup Ean, 

FrE::.ch controi bad bod day, one Par i s ,\nEricnl. bank alonE 

sElling 400
1
000 pounds stErling at 132.88 to~ t h E controls 

account . REnt Es down about 70 c Ent ~Es ond markEt un-

sat isfactory i .n spit E of annollllCEmEnt t h is noon of rE­

duction of Bank of PrancE discount rutE .rrom four to 

thrEE ond a half pErcEnt , rotE against sEcuritiEs from 

fivE to l"our and o half ond t h irty day advoncEs from four 

t 0 th.rE E o.nd 8 half o 

Bank of FrancE statEmEnt as of August 26 showEd 

iDC!'EOsE of 11 3401 000, 000 francs in advancEs to govErn­

mEnt undEr aut hority dEcrEEd JunE 30, l937e At somE timE 

TrEasury currEnt account amounts to only about 20, 000, 000 - . -
francs morE than prEc Eding wEe:k , CovEragE 52. 35 vErsus 

53. 14. 

SJ.:S : NPL BULLI'rr 
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FCDCRAL RES£RVE BANK 

OP NEW YORK 

F FICE CORRESPONDE NC E 

COin~ FILII 

•• 

SUBJE.C.Tt 

DAT~e.)lg l._.uaoto 

wm_ Ball or lUIICI 

I eallecl ar. Cal'ipel at 1010'1 Mtq bit f.-4 hill YeFT 

IIDOI S .. tiYO. ~· WUO DOt aa &oo4 aa befon, hO aa14. to.-

to~U1' he hM w ••pon tho tr.lo 'b7 tho Mlo of uoat 1400,000, 

toda;r ot abftt 1100,000. l•.nheloaa, oa bal•n a1Doo ~e ~H~ct•t'll 

ot 11ll.T~ he ha4 &a1De4 •d wa .. uat1e4. I •*eel how tho ftahre 

lookecl w blll •cl he re.U .. not ao YeFT , .. dJ tho .aol'llal a1tnaa­

Uoq, •• ..u •• tho 11lteDal, waa a U\Uo dinarllilll al\hallah ~· 

1Dtntlal aluaUoa wa lleftu •boa U ba4 b .. -• -th• .. o. 

loth1q of •oh 119ort••• -· llkelT w U..• 1D rna •• before tho 

Ch•bor •-' oul7 1ll loYabor. I tr1 .. to -d h1a oa tho polUioel 

aituaUoa 1ll Pr•oo blat ha4 M aoooaa •• all. 'llloir o\ooll autr• 

wu h oaYTJ the_., •utr• .. tta.ecl to n.t U cli.tt1oalt M aQP17 

the tr••JT With Ua rll'llar r••'ra•••· Wfhd ia tho ol 4 \II ., •• • 
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PS 

SEcre:tary of StatE , 

Washington. 

1244, SEptEmbEr 3 1 
5 p . m. 

FROIJ COCHRAN . 

COD AT 

Paris 

DatEd SEptEmbEr 31 1937 

REc ' d 1 :40 p ,m, 

I callEd this morni ng at Bank of FrancE on Carigu£1 

who had j ust r EturnEd from t uo WEEks holiday . I found 

that MEd1tErr~nEan situation had rroultEd in considErablE 

prEssurE on both franc and stErling , Up until 11 o'clock 

thE FrEnch control had today yiEldEd approxill!a tEly f our 

hundrEd thousand pounds and thE British control had lost 

t wo million dollars , Lly fri End addEd t hat thE Paris 

markEt had bEEn advErsEly affECtEd by thE rElEase yEstEr­

day of information to the EffEct that thE statE had 

drawn upon its account with thE bank to thEE xtEnt of 

onE billion thrEE hundrEG forty million francs , 

During thE past two and onE half' WEEks thE FrEnch 

stabilization fund gains on fore:isn ExchangE wEN: just 

about offsEt by lossEs but thE gEnEral condition of thE 

fund 1s good sincE it contains closE to thE llmit or 

tEn b illion francs 1n gold and forEign ExchangE, As 

has beEn BEEn in thE pest this amount is not, howevEr, 

suf'f'1c1Ent 

J4 
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FS 2-.No o 1244 , SEptEmbEr 3 1 5 p.m. ~._.,,_~ -
su.f'f1c1Ent to h<!ld thE markEt vEry long 1n thE facE of 

tuternattonal or domEattc dtaturbancta or hEavy spEcula-

tton. 

KLP BULL ITT 
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J'ROil: .... ri- llabuq, Parle 

D.l'rli: Sep~•ber a, 15 p.a. 

10.: 1344 

SEOTIOI TWO JROK OOOBRAJ 

J6 

It ie expected that eho~ly there will be &D aanounoe­

aent of a fiTe, ten, fifteen year offer of french Treaeury 

bondl at 9' bearing fin percent 11114 tot&l.Ung two 11114 

a half billion fr&Doe. There are preliainary indioationa 

that in pa~ thie operation will oon.eolid&te recently 

ilsued Bonnet bolide &Dd perhape ra111 eoae new :tlm4a to 

apply on paying off unoonnrted b&l&Doe of Germain K&rUn 

bonda llbioh aature on Ute fit~ of Ootoblr. On :ruaor 

of abo•re proepeot rent .. opened weak to4.&)" aDd in order 

~o hold Ute aarket, he&yY intenenUon •• required. 

Throupout the day epot fr&Do continued weak, wiUl 

forward dieooun~ widened 11114 Jrenoh control loeing eterling 

a~ 133.93 to 95. lenoueneee 1a being oaueed bf Ull 

po .. ibUity of J'iat etrilte eprH4ing to o~er autoaoUn 

work•. The Jational BIDll: of SWitserl&Dd oonUnue• to 

lOll SOld elightly aDd to gain foreip exobange • .U though 

DO definite clarification of the Belli&D eituation O&D be 

expected before Ute end. of next nek, the Jelp bu iaproTed 

1n eyapat- with the dollar. 

Referring 

-
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-a-

KeferrlDC e41t••tallT to leoretazr BUll'• 4eol•r&t1oD 

to rhe effeot that tha opnlJII of 1Dten&Uo11&1 t~ llho1114 

reline •1tu.Uon DOW g1Tlng n•e to ar.aaeata all4 wu, 

~C~ .COICIIIQ~ HoY• that the f111U01all.T Ul4 MODoaloallJ' 

etroq Uh1te4 ltate• ooul4 help 1n th1• 41reoUon by a 

geuroua eoluUon of war 4ebt probl• Ul4 by ac&1D Opnlng 

the .taer1oan aoD8T u.rk•t to forelp 1•ne•. 

BULL In 

U.: I'L: DJ'f 

Regraded Unclassified
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PS 

SEcrEtary of StatE, 

Washington. 

578, SEptEmbEr 3, 7 p~ . 

PLAIN 

Lqndon 

Date:d SEpt EmbEr 3, 1937 

Re:c l d 1: 50 p ,m, 

FOR TREASURY PROM BOTTBRWORTH , 

Although thE London sEcurity markEt EXhibitEd lEss 

nErvousnEss than yEstErday thE foreign EXchangE markEt 

continuEd undEr thE influEnCE of political dEVElopmEnts 

and consEquEntly again dollars wEl'E morE than sEasonall y 

in dEmand , ThE FrEnch fund supportEd both thE spot and 

forward franc through salEs of stErling , 

ThErE is quotEd bElow an articlE by thE city Editor 

of thE TIMES inasmuch as his ExprEssEd attitudE is not 

dissimilar from that ot British TrEasury and thE city 

gEnErally, 

''ThE Bank of FrancE yute:rday furthEr rEduc Ed its 

discount . ratE by onE hal f pEr cEnt to thrE E and onE halt 

pe:r CEnt , This chEapEning of monEy had r o obsErvablE 

EffECt on thE EXChangE and it WOS loOkEd UpOn likE thE 

last rEduction on August 3 as anothEr gEsturE of official 

confidEncE , ThE FrEnch boursE likf. thE London stock 

EXChangE was morE affECtEd YEStErday by thE incidEntS 1n 

the: l.tEdi tErranEan and thE Far Bast than by domt:s t1c 

evEnts ; 
Regraded Unclassified



FS 2• No . 578, StptEmbEr :5, 7 p .m. from London 

tvtnts ; indEEd Frmch rtntEs wErE lowEr on thE day. ThE 

~ErgEncy powtrs to ltgislatt by dEcrEE Wbich wtrt givtn 

to thE FrEnch GovErnmEnt havE now ExpirEd and thE 

Chauttmpa- Bonntt programmE or financial rEhabilitation 

may thErEfore bt said t o havt tntErtd upon its atcon~ 

and mort important phast . Tht first phau has involv!d 

thE passing of a grEat many dEcrEES covtring prsctioally 

thE wholE ran&E of Frmch economic lifE and thE GovEMD!IEnt 

may ctrtolnly clai m to havt madE thE moqt sErious &tttmpt 

yEt se:m to :n.GurE a complttE rtha'!:ilit<l'Cion of Frr.noh 

financE . ThE r.ovErnmEnt con ol~o cla im to havE mtt with 

somE SUCCESS . Thty haVE arrEottd thE !':Light Of. :lRpital 

and t hty haVE laid dom a conprthtns1 vt policy which if 

faithfully pursuEd will und<?ubtEdly vastly 1lnprovt thE 

condition or Prtnch financE . Tht programme baa involvEd a 

fu1•thEr dtvaluot1on of thE franc to about 13:5 though 

furthEr dEval>lation may bt ntousory, for thE who~ualE 

p~icE ltvEl in FrancE has risEn in thE past f1ftttn months 

from 372 to 589--thE imposition or nEw taxEs dirECt and 

1ndirtct, widt EconomiEa, a drastic cutting down of public 

works schEmES and a plan for railway nationalization 

which was cErtainly nECEssary in ordEr to rEduct thE 

htavy and growing railway burdEn on thE budgtt . 

GovernmEnt sEcuritiEs havt madE only a rElatiVEly 

Slight rEsponsE to all thESE mEaSUrES of rECOVEry though 

thEy 
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thEy havE includEd thE EstablishmEnt of a rtntu Equaliza­

t i on fund aDd tlu: rEmoval of tht tEn pEr cEnt Laval tax 

on thE intErEst dtrivtd from rtntu , On JunE 28 when 

ll , Bonntt actually took officE thrEE pEr CEnt rmtES 

stood at 69 . 60; thE currEnt quotation or 74 . 45 shows a 

40 

risE of only stvtn pEr cEnt , This indicatEs that 1 t i s 

still too soon to judgE thE rEsults of thE Chaut£mps­

BonnEt plan. Of coursE thE programmE w:>uld bE complEttly 

upsEt 1f undEr pol it teal prEosurt t hE GovErnmEnt had to 

rEsumE t h E 1r social rEform and rtst1•1.ct t on policy for that 

would wrEck t h E plans for rEstoring EQuilibrium 1n Frtnch 

Economic 11ft and st1mulatin B hEr production and tl•adE on 

sound lints , So far thErE has bEEn no rEturn worth mtntion-

1ng of FrEnch capital and i f thE programmE of rEhabilita­

tion in thE sEcond phasE s uccEEds i n bringing any sub­

stant i al amount of capital back to FrancE thEn it Will 

bE possib l E to say tha t thE great problEm of rEstoring 

confidEncE hao bEEn solvtd.. l!eamb 1lt FrEnch capitalists 

havE bttn givEn to undErstand that 1f thEy bring back 

thEir capit al by tlu: md of thE ytar no pmal mEasurr:a wlll 

bE takEn against thEm, But clEarly thE capital that bas 

b EEn stnt abroad will bt 1n no hurry to rttum pEnding a 

clEarEr ind i cati on than it is possiblE to obtain today of 

thE rEsults of thE GovErnmEnt 's policy, " 

KLP JOHNSON 

Regraded Unclassified
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TREASURY DI:PARTMIENT 

DA ... a.p--.a, tm 

To leoretu, llorctaU... 

~ • • .L. Bal'ri. 

'~qte$!4 Iegee ..,..., h•i• lrwi• 

IIIDI. 

1•1/ fff, (1.15-38) (1- 1/ • , ..... , 1. 02 t / atlaAa --.. 
1-e/ tf, (t-1&-40) (Z ,..ra) 1.110 12/ U.U 

1--3/fff, ( t-1&-40) (a ,..ra) 1.110 ~, ..... 
1--3/.fl/, (t-16-U) <• ,....., 1.68 1a/aaau 

2'/o (t-1~) (II ,....., - af./ aa w 30/ aa..u 
'· 

!!!! 
3-1/2'/o (9-~) (7 , ..... , 2. 40 z /aa.u 
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Cloe1Dc 314 Cloll.ac JU Jetctauc-

t mna lop4t mu• he,?»• Prieta S!pS.Id t or per1o4 

'J.-3/8• 1940--4:1 (J'aa) 105.28 105,? -.21 
'J.-3/8• 1Kl-43 (liar) 106.23 105.111 - 1,4 
'J.-1/ 41 1941 106.20 105.20 • 1.0 
'J.-3/8• 1~7 107.19 106. :: -1.1? 
a-1 I 4• 1943-411 106,31 105.14 - 1.17 
3-1/ .. 1944-fG 106,30 105.9 - 1.21 
4• 1944-54 112.16 llO.lt> - l.:lll 
:.03/4• 1946-47 103.11 101.28 - 1.18 
3-3/4• 1?46-!56 111. 109,2 -1.30 
3• 19t 6 48 104.30 103.14 - 1.16 
'J.-1/8• 1946-49 105 • .25 103.31 -1 , 28 
4-1/ .. 1947-52 117, 115.16 - l.le 
3-3/4• 1948-51 101.18 99, 30 - 1.20 
'J-1/Be 1949-62 105.19 104. -1.19 
~1/2• 194i-153 99,3 97.14 - 1.21 
3-3/4• 19151-54 100.20 99.4 - 1.16 
3o 19151-56 103.20 102.4 -1.16 
3-7 /8• 19155-60 101.15 100 -1.15 
3-3/4o 19156-159 100. 115 98.30 - 1.1? 

Zl:!!ll!El 12'11 

'J.-1/4& 9/16/37 100.20 100.8 - .12 
'21-6/8• 2/ 1/38 101. 5 100. 27 - .10 
3o 3/16/38 101,22 101,11 - .11 
3-7/8• 6/115/38 102.4 101.22 - .14 
3-1/~ 9/16/38 102.6 101.~ - .13 
1-l/2a 3/115/39 100.30 100. 12 - . 18 
3-1/ 8• 6/115/ 39 102.1 101,16 - .18 
1-3/S. 9/15/39 100.21 100.3 - . 18 
1-:r./8• 12/115/39 100.21 100.2 - . 19 
1•5/8• 3/115/40 101, 100.12 - .20 
1-1/~ 6/15/40 100,20 100. 2 - .18 
1- 1/2• 12/15/40 100.18 99.30 - • 20 
1-1/~ 3/15/41 100.16 99.28 - .20 
1- 3/8• 6/lli/41 100.1 99.16 - .1? 
1-) , •• 12/15/41 99.26 99, - . 26 
\-3/4• 3/15/42 100.33 100. - .23 

• c1oatnt; pr1eee tbe da7 betore \be reean\ 4ac11De beJIUI. 

.t.pri1 1 (7ear'e low poi nt) 
JIUie 6 ( Saturde¥ before announe••nt of June 

f1Daneim«) 
.t.UC~>e\ 9 (recent hl.ch point) 
Sept•ber 2 

.t.Y, pr1ee of 
!!"!t!!!7 Bonde 

103,04 

104,74 
105.64 
104.12 

Cvrat 4: 
11t14 

1,tf 
1,74 
1,75 
3.35 
2.28 
2.311 
2.40 
2.50 
2.156 
2.51 
2.61 
2.50 
2.75 
2,74 
2,69 
2.82 
2.82 
2.8'7 
2.82 

0 .Ill 
0.42 
0,67 
0.78 
1.28 
1.28 
1.33 
1 , 35 
1.47 
1.47 
1. 62 
1.64 
l.fll 
1.49 
1.75 

.t.Y. Ji•l4 oa 
'fr·•!Hl Bc·Dda 

2. 70 

2.151 
2.40 
2.615 
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TREASURY DEPARTMENT 

INT&R OtrPlC-a COWMUNICATION 

....... SEP 3 1937 

•o The Secretary 

,_ HeriiiiD Ollplumt 

R.e z (,g18lati Vt Rooort 

S!parz of Tbia Reoort• Attached ill the final cbarl on the progress of 

our legislati on (other than internal revenue) in . the firet seaaion of the 75th 

Congress, which indicates that out of 32 billa recommended to Congress durtac 

tbe eeaeion 22 heTe been enacted into ln and 10 are etill pending. Tbie COli­

pares fuorabl;r with tbe 1936 eeaeion wben 21 bWe were enacted and the 193S 

ses sion .,hen 19 bWe were enacted. Tbe etatue of the GovernJ~eDt l!eorganiz;a­

tion Bills i e aleo indi cated on the chart beoauae the Let:illlatiTe Section of 

this office expended a great uount of time and effort in performing the legal 

work (drafting bWe, preparing supporting data, co-.ittee reports, etc.) in 

connection with tboee billa. or the lO Treasury-sponsored bWs which ware 

left pending in Congreae, 6 ban passed one Houee and two of tho .. a.1x baTe 

been reported in the other Bouee. Tbeee pend.\JI& bWa, of courda, do not die 

ae tbey wou1d at the end of the lut eeaaion of a Congreae, but continua next 

eeseion f'rom the point the7 reacbed. at the end of the session just ooapletad. 

Detailed stateM!t of 11tetue of pendinB bill!. 

(1) The Qenlbul Cuat9p BW. This bill contains ~ coaplloated 

and technical •..v!•enta to certain •d• lnhtrat he proT1a1ona of the Tu ltf 

Act of 1930. B. R. 67.38 w .. introduced b7 llr. Daughton on April 28. The.-

attar extendve public bearing• and exeautiTe aaaaiona were held before the 

Ways and Ileana Coaaittee l .. ting over fin weeks . On August 3 tbe Coaaittaa 

43 
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reported a clenn bill (B, 11 . 8099) which ne paaeed by the lkluae 011 .laguat 19 

and eent to the Senat e where it is now pending before the s .. ate FiDance c-­
lll.ttee . 

(2) lpcreaae the !!ttici eoct ot tbe Coe1t Qus.rd. !'bia bill i l deaip>ed 

to prortde a eeleet1Ye qat• for weeding out 111co.petent Coaet Guard otticere. 

The Sl!nate bill (s , 2S7S) paaeed the Senate 011 luguat 7. !he Bouse bill 

(B. R. 7486) •• reported by the Bouee Werebent llar111e and Fiaheriel Oo.ait.­

tee oa luguet 10. ltteapta by Chei.run Bland durillg the cloain& dq~ ot Coa­

greea to secure tbe paaea&e ot tbe bill by UDaniJooue consent 8Dd by auapeD-

11011 ot tbe rulee were UDeucceeet'Ul, but he Woru ua that tbe bill 1li.ll be 

passed by the Bouae on hie C-'-ttee• e first calendar Wedneed.,- call attar 

Congress convenes 111 J anua..,.. 

(3) lorfe1ture Bill. This bill provideo for the aehure and for­

fei ture of Yeaael a, •ehiclee, and airer&tt ueed to transport narcotic druc•, 
oounterteitillg -teriale, and tireuw.e. 'fhe Bouoe bill (B. R. 6281) ne r ... 

t arred to a subco.-J.ttee ot tbe Jod1claey Co.aittee which r eported tile bill 

fnorabJ.7 to the 1'Ull co.ittee. The 1'Ull co..tttee considered the bill but 

f ailed to report it out pr111cipall7, we believe, becsuaa the bill veltl the 

power to r.-it and llitigate forfeiture• 111 an adaiJlietratin ofticer, the 

Secretaey ot the 'rrea8U17, The aentiJieDt 111 tbe Bouae Jod1ciaey 0-'-ttee 

bu tor a len& U.. been opposed to •cfalnlatratin r.isaioo and ait1gat10D. 

ltter a bitter tight 111 1935, tbe Co.aittee aat~tded our proposed' Liquor Law 

Repaal and Enf'orcMent lot ao ea t o ... eat 111 the courts the power to reait 

and a1 t i gate forfei turee 111curred under the 111ternal reTeoue Uquor lawe. 

It ~ be naceaeaey to agree to a ala1la.r aaenclaent t.> the present bill 111 
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order to get 1t out or the Bouse Co.ai ttee. lie were a-bat unfortunate in 

baYing the co.panion Senate bill (S , 2389) referred to a subcOMittee of tbe 

Judiciary 0..-ittee beaded by Se11ator Burke who was in the tbi.clt or the court 

fight tbrougbout the ctire sesaloD. We do Dot &Dticipate •cb ditticultT 

naxt aess1011 011 the Senate aida as Seoator Burke bas Y1rtuaJ.l;r usured ua 

that he will gat proapt action on the bill, 

(4) !ixt!!Paion of the Jteyea-Elliott Aree. '!'he S!!Pate bill (S, 2339) 

was opposed by the District Co.aiseioners who desired en aaeadaent which 

would heYe required tbe Secretary of tbe Tr""IIUrJ to obtain their appronl 

before closing srrr street& in CODDection with the acquiaitico of laDd aid 

the conatruc11on of 1'ed~r11l bnJJd!ogs thereon , Senator ling retuaed to re­

port the bill unleaa &D agreement could be reached between tba Diatrict ColD­

missioners and tba freallllrJ Department. ShortlT before the end of tba aee­

aion a coaproaise IJIIelldlment was agreed to. 'l'hareup<lll Senator ling reported 

tbe bill and aecured ita paaaq:e , The Bouse bill (B. R. 1653) was intro­

duced on January s, but in Tin of the contronray OTer the Senate bill it 

was not CCil&idered adrtaable to atteapt to secure acti on on it. 

(5) .Preference ill Vpit.ed St!\tll Proceed1ru!t . 'l'his bill prortdee 

for the granting or preference on Federal district court dockete to oueto.s 

and internal rnenue traud cues. The s..,ate bill (S . 2.386) was passed 2ft 

August 6 . '!'he Bouaa bill (B. R. 6282) waa referred to a subcOMittee of tbe 

Judici ar, Coaaittee and aeYeral executiYe eessions were deYoted to conlider­

ation of the bill , '!'he aentiaent of the eubcoaaittee was not faYorable to 

the bill and DO ection waa talcan UJKlll it. However, it 1a felt that it ruq' 

be possible during the naxt saas12ft or Congress to persuade the ooaaittee to 
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report this legisletioa favorablT• 

(6) <'•'aorat1Te Coine. This bill (B. 11 . 8036), which was intro­

duced 'b7 CoagJ-UBIWI Cochren of the Bouse Coinage Co.-ittea, ~ be coa­

aiderad aa a substi tute tor the !reasur)'-apoaeored bill (S. l89S) which pro­

Tides for the etrild.n& of COIIIUIIOrative 1118dale in lieu of coi.De. The Coobren 

bill, 1n effect, repeale (with three exceptions, including Representat1Te 

Lewie 1 .AntietaP bill end Senator Gle.ae 1 lforfolk bill) all coin acta enacted 

prior to the eftect1Te date of the bill. This hill pueed the Bouse on 

August 2 and ie now pendlng before the Senate Banlc1n& end Currency Co.-ittae. 

(7) Checlss on PhiliPPine and Pugrto Rico !ru•t Flmds. Tbie bill 

exeapta public debt fUnds ot the Philippine Ielends and Puerto Rico frOG the 

operation of section 2l ot the Permanent Appropriations Repeal Ac~ 1934· 

It wae not introduced in the Rouse because ot the strenuous obj action voiced 

lut year·by the Bouse O...Uttee on Expenditures 1D the Executin Depert.­

aenta to the identical bill rhicb us then pending. The bill wee introduced 

in the Senate (8. 1644) but the Benk1n& and Currency COJaittae took no ac­

tion on the bill. 

(8) Philate1Y Bill. This bill .. ould pemit, with eertaiD lWta­

tions, the reproductioa ot 1llu.strat1one of toreigll and 1JD1ted State• poet­

ace stops and would proTide tor the publicatioo by the GoT81'11MDt ot t. 

etup eatalocue. Tbe Seaate bill (S. 2S50) passed the Seneta oa Aucu•t 14 

but the Bouse bill (R. R. 823S) wee not reported unt U August 20, too late 

to be acted upon by the Rouse. 

(9) Replac•ent ot :P'e<leral. Rume lfottf . This bill would author­

ise the deetruetioa ot the Federal ReaerTe note• ot the Seriee of 1928 and 

Regraded Unclassified



their replao.,.nt at the expenee ot the t1nite4 States rlth Federal ReMrYe 

notes ot tbe Seriea ot 19.34. The H<>:lM bill (H. J . Bee. 37'7) na i.DU'oeluoed 

on llq 24 and WU ret erred to the HoUM Ben!r1 n& and Curr1111"7 C.,_itteao Jlu­

uroua public baarl..D&• were held on tbe bill at which the legi&l.atin repre­

aentatiTea ot the frMII\lrT appeared and, upon the request ot the C....tttee, 

Chairman Ecclee ot the Federal ReserYe Board teatitied. Tbe hear1ns• were 

~arked by bitter political controversy uong the members ot the Comaittee 

upon the gold poliCT .91 the ~ration ,.,c1 the Republican l!lembera of the - . 
Co-ittee nrned the Cbeirun that the7 would CarT"/ the tight to tbe tloor 

ot the Houae. lloreoYer, eert&i.D Deloocratie aeabera or the C....attee eon-

tended tbet the Federal Reserve Banlcs ebould P&7 tor the 1934 notes out ot 

their surplus. Beo&uee of this conflict 1n the Ca-1 t tee, Cbeirman Steacall 

wae reluctsnt to D.ttempt to secure action on the bill and after some 11011tbe 

delq, the bill n 11 crowded i.Dto the background by the C....tttee ' a coneider­

atiOD ot the Hou.i.Dg bill. 

(10) District ot Coluabia Credit DniO!!!· This bill would tro.nefer 

the juri&dietion of Dietriet of Coluabia Credit Oni01l8 from tba Dittriet 

COIIIIDissioners and the Comptroller of the CurrenCT to the Farm Cred.it .ld.in­

ietre.tion. The BoWie bill (H. R. 7265) waa i.Dtroduced on Mq 27 but it waa 

illpoaaible to eecure action oo tba bill bec&uae the Dietrict C....tttee waa 

be&~ loaded rlth Diatriet legislation. In addition, the tro.nefer or Jlra. 

Norton !'roll the ch&irMD11hip of the District C...aittee to the cheiraUiahip 

of tbe CO!IIIi ttee Oft Labor reiiUl ted 1.D temporlll')' di110rgenizat1on ot tbe Dill-

trict COMJ.ttee. 
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lluri!lg tbe put aaaaioo the Deper1a.ot c0114ucted lepalati•e buain .. e 

with ~>bout 23 ot tlw 43 oo..itteee ill tbe llollae Uld aboQt 19 ot the 33 o­

aitteu ill tbe s_.te, Uld repre-tati•e• ot thia ottice appeared betore l3 
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tBFABQRX LI Q I QL AJIOP 

A, 8U1t Plt!sttd 

1. 'VPlLIZJ.tiO!I lUJD. t:lt.tptl9P oC 

'· npop ARUS· Allocet.top gt l\ande tor 

) , C. l. POtTS .AJrD C. H. !wp. Rtllt( of 

To a.ut.borlt:e ~t. to PottA and luobr of t.he Co.ut. 
OMrd, u.. .... ot USQ.'6 ..., fl25. 7), "-·~·~· 
tor ~ to pereaaa1 propr:r1;J "'-.lt.~ rrc. fs.r.. 

0 ' · 

6. 

GQI 1. JU.QI. RtlleC ot 
To allow eNd! t. to t.be eooount.t of mea tor U26.4Q, 
re,.-.MntlDc tbe di..UO.td por\lon or tl38 pdd b)' 
b1a tor etl"tain &11" t.Nntpol"t.&U.on. 

~~·~'"-."~~~ illl\.r'IIOU• at.a.tt (the pro.. 
lUllS t.IITM ci.WM .f.Mt.ructor-a) for t.be Co .. t 

Ac..s-.J aDd t.o c:Ntot... • loud ot ftdton io 
OOIMbt f4 .-bue of ~\\.Me biDd.1J.ac Cout. Qur4 
M\\en, 

7. C:APUD! !!!?'!! •.ag. OO,W CP'MQ. polltt ot 
~ a:~~~:lborl.M th• s~ \o ,_,- t.o Pt&llllp lblton 

PMllJp~;~ u.. ~ ot tm ill .. uat&ct.loa. or • Judc­
.... t 1a that. - aeeved b7 Pb.lll1~ .U.t Capta..lA 
8).a):a 00 Octo* 12, 1934, 

8, 'PRII91 prDORt.fiQ!S. AsStpt.ann pt bJ C. G, Otfloere 
fo eut.borhe YUioue Cout. Ou.r4 offioen t-o ae-oept 
c.-ua torei.£12 d.ooraUooe -.nd diplOMa. 

9. mum;s pr W!m· Pt!H' . tiLN! 
to prortdo tor t.be ~· beU... \be Oll.it.ed St..e.t.aa 
and U. 0a1oo ~ C.O.,..:, of c.ertala. propert.1M 
1a OOGDeCti(lll 'dt.b U.. tvc.1 ,.., lil&1.l.4.1zl& dtA at. 
Dallu, Te:DA. 

1,, Jp;pt L, '1!!"7' Et AL .. lelhC pt 
To ..U0. in t.be ICICOIID\e or ..... H, for.:r ~ 
oledt, frat Whit.e1 G. 1, Wee, 1. f, tat.e, tDd W, 0. 
Wood•, to~r rr.....tlre.n, U.. • .,.. ot t5,.241. 47, 
t57,"".72, $643.00, tu,664.94, end. $.1.0718)). 29, rea.,.o­
t.l••l7, "'pr.MnUAc dl•e.ll .. ance• 1D t.bd r e.eeouau. 

Appro•ed lan\WI.I'1 23, 19)71 Public lo. 1. 

Appro•ed Februry 24, 19)7f Public Rea. Jro, 7. 

Appro.ed A~TU 1, 19)7J f'rlqt. Wo. 19. 

~ iprU 1$, 19)7; PoWc Jo, "' 

J.pp~ 11&a7 25, 19)71 Publlo Jo. us. 

Appro.ed 1u17 a, 1937; Public lo. 192. 

~ J'al;r 1, 19J7J J'ubllo litt. ••· SQ. 

A~ lall' t , 19)7; Prt,..t.e lo. acJI, 
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f">J mm 
1$. PLisnmrtp D m cow mw. ITO· Appro'te4 .lv.l.J )0, 19Yh Public Jo. 234. 

To •Uiort-.. ~.S.GIU or .Uat...t.e tor 1, 2, or ) 

1~; to ,...t.t. detcltt• or .U.Wd - bQ'ood u.tr 
\c'M r4 -.11-"-t whm a~ 1a t.lM pablle ~ 
Wree't.; t.o U\«<d. to ~rtonD~ (oot. Oh1.1) Us. f"&eWU•• 

of ~· Publio nmth S.rYice; .&:liUOO&l ainor ~18100.. 

U. M6Jtt8DIJU IIW. 
1'o ocmtrol UN eel.41, po ...... ioe, •t.c· of aar-lbtaaDL 

11. f'II»!!D orrpcms •n.& 
To 1DcnaM u- pmUMct. or -.cood, iblrtt, fl'ld aab­

aequeot otttodtre aplnt\ \b4t nareot!o la••· 
18. OAtHS· Rtl)f!f,lt ot 

To dltJ*I.M wtt.b ~ or oath~; of ort"le. tor 
...-.rr ....,, 1a aw• .-,... U.. pcM.lo tat.enoltta 
dU not be Joo,.,.u..d. 

16QS R. IQD Bmmst 
To aut.bor1H t.be acceptance of the ~u.ttt. t.o 
\.be OD!t«l 8t&tAt CCID't.&irl*' 1D t.lM dl1 ot t.he 
lat. .l..., ~ a.J.t.b of tCIDku-t, I. t. 

-- - 1.41 ... bU • ••• 291. 

21. pew! BJLI, 

t.o $600,000 \At • lDor 
a revoblnl turu1 t'f&i.J.able 
atUl. for aJ.n,or 0011llo 

To .... u.. Ad.J•t.C eo.,...._u. ,.,...." Ac:t, 
19)6, to ~ tor U.t HC:Ih .. t. to Ua. V.Ut..s 
StAte• of ~\a t.o d.o....S nt.l"'lllt, which pq-

•wt.e -.ould ot.htrriM uo•t t.o the put1011lv 

St.At.e or ooo.&Ot..r'7• 

B. 1 1 U.a PtptUM lp Congr!U 

a. D!CI!WJl lfotctpcx or ooyr asww 
To prorld-. Or YOlunt.uJ 4Ln4 to•o1Qn-t.&r7 rtUre­
... t or otttMn or U. Cout. Odnl. lftYOlwt.­
\UY re~t. lt to M broc&Pt. about. -,. octtoo 
of \lw rr..\d.ed. u:poo u.. u. or • 
PeHQIIIIM.l loud ooo-.....CS tor \lJA:t purpo ... 

). rPRPm9RI BJU. 
To pro'fidt tor tlMI .. 1S\lft tnd torttltur• ot 
~. •thlole>t, &114 &lJ"'r&Ct. 'liNd w t.rau­
pon. ~\.lt 4"P. oaua\.t;rltJ."i.D.a -wrh.l. 
t~, .u. 

r ,u ... 

s.,..t.o C-.e:rc-oJ 
BoUlt .. robant. Jlar!nt 

and Pt.lbe:r1H 

ludlOlUJ', both flou .. 

Ac!iiopt.tke 

• .... 67)8 !lltro. •pr. :zs, u.. 
t.ll'ltl'f't pu.bllc b.ea.ricc• mel 
oxeout.ht ... tlQI!It before wb­
c.-.lt.\.M• blll rt1nt.roduct4 
u li.R. eD99 CJD ...... :2 atld. r.-
por1ood .......... )I ,.....s 
........... 19. 

S. 2'7' ...-porioed 11117 22 
...... s ........... 71 H.A. 7(~ 
t.J\t..ro • .1\UI.e 11, pub. b.tuiace 
&nd U.OO.lt.l'f't .... tou, npor­
... -"'C· to. 

s.a. ~1 iAtro. AprU 9 , pub. 
JM&rlnc• and w;ewt.l'f'e HN1ou 
betOH eut.oc-it.t.M, r.~l"ted 
_,. w"--J.t>,_ t.o r.ll .,_,._ '-­
,_, ., • Ul9 111 tro. ...,. 1.0. 

s. ~" ill\.l"'- ..,. , _ ~- ~ 
inp ' J't poT t.ed aftd P"•ttd &eo,­
tLt A.q. UJ R.R. 16, .lnt.ro. 

1M.'· 
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?.!~~~~~ 
Repe.U Act, 1A orcter too prev.nt. cover!Ag a­
to t.he rro&•W7 ot a..aouD\1 ot check• on •cQOUDt 
ot pobllc debt operaUona of the Pb.U1pp1tl.• l t-
laoda and Pu.erlo Rico, wbicb ..,.. n.ot. pl'eMftt.ed 
tor 5*,711Ct .S.Ut1A t~ prtNribed period (d 
ot fiscal rear t ol.l.owlq: ft.oal 7Mr or U..). 

Cwlts.n 

8. PlliU.ftLI BILL Cst.yp CC!te1 ttrl Jad.lolar)', bot.&....._ 

to pand.t.. ..S.WA c.w1AJ.a UalLaUoa.a, the r.. 
.............., <4 lllanrou ... ~ to~ """ u.s. 
poMtap at..a:;-.; to ~ tor \lie p;abUab-
I.Da bJ' the Go.en:uMot. or a •'-P cat.alogoe; Mid 
<o proldl>h U.. O&lo ot plo .... 

N8el'VI 

aot.ea ot Sert.a or 1928• M4 t.belr replace­
~t bJ Federal re""• not.eoa ot t.M S.riea ot 
1934, or a later aerlea, at t.M expeaae ol the 
11ulted St.-tea. 

75!9 C011GR!S8, lit. 81SSIOif 

1. t[!IVIST1UTm 18§JM61t8 TO PJ\P§mW 
To ut.borlH t.be Pr .. l4ect~ t.o appo1Dt. oot. to 
UOHI2 .t.x .&.iDiat.nt.t.l•e ... ut.aot.a. 

~. R:ll2fCdtZ&.IIO! J.CT qr 1!" 
fo •t.borlM t.lllt PI"MJ.4eo\ to ,..,.... .. ac-­
Ci .. of th• Go'fat'a.MO\J t.o Ht..ltUIIh U.. n.:part..­
... t. ot w..l.rareJ and t.o bfo'IAI ibe lDdeJ)el:ld«lt. 
~\.01"7 ~ .. lou tdt.b.tA t.M Praddmt.1 a 
~t.uy coa\.1'0]. .• 

flouN S.lM\ Co.nit.tee 
on go..emMDt. Orpab.a­
t.1oo. 

..._. S.leot. C~t.t.M 

- Go ....... t. Orpa.l-­
u ... 

) . Bouse S.ltot. Co.lt.t.ee 
on Gonrn.ent Oraudu­

Buds.et and ACOOW'It.l.na Act., 1921, by t.ton. 
br1ftaln& \be Geo.rt.l Acoount.ift& Otrtce wit.hin t.M 
u..euUft br&ch ot Ute Oo't'e!TIIIetlt., eJ..arl.1'7'!.0 
Jvbdict.iwa ot Gae:ral Ae-ooua.t.ia.c Otrlce, ta.tt.bor-
1~ J.ttonlt')' Cenerd t.o reader opizL1.cxla ... t.o 
Jvi.acU.et.tcwa ot G•erd Aeeount.l.n& ONte., aed ..... 
t..bU41MAC \ht otflM of" Aud.lt.or ~ n tla po-er 
t.o Mk• an Std•~•" ...S.l t. or \he n..ceJ. t"J'WIU­
ao·Uou of" the Go'la~\. .. • -a-t ot ~. 

8 • • • 110)6 .. - - ..... a, 
nterred to a..w IMkl.ac C!!ld - ... 
s . 164.4 lntroductd '•lrnul.r7 
19. 

B.l. tt.a. 3'77 ln\.r'O. M.q 24, 
pabllc be&rin&•· 

a.a. '1265 .t.otro • .., 77. 

8.11:. 77')0 1At.ro. 1\ane )0 IID4 
...,_ ... IIOJ¥ 1 . l'a- .._ 
1u17 rt Mit ,..r.f'1"ed t.o S.•t.e 
S.l.ot. c-s.u. .. - eo.u....rt 
OrpD.tsa tJ..oe • 

..... 8:202 !At.ro ....... 9 ad ,.... 

............ 10. - -J.Jac. 13 uct r.ternd to a.aw 
Sel.,ct. eo-s. t\.M Oft Oo•~t 
Orpalatioa. 

B.R. 82'76 lnt.ro. Aq. l8 Uld 
nport.d. &u,c. \9. 

' · cnn. S!'1l!JCI JGr or un 1ouM w .. " e- tt.t.ee a.a. sm latroduoe4 w ...-
to abolld U.. Ci~l le-rrto. eo-laa101l1 ud • ._ oo Oo• e..-.nt Orpd..... por1.ed .tap,Jrt 18. 
t&blbb a Ci'l'il Sentce Adalabt.raUon and. t.o Uoo. 
pt'O'fide tor \he ut.,atoo of \he cl.uaifbd c1T11 
aerrtce Wid .tta. pi'O't"U10tll ot th.e ClualtlcatJ.oa 
Act. ot 192). 

,. RPQf!JWUTIOII ACt Ql 1!'7 C'PAtll 
Tbia 1a M oaalbu bill lltl.lcb d.a.la ri\b all ot 
\.be wbJ ect.a OO"f"•recl 'b7 \be tOIU' Jlou.loe bll.l.-
.. ~. t.biN bd.Ac, ._..,.,., ._. 't'U'l.a:UOD 
l.Q. M't.aU bet.we. 1 t.a ,....,.._.._. tiD4 t.boM ot 
u.. ... b:Ula. 

hn.tt.a Sel•olo eo..J.t.t.M 
OC'I eo. • ..,.....,, Orpal ..... 
uoo. 

S. 2970 int..roduoed Md npol"­
t..d ~·t.l6. 

' 
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011phant 1 e memo ot thie date on poea1ble 
situation• 1n eYent the NeutralitJ Aot were inYoked 
1a attached to d1arr entry ot Deoeaber 2, 1937. 

See aleo hie aemo ot Jul7 15, 1937 (tiled 
that date 1n the diarr) on the same eubjeot. ( 11 ':\ 

1.. "" 1'1>~. S"l) 
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117 4eU" J&r. !atlors 

DEPARTMENT OF STATE 

WASHINGTON 
September 3, 1937 

fttll nforaoe to wtt loner of Jill7 ao, lta7, 

.a4 pr.noua loUero tnno•l UlJIC oerW.la l.nfor.aUoa 

la r.,aN to oon4Ulono 1n tJM 8o•1et pl4 ln411•'"7• 

I • oaoloa1JIC a oop7 of a tlll't!Mr oont14enUal 4oa­

pa'oh oa that oubJoot ldU.Cih hu bloD nool .. 4 tl'oa 

ov la'bala7 1D Jloaoow. 

11Doel'll7 Tour a, 

1olll na .eollllit&rJ of lt:ates 

laolOIWOl 

llo • ..a, tJooa lloaoow, 
Aup.n a, Us7. 

fbo IODOI'ablo 

lfQIIO f&Tlor, 

:=: ... ~~~ 

Ao111JIC loOI'01iU"T of tAO fl'IU111'7o 
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n w111 " ao'-4 ta~at ... Cbllpp .-.-.. U~at ._ 

'"ln 1111thor1U" oalRlato that tbe thHNUoal ~owr 141 
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.RE SJo.PTElmER 15 FINA11CII1G September 4, 1937 
9 : 35 A.!.l. 

Present: 

li . !.I . Jr: 

Bell: 

H. M. Jr : 

Bell : 

H. :I! . Jr : 

Bell : 

H. li .Jr: 

Bell: 

H.lt.Jr: 

Bell: 

8 . 1J .Jr: 

l'aylor : 

H. lf . Jr: 

Bell : 

lir. r~~·lc::' 
:Ar . Bell 
.tr. Haas 
Mr . Locnneua 
lilrs .-l otz 
:Jr . Ha n:!.s 

Now :Jr . Bell, I t hink before Ne get to New York -
would you mina sKetching for me, bringing me 
up-to- date as t o Nnere we are, with the present 
bill program; you .roo·,. , Jus t what t he financial 
pi cture is, ana the balances . 

O. t<: . ",'lell, .1e estimated that 11e 1d go out of' 
August »ith 8J4 million dollars with the bill 
pr ogram that we carried through; Ne had about 
820 million . 

Yes . 

This contempla tes that we put 150 million dollars 
1n Treasury bills out in Sept ember, wi th maturities • • •• 

September, how much - 150? 

150 . 

Yes . 

• • •.• oaturing in December . That will make a total 
of 500 million ma turing in December. 

Oh, these a re December bills . 

Yes, sir . 

Right. 

We 've got one more of those to go . 

Yes . 

Nell, one more t o announce, two more to be paid 
for - 8t n and 15th. 
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'laylor : 

Bell: 

H. IA .Jr: 

Bell: 

H. :II .Jr : 

Bell : 

Tayl or : 

Bell: 

ii . J . Jr : 

Tayl or : 

Bell : 

H. M. Jr: 

Taylor : 

H. U. Jr : 

Taylor : 

H.M. Jr: 

-2-

Yes . 

This schedule that I have here also contemplates 
going rignt on ~itb Treasury bills aft er the 15th 
and continuing through Oc tober, which would make 
300 mi llion additional money maturing in ~arch . 

Yes . 

Ana I believe maybe - and I tnink Wayne pr obabl y 
wi ll agree t o t his - that t ha t schedul e ought to 
be pushed for war d t wo weeks . 

A lapse? 

Yes, sir, get t wo vacant dates 1n there so it wi ll 
gi ve toe mhr ket e chance to absorb whet we have put 
out, plus a cnence to r einvest t he 350 mill i on we 
a r e paying off; a nd t hat wi l l certa inly hel p the 
mar ke t for t hose two weeks . 

lie can s t ey out f or t wo weeks - be ver y nelpful . 

I t hink so . 

I ' m going t o r aise t he thought tha t Ne don ' t 
a nnounce any mor e t han 450, unless you f el l o Ns are 
committ ed t o it . 

We 'rs committed publicly to do f i ve ~undred into 
December . 

That ' s right . 

Supposing .te say tha t aft er my r eturn , when I see 
the figures , I change t ne - my mind . Ylo ul d tha t 
le t you fellows down? 

Not a bit . 

Huh? 

Not a bit . 

Beca use if it ' s 300 into March I 1 d r ather build 
t ha t up e l i ttl e bit ; we ' ll need i t more in March . 
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Bell: 

B. l.I . J r: 

Bell : 

Taylor : 

ll . II . Jr: 

Bell: 

H. LI . J r: 

Bell : 

Taylor: 

H.U.Jr: 

Bell : 

H. I.! . J r: 

Bell : 

H.M. Jr : 

Bell : 

I!.M. Jr: 

Bell : 

li .U. Jr: 

-J-

Yes, sir, t hat' s right . 

We 1ll need it more in lolarch. Let ' s · Just keep 
t na t in our mind . 

I think we could very well eliminate the 15th. 
I don't think i t would go ngainst what you (Taylor) 
have already said . You said •contemplated." 

No, I said i t definitely . 

Think it over . I don't want to do the slightest 
thing that would embarrass either of you. 

It might nelp the market some . 

Think it over, Wayne. If I said anything, I 1d 
say "after consultation with Taylor and Bell, the 
three of us have come to the conclusion tha t ••• • •­
see? What? 

Wel l, anyway , that program •• • • 

It is something to - I think that Burgess and 
Harrison and those fellows would be bett er judges 
of that than I am. 

The main thing - l don ' t want to do anything publicly 
to undo anything that you have done. See whet I 
mean? You get me . 

Nell, wita tha t progr am I e stimated taat our 
balances would be, ern c£ September, 819 million, 

Just a minute . ~nd of Sept ember, how much? 

819 million. 

819 . 

End of October, 784 million . 

784. 

End of November, 644 million. 

644 million. 
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H.Y. Jr: 

Bell: 

H.J .Jr: 

Taylor : 

H. J . Jr: 

Taylor : 

H. !A .Jr: 

Bell : 

li • ..!.Jr: 

Bell: 

H • .J . Jr: 

Bell : 

H. :.l.Jr: 

Bell: 

-4-

Now, that contemplates 75 million dollars a month 
for gold . 

It' s been running more than that . 

Around ll5, 120 million in August . Now it looks 
as though t her e might be a little coming from t he 
~est - I mean £ngland . 

I sent you (Taylor) thLt r adio ..•• • • 

Yes, s ir, the boys have got t hLt for you. 

Incidentally , does anybody Know ~netner, if tne 
President invoked tne Neutrality Act, could •e s till 
continue buying gold fro~ Japan? 

Yes. ne can do r et.lly ~:ho t; 'lfe ".:ant to on tho t . 
"e 1 ve got a legal opinion - memorandum for you 
on that subject . You C< n call 1t off if you Vl8nt 
to, not do it, but it is entirely discretionary . 

\'/ell, if we took 50 million less now, thtJ t wouldn ' t 
be - j ust bUild tha t up into Merch . As a matter of 
fact , it1d be nice to have 51JO milHon dollers worth 
of bills coming due in March, wouldn't it? 

Yes, sir . 

,'."hat? 

Yes, it woulc! . And you could extend your bill 
issues into November r :.ther th"n stop;l>i ng them a t 
the end of October . See? 

!low, with the exception of gold you have f igured 
everything a t its wor s t? 

Well, figured about the .. ,ay it runs . \7e hit it 
pretty close i n August . lmergency was about the 
same . Got a little more unemployment trust than 
we figured; the t 1 s where t he ba lance went up. 

Your f ree gold , I see, is 161 mill i on. That has 
nothing to do with tne gold from devaluation, has 
it? 

Yes, some of it . 
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H.!J .Jr: 

Bell: 

H. M.Jr: 

Bell : 
• 

H. U. Jr: 

Bell : 

B.M.Jr: 

Bell : 

H. :.!.Jr: 

Bell: 

H. M.Jr: 

•ray lor: 

R. OI .Jr: 

Taylor: 

Bell : 

-5-

Well, you've got down 141. 

Oh no, that ' s the gold that was piled - part of 
it is the increment, but as we redeem National 
Bank notes it comes out of the increment and goes 
into free gold . You see, up under the first one 
tr.ere you have 141 million; t ha t will be reduced 
and your 161 increased as your National Bank notes 
are redeemed. 

If I spend the 161, that wouldn ' t be spending the 
gold resulting from the devaluation, would it? 

Well, to the extent that ne redeem National Bank 
notes out of the General Fund • 

Ho~ much would tha t be? 

Well, let's see now; I think toere is possibly 60 
mil l i on dollars of National Bank note gold in that 
lol million, since Uecember 22 . 

December? 

That ' s the day you started your sterili?.ation 
policy. 

~bout a hundred million aollars • •••• • 

As I recall , there was a hundred million dollars 
free gold at the time we started this policy . 

Has anybody aavocated spending that? 

I think before the fa ll is over you 1 re going to 
have to look at the gold thing again as far as 
the reserve picture goes . 

You mean it's a little too close? 

In spots it is very close . 

65 

I'd like to see you, while this gol d is lagging -
the imports of gold are lagging, stop the sterilization 
poli cy; say that what is coming in is more or less 
normal . 
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Taylor : 

Dell: 

H. /J.Jr: 

Sell: 

Tnt lor : 

Bell : 

lnylor : 

Bell : 

H.M.Jr: 

Taylor : 

Bell : 

Tto,ylor : 

H.II. Jr : 

Tnylor : 

H. M. Jr : 
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I th~nlt you' d ge t qui t e a lot of sympa t hy for 
t hat. 

We've got a billion •••• 

.. . . three . 

A bill ion, JJ5 million, plus your bi lli on ei ght 
i n the Stabilization Fund - three b~lion dollars 
in gol d l ocked up, w!llch certa inly can oeet any 
export demand . 

They ' ve got a damn tight potential situation up i n 
that New Yor~ district tnere . 

Well, tney won ' t edmit it. 

Wel l , I don' t know . 

One or two of the ba~s are in ..•.. 

Would a hundr ed million uollars help any? 

I t hink if you do what Dan is talking about ••• 

•.• f irst ••. 

••• first, ~nich is to scy, "All right, this i s 
enough ster ilization, Gnd tnen let's see what 
nappens" - just let it ease in. 

I t~ it would help everything a lot . 
we' 11 kind of - I mean I don 1 t kno1l no• 
busines s r ecession is , but it certainly 
market indi cates it ~as pretty bad . 

&ell, 
bad the 
- the s tock 

Not gett i ng any new orders; I don' t say not getting 
any , but i t ' s slowed up . Your pr ice s t r ucture , of 
course, has encouraged tha t , because you1 ve had 
fall i ng commodity prices and the boys a r en't 
r eplacing . But inventories - I mean your r et ail 
t r ade i s good; ther e nasn•t been any sl owing up 
in tha t appr eciably a t all . 

Wher e 1 s George? 
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Taylor: 

Bell: 

Taylor : 

B. li .Jr: 

Bell : 

H.M. Jr: 

Taylor: 

H. il .Jr: 

Taylor: 

Bell : 

B .~ . Jr: 

Bell: 
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Be ' s here . 

I haven' t seen George for a week. 

I ' ve been seeing him. 

Might as well sit in on this, huh? 

Be has a memorandum here . 

(On phone) Ask Mr . Baas to come in - and Kr . 
Lochhead, please. 

Nobody else, is there? 

Larry Seltzer, etc. 

I don ' t want t oo many here . 

Well now, oo you want to give me what you heard in 
New York? 

I think the best thing on that is Just to have 
Dan read tnese notes. 

If you want' me to. 

All right. 

The first conference we had was on the morning 
of September 1, with Ur. Garner and ~. Kraft, 
of the OUKranty Trust Company. They said that 
it was "essential that we have two issues. Indi­
cations are that the Treasury will have to issue 
one fairly short maturity and can possibly go into 
an intermediate bond for the second . They prefer 
a two-year note but r ealize that September, 1939 , 
is already filled up, so they suggest a three-year 
(September 15, 1940} at a rate of l-5/~. They 

1:)7 

figure that this would sell on about a 1. 55% basis 
or 10/)2 . They say that we could also sell a five­
year note (Sept~ber 15, 1942) at 2% but that possibly 
the Treasury would not want to go this high on a note 
which is fully tax exempt. They do not hesitate 
to recommend a 7-l/2 year bond (March 15 , 1945) with 
a coupon or 2-l/2% . They believe that the banks 
would buy the five-year 2~ note and they also believe 
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H.U. Jr: 

Taylor : 

Bell: 

H. M.Jr: 

Taylor: 

Bell: 

Taylor: 

H. !l. Jr: 
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that t he banks would b~ the 7-1/2 year bond. 
They are quite certain that the insurance 
companies would b~ the bond and that possibly 
t he country banks would be interested . They do 
not feel t hat a ten-year 2-3/4% would go at all . 

•Commenting on general market conditions, they 
feel tha t the market r ecession in the late spring 
went too far and then on the r ecovery it .vent too 
fa r the other way s o t ha t this present market is 
more of an adj ustment." That Has on the morning 
of t he first , see? 

Wha t bank is thls? 

Guaranty Trust . 

"There bas been no extreme liquidation in the 
present market but it is more of a complete lack 
of interest wbich has created a tbin market . They 
think t here might be some preparation a t this time 
for fall trade; they ar e not concerned with the 
pr esent reserve situat ion. There is · no indication 
that the present reserve situation is causing any 
pressure on the market. 

"There was then quite a di scussi on on the present 
Treasury bill policy of six and nine months. This 
is not so 1mportant 1n tbis financing, but for t he 
record tney are much in favor of adJusting our 
present maturity to ninety days and tax payment 
dates and ridding the market of the nine-month 
bills . They feel that if the Treasury wants a 
security of this kind, it should resort to one-year 
Tree sury certifica tes ." 

Excuse me - why did they say 7-1/2 years? 

Started off saying 7-1/2 , then t hey changed to 7 . 

You' ll see tnat et the next day ' s conferences they 
all d rift into a 7-year bond . 

The reason for it being that you've got '44 a r ather 
heavy optional year , see? 

'Nasn' t ..... 

<Locnneau and Haas come in) 
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Bell : 

H.:J. Jr: 

Bell: 

Bell : 
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And too, toe 7-1/2 was s.;eet enough on the first 
day. 

Wha t was toe bonus year? ' 45, wasn' t it? 

That wi ll only be about four or f ive hundred 
million; by the time you reach ' 45 it will 
probably be all out. 

(Mrs Klotz comes in) 

Tnis i s Colonel Pope and Mr . Love , of First 
llat i on:.l Cor poration . 

b9 

"i'nere was a general discussi on of t he cnorkct 
situction and tne a ttitude of certain i nvest ment 
poli cies of institutions with which tney bad come 
in contact . They feel that t he merket a t t hi s time 
ha s a mucn better tone and t hat it wi ll no doubt 
improve . They have been in touch with some New 
England lnsti tutions a nd many or them were following 
a policy of investing 90% of their money in govern­
ments a nd after a meeting of the Board of Directors 
as to wha t to do with the other 1\J%, would wind up 
by investing it also in governments . 

"They thought it was a mistake for the Treasury to 
consider putting out only ~ two or three-year note . 
Tnis would have the tendency of forcing the longer 
term bonds up through scar city . They believe in the 
policy of extending the debt over a s long a period 
as possi bl e . Vlhile in Chicago tuo weeks ago there 
.vas some talk of a ten-year 2-1/2% bond, and a t that 
time t lley thought it was worth considerll tion; now, how­
ever , the period of mat urity will have to be reduced . 
They thought tha t a 7-1/2 year 2- 1/2% bond was highly 
desiruble and would help the market . There should be 
a choice of two s ecurities, one the bond and the other 
a short-term of two or three years . It would be very 
difficult to put al l of the refunding into one issue . 
It Has their t hought t hat a three-year note a t 1-5/~ 
would go well. 

"They had contacted one prominen t banker in the 
Vlest who us uall y leans t owar d a shor t - term security , 
but this time said he would exchange his )-l/41 s 
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for u 7-1/2 year 2- 1/2% bond rather than a 
t hree-year l - 5/8% note , but that he would much 
prefer t o either of these c f ive -year 2f no t e . 
Obvious ly he Res thinking of his earnings . 

"In tneir inquiries as to the present market 
s ituation they have received divided opinions . 
Some have the opinion tnet the market i s s ti ll 
going down and others that it will go up after 
t he ~eptember finencing . The concensus of 
opinion is, however, tha t there wi ll not be 
very much activity in the market for some months . 
Colonel Pope expressed a personal opinion to the 
effect tha t he thought the market would be dull for 
s ome months to come . ~ • 

"They estimated t ha t about f75 , 000, 000 of the 
maturing issue is held by corporations. Tney 
xnow tnat General ~otors holds $26,00J, OOO and 
a re satisfied t ha t it will not go into any 
security wi th a maturity longer than two years, 
but if t hi s cor pora tion or others do not like the 
i ssue of fered they will , no doubt, sell their 
holdings in the market and take advantage of the 
premium on rights . They feel that a five-year 
2% note would pull more subscriptions than a 
7-1/2 year 2- 1/2% bond, but they believe tha t 
from t he standpoint of the Treasury the issuance 
of a bond a t this time would look much better and 
tnnt we coulo expect as many a s $300,000,000 in 
subscriptions for this security. They feel t hat 
the insurance companies will buy the bond . Tney 

70 

sa i d t ha t there was a gr eat deal of ta l k in the 
Street about a one-year l% security but it was their 
opinion tha t this would look weak from the s t andpoint 
of t he Treasury and might interfere with the nine­
month bi lls . 

•Tnere was t hen some di scussion of Tr easury bills . 
They also indica ted tha t the Treasury bi ll program 
should be changed some time in t he nea r future . 
They are of the opinion tha t the Treasury should put 
out a security like a one-year certificate for which 
t he country banks can subscribe . These banks are 
not now familiar with the bidding on di scount bills 
and tho discount on the bi lls is so small tha t the 
city banks will not go to the expense and trouble of 
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telephoning the country banks about this security.• 
In other words, they lack information because the 
city banks will not telephone . 

That ought to be "dealers.• 

What? 

That ought to be "dealers" instead of •city banks . • 

"City dealers," huh? I 8Uess you' re right. 

This is Kr. Ihlfeldt and Ur. Johnson, who represent 
the Savings Banks of the State of New York, and took 
Mr. Miller ' s place, who was sick. 

Oh, Miller, yes . 

And they also represent t he Central Savings Trust . 

Yes, tha t's what they are . 

But they were t aking Miller ' s place. 

"They said tha t there was about $10, 000,000 of the 
maturing security held by the Savings Banks of 
New York St ate; that t here was about $5, 000, 000 
held by tne Central Savings and Trust Company . • 

How much? 

Ten million dollars. Very small . 

"They said t hat the Savings Banks were not a t the 
present time bU¥ing governments and what few they 
are bU¥1ng are for a term averaging less than ten 
years . They say that their deposits have not 
increased during the past year because they believe 
a lot of the SaVings Banks• funds are going into 
building and loa.n association Government guaranteed 
shares; t but there was very little money now being 
loaned on mortgages. ~hey oo have some excess funds 
for inves tment but they &re unwilling buyers of 
governments . They indicated that it was t heir beliaf 
that all of the Savings Banks which hold the maturing 
issue would ·take anything offered in exchange rather 
than sell the rights. They seem to be waiting for an 
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increase in interest r a t es. They thought tha t 
probably the Savings Banks would prefer a seven 
or eigat ~year bond over " five-year note . Cer­
tainly they would prefer this over a tnree-year 
note . Savings Banks of the State of New York now 
hold t>l , lllO, 000, 000 of Covernment securities , of 
waich approxima tely 12% is in the various note 
issues . They thought tha t if the banks would take 
any bona offered they 1•ould hola it and it would 
no t fino its way bacA on the market immediately 
after its issuance. They tho~ht the Treasury 
could issue a three-year 1-5/8~ note and tha t it 
would sell for about ~ar a nd 10/32 . An additional 
issue of the notes issued last June would a lso go 
( l-J/ 4 1s of 194L or 1-Ya•s of 1939) . 

"Upon being asked what other f a ctors in the situation 
~ere oper a ting to r educe savings deposits, they named 
the Savings and Loan guar anteed shares, United St a tes 
Savings Bonjs and the increase in the sal e of life 
annuit i es . 

"Speaking for the Centra .l Savings Trust Company, 
tney ·•Ould prefer the three-year 1- 5/8% note for 
the $ 5, 000, 000 which it holds . They .ver e of the 
opL~on tha t the Treasury could get no secondary 
market from tnc savings institutions . " 

Excuse ::te jus t a second . How are our Baby Bonds 
going? 

All right • 

.. ~nat rate? 

~e did just over Jl million in August. 

iihat di d we do last year? 

26 . 

Running about 7 million a week, aren't they , \'layne -
a little better . 

Yes . August was pretty good; I mean considering 
ever:~thing . ~onsidering everything, it .vas as good 
a month for a dull period, witn a bad mLrket , as we 

72 

Regraded Unclassified



H.!.!.Jr: 

Lochhead : 

Bell : 

a . :J . Jr : 

bell : 

nave had . 

Pl eas e don 't - I 
for eign excnange 
today 1 s market . 

- 13-

haven 't a sked today wna t t he 
is doing . No t i nterested in 
I ' ll l ear n about it t onight. 

Go ahead . - - How is it? 

l,euiet. 

This i s t he luncheon conference with Governor 
narrison and ~. Benson of the Dime Savi ngs Bank 
and !Jr . Parkinson of the Equitable Li fe Insurance 
Compacy . 

"Just prior to luncheon r.nd wilile r.e ;-;ere waiting 
for ~r . Parkinson, we had quite a discussion with 
~. Benson and he gave about the same s tory as Wr . 
Ihlfeldt and llr . J ohnson on t!':e savings ben.c 
situation . n 

Is tha t Parkinson? 

No, t nis is Benson of the Dime Savi ngs . We were 
Halting for Parkinson to sho.v up end we had this 
little discussion. 

11a e has ~l, 5JJ ,JJJ of the maturing notes and would 
prefer & f i ve-year no~e or less . He says tout the 
only investment a~oney the t he is no .v getti ng ar e the 
funds coming in f r om the li~uidation of mortg6ges 
and, of course, t heir earnings . There are no 
increases of deposits . His mortgage r a t e is now 
51 and he is losing some of nis investments to lif e 
insurance companies wnlch ~ re offering a 4 to 4-l/2:{ 
r a t e . ne, of course, would l i ke to convert some of 
nis coee~ Government bonds into 5% mortgages , but 
this apparently is not working out very well . He has 
$14, ;)Ju, OOO in cush and says that mos t savings bonks 
a re i n the swne position . l'bey have l ot s of cash 
but IVi ll not go into long t erm maturiti es . He t hought 
tnat a seven or 7-l/2 year 2-l/2% bond would go and 
that the s~vings bonks mi ght buy some of t hem; but 
t hat a five-y eor 2~ note or l ess would be preferred -
more as a tea~porary investment. 

"At toe luncheon Wr . Parkinson said that be would not 
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wont notes for his company . He has none of the 
ma turing issue. If ~e were offer i ng a bond for 
cash, he would subscribe to t he bond end he would 
probably buy ~ seven-yecr 2-1/2% bond if it is 

(4 

issued . He though t other life insurance companies 
might aleo furnish s econdary markets for such a 
security . Be explained th~st while insura nce com­
panies would go into e security of this kind a t 
this time, it does not mee t their required eLrning 
minimum; t ha t his company is on a minimum earning 
r e4uirement of a bout J .OS . He thought other insur­
ance companies were on no less and probably a higher 
basis . It can be seen, therefore, tha t any inves tment 
of i nsurance co~panies in a 2-1/2]. security is more or 
less of a s top-gap and something to give them liquidity 
and a smell r eturn wnile awai t ing other inves tment 
possibilities . There ••c.s no c;uestion but wh~o t the 
insur~snce companies had plenty of cash as insurance 
business had increcsed and t ney .vere getting large 
receipts f rom repayments of loans on policies. He 
'NilS askea what he thought of the present situation 
in the money market . He r eplied tha t the present 
dullness of the bond marke t wa s due t o bad news from 
abr oad, the continued unbalanced budget , and continued 
r umor concerning the policies of the Administr ation 
on r educing the price of gold . He said t hls rumor 
was still prevalent and only this morning he had beard 
about it again from St . Louis . • 

That 1 s the only person who mentioned gold all the 
time we were there . 

I don't know whetner you (Taylor) told the Secr etary 
the story , but you probably di d . 

This is Ltr . Tompkins , of the Banker s Trust . He 
"started out by saying tha t the Treasury should 
have two issues . tie feels tha t we should venture 
into t he l onger terc - - say seven or e i ght yeBrs, 
as ne tn1nks there i s c present demand for this 
kind of security . 1hen WE should nave e short-ter= 
note ~hich Roula be a sure thing . Be would pr efer a 
two-yell r 1-J/81 or possiblr 1-l/2~ . Be thought that 
the combination sugges t ed of c tYio- year note and s. 
seven-ye~:r bond would assure success in this refund­
ing oper a t i on . He felt that the r eserve situation at 
tile present time is a f~octor in this market und th&t 
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the fall demand is now beginning to show up . 
Indications are that it wi ll require about 
$500, 000, 000 cash over present requirements 
to take car e of it. There is also some talk 
about the call rate being i ncreased to 2%. Another 
factor in this situation is the world condition 
which makes the m&rket nervous as they expect bad 
news at any moment . 

"He believes that there is a sufficient demand for 
the seven-year bond; that the banks will hold them 
as an investment, and we need not expect many of 
them to be thrown back on the market . He thought 
a three-year l-5/8% note \fOuld go but would not be 
a s sure as t he two-~eLr l-1/2%. His definite recom­
mendation is a two-year l-l/2% and a seven-year 
2-1/2~ bond . " 

No,, t his is Ur . Morgan and l.lr . Young. 

How old is Morgan? 

How old is he? I ' d say 55 . 

No, he ' s about - he might be J5 . 

35? 

Yes . 

Oh, is he toe younger fellow? He looked older . 

He's a son; be should be young . 

35 is the maximum, Dan . 

Which one was ~organ? 

The one with the black coat . 

The one that sat next to me? 

Yes. 

I wouldn ' t take that man to be 35 . Woul d you, look­
ing at him? 

, 
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tlell , he ' o j ust been to o funeral and was oll 
dressed up in a bl ack coat . 

I'd put him in - I'd say the fellow Young was 
J 5 . Uaybe I had them mixed. 

Doth about the same age, be my guess. 

(6 

•They exphined tnat tney v.ere corporation security 
dealers and that they did not knOI'I tha t they could 
give us much information about the CovP.rnment bond 
market . 'fhey were willing , however, to comment on 
the present :narket e s they see it from the stbndpoint 
of dealers in corporate securities . At the present 
b4m~'there is no tone wnatever to the market . There 
are no corporate issues of cny conse~uence pending 
because most people are ~aiting for the June JO 
Audited ~arnings Statements of corporations . They 
hcve found that tne insuronce companies will buy 
corporote securities but they must be attractively 
priced before they will be interested . The peculiar 
tning ubout it is thht the insurance companies 
will buy a long- term corpor11 tion bond but apparently 
~ould not go into Goverruu~nt bonds of a maturity l onger 
than ten years . Another factor in the situation at 
the present time is t hat private investors are buying 
good preferred stocks instead of bonds. They r efer 
to coCIIDercial bankers as "scalpers" in most any bonds 
at this time . In other words, co~ercial bankers 
ao not want bonds for investment purposes but they 
merely buy these securities for the immedicte profi t 
and then the securities soon find their way back 
onto the mrrket, thus huving o depressing effect . 
~hey find that the demand for loons is increasing 
although there are no large vol umes of issues at the 
present under consideration. There are some r efunding 
operations coming up before the first of the year 
'Rhich aggrega te over $10J, 000, o:>O . 

•In this fortncoming Government financing they 
hove asked tnemselves the .,ues tion: Who would buy 
the two securities talked about in the Street -
one o 5-year 2% note and the other a ?-year 2-1/2% 
bonu . They say the bonks will certainly teke the 
notes onu possib~J indiviauals because of the tax­
exempt feature . They thought t.h!Ot the insurance 
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companies and some banks would take the bonds 
because of t he r ather attractive coupon for a 
s hort-term security . There is no doubt but 
what there will be substantial b~ing in the 
market of the bond . They both agreed on thi s.• 

Next, Wr .• hlaricn and Mr . Gr een, of the Chase . 

1'1 inthrop? 

Yes . 

Did he come around? Nhero did you see al l these 
fellows? 

In the Feder al Reserve ~ank, Dr. Burgess ' s office . 

Burgess present? 

Yes , all tne time . 

11 Mr . Aldrich thought the Treasury might try addi­
tional issues of the 1-3/4% of last June and, say, 
t he 2-3/4% bonds of 1945-47 . He said it had been 
suggested in the Street that we have a 15-month 
1% but he feels tha t this would not go and if it 
was tried should be l-l/8~ . He also sai d that from 
tne ster.dpoint of the Treasury this looks weok to 
issue such a snort- term securi ty . As to a 5-yeer 
2,: not e the banks would certainly come in ra ther 
heavily . If there is to be a bond, he would prefer 
t he period 1943 to 1945 . He called a ttention to the 
fact tna t the J - J/ 4% of 1943-45 are selling on about 
a 2 . 29% basis; that any security put in 1944 or 1945 
would probably, after a few days , sell on a basis of 
2 . 4J1 to 2 .45~ at the present market. 

•ne nas found no tendency i n his bank to increase 
loans and there are some indications that loans are 
actually decreasing . He i s not ala rmed about the 
reserve position a s a r eduction in the discount rate 
has made 1t a simple matter ~r the banks to borrow 
from the Federal Reserve hanks . 

"He finally wound up by soy1ng that he thought tha t 
a 3-year 1-5/8/0 note would go well and the Tr easury 
might do the whole job with that . " 

3-yeer? 
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This is a conference with Gordon Rentschler and 
his Kr . Blair 1D nentschler •s nome . 

Was ~entschler 111? 

No, we went there t o eat . 

We went out ther e to spend the night out there. 

Burgess too? 

No. 

Where is his place? 

Out at Long Island. 

What sort of a p.4ce has be got? 

Very nice. 

!ius t be a r e ther big one. 

54 acres . 

Family Ground? 

Yes. Really got a lovely place out there. 

"Ur . Rentschler was entuusiastic for a 7-year 
2~ bond . Be caLled a ttention t o his previous 
recommendations teat toe Treasury should try to 
put all of its loiJ6-tera financing on a basis of 
10 years at 2~. constantly rolling over the 
maturing issues for a 10-year period . In view 
of his reco:=encstion in this connection, he f eels 
tha t e 7-year 2~ bond is even better than the one 
be had previously susgested . 

He ntver told us LDLt . 
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What.? 

He uever told us that. 

I didn't remember it either . I thought perhaps 
ne 1a told it to you so~e other •••• 

No . 

He says ttw t awful herd - the t he told somebody . 

Yes, but I don' t ever recall . 

"de also is in favor of a J-year l-5/~ note 
'Nnich would give t ne holoers of the maturing issue 
a choice of securities. l:!e told us t bat not only 
would nis bank subscri be to the bond for the &Qount 
of its holdings of the maturing issue, but that it 
would buy rights in the market to e xcbange for the 
bonds . He also saio tha t the Home Insurance Company, 
of whicn he i s director , woula buy tlo, ooo, ooo of 
tnese bonds . Said that he thought the bonds would 
be i dea l for the insurance companies . 'l:here was 
some discussion of the 1-year l -l/8% or 1-1/4% but 
he di d not have the feeling that some of the others 
had on the next day about the short-term security. 
He thougnt that it Ras not necessary for the Treasury 
to go uo.rn as low as tne one year or 15 months . 

• His bond man, iAr . Leo l(ane, had submitted to him 
a memorandum in whicn he stated th€-t 7-year Z-l/2% 
bond and the J - year 1-5/df note would suit the 
re~uirements of the National City Dank . " 

He soid he ' d also go out in the mar ket and get the 
rights. 

I d idn 1 t 'et the impression of ;vhat l.!r . Aldrich 
saio they d do . 

·~11ey have none of the notes . 

Oh. Dut he wouldn 1 t go out and buy? 

No , and he wanted you to do a J-year 1-5/8 for 
the whole refunding opera tion, and then - well , 
the impression was tha t ne wouldn ' t have the 
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f l uctua tion around, that he would bring the 
two securities toget her . 

Fra t~ly, he was tne least iMpressive of any of 
tne people Ne talKed to . 

t was going to as~ you. 

Tnat •s right . 

I wa s going to ask you. I've never t alked to him 
about a market. I mean I •ve talked to Rentschler ; 
Rentschler i s always on his toes ; but I wonder wha t 
sor t of impression Alarich made . 

He wouldn't let nis bond man t alk v er y much. Be 
did most of the talki ng . 

No, th~t bond man finally talked some. 

No, but you didn ' t feel Aldrich was on h1s toes . 

No , and i t 1 s the one bank up there that ' s not 
getting a ny new business. I have hi s statement 
her e , which i s ver y Interes t i ng to me. I didn 't 
~ee any new loans coming in, and so on a nd so on; 
in fact , they were losing some. 

Lverybody else had the other feeling, t hat loans 
a re going to increase this fall . 

I r ead that witn the meaning that they are Just 
not getting the business . 

But Rentschler, on a J-year end a 7-year - he ' d 
go r ight after it . 

Tnat ' s what he said . 

That ns t ne f1rs t day . 

D1d you s ee him again? 

No . Tnis is the end of the fir s t aay •s conference 
now . No·" we begin with the second day, and your 
mar ket had changed . The first one was Devine in the 

ao 
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morning, and he had just gotten back from a 
vaca tion a nd only been in the market two days, 
and he chopped around quJ.te a bit . 

"t.lr. Devine said t ha t be would prefer two i ssues 
of any one of t he following Treasury notes: 15 
months a t 1-1/8~, 2 year s o t 1- 1/2%, 3 year s a t 
l-5/8%, 4 years a t 1-3/4~ , questioning the l e tter 
and that t ni s mi ght nave to be increased t o 1-7/8~ . 
He thought that the one and four years a re t he 
best ; possibly you could do a t wo-year &nd n 
four-year . After all , they a re close together . 
He stated t ha t t he General Motors Corporation 
llas tij.)l)roxi mately v27, JOJ, OJv of the maturing 
notes . He is qui t e certain tha t it will want 
cash . The First of Baltimore nas about $3J,OJJ, an~----~ 
a nd it will probably want tin issue of 1940 a na not 
longer than 1941 . He named certain banks in New 
Yor k City ~nich had more than ~lOO,OJO,OJO and be 
doubt s very much 1vnether tney would take anything 
beyond the 4-year period . (The banks nomed, ho,·lever, 
indica ted that they would be interested in a 7-year 
bond) .• One of them was the Na tional City Dqnk, which 
he knew wouldn't want anything . 

• He says he just can not see a bond or a 1942 
note . We have got t o be careful not to issue a 
security tnat will nang heavy on the market and 
t hen it will be the unpleasant duty of the Federal 
Reserve System or tne Treasury to support the whole 
market . He says he has shopped around in the last 
two or tnree days among several of the banks and 
dealers and he gets a very definite sentiment for 
the short note . Be thinks the Treasury has got to 
put out a 15-month security in order to be sure that 
its offer ing wi ll be a success . " 

This i s Swihart, of C. F. Childs Company . 

• ur. Swihar t says that he can not see anything 
beyond three years. In his t alks all over New 
York and throughout the country only one has men­
tioned a bond . Few have t alked 1-7/8% and a 2f 
five-year note and he only hud one suggestion of a 
7-year 2-1/2% bond . There are no buyers of Govern­
ment securities in t he present market. Be suggests 
the following Treasury notes for consi deration: 
15 months at 1-1/4%, 2 years at 1-1/ 2%, 3 years at 
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1-5/8%, 5 years at 1-7/8~. Be feels that the 
banks would take a 7-year ~-1/~~ ~!ld l:::ut that 
the bonds would soon be back on t ee ~~et and 
then we would see further declines in &overnment 
securities . Be feels that snort te=~ r ates a re 
definitel.y going higher and quest1.on.s wnetner 
>~e can hold th·e higher r ' te secur1:1es fro:r. 
declining when the short ter111 r 'te ~vu:ces . !!e 
does not question but wnat •e can c~~vert the 
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whole amount of the maturing issue i.Dt.n a J-year 
note . He knows of one banker wh:> =~ '5J, OOv , OOO 
of the maturing issue who will not 60 over a J-year 
note . Be has talked with the Ke tropol~~n Insurance 
people and he sai d they woula not l:::e ~terested in 
anythine over three years . 

"Tney said there are two tn~ug~ts Lt ~e 'resent 
time : The tle•n York attitude is for a snor t t erm 
security and the outside New Yor~ atti~e is for 
a longer security . Their feeling is tnct tne 
l r easury should stick to one issue, s~ a three­
year 1-5/8f note . This is a generous r a te ~nd t hey 
thought that toe whole market •o~ 60 up . i th that 
i ssue, whereas if .~e offer t•o is:n:.es tile lower 
pr emium will bring the higher ~r~~ t~~ to it 
and thus have a tendency to depress ~c woole m~rket . 

1heir bank has a feeling that ra•es ar e got~ up. 
1here 1s now a definite tendency ~or eo::ercL&l l oans 
to increase and their ba~< ' s lo4LS a r e ~• up Jl% 
over l&st year . " 

lh1s is Park, of Manufacturers !res~. 

nne feels that the Treasury shou.la us::e one or two 
notes . He aoes not thinA ta.a t a boo:: issue would be 
received very well.• 

Woo ' s this? 

Park, of Wanufacturers Trust . 

He 1 s a smart fellow. 

Yes . 
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'llait till you get this now. "Be thought that 
a 15-month 1~ note would sell on about a 6/32 
premium and th~t a l -5/8% J-year note would sell 
on a 16/32 base. When he came 1nto this conference 
he was defin1tely of the opinion that we could not 
go over 1940, but when he was a sked his opini on a s 
to a short note and a 7- year 2-1/2% bond, giving the 
hol ders of t he maturing i ssue a choice, he replied 
that he had not looked a t it from t hat standpoint 
but thought that that Has a good suggestion and had 
a lot of meri t in it. As t he conference progressed 
he became more enthused about the short note and 
intermedia te bond . He thought we might get as much 
as $250, 000, 000 or $JJO, ooo, ooo 1n bonds . He does 
not feel that the bond woula depress the market a nd 
ne did not feel t ha t any of them would take the bond 
merely for the profit involved . ae t hought the 
insurance companies and larger bcnks would certainly 
take the bond to a limited extent and t he insurance 
companies, in view of tneir large ca sh balances, mi ght 
even furnish some secondar y market for them . Ue con­
cluded by s aying that he was definitely of the opinion 
tha t the Treasury should issue a 1- year l )( or a J-year 
l-5/8% note and a 7-year 2-1/2~ bond . He thought the 
combinati on of e ither of these short notes and the 
bond of t his maturity and coupon would be ideal for 
t he market . • 

In t he c onference he complet ely s witched . 

That nappened GUi t e a feN t1mes . 

Mr . Tr aphagen, of Bank of New York and Trust . 

•He feels •.••• 

I •ve never met him. 

He 1 s a bond man . 

He was a bond man - now Vice Pr esident . 

Yes, but a bond man primarily . 

• He feels that the Treasury is forced to do something 
short this t ime . A long term bond would completely 
disrupt the bond market . He thougnt t nat a ) -year 
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note at 1- 5/8% would go and that we should 
offer but one issue . He does not feel that the 
money m£rket is going to get tight as many in 
!leN York do . Be finds that the average banker of 
today is trying to find a way to get out of long 
bonds, certainly those with a maturity of beyond 
lv years . Be is afraid that if we give tn option 
to take a J - year note or a 7-yeer bond and if the 
bon~s uo not go well, it would hurt the whole 
market . He does not nesitate to recommend one 
issue of J -year Treasury notes ut l-5/8~ ." 

Three years, l - 5/8 . 

Tnat ' s the general recommenda tion. 

"Incidentally, he is very much in favor of the 
~-month Treasury bi lls and he has found that some 
out-of-toKD b~nks like them. Be feels that snort 
ter~ r~tes may 6o up some and as more Treasury 

84 

bills 6re put out corporations may come into the 
mar~et for these bills . This would cause a temporary 
ueflction in bank deposits but as the proceeds of 
thd bills are put out by the Trea sury this sitU8ti on 
ofOuld be corrected . n 

,,e &dJ. tnose tnere Just for your informationi 
ru.s verr little to do witn the financing . 

:;e.:t is BaKer, of 'ir6 velers Insurance. 

"Be feels that the Treasury is compelled to resort to 
very snort maturities . His first suggestion would 
be to iss ue adai t i onal amounts of the securiti es 
offered in June with an option . Be said the 
Trevsury might go t o a 5-yoar note at 1-7/8%. 
He feels, hoNever, that the insurance companies 
do not .vant acy more governments a nd tlla t they will 
not buy tneo only as a stop-gap . Be had some figures 
;;,1!ch shoofed that the cash bala nces in tile life 
insur~nce co~paoies at t he present time are about 
$5J~1JJJ,JJJ , do~n about I25J, JJJ, OOO froo last year, 
and tnat t ne investments in government securiti es 
are up ubout $SOO, OOO, JJO . " 

That ' s an interesting figure . 

Say tna t again. 
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That the ca sh balanc~of all the iife companies 
now a re about $500,00J, OOO and last year t hey were 
about f750, JOO,OOO, and that their investments 
in governments nave gone up about ~SOJ, ooo,ooo. 
ln a yer.r. 

Tnat 1 s :rbere our stuff nas gone . 

Some71hat . 

Yes . 

The banks have liquidat ed , and here ' s ~SJO , JOO,OOO 
of it. It's something tha t the banks have liquida ted, 
a nd here is &pproxima tely $80J, O)O, OOO of it . 

\Thi.::h iiOuld make you tniru: tha t the insurance 
companies mi gnt t ake a ?-year a t 2! . 
Yes, I t hink taey might . 

.'lait till you bea r wha t t hls fellow says . 

Who ' s tnis ? 

This ts Baker of th2 Travelers . 

de's pr e tty smart t oo . 

"Tnis cash balance is bela~; normal for the past 
) years but prior to tnat time two to three hundred 
million aollurs was about the average ba l ance. 

"He says tha t there are other investments coming 
a long now with much more a ttractive yield than 
gover nments and tha t the insurance companies a re 
turning to this field . They are not, therefore, much 
interested in a nything that the Treasury does on 
September 15 . Dr . Burgess usked him if he would be 
interestea in tae bon~ of 7 ye&rs a t 2i% whi ch had 
been suggested . He said tha t he might be interested 
in t his ~~d ae thougnt it might a ttract some of the 
i nsurance comp&nies • cash. He said tha t on the way 
to the bank he ~1as looking u t the list and thought 
tha t e 1-yoar 1-1/8~ ot' a 4-year 1- J/4% or 5-year 
1- 7/8% would go . In conclusion he sai d that he thought 
tne choice of the bonds and a short note ,vould represent 
a good program. He did not feel that the bond would 
be a depressing factor end tha t we might expect as much 
a s $)JJ,JOO, OOO in excnanges on the bond alone, the 
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balance of the issue going to notes . " 

And he after1vards said to Matteson, whom lle had 
lunch wi th, tlla t he ' d buy the bond and that he 
woula switch out of some of his short stuff into 
the 2~% bond . 

Oh, he did? 

Yes . 

I didn' t get t hat . 

DaVison and Hollingsworth, of t he Cent ral H~nover 
'I rust . 

"These were tne mos t pessi mi stic representatives 
that .ve intervie.•ed . They 1·oere ver y definitely 
of t oe opinion thE t a bond IYOuld c ompletely upse t 
t he market . They t hough t 1e must confine our 
offer ing t o t wo issues of a short- ter m character, 
one a 15- month note nt l-l/4%· He sa i d tha t yesterday 
t hey would have sa i d 15-months a t 1-l/~ but the change 
over night would mako the r ut e l - 1/ 4% i n order to 
insure i ts success . They thought tha t t he 5-year 
note of l ast June .va s a mi stuke . 11 

Nhich wa s? 

Tile 5-year not e last June - l-J/4 . 

"It nas c1e<. rly been a speculative issue from t he 
vert sta rt. They thought one veiy good suggestion 
was to ~ut the whole issue into a 15- month note 
a t 1-1/4~ · The corporati ons t hB t hol d t he ma turing 
securities, such as General Motors, would exchange it 
for t he 15-montn s ecurity c.nd nol d them until 
maturity, but he d i d not fee l t hat any of the cor­
porations, particula rly General Motors , woulo go over 
2 yea rs . As f ar us t heir bank is concerned they have 
no par ticular choice a s bet·:1een t he 15- month l-1/ 4% 
and the ) -year 1-5/8~ and that they probably would go 
5J - 5J on the two issues . Mr . Davisl)n wound up by say­
i ng, however, thut it NO\lld be less disturbing to t he 
whole bond and security market if :-:e ::ould have Just 
one issue . " 
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Hutchins, of Irving Trust. 

"Be said his bank has none of the maturing i ssue 
but t hey have about $lvO,ooo, ooo maturing in 1939 . 
••nile he realizes thut for the Treasury to issue 
a security ar ound this date would conflict Ni th 
their holdings, it seems clear that there wi ll 
have to be two i ssues put out . He prefers a 15-month 
1-1/4% and )-ye&r 1-J/4%. Be is quite certvin that 
a bond r1ould depress the present market, probably 
as mucn a s a half t point . He says t hat the Govern­
ment securities which t he bank nolds average a 
maturity of about 2 years . He is ~uite strong against 
a bond at tnis time and is also agai nst a 5-year note. 
He taougilt that tne 1n~uralll{f com.panies, trust esta tes 
end so~e of the banks woultt ak1~.bond and that if 
t he Treasury i s insistent upon an intermedi ate bond 
ne would suggest tnat i t be a 15-month note end a 
7- year bond . Because of its policy, nis bank would 
ver y oefinitely not buy tnese bonds, but be would 
r ecommend them to nis customers . " 

And I add a note here : "In considering the state­
ment of the r epresenta tive of the I rving Trust 
Company .ve should not lose sight of t he .fact that 
the policy of this bank i s to hold government 
securities of an a verage ma turity of not more than 
2 years and t nat it i s defini tely against holding 
any bonds at ull ." 

~. Levy of Solomon Brotners . Be was very snor~. 

"wr . Levy feels it nas got to be short, a choi ce 
of t he J-year 1- 5/8~ or a 4-year 1-J/4~ note . He 
does not ~now who would buy a 7- year bond a nd if 
t he Tr easury wants something longer he would be more 
in f avor of a 5-year 2% note than a 7-year bond. He 
woul d issue two securities, giving the holders a 
choi ce at the r a te and term above indi cated . " 

now many mor e pages have you got? 

I've got one or two more. 

Mills and Repp, of Discount. 

"Their conversa t ions with t he various benks indica te 
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that the opi)osition to t he suggested bond issue 
does not come from t hose who have the maturing 
i ssue, but .•..• 

Tne opposition to whnt? 

\'/ell , the suggest ed 7-year bond . 

" •••• aocs not come from those 1vho have the ma turinb 
issue , but comes from t hose who hold those bonds 
tha t muture around 1943 to 1945 . lhe l as t hour of 
the market today has turned against t nese issues , 
which lnaicutes tha t the murk~t is reflecting some 
of tne discussi ons . He tnought tnet then was one 
very important f actor in this ~hole situation which 
no one is ta141ng & bout in their di scussi ,1ns of tnis 
subject, and tlu;t i s tnllt the '!reasury is ;>eying off 
$J5J, JJJ, J)J ma"uring Treasury bills around September 
15 .. itn c &sn. This certainly Y> i ll create a tremendous 
vacuum in tne merket and .1il l make tha t money available 
for investment . ~hey can not see ••hat the bonks are 
going to ao with this except to buy Treasury notes and 
the shorter t erm bonds , and that any bond that we issue 
a t tnis t i me would come in for i "s shar e of U1a t inves t­
ment . They feel that t he Treasury Hi ll be surprised at 
tne number of banKs •vnich will tW!:e a seven-year 
2-l/2f bond . They also feel thst tne savings banks 
will come in much heavi er tnan indica ted by the repre­
senta tives of New Yor~ Savings Ba~s, a s they ore l i ght 
on ~aturities around 1944 . 

"Another very definite ft.ctor in the situation is 
tnat ~he maturing security llbS e J - 1/4% coupon end 
tne institutions tha t have tha t security will wont 
to replace it with as high a coupon ~ s it is ~ossible 
to obta in . '! her efore , the :2 -1/2% bond will be a ttrac­
tive to t hem from an earning standpoint . 

"They feel very definitely thHt the issue h&s got 
t o be c double oeader . ..e are now expo:;ed to 
forelgn neHs, much of whicn is bad, and the St r eet 
is very blue . ·~hey feel , therefore, tnt t ;;e have 
got t o have one snort tera1 note which 1'1111 be certain 
of success and to which all the banks csn run in 
ca se we get extremely bnd news over Labor Day . In 
their optnion this should be a 15- month 1-1/41 note . 
They feel that· no a1atter what happens ...... 11 
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Excuse me ; wha t r ate did they give the 15-months? 

One anJ a 4uarter . 

"Tney feel t:1at no matter wilet nap,..ens in the world 
sit~tion, wnile t his s ecurity is open for subscrip­
tion this issue wi ll be Sbfe . They feel tha t a 
2-year 1-1/2~ note i s bad because it falls on the 
same date a s the 1-3/8% of September, 1939, and 
may have a tendency to t hrow tnis security below 
par . ,The other security to be offered would be the 
2-1/2~ seven- year bond . They feel that the shorter 
maturity will sell on about par and nine to fourteen 
tnirty-seconds, whereas the ~-1/2% seven-year bond 
will sell on about a 2 .40 basis, or about 21/32 . 
They say thEt the m>turing issue is fairly well 
scattered over the country ..,itn &bout seventy 
million uollars in the n&nds of insurance companies, 
tnirty million aollars in Baltimore, three hundred 
!Dillion dollar s in llev1 YorK City banks and a great 
deal of it is in the hands of small country banks . 
They feel that the small country banks will certa inly 
want the 2- 1/2% earnint::s. l'he corporations that hold 
tho matur ing securi ty will , of course , want the 
1~-month note . 'Ihey were enthusi astic fo r these two 
issues , tnat is, & 15-month 1-1/4~ note and a seven­
year 2-1/2% bond . " 

lhis is Just a summary: "At the b~ginning of these 
conferences I believe th~t we hod a very definite 
feeling thbt a s nort note issue of fifteen montns • 
maturity was objectionable and that it would be a 
very definite sign of weu.<ness on toe part or the 
Treasury . In view of the fact that some of those 
interviewed stressed the foreign news as a f actor 
in the murket and for t his r eason made a suggestion 
thlit we have a 15-month issue for safety purposes 
~tnd tubt in addition we offer a seven- year 2-1/2% 
bond dth the idea t hLt wm. tever goes into this 
maturity will be just th&t much advantage to the 
'lrellsury, many of our first objections were removed . 

"The concensus of opinion seemed to be that the 
Treasury could issue n short term note of between 
one and three years , the one-year or 15-month note 
3t 1-1/4% and the three-year at 1- 5/8%, and a 
seven to 7t- year bond at 2-1/2%, prefer ence leaning 
t owa r ds the seven-ye:.r bond." 
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Repeat that. 

"The concensus of opinion s eemed to be that t he 
TreBsury could issue a short term note of between 
one Hnd three years, the one-ye~r or 15-2ontn note 
at 1-1/4~ and the three-yeHr c. t 1- 5/a%, and c seven 
to 7t -yeer bond a t £-1/2%, pref erence leaning toNards 
tne seven-year bond . Tne f irst day of our conferences 
brought onl,y one or two suggestions for the 15-mont h 
1-1/4% note, but a t tne second day ' s conferences, 
!)robobly b eca use of the turn tn the. mcrke t overnight, 
i t wus the concensus of those intervi e.ved tha t a 
15-month 1-1/ 4% note would have to be one of t he secur­
ities to be offer ed . Thdr~ w~s & strons feeling that 
.vh~o tever .vas issued of the notes and tne bonJs that 
the larger proportion of the subscriptions would go 
into the note, but t ha t ~e .vould get anywnere f r oa 
$2vJ, JJJ, vJJ to $J5J, JJJ, JJV in. tne b~nd . " 

Finis? 

That finishes it . 

That' s u ver y good r eport . You certainly sa.v 
everybody. 

,,e saw ~;bout 19 peo;>le . 

~here ' s onl y one ;>er son y~u di dn ' t see, c.nd thbt 1 s 
r.clter , the Cnair~DSn or Uetropoli tan. 

rle isn 1 t in to1m . 

No, but ne 111 talk to mo ; he ' s a very intelligent 
fellow . He controls the l a rges t block of capital 
ln America . 

:.e wer e going to see him. 

Burgess end ~atteson t a lAed to his oan . 

r:ell , tne old man nimself cli..Ce do1m he.re - I •ve 
only seen 111m once - c. na t ha t boy is s:nart. 

The otncr one that isn' t incluaed i n here, ·::.1om we 
d1dn' t t alk to but who talked to Burgess, is tne 
First National, and they ~: re all for a 7-year bond . 
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They were tne fir st people tha t t hought of it. 

Jeff Coolidge telephoned down and suggested ..• 

A bond. 

A bond . 

I ti1ink that 1 s a very comprehensive report. Mus t 
have been t1a r d worK . 

Very interesting . 

Very tiresome, but interesting t oo . 

They stuck rignt to tne issue, didn ' t throw in a 
lot of other stuff . 

'Ihere was a lot of other conversation . 

I ignor ed that . 

Which Dan didn ' t include here for obvious purposes . 

Ther e was a .nention or' b balanced budget once in a 
Rnile . 

(Five minut e int ermission) 

Here is our memor andum . 

n01·. iong is t hct? 

Oh, you can jump down t o here {page 8) . The other 
i s just a sort of r eview . 

ilhile I • m reading this, 1vno do we want in here at 
11 of our own people? Seltzer? 

i suppose so . 

Harris . Henry !.lurphy? 

I aon•t tnink so . 

91 
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(On phone) Have M~ . Seltzer and Mr . Harris, who 
is with Mr . Lochhead, botn in here at 11 o ' clock . 

I don 1 t think .ve ~¥ant !lurphy . 

Don 1 t 11ant to get t oo big a crowd . 

I tnink I 1m goi ng to read this, if you don't mind . 
You've all r ead t nis, have you? 

Wayne has had t he first edition . 

You r ead it out loud . lhen everybody will get the 
benefi t of it . 

92 

11 Tne September financing will consist ent i rely of 
the r efunding of $al7 mi lli ons of mLturing notes . 
These notes are nel d very largely by banks, prin­
cii)ally the l cr ger ban.<s , ·•ith a !'air s prinkling of 
noldings by other financial institutions , dealers, . 
and cor port tions . Tnere is t. normal tendency for 
maturing notes to be concentrated in the l a rger 
fintncial institutions , but t his issue hns the repu­
t a tion of' being very well distributed . 

"An attempt to r eplace tnese notes entirel y by a 
bond issue would t end to force the pace of the trans­
fer of Government obligati ons from banking to non­
banki ng nolders , and ~ight r esult, Et worst, in a 
further breaA in the o•rket , and a t best, i n a soggy 
tecsmical positi on. It is concluded, t her efor e , t ha t 
a large part, a t lecst, of t he securities offer ed in 
exchange for the Sept ember notes should be of a 
cnarac t or definitely sui table for retention by the 
banks now holding the maturing issue . 

"It appears t o be cl e ar that a bond issue offered 
in exchange for t ne maturi ng notes would not prove 
attractive for continued r e t ention by all of t he 
pr esent nolders, oar~ of whom, it is beli eved, would 
particula rly welcome a rath~r short- term note . h 
5-year note issue ...auld be unlikely either to attract 
the latter type of holder , or institutions see~ing the 
ni gher coupon r~ te t nat woula be associated with a 
bond offering . ;~hile the d year note i ssue sold in 
J une ha s beht~ ved rela tively well, it was originally 
priced r a t her liber al l y i n view of the yields then avail­
abl e on ad jacent issues .• 
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Then we go through and discuss the va rious 
al ternu ti ves and JJha t we are reolly doing is 
just runnin& through our thinking on the thing . 

•tell, I wouldn ' t do tna t . I'd r atner - do you 
ml~ giving me your conclusions? 

!ne conclusions? ooell , I can do that or ally . 

I think 1 t 'i!Ould be rouch 
in there I should r ead? 
desk . 

I tn!.nk there is . 

- .. n ¥ i ght . . 

better . Is there s tuff 
Let me keep i t on my 

;;e fussea around with it in our shop . As a matter 
of fact , I think it is the most difficult financing 
situt.ti on tha t lie nt've nad any experience with. 
Unlike som~ of the ot her situotions , there aoesn•t 
seem to be v ny 6nswer .;hich i s crystal cleer, or any 
two nl t erm. ti ves . If you toke the different possi­
bilities , each one of them has some advantage . How­
t ver, ~ s .e weigned over the differ ent possibilities, 
particulcrly in view of the informati on which Mr . 
Taylor und Dan r eceived from New York, we began lean­
ing to.v6rds t ha t shor t note, tn&t 15-montns note, and 
tne 7-ye. r 2~% bond . It nts so~e real aovant&ges . 
•nen you give that option it practically assures 
success, ~nd you•ve got so many uncertain f actors 
tha t you don 1 t :.cnow ,;hi en ;10Y they ' re going to swing . 
If you get :c break, it ce['t&inly will look better 
for the Tr easury if you have offer ed a bond, und you 
may get several hundred million dollars in the bond 
offering . If you t ake the longer term notes r ather 
tnan t he short one, you taKe on some additional 
risk . In addition to that, you have the gr eot piling 
up of maturities in the two end three year posi t i on . 

You' re open in September ' 4J . 

:.ell, in that ye~r you Llrend~· have al most three 
billion. ~hen you have to ~ut this on top of that, 

"hy uo you fellows all pick 15 months . •'/ha t ' s that 
date? 
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Tha t ' s open . 

It' s the only o~en 4~te . 

On, it ' s tne only open date . How much have we got 
coming due in 1 38 Elre~dy? 

'ie• ve got a billion nine now; tha t ' s of notes , and 
this would make - if 11e put 1t all in there, would 
make it two million seven . 

And tne two a nd three - er en of those would run -
both of them a re now a r ound three billion dollars . 
ilith t nis 817 on top, if you just offered one 
note , . • .. 

;'/ell, I oon' t t nlM anybo.Jy would xant to offer 
one . I think tnat 1 s out. I ' d give an option. I 
mean I woulcm' t make it one . Tnat woula be a 
mistake, uon •t you think? 

Rigut . 

I think the r eal advant&ge her e is to provide an 
offering whicn on thtJ face of it looks bett.er for 
t he Treasury and you've got a sauttle b~sis so t ha t 
if the s ituati:m gets tight you swing over to the 
note . The worst thLt Cl n nappen is that you sell 
very fe·.v bonds, but t he !.ssue goes . If the situstion 
clear s over , it ~llo•s you to sell core bonJs . It ' s 
not i deal , but t.ll in t.tl i t seeos to me tha t that 
is the combination ~hich I ' d f avor . 

Jus t to a i gr ess a minute , do 
l as t Ger man i ssue went over? 
one-seventh subscri bed . 

;;e knov; whether tha t 
Last I s aw, it was 

'I he St a t e Department cabl ed yesterday to get a 
re~ort on it . They hadn ' t had one . 

Of course the last Britisn issue wasn't subscribed . 

'lie at first , llr. Secre t llry 1 a bandoned all considera­
tion of a bond . ;:e t hought it was out . 

(Handing Secretary paper ) This is giving the banks 
notice th._t t hey may not expect the informoti on befor e 
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12 o ' cl ock tomorrow . Give them a r est. 

(Secretar y s i gns) 

or course, per fectly fra nkly , a 15- month note -
I mean to me it seems so •••• 

If it was that done , without t he other one, i t 
would look awful . 

Look awful bad . 

If you uo the 15-month note in combinati on with 
another note, i t l ooks b~d; but if you do it with 
the bond, i t gives you about as good a picture 
as you can get out of a very messy situati on. 

•:!ell , es of lEst night ' s closing of l! 15-months, 
ho~ much s weetness is there in tha t? 

a or 9 . 

8 or 9 32ds . 

~5 

Now, there is one otner thing th~t I think is impor­
tant in tnis choice . 

Yes . 

I 1d say from 7 to 10 . 

Yes , tnat 1 s what it is . 

Untll tll,.y have ac t ually made thei r turn-ins , your 
pr emium i s going to be controlled by t he shor t one, 
see? 

On your rights . 

Yes-

ulw t a r e t he rights selling at now? 

a to 10 . 

~>ell , I wouldn' t expect too much . 

I n other words, th&t ' s going to hol d it down. Then, 
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when they have actually made the shift, ell other 
things being equal, the bond ' s going to go away 
from you, you know . 

You mean eo up? 

(Harris comes in) 

Go up. I•Dd tnat woulo be the best of ell the 
tnings th1. t could happen - would work well. 

lhet 1 s exactly what you want . 

Harris, on a lt 15-months note, hov1 much do you 
figure there is in it? 

Nine thirty-seconds . I have some figures on it. 
(Bar~s ptper to Secretary) 

#hen >\'e started these conferences, I think \'layne 
and I both tnought the 15-months issue was out, but 
as we swung vr ound to a short note and a bond, we 
could see a lot of advantages in the 15-months for 
safety pur poses . 

lhe other thing is you've got to have this open 
for three days . 

Have ~e - Ne did it before . 

If 'Re can shorten it to two days, it would be very 
desirable. 

lie did that once . 

I don 1 t r ecall . I t hink .l'e did . 

.'le talked to Burgess about shortening it to two 
days, end he sai d he ' d think it over before he 
ca11e down . 

He didn 't like it very well. 

If you get bad foreign news on the l ast day , if 
you had a three-year note, you ' d have some cosh 
turn-ins . 
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t urn-ins . 

'lhree-yenr note? 

But on the one and a quarter you wouldn' t . 

Two days is plenty . :.nat the hell - only need one 
day to make up thei r oind . 

But if tne news happens to be good , you•re going 
to nave quite a swing to the bonds on the l us t day . 
Hut it ' s going t o be entirely dependent on the news 
of that particulcr dt~y . 

•·ell, the t .ilDe to a1.nounce when we close is Tuesday 
night . Tuesday night we ' ll have to say when the 
tning will b~ closed . 

1 1 d like to see it two a~ys . 

out you boys tnink today t nat the market is so 
shaky th1.. t Ae nave to have that safety factor of 
the 15-months . 

97 

Not thrt it is so shaky, but the m~rket is sensitive 
to developments and there is a possi bility for some 
develop~ents taking place . 

•here Just i sn' t any mLrket now. 

You don ' t give much sweetness to t hat note, do you? 

You don ' t need to . 

>l hat we ' re t hi nking of doing - what we announced -
is to cut the present bill Sbries , i ssue no more . 

I might say that there is a very good delllhl'ld for 
t i1ose ll!E turing notes . This morning they are up 
two thirty-seconds, ~uoted l~-12 . 

~bleb mtturing notes? 

'l'he SeptemLer 1- 3/Ss . 

'I he September what? 

The September 1-3/Ss . 
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They ' re up what? 

Up t .. o thirty- seconds, ~tuoted lJ-12 . 
That ' s good . 

Da1n right . Tnat 1 s the first time t hLt there ' s 
been any sucn 1ndicot1on. 

It has a premium of about (;ignt tnirty-seconds that 
t hey place on the privilege to exchange them . 

I didn' t .mow there was any market . Is the stock 
market open today? 

Oh yes, this morning . 

I tn1nk the Board turned do>m the idea of closing it . 

Is Reynolos bEck? >'lhat 1 s her marri ed name? 
lias 1t Mrs. Betts? 

~etts . B-e-t-t-s . 

(Mrs . Betts brings in ch&rt and clippings) 

Gooc morning, Urs . Betts . 

1h!s is way tnt: oerket ,,ent U,J - •Secretary 
~orgentoau, bronzed b) a month in na~aii, •• • •••• • .. 
Yes, sir . 

The Feder~l Reserve - are they still on our switch­
boaru , or have they moved off? 

lhey •ve moved off . 

Have they? 

Yes , so nos we •re down on our own trunk lines . 
I sent Warriner a congratulatory telegr am on the 
o~ening of the building . I nappened to r emember it. 
But he never acknowledged it . August 5th, wesn1 t i t? 

Looks nioe a t night . Fountains running on eech s ide, 
lights and grill wor k in f ront of t he door . 
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It ' s about us wel l - designed a buildi ng as I 've 
ever seen . 

~9 . 

Villa t ! liite E bout them 
money to ltndscape it . 
ar en ' t landscaped. 

is t nL t they spent suffici ent 
aoJt buildings in a shington 

(Secr e t ary reads bond chart) 

I 1d suy the market i s re~lly unchanged this 
morning . There ' s nothing doing a t all . 'l'he bid 
quotes a re vractically unchanged . 

I wonder .:aa t the price of gold is today? 

In t.ondon? 

Yes . 

Slightly under parity - d476 . .:e got sometning 
f r om Lon<ion yesterday - I meon i t came in today -
about t hree million dollars wort h, through the Fund . 

Wel l , it ' s just a s well to have the merket open . 
But you say it ' s unchanged? ,'/hat are the ma turing 
notes again? 

'l.he J-1/ 4 ' s are up t>•o t nirty- seconds . 

They ao some little business , t nough • 

Tnat ' s 11 little above .vhat t he premium would be on 
t ne 15-month note. 

Not uf t er you discount your interest . 

'Ia.ke off your interest for 15 days , it' s about r ight . 

uov: -.bout the privately - tne co=ercial bonds? How 
are tney acting? 

k little bit better t han ours . 

h litt l e bit bet ter tna n the Governments? 

uh-hull . 
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Is thu t & good or bad sign? 

Nell, I ' d say it was •••••• 

10'"' .:. u 

There ore no ?rospects for any cor por a te finhncing 
next week ut all - any large issues coming out . 

I 1 d SbY that ' s a plus sign. 

'ilell, i t gives you a better technical condition, 
if that means anything . 

How a re the holdings of the - shelves of the bond 
dealers? 

Very good . Burgess said the technical position 
of the dea lers was fine . 

They er e short on the notes . 

They a r e all even on th~ bonds - slignt short posi­
tion i n notes . 

And 11011 i s the buying of securities by foreigners? 

Still sligntly on tne buying side, but there is 
not enough to make much difference; it can swing 
to one s i de or the other .,i thout making more than 
a mill i on oollars differ ence . But still slightly 
buying . 

• 
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101 

INT.fl 0""C2 COWNUNICAT10N 

o•n September 4, l 

•o 8ecret4r1 Korgenthau 

-- Kr. B&a~ 
SubJects September Finanoing 

I. Money Mrrket DeTelopments During the Past Quarter 

A. Changes in Prioea and Yielda 

There baa bean aurprisingly little ~ ohange in money 
rates and bond y1elds during the past three montha. Moderate 
June decline! 1n the prices ot both short- and long-term ob­
ligations were followed by ~bstantially greater 1ncreaeea 1n 
t he month ot July; but eince the tirat week in August, the 
market has turned down again abruptly (see accompanying 
charta). The negligible character ot net changes during the 
past t~ee monthe may be seen 1n the tO!Iow1ng oompar1eone: 

Rate or eeour1ty June 1* September 2 

~day bankere 1 aooeptancee 1/2 7/16 
6 months prime oo .. ercial paper 1 l 

Call money 1 l 
273-d&Y Treasury billa ·56 .62 
Treasury notes, 1-3/~ percent, 

1 . 30 •• 1.41 September 15, 1939 
Price (lOQ-5/32)•• (loo- /32) 

Tree.aury notea
4 

1- 3/4 percent, 
l . ~1 •• 1.42 March 15, 19 2 

Pr1oe (loo- /32)•• (loo- /32) 

Long-term Treaaurra 
High grade oorporatea 

2. 63 
3·32 

2.67 
3·2~ 

i Or date oloeeat thereto tor whioh the data are aTsilable. 
•• June 15. 
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B. Bank Loans and Inveetmente 

Bank loans durin.g the paet quarter have conti nued the ex­
pansion renewed l ast apr1ng. The commercial, induetrial, and 
agricultural loans of weekly reporting member banka inoreaaed 
by $346 mU11one, and their total loans by $31!17 11.1llione , be­
tween June 2 and August 25, 1937· 

This loan expane1on took place at the expense of the bond 
holdings of banks, in substantial measure. The t otal invest­
menta of weekly r eporting member banks between the two dates 
previously cited declined by $230 millions, or which $55 mil­
l i ons was accounted f or by declines in holdings of direct 
interest-bearing public debt, $22 mi llions or guaranteed 
Federal obli gat ione , and $153 mill i ons of other aecuritiee. 
This decline in holdings of direct interest- bearing Federal 
obligati ons took place duri ng a period when t he aggregate vol­
ume or such securities avaUable for bank investment increased 
by appr oximately $895 millions.• 

During the week ended September 1, reporting member banks 
in New York Ci ty recorded an increase of $31 m.illiona in 
br okers ' loans, and $17 millions in commercial , agricultural, 
and industrial loane. The latter increase i s t he fifth euooea­
eive weekly expansion in such loans reported by t hese banke. 
During the week, t hey reduced thei r holdings of United States 
Government securities by $7 milli ons. 

C. Excess Reaervee 

Bank liquidation of investments in amounts equal t o a 
large proportion or t heir increases in loans (6o percent for 
weakly reporting member banks) took place despi te the mainten­
ance duri ng t he quarter of excess member bank reserve• varying 
between $700 mi llions and $960 millions. The di stributi on of 
exceee reserves , however, was notably uneven during most or 
the quarter. The excess reserves of New York City banks , in 
particular, wer e drawn down t o relatively small proportion• on 
several occasions . 

Banks have done very l ittle rediscounting with the Fed­
eral Reserve banks 1n order to obtain more reserves, for they 
have found it cheaper to meet temporary requir ements by 

i Includes aggregate incr ease in direct inter est-bearing public 
debt except Uni t ed States Savinga Bonde, Adjusted Servi ce Bonde, 
Postal Savings Bonds , and special issues to Government agenoiea 
and trus t funds. 
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borrowing the exceas re.erv" or other banks - eo-called 

Federal funds. Nevertheless, during the week ended 

10:> 

September 1 , there wae an increase or $5-2 a11lione in billa 

rediscounted, bringing the total tor the twelve Federal Reeerve 

banks to $23·7 millions on September 1. 

D. Ditcount R&te Reduotione by Federal Reeerve Banke 

On August 21, the Board ot Governors ot the Federal Re­

eerve System announced reductions !rom 2 to 1-1/2 percent in 

t he discount ratee or the Chicago and Atlanta Federal Reserve 

banks, to take effect 1mmed1.ately; on August 23 and Auguet 26, 

similar reduction• were announced tor the Minneapolis and 

Richmond Reaerve banks, respectively; on the latter date, a 

reduction !rom 1- 1/2 to l percent was announced in the discount 

rate or the Federal Reserve Bank or New York; and reductions 

!rom 2 to 1- l/2 percent were announced tor the Dallas, St. Louie, 

Boston, San Francisco, and Kansas City Reserve banks during 

the past raw days. In connection with the first or t hese an­

nouncements, the Board issued the following statement: 

1 The Board or Governors has approved the ac­
tion or the directors or the Federal Reserve banks 
at Atlanta and Chicago in reducing the discount 
rate !rom 2 percent to 1-1/2 percent, effective in 
the Sixth and Seventh Federal Reserve Districts, 

respectively on August 21 , 1937· 

1 The Board 1 e approval was bated upon the view 
t hat the reduction or discount rates at this time 
would assi st in carrying out the System's policy or 

monetary ease and mak.e Federal Reserve bank credit 
readily available to member banks tor the accommoda­
tion or commerce, business , and agriculture, without 

encouraging member banks to borrow outeide or their 

diatriote or to liquidate their portfolios i n order 
to be in a position to meet the needs or present or 

prospective borrowers. 

•The reduction in discount rates , wh1oh hae had 

little or no praotioal effect during the period when 

exoees reserves were abnormally large and widely die­
tributed throughout the System, brings the rates into 

closer relation with t he interest rate struoture gen­

erally prevailing , and affords to member banks the 
benefit or rates, on advances made by the Federal 

r 
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ReaeMe bank, whl.oh are in line with those aYall­
able in the aoney market. During the extended 
period when excess reeeMee or the banking &Jatea 
were between two and three billions or dollars, 
the oooaeion did not ariee except in rare instances 
tor member banks to borrow rrcm the Federal Reserve 
banks, and the discount ratee wel'e accordingly in­
operati't'e as a practical matter . 

1Ae a result or t he continued progress or the 
reoover7 movement, demande or agriculture, i ndustr7, 
and commerce tor bank accommodation haYe steadily 
1norea.sed and at the present time are augmented b7 
seasonal requi .rements, particularly with relation 
to crop movement a . 11'h1l,e exoese reaenea, foll owing 
t he action or the Board 1n increae1ng_reeeMe .re­
quirem~~tst,1re~a75i0n 

000
at an

00
un
0 

usually h1gn liiit! s t 1 
approx~a e 1 • , , at preeent tor the S7s em 
as a whole, they are distributed preponderantl7 
among the country banks and not i n the money centers. 

•The reduction ot the di s count rates in the 
two large agricultural districts ot Atlanta and 
Chicago ehould serve to a eaiat the member banks to 
utilize oredit directly aYailable in th~se districts 
in order to meet banking requirements in connection 
wit h crop movements and business needs. 

•It i s the Board's view, therefore, that at 
thl.s time t he Federal ReeeM e System can beet dia­
cha.rge ita public r eapona1bllity and promote t he 
continuance or r ecovery by making it possi ble tor 
member banks to obt ain accommodat ion from Federal 
Reserve banks at r ates which will encourage them 
to employ t heir tunds to meet t~e needs or agri­
cul t ure, i ndustry, and commerce.• 

E. Federal Reserve Open-l!arket Portfolio 

During the 14 weeks ended September 1, the Federal Re­
serve banks reduced t hei r holdings ot Treasury bills by 
$12 m1lliono, and increased their holdings or Treasury notee 
and bonds by $6 m1111ons each. During the last week or th1e 
~er1od, Treasury blll holdings were reduced by approximately 
$1 million and bond holdings were increased i n the eame 
amount. 
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II. Current Situation in the UoneY Market 

As has been pointed out, the market tor short- and 
long- term Governments , ae well as other obligations , has 
turned aharply weaker during the past tew weeks, and cur­
rent sentiment appears to be pessiMistic. The recent weak­
ness in the market and the aocompan:ying pessimism are4 • no 
doubt, due i n part t o the con.tl1ct in Qhina and t o the ab­
sence of visible improvement in the Federal budgetary eit­
uation. I n our opinion, however, the more important causal 
influences are to be found in the prospective play of sup­
ply and demand in the short- and long- term money markets 
duri ng t he next several months. 

!US 

(1) Excess reserves of all member banks, which amounted 
to about $l,gl6 millions immediately attar the increase in 
reserve r equirements 1n August ot last year, had been re­
duced to about $750 millions on Septem~er 1 of this year. 
While the latter figure i s large relative to any experience 
prior to 1933, it is small relative to t he experience ot 
the past several years. Banks, by and large, moreover, 
have not recovered from the liquidity complex engendered 
by the depression and the banking collapse. The tact that 
the relation between their capital funds and their deposit 
liabilities is now at the lowest point recorded since 1920 
(sse Table I) provides a cogent practical consideration 
t hat eupporte and accentuates their desire tor liquid1t:y. 

The existing amount of excess reserves, moreover, is 
ver7 unevenly distributed 1n the bank.1ng system. !.!oat of 
such reserves are held by country banks, where t hey have 
been relatively sterile, while excess reserves in the pri­
mary money markets are very low. On August 4 , the excess 
reserves of the principal New York 01ty banks reached a 
low of only $40 m1111ons and the rate on Federal tunde 
rose tor a time from one-fourth to one-halt ot 1 percent. 
On September 1 , the excess reserves of the principal New 
York 01ty member banks aggregated $133 millions. 

(2) From January 1934 UQtll December 1936, gold ac­
quisitions by the United States Treasury constituted the 
principal source of increase 1n member bank reserve ac­
counts . Since the institution of the Inactive Gold Ao­
count on December 21 , 1936, this source ot increase tor 
member bank reserves has been cut ott , and the banks are, 
therefore, the more inol1ned to husband their present ex­
cess reserves, at least until money rates become definitely 
more attractive. Moreover, full sterilization of newl:y 
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acquired gold acts positively to reduce excess reserves 
because such acquisitions increase the deposit liabili­
ties of banks without adding at all to their reserves. 

(3) During the year ended June 30 , 1937 , the total 
l oans of all member banks increased by $1,7~3 millions. 
The total-roans and investment s o! t he banks , however, in­
creased by only $lj:gl milUons. - The difference was in large 
part due to a decrease of $9$1 millions in their holdings 
of Uni ted States Government securities (direct and ful.ly 
guar anteed) . 

The tendency for l oans t o increase and for such in­
crease to be offset by a decrease in investments, princi­
pally Governments , has been much gr eater in the larger­
size banks, and has been most important in the New York 
banks . The reporting member banks in New York City in­
creased their total loans by $761 millions between June 30 , 
1936, and September l, 1937, but decreased their total 
l oans and investments by s 6g6 millions , the offset t ing 
items being a decrease of $1 , 251 millions in United Sta tes 
Government obligations (direct and fully guaranteed) and 
J l 96 millions in other securities. 

Thi s expansion ln loans is still continuing and should 
be seasonally accelerated in the fall . It is most vigorous 
in New York City, where excess reserves are relatively the 
least. The orospective continuing expansion in l oans , while 
possibly exaggerated by many bankers, provi des an additionol 
and important incentive to member banks to conserve their 
free reserves. 

(4) !J.any bankers expect a substanti al reduction in 

t heir reserves as a result of the normal seasonal expansion 
in money in circulation this fall and winter . Las t year, 
money in circulation rose by approximately $500 mill ions 
bet ween the middle of August and Christmas week. During 
the week ended September 1, curr ency in circulation in­

creased by ~37 millions and may show a further increase 
t hi s week because of the Labor Day holiday requirements. 
The greatest increa ses will occur in the Christmas shop­
ping season . Thie year promises to see an exceptionally 
heavy crop movement st good prices , and the seasonal ex­
pansi on in circulation may easily exceod last year' s in­

crease. Such an expansion, unless offset by other factors, 
would r esult in a dollar-for-dollar decrease in bank re­
serves, and, as previously noted, total excess reserves of 
a ll member banks approximate only $750 millions at this time. 

I 
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(5) Wlllle 1nauranoe ooarpan1ea, aa•illg1l banke, and other 
ina~itutional tnveatore poaeeae ooneiderable tunda a•ailable 
tor tn•eetaent, their deiiWid 11 being aet in part b;y the ae­
curiUea liqui dated b;y ooa:aercUl banka. '!'he latter, we 
have eeen, ha•e been aellere, rather than buTere, on balance, 
tor eoae t1ae, of Go•ernaente and other aeouritiea; and it 
appears 11.1tel:r that th1e .Ul continue to be the oaee during 
the next ae•eral aonthe. rurther, theee 1netitut1onal and 
pri•ate 1n•eatora ha•e been abeorb1ng not onl:r the eecuritiee 
11qu1dated by commercial banlta, but the:r ha•e also been ab­
eorbing ~he oontinuing 1ncreaae in tba interest-bearing pub­
l i c debt. It should be noted that th1a absorption haa been 
tak1ng place in fa1rly satisfactory faeh1on. 'l'h1• eouroe of 
in•estaent deaand cannot be relied upon to counteract lhort­
tera market weaknea1, howe•er, beoau1e these inTeetore tend 
to 1n•eet their tunde moat treel:r during periods ot aarke~ 
•tabllit:r or enn strength. 

,U-. 
- I 

Regraded Unclassified



Seoreta.r7 llorgenthau - 8 

III. Alternative Financing Uedia 

The Se~tember tinano1ng Will consist entirely ot the re­
funding ot $817 millions ot maturing notes. These notes are 
held very largely by banks, principallJ t he larger banks, 
with a fair spri nkling ot holdings by other ti.nanoial insti­
tutions, dealers, and corporations . There i s a normal ten~ 
ency tor maturing notes to be concentrated i .n the larger 
financial i nstitutions, but th1a i ssue has the reputation o~ 
being very well distributed. 

An attempt to replace these notes entirely by a bond 
issue would tend to force the pace ot the transfer ot Gov­
ernment obligations from banki ng to non-banking holders, 
and might result , at worst , 1n a further break in the market , 
and at beat, 1n a soggy technical position. It is oonoluded, 
therefore, that a large part, at least , ot the securities 
offered in exchange tor the September notes should be ot a 
character definitely sui table tor retention by tho banks now 
holding the maturing issue. 

It appears to be clear that a bond issue offered 1n ex­
change tor t he maturing notes would not prove attractive tor 
continued retention by all ot the present holder s , many ot 
whom, it is believed, would particularly welcome a rather 
short- term note. A 5-year note issue would be unlikely 
either t o attract the latter type of holder, or institutions 
seeking the higher coupon rate that would be associ ated with 
a bond offering. Vlh1le the 4-3/4-year note issue sold in 
June has behaved relatively well , it was originally priced 
rather liberally in view ot the yields t hen avaUable on ad­
Jacent i ssues. 

A. 15-month 1-1/4 percent note: 

on the basis ot the present market , or one somewhat woree, 
the issue that would aupear to have t he clearest sailing would 
be a 15-month 1- 1/4 percent note maturing December 15, 1938. 
The outstanding 2- 1/2 percent notes that mature three month• 
earlier sre selli.ng to yield .77 percent• , and the 1-1/2 per­
cent notes that mature three mont hs later are selling to 
yi eld 1.23 percent. It the subJect issue were t o sell on a 
yield basis midway between t hose ot the trto adj acent i ssues 
1 . 00 uercent -- it would command a premium ot 10/32, a very 
liber&l pr emium tor such a short- term note issue. It would 

* All current quotations and yi elds are ae ot t he close ot 
September 3· 
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command a premiua of 6/32 even if a worsening ot the market 
caused it to sell on a 1.10 percent basis. On the other hand, 

limiting the exchange otteri ng to a 15-aonth note llight arouee 
unfavorable ooli!Dent to the eff ect that the Treasury had been 

toroed to oontine its offering to a very abort-term note issue 

because ot the unsatisfactory condition of the aone7 aarket. 

B. 

The possibility immediatel7 arises to •ind, therefore, of 

making a Joint offering ot a 15- month note and a longer obli­
gation. 

Kany non-banking institutional investors, particularl7 
insurance compani es , are likely to be more attr-Aoted to a 

2-l/2 percent abort- term bond is sue than to either a low­

coupon short-term note or a 5-7ear note. In the . eight otter­
inge tor cash ot Treasury bonds and notes (tour ot eaoh) be­

ginning with those of !.larch 1936, the direct subscriptions 

ot insurance oom!)&llie s have shown a distinct preference tor 
bonds (see Table II), a preference whioh is more marked when 

consideration is also given to their purchases of thsee otter-

1nga from banks and dealers on secondary distribution. These 

1nnetors m&7 not participate aubstantiall7 in the direct ex­
change subscriptions tor the September offering, but the 

knowledge of their demand tor bonds should tend t o JUke a 

medium-term bond offering attractive to thoee note holdere who 

expect to resell the new securities which they obta1.n on ex­
change aubaoriptiona. Th1a considerat i on would not hold nearl7 

so well for a long-term bond because m&n7 investors doubt the 

maintenance ot the preeent relatively low level of interest 

rates. 

The Joint offering, it the relative amounts ot each se­

curit7 were made ootional with the subscribers, would retain 
for the TreasU17 that section of the demand which is confined 

to a very ahort-tera instrument, and would nevertheless leave 

open the opportunity tor the refunding of a considerable por­

tion ot the maturing notes into bonds. The relative pricing 
ot the Jointl7 off ered issues would naturall7 be such as to 

encourage subscriptions tor the bonds; tor a d1stinotl7 
lesser premium is ordinarily required tor short-term notee 

than tor longer obligations. The greater probable premium 
offered to the bond aubscr1bere may be consi dered 1n the nature 

ot an underwriting and distributing tee to those subscribers 

who make t heir aubaoript1ons with the intention ot reselling 

the securities to other investors. 
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A 7-year 2-1/2 percent bond issue, maturing September 15, 
1944, should sell, in the present market, on a yield basis 
between 2.30 and 2.4o percent. The current yields or the out­
standing i ssues or nearest comparable maturities are the 
following: 

3-1/~'s or Ootober ~~~3-~ - 2.2g 
3-1/~'s or Aprll 19 46 - 2.36 
4 1 s or December 1944-54 - 2· 37 

On a 2.30 percent yield basis, the premium would be 
1-9/32; on a 2· 35 percent yield basis, 31/32; on a 2.4o per­
cent yield basis, 21/32; and on a 2.45 percent yield basis, 
10/32· 

The "l'!!ar r% ~ow contains no maturities, although the 
3-1/~'s ot 1944-46 and the ~· s or 1944-5~ begin their call­
able periods 1n that year. Beoauee the preceding several 
years will probably contain substantial note maturities, and 
because an issue with a single fixed maturity date is likely 
to prove especially attractive to the market under present 
conditions, there would appear to be no adequate reason tor 
making the bonds callable prior to the f inal maturity date. 

The principal risks in~a Joint offering ot this character 
are that a preponderantly large proportion ot the subscriptions 
Ddght be made tor the notes, which would occa11ion adverse com­
ment; or that the bonds might be priced so much more attractively 
than the notes as to cause a greater volume or subscriptions 
tor the former than could readily be digested during secondary 
distribution . 

C. A 2-Year or 3-zear note: 

The pri ncipal objection to a 3-year note issue at this 
time is the tact that the existing note maturities of 194o 
already amount to nearly $3 billions; and would be raised to 
$3 ,670 millions it they were increased by an additional 
sg17 millions. The situation with respect to a 2-year note 
is even worse in this regard; for the ex~sting note maturities 
ot 1939 would be raised to more than $~ billions it increased 
by $g17 millions. 

As between a 2-year and a 3-year note, the advantage 
would appear to be altogether in favor or the 3-year note. In 
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addition to the greater concentration or note maturities in 
1939 than in 1940, there is the further teot t hat no open 
quarterly financing date exists in 1939, whereas September 15, 
194o, ie now open. Further, the note issue maturing 
September 15, 1939, which 1e outstanding in the amount ot 
$427 millions, is selling at too small a premium (4/32) to par­
mit the use of additional notes or this issue to refund the 
notes maturing next mOnth. Despite the increase 1n aggregate 
note maturities involved, the use of a 3-year note maturing 
September 15, 194o, for the September refunding operation 
merits ver-r careful consideration. Suoh an issue would require 
a coupon rate of 1-3/4 percent and in the present market should 
command a handsome premium. The outstanding 1- l/2 percent 
notes that mature t hree months earlier are selling to yield 
1 . 47 percent; and the outstanding 1-1/2 percent notes that 
mature three monthe later are selling to yield 1.51 percent. 
At the midpoint between the yields of these two i ssues , a 
3- year 1- 374 percent note would sell to yield 1.49 percent; 
and on this basis would command the ample premium of 24/32· 
On a yield basis or 1.55 percent, the premium would still be 
19/32; and on a 1 . 60 percent yield basis the premium would be 
14/32· It would appear, therefore, that a 3-year 1- 3/4 per­
cent note , unless the market suffers a very drastic break, 
would command a suff icient premium to assure the euooess of the 
issue. As indicated above, its principal drawback is that i t 
would i nvolve a further concentrati on of the heavy note ma­
turities now scheduled for 194o. 

D. A 4-:vear note either alone or ootional.ll with 15-month 
note: 

A 4-year note maturing in 1941 would obviously be a more 
desirable f i nancing medium for the Treasury than a 15-month 
note maturing December 15, 193~ -- other things being equal; 
t he difficulty is that other t hings in this case are very 
different indeed. A 4-year note i s not likely to be welcomed 
with much greater enthusiasm than a 5-year note. It would 
not meet the demands or those who seek a note or n.ear-term 
maturity, who would be attracted to a 15-month note; and, on 
the other hand, it would not carry a coupon rate, euoh ae 
would be borne by a 7- year bond, which would attract 1neti­
tut1one and other s seeking higher yield. 

The outstanding 1- 314 ' s or Uaroh 1942, are selling to 
yield 1.74 percent. Between t his issue and that or June 15, 
19lio, all the intervening note matur1t1ea are currently sell­
ing below par, and th1a raot makes their market yields 

Regraded Unclassified



Seoretar;r Morgenthau - 12 

unreliable as a measure or a probable premiua or a new issue 
designed to aature duri.ng th1a period. The erreot or the 
discounts at which the 19~1 not e aaturitiee are selling in 
obscuring the relationahip between aaturit;y and ;yield may be 
seen i n the tact that the December 194o maturit;y, selling at 
99- 31/32 , yields 1.51 percent, whereas the notes maturing 
one ;year later, wh1oh are quoted at 99- 2/32, are selli ng to 
yield onl;r 1.48 percent. It would appear that the probable 
yield basis tor a 4-;rear note i ssue could not be eatel;r es­
t imated at anything under the market ;yield or the March 15, 
19~2, note maturity -- currently l. 74 percent. A 1- 7/8 per­
cent 4-year note would command a premium or onl;r 16/32 on 
this ;yield basis -- which would be rather thin in vi ew or 
the character or the issue and the present market. 

It a 2 percent coupon were t o be employed, the probable 
premium, on a yield basis or 1.74 percent, would be 1 point 
wh1oh would be ample in the absence or strikingly unfavorable 
international news . 

There remains the alternati ve or a Joint orreri!l8 or 
1-1/4 percent 15-month notes and 1-7/S or 2 percent 4:year 
notes. This alternative merits consideration. rr, however, 
further assurances can be had r rcm New York with respect to 
the reoeptivit;y or the market to a 7- year 2- l/2 percent bond, 
it would appear that the Joint orrer1ng or the 15-month note 
and the 7-year bond would be preferable. The latter t;ype or 
otreri.ng 1e apt to provide a better secondary distribution; 
and the raot t hat the entire refunding operat ion is not con­
tined to notes would be interpreted b;y t he market as an in­
dication or oontidence . 

Attacbmente 

, 1 ~ ---

Regraded Unclassified



!able I 

Total Depoeih and Total Capital J'unde 
All !lember Banke 

• I Total Capital tunde • Total June 30 • I capital per dollar ot • deposits • tunA• dtpoo1tl • 

(Wlll1ons ot dollars) (Cents) 

1920 25,372 ~,1!53 15. 2 
1921 23,325 ,13~ 1~. 7 
1922 25, 517 4,21 1 · 5 
192~ 27,053 tt:~~ 16.1 
192 29, 530 15. 2 

192t 32,420 4,690 14. 5 
192 33. 7211- 4,8~2 14. ~ 
1927 3~,3t1 5,1 7 14. 
1928 3 ,o 0 t , 625 15.6 
1929 35,893 ,180 17.2 

1930 J8, lg9 6, 54g 17.2 
1931 36, 2 8 6,16 17. 0 
1932 2l,864 ~:4ki 1~.1 
193~ 2 ,587 1 • 7 
193 31,012 4, 731 15. 3 

193t ~:96~ 4, 770 13.7 
193 4,964 12.1 
1937 41J90 5,019 12.1 
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"able II • 

.Ulot.aenta on Caab Subacr1pt1ona to 'l'reasur:r Offer1nga of l!onda and lfoteo, 
llarch 1936 to June 1937, Inclu.ob e, b:y Claaaea of Subacr1bera 

(m1111ona of dollara) 

l!anll:a and 'l'rua t 
Coapan1ea 

Dealers and ~rokera 

Ind1 v1duala 

I 76.0 

31. 2 

28. 2 

Insurence Coapan1ea 43. 5 
: 

Ot her !'1nane1al lnat1- : 
tut1ona and In ... et- 1 

aent Corporatioua 

Corporlltione organ­
bed tor prot1t 

'rrwot -'ceountl 

I l 

281.3 

25·5 

1·9 11.1 

J8. J I 35.9 

4.5 5·7 

.Ul Othera I 94.5 • 6.5 5.11 

Total 
t ; 

' llore coephte br-.kdoom uot a....Uabh. 

2118.8 

18.0 

45.8 

17.1 

5·2 

8.7 

273·9 280.0 

115.3 I 83.2 

83 .2 77•7 

38·9 33·6 

101.9 

20.7 

1611.7 

51.0 

: 90·7 
: I 

22.7 

321.4 

I 85•5 

I 51.6 

I 42, 6 

62.7 I 107. 5 
I 

12,7 I 29. 2 

I 45. 1 : ) 32.2 I 74.8 

17, 2 12.8 I 11,6 

113,3 • 27.2 20.2 I 26. 3 

I 
726.5 670·5 : 469.7 750· 5 

, ... ,_ 
~. 
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J r.l:.TI NC IIITH hlti:.CUUVh CO!.C!ITTll 01•' 
l'J:.DERAI:. RJ:.SERVL Oi'hN r.li!RKET CO:J'JITTEI:. 

September 4, l9J? 
ll : JO a . m. 

Present : 

e . .:. Jr : 

S::yoczak: 

H • ..J . Jr: 

bell : 

!Ar. Taylor 
e.!r . llell 
ILr . l:.ocnhead 
:Jr . Seltzer 
lol r . H~rris 
llr . Haas 
.:r . Ranson 
.Jr . Harrison 
l.!r . Bur gess 
Mr . Piser 
!lr . Br oderick 
Mr . Vlilliams 
~r . Thomas 
Mr . Szymczak ·-
.iell, I 1 ve been get t ing all the rosy reoorts about 
Cover~ent financing . 

Lveryt hing is l ovely . 

J:.vct•y thi ng lovely . Things are picking up . 

! think .. e usually start - open our meeting with a 
pr ayer from Brother Bell . 

It ~111 be e pr ayer, I thi~, t his t ime . 

:;e are going into September wltn e.bout d2J million 
dolhrs in our balance, lnd t he pr esent schedule 
of Treasury bi lls contempl a t es 150 million dollars 
additional money i n September for maturi ty i n 
uecember . Tha t would rnbke a total of 500 mi l l ion 
JollPrs of Treesur) bills m~turing around the 15t h 
of December . Tha t schedule will permit us to go 
out of September witn ?JJ million dollars in our 
belGnce. Tnen, contemploting thc t .ve would nave 
Lbout )JO million oolltr s of odai tional t r easury 

• 

bills some time bet11een no. lind the fir ..,t of December 
for mat~ity in ~area , we woula go int o Dececber wi t h 
Lbout b4J ~illion dollLr s in our balances . And that 
contemplutes 75 oillion dollers a month for gold end 
the ~eying off of 35J mill i on doll£rs of Tr easury bills 
on Sept ember 15 . That is about toe picture. 
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Burgess : 

R • ...t . Jr : 

Bell: 

H • .I . Jr: 

Burgess : 

Harrison: 

d • ..l . Jr : 

Bell : 

Burgess : 

H • ..t . J r: 

Burgess : 

- 2-

Do you ~1ant to ment i on any thing about t he Treasury 
bill progr am a t thi s time? 

116 

Yes . In t al ki ng i t over l'lith the men this morning, 
I want t o suggest tha t we don' t offer any mor e 
December bill s - I mean stop now, leave it a t 450 . 

That is , not offer any more next week. 

!lot offer any more next week. 

Tnat would be one issue less . 

"He 1 ve got enough money, &Jld tne way the program is 
now we only figured on JJO mill ion for Uarch 15, 
end we coula use more money on Uarch 15, because 
the tax receipts will be heavier and we could hllndle 
it better there . And this would r un the rate up 
prett y hi gh on us . .ve coula say we didn ' t need the 
money just now - might help a l i ttle bi t. 

I think you ' re r ight . 

I• m in favor of that . 

I mean I - I wonder if anybody can see anything -
any objections to doin~ it . 

,\e have announced a progr~om up to September 15 . 

You can a lw&ys say your cash positi on i s such tha t 
you don ' t need the edditional amount . 

I want to s ay for tkte men here in t he Treesury tha t 
it was my s uggestion to make it 500 , so I ' m simply 
rever sing myself , nobody else . 

I t hink i t is undoubtedly true tha t t he pressure 
of these additional bills the l ast coupl e weeks , 
which i s a little more than the marke t an tici pated, 
nas been a very important f actor i n pushing those 
rates up , and if t he mlirke t learns now, or et the 
same time you make this announcement about t he 
fi nancing , t hat you aren' t t aking any bills, I t hink 
it would be nelpful . 
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Taylor : 

Burgess: 

-J-

How long would you stay out? To the first of 
October? 

That is not necessury. I think you can judge a 
good deal by toe mhrket . I wouldn' t commit 
lll)'Self on tna t . 

H. w. Jr: But 1 just thought the thing seems to be Kind of -
a little uncertain, and if we could just - I mean 
50 million dollars less we're going to t ake out 
might give it a little bit better tone. How do 
you people - Board raembers feel? 

Szymczak : I think tha t is ~uite sound . 

Ransom: All right. 

Broderick: It ~111 nelp . 

H. lf . Jr: ~.e don ' t need the cash. We r eally don't. /.s a 
matter of fact- I thlnl< I 1m right - Bell , didn ' t 
about 50 million more come in, sometning like that? 

Bell : About 20 million . We contemplated an 800 million 
dollbr balance and we got about 20 million dollars 
more • 

ii . J.I . Jr: 

nansom: 

li . :.! . Jr : 

Burgess : 

Bell : 

Bell: 

H . ~.Jr: 

Harrison: 

• Vell then, shall we oecioe that we1ll nave no more 
of these December bills? Anybod) object to that? 

1 think it would be very helpful. 

All right, tnat is Decision Number One . 

Thet •s a good start . 

Excellent . 

1Yell now, do you want to add anything? 

rio , I think that's all. 

Well, George, you and Randolph are going to give 
a report . 

I think Randolph bet~er give it . I'd like to say -
no, I•d rather reserve my comments until after he 
reports f actually on what has been happening in the 
markets, which would be a good way to start. 
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l:I . JA .Jr: 

Burges s : 

H.:J . J r: 

Burgess : 

H.J . Jr : 

Burgess : 

H.M.Jr: 

118 

-4-

Before he s t arts, I want to say that tlr . Taylor 
and Mr . Bell gave me their report. They met with 

19 different groups in two days . And it has helped 

me a lot to get t hat report t his morning. So - I 

mean I ' ve got that picture; but I wouldn ' t say the 

picture was a unanimous one . Wha t? 

No . 

I mean it didn't •••• 

There is r a ther more differ ence of opinion than 
usual. 

If :you would ..• . 

Well, about t he conditi on of the market . I thi nk 

that 1n t he language of the ~arketplace , one might 

say t hat in the second nalf of August v;e have had a 

secondary reaction from the decline whi ch took pl ace 
in the spring . In the spring we had a gener al l i quida­

t i on of tne Government market and of the general bond 

market, a severe general li4uida t1on. Fr om ear ly in 

May or l a t e April we had a r ecover y from t hat liquida­

t i on over a n extended period, which r eached a peak 

along early in August . Ana then we had - which is 

rather natural in merkets, if :you t hink of it in 
toose terms - o secondar y reaction. 

Now, a s to the character of tha t r eaction, i t was 
~ore an absence of buying tnan i t was pressure of 

s elling. Ther e were some sales , but in gener al it 

was an absence of buyers. The insurance companies 

nave been out of the market for a long time, and 
will only come in sporadically; they have t alked 

about wa iting for a three percent rate . The out-of­

town banks - tnere have been a few buyers, but the 

banKs in princi pal cities have t ended to r educe 
their Government hola ings . That is, the tendency 
of tne pest :year for banks to work out gradually 

nas been continued , but not in any such precipitation -

that is, this secondary r eaction has not been a severe 

reacti on of the type of last spring . 

May I interrupt you? What do you feel the motivating 

factor has been? 
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Burgess : 

H. !.I .Jr: 

Burgess : 

:I . !.I . Jr : 

Burgess : 

( 

-5-

.Vell, I thlnk there are t wo, llr. Secr etary. 

I ' d l ike to go int o a little bit more det ail than 
I have usually, because I've got to soak this stuff 
up . 

It seems t o me there are two ma jor bases for t his 
secondary r eaction . Of course, the background 
picture is that whenever any market has behaved 
as t he bond m~rket did last spring and then has 
recovered & good part of the way , you look for a 
secondary reacti on; but there is a l ways some 
specific cause of it . I think in t his case ~rimarily 
it is sympatnetic witn a general reaction in all 
markets , including commodity m&rkets, bond market , 
and stock markets . Your stock market reaction was 
delfyed l~ter t ttnn y .. ur bond market socewhat, and 
reacned great severity tnd li4uidation - again in 
a very 4Uiet mLrket , but with quotations slipping 
awa} because there wer en 1 t buyers . You m•d w11r 
news f r om Spain and from China . You had r. generally 
pessimistic &tmosphere, partly due to th~ f ac t that 
security deal ers llLd not been able to make profits ; 
they made continuous losses, and under that atmosphere 
they a re afrai d to moke commitments - one of feur . 
So there is extremely little s peculative commitment 
in securities; there i s very 11 ttle in the way of 
speculative commitments in anything r ight now . In 
real e s t ate, in commo~lties, it i s a period of reac­
tion, if you will , from two years of generally rising 
security markets and optimism and so on . 

tlow I think thot is the fundamental basis of this 
m=.rket . 

Ooes that go for inventor ies too? 

Yes, t hat goes for inventories . You have had a 
period of accumula tion of inventories . Now I think 
you've got a period where those inventories are 
piled up and people want to work t hem off - certainly 
true in textiles, probably true in a l ot of other 
l i nes - reluctance t o go aheaa. hlso in terms of the 
marketplace , it is per fectly natural taat after a 
period of hoo years of up;;ard movement you get a period 
of ~ause , even thougn, in fact, tne business picture 
seeos to be coming ulong pretty well . 
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H • .! .Jr: 

Haas : 

Tbooss : 

H.M. J r: 

Thooas : 

Burgess : 

H. I.I . J r: 

-b-

Well, what i s t he latest figure on the Feder al 
Reserve index? 

114, isn't it? 

120 

114 - that ' s for the month of July ; probably will 
be not much - probably be about the same in August; 
can' t tell yet, because we don ' t know a bout the 
text ile situati on . 

As I remember , Ooldenweiser gave me a guarantee 
it wouldn ' t go bel ow 115 . Tha t ' s close enough . 

I t hink hi s statement was that no taree months would 
averaue belowll; . Pr obably will be slightly below­
may round off to ll4i or sometntng like that. 

NoN , thbt general bac~round see~s to me t o be the 
prim~ry c ause of t nis secondary re&ction - the primary 
cause. Now, the second seems t o ~e to be the money · 
positi on. Almos t every autumn since 19.31 , over every 
autumn, really, we nave had some hesita tion in the 
m1•rkets a t thi s point beca use of banks looking ahead 
to the au tumn season and wondering how they are coming 
out on t heir r eserve position, etc . ; and that has been 
true t his year . Perhaps that f actor ha s been more 
effective t his yeur than usual; as a matter of fact, 
the effect on tne market has been less t han it was 
in ' .34 and ' .35 . ::e ba:l very little in 1 .3o. 

But t here n&s been 6 good deal of discussion about the 
autumn re~uirements for funds - a good deal of talk 
among the banks of putting themselves in a positi on 
so t hey could meet whatever demand develops . I t hink 
tha t has probably been overplayed somewhat, and tha t 
the r equirements for funds have been accent uated -
over-accentuated in aavance . But that is the second 
item - motivating immedi~te factor , I think, in the 
market. 

Now, a s to the character of t oe decline, as I sai d 
before ••.. 

llay I inter r upt you at tha t point? Vlhen you ar e 
talking about your money needs, is there any par­
ticular spot or any p~rt1cular banks who are 
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Burgess : 

H •• t . Jr : 

Burgess : 

Harrison: 

Burgess : 

( H . • !. Jr: 

Piser : 

Ua rr1son: 

'i'bo!Das : 

R . ... . J r: 

Thonas : 

H. ;A.Jr: 

ThoiDaS : 

Piser: 

darrison: 

-7-

oper ating - I mean pretty close up to r eserves? 

Well , the New York banks in general are opera t i ng 
reasonably close . 

"Reasonably" - wha t do you call "r easonably" ? 

Well, some days they are over, some days t hey 
are under. In general they bave averaged, mos t 

121 

of tnem, a little over . At times they have bought 
Federal funds . Now, they naven1 t been t i ght enough 
so that t ney have ;~ad to sell bank bills . They have 
a portfolio of some 200 million of bank bills which 
tney woula sell if t he pressure were s evere . But 
so f ar tne bank t hat was under bas always been able 
to b~eral ~ds at a quarter of one per cent. 

Or a nalf. 

'.'iell, n fe11 t i mes, but not many . 

But ar e ony of them - what are the total redis­
counts wit h t he Federal Reserve SysteiD? 

25 million, I think, i s the l a test figure . 

Ours \\'ent up 2 !Dillion dollars last week . There 
is a tendency toflara increase . 

24 mi llion ~as the l ates t figure . 

what was it bbout s month ago? 

nbout 15 - four weeks ago it was 15 . 

A.nd fot<r 'Nee.<s befor e tba t . 

/I ell, r oughly • .•• 

Ar ound 10, I think. 

Of whi ch about 8 million was New York . But there 
bas been r ebl evidence, certainly in our di strict, 
and I t hi nk in some other di s tricts, of an expansi on 
of loans . Raving in mind a discussion of the New 
Yor k money ma rket, I !Dade a survey or the 25 l arges t 
banks in New York, and the figures showed tnat so­
called commerci al loans (and it ' s pretty hard definitely 
to define them) nave gone up froiD a billion four to a 
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billion nine in twelve months; tha t is an 

increase of about J9 percent. That increase 

is fairly well distributed throughout the New 

York banks . The increase is probably more tl'lan 

t~ t i n percentage, because of the fact tha t our 

fig ures of a year ~go included certain items t hat 

are now excluded from the s ame figures . But each 

of t l'le individual banks i s reporting increasing 

uemand, especia lly from l arger com~an1es , nati onal 

cor porations, for funds - companies tha t haven't 

borrowed for five , six, seven years . 

:lha t do they do with the money? 

, 'J " 
-'~ 

Buying inventory, due t o increvsed volume of 

busi ness . The Endico tt- Johnson people are borrowing 

DOl'/ to buy f or the first time in six years; borrowed, 

I think, ten million dollars last week. The tobacco 

co~panies are a l l buying tobacco; business is holding 

up pretty well. Some of tl1e cnocolate companies are 

buying cocoa becaus e their business has been good. 

hnd all t riTouga the whole list that seems to hold 

goou . 

uel l , that ' s ue l pful . 

Oh, very, ver y aelpful . But looki ng at it as one 

of tne factors in the markot, you are appr oaching the 

f all season 111th the New York banks real i zing, and 

all banks r ealizing , tnat we dll have an increase 

in currency demand between now a nd Cnristmas of some 

f ive hundred mi l lion dol l ars; probably that ' s about 

wnat i t was l a st year for the same period . There is 

evidence of increased Clemand for ha r vesting crops ; 

due to the f a ct tntt crops are so much l arger, t hey 

are reo.,uiring more help t o harvest . They are borrow­

ing from tneir banks to harvest and move their crops. 

And t hen , on top of tha t, is this very d ofinite 

wi despr ead evidence of a n increase l n demand for 

commercial loans . Al l of which is good . But they 

for m a part of tho banking mind a s to wha t tl'leir 

position may be at t he end of this year . 

The System has made some estJ.mates that, whereas 

excess reserves right now are around seven hundred 

to 750 million dollars - I forget the exact figure 
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now - 1t is not impossi'ble they may be reduced 
to a round JOO or J50 million before the end of 
the year, for the System as a whole . You might 
find New York going down to a pretty nearly even 
basis possibly before Christmas . But tha t ' s no t 
bad . I t is a seasonal pressure which you always 
have, that the banks expect, and that corrects 
itself immediately after the turn of the year, 
when currency begins to come back again. The 
problem therefore is, how should the money m~>rket 
take care of itself during Nhat we call a temporary 
period, taking care of the seasonal demand for 
credit and for currency? 

I thinK it is very clear tho t if the !lew York 
market reserves do £ o do~:n, say, to an even basis 
and certain banks need funds, tney will not t hen 
be in a positlon to buy reserves from another mem­
ber banK, and it is likely that they will have to 
borrow . I hope t hey will . It would be in my 
judgment a he&ltt\y situation if they do . 

There has also already been some inter-bank borrow­
ing from correspondent banks in some districts 
other t n11n Nell' YorK; I don ' t .wow what the situa­
tion is there . 

Nell, with tha t in the offing - tpey mBAe their 
money by t hat - I mean if tney see something like 
that three months orr, it must make them v ery 
cautious as to tneir commitments about Governments . 

I think our reduction in rediscount r ate will be 
ilel;>ful in assuring tnem the t they can go o head 
with tneir co~ercial business, because they won 't 
be so uneasy about the necessity for borrowing if 
it should arise . 

In that connection, George, haven ' t you talked to 
some New York banks and haven't they promised you 
that t ney would borrow instead of selling Governments? 

I ~ve t alked to practically Ll l the banks i n New 
York, tryins t o make tnem see tne picture as a 
money market rather t~n as ao individual bank . 
For instance, tne National City said, "\'le have 
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accumula ted a large volume of short Treasury 
bills hoping that Ne will be able t o t ake care 
of our r eluirements, allowing bills to run oft." 
I said, "That's 4uite right and proper from the 
point of view of an individual bank, but suppose 
th~t every bank in New York is in the same situa tion; 
are you all goi ng t o allow bills to run off or sell 
Governments , or are you going to borro.l?" And the 
quite unanimous Judgment of all of them was that 
if and when that situa tion should develop, they 'd 
be per fectly willing and f r ee and glad about borrow­
ing, especi ally now tha t we ' ve got our r ate down, 
rather than t o liquidate assets . And I am very 
encouraged about the s i tuation, because what has 
neppened is what we neve expected and noped would 
happen v t some time . Be much mor e heal thy. And 
a s long as they r ealize that t ney 1 ve got a central 
bank to which they can go to take care of a purely 
tempor ar y dip, r ealizing that they will get out of 
it aga i n a fter tne turn of the year , tnere shouldn ' t 
be any s ubstantial di sturbance to the money msrKet 
as a r esult of it . 

Burgess? 

Ylell , I tnink a word further :!light be sai d about 
t he t echnical positi on of the merket. First, as 
to the char ac t er of the selling. There is some 
evidence in what 'He have had to do, - as you know, 
we have stood by to try to keep an orderly market . 

I don 1 t .c.now wha t you 1 ve been doing . 

During t his period ,ve have had only to go into the 
bond market for appr oximately s even mill ion dollars; 
and we wer e able to sell- thut 1 s all for longer 
bonds - £ga1nst t h& t, .1e were able t o s ell two million 
dollar s of shorter bonds ; so that we have onty had to 
extend our bond position by five million dollars. 

Does t ha t show up that you own five million dollars 
more? 

No , Ne let Trea sury bills go to that amount . 

No . 
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So tn&t indicates it w&sn't a very severe, 
preci~itous, aisorder ly occasion, because our 
opera tions nove been thus limited, and I think 
we have had all the time a re~sonably orderly 
market . 

Now, this chart here is very interesting on the 
tecnnical position, comparing the yield on Govern­
ments wi tn the yield on corporate bonds, - the 
second chart and the third chart - showing that the 
spread betneen tne yields on Governments and the 
yields on other bonds is narro11er than it has been 
for a good many months . You can put it another way 
by s aying t hr t early in March the market was in a 
poor tecnnical positton ln relation to other bonds , 
and now it is in ~ very good technical position; 
that is, Governments a re cheap compared with the 
other bonds at tne moment . 

Now, also bearing on the technical positi on is 
the dealer position; that position is very well 
liquidated . Thel, hold nothing in the way of bonds 
or long notes . l'hey are just zero . 

Are they short on anything? 

Well, they were a little short on notes - about 
10 million dollars shor t on notes . 

Harris tells me thls morning that the maturing 
3-l/4's are up two tnirty-seconds. 

(Nods yes) 

You (Barris) might get the close on that . Which 
is better than having it go off two thirty- seconds. 
oYhat? 

Very . 

Been very 4uiet tnis morning, but up, as you say, 
two thirty-seconds. 

That, as I s ay, doesn ' t do any harm; Vlhat? 

llo, I think that's all right. 
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They closed 12-10, the oth<lr notes uncnanged, and 
the bonds one thirty-second up to two thirty-seconds 
off . Volume is two hundred thousand. 

That's the smallest volume on a Saturday for a 
for.g t1Jne . 

Practically frozen, isn•t it? 

Just stopped - peopl e have practically stopped 
trading until the issue comes out . 

I think I ought to add - I was naming these causes 
a minute ago - I t hink I ought to add some other 
tnings that are mentioned in the market pretty 
frequently . One is tne budget, ana the market has 
been s little discouraged about that lately . I don't 
know how bi g a factor it's been, but they mention it . 
Another I was r ather surprised to get from the 
President of an insurance company was uncertainty 
about gold ~ s the cause of lack of buyers in the 
Government market . All of ~hich, I think, are rectors 
in tne effect that this spread between tne yields on 
Governments and corporates is not rs wide . 

Well , t he ru:11ors on gold was one of the things that 
wore me down to a nervous minimum - one of tne things 
they uo not worry about in Hawaii . 

Your pants wer e renewed . 

Well, I think one of the things that somebody has 
to do , and when I see the Pr esident I'm going to 
talk to him about it, is tha t we ought to give out 
an A-B-C statement on the budget in language so a 
high school child can understand it; because cer­
t~inly in the papers that I have been readi ng , if 
I d idn ' t know the facts, the impression that it gives -
it ' s just so complicated that people don 1 t understand 
it . 

I think there ' s a lot of truth in that. 

I think u very c ar eful statement has to be prepared . 
If tne President doesn ' t Kant to do it, I'd be 
delignted t o uo it . Very , very simple - not more 
than 15 minutes - give it very simply . After all, 
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these different funds and ever ytOing else -
it ' s impossible for the newspapermen to under­
stand it . Huh? 

I t ninA the usual newspaperman, particularly 
A. P., is confined to a few words 1n ais story, 
and it nits the high spots and the totals, and 
he never explains why a total is up, which was 
what should have been e xplained in the July 
figure . 

Well , the falling off in our emer gency expenditures 
is over a third, isn' t it? 

That ' s right, and t hat ' s a factor in the July 
figure never mentioned . 

Mr . Secr et&ry, one or two fello·::s say en inter­
esti ng thing, tha t the rumor s about the budget 
are somewhat substantiated by tne f act tha t t he 
Treasury basn•t seen fit t o somewhat reduce its 
balances; that the fact t hat you s till continue 
to run such big balances indicates a measure of, 
not nervousness, but cauti on on your part which 
you woul dn' t need t o exercise .vere you so sure 
about the budget. Now, there might be something 
in t hat. You' re goin& to r educe it fift y million 
dollars ; I•m glad to hear t hat. 

Well, of course, J une 15 we cut down so close t nat 
t hey mi ght have thought t he budget was balanced . 

(Hearty laughter) 

But t hey didn't inter pret it tha t way. 

Didn ' t thlnk t hat way . 

No . There you are . 

Mr . Secret ar y, you don ' t want to get out a s t atement 
on the gold question, t he price of gold? 

I don ' t t hink i t ' s necessary . I haven ' t seen gold 
mentioned . 
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Well, they are still talking about it. 

The gold figures tha t came o ut last week - the 
headlines said tha t ther e was high production; 
then waen you went back and looked at the 
percentages you saw the percentage was very 
moderate, end the Russian situati on seemed to 
have quieted down considerably . 

I think I ' m very fortunate in the period I•ve 
been away as far as gola went - extremely quiet. 

St arting to c ome in some now, mostly from· Japan. 

No . 

,/ell , Japan is still - about 22 or :<:3 million on 
t he wa t er from J apan . 

dow much ha ve they got left? 

Nell, I don't Know, of course, how much they can 
take off • . ... 

llhat are your (Haa s) fi gures on that? 

About 34J million or something like that figure; 
that's very rough. 

Left? 

Uh-huh. 

~esides tha t, t hey ' ve got t he other; haven't 
devalued at all . 

Do t ney still maintain u .eir Financial Commissioner 
i n New York? 

Yes. 

but this ~inancial Attache is locat ed in London, 
isn't he? 

de covers , supposedly , taree places . 

They have a representative of the Bank of J apan in 
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New York fir st, and then the Yokohama Specie 
ac t s for t ne Government. 

1/ho? 

Yokohama Specie. 

Well now, with t ha t very brief summar y , have you -
has it jelled i n your mind what you think we ought 
to do? 

llell, I t hi nk it ' s one of t he t oughest questions 
we have had ; ther e ' s more differ ence of opini on. 
The market hasn ' t coor dinated on a s i ngle recommen­
dation, as it sometimes has , and I think the same 
is true of the rest of us - more di fference of view. 
I thirut even &t the !lew York Bank there is core dif­
ference of opinion bet*een our officers than usual. 

My own le~>ning is toward - well , first , I think 
everybody agr ees on one thing , or mos t everybody 
agr ees - t her e wasn ' t complete agr eement- that we 
ought to give t hese holders an option of two obliga­
tions . ~817 , 00J, OOO , which is a good substanti al 
figure - we could do it all in L ver y short note; 
that would probably be a mistake, be too conserva­
t i ve, be depress ing on the market . We ought to give 
an option . Then we can have an anchor in a shor t 
note so we know we ~~11 complete the conversion; 
tnen we could step out beyond tha t into some longer 
obligation. 

Now, as to the thing t hat would be sure-fi re for 
your firs t option . The two things that we di scussed 
wer e a 15- month note, where ther e is a free dat e -
t not•s December, 1938 - or a September 1 40, a t hree­
year note . I think the market has felt tha t anyt hing 
u;> to three years would go v er y well, and our f eeling -
I think as we star ted this, our feeling was tna t a 
three- year no t e could be used as t he anchor, tna t 
tha t would be perf ec t ly safe as the anchor i ssue, 
a.nd tnen go out beyond for the other i ssue, confident 
tha t no matter whet happened the t hree-year no t e would 
be taken. Since we had that view, t he market has 
weakened some, it ba s slipped away a little bit, 
there ' s been a good deal of uncer tai nt y , and I think 
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the view now is tn& t our nncnor issue should 
be shorter than three yea rs. 

Now, what a re the options on that? The two-year 
maturity is a little difficult, because w~ have 
on e aca tax date within two yeors or in that 
environment another fairly substantial maturity 
up to four or five uundred million dollars . We 
have just sold - that is, in June - a two-yenr note 
maturing in September , 19)9, and that is all not 
fully diges t ed as yet. You can see it in the quota­
tion; the y !eld basis indicates, in comparison with 
the neurby maturities , tha t it isn't q uite digested. 
So th11 t wnile a t wo-year maturity would be pretty 
safe, it ~ust happens tha t t~t two-year one isn' t 
ver) good, and that drives us back a little further , 
ana you'd be perfectly sure-f ire for your anchor 
issue on a 15- month note . 

Now, if you take that as tne pivot, say, witn that 
you are sure of the conversion, t hen the 4uestion is 
what other option you con offer t hat would be rea­
sonably attractive in the market , t hat would attr ac t 
the people that want a little more yield, would 
attract tne investors a little mor e, that you could 
tal<e a chunce on, wouldn ' t care per haps just how many 
took it . hnd the options on that, I think, are a 
tnree-year note a s the most conservative thing , the 
four-yeor note as t he next most conserva tive, & five­
ye~r note a t 2% as stepping out a little further, 
and t hen, stepping out furtner , say, a 7-year bond . 

Now, the appeal as you lengthen your maturi ty and 
raise your coupon - the bppeal to investors is a 
little greater, the appeol to banks is a little bit 
less, so you take a little more of a chance . On the 
other hand, you make an a ppeal to a little di fferent 
type of buyer, and you - of course, looking backward, 
you affect the Treasury position by refunding it 
l onuer or shorter . Generally speaking, there i s a 
gooa body of opinion tlult the Treasury short-da ted 
debt is pretty ousky and you want to step out os 
far as you can. 

My own personal l eaning h&s been that you could 
afford to take a chance on the bond plus the short 
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note , and if you only got conversions of two 
or three hundred ~illion, why, all well a nd good, 
you ' ve done tna t much stepping out and that would 
furnish some leadership in the market. Be a much 
stronger program than to do it al l in short . 

.1ell, it we only got t ,.,o or three hundred, wouldn't 
t ney consider t hat pretty poor? 

Well , it wouldn ' t be brilliant, but it might be 
better t ha n aoing the whole thing short, which they 
would say was a confession of weakness . Now, I think 
there ' s r oom for a good deal of difference of opinion 
on that and much to be said for the next most courageous 
thing; that would be a 15-months and a f ive-year note . 

" what? 

h five-yehr note . 

llhat•s the r ate on the 15-month? 

One and a quarter . That1 s a generous coupon, but 
it woul d guar antee the success of the i ssue . 

There isn' t much margi n there . The boys figured i t 
nine thirty- seconds . 

Yes , but on a short obligation t~t•s prett y good . 
Your yield has to caange a good deal for each 
t hirty-second in price . So that isn1 t cutting it 
thin . l he market suggested anywhere from 1-1/8 to 
1-J/8, but I think more ment i oned 1- 1/4 than any 
o ther f i gur e . 

If you want to be still more conserva tive, do a 
one-ye~r and a four-year . If you want to go to 
the l as t breas tworks and make it sure and doubly 
sure, take a 15- montn and a tnree-year . Just a 
question of •••• 

!low much weight can tae tllll rket give to this 350 
million uollars Ne 1 re going to pay off? 

I don ' t tnink very much . 

\/hat are they going to do with that money? 
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Well, I don ' t tnink we 1 ve got very much light 
on tnat . 

or course, we •re t alking almost as taougn we were 
going after neK money instead of a r efunding . 

Yes . I think it is very important t hat t h.is .is a 
3-1/4 coupon and the t u lot of peopl e are dependent 
on this for earn.ings . 

•tell , of course , tna t is something we can ' t help . 

Yes . ..ell, tha t is an argument for the success 
of a longer issue w.ith & n.igher coupon . 

Let ' s go t round a little bit and s ee - put the 
Tr easury people last. Professor Will i ams? 

I don ' t feel t na t ~ opin.ion is r eally worth very 
much . 

!/ell , let us decide tha t. 

You•r e talking about t he marke t ~nd the feel of 
t hinss . I alcost feel thut I d on' t know too much 
about i t. ::: don • t kno•.t no.: t o judge bet ?leen, say , 
a five-year ~ote and e 7-year bond . I have a l ittle 
leani ng for tne note h S against the bond . I th.ink 
i t is pri::~erily on tne score t nLt under these con­
uitions I &a: r &t ner &froi d of putting any mor e bonds 
i nt o tne banAs; if Ne hbve trouble, i t wil l be in the 
bonds . I t hink I am looking a t it from ~ central 
bank point of view; tna t i s , frankly , so f ar a s our 
functi on is concer ned, I feel tha t t he more bonds the 
banks have , t he l ess freedom of act i on we have . And 
from tnat point of view, I would r a ther not feed the 
banks any more bonds , under t hese conditi ons . If 
your budget "er e balanced a nd you .vere r educing your 
o.ebt, I t ninK I ' d f eel differently about it . If I 
fe l t tha t t he bonds •ere goi ng to investors r a ther 
t han to banks , I ' d be all for tne bond . But I don 't 
.{no<~ i f t he t woul~:~ be the c &se or not . I don 1 t know 
enough about the market. 

Yo ~:~ know those figures tna t the men picked up on the 
increa se in the holdines of the insurance companies -
have you hea rd those figures? 
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No. 

80J mil lion in a year. 

In their uovernment portfolio - increa se . 

Figured 5JJ million in toe firs t half of this 
year. 

Bonus or notes, .Vayne? 

l>idn ' t say . 

133 

I thiu« in my tllinking ~; bout it, much depends on 
tnat - li S to .:ho would be the buyer. I don' t like 
to t hin.t or b::n.cs t aki ng bonds t ua t t ne:r might feel 
aft er.vLr ds t uey 1d il.ave to dump . :Joy;, if "e ornew the 
banks .:oulo t::ll:e the bonds anb lock them up, £ga in, 
I 1d feel differently . All other things being e4 ual, 
I trtink I would be in f c vor of the Treasur)' 1 s seeki ng 
out LS long maturities a s possible . I think that is 
desir &.ble from the _ret~sury point of view. Otherwise, 
you •vo got a l ar ge volume of financing that you are 
continually confronted with. If you put out e bond, 
you can more or less for got i t. But I don 1 t know 
whether the ba1Lts 1 in so f ur e s tney would be the 
buyers, Koul d lock the bonds up or not , or whether 
they would tend to come back on the market. I 've 
hear d a grea t deal of di scussion in University circles 
about the difficulties of central banking under these 
condi tions, where the banks have lar ge portfolios of 
bonds, and I think ther e i s a lot in it. And I wa s 
much concerned about that last s pring, and that, I 
think, is lilY r eason f or being some·,"lhat afr aid of the 
bondc . 

As I said, my feH would be entirely r emoved 1f the 
buyers were non-bank investors or if the banks would 
lock them up, and I would feel ~ifferently ~ t a li ttle 
later stag~; , after we nave b£lanced the budget and 
there is some prospect of reduction of debt. But 
with this uncertainty about money r ates ahead of us , 
I wouldn ' t l ike to put the - l e t us say the Feder a l 
Reserve System in t he positi on of having r ecommended 
a tning l'lhich would then more or less compel them to 
t ake actions in support .l"nich they might not otherwise 
h~ve to tuke or nant to t&ke . 
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Well, let me ~sk you t~is . Looking f orwar d not 
just for tne next t wo or three days , but l ooking 
forward a s far u!l you reE.soncbly can into the fu­
ture, ao ;-ou see anything , cs f~r es general 
business conditions go, tht. t 11e should worry 
t bout? I don ' t me&n today; I metn looking for­
nar d for ten, t .Yelve mont ns • 

. ;ell, since getting bt c.<: from vacation the f i rst 
of' the week, I 've been t hlnkin(l t bout tha t a good 
deal . I thi nK t hEt the business feeling is somewha t 
l ess confident t han it was . They ,; ere looking for 
u di p in the summer , then a pretty s trong r evival . 
NoN t&ler t s .. ems to bt: some feeling of uncerta inty . 
I t hin.<: it i s natural enough right now, bet11een 
se& sons . 'lney e r e l ooki ng for ne •• orders . If t he 
nc •. oraers co!!!e in, wny, they 11 1 feel fine . In 
perneps t.nother month, if they don ' t come in, I 
t hink t ney 111 feel quite 1> bit s icker than they 
co now . Ri ght now they f eel uncertain, nore t han I 
think tney would normally . 

Uid we nave more than ~ normul sumner r ecession? 

I don ' t tnink so . I t hink the summer recession 
wEs ~trhaps less t han the people feared . But 
.mether the r ecession is going to cont inue, I d on't 
;mow . 'Il1ere is some r et son for tlli.!Ming that it 
migat . .. e llE.d , E.S I picture it, about " six months 
period of undue accumulation of inventori es dur ing 
the wl nttr season 6nd until th~ e&rly spring , end 
.ve wer e 1 I t niru<, -.11 of us r iJ ther concerned about 
the price spire~ls appeHing £,nd inventories a ccumulE.t­
ing . And we thought , well, if t ha t went on, ••e ' d have 
t o s t op i t either by monc tLrY or non- mone t ary means . 
There NC.. S ll good d eal of discussion. Tben it aid 
stop . It went into a p~riod , I think, of l i quidation 
of inventories, wfiico i s still going on . People a re 
~or~ing off old or der s tna trying to •or~ off t hei r 
invtr.tories . 

Now , how l ong tha t is going to run, nobody is able 
to say ; you can 1 t vropl.esy , any more than you c ould 
pr opnesy lest September Nh<- t was going t o happen 
i n tho 11 st six months . .1e used t o t <.l.t <> bout i t , 
whether it would run ror a month or t wo, or for a 
l onger ptriod; we just couldn ' t say . 
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Tha t ' s the feeling tha t I ha ve now. I think the 
fundament&l s in t he business situa tion a re perfectly 
all right . I mentioned t !'o broad fundamentals : tha t , 
;>r ior t o t he beginning of tnis year, or , s oy , l ast 
fall , we had been m.ving o pr etty strong revival in 
business , accompanied by t ,ood deal of s t ability 
of pr ices t.nd ,,ages , &m! tr.~n t~ t gave wey t o the 
~rice spir als accom~r nied by wage increases , and t he 
.1age i nc r eases .ent beyond tne price incr ee ses ; 
ther e ' s been a very shar p upwcr d movement of wages 
t hi s yet.r, I tnink business is now beginning to 
t hi nk mo r e than before about pr ofit margins , whether 
t 11ey are i n dan::er o f be i ng cut do:m; of course, they 
nave been ln some i ndus t ries . On · the whol e I don ' t 
tninK i t ' s nappened , because volume has kept up and 
tney nuve been a ble to absor b t ne cost incr etses . 
Tn&t, I t hink, i s t ne fundament a l s ituati on, and I 
<ion• t see t ru. t tner e is anytning especiElly to worry 
<.bout , if vo l umes are sustt. i ned . 

lhen thtre i s t he posit i on i n some of the heL<vy 
inoustr ies • . It seems us though right now you ere 
huvi ng some hesita tion i n r ailroad buying because 
of thei r woge situe. tion onJ the f act t nl t you're 
going t o nave some d i scussi on of .. ages ther e ; there 
may be & r t. t ner ;>rotruc t ed lh.riod or negotia tion . 
hnd i t seems as t hough t here i s some hesi tbti on i n 
tut: buil ding i ndustriE-s , ONifli to a run-up of cos ts . 
I t n i nl< the de= i s ther e <r.d thEt sooner or l a t e r 
1t wi ll b r eE.t t nrough, ~ ml 1f w~ got it i n any one 
of t nose .:111 jor fields , or i n t. combi ru. t i on oi" them -
building , r ailroads, public utilitit!S - t nut we ' d 
ride r ip:h t a l ong . But t he r e i s enough or' a 4uestion 
now, t uke i t oll i n all , so t lw t I don' t think people 
art. !::O confiaent t. bout tne next t hree months os t ney 
tuo~ht lus t June, l ooking for :mr d , t ney wer e going 
to bt: . No1~, me.ybe t hat will cne.nge in a month; so much 
aepends on Nnet her or not new oraer s come in. 

_roderick: !Jr . Secr e t a r y , t he no t e issue appeals to me - t he 
15-mont ns, sith t he option f or a longer period -
t hr eu, f our , or five ye11 r s . While ther e i s something 
to say in f avor of a bond , s even or e i ght your s , i n 
orde r t.o give the permanent investors an cpportunity 
to get a diver s ification in their portfolios, while 
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it would appeal to qui te a few ins titut i onal 
investors, I think the psychological effect of 
a bond issue at this time 11ould not be good , 
because there is ~ very general feeling that there 
will be a gradual t ransf er of long-term issues, 
of bonds, from banks to investors, and b; adding to 
toe longtr -term bond issues now it would simply 
reduce the prospect of that transfer being made . 
i'erso!U!lly I t hink the note issue would go over 
better and would be more successful and have a 
better effect on the market . 

li .U.Jr: You know t llis note issue mLturity isn't owned 
entirely by the banks . 

brodtricil:: I .cno.? thr.t . 

u .~ . Jr : General Motors, for ins tance , nas considerable. 

Broderick: •·s t ne issues are put out, I t hink tney are taking 
tne note i ssue, but I think those who .01<nt di versi­
ficati on in t heir portfolios will take a three , four 
or five ye1or issue just bS quick a s t hey ' 11 take 
a seven or eight yebr i ssue . And the use of bonds 
would not have a very good effect marketwise at 
tnis time . For that re&son the notes appeal to me . 

H •• Jr: One or t ,lo notes? 

croaeri cK: One or t wo - 15-conths wi t h t oe option of t hree, 
four, or f ive yecrs; tha t is, either three years 
or four years or f ive yeLr s . I don ' t know the 
r Lt es; L tnree- year would be 1-5/8, I guess. 

Burgess : Four-year, 1- J/4, five-year , two . 

cl • • !. Jr : Ihan.c you . 

'J.no:nas : 

Ransom: 

Do you (Thomas~ want to say something? 

I ' d r a ther wai t unti l the Board members •..• 

I have a very decided opinion, ~r . Secretary , tnat 
this is not a n opportune time for a bond issue . 
It seoms to me the suggested bond issue, which is 
in fact only two years longer then the longest note 
issue which has been s uggested, would not be construed 
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as a s i gn of str ength . It would appear to me as 
evidence r ather of weakness than of str engt h . And 
trte only argument t hat I have beard advanced in 
favor of a bond issue "hi ch makes any impression 
on me a t all is the f~oct tnat 1t .vould cost the 
Tr&c.Sur)· more and offer better earnings to investors . 
And 1t does not seem t o me at the present time tha t 
t11e1·e is aey necessity in the world for the Treasury 
getting out of the areL of note issue in order to do 
tnis re .. :inuncing . And I think that, as a mutter of 
fact , 1!' you adhere to your field of no t e issues, 
you can give the hol der s of this maturity an option. 
I think tht. t the 15-month note would certainly be 
desirable . I was ratoer surprised at the r Fte tha t 
Dr. Burgess suggested of 1-1/4 . That ' s gone up 
considerably since the ltst meeting of the Committee . 
But of course, I realize thnt there has been a 
definite firming and it might be necessary to put 
it at that point. 

~hen I think it is a ctuestion as bet•:een t he four 
or five year note . It would seem to me that perhaps 
a four llnu three-quarter yeur note would land it on 
a very s t.fe place . 

:;ow, I am < lso impressed '!i tb t he feeling thn t 
~e might have a more difficult situation to take 
care of u · ne get into tne bono field e t the 
present time, in preventing oisorderly conditions 
which may result from the tighter excess reserve 
positi on of the New YorK banks over the period 
between nov. and t he first of the year . I think 
He must recognize t he f ac t thbt they are getting 
closer to what they consider a tight position; it 
doesn ' t seem t o me to be a tight one at all . or 
course, the Syst em has recently made a r eduction 
in its rediscount rate wnich will tend t o help that 
situation; per haps i t may be more, if Mr . Harrison ' s 
powers of per suasion are as potent a s I hope they 
will be . At the same t ime, I do not toir~ that a 
7-year bond a t this time would do much more than to 
aisturb the situation, and I think we 've sot to 
r ecognize the fac t that banks are liquidating their 
bonos as the demandsfor commercial loans come in, 
which is good and desireble, what we all want . But 
I don ' t think tha t this is the time or the s i tua tion 
in which it is necessary for you to get out of the 
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note issue . It just doesn ' t appeal to me a t all, 
and I was tremendously s urprised wnen t he suggestion 
was m~<de . 

That ados a little bit ~ore pepper to toe pot. I 
mean I - I can near t hese fellows - I'll hefr sooe 
of t hem this after noon - two and a half percent -
it ' s t he coupon tha t attracts . 

I don't think it will reach tbat point. 

\Vell , I think that the sure - probably the conser­
Vbtive t hing to do woul d be to keep within the 
five-year note issue . I think in our district, 
as was the case in June, we probably would have a_ 

possible deman d of two chtracters- shorter note 
and longer note . It i s interesting to me to note 
tnht within our d i s trict in t ne l as t year our country 
ban.<s have incre!ised tlltir Government noluings, and 
in tne snorter term Governm~nt bonds even in the last 
six months our country banks have i .ncreased their 
holuings slightly . Our city banks have within the 
year - their hol d i ngs of Governments are about the 
snme they wer e a year ago - 11 ttle bit greater - but 
within the l as t six months they have increa sed some­
what . Our country beOAs 1 excess r eserve position is 
still comfortable, on the average - about 25 percent 
reserves . There is a tendency in our city banAs for 
their excess reserves to decre~:se , go co.vn from 
a round 20 percent to 12 - l J or 1~ percent . 

I feel, on the other hand, that there would be in 
our district probably some small amount of investor 
demand for E bond of seven or eight years ' maturity, 
and I thlnk that is probably primarily because of t he 
r ate . 

Our business conditions indicate an uncertain situa­
tion in the fall . I t nink already there i s some 
indication of a slight hesitation in our r etbil and 
our di stribution figures . So f ar, industrial figures 
show - e re being maintained primarily upon past 
orders. 'l:her e is a little uncertainty as to future 
orders; whether t nnt will change in the next month 
or so remains to be seen . 
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'fake our i ns urance companies . I think one of our 
insurance companies would be interested only in 
a short-term; t~o others woulu be i nter ested either 
in a long-term or possibly in the short . I think 
our savin~s funds wo~d be interested in notes, four 
or fi ve year notes . So tout our own vie./ is to keep 
within the note issue of the t Ko characters, £lthough 
I ao believe that the bond would meet some demand . 

It seems to me if .ve have positive assurance that the 
banks would borrow st the ~'ederal Reserve Bank r a t her 
t han sell their holdings when the reserves decreased, 
or 1f we hfld positive assurance that they would hold 
the bonds to be sold if tnoy were 7- year bonds, then, 
of course, it is ~uite l ogical to presume that the 
Trers~ry would want to go into the longer term 
obligations r£tner tnan tne shorter term oblig~tions . 
but 1t seems next to i mpossible to get that positive 
ass.-r ance , Wld a 7-yet r bono would seem to me to de­
press tne bond m&rket so tha t , even t hough v:e mny have 
s verbal bSsurance from tne b&nks tha t they would hold 
these 7-year bonds, they would per haps be selling the 
other boncts, which would depress the general bond 
market end naturally depress these bonds. hnd it 
see1JS1 therefore, that the t"o notes, either a four 
or five year note. together .vith ~ 15-month note, 
~ould be most logical . 

Harrison? 

Well, I think that in the ,>renouncement of principle 
I agree .vitn John Willi&ms tnot if t he 'I r eusury can 
extend its maturity by sell ing bonds to investors who 
will hold them, it should do so r a ther then pile up 
any more short- da t ed debt . I agree also with him 
thot it is a mis t ake to nave banks t ake any more bonds 
than is necessary, for t his reason: that while you 
might get an Dgreement or an underst anding that 
through u given period they wouldn ' t unload bonds to 
adjust t heir reserve positi on - whether you got the 
agreement or not, they can' t do it all at once anyway -
nevertneless, looking ~head over a long period of 
time, I think it i s clear t hat the banks went gradually 
to reduce their holdings of long-term bonds, especi ally 
a s their demand for commerci al c r edit goes up . We have 
been through a period of years 11hen we have had huge 
excess r eserves and no commercial demand . The result 
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wa s the bunks just had to employ their funds in 
bonds to make a living . But a s t hey s ee en 
opportunity to make a l iving as bankers doing o 
commerci al bankiD6 business, they would prefer 
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to do it tha t way , and we, as centra l banks, would 
rather nave the~ do it that way . And I should thi nk 
tne Tr easury v:ould r a tt1t:r see investors take bonds 
tnan the bsnks any~1ay . 

Now, t en days ago I wouton ' t even have thought of 
a bond , I di dn't hear anybody thinking of t hat . 
I have been very much sur pris ed , frankly, thu t there 
has been so much di scussion of a bond, even though 
tner e is considerable d ifference of opini on about 
this 7-year 2-1/2% bond . In view of that prepon­
der ance of opinion, or to the extent of t hat opinion, 
I t i1ink it is fairly sat'e to say tnat you v.ould sell 
a r espectLble amount of the bonds if you put them 
out. The o1.ly '<Uestion i n my mind i s ho.• long they 
would s tey put and ho:: much of a secondar y market 
you NOuld have . And 1f there is that secondary 
demend for a seven or eight y ear bond , isn ' t there 
no ll adec,ua t e opportunity for those investors to 
buy them in outstanding issues? So I don ' t t hink you 
can justify the opinion tha t ther e i s now a huge 
investment demand for a 7-yea r bond a t par . ~uery, 

ther efore, ;me tiler i f tht g r eat percent age of tnese 
notes are nela by banKs and banks do take t nem because 
of the premium, ;;nether they would over a long period 
of time be expectea to hold onto tnem or whether when 
the first opportunity comes of a str engthening bond 
market they Houldn't unload ; and we nave found by 
experience tha t whenever the bond market goes up, 
recognizi ng t he general desire of banks ultima tely to 
get out of l ong- time bonds, somebody begins to sell, 
and the minute they do it it get s out in the market 
ana it spreads out to the country t ha t New York is 
unloading bonds . It is a very unfair criticism of 
New York, because I t nink they e r e doing what any bank 
investor might be expected t o do . But nevertheless, 
it is & fact and you nave tnese perioai c aepressi ons 
started by tne f act tnat somebody in New York, we'l l 
say, starts to sell a particul&r issue of Government 
bonds for· some r eason . 

Can I interrupt you? I personally woul d consider it 
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a great sign of aeakness if we were to try to 
nold the banks to ~ny sucn agr eement . I'd consi der 
1 t a .. .. 

A gr eat mis take. 

••• a great mistake , and s ince r•ve been here we 
haven ' t attempted to do a~·thing like that, and I 
wouldn ' t want to. 

You shoulan1 t, and nothiOU I ' ve said this morning 
should be construed as favoring it. 

Just as soon as t ney feel the Governments are 
frozen &ssets , I ' d begin to worry. 

You can see what nGppens . lhe7 1 ve got all these 
bonos no.7, so:ne 14 or 15 billions of them, ana •• •• 

LooK 11hat they sold since July 1 - I mean look L t 
the number of bonds they 1 ve sol d . 

Sold about a billion . 

Oh, more than that . 

"bout a billion . 

It ' s a lot, and I think 1t1 s extr aordinary how the 
Government bonds have neld up in the face of that 
li~uidation. I t hink it 1 s the insurance companies -
toey 1r e the fellows thtt stepped in and saved the 
day . 

Again, as a m&tter of poli cy , as Secretary of 
the Treasury , I never would want any agreement 
with anybody that they couldn ' t sell . 

My only attempt - I just say that as a money market 
t hey ' ve got to r eali? e tl:la t when there is 11. scrapi ng 
of tne box in the murket as a whole, then the market 
has got t o consider whether they want t o disorganize 
themselves as u financial community by trying to 
li~uidate long-term investments r a tner tnan trying 
to use the natural resource of going to the Federal 
rleserve to borroA for a short period . 
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But you can not drive them into it . 

No, you c~n not, &nd tna t does not mean eithur 
t hat the minute they gtt & cnance on a rising 
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bond market t hey won't gradually tend to liquidate . 

Isn ' t there tnat old preJudiced belief t hat borrowing 
from tne Federal Reserve is a sort of sign of weak­
ness? 

When Federal Reserve wus first or gani zed, we thought 
tney ' d never get t hem to borro1v, and then there was 
a period, through the war and subsequently, when it 
became quite the thing. Now we ' ve just got through 
a veriou of excess reserves •mere nobody hhd to 
borrow, and on mY trip I found a general reluctance 
on ~ne p£rt of the banks to consider borrowing again. 
But I think they've ~ot to consider it and it should 
become tne fasAion, end a s soon a s tha t comes about 
tae System and tne country will be much healthi er. 

But you and I can not make it t he fashion . 

That ' s right . I can s ay this 11ith some degree of 
a ssurance, t hougn: tha t , without any commitments, 
t ney muy change their mi nds - the tleN York banking 
community as a wnole, assumin<; excess r eserves ge t 
to zero Lnd tney can not buy reserve fundu from one 
another . I thi.n.r tila t ot t na t point, ratner than 
tr;r to f orce long-term ussets on an un"Nillillb mt.rOtet, 
tney .<ill borrow, for h o rer. sons : first , bocause 
very quickl y tney ' d find they couldn ' t dispose of 
their long-ter m ass ets ell at once, and second, 
because •,Vllether as a r esult of our talks or thei r 
own consideration of it, th&y do accept a certain 
res pons ibility for the money mnket, tha t they ' ve 
got to t cke care of' it in t he rignt f'asition r a ther 
than the v. rong fashion over a temporary period. 

~ell , t hat being so, I 1 ve got great ques tion about 
t he l ong-time bond myself . I renlly thin.r you•l l 
s ell it and you'll sell a respectable amount, if you 
issue it . I don' t .mow how long it .,ould stuy vut , 
and W:len tltey begin to li~;uid!ite , query 1 11hether 
you wouldn 't start another period of t he liquida tion 
of Governments tha t causes a ll the heartaches . And 
I ' d r other not add t o tha t situati on unless it were 
necessary to do it. That being so, I should tnink 
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t he more conservative a ttitude would be to sti ck 
to tne not es this time . In spite of my agreement 
with John Williams t ha t if *e could only be sure 
tl.ey were going out in the hands of inves tors the 
bonds would be the l ogical issue, I d on ' t t hink t hey 
would go in the hands of enough i nvestors , a s opposed 
to banKs, to try the risk . 

I aon•t tninK in this general uiscussion we 've taken 
note of t ho f ac t t hat, including Sunday , we 1 r e selling 
a million dellars worth of ten- year bonds every day , 
i n the Baby Bonds . I mean Taylor tells mb we 1r e 
avbraging ~bout seven milli on dollars worth a week . 
1hDt 1 s going out like cl ockwork. 

I t may be, t hough, t hat that ver y thing means you 
haven ' t got as much of a demand f or these proposed 
bonds . 

&ut I mean tnis idea of 
of per manent investors . 
on us? 

putting money in the hands 
How many of those come back 

It ' s a very small percentage . Of course, t he very 
nature of t hea, the f act t hll t t tley are f ully r egi s ­
tered, that you nave to go tnrougn tnis r ather 
elaborate per formance, means .... 

Nhat is the total outstanding now? 

Billion t~o pl us . 

Lot of t hat in banks? 

No; there was a t ime when as high as six percent 
*DS, a nd it' s a little l ess t han tha t now. 

I ,yonder no~ much br.nk deau;.na there might be f or 
it if you r aised tne limit. 

4 million came back ln July - 4 or 5 million a 
month, on the average . 

Nell now, l e t's see, wno nesn 1 t had a chance? 
Are you t hrough, George? 
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Yes, t hat' s all . I think t his is a devil of a 
decision. I would love to put out a bond issue 
if I thought it would stick. But we have had such 
recent evidence of the desire of banns to get rid 
of bonds us soon as they can that I awna little 
worried about dumping any more bonds/the market, 
becuuse I think t ney are still anxious to dump them 
as soon as the opportunity affords itsel f of trying 
to get rid of tnem . 

Of course, this one-year note and 7-year bond 
remind me of trying to sell a woman a long petticoat 
and a knee-length skirt. I mean the things don't 
seem to Kind of mate~ up. It looks as though we're 
trying to get our styles kind of •. .• 

Except that you're selling to entirely different age 
women . 

You're feeding a different market . 

That's what we ' re noping for; that ' s our hope . 

That we don ' t know . If I were really sure that you 
had a broad market •..• 

That ' s a pious hope. 

~r . Secretary , I 1d like to ask Mr . Thomas and Mr . 
Piser if t ney •••. 

Please . "e ' l l ~teep our nome t alent for tne l as t . 

On the recent money market situation we have been 
impressed by certain developments, particulorly the 
tendency o!' the l ar ge New York City banks to soll 
t heir bonds , their long-term obligations ; they have 
done so every time they have gotten short of reserves 
or anywhere near short of reserves . And thos e banks 
tha t a re short might sell them to adjust their reserve 
position. Other baaAs don' t buy them beca~se they 
6CnOW tnis pressure iS On the m&rket • olbereas YOU 
can s ay that they are selling them in order tog et 
funds t o make loans, the f act is that t hey have sold 
more investments than they have made loans . So that 
the total loans and investments of these lar*e city 
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banks have been going down and their deposits have 
been g oing down. This decline i n deposits hasn 1 t 
been true for the country as a whole, and i t isn't 
as bad as it looks f r om the weekly bank figures , 
but t her e ru:.s been a decline in deposi ts, which is 
a sort of depressing f actor, at least psychologi cally. 
It is not so bad when i t r epresents simply investors 
nolding tne money i dle, buying bonds from banks, but 
it has been the situation . 

liue to the f ac t , i s it not , tha t ball>{s have sold 
mor e inv~stments t ha n t hey nave incr eased l oans . 

Yes , they have sold more investments than they 
have increased loans; that is, the l a rge city 
banks . Not true of tne country b~onks . One f a ctor 
in that is thEt tne large city banks , a s Governor 
uarrison pointed out, bought very heavily of long 
bonds in 1J6 at a time Nnen short money r a t es were 
so 1011 and they wer e worried about tneir earnings . 
'.l.hey t;ent out and got a ll they coul d get of the 
bonds , practically all the Tret.sury wa s issuing t. t 
the time . They bought them r ather neavily. Now 
thEt short r a t es have got t en up a little bit, they 
are ratn~r l ess inclined to buy bonds and t hey a r e 
more will i ng to shift from t he long t o the short • 
.r.nd lltlereas the lowering of the discount r a tc is a 
factor , sti ll shor t r etes n~ve to r i se quite a l ittl e 
bit more before ther e Rill be any inducement from the 
rate standpoint to borrow. They might borro.v tem­
por artly ,. but tney mi ght still be a little hesitant 
about tnat . 

lhat is not necessarily true, i s it, Mr . Thoma s , 
wi t h commercial l oans at one and a half . 

Not true Nith commercial louns , no, but as long as 
t hey •ve got •hese short bills .••• 

Put it differently . I t i s not true so long as their 
average yield on all investments and loans i s over 
the bank r a te . 

Well, ! don ' t Anow; I t hink they ' d r Bther get r i d 
of the short s tuff which was below t he bank r ote , 
r a ther than borrow a t the bank r ate . 
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If it were for t he long r ate, but not for the 
short . 

Your Judgment on that would be mucn better than 
mine . t:o.1 , you can ' t e,.pect ban<l:s to borrow ratner 
tnan sell long-term securiti~s wnen tneir long-term 
securitids are low in price . At a time like this , 
when they 1 ve got a prof! t on tnem, tilere is o tendency 
f'or money r ates to rise; it is t. little too much to 
expect tnem to borrow in order t o hold them when they 've 
got more of them tlan they think t hey ought to have 
anyhow . So it looks to me as though there is going 
to be 11 continuation of this tendency to reduce their 
holdings of bonds . And if there is an investment 
demand for·bonds , tnen let the investors buy those, 
it seems to me, ~tiler th~ n nave the Tre~ sury issue 
more of those at tnis tlme, bec?~se what will nappen 
is th;t the banks who hold tnese notes will exchange 
them und tnere will be a t endency for tnem to turn 
around and sell t hem on tne marke t . 

The notes? 

No, the bonds; if they exchange the notes for bonds , 
toey • re likely to .vant to sell them, &nd tha t will 
be anotner depressing f oetor on the bond market . 
So I should think woereas the banks mignt be more 
willing to nola notes - oifference bet.·;een five and 
seven years - I don ' t «no.v .1nether it m~okes a grea t 
difference , but it is a step in 71hat seems to md to 
be the .vrol1(; d irection a t tnis time . 

To go t o the ?-years . 

Yes , to go to the ?-year bond . 

As to the business situati on, I t hink Professor 
.. il li~>.:ns • analysis is correct and I nave great 
confidence in toe fUture of business . hut I tninK 
tne next two or tnree montos are going to be very 
WlcertBin, ;>art1cularly in the textiles . ••ito a 
oecline in tne price of cotton, I can't see much 
buying of cotton goons and therefore some hesitc tion 
i n ~roduction until the price of co tton goods haa 
ad justed itself to the new l evel of ell cotton prices . 
So t hat we ere likely to get a temporary recession 
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there in the textiles, which will hold things 
back only for a short while. In the long run 
that ought to work out, but it does look like 
a factor that will bring do>fn our indexes end 
make the situation look not so favorable in the 
next montn or two, if not longer . 

147 

One of my airectors is neaa or a textile business. 
rle says t hat he .ent to a bank only last week to 
borrow money to carr>· goods wnich he had already 
manufactured ana had sold to other dealers, dis­
tributors who were not in a position to take them. 
liad he forced the contracts, he would probably have 
forced tnem into bankruptcy, so he borrowed money to 
carry the goods for a temporary period - something 
tha t he had contracted for, but can' t liquidate . 

On which he will lose money . 

de doesn ' t .mow yet, but he thinks it will work 
out all right . 

Are you (Thomas) through? 

Yes . 

Nell , to sum up, you wouldn ' t go beyond the five 
years . 

I woula not . 

As has been said before, we are in a period where 
banks have been r ather steadily li<;uidating Govern­
ment securities , particularly bonds, in t he last few 
months . And banks still hold very large amounts of 
Treasury bonds ; I think it is something like two 
billion dollars more than they held a year and a 
nalf ago . With those l£rge amounts of Treasury 
bonds, they &re apparently anxious to sell on every 
opportunity . It see~s to me, ~th this substantial 
amount tha t is overhanging the oarket, it would be 
p~rticularly unfortunate to add to t he supply of Trea­
sury bonds at this time . I think that might lead to 
a wave of li~tuida tion of Government bonds perhaps 
not of the magnitude •·e had last March, but at l east 
of substantial proportions. 

The other point I would like to make i s that if a 
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bond i ssue shoul d be subscribed in small amount, 
I think thut might be taken as a s i gn of ~eukness 
and thut tllere 11as not a substantial mr.rket for that 
type of bond . On the othur nand, if a large umount 
is subscribed, s ay three or f our hundr ed million 
dollars, it seems to me a substantial portion of 
that m1ghL come into the market ~ediately on t he 
part of those ba!Ms or others who lu:.d bought the 
bond for an i mmediate profit . 

So I think i n either event it might l ead to a 
r ather weak market for al l Tr easury bonds . So I 
would be in f avor of the 15- year note and either 
a f our or five year note, end prefer~bly I should 
think a four year note . 

15-montns note . 

15-montns .tote Wld four or f ive year note, prefer­
ably the four- yes r note . 

That ' s a bad price, though, i s n' t it - the four­
year note? 

1/ha t 1 s four years and nine months now? 

Th& t woulu be within three months of the issue 
you put out last Ju_ne . lbat 1s my objection to 
that . Plaster t he ~arket immediately . 

.lould you r-.ther have five years? 

Rather nave the five; it's much less damaging to 
the morket . 

l'1hat 1 s the rate on fi ve yoars? 

Two percent. 

uow does tnat figure out - five year, two, or seven 
year L twoo and a llelf - which w ey is 1 t coeaper to 
the uovernment? 

"hen you figure the tax exemption to the states end 
private holders who would get some portion of the 
no t e, you don' t know 110.v much, I don 1 t think there 
is as much difference as it looks on t he su_rface; 
nobody can quite tell . 
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\'lb.ich way does it look? 

, ,, " _ ., ..J 

I t hink undoubtedly the seven year money would 
cost you something more than the five year money, 
but it is less t han half of one percent . 

!!ow, b efore I ask, is there anybody - Ransom, do 
you want to call .••• 

No one else , Ll r . Secretary . 

Taylor? 

I think thL t your 15- month note is i ndicated and 
that rtns to be your pivot issue . hfter listening 
to the various ;>eople tht. t ;;e talked to up i n New 
Yorx:, I became convinced thn t there is a market 
for this 7-ye~r 2- 1 '2 . I am ver y surpri~ed to find 
tiUl t tht. t was so . I think tht. t for those particular 
people who go into thtt bond it will stick, that 
any li•;uidation which comes along in the future -
and I entirely ag r ee with tho thi ngs that hove been 
said about the t endency to liquida t e long-te r m bonds -
will be in t he l onger-term Treasuries ; it won ' t be 
in this p~rticular maturity . 

It ·o¥111 what? 

I t will be in tne lo~-tcrm Treasuri es, it won ' t 
be in wn&tever is done in this . So that I don ' t 
think you will nave a messy marke t sita&tion on this 
particular 2-1/2, if you do it. 

Bell? 

\'/ell , I tg r ee on wnat Mr . Taylor said . I ' d prefer 
a tnree-year 1-5/8 and a 7-year 2-l/2, but I think 
for safety reasons we a r e for ced into a 15-month 1-1/4 • 
. 1e did get from the !lew York people stt.tements that 
taey 11•ould buy t. substantial par t of t his 7-yecr bond, 
and one benlt went so f ar as to s ay it would not only 
exchange its notes for the bond, but it would go out 
and buy the rights, and that it would l ock them up 
and hold t hem. 

The onl y thing t hat worriES me about the 7-yeor bond 
is, supposing we only get 2JO mill ion dolbr s of 
exchanges , how will the mt.rket interpret t hat? If 
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we could ~rrange so:ne way so that the market vtould 
interpr et it the other way , th~t it is a distinct 
advantage • o the Tre~sury t o have even 2JJ million 
in the 7-yea t· bond Thut does ::or ry me a little, 
;:, s t o jus t h011 the m~.o rket will interpret tha t . I 
do hate to see t wo notes - 15 and five . 

You mentioned a minute aMO General Uotors . Didn' t 
someone of tnoDe ba~crs advise us that they had 
heard tha t the General Uotors bloc of 20 millions, 
11na tever it was ••.. 

'Ihey wouldn ' t buy anything longer than tlio years . 
.. e got tnat from four or five diff!~~eilinwt.,.a.p~lil&~c~e;_:;s~:,..~.a.~· • 

.knd t h& t is only ru. tural . J.hey ' ve got tha t money 
in there for snort-term purposes . 

Broderick: They carry it merely toe et interest on their 
aeposits ; same us u time deposit . 

'lhom~s : 'l'o what extent does that permit them reliE:f from 
tne undistributed profits tax? 

Bell : I don • t know, but I assume General !Jot:ors hud 1t 
in these short notes for a purpose of tha t kind . 

?iser : In r egard to intermediate mLturiti es, there is 
two ~nd a nalf billion of Trea sury bonds calltble 
in ' 44 · One of those bonds •• • 

P. . A. Jr: Bow much? 

Piser: Two and a nalf billion. One of them is a four 
percent issue, which I think you will undoubtedly 
want to t ake up at t ha t time, a nd the other i s a 
J - 1/4, which may be refunded a t tha t time . Thi s 
nould , of course, add to that l arge amount of 
callabl e sturf . 

Hu r1•ison: There may be cheap money t hen . 

H . :.1 . Jr : George? 

Baas : I haven ' t got very much to add , Mr . Secretary . 
l.ly leaning is toward .'dr . Taylor 1 s and l.!r . Bell ' s 
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ver sion, except t lla t I don' t fee l ver y s trongly 
towards t ile bond . I t llink it i s a very cl ose 
decision; I don ' t think i t would meke very mucll 
aifference 'IIIli ch was done . I t hink from t he 
Tr eAsury point of view, particular ly when you 
have this 1- 1/4 note us your opti on, thLt if ther e 
is G morket for the 7-yecr 2-1/2 bond , ~ pr efer­
ence would be to take tile bond . But I don ' t feel 
strongly . I ' d just t.s soon have two notes . I 
t hink the ~ey to the whole situati on i s th i s ques­
tion whe tller or not there is an investment mar ke t 
for this short-ter m bond, and I switched over -
I wa s first t hi nking i n terms of a combinution of 
notes- and ~fter hea ring Ur . Tayl or' s r..nd Mr. 
Bell ' s discussion tha t they had l n llew York, I 

.. 

was Willing to go over to o - t o take a combinati on 
of the shor t note wi th t he bond . I don ' t tllink i t 's 
close - I t hink i t ' is close . 

You mean the decision . 

Yes . 

Archie? 

••ell , I don ' t kno;·.; of course, since Mr . Taylor 
came bac~ and spoke about tha t 7-year bond - thc t 
ilr..dn 1 t entered much into ~ celcul& tions before . 
I tnought that efter all this is only a r ef unding 
issue, we ' re not borrowing new money, and my leaning 
wos toward e s traight five-yea r note - not split it 
up . However, if you' r e going to split between two 
notes , I would r at her s plit to a note and a bond -
I mean I ' d rather see the whole amount i n the f ive­
year issue , or else , i f you wer e going to split, then 
I think ther e is sufficient inves tor s ' demand f or 
a 2-1/2% bond . After all, tile maturing not es carry 
J-1/4~; lots of people n& ve been carrying i t for a 
long time and are probably l ooking for the yield , and 
i t mey be t he t we should consider them a nd give them 
an opportunity . I d on' t think the banks wi ll buy t hem 
if they don ' t want t o bcy them. I wouldn' t i ssue the 
7- year bond for the whole SJO . I t hink i f the banks 
ore t r ying to li~uidate , they ' re not goi ng to bid 
for mor e bonds , and they 'll t ake the not es . 

Unless they have a tempor ary profit i n t hem. 
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But you can ' t tell j ust where the profit wil l be . 
There ' s not necessarily going to be a bi gger profit 
on the bonds than on the notes, and I think t hey ' ll 
probably take the notes . 

Is that all, Archie? 

That ' s a ll . 

Seltzer? 

If Mr . Harrison had been as receptive to a 7-year 
bond as Dr . Burgess - tnat is, been a s confi dent 
of the r eceptivi t y of tne market to it - I ' d be in 
fr.vor of that combined with a 15- month note issue, 
becr.use t he Treasury ~tould be in a much stttonger 
position with t ha t aind of a Joint offering t nan 
::ith t·.~o notes, an! bect.usc I think a f ixed aaturity 
of 7 yecrs 11ould have a special a ttraction to the 
me-rket; we naven ' t issued r..ny such for qui te a while. 
But llith all t his doubt about t he recept ion of a 
7-yeur bond, I think we have to play it safe vnd try 
a 15-month plus a f our-year note . 

You1 re going to be ver y s afe . 

What? 

I say you ' re going to be very safe. 

(Hear ty laught er ) 

I must confess tha t my r eluctance about the bond is 
not ono of principle but more of a hunch t hat you 
ar e apt t o get a seconda ry reaction . Now a~aybe I'm 
all wrong . These gentlemen have been much closer in 
t ouch with those fellows they were conferring with 
on .Vednesday and Thursday than I was; I .wasn't in 
with t hem much. But query, .whe ther tnere i s enough 
difference to the Treasury to j ustify the uncertainty 
as to .vnere tnos e bonds ar.a going . In other words, I 
~hi~ there is something in Piser ' s point of view taat 
you might lose either ~ay. If you don' t sell many of 
them, it is a r eflection on the offering; if you sell 
too many of them, t hen you ar e under t he risk of the 
unloading ufterNnr ds . 
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Harris? 

11ell, for once I don't hnve any definite opinion 
about it; but I r a ther leon to the note in preference 
to t he bond - f ive-year note . I think it fits in with 
tne Tr easury maturities ver y well; we only have that 
one i ssue in '42. And the bond market , for once, 
since t he r ecent decline started - I've never seen 
such a uniform decline t hroughout t he bond market; 
it ' s been a point and o nalf, a point and three­
quarters , tnrough ull t he bonds , which to me indi­
cates not so mucn selling a s lack of buying. It ' s 
a general mar~down . 

Have t he notes gone down a point? 

Gone d01m anywher e bet .. een 20 and JO thirty-seconds . 

1:ho has some afterthoughts? 

I have those on tne t5th . 

Last t i me we ·.ver e so good 1ve absolutely wl thin a 
dollar got a fifty-fifty division, didn ' t we? 

I don't t hink you ' ll get thot this t i me, even with 
the f i ve-year not e . 

'.'/hat wo..lld you guess if you nad G 15- montn and a 
five-year - what would be the division? 

J5u c.na 450 . 

•ibicn is the 450? 

lne shorter one . I thinK you 'd get mor e of the 
shorter. 

And if we had 15-months and a 7-year bond? 

)00 mil l i on of your l onas . 

To at many? 

Tnat ~ould be a huge success . 
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Burgess: Pretty nearly tha t many. 

H . ~.Jr: Anybody got any afterthoughts? 

Bell: Supposing we only got a hundr ed million of the 
bonds, Doctor, how would the market interpr e t it? 

Bursess : Think it was kind of sour . 

~ell : Per sonally , I 1d think it w&s to t ne Treasury ' s 
advant age . But I don ' t know how the market ••.• 

Hurrlson: 1'ha t 1 s just the point . 

Bell: ~·hut woul un 1 t worry me any - I mean from our 
standpoint. 

Broderick: ~an , i s this the time for an experiment? 

.Ransom: That Noul d be our Norry , ,,ouldn' t it? 

Bel l : (Laughs ) 

H. :.t . Jr : llell now , do you (Burgess) have some a ppointments 
for me this afternoon? 

Bur0bss : Tnree, four , and s ix o 'clock . 

H • .! .Jr: .iell, I tell you . !lr . Ransom, you•re Acting 
Governor, bren 1 t you - I mean Chairman. 

Rausom: Mr. Harrison is Chairman of the bcecutive Committee 
in place of Mr . Eccles . 

H. i.l . Jr : Ar e you (Harrison) going to be in t own tomorrow? 

Harrison: I wasn' t, but I wUl. 

H. 'J . Jr: I thought if you a rrl !lr . Ransom could come a round, 
say , 10: 30 tomorrow mor ning - could you? 

Rt.r:som: Yes, indeed. 

H. M.Jr: Burgess, will you be here? 

Burgess: I ' ll be here continuously . 

H. !.l . Jr: 'l'hen I t hinA lf :f"U gentlo,aen will c ome at lJ : Jv 
t <>mot·row morning - 1 t !lives us about an hour and 
t. nt.lf t o tt.~ thinbs over once m~re . 
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Septeobe r 4th, lct5? 

Tooay HW,Jr conferred with Ur. Levey or Solomon Bros . 
on the Scptembtr 15th r1nnnc1ng. 

Mr . Levey recommended a 3-yeer l/58% bond maturing 1n 
1940 and a ?-year 2t% bCl'ld. As M .~ lterns t e, he recommenl ed 
addlll; to the present 1eeue or the 2-3/4e 45-4?. 

Ur. Oev1ne, ot C. J. Oev1ne & Co., Inc., recommended 
11 15-montha and 3- year bond, and , a e an e 1, er!ll t e , e 5-yenr 
2!' or 11 4-year l/?8s. At< an 11lter'l> te, he recommended 
e 5-year 2J' or a 4-year l/?Se bond. 
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TREASURY DEPARTMENT 

INTIUt o m c:K COMMU NICATION 

DAn September 4, 193?. 

TO Sec:ret.ary llorgentbau 

..- lolr. Hue 

:subject: The Si.no-Jepaneae ei.tu.at.ion. 

It is no longer a local oonruct 
the 1932 battle in Shanghai, 

the 1933 seizure of Jehol, and the 1935 grab ot portions of Hopei and 
Chabar. For the first time the Central Government of China is u.sing 
its anU.es to resist Japanese aggression. -. ~ - · Japan is now treating the situation not as a series of isolated 
local incidents, but as a large scale cacp•1gn involving the u.se of 
her military forces along a thousand-mile front axtending fral1 It~ 
in the North to Shanghai in the South. Japan probably has over 
200,000 troops on Chinese soU exclu.sive of 200, CXXl Uanchoukuan 
troops, and has already called to the colors aeotions of her reservists. 

Though war baa not yet been declared, Japan has ordered a 
blockade of all Chi.nose official and private shipping along the 
entire ChiJ!efO ~. and is ba:abing numerous cities several hWldred 
DUes in the interior. 

I . What is ~ to happen in China before next SWIDer? 

II. How wUl the econca1c interests of the United States be 
affected during the stru&gle? 

III. llhat wUl be the effect of the application of the Neutrality Act? 

IV. What role wUl the interested powers play in the war? 

I. l1!!AT IS OOING TO HAPPEN IN C!ID!A BEFORE NEXT §1Mll'S1 

There are tour po .. ible eventualitiaa: 

1 . The rapid conquest by Japan of the mole of North China and 
of all the important cities in the East of China, with a peace 
aettleGient imposed upon the Central Oovemmont of China. 

2. The rapid conquest of those areas but non-acceptance of 
peace conditions by the Central Government of China, with a continua­
tion of the warfare , though in a leas ecute form, in the West , 
Central and South of China. 
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) . Failure of the Jap:meae to attain their J:dlltary objectives with an;rthine lilte the rapidity they expected. Spring will find JapM with her .mole amy and navy inYolved in the Chinese war. 
4. Entrance of other foreign powers into the war. 

Which of these alternatiYes 1a most likely depends in part on the relative military effectiveness of tho two contendine forces and on the military atrateBY involved. On that subject tho judpent of econoaiats is of little value and w venture no opinion. Thora are 1 hO'IIDver, other factors - economic and political - which are at leaat aa :IJDportant as purely teclmical J:dlltary considerations in shaping the final outcoce. These are considered belcnt: 

1. Can Japan tiJ!ance the war? 

Japan auat have both domestic and foreign 1\mds to finance the war . 

(a) Interna1 flneneinB • 

Internal finaneine of the war presents no insuperable problem for Japan for at least a -year. If the war with China spreads to wider fronts , as it gives every indication of doing, the cost of such a war c:lur1ne the next tlftllve months can not be leas than 5 billion yen and may riao to 8 billions. Japan alread¥ has appropriated 2i bll­lion yen for the conduct of the war in addition to the ordinar7 m1l1 tar_. budget of 1 . 5 blllion yen, and it is vary doubt!W. lib ether they expected operations on a very large scale to last more than a tn months. 

'the Government will have to borrow tho major portion of the additional 5 to 8 billion yen needed. Revenue trcD taxes will in­crease, both because of heiflhtened business activity at rising prices and higher, as well as now, taxes. But the Oovornment would never finance the war throllj)b taxation. No government in modern tillea every has; nor ia azrr government liltaly to do ao . To finance a major war chiefly throUj)b taxea ia a moat cumbersome and ine!!icient device, and for Japan would after a abort time go a loag wa;y toward stirring up aerioua trouble at hCI!Ie. 
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The total national revenuo !rom taxes last year was about 
2. 5 bill.ion yen, or alJIIost one-siJCth of her national. income. To 
raise an adA:Iitiooal 5 to 8 bill.ions by taxes would be preposterous. 
The real burden of the e'q>"ncll tures cannot be shifted - except 
in so far as !oreisn credits are obtained - but the imposition or 
thet burden lllllllt be camouf'laged by borrowing end the printing prus. 

Japan will be able to raise 5 to 8 blll.ions in tho next year 
without the least dangor of either financial collapse or wild infla­
tion. ~ome rise in prices there will be , since the diversion of 
savings from non-1lLLJ.itary to military production will not be nearzy 
enough, end since Japan will not be able to greatly increase production, 
even under the atimu1us of war demand. She already was e'q>"riencing 
a s carcity of labor this mmaer and adA:Iitional men under arm.s will 
in large part ot:rset additional labor hours. Prices therefore will 
rise 1 but not enoiJ8h to justifY fears of a runawa.y in.nation. The 
note issue and deposita in Japan total about ]3.5 bill.ion yen, 
indicnting roughzy thet the voJ.ocity or income circulation is around 1. 
If, therefore , Japan borrows via the Central Bank and pr1ntin8 presses 
as much as 5 bill.ion yen this year, prices will at most rise several 
percent a month. It may have even a lesser effect. In France during 
the first six months of the Great War the note circulation rose from 
o to 10 billion francs without causins any such rise in prices. But 
even it prices did rise at the rate of five percent a month in Japan, 
f or the next year at lenst such a prica rise will not seriouazy 
interfere with Japan ' s ability to conduct the war in China. 

!lor will Japan have any trouble this next year 1nsurin8 the 
absorption by the banks end by the public of another 5 or 10 bil­
lion yen. She now has a total national debt of about 11 bill.ion yen, 
which is a little less then her nationoJ. annual inc0111e . The national 
debt of the United Kingdom is considerably greater than her national 
income, 1lh1l.e that of France is double her incoce. A country during 
wartime can easizy bear what might justzy be regarded durin8 times 
of peace as intolerable financial burdens. l'lith strict excllange 
controls , patriotic appeals , increasing control over industry end 
prices and coaplete control over the banlciJic system, Japan can end 
will , v1rtually, force the absorption by the Central Bank end the 
public of govenaent securities. 

Regraded Unclassified



Secretary Uorgenthau - 3 ~ 

(b) External finaneing 

In order to conduct a major milltary offensive.iD China, 
Japan must import certain basic war materials and fiDished milltary 
goods . Japan has alreado' aceumulated large stores of oU, iron, 
steel, cotton and other materials, Her :Import surplus during the 
first seven months of 1937 has jllllq>8Cl to 700 million yen ae compared 
with 250 million for a COIIIpArable period laet year. But if the war 
is to continue 1 Japan '11111 need to purchase considerable quantities 
of war materials, !.!ore than that 1 Japan will have to continue to 
import raw materials 'llbieh are necessary to produce the goods she 
expects to export, An examination of the character of her exports 
and of her needed raw materials leads to the conclusion that Japan 
must import betnen two and three bUlion yen (at current prices) 
of goods during the next twelve months in order to conduct her war 
without :Important shortages. 

Can she pay for three b1lli on yen imoorts during the next twelve months? 

Yes, easUy, 

(a) She has approximately 1,2oo,ooo,ooo yen iD gold. 

(b) To this must be added foreign exchange held by various 
Japanese banks; probably between 100 and 200 million yen. 

(c) She will produce about 100 million yen of gold dur1ne the 
next twelve months . 

(d) She can likewise liquidate that portion of her foreign hold­
ings that is not iD war areas and thereby raise another hundred mUllen. 

That totals about 1 , 5 bUlion yen and leaves about t to 1! bUlion 
yen to be raiaed with her exports . During the first seven months of 
1937 Japan exported goods to the amount of 1 , 7 bUlion yen. Even 
allowing for loss of China's market- only 6 percent of her exports 
go to Chins - and for increased prices due to the increased cost of 
imported raw materials, Japan '11111 have little difficulty selling a 
bUlion and a half yen of exports during the next twelve monthe. 
Japan '11111 1 if necessary 1 heavily subsidize her exports iD order to 
procure essential :Imports. 
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There is no doubt that even if Japan b unable to borrow to 
tinance any of her needed il:lports she will be able to import what 
she IIIIISt have during the next twelve months and ~ for it. Not 
~ will abe be able to pq for her needs during the coming year 1 

but she will 110st like:Q' not have to use up all her gold and forei&Jl 
exch31J6e in the process. 

In addition to her cash foreign resources, Japan may be able to 
secure credits from Germany and from En41:land. Germany will doubtless 
be eager t o help Japan by selling her surplus and obsol escent war 
matorialllhich can be of use to Japan. Germany would probably be 
'llil.ling to sell a large portion of such material on credit. Even if 
Germany were to obtain 50 percent of the proceeds of the sale in 
gold or foreign exchange for some of her exports to Japan it would 
definitely be to her econCllldc advantage to do eo. 

As for England, her ability to exteJld credit to Japan will not 
be the l.imiting factor. Political considerations will be paracount. 
whether or not Japan will be able to obtain credit in England 1a at 
present uncertain. Everything depends upon the direction which 
British policy in tho Far East takes. 

Japan begins the war with a Oovornment foreign debt of 1 .3 bU­
lion yen and a total foreign debt of l . e bUlion yen. Annual interest 
pa.yments on the external debt amount to ~5 1111lllon which Japan 
ought to be able to maintain. :U the worst comes to 110rst, it can 
cease pa;yment of interest on foreign loans 1 though it would not do so 
if there were any chance of its raising further loans from abroad, 

Therefore , it may be concluded that Japan can finance a major 
war with China for at least a year. 

2. Can China finance a major war? 

(a) China has 1 and will have 1 sufficient forei8Jl exchange to b\1)' 

all or the foreign goods that she will be able to bring in throusb 
the Japanese bloelulde f or at least the next twelve mootba . OoYenment 
of China banks n01r have probablJ' about 500 1111lllon yuan of gold and 
foreign exchange and about )40 million yuan of sUvar. In addition 
to the sUver bullion held by banks, it bas been estil:lated that there 
ant more than 1 1100 1111lllon ounces of SUTer in China, of which 
500 1111lllon OW>ces are in nClll-mOnetary form and 600 1111lllon ounces 
in sUver dollars . AlthOUBh it is true that all of this sUver will 
not be available to the Oovernment, because a part of it will be in 

loC 
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territory occupied by the Japanese 1 8lld because a part of it will 
not be dehoarded ann under the patriotic stiJaul.ue of defervl1 ng 
China, a good proportion will be made ava1leble , 

The forei&n Y&lue of China's oUver otoeka depends upon the 
United States Secretary of the Treasury, 1'ere China to atteapt to 
oell any oubstmtial. portion of her sUver stocks on the London 
market without the eo-operation of the u. s . Treasury, the price of 
sUver 'IRluld drop precipitously. 

However 1 even without including the potential. foreign val.ue 
of her ~uver etocko 1 China will. have adequate oupply of fore.ign 
exch8Dlle t o purchase such imports as abe will be able to obtain 
through the Japanese blockade. The supply of foreign exchange aria-­
ing f'ram her remittances from Chinese living abroad will doubtJ.esa 
be well over a hal.f bllllon yuan. Last year they amounted to 
320 million yuan. It ia reasonable to expect that the remttsncea 
will be much larger under the patriotic appeals for a..sistanca, 
combined with money--raising by non~hineae thr0118hout the world, 

In addition to this supply of foreisn exchange is the emount 
she can obtain from her exports - at least another 100 mill.ion yuan, 
In 1936 Chinese exports amounted to slightly more than 800 mill.ion 
yuan. Under war conditions, with a blockade of the Chinese coast, 
it is unlllcely that China will. be able to export more than one-ti.tth 
of this amount. The mini= total. of f oreign funds thus available 
to China during the next year is about one bllllon yuan, It ia 
extrel:lely unlllcely that China 1liill be able to import that c:uch. The 
imports of China during 1936, inclnd1'18 an estiaate of muggled 
impor'..s, amounted .to only 1 1100 mllllon yuan . 68 percent of the 
recorded imports entered China through the ports of Shangha1 and 
Tientsin. A part of this. trade can be diverted to other points of 
entry 'llhich may remain open, but owing to the effecti veneaa of the 
Japanese naval blockade of the coastline, and the ari!IY blockade of 
the lfortbeast border 1 imports will be greatly reduced over the 
level of last year. 

Japan llllliY pend.t the entlT of non-essentials on foreien 
boats 1 but China ia 1n no position to spend its foreign 1'tlnda on 
non-essentials. 

Even should China be able to import mora than 1 bllllon yuan 
of goods she will doubtless be able to tinance i"t. In the first 
place, she will be able to get something out of her sUver stocks. 
In case of dire need she '1Rluld1 as a last resort 1 throw it on the 
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market ll'ith or ll'ithout the co-operation of the u. s. Treasury. Or 
she could pledge it for crodit3 obtained in foroil;n countries. (It 
i s r eported that she already has a hundred aillj_on franc loan in 
France to be secured by silver p1edged in London. ) Lastly 1 an 
unknown anount of financial assistance can be and doubtless will be 
supplied China by Soviet Russia . Russia will probably extend un­
limited credit to China for the purchase of munitions of war . The 
extension of credit ~ well cover both purchases from Russia and 
purchases which China ~be able to make in other countries. 

Altogethor , :::-~:l will be able to pay for or tinanco all 
the imports she can t'lln througn <.l:~ Japanese blockade or obtain 
through other avenues of iransportat±et ~ • 

(b) lUll China be able to finance t he dooestic needsof war 
for t he next twel'V'8101lth period without difficulty? 

Chinn, inc<lll!parably less than Japan 1 cannot rely upon 
voluntary public loans and taxes to f inance the war over a twelve­
month period. She will doubtless soon resort to borrowing froc the 
Goverrunent banks Without any intent o:r IIID.intni.nine a sound currency. 
Sound currency practices must inevitably give way in China in the 
face of her critical strugsl e for nat ional existence. There is 
danger of a rapid rise in prices a!ter the first f"" =nths of the 
war. l'lhile the sharp inflationary movement cannot be C<>ntrolled 
indefinitely 1 C<>ntrol durin& the first year of warf are should not be 
difficult , particululy since both the Central Covernt~ent and 
provincial governments will soon resort to requisitions of supplies 
for the army at fixed prices. 

In conclusion, it can be stated that ll'ith China, as With 
Japan, the war will not stop for lack of i'Unds - at least during the 
next year. 

3. Can Jaoan 9btain raw materia1• necessary to conduct an 
effective ca1or nr? 

Yes, she can 1 so long as she is fi&htina only China. 

Japan mines 90 percent of her C<>al, but she must import petroleum, 
iron ore, rubber , copper, tin, zinc , aluminum, phosphates , nickel 
and soee other leas important raw materials. But not only cust 
Japan import rm< materials f or articles consumed at home; she also 

, - ~ 
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nee<b ra materiala tor hAir exports - primarily raw cotton, raw 
wool, and 1IOOd pulp tor her rayon 1ndu8try. Without the caintenance 
or her export:~ abe 1IOuld be unable to carry on the war. 

Japan iz>ported 1 . 7 billlon :yen of ra D&terial.t'. in 1936 and 
1 . 1 billion in the first the aont.>ts or 19.37, Cuch of these enormous 
imports in 19.37 were for the purpose or accurmlat.ing stocks. She 
bas six to ei&bt 11011ths1 stock of oil, at least a two months' 
stock of cotton, and has been accumulating stocks of essential 
metals , Her stocks of antimony and tungsten are unknown, but as she 
lllUSt have bean anticipating war with China, she l!lllSt have sufficient 
stocks of these metals on hand. It is true she is facing a werld 
market in 'Which prices of many, thou.gh not all., r81ff materials are 
ri.sing. But on the basis of a 2 to .3 billion total import for the 
next twelve months, toaether with hor present stock of material, 
Japan will have no ditficul t:r in proc:uring all. the raw materials 
she needs for the prosecution of the war in China. 

4, Can China obtain Mterials necessary to conduct the war? 

Herein lies China's chief weakness in her fight with Japan . 
China is laraelY dependent upon toreisn sources f or tho basic r aw 
materials, particularl3 iron and steel, but will not be able to 
get IIIUch through the blockade, The existing stocks of raw materials 
in China is probabl3 not enough to keep its 11n!J¥ supplied rlth even 
a fair degree of efficiency tor more than a few months . The 
technical equipment of the Chinese armies is low at the present time, 
and Jll8¥ be expected to deteriorate rapidly as the war progresses. 

It the war axtends over a period longer than a ;year , and if 
China is able to retain tha major part of its territory, she ~ be 
able to develop SOlie hitherto •mexploited natural resources in the 
interior and in the Wnt. ::Such a development is problenatic; at 
best , it would be reletivel3 primitive in its 101etbods and slow in 
showing results. Induatrialiution is a slow process, and the develop­
lilOnt trca priaitiYe conditions cannot be a major factor withill a 
;year. 

Unless China is able to obtain equi!B8llt and war caterial .trca 
outside sources she will be tight.ing a&ainst greatly increasing 
odds after a few 110ntha, Alaost all. of her enor.110us resources of 
man power will be virtu&l.l3' ine!fective a&ainst Japan before next 
spring unless she illports substantial a..ounts of war material. Since 
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:me 1fill be UDable to obtain such imports b,- sea, the crucial question 
for China if the .f'iebti.ng does not end before spring is the aaoant 
of aaterial thet can be transported overland fra:1 the llort!Mest and 
!'rCCl the ::south. On this the intor:oation of the War and llavy Depart,­
aent.s :mould be of great aign1Iicanca. 

5. Can Japap provid' an adeouate suJ?9ly of foodstuffs for her 
population and !or the army? 

Yes. The Japanese Empire is virt\lallJ' self- sufficient in food. 
l!anchoukuo exports enough food to Japan to more than make up for 
the small food import surplus. It exports large amounts of beans 
and bean oU to Japan proper and millet to Korea 'llbicb sends most 
of its rice product to the mainland. The small excess of food 
imports over food exports ia thus not a serious matter !'rem Japan's 
point. of view. 

The main !oode o! the Japanese are rice, barley, soya beans 
and marine products . Rice is by far the most important ingredient 
in the Japanese diet -- accounts for 6o percent of the total food 
cons\DIIption and the Government starts the war w1 th a stock o! rice 
o! over 210001000 tons. llJ. tho cereals needed by Japan are pro­
duced in the Japanese Empire except for wheat, one-t hird o! which is 
importod. 

Jap;lll is the largest producer of fish in the world. In fact, it 
exports one-fourth o! it:; toW catch. Although Japan produces only 
100,000 tons o! meat a ;roar, it doesn't consuce much meat in peace 
time. The &rillY ration of meat bas already been increased. This 
increase can eas~ be obtained b,- substitution of more fish for 
meat in the ci vi.lian diet, or, if necessar;r, by slaughter or a 
portion ot her stock ot cattle~ 

HCIII8ver 1 there are several factors operating to create diffi­
culties !or the Japanese in the maintenance of food su;>plies 'llbich 
wUl operate within a year to reduce the alread1' very low food diet 
Of the Japanese people to a serious n1n1nun, 

(a) Soldiers ban to eat l!lllch liiDre than the seanty 
avorage food all.owanca. 

(b) With the conscription of so maey thousand peasants, 
agricultural production and the yield of the fishing indu.stries 
would prob~ fall.. Germany 'llbich bad a much more advanced 
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eqicul turcl. tecbDlque found that during the war 7e!U'e, 
ita wheat barYeata and potato yield decreased considerably. 

(c) Wuch of Japan'• fiehing ie conducted 1n Ruaaian 
watero where there it baa been a fruitful aource of dia­
eenoion in the paet. In view ot the Sino-Soviet Pact, the 
Soviets are no t likely to become more lenient in the 
te~a t hey grant Japeneae t1ahing men, 

(d) It Wanchoulcuo benNie at all invol...,d in the war, 
the !.!anchoulruo auppl7 to Japan would be 1n danger. 

Nevertheleas, there ia little ground for expecting that t here 
would be any acute food pro blea 1n a war in which an enoy ot f roa 
one-half a a llllon to a lllillion •en were involved. :But the greater 
the nUIIber of troopa Japan enrolle, t he gr•ater Japoneae food con­
aUIIptlon and t he smaller Jepaneae food producti on will be. It the 
war becooea protracted beyond a year, the food problem will beco~e 
much more aerioua aa depletion of etocka, diminution of productivi ty 
and r ising prices would almost cert ainly load to a signi ficant lowering 
of the st andard of living i n the rear and in aueh circumet ancea morale 
wo uld be more dif'ficul t to maintain. 

6. Can China obtain enough food to continue military reaiatance to 
the Japanese invasion? 

Yeo, though there are bound t o be aevere food shortf14:ea among 
the non-coobatenta 1n and near the areaa of fighting. China normally 
l aporte onl7 a small proportion of ita f ood supply - 100 :dlllon 
,...,. in 1936. Chlna baa large !ood-uowing areas away f ro:r& the coaat, 
and the aourcea of euppl y will not be interfered wi th until next 7ear 
at leaat by the Japeneae ailitary ed•anoe enoU&J> to seriously weaken 
Cbina'a abilit7 to tight thla winter . U I!Oat the whole of the interior 
or Cbi.na ia l ocally aelf-aufficient i n the matter of food. Tba Chinese 
population can, if neceoeary, aubalat on emal ler quantities ot food, 
aa t hey have frequently in the peat, Widespread famine over larp 
~reac ie ao common in China that a reduction in the food auppl7 ia 
not eo aerioue ae it would be in Japan. 

7. Will the conduct of the war impo•• eo greet an economic burden 
aa to create aerioua internal i na tabillty in JapanT 

The burden or the war on tbe Japanese people will be great. 
The total national income ia leaa than 15 bill ion 7en. 

lo.J 
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Under t he st111Ulua of war demande that i ncome wUl probabl7 i.ncreau 
aooewhat (after a.llo~anoe baa bean made for price increaaea). Labor 
boura can be lengthened; t he r eeerYee of labor -- older and )'Ounger 
pereona -- can be drawn upon , and obeolate equipment can be emplored. 
Yet tor Japan the increased output from these aourcea will not be 
great. There alr ead)' waa a acaroity ot labor t bie eucmer, and a 
hAlf million men will aoon be called to the colore. Therefore, the 
5 to S billion reo added expenditure for t he war will cut t he real 
national income consumed by the people b7 anywhere !ron a fifth to 
a t hird. no matter now auch expenditure 1a financed at home. So 

loG 

large a cut from a standard of livinc alread)' extr~el)' low conati­
tutea a terri!ic burden, but 1t baa been a<~Pl7 de:oonatrat ed that a 
people durtnc t ille of streu will accept auch burdens for a lone period 
• i t bout creatine ser ious diaturbancee. Aa lone ae the army in the 
f ield 1a not au!fer in& heaT)' defeah and baa aoae spectacular dctoriea 
to abow, aertoua do::~eatic diaturbancea are unl ikely for ao:~e ti.J!e to 
come. 

8. Jill the morale of t he Chinese people be maintained under the 
increaaing economic burden i mpoaed by the warT 

Yea. Accustomed aa the Chineoe people are to an extremely low 
atandard of living the7 will tolerate even further reductio~• in a 
f'a r egatnat Japan. Numeroua press reports from Chi.na comment on the 
growing strength of anti-Japnneae feelinc among the cooliea, who in 
the peat have been usually indifferent to China1 a military activitiaa. 

The Central GoTernment for t he firat time 1a embarking on a 
pooular war of national liberation in which abe baa the acthe bacldnc 
ot t he •aat l!llljority of the population, The proceaa of political and 
econoJ:Iic unification ..Ul be haetaned i.n t he col!duet of such a w.r, 
and with a few battles such ao the preaent battle for Sh•ngbai to 
ahow to her credit, the preatige of t he Central GoTernEent will in­
cr eate =ore and ~re. lf Chi.neae oppoaition di aintegrates it will 
not be because of the effect of t he burden of t he .ar on the standard 
of livinc of the mae sea. It wUl be e1 ther ao a consequence of con­
tinued J apanese victorieo, or terrific deatruction of Chineao life 
and propertr, or treachery on the part of pro-Japanese Chinese 
leaders. 
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9 . How will Japan's tgnii!P trade be &fleeted by war? 
The value of her tota1 trade 1a more likelJ' to increaae than 

decrease. Although she will attempt to res t rict her imports to those 
raw material.s 'llbich are essential for the conduct or the war and for 
the !Oaintenance of her export materials the net etrect on the total 
will bo soal1. Her ill.ports of ra cotton, 11001, iron, steel, oll 
and rubber alone accounted for two-thirds of he.r total imports .in 19,36. To these items must be added numerous othera which WQuld bring the total 
of absolutelJ' necessary illlports not far trom 80 percent of t he total . 
Furthel'!liOre , Japan will wish to purchase additional war materia1s for 
the conduct of the war. It is reaaonable to aast~~:~e , therefore, that 
Japan 's net purchases during the next twelve 11011ths will DOt be belaw 
2} blllion yen. 

So far as her exports are concerned, little change from preaent 
llllOUilts need be expected. China's purchases, wbich will, of course, 
cease, only amount to about 6 percent of Japan's total exports. Japan 
will make every effort to maintain her export market, even 'l:r7 sub­
aidhing her exports . 

It i s verv doubtful !IJether JapQ!l will atte!!IJlt to depreciate 
the :yen in or!ler to 1ncrense her exports . ( 1) A depreciated ;yen 
w1ll proportionatelJ' increase the price o! her illported ra uterials 
and war materials; (2) with a system of strict axchange cootrola abe 
can prooote her exports more efficient,lJ' through subsidies than 
through tbe cruder method of depreciation; {3) i t WQuld likely 
engender ret aliation in the form ot increased barriers to her i oods. 

lO. Her. pill China's tonilm t r ade l>o affected? 

The normal f oreien t rade of China will practically disappear. 
The occupation of the Northern cities by the Japanese and the 
destruction of the indu:.tria1 cocmercial center of ShanGhai will in 
itself seriously curtaU China's ability to produce export cCEI!liO<Iitiea . The naval blockade of all her porta and the Japanese IUTiq control over 
a large portion of the Northern border will complete the process. 
China's export a will be reduced to those few goods 'llbieb can be sent 
over land to the South and the West . At most t his will amount to 
lll:lout 150 m.il.lion yuan a ;year. 

Her normal :i.Dq>orta llkewise will a1moat disappear. In addition 
to the pb7eical handicaps of obtainins SOOde through the Japanese 
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blockade and through the extensive land routes which will remaill open 
there will be tho restriction imposed upon the importstion of goods 
not needed for the conduct of the war, Chins will have little money 
to spend on non-essential foreign imports , 'llhile Japan will prevent 
the importation of goods which are essential. How much of an import 
trade can be developed through the overland routes which will remain 
open from Soviet Russia and froo French Indo-Chins and Tibet is 
uncertain, but their total during the next year is not likeq to be 
large. This question has far greater military significance than 
economic. 

II . H(l,'l WILL THE F,X;ONOOC INTERESTS OF THE U!liTED ~'TATF.5 BE 
AfFOOTED DURING THE STRUGGLE? 

l, How wotlid~t~~e with Japan be affected? 

If Neutrality legislation is not applied, or widespread boycott 
not inaugurated, our trade with Japan will not suffer , In fact, our 
exports to Japan will probably increase as a consequence of the war . 
During the first six months of 1937 our exports to Japan were 
$165 million , or an increase of almost SO pe.rcent. The kind of goods 
which Japan buys from the United States - raw cotton, oil, iron, 
copper, and machinery - are those which Japan would use in greater 
abundance during wartime. 

Our imports from Japan will preS\llllably remain Wlaffected, Japan• s 
need to obtain foreign exchange will insure no interference with the 
production and sale of export commodities, Our imports , therefore, 
will depend upon the domestic situation within the United States. Our 
imports from Japan, therefore , may increase during the next year along 
with our increasing national income. 

2 , What will happen to our trade with Chirla? 

With respect to our trade with China, the situation will di1'fer 
radicalq. Our sales to China last year were about $47 million. Our 
imports were about $75 million. With a Japanese blockade in effect 
in ail. the ports, our exports to Chins will drop sharply. Chins will 
have neither the purchasing power nor the desire to import anything 
but food and materials absolutely necessary for the conduct of the 
war, while Japan will unquestionabq prevent war materials from enter­
ing through the Eastern ports , Possibl,y sone of the exports can 
elude the embargo by being shipped through French Indo-China, but 
the total of such amounts must inevitably be small because of the 
transportation difficulties, Our imports from China will likewise 
be greatly reduced, though possibq not to the same extent because 
the limiting factor would be transportstion difficulties and not a 
lack of demand for Chinese products . 
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) . How much '11111 Aplel'iCNl ;!.nveston loy? 

The l.oss to AmerieM investors froc a continuation of the struggl.e 
will not be negl.ig1bl.e. Americans have about $200 cillion invested 
in China - most of it repres.mts investunt in pl.ants and equipment. 
If the war spreada auch c:ore the bulk of that "llill disappear. 

Our investunts in Japan are double those in China, but in the 
ease of these investments the bulk consists of obl.igations of the 
Japanese Government and corporations. Tho val.ue of these is tor the 
time threatened. Should the fighting be prolonged into next year 
without substantial victories by the Japanese , these securities "llill 
unquestionabl.y tall heavil.y in val.ue . · 

In addition to the l.oss to Aceriean industry incurred by curtall­
aent of exports to China, and to the Aceriean investor by the 
muetJ.on in the value of his forei&n hol.dines in the Far East, there 
cust be added the potential l.oss to the United States Treasury throuGh 
the possible effect on the price of sliver aa a consequence of China's 
need for torei{j)'\ exchange. Should the war continue for another year 
we will be .confronted with two unpleaaant alternatives. China "llill 
be forced to l.iquidate some of her sliver holdings and we, then, "llill 
be faced with :tJ>e choice of purchalline such amounts of sliver aa 
are necessary .to maintain the price 1 or of pemi ttiJ\g the price of 
sliver to decline precipitously. 

British investors have cuch more to l.oae trao the continuation 
of the war than .loeriean. British invntclents in China total about 
lt btil.ion dollars, 'lfhtie her holdings in Japan are probabl.y much 
greater than ours. In addition China' a trade is at l.east as 
important to the British Empire aa it is to ua . 

III. \lllAT mn BE THE EfFF&T OF THE APPIJ:CATIO!l OF THE 
!!E!JTJUI m ACT? 

The conel.uaion reached above that our trade wi.th Japan "llill not 
be affected is baaed upon the assucption that there occurs no boycott 
of Japanese goods and that the President does not deel.are a state of 
war between China end Japan. lleither of these possibilities ere 
remote . There is already on foot a demand that Japanese goods be 
boycotted and it is entirel.y possible that the ~athy wbieb 
Americans feel for China ' s struggl.e to maintain her national 
independence is such that a reduction of the purchaae of Japanese 
eCllllmOdities to the extent of 10 to 20 percent of our imports ~ 
result. In tha event of sueb a devel.opment 1 t is to be expected 

lo.i 
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tha.t Japan will retaliate by shittina some portion of her purchases 
frCIIl the United States to countries that are leas unfriendJ¥. .l 
more eeriows developnent and one that ia even more ~ is the 
proclamation of a state of war by the President betnen China and 
Japan. 

The Neutrality .let ~ i.lllpose three major restrictions on com­
D'.orcial relations with bel.liaerent countries: 

(1) It prohibits the exportetion of certein goods; 

(2) I.t mq introduce the •cash and carry" plan of 
shipnents; 

(3) It prohibits the extension of loans or the financin&' 
of other than those transactions regarded as norcal 
c~rcial tranaactions. 

1 . 1'he importance of the first restriction dependll upon the 
list of c0111110dities included"the embargo of the export of ama, 
ammunition or "implements of war• to belligerent countries. A large 
portion of our exports to Japan consist of cOIIMlOdities which do not 
necouarUy fall in those categories, e . g,, rmr cotton accountsfor 
alJIIost halt of the total; oU, iron, copper , end machinery consti­
tute another large portion of our exports to Japan. Hw much of 
these items will be included depends upon the utent to which the 
President regards them ae "implements of war". It is therefore 
illpossible to s;q h01I' much the invocation of the Neutrality .let 
11111 curteU our exports to Japan. The possible range of prohibi­
tion 1a very great, in3SIIIIlch as the definition of the tezu •i.llple-
118nts of war" JJJq be ei.ther broadly or narr<nrl,y interpreted by the 
l'resi.dent . 

2. The •cash and carry" provision of the Neutrality Act will 
be ineffective in creating transportetion difficulties. China baa 
no navy with which to interfere nth the shipnent of goods to· Japan 
and China's air force will be able to accomplish little in that direc­
tion. Japan w1ll have little difficulty uportin&' whatever goods she 
cares to buy from the United States. 

3, The third prohibition is lilcew1se uni.lllportant, The finanein&' 
of normal and ordinary commercial transactions thrOU&h the extension 
of credit by Acerlcans can be excepted by the President. Nei.ther 
Japan nor China hae in recent times borrowed aubstanti.al snms in the 
United States. Therefore, the prohibition will bring about no 
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reduction in the amount of goods sold to either country or any sig­
nificant loss of interest. 

l l .i. 

Even had Japan the right to borrow here, it is very doubtful 
~ether her credit during the period of war would be sufficient for 
purposes other than usual commercial transactions . It is very doubt­
ful ~ether American investors would be willing to lend any large 
S\lmS to the Japanese Government or to Japanese concerns during the 
period of hostility. It therefore ma;y be stated that Tlhether we 
lose much or little by application of neutrality l egislation depends 
entirely upon the President• s interpretation of the phrase "implements 
of war" . 

IV. l'I!!AT ROLE WJT.T. THE INTER!fSTED POI'IERS PLAY n1 THE WAR? 

1. How far will Soviet Russia go in assisting China? 

Soviet Russia is much more involved in the Far East than it 
is in Spain. The assistance which it has given to the Spanish Govern­
ment in her conflict with the rebel forces will unquestionably be 
very small compared t o the assistance she is ready to give to help 
China defeat Japan. China is in effect fighting Russia's war and 
Russia ful.ly realizes that every additional blow administered to 
Japan ltill make her ovm position that much stronger. Not only is 
Russia desirous of gaining China's friendship but she is obviously 
eager t o inflict as much damage upon Japan as possible. Soviet 
Russia ma;y, therefore , be expected to give all the aid that she 
possibly can short of being brought into the war. The limitation 
upon Soviet Russia's support of China will be the physical one of 
transportation of 111aterial. How much material Russia can transport 
to China thro\18h the lines of cocmunication that will exist during 
the next six months we do not know. Doubtless our Arr1Iy and Navy 
DeparbDents are informed on this point. 

2. )!ill Japap tolerate such a§Sistance as Soviet Russia w1 11 
giye to China? 

She will, of course, do everything she can to prevent ship­
CI&Dt of material from Soviet Russia to China short of carrying the 
campaign into Russian territory. It would be absurd for her to 
declare war on Soviet Russin because of assistance to China unless 
the Japanese a:rm;y leaders regarded their position as so desperate 
they would have nothing to lose by attempting to bring about a world 
war in which they migbt gain effective allies in Europe. 
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). What assistance can JaRan expect frcp Germany? 

(a) Economic. As was 1nclicated above, Gel'J!IalV will be only 
too willing t o sell to Japan her aurt)lus end obsolescent war materials , 
and to provide much of these materials on credit 1n retum for gold 
or foreign exchange on part of such aales . Such assistance ~be 
considerable, but will not in any case be decisive. 

(b) Political. In vi8'1f of the fact that Russian assistance 
to China 1!la¥ have a crucial effect on the war, there is nothing Japan 
would like better than to see Germ.aey increasing her pressure in 
Eastern Europe. The more Russia's attention 1a cliverted froa th8 
Far East, the easier Japan's task in China will becol:le. 

l:o oatter 11ilat the aecret terms of the German-Japanese A&ree­
ment of 1936 ....-ere, it 1a unlikely that Germarcy- will go to war with 
Russia at this juncture. But it is probable that the tension in 
Central Europe will increase 1n the ncar future, thouah not enOUSh 
to cl1 vert !!! Russian assiatance from China. 

Oerrnan poll tical assistance to Japan 'llill t hus take the 
form of still further ccaplicatine the European picture, thereby 
leaving Russia and England leas free to act in the Far East . 

4. Where does England reell y stand? 

l>'llgland 1 s Far Eastern policy haa not yet crystallized sut­
ficient]J for us to answer this question with the infonoation avail­
able . Doubtless the State Department is in a better position to 
judge tbe trend of English foreign policy. ::sooe inc11cations are the 
cocparative]J lllild. note of protest sent to Japan after the Japanese 
shooting of ita Ambassador to China, and the passiTe acceptance of 
the destruction of the property of its nationals in Shanghai. 

It appears that at most England' s policy will be nsgative; 
it will not press China' a appeal to the League of Nations, if any­
thing t he reverse; i t will not make loans to China. It is in a 
position where it must concentrate all its attention on Europe and 
the Empire. 

If England does not adopt a pure:cy negative policy, the 
most likely alternative 1a that it will come to a secret agre-nt 
with Japan, in which her interests in China and the Far East will be 

1 ( £. 
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nomiJull.ly protected. In return for this protection she 111.8¥ allow 
Japan to get credits in England and also sabotage Chinese appeale for 
diplomatic action at Geneva and aleewhere. 

The adoption of a negative policy by J!)lgl and would 1 of 
course, help Japan liiUCh 110re than China. 

5. Is the war likely to sprea4? 

The poseibili ty of the spread of the "ar to include a foreign 
pcmer exists , of course , but the probabUities do not yet appear great . 

J!)lgland and the United States will go to great lengths to 
:rt.lly out, even to the extent of overloold.ng numerous •incidents• 
llhich could eaaily provide the apparent justification for the use of 
lllilitary foree. It ill Soviet Russia and Oenoan;y llbo are the lik~ 
entrants. 

Soviet Russia has everything to gain by postponi.ne war with 
Japan so long aa China is putting up an affective fight. However, 
should the Chinese dofense disintegrate rapidly, whether because of 
the lack of material, or other causes , Soviet Russia will be faced 
with the dilficult choice of helping China with her military forces 
or being confronted with a victorious and more aggressive and more 
effective Japan . So loll8, h0'1Tever, as China is mald ng an effective 
resistance, Soviet Russia will Jm1ch prefer to aid her 1n arry Qy 

she can, short of going to war herself with Japan. An attack on 
Japanese forees by Soviet Russia will 1n the present world situation 
most likely bring Germ.aey 1n the picture. Before Soviet Russia 
would seriously contemplate running that risk, Chinese resistance 
'-;ould have to be on the verge of collapse. 

The situation with the other likely entrant - Germany- ia 
likewise dependent upon the course of events in China. Germany is 
not directly involved in the hostilities with China. She has liiUch 
to gain so long aa Japan is waging a succesai'ul camp•1 BD, but there 
is" no danger that she will aasist Japan 1n China with military forees . 
There is cian8"=", however, that with continued Japanese successes 
the possibUity for a auccessi'ul venture of her 01111 in Europe will 
became increaaingl.y attractive. GeJ'II!IIey is quite prepared to lish in 
troubled waters, and should Japan be achieving success in her 
Chinese venture the probabUities of a GermaD move against 
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Czechoalovald.a eai/or Austria beccae great. U Japan achi.evee a 
decbive md rapid victory tbe .-ent mq be propitious, in Oenaau;r'a 
opinion, for a joint attack llith Japan a,gainat Soviet Ruseia. 

It J!!ll!l" appear th,op t.bat t.be P'ICI of t.bo world 1o tiad UD 
wit.h Cb1 pel s abi,l:ity to win or to prgleng its raa1Atf0£' to Japapoat 
M8J'IOSion. It is our op1p1on that • Japapese vietorv incnyea 
mat.l..y the qhances of a qoeral worl.d IV• 

Fortunately !or the peace of the 110rld, events of the past week 
in Shangbai give prolllise of a 1110re effective Chinese resistance than 
was anticipated in cost quartere. 

1r.; 
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...... September 4, 1937 

TO 

The Ohineo~apnneee "ar ie on. 

l. What ie likely to hepnen in Chin& before next sU!IIlllerl 

'l'he Mswer to thlo queaUoo dependo on ecoDOmic and political 
&a well &eon ailitar,y !actors. So~e ot t h eae econoaic &Dd politi­
c&]. faetoro are coooidered below. 

1. Can Japan finance t he warT Yeo. 

(a) Internal financing. 

The coot ot the wnr =-¥ be aoything from 5 to 8 bil­
lion yen , "hereaa Japan• a nati onal income io net 
eore than 15 bill i on yen. S.en eo, the burden will 
not be intolerable f or the firot year of the war and 
the Government can, i! necaooary, r eaort to the 
printint; press and to forced loana, aa well •• to 
increaoed taxea. 

(b) .External financing. 

J~will have to import between 2 and 3 billion yen 
tor the next year but ohe " ill be able t o ~o ao 
becau10 ehe wUl have a gold and fo reign exchange 
r eoerve of a billion and a half yen and ahe will be 
able t o export enou&b to MO re t han cover the roaaindor. 

2. Can China finance a aa..lor warT 

( a ) China .. ul have adequate ouppl1eo of toreig~~ uchence 
to purcheoe eucb tmporto aa oba will be able to obtain 
tbroush tbe Japaneae bloclcade. 

(b) Ohtna will have to reaort to t ho print ing preoa and 
the requioitioning o! aupplieo at fixed priceo; but 
ohe will not stop the war for laclc of internal tu:nde-­
at loaot during t he nut year. 
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3. .2!!!2.!2@ obtain raw mater ii!J.o neceaearY to conduct All 

e!!ecti• • aaJor war ? 

Yeo , ohe can 10 long a s she io fighting only Chlna. Japan 
has been accwoulating atoclco o! raw asterie.l.e s.nd will haYe 
DO difficul ty ln procuring all the raw l:lllterii!J.a abe needo 

1 { ~ 
- 0 

tor the pr oaecution ot the war with Chlna during the nut year. 

II. Can Chin& obtain t he mater ialo neceuarz to conduct a war? 

Herein liea China ' s chief weekneee ae ehe is largely dependent 
on foreign oources fo r basic raw mat er ials and her aoceaa to 
t hem Ia cut orr by t he blockade. Her only hope io to be able 
t o get eutficient war oaterii!J. oyer difficult 1~ routee. 

5. Can Japan proYide an adequate aseply ot food atut!a tor her 
population and the ArD;yT 

Yeo. The JapVteee Empire h al110et aalt-sutt lcient in food 
and can !or t he next yea r at leoot purchase abroad ouch 
addi t i onal amounta as she m83 need to keep the population 
fro:n dire want . 

6. Can China obtain enough food to continue f i ghting! 

Yeo. '!'be interior of Chir.a 11 locally self- cut!icient and 
it the wor et comes t o the worst the Chinese peopl e will l i va 
on eYen eooller quantities of food than t hey have been. UaQJ 
t houaando 111ay die o! starYation aa t hey frequently haYe i n 
the past but the war will not be checked by vi r t ue of any l ack 
of !ood. 

7. Will t he conduct ot t he " ar imooee oo great an economic burden 
as to crente eerioua inatabili ty in Japan? 

No. The drop in the Japanese etandard of living ~ill be con­
eiderable but as l ong aa t here are no eerious cilit~ry eat­
backs t he decline in the atandord of living will be accepted 
by t he cajority of t he population. 

8. Will t he Chineoe oeople continue to t ight under t he inoreaaing 
economic burden i•ooaed by the war T 

Yes. 'rbe Centre.l CoverD!IIent 1o ttgbting a ;popular war and 11101t 
ct the Chinese are accuatomed to frequent l ong periods of 
critical dlatreae -- faninee, tloode, civi l war e. 
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9. How will Japan's foreign trade be affected 'bz art 

Jepan'e net purcbaaea durin& the next twelve months will not 
be below 2f million fan in apite of the elimination of all 
importc not esaential to tbe wa«in& of the war or to the 
maintenance of the export market. Japan ia not likelf to 
depreciate the yen in order to increase her exports. She will 
prefer stricter excbance control and export aubaldiee to 
depreciation. 

10. How will China'e torelsn trade be affected? 

~be normal foreicn trade of China will allooat disappear. 

II. How will t be economic lntereete ot the United St2tee be affected 
during the atruggle? 

l. Row would our trade with Japan be affectedi 

Without neutrality le&Ialation or boycott our trade with Japan 
will not suffer. Japan will buy just aa IIIUCh, if not ClOre , 
f rom us. 

2. What will bapoen to our trade O!ith China? 

It will drop precipitouely. 

J. Row much will American in•eetora loaet 

American inTeatora ba•e about $6oo aillion in•eeted in Japan 
and China end the longer the war laata the s;aller the •&lua 
of these inveetgento will becoae. 

111. What will be the effect of the •~plication of the Neutrality Aot? 

Boycott. Widespread boycott impooed by public opinion mAf cut 
our purebaeea of Japaneae importa. 

The extent to which the application of tha Neutrality Act would 
affect cur trade with Japan would depend on the Preaident 1a die­
cretionary interpretation of what goods tall i nto the catecory 
of 0 1mplements of war•. 
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IV. lllutt role wUl 1ntereated powera pla.y in t he wart 

1. How !tcr wilL Soviet Bueda 110 in aeaiating Obinat 

.h !nr aa ahe can ehort of being d irectly involved in the war. 

2. 11111 Japan tolerate euoh auhtanca aa Soviet ltuada will l!ive 
t o China? 

Tee. Unless her poaition becoMea dee~erate. 

3· ~t aoaistance can J apan expect !roa Geraanyt 

Some eeonoaic aeoiotance and polit ical aeaistance in the !or. 
o! diverting ltuoeia' a atte ntion !rom the Far East t o Central 
Europe. 

~. !here does England reallY at~dt 

llobody lmowe. She 1a moat likely to adopt a purely negative 
policy which would help J&.pan much oor e t han China. 

5. lo the "er ltkely to epr a&dt 

!lot for the present. '!!he two :noot likely entranto are Sovie t 
Buee1&. and GerMany and Soviet Ruaaia p refers t o help China 
wi thout going t o wer, wb.ereaa GeZ'II&.IlJr h .. or e likely to Cl&ke 
trouble 1n Central Europe than begin a d!rect attack on SoTiet 
ltuoda. 

1 t would at>'D8er t hen that t he peace o! the world b tied up with 
China's abilit7 to win or t o prolong ito reaietance to Japaneae 
~cgreaaion. lt is our opinion that a Japaneae vict ory increase! 
gra~tly the ch&neea of a general world war. 

1ro 
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Loll4on, Septellher " • U37. 

Si r ~rederick Phillips, K. O.M.G., C,B., is fifty­

three years ot age, haTing entered the Bri tiah Treaeury 

twenty-111ne years ago . Hie otticial poeition i s termed 

WUnder Secretary ot Hie Majesty' s Treasury," 

In commenting on the Brit ish representation on the 

Eoonomic Committee ot the League , it was once eaid in 

Geneva that the British Government had first sent Sir 

Basil Blackett who had the taoe ot an angel and the 

manners ot a tank, then substituted Sir Otto Nie .. yer 

who bad the .aunere ot a tank, and has now sent Sir 

?rederick Phillips! 

It is trus that Phillips is as blunt and taciturn 

as he is honest and intelligent. He oan be lucid, 

taoile and sTen brilliant on paper but , despite oooa­

eional attempts to OTsrcoaw it, he is usually resened, 

inarticulate and often oOIIIliiOnplaoe in oonTereation. His 

colleagues in the Britiah Treasury and in the other 

British GoTernment department• underetand, even it at 

timee they do not particularly like, t hese oharaoter-

1stios / 
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In Ull1 waya Phill1pe 1a the "rout 'b .. t ot 

Old ~and• a.ncl poeaaaMe ~· tnaoiou. Tirtllee a4 

na=ow clateote ot hie tJPe. Be hillaal.t 1a quite olaM 

oonaoioua &114 tb1nh ot hillaalt not at all u Dlictlt 

co-dar ot st. ll1ohaal &114 st. George 'but rather ae 

tba eon ot an obeoure taaoher in an aquallJ' obeoure 

eeoondary eohool. .A.t the - tima he 1a a deoided 

•in41rldnal1at in hie th0U81lte and 1n tha oonduot ot 

hle work; hie approaoh to people 1a etra1.ghttar111U'd 

and aiDOera and hia a pproach to probl-. b atra~t­

torWU'd and gpir.ioal. 

There ia good reaaon to balien that Mr. NaYille 

Chullerlain baa tbll higbeat regard tor Phil.Upe• 

Jlld6JR•t md there ie no reaaon to belleve tllat S.1r 

lohn Simon wlll not be equallJ' a ppreoiatlw ot hie 

eenieea. Beoauee ot hie etea41 neee, hie o011ei ilt&nOJ' 

end retiMnoe be 1e more highly regarded bf hie tallow 

permanent ottiolale than the more brilliant but er­

ratio BoonoliiJ.o .A.drleer to the Britleh GOvarDIIIInt, Sir 

J'reder.iolt Le.ith-Boae who, 1noi4ental.lJ', 1a DOt wolllli­

oallJ' an ottioial ot the Britllll 'l'ra&8111'J' but ot the 

Board ot 'l'l'ade. It 1a nan Nicl thd the baaia ot 

the oor41al. relationehip between Phillip• end Montaau 

Norun l1u 1n their mutual diel1u and 41etruet ot 

Lel th-Bou, but 1t 1a hard to 4etera1n. whether Phillip a 

reaur 1 
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really dislikes Lei,h-Roee or merely regards hia with 

conte111ptuoue eauaement. In any case, 1 t is endent 

that al'hough they work together a good deal, they 

do .-o or neceuity. The abon has a bearing on the 

tact that this trip to the Ul11ted States 1e the type 

or journey which in the past Leith- Roee has more 

frequently than not ondertaken aa the repreeentat11'a 

or the British Go1'ernment . It 1e therefore an oppor­

tunity tor Phillips to obtain open recognition of the 

responsibilities which are his in ract, 

As regards the United States, Phillips knows but 

little that he has not read in books. is a result of 

perhaps a painful intellectual process, he has in 

recent times con1'inoed himself that it is in the beet 

interest s of his own country that there should be 

close collaboration between the United Xingdoa and the 

United States, and he will do what he oan to praaote 

it in his own field. 
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September 5, 1937 

My dear Yr . President: 

It was extremely difficult this time to make 
up my mind as t o what was the best kind of securities 
to offer the holders of the maturing notes, as the 
advice t hat I received was very muddled. However, 
having made the decision, I now feel confident that 
the financing will be a success . 

The money market in New York is extremely 
tight and will get more so as the crops begin to move. 
I have reason to believe that t his is not di s,1leasing 
to the New York bankers . ~r . Ransom, Acting Chairman 
of the Federal Reserve Board , approached me today in 
behalf of Yr. Eccles and himself, and they both feel 
that we must do something to ease the money market at 
once . I am in complete agr eement with them as to the 
need of some action on the part of the Federa l Govern­
ment . I am hopeful that by t he end of the week we 
wil l be in agreement as to what the best program should 
be. I would like to have an opportunity to l ay it 
before you on Friday , the lOth, as I think we shoul d 
announce i t on Monday , the l ) th. 

When I see you I also would like to have a 
general talk with you and have you bring me up- to- date 
as to what has happened during my absence. Possibly 
you will find time to take a e for a drive , and we can 
go and look at our Washingt on Hollow property. 

With kind r egards , I remain, as ever, 

Very sincerely yours, 

182 

(Si gned) Henry Morgenthau, Jr. 
Honorable Franklin D. Roosevelt , 
The President , 
c/o Mr. Rudolph Forster, 
The White House, 
Ylashingt on, D. C. 

Hl1Jr1bn 
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Septe~ber 5, 1937 

CONFIDFIITIAL 

Dear Mr. Presi dent: 

On Septe~ber 15 , 1937, about $817, 000, 000 of 
Treasury notes will lll&ture, and to provide for that 
maturity , I propose, subject to your approval, under 
authority of the Second Liberty Bond Act, approved 
September 24, 1917, as IUIIended, to offer for su»­
scription two seri es of Treasury notes , both to be 
dated September 15, 1937. The offering will consist 
of f i fteen- month 1- 1/4 percent notes and five-year 2 
percent notes . These issues will be open only for the 
exchange of the maturing notes and cash subscripti ons 
will not be invi ted. 

The authorizing act provides that notes may 
be issued only wit h the approval of the President . 
Accordingly , I trust that the proposed issues will 
meet wi th your approval. It is my intention to • ake 
public announcement of the offering on Tuesday , 
September 7 . 

Pai thfully yours, 

(Signed) Henry !lorgenthau, J r. 

Secretary of the Treasu.ry 

The President , 

The White House. 

APPROVED: 

ELK:Il 
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Wy dear Xr . ?resi dent ! 

It was extresely d i fficul t t h is t i a e to aake 
u; ::t;y sind u to wha t v;ss the beat kind of securiti es 
to offer the l~lders or t he matur t ns notes, as the 
advice thut r r eceived ~as very muddled . 6o• ever , 
having sade t he decision, I no~ feel confident t het the 
financi ng will be & auccesa. 

The aoney a orket in lfew York is ext r e:ae l ;y t1cht 
arA will cet aore so ~a tne cro~• begin to move . I nave 
r e•son to b6lieve that t nis i s not c is?le~slng to the 
Je~ Yor k backers. lr . Ransom, Actin£ Cnairm&n of t he 
~-edera l Reserve Board, B?proa.clled me today 1D behalf or 
Kr . Eccles and nimse lf, bDd they both feel t hat we must 
do somet h106 to ense t he s oney s arket ~t one~. I am i n 
complete agreec .. nt w1 t il thee~~ as to the need o1' som11 act ion 
on t he part or t he Federal Oovarnaent . I l<lD hopeful tha t 
by t he end of the week we will be 1n agre~ent es to whe t 
tilE best procr aa should be. I would like t o ru.ve an 
op~ortun1ty to l ey i t befor e you on ' ridey , t he l Ot h, 
aa I t hink we shOuld announce it on conday. the 13th. 

When I see you I • lao •ould l1K~ to have a &cnerBl 
t alk with you una h& ve you brine me up-to- dete as to wha t 
llaa happened dur1nc my absence. Poaaibly you wi l l f 1Dd 
tia e to tkke ae r or a dr ive . and we can go end look at 
our \'Ia sh1nct on Hollow pr operty . 

Wi th kind r~&urda • I remain, es ever, 

Very sincerely your s , 

Honor able Fr an¥11n D. Roosevel t , (~) 
'l'b e President , 
c/ o ll r . Rudolph Forster , 
Tile 'llh1 te llouae , 
•sshi ng t on, D. c. 

tf!Jr: bn 
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TO 1'liE PRESI DUIT 
8 8 POTOIUC 
VIA NAVAL CO~UMICATIOIS 

Sept .. ber s, 1937 

THE ~U.'BPhPf..RS 1'UE:SDAY lo!ORIINO IfiLL CARRY Ati!IOO!lCEUNT 

Or' TRU;SURY F!li.AIICINO PlRI OD THB f i NAtiCIAL COIGCUNI T'l: 
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HAS Ollie. OF ':HE \fORST .ATTAC!S OF Tli~ J I T'IRRS Tli.AT I liA VE 

SEEN IM /. LOI O TI UE PERIOD I f YOO li.AVB IIADE UP YOOR !dU O 

TIUT YOU /.RB NOT OOINO TO CALL AN EXT!U SESSI ON OF 

COlfORESS AN b!mOUNCEIIF.MT FROio! YOU TO mrs EFFECT II 

KOHDAY ' S lo!ORBIDO I EW8PAPERS WOOLD COKE PSYCHOLOGI CALLY 

AT TRE RI Oiit TIME PB..IliOO YIOUL!J APPRECIATE AIISWER KIIfDEST 

R10ARDS ~ 
BEN.IlY IIOROENTHAU JR 
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Viner: 

H. IA.Jr : 

V: 

!l .N.Jr: 

V: 

H.ll. Jr: 

V: 

H.M.J r : 

V: 

H.H.Jr: 

V: 

H. ":A. J r : 

V: 

H.U.Jr: 

V: 

B. l.I .Jr: 

v : 

H. LI .Jr: 

H. ll,Jr: 

Hello 

Hello Henry. 

How are you? 

How are you? 

Oh l ' m simply ! ine. 

That ' s grand. 

I - l ' m a new man. 

September 51 1937. 
11:25 a . m. 

That 's gr and. You need to be. 

Well I am. 

That's f'ine . 

Where are you? 

I' m at Westchester County. 

Are you on a party line . 

No, a private wire. 

Ah-ba. I - I'd like very much to see you Tuesday. 

1 111 be there at 9 o ' clock. l ' m coming in - 1 ' 11 
be 1n - ab - in fact Monday eYening . 

Do you want us to have a room for you? 

At the Hay-Adams Monday night. 
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(Aside t o someone: "Hay-Adams - a room for Dr . Viner 
Monday night) 

Wayne Taylor says would you like to stay with him. 
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a .U,Jr: 

V: 

R.li.J r : 

H.U. J.r: 

V: 

H, M,Jr: 

V: 

B .W.Jr : 

H. Y.Jr: 

v: 
R.U,Jr: 

V: 

H, PJ, Jr: 

v : 

H. ld. Jr: 

v: 
R. &i .Jr: 

V: 

H. !J . Jr : 

V: 

189 
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Ah - well I•m arriving - ah - you mean - ah - yes -that would be nice. 

He says would you like to go out t here? 

Yes, r· su.rely would 

(Aside to Taylor: He accepts.) 

Be says his rates are cheaper. 

His r ates are cheaper? 

Yes. 

Wel l that's fine. Ask - ask him 1.f 1 ' 11 be able 
to match for dinner there? 

(Aside to Taylor: •ae sai d he ' ll match you tor 
the dinner" . ) 

All right - I'm - I ' m - we ' ll have an int eresting 
week. I ' ve got some stuf f t hat we want to do this 
week. 

I •m sure . 

I •m afr aid to say about it over tbe phone but you 
can ••••••• 

All right , well it' s a private wire. 

Well you can be thinking about it. 

All right. 

The - ah - Fed's fortunately approached me -they're 
worried about t he tightening money market, see? 

Yes. 

And what I'd like to do is - 8h - discontinue, tor 
the time being, sterilization or gold. 

Ah-ha - all right, I'll be thinking about that. 

See? 

Yes. 
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R,l(,Jr: 

V: 

B, !J,Jr: 

V: 

g , !A ,Jr: 

V: 

H. I.! .Jr: 

V: 

B.U.Jr: 

V: 

R, M,Jr: 

V: 

H. M.Jr: 

H. !A .Jr: 

V: 

H.M.Jr: 

V: 

H.U.Jr: 

V: 

H.U,Jr: 

V: 

H. LI ,Jr: 

V: 
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And we want to stop selling nine months and six 
months • • •..• • 

Yes. 

,-., _::Ju 

••••• and sell 90 days and one year certificates ••••• 

Ah-ha. 

••• •• and tax bills. 

Ah-ha. 

See? 

All right, I'll be thi.nking about that. 

Tbat•s - that's what we've got 1n mind. 

All right, well you tell Wayne Taylor that I - I 
arrive about half past eight and I'll - I 1ll take 
a taxi right out, 

You'll be there about 9 o ' clock. 

Yes . Now what ' s his address again? 

{Aside to Taylor: WWbat•s your address?") 

5101 Tilden Street. 

5101 Tilden Street , 

It ' s beyond the American University. 

Yes . All right, I know. 

All right. 

All right, I 1ll be there Monday evening and be at -
at the Treasury Tuesday morning . 

Swell. 

All right . 

Good'bJ'e . 

Good'bJ'e , 
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R.ll . J r : 

H.M.Jr: 

R: 

l! .M.J r : 

R: 

R.U.Jr: 

R: 

R.!l.Jr: 

R: 

R. U.Jr: 

R: 

H.U.Jr: 

R: 

H. l.I .Jr: 

R: 

B. u. Jr: 

R: 

B. ti .Jr: 

Rr 

Hello 

Hello 

Hel lo - W1nn Riefler . 

September s, 1937. 
llr27 a.m. 

Yes . Did you have a good vacation? 

Oh fine . 

That ' s grand, 

Itm feeling very well. 

Good. 

Ab - look - do you suppose you could be down here 
first thing Tuesday morning? 

Ah - what day? 

Tuesday. 

Tuesday. 

Yes. 

131 

Well I don't think so - I can get there Wednesday 
morning . I'm packing the books and the car tomorrow 
morning and starting - chauffeuring them down to 
Princeton. 

I see . 

Would Wednesday do? 

Yes, but - ah - where - where are you now? 

I ' m up 1n Cape Cod. 

I see. 

It•s a two day trip. 
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H. M.Jr : 

H.U.Jr: 

R: 

H.M.Jr: 

R: 

H.IJ.Jr: 

!l: 

H.M.Jr: 

R: 

H. JI .Jr: 

R: 

R.U.Jr: 

R: 

H. Y.Jr: 

R: 

H.M.Jr: 

R: 
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Oh yes . Well • ••• •• 

There's nobody else that can take them. 

Pardon me? 

There ' s nobody else that can take them. 

Vlhy, you mean nobody can drive them? 

Yes. 

Ah-ha . Well - ah - Wednesday will be all right . 

All right. 

If you could get here fairly early. 

Yes, I 1ll get there - just as soon as I get to 
Princeton I tll come on. 

Listen, are you on a private wire? 

Yes . 

Let me tell you confidentially what I 1ve got in 
mind - hello 

Yes . 
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Ah - the money market situation is very bad; it ' s 
~etting tighter all the time . Ah - the Fed' s 
(Federal Reserve) worried about it - I mean it looks 
as though theT'd .run down December to only two or 
three hundred mil lion excess reserves, see? - for 
the country - hello 

Yes. 

Now what I want to take up and decide this week is -
l. Shll.ll we, for the time being, discontinue the 

sterilization of gold. 

Yes. 

Two • ••••• • 

Yes . 

Regraded Unclassified



' 

( 

H.!A.Jr: 

R: 

8 .1J.Jr: . 
R: 

H.!Z.Jr : 

R: 

H. M.Jr: 

R: 

!l . !J.Jr: 

H: 

H.U.Jr: 

R: 

R: 

H. II . J r: 

R: 

H.M.Jr : 

R: 
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• ••••• Stop selling our nine months ' and six 
months' bills and sell 90 day bills ••• ••• 

Yes. 

••••• ab - bills due on the tax date •••• ••• 

Yes . 

•• •••• and for the country banks the one year 
certificates . 

What month for the country banks? 

A one year certificate . 

Yes, one year. 

See? And - ah - the Fed bas approached me and 
they're very anxious to do something and - ah -
they want to - they' r e going to make up their 

mind this week because I told them if we ' re going 
to do it and have any effect we ought to - ah -
announce it on the 13th - Monday. 

Yes. 

Ah - the - the money market in New York is very 
bad and it will get worse steadily and I think it's 
up t o the federal government to do something . 

Yes. 

So you might be turning that over in your mind. 

Yes I will. 

Ah - they're willing to go in and use the open 
market operations but - ab - ah - ah - Ransom 
agrees with me that he doesn't think it would 
be effective •••.•••• 

Yes • 

• • • • and- ah- I think that for the time being if 
we just stop sterilizing gold - ah - I think it would 
have a very good psychological effect •••• •••• 

Yes. 
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H. L!.Jr : 

R: 

H.U.Jr: 

R: 

H.U.Jr : 

R: 

H. ?.! .Jr : 

R: 

!:I . JA .Jr : 

R: 

H. !.I .Jr: 

H.!.!.Jr: 

R: 

R. LI .J r : 

R: 

H.Y.Jr: 

R: 

H,k,Jr: 

R: 

- 4-

• •• •• ••• with the big crop movements on just at 
this time. What ' s your curbstone opinion? 

Well I tll think it over; I think it may be the 
thing to do; 1 111 think it over. 

Well you turn it over, will you? 

I ' ll give you my best. 

And - ah - when you come down figure on spending 
a couple of days , wil l you? 

Yes . 

How do you feel? 

Oh I ' m grand. 

Have a good summer ? 

Had a grand summer. 

All right, well 

We ' re in the midst of a Northeaster right now. 

Oh really? 

Oh a terri fic storm Jus t beating around us here . 

Well t here ' s no disagreement as to. the - ah - money 
market s ituation, see? 

Yes . 

It ' s a question of "What can the federal government 
do"? 

Yes . 

When I speak of the federal government I mean 
Federal Reserve and ourselves . All right? 

All right. 
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a .M.Jr: 

R: 

H. !A. Jr: 

R: 

O.K. 

O. K. 

Goodbye. 

Goodbye. 
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~h SEPT~ER 15 FINANCING September 5, 193? 
10:30 a .m. 
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Present: 

ft . , • • Jr: 

Bur gess: 

H • .J.Jr: 

Burgess : 

H. iA. Jr: 

Mr . Taylor 
l.!r . Bell 
Mr . Locilhead 
Mr. naas 
Jr. Gaston 
14r . Seltzer 
~ . Murpb.y 
:Jr . Ha rris 
Mr . Ransom 
i.lr. darrison 
!.lr . Burgess 

Well , for the benefit of those who wer e not here 
yest erday afternoon, Mr . Levy came in, from Solomon 
Brothers and Hut zler, a nd said tha t if Ne17 York had 
its choice, it .vouldn 1 t .vant to buy anything . 

Didn' t ne s&y nis customers? 

••ell , his custo:ners . 

He meant a ll over the country , not just New Yorlt . 

He r ecommended a 15- month l-1/4 and a ?-year 2-1/2 . 
But for the first time th~t I have ever seen him 
down nere , he was wobbly in v.hat he did believe . 
I mean usualLy he comes in here and i n about 15 
or 20 ·.tords - "I' d do this" - but he .n;s quite 
wobbly in vhat ne dia think, and he stayed the 
longest ne had ever been here; ne was here a n hour, 
and •hen he left I didn 1 t rc:;1.lly :mow ·.vh&t he thought •. 

Mr . Devine came in next and ne was extremely emphatic 
that we shouldn't do anything over f ive years; said • 
it wo uld be just suicide to do anything - no advan­
t age, no thing in it for the Treasury t o do anything 
over f ive y e&rs . Be sai d th~t he spent a grea t deal 
of time on it, st ayed awake until tnree o ' clock, try­
ing to mal{e up his own mind; he came to the deci sion 
that under no circumst ances do anything over five years . 

For dinner we had the pr esident and secretary of 
Discount Corporation, and they were wildly enthu­
s i astic tha t He do ' a ?-year 2-1/2 . Go over big l 
Unhe&rd of that t1e shouldn' t; thll t they t alked to 
the three or four most conservative banks in New 
York and they ' d all buy 2-l /2s; t hat if the. conserva ­
tive bs hl{S di dn ' t buy 2-l/2s it would be a great 
mistake . 
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Now, I took the position f r om the start tho t I 
didn ' t want to sell a 7-ye£r, end as the e vening 
went on they dropped little remarks like, "Well, 
whatever you do , when you sell £ 7-yeer, you 1 ve got 
to le~ve it open four day&" "Why? " "Well, give 
them plenty of time . r. 

.'/ell, little things like tn~.<t /mich tney dropped 
as tue evening nent on made us feel that maybe 
7-yec.r 2-1/2 wasn 't so hot. I thin..k we shook them 
a l ittle bit . But certainly <before they talked to 
us they were very much for it . 

r ta lKc<i for half an nour to ~!r . hentscnler . He 
,.&nted t. 15- montn t.nd a 7-yeLr . I ,;ent ovtr the 
wnole business situation with nic, and n~ sold, 
looking £.he&C: six mont ns , tlu t 11e felt pretty 
confident on business . Little bit worried ubout the 
r a1lro11d situation and the building . But to IllY 
br eut surprise he said that his customers ·.1ere in 
excellent shape as far as inventories were concerned ; 
in fact , inventori es were low. fie said the inventory 
position of his customers was in excellent shape . 
I asked nim about China . He said American business 
men s tood to lose no money ts far a s capital invest­
ments .vere concerned, but they would lose expected 
profits . 

I then told 111m :7h£ t I ilad in mi nd on a .five-year . 
He said a seven . I d idn 1 t want to do seven and told 
him I didn ' t want a 7-year hitting me in the face 
on the first of December, when I was considering the 
next financing . Re said, "1'/ell, all I can do - tell 
you is t ha t if you decide to do a five-year two you 
will have an excellent secondar y market . All your 
trust funds 'llill go i nto it, and they should consider 
1 t an attract! ve security . '!!e 111 put all our trus t 
funds into thet security - for them. " And when I 
got through talking to h1o, he felt that the 15-month 
&nd tbe t'!ve-year woulu be an e xcellent progrt.m . 

So tnat brings it down to t his morning . 
somebody else' s brains have been working 
nignt; if so, I 1 d be e;lad to near them . 

r.taybc 
during the 
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llurrison: 

Hui'J'l:.on: 

·• · . . Jr : 

.:eltzer: 
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I haven ' t changed on the questions of principle 
involved a t ell . On the pr octicalities, there is 
a prett, even split . That belng so, you've ~ot a 
caoice, fro~ the market point of view, whether you 
do tne seven or tne f ive-yet.r note . Ana in .1d ghing 
thLt aecision, I should thiDA you would try t o f i gure 
out .vht. t it' any ~;doi tional navcntege or how much 
hdoitiorul advantage there i s to the Treasury in 
put tine out a 7 -ye~ r bond , evbn if 1t woul d go . 
~!y own opinion stilJ. i s thL t if I were in your 
t>O!lition I t nink tha t I woulu fig ure th~t thEr e is 
not ~:nough Ldti.itional advantage to you in put l.ing 
out the 7-yeP.r bond to run some risks involved nnd 
t o go counter t o pret ty definite advice of hLlf your 
.ru.ri!ct. th&t. that ...-on ' t go ns ::ell as a note . I t hink 
thr t if I hsd to decide right no.v I .vot:J.d decide on 
the 15-montn note and the five-year r.ote . I ' m not 
sold on L five-ye~ r note pLrticul~rly - the experts 
i!no .. better 4netner it should be a four- ye&r or five­
;,-e&r - but I should tninK ~ five-yevr note would go, 
and if you got a good r ate for it - fits in well -
I 'd vrefer the five-year t.o a four - yeer . 

You prefer whicn, the five-ytoJvr? 

1 would prefer tne five-yea r to e four -yenr, pro­
vided tne experts nere feel thE t thL t r & te fits 
1n pr operly with th~ r est of tne r ate structure; 
~;s it &t>rears to ~e, i t does . 

;,.nybody talK if you lilre . Seltzer? 

1/ell, I ~oula prefer t 7-yecr bona to a five-yeo r 
note . I t hink th~; r eul choice is between e four­
yerr note a nd - a 1-7/8 four - year note, end the 
7-yeLr bond, fo r t his ret·son. If you shy r.way f r om 
t ne bond, it is bectuse you are doubtful, the mcrke t 
doesn ' t look promising . I• ell, I don 1 t tnink the 
five-ye~ r note is so ver) attr&ctive either, Lnd 
if I c.m going to pl..y for safet ) , I 1d glEy 6 little 
more for s~fety ;;ita a four-year note . Further, it 
i s et s ier to price . .'le ht ven 1 t got any f ixed point 
there to price a fi ve-year two percent . Our longest 
note ~tturity is a f our and a half year note . If we 
price u four-year note &t ubout a little better t han 
l'lnet the four and a nt.lf year note is selling, we ' re 
sure t.o command an adequate pr emium. 
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Burgess : 

!h.rris : 

Burgess : 

c 

Seltzer : 

( 
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1/hu t wi ll your f our-year 1-7/8 note sell f or? 

About a half point • 

••hat would your two percent sell for? 

199 

I e s t tms t e somewhere bet .. een 74 &nd 30 t hirty-seconds . 

i'ou•ci be :11uch s urer of your premium on the four , 
wouldn ' t you, ~r . Harris? 

Sure of what? 

I t hink you 1d be much s urer of your estimc.te of 
the premium on the !'our thc:n on the f ive. 

I don ' t t hink you would . 

::o, I don ' t eitner . 

I think the longer note, with the larger coupon, 
attracts the t ype of cust omer who doesn ' t care 
wnether it ' s four or five particularly, and I 
t nink that putting the 1-7/S'f note in there a t 
the au t umn of ' 41 would have ll much more unfortuna te 
effect on t he 141 notes tnu on t he ~arch 142 . You 
see, you •ve got t 1-3/4 selling ~ t par . If you put 
in something with a three months ' or six months • 
earlier maturity at tha t rate, t htt 1- 7/8 is going 
to lf reca< thtt l.!arcn ' 42 . tlow, this other would be 
six months beyond t hllt , wnich justifies t consi der able 
ciifference in r a te, so I t hink it 1;ould affect it much 
less severely . 

Then, your pr ogr am o1' maturities f i ts a five-year 
note very much be tter . i'ou•ve got in 141 maturities 
of two a nd a quart er billion, and a s you count the 
callable s tuff, much of it carries 3- J/8, and you've 
got nearly three billion dolla rs a lreaay ln ' 41, 
.:her eas ' 42 is very small both on the maturity end 
the callable amount . It is your one open yellr . 

I t hiDA tae pri.mary questi on is what is goi ng to be 
the effect on the market. 

olha t premium do you think o five-year two would 
CO!JlOlO nd? 
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Burgess : 
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.. ell , a t t he start, a nalf point . I think after 
it bad been out a while it would have some spring 
in it, mi ght a o a little better . 

•iandy , ·.?hat premium would the 7- yer..r 2-1/2 carry? 

Nell , it figures about t hree- qua r ters , but of 
course it Nouldn ' t do t hat GUite . 

21 , the Viscount boys figure . 

God , they \Hre gooa lt.st night . 

I •ve never seen t hem better . 

You .rno,; , lUlls can ' t stand much and I always 
g i ve ni~ one extr a cocKtai l ; then he gets good , 
begins to tell storle s out of school; a l ways 
tells us H fe .• s tories out of s cnool. 

200 

Mr . Secr etary , on the basis of the information 
you've got now, do those who f~ vor t ne 7-year bond 
think that the progr am of a 1 5-mont h note and a 
five-y ear note wo uld no t go? 

On, e ver ybody thinks u 15-month and a f ive-year 
would go . 

olould go? 

Oh yes . 

And wnat are their arguments &gainst t hat program? 

.;ell, you do it, Burgess . You can do it better than 
~ can. 

Well , f i rst tha t the 7-year bond r efunds some of the 
short- dated debt into something longer tha n five 
year s - a very considereble school of thought in 
t he m&.rket t ha t thinks tha t i s very desirable, 
is a little worried about the five, end the amount 
of tne short-de ted debt . And tha t i s based on a 
lot of fiscal experience, of course . V1 hen a 
government gets e closely piled up short-dated debt , 
it 1 s a danger ous thing . 
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riurrison: 

Burce<.s : 

11&rrison: 

burgess : 

Sell : 

Burgess : 

Taylor: 

-o-

Secondly, I think, the feeling t ha t over a term 
of years the government is going to need to d is­
tribute t his debt to others than banks , and o 
7-year bond is more ap t to get di s tributi on over 
a period of ye~ rs than a note is . The note is 
more ap t t o be neJ.d by the banks and keep them 
loaded down. I think those are the two major 
reasons . 
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1ne third i s tha t we have been piling notes into 
that note mL rket prett y f ast; we have been putting 
t hem in t her e steadily, and ther e are a lot of 
notes outstanding - there ' s tne f our and a half 
years, t .ro of tho! four and a hr.lf years; .1herec s 
tluit intermedi a te b ond :lllrke t is quite a separate 
market from the long-ter m bond market and has had 
nothing put into it for a year and a nalf, end is 
probably in snape t o r eceive s omething . The invest­
ment banker fellows tell us tha t that i s a mu turity 
which inves t ors ar e r ather looking for i n there. 
I t hink t hose t re the arguments for it . Now . , . 

Put it the other wuy around . Do those wllo favor 
the 7-year bond f eel tha t ther e is acy l ess likeli­
hood of the five-year note going well? 

No . 

I mean putting it - there i s so much talk now 
about a 7-year bond; NOuld there be apt to be 
disappointment t o t he point wnere it o;oula r eflect 
on the five-ye~r note? 

I think we ' ve got evidence al ong that line, but I 
would say the bulk of the evidence was tha t a 
five-year note would go a little better . 

I think they feel that a 7-yea r bond is the more 
courageous step for the Treasury to t ake . 

Tha t ' s another point. '.l'lley • ... 

I t ninA t here's a questi on, if i t ' s JJO of one 
and 350 of the other - in other words , a difference 
of about 50 million - that your chances of selling 
50 million more 2-l/2s are about that way; in o ther 
words, - sell , it isn 't any more t han t hat. 
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I see • 

I think two points ought to be made . Levy thought 
that you ' d sell more of the bond than you would of 
the note . Most of the others have f elt the other 
way • •.• 

That ' s ~~hat I wanted to get . 

..• that there ' s o little better chance for the note . 

Another point of view is that expressed by Parkinson, 
pres ident of tne E4uitable Life . He said to me 
some time before ne left the office - I guess you 
fellows weren ' t t here &t t ha t time - he Sllid, "You 
fellol7s alMt;rs put out wnat tne banks w&nt; I ho,;)e 
some day you ' ll put out what the inves tors want. I 
k.nox what you ' ll do . !he bcnkers will get a t you, 
make you f Ut out some short stuff . But the insur­
ance companies would like something adapted to their 
needs , and the bond would be of that character ." 

I think tha t always the pressure comes on us most 
strongly to do .vho t the blinks want , r ather than 
nha t t oe investors wont . 

I agree . 

'Nell, there is no pressure ou us t o do a f ive-yea r . 

;:en , there is a pressure against the 7- yes.r , t hough . 

Is against i t? 

I s ay there is sooe pr essure against the bond . I 1m 
not presenting those urguments as mine, although I 
think my own judgment 1 s •••. 

Is that banker pr essure l gainst the bond? 

Yes, I think so . 

Well, isn' t Pllrkinson really answered by the 
opportunity to buy ' 44- ' 46s, even though tney are 
&t a premium? If he is determined that the Treasury 
ought to give him on opportunit y to get a bond about 
that year, about th& t ma turity and tha t yield, is 
the fact that that issue i s selling a t f ive points 
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premium, or wnaiever it is, such a deterrent 
that be wouldn ' t buy those, but Hould buy the 
s~:.ven 2-l/2s? 

It isn 't j ust that . If he .vent out on the market 
and tr i ed to ge t tha t ma tur ity .•.. - you can' t 
ge t large blocl<s of those readily on the market . 
For an insurance company t o go out and try to get 
blocks •.•.• 

.. e could get tho.n . I know .vber e to get some blocks . 

That is, of course, the obvious answer to make to 
tnem - that there are some bonds available on the 
market, to go and get thee there . I am convinced 
that the f i ve-year note ,fi ll go a 11 ttle better 
t han tne bond . I think it is a little safer 
progra:n. I t uinl< tnat eitner would go, but that 
tne note is the safer and tne mor e conservative 
tning to do . 

Just r epeat tna t again . 

I s ay I t hink tne 1'1 ve-year note will go a 11 t tle 
better tnan the bond will. I think you can do 
ei t ber , but if you .nmt to make the progr am 11 11 ttle 
safer, a little more conservative, in vieN of t nis 
autumn' s problems , I t hink the five-year note i s the 
one to pic<c • 
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.tell no~ , making ~; prognosis for the future , wha t. 
have ~e got ahead of us? Some uncertainty, which 
both .'; i lli&ms b.nd Tnom~s r .;ft..rred to yesterday, in 
business; t he likelihood tnc t it will go along pretty 
well t nrough the spring - l t<vel ed out no1~, but will 
probabl y pick up in t ne spring ; but we all know 
t ha t there is apt to be some pressure upon the money 
market during the next f e11 months, i f only on account 
of the demand for currency . In addi tion to the 
possible infl uence of that demand for currency on 
tne money market , you have great pol itica l uncer ­
t ainties ell over the world , end nobody can anticipate 
them . I don ' t think anything very much dreadful i s 
going to happen myself . But if ther e isn' t any 
gre&.t differ ence between the ? -year bond and five-
year note a nd the fi ve-year note is much more conserva­
tive, I thi nk you ' ve got a pretty important factor i n 
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making your decis i on thut way r a ther t han the 
less conservative way . 

One th ing I forgo t to mention - the fact that 
Ne were not go ina to ask for any more money , we 
11ere going to s top selling the December bills ; 
I wes surprised how enthusiastic they were about 
that information, particularly the Discount boys . 

(Laughs) 

They h&d special r et.sons . 

1/ere they more enthusiasUc tnan the Federal 
Reserve? 

Yes . They ' ve got 78 or 79 million dollars worth 
of those bills . But it s eemed to - I mean they ' re 
so hungry for a little eood news - I mean it ' s 
almos t pitiful. God, these fellows in New York -
they ' re always ei ther in the cellar or on t he roof; 
I never saw anything like it ; and t here i s never a 
particular l y good r eason why t ney ' re either in the 
cell ar or on the roof . 

And there is al11ays e n express elevator between the 
two. 

bild the express elevator seems to go dorm faster 
than it goes up . 

T~t 1 s right; t~t ' s nistorically accurate . 

I never expected to bear myself in this room 
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erguing against a bond ~s against a note, or against 
a bond in f avor of a note, when there is a basi s of 
opinion that woulo support the bond . But with all 
these other factors , apar t from tae money return t o 
those who would be getting the 7-year bond, it seems 
to me that you•ve got enough influences against t he 
bond t o Justify your discounting a little of the 
opinion th~t advises you to issue the bond. 

Of course, we ssve money on the note. 
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\Vha t •s that? 

VIe save money on the note. 

And you save money on it . I don't think t ha t is 
necessarily a deciding !'actor if you' ve got a 
real market tha t will stick on your bond . 

And another deciding f actor is that the Federal 
Reserve Board here in 1/ashington s eems to be 
unanimous in f r. vor of a note • 

.'I ell, I 1m in :!0reement with the Board, but for, 
I think, probably oifferent r easons . 

Tnet might simply mean th• t ther e were more than 
one set of good r eEsons , George . 

But I want to - I aon 1 t see any particula r reason 
at tnis time to disagree wi t.h the Board . In fac t, 
I think ther e are a good many rea sons why the 
~'reasury and the Boar d think alike at this time . 

Certainly tha t ' s our opinion, Mr . Secretary • 

Pardon me? 

I say that is certa inly our opinion . 

:lell, I can' t - unless somebody has soceth.ing new 
to offer - Wayne? 
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No, I ' m for it . I 1 m for the 1-1/4 and the f ive. 
I tn.iDA t he other one would go, but, a ll other 
th.ings being ec.ual, I &m certainly for the 15-month 
ana the f ive . 

Dan? 

That ' s the way I f eel ; I switched l ast night . 

George? 

I ' m happy with the five-year note aDd the short. 

Archie? 
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I ' m agreeable on the five . 

I ' m agreeable to the five. 

1\'hy , f ive-year doesn ' t sound as good to me as a 
four-year note if you 1 r e going into notes ; and 
as against the five-year note I' d prefer the 
7-year bond . 

Can you price u four-year note a s Nell a s you 
can price a five-yeur note? 

Better, I ttlink. 

, 20o 
• 

I thoug_ht the other way ar ound . And I th.ink that 
would be the deciding factor in my mind; I 1d t ake 
Nhichever one you could price easier. 

Statistically you might be able to price the four­
year better, but as a practical matter you might 
be able to price the five-year better . 

Let ' s see, I' ve asked everybody but Harris . 

It ' s agreeable to me . I prefer t he 1- 1/4 and the 
fi ve-year note. 

You prefer toe what? 

Five-year note • 

.'/ell, let ' s decide now; we might as well get to 
work on tnis t hing . Be a fi ve-year two a nd a 
15- months, and if you (Bell) give me the letter 
I 'll sign it, and Forst er is waiting at t he 1\'hite 
House . 

Randy , you ' re not disappointed, ar e you? 

No, I 'm entirely satisfied . I •m amused that a week 
and a hal f ago , ten days ago, the Secr et ary asked 
me, two days after I g>t back from my holiday, to 
give aim a preliminary bet on what the financ ing 
should be, and I talked to Wayne about it and we 
finally s ent him a cablegram suggesting that it 
should be a one-year one Dnd a f ive- year two . 
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One-year one •••• 

One-year one and a five-year two. 

And I don't think enough has happened between 
then and now t o justl.fy a sound change . 

Judgment is bett er probably in the A~irondacks 
than it is in New York . 
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I'd say that \'la s tht.t . Now, if you all will get 
in touch with t he Chinese and the Japanese and ask 
tnec to be good •••• 

Nothing mat.erial nas happened overnight, apparently. 

You want an a rmis tice over tne weekend . 

Personally , ~would soy that this is as near 
bombproof a s any issue coula be . I don ' t see -
I ' m not going to worry Lbout it. 

I ' m glad , Mr. Secretary , thrt we explor ed the 
question of bonos, at le~st made a sally into it , 
~: lthough we haa to f all back on the first lines of 
defense , because I think th~re is e good deal to be 
said for it . 

had I tell you what it's going to do; it ' s going to 
make that two go better, other things being equal . 

Taey •re going to say, "This is a very conservative 
progran. " ~verybody will be for it . If we had done 
the other, a lot of tnem would have been for it, 
but half of tnt~m -'Ould have been a gainst it; they 
would nave said , "The Treasury is stepping out a 
bit and taking a cnance ." This way they ' ll like it . 

They don 't expect it, but they'll like it. 

I was thinking of it from another a spect, that you 
have had so much convers~tion about a 15-month l-1/4 
and a three-year 1-5/8 tha t all this talk that you 
coula sell tne ~-l/2 whereas these others thought 
you couldn' t gob eyond three years - they will have 
been conscious of the possibility of the 2-1/2 and 
taey ' ll go for the t~o, nnere otherwise t hey wouldn ' t 
have . 
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I think that is true. I think it's been very 
helpful propaganda. •here ' s only one fellow going 
to be wholly disappointed, and that ' s George Davison . 

You kind of helped him too. 

But he might well feel this is better than what 
he might have got, just as you say . 

I think s o far as I'm concerned I ' m entirely satis­
fied . 

I think your bond market Will ge t a little lift 
out of it too. You see, tne bond market has dis­
counted having anotner short bond put 1n there. 
I think th~ot inter mediate :u.rket «ill get a little 
lift from it . 

. lell . . ... 

Are we dismissed, sir? 

That ' s right. Thank you very much . 
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M & U 0 R A N D U Y 

Sunday (ulcta ted in presence of Messrs . Tuyi or , 
daas , ano Locnneud) 

September 5, 1937 

Ur . Ransom asAed to see me clone this morning . 
He said that he and Ur. Eccles were in complete agreement 
tnat, in view of the t i ghtening money situation whi ch we 
wer e f t.cing this fall , some action would have to be token, 
and they wer e r eady to cooperate in any way with the 
Treasury thut we both thought best . I think he said thaj: 
y~sterdav or in the last day or two the Boar d has Jus t 
passed a resolu.~~~ ~ uthorizing Federal Reserve of New 
Yon to buy 200 million doJ.:a.b~&PtA et :ih ;awm~nt 
securities, as an open marke t operati on, with the i dea 
of easing the tension. 

Again talking for himself and Eccles, he sai d 
tnat t .r.ey .. ere unalterably opposed to a 7-year bond. 

I t old him t hat in t he short time I have been 
back I felt that somet hing must be done, and done very 
promptly, with r egar d to the t i ghtening of the money 
s ituation; t hat I doubted t hat any open market oper ati on 
NOuld t ake care of the situation, as the Federal Reserve 
of New York would not carr y it out with sufficient 
ent nu.siasm to convince anybody . 

He said tnat t ccles had in mind setting for s ix 
months or a year a price at which bills could be 
rediscountea . I said t ha t t hat would all be hel pful over 
~ long period, bu t that i t wouldn't take care of the 
immedi ate situati on . I furthermore sai d that their 
reducing their discount r ate from 1~ to 1 percent, for 
reasons which I couldn ' t understand, was i nter preted as a 
bearish move , and tha t peopl e as a result had sold their 
bonds; that it might be hel pful some months nence, but 
certainl y as f ar as t he immedi ate s i tuation was concerned 
it was ineffective . Be agreed absolutely with me . 

I said that I had been giving t his matter some 
thought and talking it over with ~ people here, and 
tt:at 'Re believed the t hing to do was to discontinue the 
sterilization of gold for the time being; that if we did 
that from now until the first of January, I believe 
somewhere between 250 and 350 million dollars worth of 
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gold would come in during thht period, that is , between 
toe 15th of September and the lst of January; that w~atever 
we did, we should do it together Jointly , and promptly . 

He said, "Talking for myself only , I believe tha t 
your suggestion woulo be more effective than an open 
market opera tion . " I said, "If we•re going to do it, 
we ought t o do it on the lJth of September . Can you get 
ready by then? " He said , "Yes." I said , "Are you sure?" 
He said, "Absolutely . I 111 start Tuesday . " 

de said, "VIhat about your bill program?" I said, 
"Well, we 're ready to discontinue the 9- months and 6-months 
~nd sell sufficient 90- day bills and tax bills." 

He said, "What about one-year certificates?" I 
said, "We're ready to do tm:t . n I said, "You know on what 
date the country banks would like to nave t hem fall due . " 
He said , "No, I don't know, but 1 111 find out . " 

Be again repeated; he said , "Something has to be 
done about the money market ." Ana I repeated t ha t "if it 
is going t o be done, it ought to be done t his coming week," 
end again as«ed him if he could get ready , and he esain 
a ssured me be could . 

I said this to aim: •No~, I believe t na t if we 
~ake tnis move pr omptly, it may make a difference of 
one cent in cotton and it might make as much a ifference 
a s ten cents in corn and ten cents in .1heat at this time.• 

H. :.1 . Jr . 
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'l'IWSURY llKP.ARDID'r 
'faahi~ton 

FOR RELEASE, IIORNI NG N!'fSP .Al'l!:RS, 
Tuead,ay, Soptogbor 7 , 193? 

9/5/37 

Pross Sorvice 
No , 11.-9 

Secretnry ot the Treasury llorsenthau anncunced toc~aT the ottor-

i ng, thro\101 the I' 0 der al Reserve brulka, of t'clo aeries of Traaa1117 

notes , both in oxchan&o for 'Jr.l/4 percent Treasury notes of Serieo 

J.-1937, of which $817, 483, 500 anture on SeptODber 15 , 1937, Both 

aeries of notes lf1ll be dated and boar interest f roc Sept E>Obor 15, -193?, One aeri es , doai~ted Sorioe E-1938, will bear i nterest a t 

the rato of 1-1/4 percent , and will t~ature in 15 contha on DoOOr:lbor 

15, 1938, Tho other aeries, deaig~~~~.ted Seri es ll-1942 , will bear 

interest at tho rato of two percent , and Ifill cnturo i n fivo yoors 

on September 15, 1942, Tho notes lf1ll not be subject to cell for 

r edeopti on bofor e maturi t y , 

Exchange& will be oade par for par, and tho offeri~ of each 

aeries of notea 11111 be 11cited to the aoount of caturing noteo ton.-

dored and ncceptod in exchange therefor. Cnab subscriptions will not 

bo r oeei vod. 

The TronsU%7 no t oa will be occordod tho a~ne exooptions from 

trutat1on an are llecordod other issues of Troaaury notes norr out ot ond-
• 

ing, Thone provioiono are s;;>ocU'icnlly aot forth in the official 

circular issued todlly, 'lhe DOtes wUl be 1aauod only in booror fora 

111 th coUpons nttnchcd, in tho denoc1nat1ona of $100, $500, $1 ,000, 

$5,000, $10, 000 1\Ild $100,000, 

SUbsariptiono lf1ll be r eceived at tho Federnl Reacrvo 

btulks and brnnchoa, and at the Treneury Dopart::lent , 'fMhington, 

and should be ncco")lffnied by n like taco acount of '!'ronaury 

2.i5 
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ootea of Ser iea .l-1937, e>&turiDC Sept•ber 15, 1937, with the 

final coupon due on September 15 det&ched. 

The right ia reserved to cloae the booka aa to aqy or all 

oubacriptiona at ~ time without notice , and, aubject to the 

r es ervations eat forth in the official circular, all aubacrip­

tiona will be allotted in tull , 

Spacial T'reaaUJ')' billa t~&Uecatinc $350,600,000, which 

mature i=ediatezy alter Septecber 15, 1\114 about $168,400,000 

intereot on the public debt, which becomea due on Septecbar 

15, will be paid from the caah bftlance. 

The text of the official ci rcular foll owa: 

216 
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TJW.SURY liO'l'IS 

l-l/4 per cent 

2 per cent 

Seri oa l!l-1938 

Seri ea :B-1942 

Duo Docambor 15, 1938 

Duo Soptamber 15, 1942 

Both aeriea dated nnd bearing interoat tr0111 September l!S, 193'1 

193'1 
Department Circular No. 578 

Public Debt Service 

I. OFFERI NG or NO'!'IS 

T.RJ:.LSURY Il!P .All'DilDI'I' • 
Office of tho Socret&rT, 

WaahitJ&ton, September 7 , 1937. 

l , The Secretary of the 'l'reaiiUl')', pureuant to the authority of the Second 

Liberty Bond Act, appro•od September 24, 1917, aa Rl:londed, inrltea auboor1ptiol18 , 

at par, fro"' the people of the United Statea for notea of tho United Statea in two 

aer1ea , designated l-1/4 percent Treasury Notee of Series E-1938 and 2 percent 

'l'roaauey Notos of Sorioe :B-1942 respectively, in ~ent of which only 'l'roa8U1'7 

Notoa of Serios .A.-1937, 1114turing September 15, 193'1, mn<f bo tendered, The amount 

of the offering under thle circular will bo lini ted to tho SDount of Treasury Notes 

of Series A- 193'1 tendered and accepted. 

II , IBSCBIP'J.'IOli or llOf£5 

l , Tho notes of Sorioa E-1938 will bo dated Septecbor 15, 193'1, and will 

boor interest fro~ t~t date at the rato of l-l/4 porcont per annuo, pQYBblo on 

a aemiannual basis on December 15, 193'1, and on Juno 15 and Doeoober 15, 1938, 

They will mature Docombor 15, 1938, and will not be aubject to call for r edal:lption 

prior to maturity, 

2. Tho notes of Seriea :B-1942 will be dated Soptecber 15, 193'1, and will 

bear interest froc thAt date at the rate of 2 percent per cm>UD , p&1able aciazmilall 

on ll&roh 15 and September 15 i n each year. They l'lill cature Sopter>bor 15, 1942, and 

will not be aubjoct to CAll for redeopt1on prior to caturi ty, 

3. The notee ahall bo uecpt , both aa to principal and i ntor eat, troa all 

tamUon (ucept estate or inheritance taxea, or cift to.xoa) now or hereafter 
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1mpoaed by the United Statea, ~ State, or any of the poaeeeeiona of the United 

su.tea, or by any local trutiJ16 authori ty. 

4, The noteu will be accepted at par duriJI6 such time and under auch rules 

&114 regulations au shall be prescribed or approved b7 the Secret&ry of the 

! reeauey in p831llent of 1ncoase and profits taxea payable at the maturity of the 

no tee •. 

5, The notes will be acceptable to secure deposita of publi c moneya, but 

will not bear the circulation privilege. 

6, Bearer noteu with interest coupons attached will be issued in denomi~ 

tiona of $100, $500, $1,000, $5,000, $10, 000 and $100, 000, The notes will not be 

iaaued 1n registered form, 

III . SUBSCRIPTION AliD .u.LO'NENT 

1, SUbscriptions will be received at the Federal Reserve banks and branchea 

and at the Treasury Deportment , Washington , Bonking institutions genernlly may 

aubmit subscriptions f or account of customers, but only the Federal Reaerve bonku 

and the Treasury Department ore authorized to act aa official agenciea. The 

Secretary of the Treaaury reaervee the right to cloae the books as to ~ or all 

aubacriptione or classes of aubacriptions at any time without notice, 

2. The Secretary of the Treasury reserves the right to reject any subscriP­

tion, in whole or in part, to allot less than the amount of notes applied for , to 

-e llllotments in full upon applications for smaller llll!ounta and to make 

r educed allot..ents upon, or to reject, applicationa for lt'.rger a:oounta, or to 

adopt any or all of said methods or such other methode of allotment and claaai­

fication of allotments aa ahall be deemed by him to be in the public intereet; 

ftAd hie ac tion i n any or all of these r eepectu ahall be final , Subject to these 

reaervations , all subscriptions will be allotted 1n full , Allotment not1cea 

w111 be aent out promptly upon allotment, 

2.t8 
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IV • P J. TIIJII'l' 

1. PI\Jillent at pnr for notea allotted hereWI4er oust be made or complet ed 

on or before September 15, 193?, or on later allolm!lllt , Md ffJ1J¥ be made onlT in 

Treaaur,y Notes of Series J.-1937, maturing September 15, L93? , which will be ~c-

cepted nt par , and ehould accomp~ the subscription, 

V. GENERAL PROVISIONS 

l, J.e fiscal agent s of the United St~tee, Federal Reserve banka are author-

had end requested to receive aubacriptione, to make allotments on the bnlie end 

up to the amounh indicated by the Secret&ry of the Troaaur;y to the Federal 

Raeerve banka of the respective districts, to issue allotment notices , to receive 

payment for not~a allotted, to make delivery of notes on full-paid aubecriptione 

allotted, and they ~ issue interim r eceipts pending delivery of the defi nitive 

note a. 

2. The Secret e.r;y of the 'l'reaaur;y 138¥ at ~ time, or fran time t o time , 

preecribe aupplemen~ or amendatory rulea and r egulations governing the offering, 

which will be co=n1cated prompt ly to the Federal Reserve banka. 

l!lliRY IIORGEN'YdlU, JR., 
Secretary of the 'l'reaaur;y. 
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TREASURY DEPARTM ENT 

WASHINGTON 

September 7, 1937 

OOIIFEDl!C'i! ll!' '!!:IE SEC!!E!m Ol mil 
!iiUSURl', ASSIST.t.m' SiC!Ill!m WLOB 

.L'ID YR. BILL • 

lfith !Jr. Le-ey. 
Solomon Broa, A Bu.hler , 
September 4, 1937. 

l.lr. Le'f7 eaid that he had been feeling out the IDlU'ket. 
Be had aeen a great ~ people ainee he had talked with l.!r, 
Tqlor and me 1n New York on J"rWn. Be had found a t;reat deal 
of aentillent for the ?~ear ~1/ bond, !here had been eo• 
d1scuso1on on the 15-month 1-1/ note but he felt that t hia 
waa r1d1culoua , Be would cert&inl.7 hiN& the ?~ear bond and 
he feela that we would get a m1n1111111 of $200,000,000 which 
would be all to the good. S8;1'a that 1t doea not lllake 11111eh dif­
ference 11hat 70u do, if' newo from abroad 11 btld, you will b e 
criticized for the offeringa. On the other hand, if the newa 
f roa abroad 1a of a better tone than we h a•e been getting in 
the past few dll;1'o. there will be more con•ereion into the bonda 
than into notea. 

He oqo we cannot go on ]llltUng out abort dated debt 
and feela that thh 1e the time to atep out a little 1Urther. 
'!he Street 1e tallc1ng about a ~etlr 1-'5/~ note and hae a 
otrong feeling for the ?~ear ~1/~ bond, '!he Seeretaey aaked 
hill U' he -"ld underwrite a program of thia kind and he a&J.d 
he would ve:ey definitel)'. He stated tha t aa an indica tion aa 
to how the honda will go, there 1a oome guide 1n the fact that 
there 1a eoneiderable ~ng at thi e timo in the Ha.e Owner• ' 
Loan 3-1/~ 1943-44'•• !lheae bonda can be looked upon ae a 
1944 matur1~ and in Tiew of the low ooupon would be about the 
aame aa the II\IU81ted 7~e= ~1/o;:f.. Be feela that the.u haa 
been Ye:ey little liquidation 1n the 1ntened1ate market, !!be 
fact that the boada went off on 'llllr~ and J'ridq ehould not 
•care the 'l'reae\UT aa thq went off 'lihUe talk• were on 1n 
liew York about the financing, 'lhla wu parfec t}T natural Md 
unde.r oond1 tiono of thia k1D4 bonda alW!V'I go off more than the 
no tea . 
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He then .uggasted that we might consider putting ou t 
an additioMl. iuue of 3-3/4'/. 1945-47' • at 101 which h now eeu-

ing on tha market a t arou.lld 101- 3/4. 'lie all tholl(:bt thh a good 
suggestion. '!bare are two argument. ~net it , one, t he reluotance 
on the part of the baDlce to put a praiua on their book• and, two , 
tile optioMl. call date. I t doea, ho,.....er , take care of the aat­
ter of a eaall IIIIOUDt of IIUl:>ocripUone on the bonde. If there 11 
a eaall aubocriptlon or a new iatlll.B, i t aigbt be bad from the 
etandpoint of the llllrlcet; whereae, if thare is a asll 1Ubacript1on 
on the part of an out s t anding iuue, 1t would not look so bad, 
llefore he left he eAid thot a 15-lDOnth l-l/4~ note would be eure 
to go , The bonlee and eome corpora tion• want t his maturi t;r. 

With ~. D&Yine of 
Don-ine eDt Oomp&l\1, 
Sept~mber 4 , 1937. 

He lAid tbo.t he thought the Treuur;r ahonld not atte.:rpt 
a bond at thie time , TM long-tara IIIBJ'lcet 18 nr;y thin and t he 
'OOlUile 11 Yor:y eaall , l!e cannot at the present t ime .. u a bloc:lc 
of bonda . J:rq offering of bonde of 1ntorll8d1ate maturit;r date 
would lrurt the present yrem1Uil bond&, l!ia auggestion 1a tha t we 
issue a 15-month l - 1/41- and a 3-;rear 1-5/8~. 'lie ean go to a 
4-;rear w1 t h a coupon of 1- 7 /8'/. or a ~ear with a coupon of ~. 
Chocking with large New York banlco he feels t hat the eentiment h 
f or t h e 15-lDOnth 1-1/f.f, end a 5-:Year :!)(, The !Jet:ropolitan 
Inaurance Oompan;r hae $35,000,000 of t he maturi.Dg eecuritiee and 
he beliena that it t~auld take a 5-:fear ~ note but that it would 
P.Ot telce a 7-'Tear 3-1/~ bond. He oDl;r found one bank in Chi~ 
and onl;y one in St, Louie interested in the 5-'Tear ~. 'llhen aalced 
aa to how he felt the IIU])scriptione would be dirtdtld, he aa1d that 
$500,000 ,000 t10uld go into the ehort and $300,000 ,000 would go in­
t o t he 5-year 2'/. no t e , If he had the dechion to 1181ce , he 11011ld 
not go beyond 1942 for thie operation: he certainl;r would no t co 
into the 1945-47 poriod. l!e does not feel that i t would be fair 
to the marlcet nnd to the ~eaeur:r to iuue a 7-;rear bond. 'lhh 
market is not onr--eold bu.t 1t 1a juet plain :rotten, ll:Yerrone 
aeema to be w&itina for JDOney r atee to tighten, Sqa thot the 
7-'Te&r 3-l/"4- 1o prefer able to the adell t ioMl. is8118 of 3-3/4ft of 
1945-47 a t 101 becaaae of the objection• on the part of the bODica 
to the prem1WII and to t h e optioMl. call date . 

He feell thot if ;rou offered a 15-•onth l - 1/4'/> note &Jill 
a 7- Tear 3-l/~ bond , :rou would get 110re bondo under thio propooal 
than if ;rou aubstituttld 1111. additioMl. hllle of 2-3/4'/> 1945-47 at 
101 , He definitel;r recolll!lenda a l!Hionth l-l/4f. and a 5-'Tear 
2'/.. He i .noieta t heN will go and go well . 'fhat we will .. t 
$500,000,000 eubscriptions to t he 1'5-lDOnth md $300,000,000 of lllb­
ocripti ons to tbe longar . 

?2' - .I. 
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Dinner conference Saturda,r 
with IJr, 1.11lh ud 111', 11epp 
of the DiaCOW>t Corporation, 

'lhe7 ,..re TfJTT entlllaiaetic for the 15-!oonth l - 1/4'/t 110te 
and 7""7"Z rl /Zf. bond, ~ were enn etrcnt;er for th1e propoMl 
than the7 were OD h14q at .tm con.tercce with 111', !'19'lor ud ... 
!lnq ar&Ue4 at - lent;th tbo.t t hh propoeal 1f adDpted liT tbe 
'l'reneu.r;r W<J1ld help the aazket U.cael;r aDd would be a ~ 
atep on the part of the 'l'ra6SU%'7. 'l!le S.cret"%7 then told th• 
thet ..., "" not offerillg e:rtJ' ad41t1oneJ. billa for a 11h1le and thet 
the 1811ue eold on hiw l&at would be the end !or eoM tiM of 
the 1aaue of $50,000,000 each ...,ell:, 'l!hi\Y aaid thet thh would be 
excellent newa !or the market end t hq were now eTen atron&er for 
the 7~ar bond, 

Whil e thq """ strong for thh aec:urity ~t the 
conference, the)' 11111117• came back to eo• qual1f1cat1on or eo• 
protectiYe .. ature• which 'IOOUl.d be neceuar;r to adDpt in order to 
in SUM co10plete tueceu of the 'llhole operation. '1'111a, I bali~, 
threw some doubt into our ainda aa to whether "" abould adbpt the 
bond at thia tilDe, I belieTe ao we came out of that con.!ereno., 
..., were more certain that a bond abould not be offered but thnt 1t 
should be a 15-month and o. 5-year 110te, 
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H. loi .J r: 

o: 
H. LI . Jr : 

0 : 

EI .M. Jr : 

Burgess: 

H. !.I . Jr: 

B: 

H. i.\ .Jr: 

B: 

H.M. Jr: 

B: 

H. !.I . Jr : 

B: 

H. lJ. Jr: 

B: 

H.U.Jr: 

B: 

H. tl .J r: 

B: 

Bello 

Dr . Burgess . 

Thank you. 

Go ahead. 

Good morning . 

Good morning, sir . 

September 7, 1937. 
8 : 50 a.m. 

Well I thought t he papers treated us very nicely. 

I thought they handled things very well. 

Yes . 

It' s too early to tell much yet . The dealers 
Itve talked with like it all r i ght; they say 
t hey won't make trouble about it . 

Ab-ba. 

I t • s too early to s ay what the rights will be. 

Well supposing I call you about 10:15 your time. 

That's a good time. 

Would you have somethi ng? 

Yep, Itll have somethi ng. 

10:15. 

Yep. 

Thank you. 

Very good. 
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H.IJ.Jr: 

0: 

R.M.Jr: 

B: 

H.M.Jr: 

B: 

H.M.Jr: 

B: 

H.M.Jr: c B: 

H. !& .Jr: 

B: 

B. l! . Jr: 

B: 

H.M.Jr: 

B: 

R.hi .Jr: 

B: 

H. lll .Jr: 

B: 

B.li.Jr: 

Bello. 

Dr . Burgess. 

Hello. 

Hello sir . 

Yes . 

September 7, 1937. 
9 : 30 a .m. 

Well they - they all certainly like it. 

Yes. 

224 

They're still indeterminate yet as to the rights -
they' r e quoted anywhere from - ah - nine on the 
big side to 10 or 12 or 13. 

Ylhich is that - for the 15 months? 

No, that ' s the rights . That•s maturing ••• • • ••• 

Oh yes. 

That was quoted Saturday 10 and 12 • • • •••• •• 

Yes. 

• ••• •• • but it' s right around the same as what 
it was Saturday • •••••.• 

Ah-ha. 

••• ••• and - ah- it isn't really possible to 
size it up yet. 

"h-ha. 

The stock market you know ·is off a point and a 
quarter ...••• • • 

Ah- ha. 

•••• • • on- on the European news . 

Yes. 
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B: 

H. &I.Jr: 

B: 

H. M.Jr: 

B: 

R. AI .Jrt 

B: 

- 2 -

A.b •• •••• 

Well I 111 call you a little later. 

It •s really pretty hard to tell very much now. 

All right . 

It seems to be all right, ss tar as you can tell. 

All right. Thank you. 

Very good. 

us 
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R. I.I .Jr: 

0 : 

R. rt .Jr : 

B: 

I! .M.Jr : 

B: 

H.U.Jr : 

s: 

H. IA.Jr: 

( B: 

H.!.l.Jr: 

B: 

H.M.Jr: 

B: 

B. !d . Jr : 

B: 

R.M.Jr: 

B: 

H.M.Jr: 

B: 

H.U.Jr: 

Hello 

Dr . Burgess . 

September 7, 1937. 
10:34 a . m. 

Hello Burgess, how is she going? 

Well 1t1 s a little bit softe.r than I could wish. 

Ah- ha. 

The - ah - the r ight s are quoted 7 . 9 which is about 
3/32ds off from Saturday. 

Yes . 

There's - ah - there's been quite an active market 
in rights; •. .. ••. • 

Ah-ha. 

•• •• ••• some selling but always somebody to buy 
them. 

Good. 

At least there i s a firm bid at these pri ces . 

You haven' t had to do anything? 

No, we haven • t done a thing . 

Good. 

Now the bond market is just slightly off • • ••• •• 

Ah- ha. 

•••••• a t hirty- second or two; one or two issues 
more than that and the notes are off a little bit. 

Ah-ha. 

or course, that was bound to be true. 

Yes . 
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H.M.Jr: 
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Ot course, this - ah - this Russian and Italian 
thing didn' t do the market any particular good. 

No . Whet er e the old 3-1/4 notes selling at? 

B: Oh that• s - that 79 premium. 

H. M.Jr: Well that ' s all right. 

B: Yes that's enough- it's- it ' s a premium. 

H.U.Jr: Yes. 

B: - ...,.. mnr - ah - you get all kinds or gossip - ah -
one - one conversation is that General Uotors 

H.I! .Jr: 

B: 

B. M,Jr: 

B: 

is talking a bout converting their 25 million into 
1-1/4. 

Yes, well that would be ••• ••• 

Ah - those people are just waiting and studying 
the market ••• .• •. •.• 

.lt.h-ha. 

•••• •• and trying to decide what to do . 

U7 

R. M.Jr l 

B: 

Well I tm anxious to close the books tomorrow night . 

Ah - I think that ' s awful close. 

H. J.I .Jr: 

B: 

H.loi .Jr: 

B: 

H.!.I.Jr: 

B: 

B. !.! .Jr: 

Well you were thinking about it. 

The market feels that it needs three days, I think. 

Well • •• ••• . • 

I was just t alking to- to Mills about that •••• •• 

Well I - I won ' t decide until arter the market 
closes. 

O.K. well we ' ll t alk it over here right carefully 
then • .• •.• •••• 

All right. 

Regraded Unclassified



- 3- 228 c 
B: •••••• and see Wbat we think. 

B. IA.Jr: All right. 

B: Very good. . 
H.M.Jr: Ooodeye. 
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